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Abstract 

A review on free trade principle in theory and practice suggests that trade 

liberalization is merely rhetoric under which industrialized countries can pursue specific 

interests of certain actors more deceptively. The purpose of this thesis is to testify 

whether this preliminary result on general trade issues is valid in the textile and clothing 

sector as well.  

The reasons for the author to narrow her research scope down to this industry are 

that: first, textiles and clothing had been subject to consistent trade protectionism for 

more than thirty years since the discriminatory Multi-Fiber Arrangement (MFA) in 1974; 

second, the Agreement on Textiles and Clothing (ATC) in 1995 was designed to remove 

all quota restrictions by 1
st
 January 2005 via a ten-year transitional period; third, the 

European Union (EU) raised safeguard investigations within four months after the 

expiry of the agreement, and succeeded in re-introducing quantitative restraints back to 

this sector. The intense and dramatic Europe-China textile dispute in 2005 started from 

the completion of quota abolishment, but ended up with quota re-imposition, which 

inspires the author to ask whether the European Union’s trade liberalization in the 

textile and clothing sector is rhetoric or reality.  

The thesis examines the conventional stance of the Union’s textile and clothing 

policy, the actual fulfillment of the Agreement on Textiles and Clothing (ATC), and the 

development of the Europe-China trade dispute on in 2005. In order to identify involved 

interest groups and their demands during the implementation of the agreement and in 

the dispute shortly afterwards, the thesis also analyzes: first, the interaction between 

protectionist lobbying groups and national governments at the Union’s level; and second, 

the divergence on the attitudes towards China’s expansion in the European market 

among member states.  

 Comparing the Union’s early promises in the Agreement on Textiles and Clothing 

(ATC) with its actual behaviors during implementation and in dispute, the author finally 

concludes that the Union’s trade liberalization in the textile and clothing sector is 

merely rhetoric under which the European Union (EU) pursues the protectionist 

interests of its domestic textile and clothing producers and those member states with 

substantial textile and clothing industry.  



  

Key words: free trade, trade protectionism, Agreement on Textiles and Clothing (ATC), 

China, European Union (EU), trade dispute  
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Chapter 1 Introduction 

Debates between trade liberalists and protectionists have lasted for decades. Trade 

liberalists believe that free trade can stimulate specialization worldwide when countries 

choose to concentrate on the industries that they have abundant natural resources, 

comparative advantages or rich production factors, and trade with each other. Trade 

protectionists criticize trade liberalization for being beneficial only for big companies, 

big economies and countries at a similar level of industrial development and emphasize 

that protection is necessary for start-up industries and shall be carefully managed to 

avoid abuse. 

The textile and clothing industry, due to its labor-intensive nature, has been subject 

to trade protectionism for a rather long time. Its protectionist history probably can be 

dated back to the United States (US) restraints on Japanese textile exports in 1955. By 

the end of 1950s, quantitative limits were expanded to the United Kingdom’s imports 

from Hong Kong, India and Pakistan. In 1961, the Short-Term Arrangement (STA) 

institutionalized quotas on cotton textile and apparel products. These quotas were also 

kept in the following Long-Term Arrangement (LTA). In the early 1970s, further 

researches were conducted by developed counties to avoid competition of growing 

textile and apparel production in Asia. To manage possible market disruption in the 

short term, in 1974 the Multi-Fiber Arrangement (MFA) was signed, building up a 

thirty-year protection in this sector. In 1994, the Agreement on Textiles and Clothing 

(ATC), as a major achievement of the Uruguay Round, was designed to integrate the 

textile and clothing sector into the reaches of the World Trade Organization (WTO) by 

lifting quotas. The agreement expired on 1
st
 January 2005, ending a decades-lasting 

protectionist system on textiles and clothing. (Heron, 2007, pp.192-198) 

However, only within four months after the completion of quota removal, the 

European Union (EU) activated an “early warning system” to monitor increasing 

imports from China on 7
th

 April, which opened the curtains of the “textile-specific 

safeguard clause” (TSSC) adoption. Pressured by the Union and domestic exporters, 

China accepted a bilateral agreement to reintroduce quantitative restrictions to its textile 

and clothing exports on 10
th

 June. The agreed quota system was applied by Europe and 

China on 13
th

 and 20
th

 July. The administrative procedure between the signing and the 
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actual enforcement of the agreement created a one-month lasting vacant period during 

which textile imports from China reached the ceiling and blocked shipments started to 

pile up at European borders. On 5
th

 September, China again compromised to use 2006 

quotas to cover half of the stuck products, and in return the Union agreed to release the 

rest without attributing to any quota. The trade dispute between China and the Union in 

2005 is rather intense yet dramatic. The approximately 77 million Chinese garments 

over-piled on the European frontier raise plenty questions. (The Financial Times Ltd., 

2005) Why did the dispute happen? How did multiple interest groups involved interact 

with each other? How could the Union convince China to re-impose quota restrictions? 

Above them all seems to be a contradiction between what the Union promised in the 

Agreement on Textiles and Clothing (ATC) and how the Union performed during 

implementation and in dispute. Based on this consideration, the author decides to 

formulate the main research question of this thesis as whether the European Union’s 

trade liberalization in the textile and clothing sector is rhetoric or reality. 

 Besides Introduction and Conclusions, the thesis body consists of four chapters. In 

Chapter 2, the author is going to establish a theoretical framework in which the specific 

textile and clothing case in Europe can be explored. Three sub-questions are approached 

in this part: What is free trade principle? Is trade liberalization only rhetoric to promote 

special interests of certain actors? If so, who are these actors and what are their interests? 

In Chapter 3, the author will present detailed information about the Europe-China 

textile dispute in 2005, introduce main research question and develop three sub research 

questions. In Chapter 4, the author is going to analyze the conventional stance of the 

Union’s textile and clothing policy by reviewing the background, contents and influence 

of major Europe-related agreements on textiles and clothing. Besides, how protectionist 

lobbying groups interact with national governments and European institutions in 

different periods and how member states divide in trade policy negotiations will be 

elaborated in separate sections as well. In Chapter 5, the author turns from an 

assessment of trade theory in general and European textile and clothing policy in history 

to a more concrete analysis based on the implementation of the Agreement on Textiles 

and Clothing (ATC) and the Union’s reactions during the textile dispute with China. At 

the end of this chapter, the main research question of this thesis will be answered.  

 This thesis intends to arouse attention not only to the legal texts of trade agreements 

or to the political discourses of each interest group, but also to study deeper into the 
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loopholes built in free trade agreements and the abuse of trade protective instruments. 

The author believes that to testify whether the Union’s trade liberalization in the textile 

and clothing sector is rhetoric and to exposit how the Union pursues its interests under 

legitimized liberalist cover can inspire later researchers to pay more attention to the 

actual liberalization outcomes other than tariff reduction and quota elimination. In this 

sense, this thesis may contribute to the theoretical construction and pragmatic 

implementation of free trade principle.  
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Chapter 2 Theoretical framework 

This chapter is progressed by three questions — what is free trade principle? Is 

trade liberalization only rhetoric to promote special interests of certain actors? If so, 

who are these actors and what are their interests? In order to answer these questions, the 

author reviews all major free trade theories in history, presents trade protectionism as a 

counter-argument of trade liberalism, analyzes the World Trade Organization (WTO) as 

a real trade liberalist practice, and constructs a multi-layered decision-making 

mechanism model to explain involved interest groups and their stances.  

2.1 Trade theories and practices 

2.1.1 Free trade theories 

The beginning of the theoretical construction of trade liberalization can be traced 

back to the years between 1776 and 1817 when Adam Smith’s Wealth of Nations (1776) 

and David Ricardo’s Principles of Political Economy and Taxation (1817) were 

published. Below is a survey of the literature of free trade, from classical Theory of 

Absolute Advantage to new trade theories embedded in many countries’ current industrial 

and trade policy. (See table 2.1) Please note that the purpose of this review is to draw out 

the main developing path of free trade principle. For simplicity, the author only 

summarizes some representative theories and will not go into all the technical details 

necessary to validate them. 

Name of 

author/s 

Name of 

theory 

 

Main assumptions 

Adam 

Smith 

Theory of 

Absolute 

Advantage 

Trade, through improving the division of labor and upgrading the level of 

productivity, is a vent for surplus production and a method of market 

expansion. This doctrine was further developed into an exporting-drive 

argument, most often related to colonialism in the 19
th

 century. (Thirlwall, 

2006, p.6) 

David 

Ricardo 

Theory of 

Comparative 

Advantage 

The Theory of Comparative Advantage was developed based on the 

labor theory of value. (Bernhofen, 2005, p.1) It states that a country, on 

the prerequisites of perfect competition and full employment of resources, 

can gain benefits in the production of which it possesses maximum 

comparative cost advantage or minimum comparative disadvantage. 

Similarly, it should also import which it has minimum comparative cost 
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advantage or maximum comparative disadvantage. (Ghai and Gupta, 

2002, p.242) In 1930, Gottfried Haberler freed the the doctrine of 

comparative costs from Ricardo’s labor-value formulation and 

introduced “opportunity costs” to explain “how much of a commodity 

must be given up in order to produce more of the other.” (Bernhofen, 

2005, p.2; Ghai and Gupta, 2002, p.247) International rate of exchange 

also lies between the domestic opportunity cost ratios of two 

commodities. (Thirlwall, 2006, p.6) 

Eli 

Heckscher 

and Bertil 

Ohlin 

Factor 

Endowment 

Theory 

The H-O model incorporates all previous theories with additional new 

elements. It says that international trade takes place or is about to take 

place when comparative advantages exist in prices, not merely in costs, 

because several factors like different taxation rules in different countries, 

currencies exchange, subsidies and supernormal profit can lead to prices 

differing from costs. It is important to notice that the price discussed 

here is general equilibrium price. This model also emphasizes that 

differences in costs and prices, where comparative advantages exist, can 

be caused not merely by the differences in the production efficiencies of 

different countries, but by the differences in the quantities of production 

factors as well, which means both the quality and quantity of production 

factors are considered. For Hecksher and Ohlin, a country can obtain 

comparative advantages if it uses abundant factors more intensively and 

scare factors less intensively. Hechsher and Ohlin’s research also 

demonstrates that only partial specialization can lead to full employment 

of production factors, while complete specialization may risk partial 

unemployment of the factors. (Shrivastava, 2011, p. 53)  

Wassily 

Leontief 

Leontief’s 

Paradox 

Leontief analyzed American exports and imports structure to test 

Heckscher-Ohlin’s theory empirically. His most astonishing discovery is 

that although America is the most capital-abundant country in the world, 

it exports labor-intensive goods and imports capital-intensive goods in 

most time periods, which is in contradiction with the Heckscher-Ohlin’s 

model. (Sen, 2005, p.17) Leontief’s paradox has attracted more 

researchers to test the validity of the H-O model. For example Robert 

Baldwin acknowldged the existence of the paradox in the US in 1971. 

Later, Edward Leamer (1980), Elhanan Helpman (1999) and Kwok 

(2005) reported similar exceptions in non-US cases. (Duchin, 2004, 

pp.52-55)  

New trends During the post Hechscher-Ohlin period, three tendencies are most 

wide-spreading. First, some researches are still conducted to examine 

the validity of the H-O model or to explain Leontief’s paradox, but their 

contributions are limited, and not being able to formulate a separate 

theory. Second, recent researches on pure international economics are 

less constructive as well. The focus on confirming or refuting quantity 

monetary theory makes their working no better than a complementary 

remark of Ricardian comparative cost theory. Third, economics writings 

shift attention from pure theory to applied economics. Economists no 

longer linger around the topics like “when shall two countries trade and 

to what extent they shall trade”, but more spotlight real trade practices 
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such as tariffs, quotas, custom union, trade blocs, exchange rate 

determination, etc. (Shrivastava, 2011, p. 70) 

Table 2.1: Major free trade theories 

The essential idea of trade liberalism is that free trade can stimulate specialization 

worldwide when countries choose to concentrate on industries that they have abundant 

natural resources, comparative advantages or rich production factors, and trade with each 

other. For this reason, governments shall encourage trade by abolishing tariffs and 

non-tariff barriers. Theoretically, Ricardo’s model demonstrates that there is almost 

always a comparative advantage and that absolute advantage does not matter for 

beneficial exchange as well; the only exception will be identical ratios between the two 

factors of production. This indicates that barely all parties involved can benefit from 

international trade. For producers, the division of labor can better resources reallocation 

pattern, improve production efficiency and accelerate technology development for each 

country in the chosen fields. For ordinary customers, since a country can produce more 

goods and import others from foreign countries, the prosperity of its domestic market 

increases and the price lever drops. For governments, trade liberalization can enhance 

fair competition, contain monopolies, for the reason that open market, in which all 

enterprises are equally exposed to international competition, can weaken the most 

important advantage monopolies used to enjoy in a closed market and bring them more 

obstacles. Free trade can also raise economic return in the way that government are 

competent to prevent the profit margins of domestic producers from declining by 

adjusting exports and imports proportion, and therefore contributing to capital 

accumulation.  

The importance of Leontief’s paradox is not about to what extent it challenges the 

Factor Endowment Theory, but rather how it diversifies international trade theories by 

emphasizing the complexity of applying trade theories to empirical data. In fact, it 

inspires researchers to consider more possibilities. For example, new production factors 

like technology development, population growth and capital accumulation may reform 

international trade in flow, type and size. (Sen, 2005, pp.18-22) Or the changing nature 

of a factor in different countries, for instance a commodity produced by a labor-intensive 

process in a labor-rich country also being produced by capital-intensive process in a 

capital-rich country, can increase the invalidity of the H-O model in empirical studies. 

(Duchin, 2004, pp.55-57)  



7 

 

Along with the proceeding of globalization, the division of labor or specialization 

has become more and more unavoidable in the past decades. Once a country focuses on 

the industries with which it has comparative advantages or relatively abundant factors, 

and exchanges with others, it will have the chance to improve production efficiency and 

technological level in these industries, but meanwhile it will also have to deal with a 

large number of costs produced in industrial reform and restructuring process. The cost 

here does not only refer to the money needed to buy a new machine or hire a new worker. 

It implies an in-depth social and economic revolution that not only requests a deep 

reshaping of the country’s labor structure and resources distribution, but also may cause a 

series of chain effects even in education and social welfare system. Therefore, even 

though the international community has shared the viewpoint that globalization indeed 

can optimize resources allocation worldwide, each government adopts multiple tools to 

control the actual integrative speed and methods carefully. While the world economies 

have pursued various liberalization routes
1
 to reduce and sustain lower tariff barriers 

over the past decades, another theme is that many have also adopted increasing numbers 

of defensive instruments under policies such as antidumping actions, safeguards and 

countervailing duties. (Bown, 2012, p. 1956) 

 Antidumping actions aim to remedy unfair competition caused by price 

discrimination between different geographical markets. (United Nations Conference on 

Trade and Development, 2013, p.26) Dumping refers to the situation when a product is 

introduced into the commerce of an importing country at an unfairly low price. (United 

Nations Conference on Trade and Development, 2013, p.26) Countervailing measures 

intend to counteract any trade-distorting effects of direct or indirect financial assistances 

granted by the authorities of exporting countries. (United Nations Conference on Trade 

and Development, 2013, p.27) In a trade defensive investigation, the normal value of 

disruptive products is crucial to justify weather dumping or subsidization occurs. If 

exporting country is of market economy status, the normal value of the cited products 

                                                 

1
The past decades has witnessed the major economies of the world undertaking a variety of liberalization 

approaches, mainly multilateral negotiations, preferential trade agreement, customs union, unilateral 

liberalization and accession to the WTO. For example, the GATT and later the WTO initiated further 

multilateral negotiations in 2001 under the Doha Round. Canada and US signed Free Trade Agreement in 

1987, and then extended to Mexico in 1994 to create NAFTA. The European Community and the 

European Single Market expanded from 10 member states to 12 in 1986 to 15 in 1995 to 25 in 2004 and 

now the European Union has 28 member states. India cut its applied tariffs through a unilateral 

liberalization in 1991 as a response to the balance of payments crisis. China realized its WTO 

membership in 2001 after 15 years of accession negotiations. (Bown, 2012, p. 1955) 
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shall be defined by the comparable price for the like product selling in the exporting 

country, otherwise importing country must decide the normal value upon an analogue 

market which shall be similar to the exporting country but of market economic status, or 

by adding a reasonable amount to the cost of production in the country of origin. (World 

Trade Organization, 2009) Unlike anti-subsidies and anti-dumping actions, safeguards 

are not taken to address unfair trade practices, but to prevent injury caused by surged 

imports. (European Commission, 2013) These trade remedies are designed as temporary 

means to counter the side-effects of trade liberalization and therefore are in tune with 

free trade principles.  

2.1.2 Protectionism — a counter-argument of trade liberalism 

The history of trade protectionism can be traced to the time when Mercantilism was 

practiced throughout Europe in the sixteenth and seventeenth centuries. Famous theorists 

of protectionism Alexander Hamilton and Fredrich List, though they did not live in the 

golden age of mercantilism, provided substantial criticism against liberalists. (Crane and 

Amawi, 1997, p.35) In the 1791 published Report on Manufactures, Hamilton urged the 

importance of developing manufactures in the post-war United States and described the 

positive effects tariffs could possibly bring about. (Kenen, 2006, p.209) He listed tariff 

barriers among seven optional policies by which the States could construct a complete 

and balanced industrial structure. However, he also emphasized that protectionist tools 

like tariffs were “political instrument, used to shape national economic policy”, so they 

should be used carefully “within key industries for a specific time frame to increase its 

effectiveness”. (Austin, 2009, p.54) On the basis of Hamilton’s legacy, List’s ideas are a 

step forward. He agreed with Hamilton on the point that government interventions, 

especially tariffs and subsidies, were necessary for start-up industries until they were able 

to survive in open competition, but List also recognized that protectionism could not last 

forever and would finally be replaced by free trade. (Eckes, 2011, p.89) According to List,  

liberalists are forcing countries to accept their current level of technology, i.e. dooming 

agricultural countries to specialize in farm products and resource-rich countries to export 

raw materials. Under these circumstances, countries who want to achieve higher income 

levels will never have the chance to succeed. (Eckes, 2011, p.89) Working on List’s ideas, 

economists from Cambridge University represented by Ha Joon Chang further argued 

that trade liberalization was beneficial only for big companies, big economies and 
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countries at a similar level of industrial developement, but not for small and medium 

sized companies, small and weak economies, and countries at different levels of 

development. (Mahnkopf, 2008, p.1) 

There are two categories of protectionist tools commonly applied to international 

trade today: tariffs and non-tariff measures. 

Tariffs or customs are imposed on imported goods, usually varying among different 

types of imports. The purpose of import tariffs is to reduce the competitiveness of 

imported goods in domestic market by adding taxes to their original prices. In an 

economy with floating exchange rates, government may also impose tariffs on exports. 

But since exporting is often perceived as profitable to local industries, but importing as 

hurting local industries, export tariffs are less often implemented. (Sumner, Smith and 

Rosson, 2001, p.1)  

As to non-tariff barriers, a specific research conducted by the European Apparel and 

Textile Organization (EURATEX) in 2003 shows that the World Trade Organization 

(WTO) had not yet found an all-accepted definition of this term among its member states. 

This absence can be used to explain why trade defensive instruments like anti-subsidies 

actions, antidumping measures, intellectual property rights protection, distribution 

regulations, banking legislation, etc., are considered by other trading partners as 

non-tariff barriers. (European Apparel and Textile Organization, 2003, p. 3) Below is a 

proposed definition of non-trade barriers in line with the Doha development Agenda 

Round, especially the sixteenth paragraph of the Ministerial Declaration in Doha. 

(European Apparel and Textile Organization, 2003, p.4) (See table 2.2) Please note that 

this definition is not particularly formulated for the textile and clothing industry, but all 

the Union’s textile agreements from 2000 onward are based on this general perception. 

(European Apparel and Textile Organization, 2003, p.4) 

Doha Development Agenda 

Proposed declaration on the ban of non-tariff barriers and acceptance of 

not re-introducing new ones 

• Any additional duties on the import or sale of products of origin from one WTO 

member in excess of the custom duties set out in the Agreement, or any other taxes of 

equivalent effect, which are higher than any such duties or taxes imposed on the 

production or sale of equivalent domestic goods. 

• Technical regulations or standards, or conformity assessment or certification rules, 

procedures or practices going beyond the purposes for which they are required. 
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• Any formal or informal minimum import price requirement, or other customs 

valuation rules, procedures or practices giving rise to barriers to trade provided that 

trans-shipment problems are solved. 

• Rules, procedures or practices for pre-shipment inspection that are discriminatory, 

non-transparent, and excessively lengthy or the imposition of customs controls for the 

clearance of goods to shipments that have been subject of pre-shipment inspection. 

• Excessively burdensome, costly or arbitrary rules, procedures or practices concerning 

the certification of the origin of products or requiring direct shipment of goods from 

the country of origin to the country of destination provided that traceability is part of 

the Trade Facilitation measures. 

• Any non-automatic or discretionary licensing requirements, or any automatic 

licensing rules, procedures or practices imposing disproportionate burdens or having 

restrictive effects on imports. 

• Requirements or practices concerning marking, labeling, the description or 

composition of the product or the description of the manufacturing of products which, 

either in their formulation of in their application, are in any form discriminatory as 

compared with domestic products. 

• Unduly long customs clearance delays or excessively burdensome, excessive or costly 

customs procedures, including inspection requirements, which have an unnecessary 

restrictive effect on imports. 

• Subsidies causing injury to the WTO members industries and not covered by existing 

WTO rules. 

Note: Underlined words are marked by the author.  

Table 2.2: Definition of non-tariff barriers  

(European Apparel and Textile Organization, 2003, p. 4) 

This definition does not draw a clear line between inadmissible non-tariff barriers 

and legitimate trade-related practices, but it releases some major features or advantages 

of these newly popularized measures. First, non-tariff barriers are more concealed and 

discriminative. Quite contrary to tariffs which are fixed, published, and implemented 

exactly, non-tariff barriers in many countries and regional entities are far more complex 

and change quite frequently, which may trap exporters who are not very familiar with 

the updated rules specifically bound to their products or targeting markets. Second, 

non-tariff barriers are more flexible and specific. Government can set up a non-tariff 

barrier by introducing administrative regulations, such as financial restrictions and food 

safety standards, but it can hardly amend a tariff rate without going through a reluctant 

legislation procedure. This decides that non-tariff barriers can respond to urgent 

situations more quickly and limit the loss to the lowest level. Third, non-tariff barriers 

are more efficient and reliable. The impacts of non-tariff barriers are usually irreversible. 
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Exporting countries can easily counter the function of tariffs by reducing exporters’ 

original costs via subsidization or dumping actions, but they can seldom find an 

efficient way to withstand obstructions under a cloak of sustainable development, food 

safety and intellectual property rights protection, etc. 

The latest research named the Developing Countries in International Trade Studies 

recognized sixteen groups of non-tariff barriers on the basis of the old non-tariff 

measures classification of the United Nations Conference on Trade and Development 

(UNCTAD)
2
. (See table 2.3) According to the new standard, contingent trade-protective 

measures, including antidumping, countervailing and safeguard measures are non-tariff 

barriers as well. In the course of the gradual dismantling of tariffs and intensive 

economic integration, trade defensive instruments, though theoretically applied for 

tackling the negative consequences of trade liberalization, have turned into 

WTO-endorsed route for legitimzed unilateral protection.  

IM
P

O
R

T
S

 

Technical 

measures 

A) sanitary and phyto-sanitary measures (SPS) 

B) technical barriers to trade (TBT) 

C) pre-shipment inspection and other formalities 

Non-technical 

measures 

D) contingent trade-protective measures 

E) non-automatic licensing, quota
3

, prohibitions and 

quantity-control measures other than for SPS or TBT reasons 

F) price-control measures including additional taxes and charges 

G) finance measures 

H) measures affecting competition 

I) trade-related investment measures 

J) distribution restrictions 

K) restrictions on post-sales services 

L) subsides 

M) government procurement restrictions 

                                                 

2
 The old United Nations Conference on Trade and Development (UNCTAD) categorized non-tariff 

barriers into 6 core groups: price control measures, finance measures, automatic licensing measures, 

quantity control measures, monopolistic measures and technical measures. (United Nations Conference on 

Trade and Development, 2009, pp. 1-2) 
3
 Quotas are quantitative restriction on imported goods. Their function is similar to tariffs. Government 

increases the market price of imported goods by reducing the quantity. The most commonly used quotas 

among WTO member states in the middle of quota lifting process is tariff-rate quotas which allow 

quantities below the quota to enter at low tariff rates, but exceeded part being charged at a higher tariff rate. 

(United Nations Conference on Trade and Development, 2013, pp.26-33)  
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N) intellectual property 

O) rules of origin 

EXPORTS P) export-related measures 

Table 2.3: Non-tariff measures classification 

(United Nations Conference on Trade and Development, 2013, p. 3) 

Developed countries countinue to dominate trade remedies, especially 

anti-dumping and anti-subsidies instruments, even if these measures are no longer their 

previledges. The WTO Rules Division Countervailing Measures Database reports that 

more than three quarters of anti-dumping and about eighty percent of anti-subsidies 

investigations in the past twenty years were launched by industrialized coutnries, 

especially a small number of large companies, and focused on key sectors, such as steel 

products for the United States (US) and textile for the European Union (EU). (Neufeld, 

2001, p.24) 

Many evidences suggest that trade defensive measures continue to be abused as 

protectionist tools facilating established produsers to prevent new competitors from 

entering the market via arbitary management of initiation, duration and review.  

Developed countries are allowed to open investigations even if the outcomes are likely 

to be negative. In fact, only by threat of opening an investigation, they can drive 

importers panic and to switch to alternative supply sources whether a duty will finally 

be imposed or not. (Neufeld, 2001, p.7) Trade remedies are supposed to provide 

temporary protection, but in reality they often remain in force for a long time once being 

applied. For example, the States’ average duration of anti-dumping duties is more than 

nine years, with some of them being in force for more than twenty years, and more than 

ninety percent lasting more than five years. (Neufeld, 2001, p.8) Reviews required by 

the World Trade Organization (WTO) are unfrequent, lengthy and sufferring from 

“differing and disputable unilateral interpretation of the provisions concerning the 

conduct of these reviews”. (Neufeld, 2001, p.22)  

Nethetheless, many of these problems have to be attributed to the deficiencies of 

current legislation. Imprecise regulations and a high degree of discretion at national 

level give rooms for controversial interpretations and faulty implementation under 

legitimized cover. For instance, the WTO Anti-dumping Agreement (ADA) is usually 

criticized for leaving considerable loopholes in its ambiguitious definition of injury 
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concept, non-enterprise specific approach, cumulation
4
, duration, discretion, standard of 

review, lack of special and differential treatment, and low thresholds of access. (Neufeld, 

2001, p.16) 

Previous review about free trade principle and trade protectionism shows an 

extreme piciture. On the one side, trade liberalists claim that free trade can be benefitial 

for all parties involved and that antidumping actions, safeguards and countervailing 

duties will serve as trade remedies to counter adverse effects of liberalization process 

when necessary. On the other side, trade protectionists insist that free trade is only 

inclined to devleoped countries and that antidumping actions, safeguards and 

countervailing duties, among other non-tariff barriers, are replacing tariff barriers to 

shield domestic companies from international competition. Liberalism or protectionism, 

which one is rhetoric and which one is reality? To answer this question, the author is 

going to examine liberalization in practice by taking the World Trade Organization 

(WTO) as an example.  

2.1.3 WTO — trade liberalization in practice 

During the past fifty years, the General Agreement on Tariffs and Trade (GATT), and 

later the World Trade Organization (WTO) have sponsored successive rounds of 

multilateral trade negotiations under the principles of “trade without discrimination”, 

“freer trade gradually through negotiation”, “transparency”, “fair competition”, 

“encouragement of development and economic reform”. (World Trade Organization, 

2013, Principles of the trading system) Two distinct challenges catch the Organization’s 

members therefore: first, how to construct and operate “a multilateral trading system that 

is based on non-discrimination and most favored nation liberalization”, and second “what 

role the WTO should play in pursuing national development objectives”. (Hoekman, 

2007, p.267) As a result, the balance between tariff and non-tariff trade restrictions is 

changing recently — trade liberalization is reducing tariff barriers and confronted with 

increasing non-tariff barriers. 

The success of multinational negotiations in tariff reduction is highly visible and 

quantifiable, especially in over five years from 1
st
 January 1995. Developed countries 

                                                 

4
 Cumulation permits investigating countries to assess the combined impact of all like imports from every 

country under investigation on the domestic industry. (Neufeld, 2001, p.23) 
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have cut 40% tariffs on their industrial products, from an average of 6.3% to 3.8%, and 

“the value of imported industrial products that receive duty-free treatment in developed 

countries” has increased by 24%. (World Trade Organization, 2013, Tariffs: more 

bindings and closer to zero) Fewer products are charged high duty rates, i.e. more than 

15%. The proportion of imports into developed countries at tariff rates higher than 15% 

has fallen from 7% to 5%, which releases 4% high-tariff-rate exports of developing 

countries from tariff barriers. (World Trade Organization, 2013, Tariffs: more bindings 

and closer to zero) The share of imports with committed and frozen tariff rates, or in 

WTO technical term known as “bound tariff rate”, has surged from 78% to 99% in 

developed counties and 21% to 73% in developing countries. (World Trade Organization, 

2013, Tariffs: more bindings and closer to zero) Please note that this progress does not 

include trade in agricultural products. Although being a preferential trade section, trade 

barriers in agriculture are interesting as well, in order to concentrate on the main research 

question, this thesis skips this part.  

Nevertheless, the decline of tariff rates has not spurred international trade as it has 

been expected. (Hoekman, 2007, p.266) Plenty of skeptics attribute this problem to the 

“development deficit” of international trade negotiation and regulation system led by the 

World Trade Organization (WTO). They argue that the Organization is originally 

designed for developed countries to better their access to external markets through 

negotiation. This mercantilist nature decides “an inherent bias against small or poor 

countries” among its member states. (Hoekman, 2007, p.267) In the Organization, size 

matters. Related to this, the actual focus behind the curtain is that large countries impose 

their national policies on small countries. To counter these advantages for developed 

countries, the Organization has adopted preferential access, such as the special and 

differential treatment (SDT) and the most favored nation (MFN) qualification for 

developing countries (Hoekman, 2007, p.272), but these rules fail to bring any 

fundamental changes because the criteria of whether a country fulfills the requirements of 

these preferential rights are unilaterally determined by developed countries only and 

usually are interrelated with extra political conditions. Another critique points out that the 

Organization has shown itself to be an economic giant and a political pygmy. (Hoekman, 

2007, p.269) Indeed, the Uruguay Round contributes to the world 22,500 pages legal 

documents “listing individual countries’ commitments on specific categories of goods 

and services” (World Trade Organization, 2013, Tariffs: more bindings and closer to zero), 
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but little effort is put in concern with the identification of preconditions for members, 

especially those small and poor countries, to benefit from these agreements, not to 

mention analyzing and monitoring the effectiveness and impacts of the actual 

implementation. The trade dispute settlement mechanism is expected to be able to fulfill 

this duty, but the outcome is rather disappointing, because the parties in dispute rather 

than the Organization itself have the right to launch an investigation, and due to the 

bureaucratic and time-consuming procedure, a request for the interference of the 

Organization is, in most cases, the last choice of trade policy makers. Moreover, the 

raising popularity of reciprocal preferential trade agreements (PTA) between member 

states is warned to be another flaw for additional discrimination or uncertainty and 

complexity of the Organization’s gigantic legal system. (Hoekman, 2007, pp.280-284) A 

big side-effect of the existence of “development deficit” in the world trade system is that 

non-tariff barriers increasingly take central stage in market access concerns as alternative 

trade policy instruments. (United Nations Conference on Trade and Development, 2013) 

In sum, the multinational regime of the World Trade Organization (WTO) has been 

manipulated by large and developed member states to impose their national interests on 

small and developing countries. Admittedly, the Organization’s success in tariff 

reduction is highly conspicuous, but international trade has not been stimulated as it has 

been expected due to the extension of non-tariff barriers. Back to the liberalism versus 

protectionism question the author raises at the end of last sub-section, it seems that the 

story told by liberalists is rather ideal even in a liberalist entity like the World Trade 

Organization (WTO). In real practices, trade liberalization is merely rhetoric under 

which industrialized countries can pursue specific interests of certain actors much 

deceptively. The questions are — who are these actors? And what are their interests?  

2.2 Trade policy making mechanism 

The term of “interest group” is a political economic concept initially raised by 

Mancur Olson’s in 1965 in his book The Logic of Collective Action as a countering view 

against the classic pluralist way that perceived the essence of democracy as interaction 

between different pressure groups. (Jensen and Grabacke, 2013, p. 216) Later it was 

expanded to the study of economic regulation by a group of Chicago political economists 

exemplified by Stigler, Peltzman and Becker. (Tollison, 1998) The basic ideas of the 
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theory are that in real practice some interest groups are stronger than others, and a group 

can influence general economic development in line with its special interests and at the 

expense of the majority. (Jensen and Grabacke, 2013, p. 216) Government activities can 

be viewed as a process of redistributing wealth among individuals and groups. (Tollison, 

1998)  

 Considering the various interest groups within and outside a nation, the author 

constructs two triangles to elaborate the decision-making process of trade policy system 

at both international and domestic levels.  

2.2.1 International trade policy making model 

The first triangle model is about to explain the formulation of international trade 

policy.  

It is rather common to see researchers and journalists categorize trade agreement 

negotiations under “North-South dialogues”. Admittedly, the prominent economic 

strength disparity between developing countries and developed countries has put the two 

in complete opposite stances in the international trade regime, and therefore constantly on 

opposite sides of trade dispute.  

Developing countries, or being called “the South”, rely on exporting low-priced 

labor-intensive products and natural resources to developed countries. Due to the limited 

scientific and technological capability, these countries have difficulties in meeting 

multiple administrative standards when trying to enter the market of developed countries, 

and they also meet barriers about intellectual property rights when trying to learn from 

developed countries. They appeal for non-discriminative treatment in international trade. 

By contrary, developed countries, or “the North”, are the major driving forces of 

trade liberalism in general, but they are also the major constructors of non-tariff barriers. 

Most northern countries support free trade principle in general, because with abundant 

capitals, advanced technology, well-trained skilled workers and rich management 

experience, they usually export high value-added manufactured products and services to 

developing countries and import labor-intensive products and natural resources from 

them. Obviously, they can enlarge revenue margins when international market is 

liberalized, not to say the reduced operational costs of their numerous multinational 

corporations. Still it is necessary for them to set up a series of non-tariff barriers to release 
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the pressure of maintaining certain employment rate and the living standards of their 

citizens.  

But is it proper to incorporate all trade disputes under the cover of “South-North” 

stresses? The author’s answer is negative. Indeed, “South-North dialogues” is a common 

pattern of trade disputes, but labeling all trade disputes with “South-North” risks 

implying a message that trade frictions rarely occur between two developed countries or 

two developing countries. Take the United States (US), the European Union (EU), China 

and Brazil as examples, as the United States (US) is the largest developed country, the 

European Union (EU) the largest economic entity, China the largest developing country, 

and Brazil the rapidly increasing new entrant.  
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Figure 2.1: Map of disputes between US and other WTO members (World Trade Organization, 2013, US) 

 

 EU/EC China Canada S. Korea Mexico India Japan Brazil Argentina 

United States as complainer 19 15 5 6 6 6 6 4 5 

United States as respondent 32 8 15 9 9 8 8 10 5 

Total 41 23 20 15 15 14 14 14 10 

Table 2.4: Details about US trade disputes (World Trade Organization, 2013, US) 

 



19 

 

Figure 2.2: Map of disputes between EU/EC and other WTO members (World Trade Organization, 2013, EU/formerly EC) 

 

 United 

States 

Canada India Argentina Brazil China Japan 

European Union (formerly EC) as complainer 19 6 10 8 4 6 6 

European Union (formerly EC) as respondent 32 9 7 5 7 3 1 

Total 51 15 17 13 11 9 7 

Table 2.5: Details about EU/EC trade disputes (World Trade Organization, 2013, EU/formerly EC) 
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Figure 2.3: Map of disputes between China and other WTO members (World Trade Organization, 2013, China) 

 

 United 

States 

EU/EC Mexico Italy Greece Japan Guatemala India Brazil 

China as complainer 8 3 0 1 1 0 0 0 0 

China as respondent 15 6 4 0 0 2 1 0 0 

Total 23 9 4 1 1 2 1 0 0 

Table 2.6: Details about China trade disputes (World Trade Organization, 2013, China) 
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Figure 2.4: Map of disputes between Brazil and other WTO members (World Trade Organization, 2013, Brazil) 

 

 United States EU/ EC Canada India China 

Brazil as complainer 10 1 3 0 0 

Brazil as respondent 4 4 1 1 0 

Total 14 5 4 1 0 

Table 2.7: Details about Brazil trade disputes (World Trade Organization, 2013, Brazil) 
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Figure 2.1 and table 2.4 show that most trade disputes of the United States (US), 

either as complainer or respondent, are related to the European Union (EU). Canada, 

Japan and the South Korea are also major subjects in the trade disputes with the United 

States (US). Trade disputes against developed countries account for around a half in the 

United States (US) case. Figure 2.2 and table 2.5 show that more than half trade disputes 

of the European Union (EU) or formerly the European Community (EC), either as 

respondent or complainer, target the United States (US) or Canada. As to the situation of 

China, almost all the trade disputes reported by figure 2.3 and table 2.6 are related to 

developed countries in which the United States (US) and Europe dominate. Similar 

situation can also be witnessed in figure 2.4 and table 2.7 in which the United States (US), 

the Europe Union (EU) and Canada almost share all Brazilian trade disputes. 

The analysis of the four countries’ trade data can prove that trade disputes go far 

beyond “South-North” conflicts. Instead, the frictions between developed countries 

contribute to the most trade dispute settlement cases in the database. Probably, this is 

because the total trade amount between developed countries is much higher than the rest. 

For example, the United States (US) is the Union’s largest trading partner, and vice-versa. 

But the inactivity of developing countries can also be ascribable to their unfamiliarity 

with international rules as new entrants. 

For this reason, the author prefers to replace the terms “developed countries” and 

“developing countries” with “retailing countries” and “producing countries” in that the 

new pair can represent the opposite stances of the two sides in dispute but avoid the 

stereotype that trade disputes happen simply because the distinction of economic and 

political power between the “South” and the “North”.  

Beneath is a crude model of how international trade policy is made.  

Figure 2.5: Interest groups of international trade policy 
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There are two types of international trade organizations, i.e. regional ones and 

multinational ones. Regional organizations seek to accelerate the interdependence 

among member states by realizing the free movement of labor, services, goods and 

capitals in the internal market, and in order to secure the collective interests of all 

member states they are also the one enhancing protectionist barriers of the external 

boarder. The “Single Market Plan” of the European Union (EU) and the North America 

Free Trade Zone are two examples of this type. Multinational trade organizations, such 

as the General Agreement on Tariffs and Trade (GATT) and its successor the World 

Trade Organization (WTO), are pioneers of globalization and work to liberalize trade 

worldwide. They create a framework to negotiate and formulate trade agreements; 

monitor and regulate participants’ behaviors in international trade via those agreements; 

and establish a dispute settlement mechanism to solve frictions. Compared with regional 

entities, multinational trade organizations are more liberalist.  

In the negotiation of the international trade of a certain commodity, countries that 

have abundant natural resources, comparative advantages or rich production factors 

related to this commodity are producing countries, while those that have large demands 

for this commodity are retailing countries. Take trade in textiles and clothing as an 

example. Producing countries are those whose textile and clothing manufacture has 

comparatively high value added, large share of industrial value added, large number of 

persons employed and large share of industrial employment. Retailing countries are those 

International 
trade policy 

International 
trade 

organization 

Producing  
countries 

Retailing 
countries 
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whose textile and clothing industry has either already disappeared or specialized in niche 

markets, and they import large numbers of textiles and clothing from the outside. 

Producing countries are reluctant to the increased competition from external producers 

and prefer to maintain tariff barriers and non-tariff barriers as along as possible. On the 

contrary, retailing countries are inclined to trade liberalization and tend to enlarge profit 

margins for their retailing industry via barrier reduction.  

2.2.2 Domestic trade policy making model 

Similar to the power bargaining at international level, the author identifies national 

government, retailers (including customers) and producers as three major interest groups 

in domestic trade policy negotiations.  

Figure 2.6: Interest groups of domestic trade policy 

 

National government indicates the institutions making or implementing trade policy, 

such as the Ministry of Commerce of the People’s Republic of China, and the United 

States Department of Commerce, etc. Government works to strengthen the international 

economic position of its nation. Producers are mostly reluctant to liberalist attempts and 

they strongly avoid to be exposed to fierce international competition. In most traditional 

manufacturing sectors, given its labor-intensive or resource-intensive nature, producers 

of developed countries are threatened by the replacement of exporters from developing 

countries. Specialized producers are an exception of this group for being pro-liberalist. 

Domestic 
trade policy 
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Their products are of high technology and value-added and targeting niche markets in 

foreign countries, so they are in favor of opening domestic market to gain easier market 

access to other economies. The intentions of retailers (including customers) are much 

simpler, i.e. to gain better goods and services at lower prices.  

Figure 2.7: Multi-layered international trade policy making process 

 

 

Government can bring substantial impacts to domestic industrial development and 

the living standard of its citizens by interfering employment, inflation, market prosperity, 

sustainable development, and industrial modernization and restructuring, etc. via 

macro-control tools. Conversely, producers and retailers (including customers) can 

influence domestic decision-making process by voting for their favorable governmental 

candidates. In fact, in practice, large-scale businesses who know how to transfer their 

economic power into political influence by successfully lobbying international 

organizations and national governments gain more opportunities to make their voice 

heard and therefore acquiring more benefits from this multi-layered decision making 

mechanism. 

Summary of this chapter 

Free trade theories exhibit a very different picture from that of trade protectionism. 

Although trade liberalists promise that free trade can be benefitial for all parties 

involved and trade protective measures will only serve as remedies to counteract 

adverse effects of liberalization process once necessary, practices in the World Trade 

Organization (WTO) suggest that: for one thing, free trade is only inclined to big 

companies, big economies and countries at a similar level of industrial development;  
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and for another thing, trade protective measures, among other non-tariff barriers, are 

replacing tariff barriers to shield domestic companies from international competition, 

which is exactly the ideas of trade protectionism. For the author, this means that trade 

liberalization is only rhetoric to promote special interests of certain actors.  

The multi-layered decision-making model and related analysis indicate that: 

retailing countries and retailers (including customers) are in favour of trade 

liberalization; producing countries and producers are much reluctant; and protectionist 

lobbying groups can skip national governments and transmit the voice of producers 

directly to international institutions.  
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Chapter 3 Case review and research question 

3.1 Case review 

In 1994, the Agreement on Textiles and Clothing (ATC) was signed as a major 

achievement of the Uruguay Round, starting a transitional period to integrate the textile 

and clothing sector into the reaches of the World Trade Organization (WTO). On 1
st
 

January 2005, the Agreement on Textiles and Clothing (ATC) expired and a 

decades-lasting quota system in the textile and clothing sector came to an end. The first 

several months after quota removal witnessed a prominent increase in the influx of 

Chinese textile and clothing products, ranging between 51 percent and 534 percent 

among different categories. (Heron, 2007, p.199) Shortly thereafter, the United States 

(US) declared the opening of investigations against China on the grounds that the 

imports surge was bringing about severe harm to its domestic manufacture. The 

European Union (EU) followed up soon. Table 3.1 summarizes the plot of the trade 

dispute between the Union and China.  

1
st
 Jan. The Agreement on Textiles and Clothing (ATC) expired, and the quota 

elimination in global textile and clothing trade was completed. China 

introduced export taxes on 81 categories of textiles and clothing. 

7
th

 April The European Union (EU), after the United States (US), activated an “early 

warning system” to monitor the growth of imports from China and the responses 

of impacted European companies. 

8
th

 April Eurotex warned that surged imports from China were causing massive job losses. 

Meanwhile, the Union’s trade commissioner, Peter Mandelson, urged China to 

adopt “vulnerary restrictions” to control its soaring textile exports. (Parker and 

McGregor, 2005) 

24
th

 April The European Commission announced an inquiry into nine categories of textile 

imports from China, i.e. t-shirts, pullovers, blouses, stockings and socks, men’s 

trousers, women’s overcoats, brassieres, flax or ramie yarn and woven fabrics 

flax. 

17
th

 May The Union issued final alert asking China to contain textile exports or to prepare 

to face temporary sanctions. The Commission requested to apply emergency 

procedures on two categories of textile products: t-shirts and flax yarn. 

20
th

 May China raised export taxes on 74 textile categories, trying to release tensions with 

the European Union (EU) and the United States (US). 
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27
th

 May Following safeguard emergency procedures, the Commission sent formal 

consultation requests to China on t-shirts and flax yarn without any investigation. 

China was left 15 days to restrain its exports on these two categories. 

30
th

 May China canceled all 81 export tariffs in response to the Union’s initiation of 

safeguard investigations and safeguard emergency procedures. 

10
th

 June China and the European Union (EU) reached an agreement: narrowing imports 

limit to 10, even though only 2 of them were subject to formal consultations, of 

the 35 newly liberalized categories of Chinese textile and clothing imports 

(amounting to an annual cap of 8 to 12.5 percent) until the end of 2007. And 

these annual quota limits would be operated retroactively. (Minder, 2005) The 

Union suspended sanctions. The “double-licenses control system
5
” was part of 

the quota restrictions.  

13
th

 July The Commission Regulation (EC) No 1084/2005
6
 finally came into force four 

weeks after the solution had been made. This document is rather problematic 

because it includes a footnote stating: “import authorization for goods shipped 

between 11
th

 June and 12
th

 July shall be granted automatically and cannot be 

denied on the grounds that there are no quantities available within the 2005 

quantitative limits. However, the imports of all products shipped from11 June 

will be counted against the 2005 quantitative limits.” (Eckhardt, 2010, p.169) 

Consequently, the licenses granted to importers between 11
th

 June and 12
th

 July 

covered approximately 120 million garments, “twice the quota for the rest of 

the year and four times greater than total sales in 2004”. (Minder, 2005) 

20
th

 July The Ministry of Commerce of People’s Republic of China implemented the 

Provisional Measures Governing Exportation of Textiles (Interim)
7
, which put 

in place the export licensing system. 

11
th

 Aug European retailers and retailing countries attacked the Union’s restrictions on 

textile imports from China. (Heron, 2007, p. 190) 

22
nd

 Aug Six textile categories, including T-shirts, shirts, pullovers, men’s trousers, 

blouses, bras and flax yarn, met or exceeded the Union’s quotas of 2005. 

Approximately 77 million Chinese garments were left stranded at all major 

European harbors.  

5
th

 Sept. The European Commission was then forced to renegotiate the terms with China. 

Finally this crisis ended up with China compromising to attribute half of these 

stuck garments to the recently agreed 2006 quotas. In return, the Union agreed to 

                                                 

5
 The “double licenses system” uses “export licenses” (i.e. attaching the quota-restrained shipments with 

export licenses issued by the authorities of exporting country) and “import authorizations” (internal 

importers present importing authorizations issued by relevant member states for release of the shipments) to 

materialize quota restrictions in international trade. (Russian Chamber of Commerce in Europe, 2005) 
6
 The Commission Regulation (EC) No1084/2005 was published on 8

th
 July 2005, but enforced on the 

third day after it publication. (Eckhardt, 2010, p.169) 
7
 The Provisional Measures Governing Exportation of Textiles (Interim) was issued on 19

th
 June and 

implemented on 20
th

 July. (Eckhardt, 2010, p.167) 
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release the rest. 

Table 3.1: Timetable of the Europe-China textile disputes in 2005  

(The Financial Times Ltd., 2005) 

In April, the European Union (EU) initiated safeguard measures against Chinese 

textile and clothing products only four months after trade in this sector was fully 

integrated into the framework of the World Trade Organization (WTO). Two months 

later, the Union managed to reach an agreement with China, maintaining import 

restraints on more than a quarter newly liberalized categories. Finally, in September, the 

Union again convinced China to use its recently agreed 2006 quotas to cover half of the 

shipments stuck at various European harbors. The intense and dramatic Europe-China 

textile dispute in 2005 started from the completion of quota abolishment, but ended up 

with quota re-imposition, which is rather confusing and worthy of many questions. 

Wasn’t trade in textiles and clothing supposed to be liberalized in 2005? How could the 

Union re-introduce quota limits back to it? Wasn’t there a ten year lasting transitional 

period under the Agreement on Textiles and Clothing (ATC)? Why did the Union still 

want to maintain quota restrictions on textile and clothing imports? Did the Union really 

embrace trade liberalization in the textile and clothing sector?  

3.2 Research question 

 It seems that a contradiction exists between the Union’s ambitious promises in the 

Agreement on Textiles and Clothing (ATC) and its reluctant performance during the 

implementation of the agreement and in the dispute with China, which inspires the 

author to ask whether the European Union’s trade liberalization in the textile and 

clothing sector is rhetoric or reality. 

To answer this main research question systematically the author formulates three 

sub research questions as following:  

 What is the background of the Union’s textile and clothing trade liberalization? 

 How did the 2005 Europe-China textile dispute develop and why? 

 If the Union’s trade liberalization in the textile and clothing sector is proved to 

be rhetoric to promote special interests of certain actors, then who are these 

actors and what are their interests? 
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Chapter 4 Background of the EU’s T/C liberalization 

This chapter is going to answer the first sub research question — what is the 

background of the Union’s textile and clothing trade liberalization? The author is going 

to analyze all major textile and clothing agreements related to the European Union (EU) 

by asking three questions respectively: In what circumstances was the agreement 

negotiated? What are the contents of the agreement? How did the agreement influence 

trade in textiles and clothing in its duration? Since the theoretical part has spotlighted 

lobbying groups and the division among individual countries in the international trade 

policy making process, how protectionist lobbying groups interact with national 

governments in trade negotiations and how European member states diverge on their 

attitudes towards China will also be discussed in separate sections in this chapter.  

4.1 Conventional stance of the Union’s T/C Policy 

The textile industry has a long history of being subject to a special set of rules in the 

multilateral trading system of the World Trade Organization (WTO) and catalyst in a 

large part of trade tensions between rich and poor countries. For developed countries, this 

industry plays a key character in the early stage of their industrial history, and even in the 

era of mechanization it still employs a great proportion of labor. Take the United States 

(US) as an example. According to the American Textile Manufacturers Institute, over 

443,000 people were working for local textile and clothing producers all around the 

country by 2001. (Martin and Midgley, 2003, p.7) For developing countries, the textile 

industry is an ideal stepping stone to industrialization because of its low thresholds on 

capital, technology and labor quality. Due to the advantages of low-waged labor and 

cheap raw materials, textiles and clothing produced by developing countries are highly 

competitive in the international market. As more developing countries emerge on the 

international arena, their market shares of cheap textiles and clothing soar. Developed 

countries, especially those traditional textile suppliers, perceive this import penetration 

and market share enlargement as a threat to their domestic economies and employment. 

Plenty international arrangements have been negotiated to regulate textile and clothing 

trade since 1961. (See table 4.1) The European Community (EC) and its successor the 

European Union (EU) are subject to them all.  
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1961 

Short-Term Arrangement Regarding International Trade in Cotton Textiles 

(STA) 

The original idea of this agreement was to forbid the use of import quotas, 

which stood in line with GATT principles. The STA focused more on providing 

temporary protection for developed countries as well as reducing the 

introduction of quotas. It allowed unilateral and bilateral quotas to be imposed 

when and where there was market distortion. 

1962-1973 

Long-Term Cotton Textiles Arrangement (LTA) 

The basic thought underlying the LTA was that countries should abolish existing 

quotas and introduce new ones when they were subject to or risked being 

exposed to market distortion. The LTA required the new quotas not to be less 

than the trade flow before market distortion and to be increased at five percent 

per year. Obviously this agreement was against GATT principles. 

1974-1978 

Multi-Fiber Arrangement (MFA) 

The MFA provided comprehensive protection for its signatory countries, 

shielding the domestic markets of developed countries from the competition of 

low-waged developing countries. This agreement extended the LTA from cotton 

to most fibers. It allowed importing countries to impose both bilateral and 

unilateral restraints against specific trading partners when they could verify that 

market distortion occurred. The arrangement only provided a framework for 

regulating trade in textile products, and left specific implementation dependent 

on the bilateral agreements signed between the two sides in dispute.  

1978-1981 

MFA 2 

This arrangement allowed its signatory states to withdraw from certain aspects 

of the original MFA via mutual arrangements. 

1981-1986 

MFA 3 

Signatory states were no longer allowed to withdraw from certain aspects of the 

MFA original via bilateral agreements, but with a more restrictive provision. 

More provisions were introduced to deal with sudden increases in the level of 

imports, even when these levels remained within quota limits. Unilateral 

restrictions were abolished in this renewal, and re-negotiations of restrictions 

were possible. Mentoring methods were adopted to control temporary restraints.  

1986-1994* 

MFA 4 

This arrangement extended protection to a wider range of products, removed 

unused quotas if required, conferred preferential treatment to the least 

developed countries, and more importantly it promised a return to normal GATT 

regime in the near future. 

1995-2005 

WTO Agreement on Textiles and Clothing (ATC) 

This agreement managed a four-staged transitional process. On the basis of the 

importing country’s textile and clothing trade level in 1990, a certain percentage 

of quota restrictions were about to be eliminated at each stage. On 1
st
 January 
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2005, the number of quotas imposed on textiles and clothing would be zero.  

2005 - now 
The textile and clothing sector was fully integrated into normal GATT rules 

i.e. quotas lifted 

*Please note that the MFA 4 covered 1986 - July 1991 and extended 3 times (on 1991, 

92, 93) until December 1994. (Dheerasinghe, 2003, p. 36) 

Table 4.1: International arrangements on textile and clothing trade  

(Jackson, 2006, p.3) 

Before the Agreement on Textiles and Clothing (ATC) came into force in 1995, the 

European policy had gone through three different time periods: first, moderate 

protectionism from the Short-Term Arrangement (STA) to the original Multi-Fiber 

Arrangement (MFA); second, strict protectionism under the Multi-Fiber Arrangement II 

(MFA 2) and the Multi-Fiber Arrangement III (MFA 3); and third, moving towards a 

gradual and selective opening under the Multi-Fiber Arrangement IV (MFA 4) and in 

the Agreement on Textiles and Clothing (ATC). 

4.1.1 Moderate protectionism 

The early 1950s rarely experienced any trade dispute in the textile sector. It was 

mainly because the General Agreement on Tariffs and Trade (GATT) of that period did 

not include enough developing countries to represent the voice of their side. But Japan’s 

accession to the General Agreement on Tariffs and Trade (GATT) in 1955 urged the 

western countries to realize that the labor-intensive nature of textile and clothing 

production would make their domestic producers vulnerable to compete with low-waged 

exporters such as Japan. The United States (US) became the first country to initiate 

restraints on textile and clothing imports from Japan in 1955. In Europe, national 

governments also respectively invoked Article XII (balance-of-payment justification for 

certain quantitative restrictions) and Article XXXV (import restraints against new 

entrants) of the General Agreement on Tariffs and Trade (GATT) to resist cheap imports 

from emerging exporters. (Heron, 2007, p.192) 

In 1951, under the idea that countries trading with each other would become 

economically interdependent and so more likely to avoid conflicts, Belgium, Germany, 

France, Italy, Luxembourg and the Netherlands formed the European Coal and Steel 

Community (ECSC) by signing the Treaty of Paris. In 1957, the six countries again 

signed the Treaty of Rome, in which they furthered their cooperation in the European 



33 

 

Coal and Steel Community (ECSC) and formed the European Economic Community 

(EEC). The common commercial policy (CCP) adopted by the newly founded 

Community actually made two changes among its member states: first, it established a 

customs union; second, it reserved the responsibility for the negotiations of international 

trade agreements exclusively at supranational level. As soon as the Treaty of Rome came 

into force in 1958, currencies of these countries became externally convertible. 

Quantitative import restraints on balance-of-payments were removed, releasing some 

growing spaces for exporters from developing countries. Again, low-priced imports, 

especially textiles and clothing, captured the attention of developed countries. (European 

Union, 2007)  

As a response, the Short-Term (STA) and Long-Term (LTA) Arrangement Regarding 

International Trade in Cotton Textiles adopted quantitative restrictions between 1961 and 

1962 with extension. Europe did sign these two initiatives, but in the process of 

negotiation it mostly deferred to the leadership of the United States (US) whose 

ambition of pursuing a highly discriminatory approach to trade liberalization became 

clear. (Heron, 2007, p.195) 

Europe’s reluctance towards textile restrictions in this period was probably 

determined by three elements: European integration level, textile industry development, 

and trade protection level. First, since the European Economic Community (EEC) was 

newly formed, its member states still more focused on pursuing independent policy. 

(Heron, 2007, p.196) Second, European textile and clothing manufacturers had not yet 

felt the threat to the same extent as those in the United States (US). (Ugur, 2011, p.660) 

Third, due to the application of Article XII and Article XXXV in the early age, Europe’s 

textile imports were negligible. The bargaining behind the Short-Term (STA) and 

Long-Term (LTA) Arrangement divulged the difficulties of reconciling various national 

economic interests and the integrative principles within the European Economic 

Community (EEC).  

The 1960s experienced a significant production growth of synthetic fibers, yarns and 

wool, reflecting the major limit of the Short-Term (STA) and Long-Term (LTA) 

Arrangement of being focused on cotton textiles. (Heron, 2007, pp.192-194) To make up 

for this deficiency, the Multi-Fiber Arrangement (MFA) was negotiated to restrict textile 

trade on a more comprehensive basis in 1974. Hereby, the word “comprehensive” refers 
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to changes in three aspects.  

First, being designed “to achieve the expansion of trade, the reduction of barriers to 

such trade and the progressive liberalization of world trade in textile products, while at 

the same time ensuring the orderly and equitable development of this trade and avoidance 

of disruptive effects in individual markets and on individual lines of production in both 

importing and exporting countries (General Agreement on Tariffs and Trade, 1973, p.2),” 

the arrangement provided a more detailed definition of “market disruption” on the basis 

of “the existence of serious damage to domestic producers or actual threat thereof”. 

(General Agreement on Tariffs and Trade, 1973, p.15) Such damage must demonstrably 

be caused by “a sharp and substantial increase or imminent increase of imports of 

particular products from particular sources” and “these products [must be] offered at 

prices which [were] substantially-below those prevailing for similar goods of comparable 

quality in the market of the importing country”. (General Agreement on Tariffs and Trade, 

1973, p.15) Further evaluation in industrial indicators such as “turnover, market share, 

profits, export performance, employment, volume of disruption and other imports, 

production, utilization of capacity, productivity and investments” must also be conducted 

to collect enough solid evidences. (General Agreement on Tariffs and Trade, 1973, p.15) 

Second, the arrangement expanded the expression “textiles” from cotton products to 

“tops, yarns, piece-goods, made-up articles, garments and other textile manufactured 

products of cotton, wool, man-made fibers, or blends thereof, in which any or all of those 

fibers in combination represent either the chief value of the fibers or 50 per cent or more 

by weight (or 17 per cent or more by weight of wool) of the product”. (General 

Agreement on Tariffs and Trade, 1973, p.13)  

Third, both bilateral and unilateral restraints were allowed in the arrangement. When 

a participating importing country had solid evidences indicating that its domestic market 

was being disrupted by imports of a certain textile product not already subject to restraint, 

Article 3.3 encouraged it to seek consultation with the participating exporting country or 

countries concerned about the specific level at which the exporting country or countries 

would consider that exports of such products should be restrained. (General Agreement 

on Tariffs and Trade, 1973, p.5) Article 3.5 also permitted the importing country to 

impose quantitative limits on imports from the exporting country or countries, “if after a 

period of sixty days from the date on which the request [had] been received by the 
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participating exporting country or countries, there [had] been no agreement either on the 

request for export restraint or on any alternative solution”. (General Agreement on Tariffs 

and Trade, 1973, p.6) Annex B wrote that initial quotas were to be decided on the basis 

of past import levels with exception that the annual growth rates of these quotas were no 

less than six percent. (General Agreement on Tariffs and Trade, 1973, p.16) Furthermore, 

detailed regulations about the application of “swing provision”, i.e. to transfer of unused 

quotas among categories, and “carry-over and carry forward provision”, i.e. to transfer of 

unused quotas between years, were all available in the arrangement. (Peltzman, 1984, 

p.114)  

The Multi-Fiber Arrangement (MFA) is believed to be completely unique as 

shielding developed countries from low-waged developing countries. The arrangement 

was renegotiated four times in 1977, 1981, 1986 and 1991. Upon its expiry, textile and 

clothing trade among developed countries which accounted for 43 percent of the world 

total textile trade and 35 percent of the world total clothing trade was still excluded from 

the arrangement’s quantitative restraints. (Heron, 2007, p.195) 

As the arrangement only provided a framework for regulating trade in textile 

products and left specific implementation dependent on the bilateral negotiations 

between the two sides in dispute, responsibility remained with the European Economic 

Community (EEC) to protect its internal market by negotiating quota agreements with 

individual trading countries. And that could bring about tensions within the Community. 

In contrast to the United States (US), who established quota restrictions under the 

arrangement with all of its major textile and clothing suppliers fairly quickly, Europe 

was lacking a unified quota agreement during the first two years of the Multi-Fiber 

Arrangement (MFA). (Heron, 2007, pp.193-194) This delay was partly because of the 

difficulties to reconcile the various economic interests of all member states since at that 

time they managed textile and clothing trade on an individual basis, but it was also due to 

the logistic and technical problems for the Community to mesh different national 

requirements into a European bilateral agreement with exporting countries. (Heron, 2007, 

p.195) More importantly, most of the national and European officials, especially in the 

Commission, believed that the reform of international labor division required little trade 

protection. (Dolan, 1983, p.589) The consequences of this delay were disastrous. When 

the States only witnessed a 3 percent growth, the Community’s textile and clothing 

imports increased by 41 percent in the 1974-1975 and by 1977, 430,000 workers in the 
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textile and clothing sector lost their jobs. (Heron, 2007, p.195) 

4.1.2 Strict protectionism 

The oil crisis of 1973 led to severe economic recession and a surge in 

unemployment. (Ugur, 2011, p.660) Given in the increasing cost and declining 

competitiveness in the textile and clothing industry, the European Economic Community 

(EEC) adopted a more protectionist stance against imports from low-waged countries 

during the first renewal of the Multi-Fiber Arrangement (MFA) in 1977.  

First, the Community added more product categories (up to 190) and divided them 

into five groups ranging from high to low sensitivity. (Heron, 2007, p.194) Second, it 

denied quota flexibility and limited quota growth rates of many import-sensitive 

categories below the statutory 6 percent. In some cases, for example when the 

“reasonable departure” clause was invoked, the Community could even reduce the quota 

growth rates of disruptive products to zero via bilateral agreements without respect to 

the arrangement. (Heron, 2007, p.194) Third, it constructed a “safeguard mechanism” 

against rapid growth of imports, by setting thresholds for the total imports in each 

member state, and allowing the Community to consult with its trading partner or 

partners for exports control when imports exceeded the thresholds in any member state. 

(Heron, 2007, p.195) 

Learned from the delay under the original arrangement, the Community rapidly 

signed quota agreements with all of its major low-cost suppliers, i.e. no less than 22 

separate treaties by 1
st
 January 1978. (Heron, 2007, p.195) As a result, “[import] 

penetration increased only slightly from 38 percent in 1977 to 44 percent in 1980 

(compared to an increase from 21 percent to 38 percent between 1973 and 1976).” 

(Ugur, 2011, p.661) Statistics proved that the Multi-Fiber Arrangement II (MFA 2) did 

provide efficient protection for the European textile and clothing industry as it was 

expected.  

The negotiations of the Multi-Fiber Arrangement III (MFA 3) happened between 

1981 and 1984. The Community was convinced by the outcomes of the Multi-Fiber 

Arrangement II (MFA 2) that trade protection measures could prevent domestic market 

from import penetration, and decided to take more stringent methods to secure the 

internal market of Europe. This time, it added another 172 categories of products to the 
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second edition, reduced the annual growth rates of quotas from 6 percent to 1 percent for 

“sensitive” products, and introduced the “anti-surge” clause which could prevent imports 

in less utilized categories from increasing quickly. (Suphachalasai, 1994, p.39) For most 

of the first half of the 1980s, the Community’s trade balance in textiles was a surplus 

and in clothing stablized at a deficit of around ECU 2.5 billion, which suggests that the 

Multi-Fiber Arrangement III (MFA 3) achieved what it was created for. (Ugur, 2011, 

p.662)  

4.1.3 Moving towards a gradual and selective opening 

Preparations for the Multi-Fiber Arrangement IV (MFA 4) began in 1985 against a 

highly complicated background.  

First, protectionist demands were raised by the fact that Greece and Portugal, two 

countries with substantial textile sector, had become or was about to become members 

of the European Community (EC). (Ugur, 2011, p.662) Second, the textile and clothing 

industry reported a severe employment drop, falling from 3.2 million in 1980 to 2.7 

million in 1985, which alerted the Community that protectionist measures could no 

longer offer any lasting relief for job losses in this sector. (Ugur, 2011, p.662) Third, 

management of the huge protectionist regime within the Community became costly and 

difficult. By 1985, more than 60 percent of very sensitive and 40 percent of sensitive 

products were under restrictions and surveillance. The complex interactions between 

national governments and the Community were rather confusing even for policy-makers 

themselves. (Ugur, 2011, p.662) Fourth, industrial internationalization was intensified in 

the textile and clothing sector. During the 1980s, in order to improve 

price-competitiveness in the local market, manufacturers in developed countries 

gradually shipped the most labor-intensive sections of production such as garment 

assembly to developing countries, but maintained the higher value-added sections such as 

design, cutting, research and development within their own economies. (Heron, 2007, 

p.198) As a result, the key objective of the Multi-Fiber Agreements (MFA), i.e. to shield 

western companies from low-waged competition, was no longer attractive. Fifth, 

non-reciprocal concessions were granted to associated countries due to a significant 

level of overseas processing trade. The Outward Processing Arrangement (OPA/OPT) 

was established to encourage multinational operations, i.e. to export goods from the 
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European Community (EC) for processing, by eliminating the levying of customs duty. 

(Smith, et al., 2005, p.3) According to the Council Regulation 2913, the Community’s 

goods could “be exported temporarily from the customs territory of the Community in 

order to undergo processing operations and the compensating products resulting from 

those operations be released from free circulation with total or partial relief from import 

duties and non-tariff common commercial policy measure.” (Snyder, 2000, pp.307-309) 

The basic idea underlying this policy was to cut the costs of outsourcing in the textile and 

clothing industry by creating a short-term tariff free period.  

These circumstances enabled the Community to challenge the strict protectionist 

stance and called for a gradual integration into the free trade regime with inclusion of all 

defensive measures, such as anti-subsidies, safeguards, anti-dumping and trade related 

intellectual property rights protection, in the Multi-Fiber Arrangement IV (MFA 4). 

Apparently, this relaxation of protectionist was not an unqualified liberalization but 

aimed at “opening up its market gradually and selectively in return for easier access to 

foreign markets”. (Ugur, 2011, p.663) Pro-protectionists criticized this renewal for 

enlarging trade deficit. They argued that throughout the duration of the Multi-Fiber 

Arrangement IV (MFA 4), trade balance in textiles deteriorated from a surplus of ECU 

764 million in 1986 to a deficit of ECU 4 billion in 1997; trade balance in clothing fell 

from a deficit of ECU 2.8 billion in 1986 to a deficit of ECU 11 billion in 1995. (Ugur, 

2011, p.665) However, pro-liberalists pointed out that the gradual and selective opening 

attempts in the Multi-Fiber Arrangement IV (MFA 4) should not been blamed for the 

deficit enlargement as it could only influence 43 percent of the Community’s total 

imports by removing restrictions on 16.5 percent categories of the imports, i.e. the 

newly liberalized textile and clothing categories merely accounting for 7.095 percent of 

the total. (Ugur, 2011, p.666) 

The Community was obviously convinced by the latter, so the reciprocal market 

opening principle underlying the Multi-Fiber Arrangement IV (MFA 4) was further 

interpreted in the Agreement on Textiles and Clothing (ATC).  

 

 

Phase 

 

 

Starting date 

Share of the total import to be 

integrated to the GATT regime 

(based on 1990 trade) 

 

Expansion of growth rate for 

remaining quotas (%) 

1 1
st
 January, 1995 16 Existing growth rate×16% 

2 1
st
 January, 1998 17 Resulting growth of stage 1×25% 

3 1
st
 January, 2002 18 Resulting growth of stage 2×27% 
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4 1
st
 January, 2005 49 Remaining quotas are eliminated  

Table 4.2: ATC quota elimination schedule (Williams, Kong and Shen, 2002, 580) 

On the one hand, the agreement began to integrate textile and clothing trade into the 

free trade regime by removing quantitative restrictions. The integration progress would 

take place over four incremental stages, giving impacted countries a transitional period to 

prepare their domestic markets and actors for new circumstances. (See table 4.2) 

Attached to each phase, signatory countries committed to integrate a certain portion of 

import volume based on the trade level of 1990. The “product coverage” abolished in 

each phase was “importing-country specific” and subject to two rules: first, the coverage 

had to include goods from all four major categories, i.e. yarn, fabrics, made-up textile 

products and clothing; second, the total amount of the chosen products had to exceed the 

bottom line stated in the agreement. (Brambilla, Khandelwal and Schott, 2007, 

pp.347-348)  

On the other hand, the agreement inserted direct trade defensive measures and left 

loopholes of being misused for protectionist purposes.  

 Transitional safeguard provision 

Legal foundation The Agreement on Textiles and Clothing (ATC), Article 6. 

Invoking criteria Article 6.2: In such increased quantities as to cause serious damage, or 

actual threat thereof, to the domestic industry.  

Causal link 

requirement 

Article 6.2: Serious damage or actual threat thereof must demonstrably 

be caused by such increased quantities in total imports of that product 

and not by such other factors as technological changes or changes in 

consumer preference 

Non-discrimination No 

Transparency Notify to the Textile Monitoring Body 

Quota level and 

growth level 

Article 6.8: Not lower than the actual level of exports or imports during 

12-month period terminating 2 months preceding month in which 

request for consultation was made. 

Article 6.13: Quota can grow at least 6% per year. 

Duration of 

measures 

Article 6.12: Up to three years. 

Retaliation and No 
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compensation 

Table 4.3: ATC transitional safeguard provision on textile and clothing products 

(Kim and Reinert, 2007, p.157) 

Transitional safeguard mechanism was introduced as a direct trade defensive 

measure in the agreement. All WTO members, not only those had applied quantitative 

restraints under the Multi-Fiber Arrangement (MFA) but also others, were authorized to 

use safeguard actions during the transitional period when increased disruptive imports 

caused serious damage or actual threat to their domestic producers. (World Trade 

Organization, 2006, p.148) As a precondition, the importing country who intended to 

initiate a safeguard action had to establish a causal link between “increased quantities” 

and “serious damage” by a careful examination of certain economic variables. If this 

examination reported a substantial influence of changes related to technological 

development or consumer preferences in the case, no further actions should be 

conducted. (World Trade Organization, 2006, p.149)  

Phase Starting date Calculation Results 

1 1
st
 January, 1995 Annual expansion rate in phase 1=16%×116% 6.96% 

2 1
st
 January, 1998 Annual expansion rate in phase 2=6.96%×125% 8.7% 

3 1
st
 January, 2002 Annual expansion rate in phase 3=8.7%×127% 11.05% 

4 1
st
 January, 2005 Remaining quotas are eliminated in phase 4 -- 

Note: The calculation was based on the assumption that the existing quota growth rate of 

an importing country is 6%. The results proved that quotas could still grow at an 

adequate rate under the “growth-on-growth” provision. 

Table 4.4: Growth rate expansion of an importing country with 6% growth rate 

(Brambilla, Khandelwal and Schott, 2007, p.5) 

If this safeguard mechanism was labelled “trade defensive” and therefore under 

strict limitation and monitoring, loopholes built in the discretion article and the 

“growth-on-growth” provision in the agreement would be much more stealthy and 

harmful. The discretion article left the specific quota removal plans to be decided at 

national level, and the “growth-on-growth” provision allowed a certain degree of growth 

rate expansion for remaining quotas (see table 4.2). In practices, importing countries 

could use the latter to expand quotas at an adequate rate (see table 4.4), and keep most 

of them to the end of the transitional period by applying the former. For exporting 

countries, this legitimized delaying of the actual liberalization could limit the 

commercial significance of the integration process; but for importing countries, it might 

cause a sudden market disruption and the problem that numerous costs necessary for 
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domestic industrial reform were charged more or less at the same time. 

In the meantime when the Community started to ease its protection on the European 

textile and clothing industry via the Multi-Fiber Arrangement IV (MFA 4) and the 

Agreement on Textiles and Clothing (ATC), it also began to realize the impossibility of 

addressing the problems of this industry solely via protectionism. An industry 

Commissioner claimed openly in 1990 that the textile and clothing industry in Europe 

must be able to act on the basis of productivity improvement rather than protectionist 

measures. (Ugur, 2011, p.664) Later of this year, the Commission stressed this 

viewpoint in a communication insisting that industrial restructuring in textile and 

clothing production was the appropriate method for counterthrusting increasing 

unemployment. (Ugur, 2011, p.665) In 1993, the Commission underlined in one of its 

reports that multiple factors, such as “low net productivity gains, high wage settlements, 

depreciation of the dollar”, rather than trade barriers in third markets contributed to the 

current deterioration in the European textile and clothing industry. (Ugur, 2011, p.665) 

Therefore, the solution to this situation laid not in trade protection but in restructuring 

the industry to improve its competitiveness of specializing in more sophisticated and 

higher value-added products. Market opening and fair trade could drive or even 

accelerate this process by introducing new competitors. (Ugur, 2011, p.665) Soon, 

member states were persuaded to reach an agreement on facilitating local textile 

producers to adapt to the new conditions of international competition. (Ugur, 2011, 

p.665) In 1995, the Commission elaborated that the risk of industrial restructuring was 

that not all producers were able to benefit from the process. International developments 

would create winners and losers. If vulnerable producers did not want to be sacrificed, 

they had to emulate experiences of successful companies in coordinating with new 

suppliers, new partners and new markets. (Ugur, 2011, p.666) One year later, member 

states with or without substantial textile and clothing industry secured a compromise 

that domestic producers should be responsible for overcoming the current difficulties in 

the textile and clothing sector, and the role of the Union would limit to the creation of 

favorable conditions, such as opening up its market gradually and selectively to foreign 

competitors and in return obtaining easier market entrance in third countries. (Ugur, 

2011, p.667) 

The parallel of the relaxation of protectionism and the emerging of industrial 

restructuring policy indicated that the Union intended to move to a more liberalized 
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stance upon the time when the Agreement on Textiles and Clothing (ATC) was 

negotiated. At that time, the Union, among most of its member states, believed that all 

parties involved could benefit from this gradual and selective opening process. Retailers 

(including customers), and retailing countries could import more cheap textile and 

clothing products at lower costs. Producers and producing countries would be 

encouraged to carry out industrial restructuring and gain new competitiveness in certain 

market segments. Thereby, the Union expected a convergence of national interests 

among member states and a descent of protectionist demands from producers.  

4.2 Protectionist lobbying 

For the author, China’s relationship with the European Union (EU) is far more 

interesting than that with the United States (US) because the decision-making structure 

of the former is more complex than that of the latter. For this reason, various analysts 

have stressed the importance of understanding the institutional architecture of trade 

policy in the European Union (EU), “not primarily in terms of changing trade 

preferences nor external diplomatic pressure, but in terms of broader changes to the 

institutional setting in which decisions at supranational level are made.” (Heron, 2007, 

p.197) Here, the term “supranational” means that the European Union (EU) requests its 

member states to transfer their sovereignty in making and implementing trade policy to 

the Union’s institutions. The Treaty of Nice even expanded the Union’s presence to the 

sensitive issues of domestic regulations such as services and intellectual property rights. 

The European Commission is authorized to represent its member states in international 

trade negotiations and disputes settlement. Founders of this supranational trade 

regulation system believe that the exclusive competence of the Union can “insulate the 

policy-making process from domestic influences and protectionist pressures” so that it 

can “contribute to a more liberal trading order” (Mahnkopf, 2008, p.5). But what real 

happens is the other way around. The Union is trapped in various demands from 

multiple interest groups. Throughout history, the changes of the Union’s textile and 

clothing policy have all resulted from intense bargaining at multinational and domestic 

levels. Member states split from time to time. Lobbying groups raise protectionist 

demands from industry to the Union’s institutions directly and interact with national 

governments. They bargain with each other and finally reach a compromise. That is how 

in general the European trade policy is negotiated. 
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As early as 1950s when the European integration process just began, lobbying had 

already become part of the European decision-making mechanism. Nowadays, an 

estimate 15,000 lobbyists represent interests professionally in Brussels, around one for 

every official in the Commission. (Deckwirth, 2005, p.8) More than 70 percent 

lobbyists are currently or have the background of working for large-scale companies. 

(Mahnkopf, 2008, p.3)  

During the modest protectionist period, although the European textile and clothing 

policy was led by the United States (US) up until the expiry of the original Multi-Fiber 

Arrangement (MFA), the liberal German and Dutch approach prevented the Community 

from being strict protectionist in this period. Since the industry had not yet lost its 

comparative advantage at the beginning, industrial lobbying groups, other member 

states and the Community’s authorities did not intervene. This low level of protectionist 

demands did not last very long because industrial lobbying groups soon noticed the 

deterioration of trade balance in this sector. The Coordination Committee for the Textile 

Industries in the European Community (COMITEXTIL) urged Brussels to highlight the 

climbing unemployment in the textile and clothing sector. Member states with large 

textile and clothing section also sent in their requests of negotiating voluntary export 

restraints (VERs)
8
 in the Community’s general policy. (Woll, 2006) 

Strict protectionist period started from the late 1970s. Given the depression and 

high unemployment rate, protectionist demands among member states surged. Industrial 

lobbying groups were rather active and influential in this period. For example, The 

European Trade Union Confederation (ETUC) and the national federations of the 

clothing industry lobbied the Brussels for a tough stance against import penetration 

when the Multi-Fiber Arrangement II (MFA 2) was under negotiation. The Coordination 

Committee for the Textile Industries in the European Community (COMITEXTIL) and 

the Association of Clothing Industries (AEIH) even called for a stricter protectionist 

upon the third renewal. Trade unions suggested the Commission to incorporate social 

clauses to inhibit unfair competition and extend a renewal from five to ten years. The 

Committee of Textile, Garment and Leather Workers’ Union organized a stoppage on 

2
nd

 December 1980 to accentuate the protectionist demands from industry. (Ugur, 2011, 

                                                 

8
 Voluntary export restraints, mostly applied to release trade tensions, refer to either an exporting country 

unilaterally decides or it reaches a bilateral agreement with its trading partner to impose restraints on the 

volume of its own exports. (United Nations Conference on Trade and Development, 2013, pp.29-33) 
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pp.660-661) Responding to these intensified protectionist demands, many countries 

treated the textile and clothing industry as a matter of national interest. Outnumbered 

member states, France, Irelands, Italy and even the traditional liberalist the United 

Kingdom (UK) converted to a strict protectionist stance, and they forced the 

Community to inset industrial interests into the renewal. (Woll, 2006)  

The complex circumstances of the Union’s gradual and selective opening in the late 

1980s caused divergence among industrial lobbying groups. Some of them still worked 

on justifying the necessity and feasibility of trade protection in the textile and clothing 

sector. For example, in 1986 the Coordination Committee for the Textile Industries in 

the European Community (COMITEXTIL) argued that protectionism should be put 

forward because 77 percent imports into the Union were from protectionist countries. 

(Ugur, 2011, p.662) The European Textile and Clothing Coalition (ETCC) alerted the 

industry to prepare for massive market disruption brought by the Union’s new 

liberalization policy in the early 1990s. (Woll, 2006) While, the others, such as trade 

unions, textile associations, the Article 133 Committee and the Committee of Permanent 

Representatives (COREPER), switched to facilitate the Union to reach a compromise 

among different interest groups. (Woll, 2006) In the negotiations of the Multi-Fiber 

Arrangement IV (MFA 4) and later the Agreement on Textiles and Clothing (ATC), 

more and more member states agreed that protectionist measures could barely solve the 

unemployment issues in the textile and clothing sector, and instead industrial 

restructuring and market opening might bring the industry new opportunities. Without 

the backing of member states, protectionist lobbying failed this time.  

The Agreement on Textiles and Clothing (ATC) did not wipe out protectionist 

demands in the Union, but initiated some changes. First, industrial lobbying groups 

were reorganized. Upon the Coordination Committee for the Textile Industries in the 

European Community (COMITEXTIL) and other associations specific to textile and 

clothing production and trade, the European Apparel and Textile Organization 

(EURATEX) was founded in 1995, allowing the industry to deliver a unified speech. It 

was the largest and most influential lobbying group of the industry and spoke for its 

protectionist demands in the 2005 dispute. (Woll, 2006) Second, their intents were 

different. The purpose of protectionist lobbying was no longer for or against free trade, 

but to affect or delay the actual liberalization process, especially the integration of 

sensitive categories into the World Trade Organization (WTO). (Woll, 2006) Third, their 
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lobbying strategies were also improved. Protectionist lobbying groups were deeper 

engaged into the institutional framework in which the Union operating and presented a 

more cooperative manner. (Woll, 2006) 

The Union’s historical records of its textile and clothing policy negotiations exhibit 

that: protectionist demands always exist among producers; lobbying groups can transmit 

their requirements from domestic level to the Union directly; protectionist lobbying can 

only be influential when its appeals overlap with the convergence of the national 

interests of at least some member states. This intermediate conclusion brings about 

another question to the author — if the convergence of national interests among 

member states is crucial to the final stance of the Union, then what are their attitudes 

towards China’s increasing presence in the European market?  

4.3 Division on EU-China relations within the Union 

John Fox and Francois Godement conducted a power audit of the Union’s member 

states’ policy towards China in 2009 by examining how each country reacted to 

“China’s economic impact on Europe” and “China’s political and human rights record”. 

(Fox and Godement, 2009, p.21) They categorized all member states into four groups: 

assertive industrialists, ideological free traders, accommodating mercantilists, and 

European followers. Following the vertical axis in figure 4.1, i.e. economic attitude, the 

author finds that: all ideological free-traders and European followers stand on the 

liberalist side; division occurs among both assertive industrialists and accommodating 

mercantilists; economic liberalists outnumber economic protectionists.  

 

 

 

 

 

 

 

 



46 

 

 

Figure 4.1: EU member states attitudes towards China (Fox and Godement, 2009, p.4) 
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Ideological free traders, namely Denmark, the Netherlands, Sweden and the United 

Kingdom (UK), are most consistently supportive to market opening towards China. 

Their economies, being specialized in high technology and financial services, benefit 

from China’s engagement in Europe instead of being threatened by cheap Chinese 

products. (Fox and Godement, 2009, p.25) European Followers — Austria, Belgium, 

Estonia, Ireland, Latvia, Lithuania and Luxembourg — do not perceive China a 

strategic priority, because they are either “too small to operate a separate political 

relationship with China” or do not have major economic cooperation with China. They 

completely rely on the Union to handle China issues. (Fox and Godement, 2009, p.27) 

Accommodating mercantilists give priority to economic development, so they are 

especially alert to the economic consequences of China’s growth. Spain, Italy, France, 

Portugal, Greece, Slovakia, Romania are vulnerable to the replacement of Chinese 

companies, in that labor-intensive manufacturing sectors, such as textiles, shoes, 

consumer electronics and car parts, are substantial to their economic development and 

employment. (Fox and Godement, 2009, p.26) Malta (looking for niche markets in 

China) (Fox and Godement, 2009, p.87), Finland (having 260 companies operating in 

China) (Fox and Godement, 2009, p.96), Hungary (having Nokia and Audi as main 

exporters) (Fox and Godement, 2009, p.85) and Cyprus (acquiring growing Chinese 

investment) (Fox and Godement, 2009, p.80) treat China as an opportunity rather than 

threat. Slovenia and Bulgaria stand out in this group for being open to trade in general, 

but adhering to restrictions on Chinese textile and clothing product. (Fox and Godement, 

2009, p.79, 90)  

Surprisingly, Germany is grouped with the Czech Republic and Poland as assertive 

industrialists, considering the huge gap of their economic and political strengths. 

Germany as the biggest European trading partner with China, exported EUR 29.9 

billion to Chinese market in 2007, which was “three times that of France, five times that 

of Italy and nearly six times that of the UK”, and all in advanced industrial sectors. (Fox 

and Godement, 2009, p.24) Germany presents specific demands from industrial sectors 

at the Union level, but may also convert to anti-dumping actions and other trade 

defensive measures when the necessities are justified. (Fox and Godement, 2009, p.24) 

Poland is under increasing competition from cheap Chinese imports, but it rarely has 

companies or industries strong enough to compete with these competitors. (Fox and 

Godement, 2009, p.24) The growing domestic demands for anti-dumping actions and 
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non-tariff barriers from industries and job market pressure Poland to vote against trade 

liberalization for China. (Fox and Godement, 2009, p.70) The Czech Republic is 

confronted with similar situation of Poland, but it appears on liberalist side on figure 4.1. 

The climbing export numbers and improving product competitiveness may explain its 

liberalist stance, but the possibility of having limited access to real trade data due to the 

weak trade union organization in the sectors most sensitive to cheap Chinese products 

like shoes and textiles also exists. (Fox and Godement, 2009, p.67)  

Indeed, figure 4.1 shows that member states holding liberalist economic attitudes 

towards China are outnumbered, but it is imprudent to affirm that liberalism dominates 

European discourse. First, Germany, France and the United Kingdom (UK) are three 

most important European partners for China economically and politically, but they 

scatter on the two sides of the vertical axis in the figure. Second, this grouping is only 

based on general economic and trade topics. It is not immutable or absolute and needs 

adjustment in specific trade issues. For example, Slovenia and Bulgaria appear on the 

liberalist side on figure 4.1, but they are rather protectionist in the textile and clothing 

sector. The position of the Czech Republic on figure 4.1 may be misleading due to 

technical problems such as the reliability and validity of data. Third, European followers, 

though contain seven countries, do not have a pulling power over European policy. 

However, figure 4.1 still enables the author to draw a rough line between liberalist and 

protectionist member states and question whether the Netherlands, Sweden, Denmark, 

the United Kingdom (UK), Belgium, Ireland, Austria, Luxembourg, Latvia, Lithuania, 

Estonia, Malta, Slovenia, Finland, Hungary and Cyprus were in favor of China in the 

2005 textile and clothing dispute when the rest was against.  

Summary of this chapter 

The study on the background, contents and influence of all major textile agreements 

related to the European Union (EU) in this chapter reports that Europe had taken three 

different stances in history: first, moderate protectionism from the Short-Term 

Arrangement (STA) to the original Multi-Fiber Arrangement (MFA); second, strict 

protectionism under the Multi-Fiber Arrangement II (MFA 2) and the Multi-Fiber 

Arrangement III (MFA 3); and third, moving towards a gradual and selective opening 

under the Multi-Fiber Arrangement IV (MFA 4) and in the Agreement on Textiles and 
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Clothing (ATC). Indeed the Union was relatively pro-liberalist in the negotiation of the 

Agreement on Textiles and Clothing (ATC) in that the agreement initiated a quota 

elimination transition over four incremental sages, but the Union also left loopholes in 

the discretion article and the “growth-on-growth” provision risking being abused for 

protectionist purposes.  

The engagement of lobbying groups can be commonly witnessed under the 

negotiations of any agreement. Although protectionist lobbying groups can skip national 

governments and transmit the voice from producers to the Union’s institutions directly, 

their lobbying can really be influential only when they have member states standing 

behind.  

Major division against China on general trade and economic issues does exist 

among European member states. The Netherlands, Sweden, Denmark, the United 

Kingdom (UK), Belgium, Ireland, Austria, Luxembourg, Latvia, Lithuania, Estonia, 

Malta, Slovenia, Finland, Hungary and Cyprus hold pro-literalist attitudes towards 

China’s enlarging share in the European market, but whether they were in favor of 

China in the textile dispute in 2005 requests more research specific to their textile and 

clothing industry. 
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Chapter 5 Analysis of the 2005 EU-China T/C dispute 

This chapter is going to answer the second and third sub research questions — how 

did the 2005 Europe-China textile dispute develop and why? If the Union’s trade 

liberalization in the textile and clothing sector is proved to be rhetoric to promote 

special interests of certain actors, then who are these actors and what are their interests? 

The implementation of the Agreement on Textiles and Clothing (ATC) will be assessed 

to see whether member states made use of the built-in loopholes to fail the agreement. 

Previously discussed protectionist lobbying and the division among member states will 

be applied to the European textile and clothing industry specifically to explain why after 

a ten-year transition there were countries still willing to maintain quota restrictions on 

textile and clothing trade against China. The Union’s reactions at supranational level are 

also included in this chapter to illustrate how the Union pressured China to compromise 

via legitimized trade instruments. By doing so, at the end of this chapter the author will 

be able to answer the main research question — Is the European Union’s trade 

liberalization in the textile and clothing sector rhetoric or reality? 

5.1 How did the trade dispute develop? 

On 1
st
 January 2005, the Agreement on Textiles and Clothing (ATC) expired. All 

quota restrictions on textile and clothing trade were completely removed. On 7
th

 April, 

the European Union (EU) activated an “early warning system” to monitor increasing 

imports from China, which opened the curtain of adopting the “textile-specific 

safeguard clause” (TSSC). On 10
th

 June, China accepted a bilateral agreement to 

reintroduce quantitative restrictions to this sector. On 13
th

 and 20
th

 July, the agreed 

quota system was applied by Europe and China. The administrative procedure between 

the signing and the actual enforcement of the agreement soon provoked tons of 

shipments from China blocked at all major European harbors. On 5
th

 September, China 

again compromised to use 2006 quotas to cover half of the stuck products, and in return 

the Union agreed to release the rest without attributing to any quota. The textile trade 

dispute between China and the Union in 2005 is rather intense yet dramatic. Why did it 

happen? How did multiple interest groups interact with each other? How could the 

Union convince China to re-impose quotas on textiles and clothing? To answer these 
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questions the author starts from the implementation of the Agreement on Textiles and 

Clothing (ATC). 

5.1.1 The implementation of the ATC failed
9
. 

Most of the Union’s member states followed a policy of “back-loading” the actual 

quota elimination, i.e. to maintain as many quotas as possible to the last moment and to 

integrate low-value products first, which finally failed the implementation of the 

agreement. (United Nations Conference on Trade and Development, 2008, pp.5-6) 

 United 

States 

European 

Union Canada 

Sub 

total Norway 

Total number of quotas to be 

abolished 937 303 368 1608 54 

Stage 1 (from 1995- 1997) 0 0 8 8 46 

Stage 2 (from 1998- 2001) 15 21 26 62 8 

Stage 3 (from 2002- 2004) 88 70 42 200 0 

Total number of quotas abolished 

during the ATC 103 91 76 270 54 

Stage 4 (2005) 

Quotas to be lifted on 1
st
 Jan. 2005 834 212 292 1338 0 

Source: International Textiles and Clothing Bureau (ITCB) tables derived from 

notifications to the WTO’s Textiles Monitoring Body.  

Table 5.1: Pace of quota abolition by stages of the ATC  

(United Nations Conference on Trade and Development, 2008, p.4) 

Table 5.1 shows a very slow progress towards the complete removal of existing 

restrictions. Norway is the only country that abolished all quotas four years in advance 

of the final deadline. The United States (US), the European Union (EU) and Canada, 

although they fulfilled their commitments of eliminating all quota restrictions on 1
st
 

January 2005, they remained 1338 out of 1608 quotas, i.e. more than 83 percent, in 

place throughout the transitional period. The European Union (EU) integrated 0 quotas 

in the first three years, 21 quotas from 1998 to 2001, and 70 quotas in the last three 

years, which left 212 quotas, or around 70 percent of the total, to be abolished more or 

less all at the last moment, i.e. on 1
st
 January 2005. (Malaga and Mohanty, 2003, p.79) 

                                                 

9
 Previously, the author has pointed out transitional safeguard measures as a trade defensive instrument in 

the Agreement on Textiles and Clothing (ATC). In practice, so did it. Invocation of this “special 

transitional safeguard measure” occurred on 55 occasions in total from 1995 to 2004:26 times by the 

United States, 13 times by Argentina, 9 times by Brazil, 2 times by Ecuador, 4 times by Colombia and 

once by Poland. (Kim and Reinert, 2007, p.156) Since the Union is absent from the application of this 

provision, this thesis will no longer disccuss it in the implementation of the agreement.  
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 Percentage of imports 

 

Yarns, fabrics 

and made-ups Clothing Volume total Value total 

United States 29.34 3.9 33.24 17.35 

European 

Union 31.91 2.47 34.38 21.62 

Canada 32.24 1.38 33.62 29.74 

Source: Tang, Using WTO, TMB Notifications 

Table 5.2: Percentage of volume and value of imports integrated in the first two stages 

 (Malaga and Mohanty, 2003, p.80)  

Moreover, the “product coverage” lifted in each phase included products from all 

four major categories, i.e. yarn, fabrics, made-up textile products and clothing, but the 

major importing countries limited the impact of the actual quota removal by integrating 

more low-value products (i.e. yarns, fabrics and made-ups) and less high-value products 

(i.e. clothing). (Malaga and Mohanty, 2003, p.80) For example, the European Union (EU) 

liberalized 31.91 percent low-value products and 2.47 percent high-value products of the 

1990 imports during the first two transitional stages. On account of this uneven 

attribution, the products integrated from 1995 to 2001 account for around 34.38 percent 

of the 1990 imports in terms of volume, but only 21.62 percent in terms of value. (See 

table 5.2) 

Why were the European Union (EU) member states so reluctant to integrate the 

textile and clothing sector into the free trade regime? Convincing answers can be found 

in a Union sponsored study entitled The Future of the Textile and Clothing Sector in the 

Enlarged European Union published in October 2003. (Smith, et al., 2005, pp.85-87) For 

the old fifteen member states, textile and clothing production was an important part of 

their manufacturing industry. Upon the date of publication, this sector had involved 

177,000 firms, mostly small and medium enterprises, produced an annual turnover of 

EUR 200 billion, and accounted for approximately 4% of total industrial production and 

7% of total industrial employment. (Malaga and Mohanty, 2003, p.4) In the acceding and 

candidate countries prior to 2004, due to the productivity gap, the sector only created the 

equivalent of 10% of the EU-15 value added, but contributed to that of 60% of the EU-15 

textile and clothing employment (Malaga and Mohanty, 2003, p.10), i.e. over 2.5 million 

people (Malaga and Mohanty, 2003, p.4). The report also mentioned the Union’s concern 

for developing countries that were highly dependent on textile and clothing exports, such 

as the Union’s neighbors in the South and East of the Mediterranean. (Malaga and 
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Mohanty, 2003, p.5) The report wrote in its conclusions that the purpose of the Union’s 

policy in the textile and clothing sector was to construct “an appropriate framework of 

rules under which it [could] develop”. (Malaga and Mohanty, 2003, p.6) 

 Value added 

(EUR million) 

Share of industrial 

value added (%) 

Number of persons 

employed (thousands) 

Share of industrial 

employment (%) 

Textiles* 33000 1.9 1170 3.3 

Clothing* 22100 1.3 1200 3.4 

Total 55100 3.2 2370 6.7 

*Rounded estimates based on non-confidential data. 

Note: calculated by the author based on resource data 

Table 5.3: Manufacture of textile and clothing products, EU-25, 2003. 

(European Commission, 2006, p.67) 

Table 5.3 reports that the textile and clothing industry in the Union had generated 

EUR 55.1 billion of value added and employed 2.37 million people, contributing to 3.2 

percent of total industrial value added and 6.7 percent of total industrial employment by 

2003, which indicates that the textile and clothing industry is considerably more 

important in terms of employment than in terms of value added for the Union as a whole. 

Within the industry, the weight of the textile sector and that of the clothing sector are even. 

In 2003, the textile sector, with a 1.9 present share of industrial value added, was 0.6 

percent higher than that of the clothing sector, but its employment rate was slightly lower 

than that of the clothing sector. 

 Extra-EU 

exports (EUR 

million) 

Share of EU 

 industrial 

exports (%) 

Extra-EU 

imports(EUR 

million) 

Share of EU 

industrial 

imports (%) 

Trade balance

(EUR million) 

Textiles* 23121 2.3 30464 2.8 -7343 

Clothing* 14516 1.5 45754 4.2 -31238 

Total 37637 3.8 76218 7.0 -38581 

*Rounded estimates based on non-confidential data. 

Table 5.4: External trade of textile and clothing products, EU-25, 2005.  

(European Commission, 2006, p.70) 

The value of the extra-EU-25 imports of textile and clothing products grew by 40 

percent in volume and 45 percent in value added in the first nine months of 2005, and 

surged to EUR 76.22 billion at the end of the year. (European Commission, 2006, p.70) 

Although the value of the extra-EU-25 exports in this sector also increased to EUR 

37.64 billion, the EU-25’s trade deficit in textiles and clothing widened to EUR 38.58 

billion in 2005, in which the deficit in the clothing sector (EUR 31.24 billion) was much 

larger than that in the textile sector (EUR 7.34 billion). (See table 5.4)  
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Table 5.5: EU-25 external trade in the textile and clothing industry, 2000-2005 (emphasis added by the author) (Gambini, 2007, p.3) 

 
Exports 

(EUR million) 
Imports 

(EUR million) 

Trade 

balance in 

2005 

 

2000 2003 2004 2005 

Average 

annual 

increase 00-05 

Share in 

textile 

trade 2005 2000 2003 2004 2005 

Average 

annual 

increase 00-05 

Share in 

textile 

trade 2005 

 

Belgium 1764 1607 1599 1530 -2.8% 4.1% 4193 4150 4414 4624 2.0% 6.0% -3094 

Czech 

Republic 251 245 258 325 5.3% 0.9% 591 701 514 438 -5.8% 0.6% -113 

Denmark 498 525 502 537 1.5% 1.4% 1401  1485 1617  1833 5.5% 2.4% -1295 

Germany 5843 5785 6033 6395 1.8% 17.0% 17093      16139  16765 17527 0.5% 22.7% -11132 

Estonia 42 48 60 77 13.0% 0.2% 104 152 120 86 -3.7% 0.1% -8 

Ireland 182 176 222 230 4.8% 0.6% 450 368 350 464 0.6% 0.6% -234 

Greece 819 1036 1028 937 2.7% 2.5% 796 707 798 823 0.7% 1.1% 114 

Spain 1805 1950 2006 2064 2.7% 5.5% 3246 4192 4778 5547 11.3% 7.2% -3483 

France 4793 4652 4568 4547 -1.0% 12.1% 8477 8471  673 9291 1.9% 12.0% -4743 

Italy 11411 12145 12464 12650 2.1% 33.7% 8884 9966     10522 11207 4.8% 14.5% 1442 

Cyprus 8 7 6 4 -11.9% 0.0% 97 99 72 55 -10.6% 0.1% -51 

Latvia 37 51 71 96 21.1% 0.3% 41 58 56 56 6.3% 0.1% 40 

Lithuania 76 79 103 144 13.6% 0.4% 116 173 123 132 2.6% 0.2% 13 

Luxembourg 104 84 75 93 -2.3% 0.2% 139 72 75 60 -15.4% 0.1% 32 

Hungary 232 281 314 342 8.0% 0.9% 448 650 539 437 -0.5% 0.6% -95 

Malta 18 20 19 27 8.5% 0.1% 60 64 49 37 -9.3% 0.0% -10 

Netherlands 995 1091 1428 1355 6.4% 3.6% 4687 4281 4531 4656 -0.1% 6.0% -3300 

Austria 766 887 961 1081 7.1% 2.9% 907 988 1117  1324 7.9% 1.7% -243 

Poland 265 304 360 456 11.4% 1.2% 892 1306 1060 976 1.8% 1.3% -521 

Portugal 802 684 655 620 -5.0% 1.6% 684 536 555 523 -5.2% 0.7% 97 

Slovenia 135 162 225 290 16.6% 0.8% 166 200 120 131 -4.7% 0.2% 160 

Slovakia 65 60 74 98 8.5% 0.3% 130 253 160 135 0.7% 0.2% -37 

Finland 163 170 166 182 2.2% 0.5% 390 326 357 417 1.3% 0.5% -235 

Sweden 434 427 438 447 0.6% 1.2% 1486  1424  1452  1607  1.6% 2.1% -1160 

United 

Kingdom 3577 3245 3318 3056 -3.1% 8.1% 13294      13142 14063 14721 2.1% 19.1% -11665 

EU-25 total 35082 35765 36953 37584 1.4% 100% 68769 69899 72883 77105 2.3% 100% -39521 
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A Review of the EU-25 exports in the textile and clothing industry from 2000 to 

2005 reports that Italy alone was responsible for over one third, i.e. 33.7%, of the Union’s 

total. Germany with 17% share of textile exports was clearly ahead of 12% in France and 

8% in the United Kingdom (UK). The extra-EU textile exports developed especially fast 

in the Baltic States and Slovenia, though the absolute value remained at rather low lever, 

i.e. less than 1% share in the Union’s total respectively. Significant decrease was 

witnessed in Cyprus (-11.9%), Portugal (-5.0%) and the United Kingdom (UK) (-3.1%). 

As to the imports side, Spain stood out in that it experienced the most considerable 

increase, maintaining 11% per year on average. The top four largest importers, Germany, 

the United Kingdom (UK), Italy and France, covered around 90% of the total textile 

imports, with a share of 23%, 19%, 14.5% and 12% respectively. In 2005, only seven 

member states had surpluses in textile and clothing trade and Italy topped this group with 

a noticeable size of EUR 1442 million. Trade deficits prevailed among other member 

states in which Germany and the United Kingdom (UK) together accounted for 60% of 

the Union’s total. (See table 5.5) 

Scanning the production and trade of textiles and clothing of the entire Europe 

implicates that the textile and clothing industry is rather important to its member states 

of various economic and technological levels, i.e. either highly industrialized countries 

like Germany or countries with low productivity like those new member states. 

Therefore, the Union is rather cautious of controlling the pace and methods of market 

opening towards China and also very sensitive to the enlarging share of cheap Chinese 

textiles and clothing in the European market.  

5.1.2 Protectionist lobbying became influential. 

 The slow pace and delay of the actual quota elimination were first noticed by 

protectionist lobbying groups, mostly led by the European Apparel and Textile 

Organization (EURATEX).  

 As the Agreement on Textiles and Clothing (ATC) was moving to expiry, the 

European Apparel and Textile Organization (EURATEX) began to intensively signal 

that the Union had to monitor the end of the agreement and prevent uncontrolled rise of 

imports from China in 2005. (European Apparel and Textile Organisation, 2005, p.10) 

At the Union’s level, this lobbying group, in cooperation with the European trade unions, 
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organized an advertising campaign named “Europe has been silent for too long”. This 

action targeted “a limited number of media outlets focused on the European 

decision-maker” and succeeded in making these specialized mass media aware of the 

possible risk of a reckless liberalization towards China. (European Apparel and Textile 

Organisation, 2005, p.12) Then, it sustained wider media coverage of the progress of 

quota elimination, its controversial consequences, and protectionist demands from 

domestic producers, etc. in the written press, on the television and on the radio, which 

aroused a discussion on “Chinese phenomenon” among all social strata in Europe. 

(European Apparel and Textile Organisation, 2005, p.11) It also managed regular 

contacts with high ranking officers in the new Commission and new European 

Parliament, such as President Barroso and Trade Commissioner Mandelson, to ensure 

that the administration understood and valued the importance of the textile and clothing 

industry to the European economy and employment. (European Apparel and Textile 

Organisation, 2005, p.11) At national and local level, the European Apparel and Textile 

Organization (EURATEX) maintained regular contacts with representatives of each 

member state and Chinese government. In these contacts, the organization repeatedly 

conveyed its worries about the situation that quota phasing out in 2005 could bring 

sudden disruption to the European industry and job market. (European Apparel and 

Textile Organisation, 2005, p.11) 

 In October 2004, the European Apparel and Textile Organization (EURATEX) 

explained the necessity of publishing a simple and pragmatic instruction for the use of 

safeguards against Chinese textile exports in a communication to the Commission. This 

suggestion was adopted later and the Guidelines for the Use of Safeguards on Chinese 

Textiles Exports to the EU was published on 6
th

 April 2005.  

 China unveiled several export restraints in December 2004, such as export taxes on 

81 categories of textiles and clothing, to release accumulating political pressure in the 

liberalization of global textile and clothing trade. (Heron, 2007, p.199; European 

Apparel and Textile Organisation, 2005, p.12) However, the first three months after the 

completion of quota removal still witnessed a surge on Chinese import penetration up to 

534 percent. (Heron, 2007, p.199) In March 2005, the European Apparel and Textile 

Organization (EURATEX) openly criticized China for being null and cosmetic and 

asked for the application of the “textile-tpecific tafeguard clause” (TSSC) to 12 families 

of products. (European Apparel and Textile Organization, 2005, p.12) Less than one 
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month later, the Union announced to open a market disruption investigation on 9 out of 

the 12 categories of Chinese textiles and clothing. 

 In May 2005, this lobbying group’s coordination among each member state as well 

as the coherent and real-time data on “production, turnover, jobs, and most recent trends” 

it provided convinced the Commission to propose safeguard emergency measures for 

two categories. (European Apparel and Textile Organization, 2005, p.12) The Union 

activated this procedure on 27
th

 May. 

 Europe and China reached a mutual agreement on 10
th

 June to reintroduce quota 

allocation, including the double licences system, to their bilateral textile and clothing 

trade. The usual administrative application for a trade agreement would take one month 

in the case of the Union and China, which created a loophole in real practice: Chinese 

exporters trying to take this vacant period to avoid the costs and delays once the licenses 

were reimposed; and European importers attempting to secure the delivery of 

collections for autumn/winter 2005-2006. At the end of June, the European Apparel and 

Textile Organization (EURATEX), by analyzing the information gathered from Asia and 

Europe, lobbied that if the Commission did not undertake any effective restraints at the 

latest before the end of July, the situation would go out of control. (European Apparel 

and Textile Organisation, 2006, pp.11-12)  

The Union and China finally announced detailed importation and exportation rules 

on 13
th

 and 20
th

 July respectively. (European Apparel and Textile Organisation, 2006, 

p.12) A footnote in the Commission Regulation (EC) No 1084/2005 stated: “import 

authorization for goods shipped between 11
th

 June and 12
th

 July [should] be granted 

automatically and [could not] be denied on the grounds that there [were] no quantities 

available within the 2005 quantitative limits. However, the imports of all products 

shipped from11 June 2005 [would] be counted against the 2005 quantitative limits.” 

(Eckhardt, 2010, p.169) Consequently, textile imports from China reached the ceiling 

within a twinkle and blocked shipments started to pile up at European borders. 

According to national reports, the licenses granted to importers between 11
th

 June and 

12
th

 July covered approximately 120 million garments, “twice the quota for the rest of 

the year and four times greater than total sales in 2004”. (Minder, 2005) By 22
nd

 August, 

six textile categories, including t-shirts, shirts, pullovers, men’s trousers, blouses, bras 

and flax yarn, met or exceeded the Union’s quotas of 2005. Approximately 77 million 
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Chinese garments were left stranded at all major European harbors. European retailers 

attacked the Union for reimposing quantitative limits to textile imports from China. 

(Heron, 2007, p.190) While, the European Apparel and Textile Organization 

(EURATEX) believed that any concession under these circumstances would bring 

detrimental impacts to the European textile industry. (European Apparel and Textile 

Organisation, 2006, p.12) 

 At the beginning of September, Europe and China compromised again on a new 

agreement, solving the cumulated cargoes on the frontier of the European Union (EU) in 

the way that Europe released half imports unrestricted and in return China tranferred 

unused quotas of 2006 to cover the rest. The European Apparel and Textile Organization 

(EURATEX) was very disappointed about this outcome. (European Apparel and Textile 

Organisation, 2006, pp.14-15) 

 For the author, despite the disagreement on protective levels between the Union and 

the organization, the lobbying of the European Apparel and Textile Organization 

(EURATEX) is successful, because the Union at last maintained partial quantative 

restrictions that supposed to be phased out with the expiry of the Agreement on Textiles 

and Clothing (ATC). It is easy to understand the lobbying group’s protectionist and 

aggressive stance, but hard to explain why things can develop exactly as its expectations. 

As the author has expounded in previous chapter that protectionist lobbying can only be 

influential when their appeals overlap with the convergence of the national interests of 

at least some member states, here is the question — what were the member states’ 

specific attitudes towards China in this textile dispute? 

5.1.3 The interests of member states conflicted. 

 The failed implementation of the Agreement on Textiles and Clothing (ATC) and 

the growing protectionist pressure from domestic industry soon led to a confrontation 

between the liberalist and the protectionist countries within the Union, in a name of 

“North-South division” on mass media. Denmark, Finland, the United Kingdom (UK), 

Germany, the Netherlands and Sweden, being grouped as the “northern” coalition, asked 

the Union to fulfill the complete quota elimination promised in the Agreement on 

Textiles and Clothing (ATC). While, the “southern” coalition, consisting of France, 

Greece, Italy, Portugal, Spain, and further east, the Czech Republic, Lithuania, Poland 
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and Slovakia, was keenest to extend quota restrictions on textile and clothing imports 

from China. (Mulvey, 2005) Behind the opposite appeals of the two sides is the fact that 

the development of the textile and clothing industries among individual member states 

diverses, either on different paths or at different stages.  

The “northern” coalition is either concerned about the interests of fashion retailers 

more than that of producers, or specializes in products targeting niche markets. Demark, 

Finland, the Netherlands and Sweden have strong fashion retailing industries. For 

example, Europe’s biggest clothing retailer Hennes and Mauritz is Swedish, and 

Europe’s third biggest clothing retailer C&A is Dutch. These countries have large 

quantities of imports from China and suffer the most from the textile dispute. In August 

2005, ministers from the four countries jointly published an article in Financial Times, 

urged the Commission to find “a solution that would ensure the stockpiled clothes 

reached the shops by early September at the latest” and called for a renouncement, at 

least a limitation, of protective trade measures. (Mulvey, 2005) 

Germany and the United Kingdom (UK) are specialized in high-value niche markets 

of China. Around 85% of textiles and clothing made in Germany are chemical fibers for 

technical textiles. (Comino, 2007, p.829) The noticeable growth rate of German textile 

exporting is largely contributed by China’s increasing demands of high-tech fabrics. 

(Comino, 2007, p.829) More than half British textile and clothing suppliers concentrate 

on wool fabrics and furnishing textiles. (European Commission, 2011, p.10) The 

production and related labor in German and British textile and clothing industries, being 

oriented towards high technology and skill, benefit or will benefit more from free trade 

with China and are less threatened by cheap Chinese textiles than traditional producers 

from the “South”.  

 By contrast, the “southern” coalition has substantial traditional textile and clothing 

manufactures with large numbers of employees, mostly unskilled labor. (Mulvey, 2005) 

The surging cheap imports from China stifled their economies and employment 

simultaneously. During the dispute, a strong hostility against Chinese exporters 

circulated among these countries, reinforcing their appeals of imposing quota 

restrictions and other trade barriers to resist Chinese competitors.  

Rank 

Highest 

value 

added
1
 

Share in 

EU-25 

value 

Highest 

number of 

persons 

Share in 

EU-25 

employmet
2
 

Highest 

share of 

national 

Highest 

share of 

national 
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(EUR 

million) 

added
1
 

(%) 

employed
2
 

(thousands) 

(%) industrial 

value added
3
 

(%) 

industrial 

employment
4
 

(%) 

1 

Italy 

(9982.3) 30.2 

Italy 

 (285.9) 24.4 

Luxembourg 

(6.8) 

Portugal 

 (9.4) 

2 

Germany 

(4631.8) 14.0 

Germany 

(116.8) 10.0 

Portugal 

 (5.7) 

Estonia 

 (7.9) 

3 

United 

Kingdom 

(3828.0) 11.6 

Spain 

 (105.0) 9.0 

Estonia  

(5.5) 

Lithuania 

 (6.4) 

4 

France 

(3756.5) 11.4 

France 

(104.8) 9.0 

Italy 

 (4.5) 

Belgium 

 (5.9) 

5 

Spain 

(2905.9) 8.8 

United 

Kingdom 

(101.9) 8.7 

Lithuania 

 (4.2) 

Latvia 

 (5.8) 

Total  76.0  61.1   
1
. Luxembourg, Hungary, Malta and Sweden, 2002; Greece, not available. 

2
. Sweden, provisional; Luxembourg, Hungary and Malta, 2002; Greece, not available. 

3
. Luxembourg, Hungary, Malta and Sweden, 2002; Greece and Ireland, not available. 

4
. Sweden, provisional; Luxembourg, Hungary and Malta, 2002; Greece and Ireland, not available 

Table 5.6: Textile manufacture: value added and employment, top 5, 2003 

(European Commission, 2006, p.72) 

 

Rank 

Highest 

value 

added
1
 

(EUR 

million) 

Share in 

EU-25 

value 

added
1
 

(%) 

Highest 

number of 

persons 

employed
2
 

(thousands) 

Share in 

EU-25 

employmet
2
 

(%) 

Highest 

share of 

national 

industrial 

value added
3
 

(%) 

Highest 

share of 

national 

industrial 

employment
4
 

(%) 

1 

Italy 

(6977.7) 31.6 

Italy 

 (277.8) 23.2 

Lithuania 

 (6.8) 

Lithuania 

 (16.2) 

2 

France 

(3094.2) 14.0 

Poland 

(171.9) 14.3 

Malta 

 (6.3) 

Portugal 

 (14.6) 

3 

Germany 

(2507.9) 11.3 

Portugal 

 (135.5) 11.3 

Portugal  

(6.2) 

Malta 

 (9.2) 

4 

Spain 

(2472.8) 11.2 

Spain 

 (112.7) 9.4 

Estonia 

 (4.3) 

Estonia 

 (9.1) 

5 

United  

Kingdom  

(2120.5) 9.6 

France 

 (83.3) 6.9 

Latvia 

(3.7) 

Latvia 

 (7.9) 

Total  77.7  65.1   
1
. Luxembourg, Hungary, Malta and Sweden, 2002; Greece, not available. 

2
. Sweden, provisional; Luxembourg, Hungary and Malta, 2002; Greece, not available. 

3
. Luxembourg, Hungary, Malta and Sweden, 2002; Greece and Ireland, not available. 

4
. Sweden, provisional; Luxembourg, Hungary and Malta, 2002; Greece and Ireland, not available 

Table 5.7: Clothing manufacture: value added and employment, top 5, 2003 

(European Commission, 2006, p.75) 

Italy, France and Spain are traditional textile and clothing suppliers, accounting for 

around half value added (50.4% in textile manufacture and 56.8% in clothing 

manufacture) and employment (42.4% in textile manufacture and 39.5% in clothing 
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manufacture) of the entire industry in 2003. (See table 5.6 and table 5.7) Italy and France 

are famous for their international luxurious brands like Prada, Gucci and Channel. Such 

domination in high end market enables some Italian and French companies to remain 

profitable after quota elimination. But the majority of their cheap clothing production 

which relies mostly on small family businesses is too inefficient to withstand the 

competition from Chinese mechanized manufacturing. Spain is exposed to similar 

difficulties as well. The country lost 55,000 jobs at the end of the first two phases of the 

Agreement on Textiles and Clothing (ATC). (Comino, 2007, p.829) Its spinning section, 

which traditionally created highest value and employed most labor, was under the 

fiercest side-effect of quota elimination, mainly because most restrictions protecting this 

sector were removed by the end of 2004 at the same time. (Comino, 2007, p.831) 

Baltic States, Eastern European countries and Portugal are emerging alternative 

suppliers for textiles and clothing in the European market. Although their productivity 

levels are much lower than that of Italy, France and Spain, they rank top on the share of 

national industrial value added and the share of national industrial employment in the 

2003 statistics. (See table 5.6 and table 5.7) This means the textile and clothing industry 

plays a more important role with regard to its leverage over national economy and 

employment. These countries also stay ahead in the 2000-2005 average annual 

increasing rates in table 5.5, implying a lasting rapid ascent their textile and clothing 

producers experienced. For them, the textile and clothing sector is an infant yet 

promising industry, so they chose the pro-protectionist side against China in the 2005 

textile dispute.  

In fact, the bargaining dynamics between the “northern” and “southern” coalitions 

are in consistency with the liberalist-protectionist split discussed in the previous chapter. 

Although the trade dispute lingered around textiles and clothing only, most member 

states reiterated their China-specific standpoints on general economic and trade topics in 

the negotiations. Conventional pro-liberalist countries, such as Denmark, Finland, the 

United Kingdom (UK), Germany, the Netherland and Sweden, kept their positive 

attitudes towards the economic consequences of China’s growing engagement in the 

European market. While, traditional pro-protectionist countries, such as France, Greece, 

Italy, Portugal, Spain, and Poland, highlighted how Chinese competitors aggravated 

industrial retrogression in their domestic markets and made them suffer from economic 

depression and unemployment issues. Overall speaking, the pulling powers of the two 
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coalitions over the Union’s policy making process were more or less even, which settled 

the Commission a rather difficult position to satisfy all parties. Trade commissioner of 

that time, Peter Mandelson, once complainted to the public: “I have never disguised, 

never disguised, the inherent difficulties in introducing restrictions to trade. My caution 

was well known.” (Mulvey, 2005) Inspired by this dilemma, the author is going to 

explore the Union’s reactions in the next sub-section. How did the Commission mdiate 

between the “North” and the “South”? Did it support the “North” and insist on trade 

liberalization? Did it give in the “South” to strengthen trade protection? Did the two 

side compromise with each other?  

5.1.4 The Union adopted defensive measures against China. 

China’s accession to the World Trade Organization (WTO) is famous for being 

time-consuming. Both the Europe Union (EU) and the United States (US), by applying 

their leverage, forced China to subscribe to “commitments related to services, intellectual 

property rights, joint venture requirements and market access”, known as “WTO plus” 

terms. (Comino, 2007, p.823) Among those multilateral agreements attached to the China 

Accession Protocol, paragraph 242 of the Report of the Working Party is a safeguard 

mechanism particularly aiming at Chinese textile and clothing products, i.e. the 

“textile-specific safeguard clause” (TSSC). Although this clause was originally 

negotiated by the United State (US), due to the “non-discriminatory treatment” principle, 

China had to extend it to all the other members of the World Trade Organization (WTO).  

 According to this provision, up until 31
st
 December 2008, a WTO member could 

invoke safeguard actions against China in the event it believed that “imports of Chinese 

origin of textile and apparel products covered by the ATC as of the date the WTO 

Agreement entered into force, were, due to market disruption, threatening to impede the 

orderly development of trade in these products, such member could request consultations 

with China with a view to easing or avoiding such market disruption.” (World Trade 

Organization, 2001, para.242(a)) Once the member collected “a detailed factual 

statement” of “(1) the existence or threat of market disrupt; and (2) the role of products 

of Chinese origin in that disruption”, it could request consultations with China. (World 

Trade Organization, 2001, para.242(a)) Consultations must be held within 30 days after 

that, and all negotiations were expected to be finished “within 90 days of the receipt of 
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such request, unless extended by mutual agreement”. (World Trade Organization, 2001, 

para.242(b)) Upon receiving the request for consultations, China agreed to limit the 

shipments of disruptive products to “a level no greater than 7.5 percent (6 percent for 

wool product categories) above the amount entered during the first 12 months of the 

most recent 14 months” prior to the complaint. (World Trade Organization, 2001, 

para.242(c)) If the 90-day consultation period did not end up with a “mutually 

satisfactory solution“, consultations would continue and so did the imposed shipment 

restraints. (World Trade Organization, 2001, para.242(d)) The ultimate duration of all 

actions taken under this provision should be no longer than one year. No reapplication 

was allowed, unless otherwise bilaterally agreed by both the member requesting 

consultations and China. (World Trade Organization, 2001, para.242(f)) 

 This China and textile specific safeguard provision directly raises the question of 

whether it is compatible with the multiple principles and rules of the World Trade 

Organization (WTO). The assessment will be conducted by comparing the 

“textile-specific safeguard clause” (TSSC) and the Agreement on Safeguards.  

 Textile-specific safeguard clause Agreement on Safeguards 

Legal foundation Report of the Working Party on the 

Accession of China, para. 242. 

The Agreement on Safeguards and 

Art. XIX of the GATT 1994. 

Invoking criteria Para. 242(a): Due to market 

disruption, threatening to impede 

the orderly development of trade. 

Article 2.1: In such increased 

quantities, absolute or relative to 

domestic production, and under 

such conditions as to cause or 

threaten to cause serious injury to 

the domestic industry. 

Causal link 

requirement 

Para. 242(a): (1) the existence or 

threat of market disruption; (2) the 

role of products of Chinese origin 

in that disruption. 

Article 4.2: When factors other 

than increased imports are causing 

injury to the domestic industry at 

the same time, such injury shall 

not be attributed to increased 

imports. 

Non-discrimination No Yes 

Transparency No requirements Notify to the Committee on 

Safeguards 

Quota level and 

growth level 

Para. 242(c): Quota grows 7.5 % 

(6 % for wool products) above the 

Article 5.1: Not lower than the 

average of imports in the last three 
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amount entered during the first 12 

months of the most recent 14 

months preceding the month in 

which the request for consultations 

was made. 

representative years for which 

statistics are available. 

Article 7.4: Restraint must be 

lower than previous year (no 

specific rate). 

Duration of 

measures 

Para. 242(f): One year, with option 

to reapply. 

Article 7: Four years, with option 

to extend four more years once. 

Retaliation and 

compensation 

No Article 8.1: Trade compensation 

for the adverse effects of the 

measure on their trade. 

Table 5.8: A comparison between the “textile-specific safeguard clause” (TSSC) and the 

Agreement on Safeguards (Kim and Reinert, 2007, p.157)
10

 

The major differences manifest in terms of, but not limited to, the following five 

issues: invoking criteria, causal link requirement, non-discrimination, transparency, and 

compensation.  

 First, the injury standard to invoke safeguards in the China Accession Protocol is 

lower than that in the Agreement on Safeguards, and more ironically even lower than 

that in the Multi-Fiber Arrangement (MFA). (Kim and Reinert, 2007, p.160) The China 

Accession Protocol replaces “serious injury” under the Agreement on Safeguards with 

“market disruption” in the “textile-specific safeguard clause” (TSSC), and further 

defines this term in Section 16
11

 as “any material injury or threat of material injury” 

                                                 

10
 Table 5.8 is an excerpt from Kim and Reinert’s article named Textile and Clothing Safeguards: from the 

ATC to the Future. The original table is a summary of safeguard provisions on textile and clothing 

products, and designed to compare ATC safeguards with those subsequent, i.e. the Agreement on 

Safeguards, the China textile safeguards and the China product safeguards. Therefore, it also provides a 

rather clear and precise clue for the comparison between the “textile-specific safeguard clause” (TSSC) 

and the Agreement on Safeguards.  
11 Section 16 of the China Accession Protocol is the China product-specific safeguard clause. Once the 

Agreement on Textiles and Clothing (ATC) expired, there were three safeguards: the general WTO 

safeguard provision in the Agreement on Safeguards, the China textile-specific safeguard provision, and 

the China product-specific safeguard provision. (Kim and Reinert, 2007, p.159) A general interpretation 

about the usage of these safeguard provisions is that: all safeguard actions against textile and clothing 

imports, except those imported from China, are subject to the Agreement on Safeguards; WTO member 

states could invoke either the China textile-specific safeguard provision or the China product-specific 

safeguard provision, but not simultaneously, through 2008, and only the China product-specific safeguard 

provision from 2009 to 2013. (Kim and Reinert, 2007, p.164) However, there are disagreements as well. 

For example, the Commission noted in 2003 that the China textile-specific safeguard clause is “an 

exceptional provision of a transitional nature with no clear link with other safeguard provisions or 

procedures in the WTO”. (Heron, 2007, p.824) Also Dongli Huang pointed out that Section 16 and 

paragraph 242 were “two separate and independent clauses covering separate groups of products” and 

therefore from the end of 2008, safeguards against Chinese textile and clothing products should only be 

subject to the general WTO safeguard regulations in the Agreement on Safeguards. (Heron, 2007, p.824)  

Since the textile dispute discussed in this thesis happened in 2005 and the related legal documents only 
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brought upon by “increasing rapidly, either absolutely or relatively,” imports on the 

domestic industries “producing like or directly competitive products”. (World Trade 

Organization, 2001, para.242(a)-(c)) This definition reminds the author of the invoking 

criteria in the Multi-Fiber Arrangement (MFA) which required “the demonstration of 

the existence of serious damage to domestic producers or actual threat thereof” to 

determine the existence of market disruption. (Kim and Reinert, 2007, p.160) Obviously, 

the disruptive criteria in the China Accession Protocol, though both are named market 

disruption, are looser than that in the Multi-Fiber Arrangement (MFA). The precondition 

of the Agreement on Safeguards is similar to that of the Multi-Fiber Arrangement, i.e. 

when “increased quantities…cause or threaten to cause serious injury to the domestic 

industry”, which means that the invoking standard of safeguard provision in the China 

Accession Protocol is lower than that of the Agreement on Safeguards as well. 

 Second, the “textile-specific safeguard clause” (TSSC) set a lower threshold to 

establish a causal link between surged imports and market disruption. The clause 

requested the triggering country to prepare “a detailed factual statement” of “(1) the 

existence or threat of market disrupt; and (2) the role of products of Chinese origin in 

that disruption” before it sent in a request for consultations with China. However, in the 

Agreement on Safeguards, a member in want of initiating a safeguard action against 

importing Chinese textiles has to demonstrate not only a clausal link between increased 

imports and injury to its domestic industry, but also an irrelevance of other factors “of 

an objective and quantifiable nature having a bearing on the situation of that industry”. 

(World Trade Organization, 1994, Article 4. 2(a)) 

 Third, the “textile-specific safeguard clause” (TSSC) openly violated one of the 

core principles of the World Trade Organization (WTO), i.e. non-discrimination, since it 

allowed all member states to impose restraints solely against products originating from 

China. 

 Fourth, the transparency requirements in the “textile-specific safeguard clause” 

(TSSC) are less demanding than that in the Agreement on Safeguards. In the China 

Accession Protocol, the national government of the member state being threatened by 

increased Chinese products could directly initiate a safeguard action, conduct market 

disruption investigation, and request for consultations with the Chinese government 

                                                                                                                                               

mentioned paragraph 242, this thesis will concentrate on the China textile-specific safeguard provision. 
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once it collected enough factual evidences to justify the request. (World Trade 

Organization, 2001, para.242(a)) On the contrary, in Article 12 of the Agreement on 

Safeguards, the World Trade Organziation (WTO) requests the national government of 

the triggering country to immediately notify the Committee on Safegaurds upon 

“initiating an investigatory process relating to serious injury or threat thereof and the 

reason for it”, “making a finding of serious injury or threat thereof caused by increased 

imports”, and “taking a decision to apply or extend a safeguard measure”. (World Trade 

Organization, 1994, Article 12.1) This notification to the Committee on Safeguards shall 

contain all pertinent information, i.e. “evidence of serious injury or threat thereof caused 

by increased imports, precise description of the product involved and the proposed 

measure, proposed date of introduction, expected duration and timetable for progressive 

liberalization”. (World Trade Organization, 1994, Article 12.2) 

 Fifth, no compensation was allowed in the “textile-specific safeguard clause” 

(TSSC), while in Article 8.1 of the Agreement on Safeguards, trade compensation is 

underlined as a way to “maintain a substantially equivalent level of concessions and 

other obligations to that existing under GATT 1994” between the member seeking a 

safeguard measure and the affected exporting members. (World Trade Organization, 

1994, Article 8.1) 

 In sum, the “textile-specific safeguard clause” (TSSC) set a rather “low standard for 

application”, and created “wide margin of discretion and little room for challenge” 

(European Union, 2005, p.3), which made quota re-imposition on Chinese textiles and 

clothing possible and easy for importing countries after the transition in the Agreement 

on Textiles and Clothing (ATC) ended. The cluase paved the way for “an automatic and 

voluntary — although temporary — self-restraint” for Chinese textile exports on the 

basis of a unilateral request for consultations with China and as long as the negotiations 

were pending, which made this safeguard provision an available “unilateral import 

restriction” for major textile and clothing importing countries in real trade disputes. 

(Rogmann and Stadtler, 2008, p.33)  

The Union incorporated the “textile-specific safeguard clause” (TSSC) into Council 

Regulation (EEC) No 3030/93 as Article 10a in 2003, on the eve of the expiry of the 

Agreement on Textiles and Clothing (ATC). Article 10a clarified the procedures and 

criteria of conducting a safeguard action (see figure 5.1), and set up an internal 
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surveillance system to monitor textile and clothing imports after 1
st
 January 2005. 

(European Council, 2003, p.2) 

Figure 5.1: Textile-specific safeguard procedures (European Commission, 2005) 

 

As the first step, any member state could initiate an early warning system for 

market disruption by Chinese textile products when they felt “threat to impede the 

orderly development of trade” in the way that “a rapid rise or surge in imports, in 

absolute or relative terms,” distorted “the evolution of import prices”. (European Union, 

2005, p.3) The Guidelines for the use of safeguards on Chinese textiles exports to the 

EU contained accurate formula to determine the consultation levels and levels below 

which in principle the “textile-specific safeguard clause” (TSSC) should not be invoked. 

(European Union, 2005, p.5) As the second step, if alert levels were exceeded, the 

Commission could open a market disruption investigation and send informal 

consultation request to China. Within 60 calendar days, the Union should examine to 

what extent suspect products threatened the Union’s domestic industry, textile exporters 

in vulnerable developing countries, and producers in the Euro-Mediterranean region. 

Interested parties were allowed to defense themselves in the first 21 days of the 

investigation. (European Commission, 2005, Memo/05/110) As the third step, once the 

investigation justified the existence of market disruption, the Commission would 

request formal consultations with China. In this case, China was expected to undertake 

measures to limit exports to the “average level of the first twelve of the fourteen months 

preceding the initial investigation plus 7.5% (or 6% for woolen products)” within 15 

days from the receipt of the formal request. (European Commission, 2005, 

Memo/05/110) As the last step, if China did not respond to this formal consultation 

request properly, the Commission would immediately impose quantitative restraints to 

limit disruptive products to above mentioned level. (European Commission, 2005, 

Memo/05/110) 

In addition to the regular safeguard procedures explained above, the regulation 

allowed the Union to initiate formal consultations with China without a preceding 

investigation under the precondition that a clear casual linkage could be witnessed 

Early warning 
system 

Investigation 
and informal 
consultations 

Formal 
consultations 

Safeguards 
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between a serious material damage to the Union’s industry and a rise in the imports of 

like products, i.e. the “emergency procedures” in the Union’s legal text. (European 

Commission, 2005) 

 In the 2005 textile dispute, the European Union (EU) made full use of this 

“textile-specific safeguard clause” (TSSC) to take unilateral actions against China under 

legitimized cover. On 7
th

 April 2005, the European Union (EU), after the United States 

(US), activated an “early warning system” to monitor the growth of imports from China 

and the responses of those impacted European companies. (Russian Chamber of 

Commerce in Europe, 2005) On 24
th

 April, the European Commission announced an 

investigation into nine categories of textile imports from China, i.e. t-shirts, pullovers, 

blouses, stockings and socks, men’s trousers, women’s overcoats, brassieres, flax or 

ramie yarn and woven fabrics flax. (Russian Chamber of Commerce in Europe, 2005) 

On 17
th

 May, the Commission requested to apply emergency procedures on two 

categories of textile products: t-shirts and flax yarn. On 27
th

 May, following emergency 

procedures, the European Commission requested formal consultations with China on 

t-shirts and flax yarn without proceeding market distortion investigation. (Russian 

Chamber of Commerce in Europe, 2005) China was left 15 days to limit t-shirts and 

flax yarn exports to the “average level of the first twelve of the fourteen months 

preceding the initial investigation plus 7.5%”. (European Commission, 2005, 

Memo/05/110) On 10
th

 June, China compromised to re-impose quantitative restrictions 

on 10 out of the 35 textile categories liberalized on 1
st
 January 2005, i.e. pullovers, 

men’s trousers, blouses, t-shirts, dresses, bras, flax yarn, cotton fabrics, bed linen, table 

and kitchen linen, with annual growth rates from 8 to 12.5 percent for 2005 (from 11
th

 

June), 2006 and 2007. (European Commission, 2005, Memo/05/201) In other categories 

and for 2008, the agreement allowed the Union to continuously undertake the 

“textile-specific safeguard clause” (TSSC) in the China Accession Protocol (European 

Commission, 2005, Memo/05/201), which successfully sustained unilateral restraints as 

an optional protective instrument for the Union’s textile and clothing industry up until 

the end of 2008. In return, the Union suspended sanctions. (Minder, 2005) 

On 13
th

 and 20
th

 July, Europe and China formally introduced the agreed quota 

system settled in the bilateral agreement of June. However, the one-month lasting 

administrative procedure between the signing and the actual enforcement of the 

agreement left a loophole in real practice: Chinese exporters trying to take this vacant 
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period to avoid the costs and delays once the “double licenses control system” was 

reintroduced; and European importers attempting to secure the delivery of collections 

for autumn/winter 2005-2006. What really amplified this loophole to massive problems 

was that the Commission Regulation (EC) No 1084/2005 included a footnote stating: 

“import authorization for goods shipped between 11th June and 12th July [should] be 

granted automatically and [could not] be denied on the grounds that there [were] no 

quantities available within the 2005 quantitative limits. However, the imports of all 

products shipped from11 June 2005 [would] be counted against the 2005 quantitative 

limits.” (Eckhardt, 2010, p.169) Consequently, textile imports from China reached the 

ceiling within a twinkle and blocked shipments started to accumulate at European 

borders. The Union’s member states diverged on the solution of these blocked cargoes, 

which made the Commission rather difficult to satisfy them all. (European Apparel and 

Textile Organisation, 2006, pp.11-12) At the beginning of September, a new agreement 

was negotiated between Europe and China, in which the former agreed to release half 

stuck shipments without any quota attribution at the price that China deducted the 

quantities for 2006 to cover the rest. (European Apparel and Textile Organisation, 2006, 

p.13) 

5.2 Is the EU’s T/C liberalization rhetoric or reality?  

Throughout the negotiation and the implementation of the Agreement on Textiles 

and Clothing (ATC), the European Union (EU) acted very differently from what it said. 

Upon the time when the Agreement on Textiles and Clothing (ATC) was negotiated, 

the Union, among most of its member states, believed that all parties involved could 

benefit from a gradual and selective market opening process. Retailers (including 

customers) and retailing countries could import more cheap textiles and clothing at 

lower costs. Producers and producing countries would be encouraged to carry out 

industrial restructuring and gain new competitiveness in specialized and high 

value-added market segments. Therefore, a convergence of member states’ national 

interests and a descent of protectionist demands from producers could be expected. The 

key words “gradual” and “selective” were fully transferred to the agreement as the 

ten-year transition, the four incremental stages, the “growth-on-growth” provision and 

the discretion article. It is quite understandable why the Union carefully controls its 
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liberalization speed and why it selects less sensitive products to liberalize first. 

Integrating textiles and clothing to the free trade regime implicates a complex and 

painful social and economic reform in which the European Union (EU), national 

governments, traditional European textile and clothing suppliers and employees all need 

to take a transitional period to prepare themselves for new circumstances. Therefore, the 

author acknowledges that the Union did make a pro-liberalist gesture upon the 

negotiation of the Agreement on Textiles and Clothing (ATC). 

However, the implementation of the agreement and the Union’s reactions during the 

textile dispute highly disappoint the author. In the transitional period, most member 

states made full use of the loopholes built-in the agreement and followed a policy of 

“back-loading” the actual quota elimination. They used the “growth-on-growth” 

provision to expand quotas at an adequate rate, and kept most quotas until the end of 

transition by applying the discretion article. The low pace and the delay of the 

implementation of the agreement finally failed the Union’s trade liberalization in 

textiles and clothing. Then, this failure caused ripple effects almost immediately after 

the transitional period terminated in 2005. Importing countries who failed to fulfill its 

obligations of releasing quota restrictions stage by stage encountered a sudden market 

disruption or had to deal with the problem that numerous costs necessary for domestic 

industrial reform were charged more or less at the same time. Protectionist demands 

from domestic industry rose. And member states split into the “northern” and “southern” 

coalitions. Finally, in order to appease the side effects of the failed trade liberalization, 

the European Union (EU) had to adopt the “textile-specific safeguard clause” (TSSC) to 

force Chinese government to compromise. The most ironic part of the textile dispute is 

that it started from the completion of quota abolishment after a ten-year transition, but 

ended up with the Union’s successful re-imposition of quantitative restrictions on those 

newly liberalized categories. 

Comparing the Union’s early promises in the Agreement on Textiles and Clothing 

(ATC) with its actual behaviors during implementation and in dispute, the author finally 

concludes that the European Union’s trade liberalization in the textile and clothing 

sector under the Agreement on Textiles and Clothing (ATC) is no more than rhetoric 

under which the European Union (EU) pursued the protectionist interests of its domestic 

textile and clothing producers and those member states with substantial textile and 

clothing industry. 
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Summary of this chapter 

The development of the 2005 Europe-China textile dispute is rather simple and 

straight. The expiry of the Agreement on Textiles and Clothing (ATC) ended a 

thirty-year lasting quota restrictive system on textile and clothing trade. Most of the 

Union’s member states failed to meet their commitments during the transitional period, 

which immediately exposed their unprepared domestic industries to fierce competition 

from surging cheap Chinese products. Protectionist lobbying groups soon took the 

power of discourse, asking the Union to impose strict trade defensive instruments to 

avoid market disruption. The “northern” and “southern” countries diverged. Denmark, 

Finland, the United Kingdom (UK), Germany, the Netherlands and Sweden, belonging 

to the “northern” coalition, asked the Union to fulfill the complete quota elimination 

promised in the agreement. While, France, Greece, Italy, Portugal, Spain, and further 

east, the Czech Republic, Lithuania, Poland and Slovakia, forming the “southern” 

coalition, were keenest to extend quota restrictions on textile and clothing imports from 

China. Being pressured by both domestic textile and clothing producers and “southern” 

producing member states, the Union launched the first round of negotiations with China, 

and a bilateral agreement was reached to reintroduce quantitative restrictions back to 

those newly liberalized categories. One month later, the Union convinced China again 

to spend its 2006 quotas to tackle half of the stuck shipments caused by the vacant 

period between the signing and the enforcement of the new agreement. 

Comparing the Union’s early promises in the Agreement on Textiles and Clothing 

(ATC) with its actual behaviors during implementation and in dispute, the author finally 

concludes that the European Union’s trade liberalization in the textile and clothing 

sector under the Agreement on Textiles and Clothing (ATC) is no more than rhetoric 

under which the European Union (EU) pursued the protectionist interests of its domestic 

textile and clothing producers and those member states with substantial textile and 

clothing industry.  
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Conclusions 

The European Union (EU) has been constantly confronted with a dilemma in 

managing trade liberalization for external players like China and economic development 

of its member states. Pro-liberalist and pro-protectionist member states diverged on their 

attitudes towards the economic consequences of China’s growth. A single European 

interest was often missing, which made it rather difficult for the Union to gradually 

process free trade for easier market access to foreign countries, and to secure the various 

national development objectives of its member states at the same time. The accession of 

new member states in 2004 enlarged the “productivity gap” within the Union, driving 

the power balance inclined towards the protectionist side. Under this background, the 

expiry of the Agreement on Textiles and Clothing (ATC) on 1
st
 January 2005 terminated 

a thirty-year lasting quota restrictive system on textile and clothing trade ever since the 

Multi-Fiber Arrangement (MFA). Only four months after the completion of quota 

elimination, the Europe-China textile dispute developed and ended up with the 

European Union (EU) successfully reintroducing quantitative restraints to those newly 

liberalized products, which makes the author doubt whether the European Union’s trade 

liberalization in the textile and clothing sector is rhetoric or reality. 

Theoretical and empirical reviews about free trade principle and trade protectionism 

in Chapter 2 demonstrate that in reality trade liberalism is only rhetoric to promote 

special interests of certain actors. For one thing, the operations of the World Trade 

Organization (WTO) indicate that free trade is only beneficial for big companies, big 

economies and countries at a similar level of industrial development. For another thing, 

trade remedies can be abused to mould trade barriers against competitors from the 

outside. By modeling the multi-layered decision making process of international trade 

policies, the author identifies the “certain actors” and their “special interests”: retailing 

countries and retailers (including customers) are in favour of trade liberalization; 

producing countries and producers are much reluctant to market opening; and 

protectionist lobbying groups can skip national governments and transmit the voice of 

producers directly to international institutions.  

Chapter 3 presents detailed information about the Europe-China textile dispute in 

2005 and formulates the main research question and three sub research questions. 
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The study on the background, contents and influence of all major textile agreements 

related to the European Union (EU) in Chapter 4 reports that Europe has taken three 

different stances in history: first, moderate protectionism from the Short-Term 

Arrangement (STA) to the original Multi-Fiber Arrangement (MFA); second, strict 

protectionism under the Multi-Fiber Arrangement II (MFA 2) and the Multi-Fiber 

Arrangement III (MFA 3); and third, moving towards a gradual and selective opening 

under the Multi-Fiber Arrangement IV (MFA 4) and in the Agreement on Textiles and 

Clothing (ATC). Indeed the Union was relatively pro-liberalist in the negotiation of the 

Agreement on Textiles and Clothing (ATC) in that the agreement initiated a quota 

elimination transition over four incremental stages, but the Union also left loopholes in 

the discretion article and the “growth-on-growth” provision risking being abused for 

protectionist purposes. The engagement of lobbying groups can be commonly witnessed 

under the negotiations of any agreement. Although protectionist lobbying groups can 

transmit the voice from producers to the Union’s institutions directly, they can hardly 

manipulate the Union unless their appeals overlap with the convergence of member 

states’ national interests. However, member states have major divergence against 

China’s rapidly growing presence in the European market. The Netherlands, Sweden, 

Denmark, the United Kingdom (UK), Belgium, Ireland, Austria, Luxembourg, Latvia, 

Lithuania, Estonia, Malta, Slovenia, Finland, Hungary and Cyprus are more 

pro-liberalist towards China on general trade and economic issues.  

Chapter 5 describes the implementation of the Agreement on Textiles and Clothing 

(ATC) from 1995 to 2004 and the development of the Europe-China dispute shortly 

after the agreement expired: first, the European Union (EU) failed to remove quota 

restrictions during the transitional period; second, it adopted the “textile-specific 

safeguard clause” (TSSC) to shield its unprepared domestic industry from surging 

Chinese imports; third, it negotiated with China and successfully reintroduced those 

newly abolished quantitative restrictions back to this sector up until the end of 2007; 

fourth, it convinced China later again to spend its 2006 quotas to tackle the stuck 

shipments caused by the vacant period between the signing and the application of the 

newly agreed quotas. Comparing the Union’s actions during implementation and in 

dispute with its early promises in the Agreement on Textiles and Clothing (ATC), the 

author concludes that the European Union’s trade liberalization in the textile and 

clothing sector is no more than rhetoric under which the European Union (EU) pursued 
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the protectionist interests of its domestic textile and clothing producers and those 

member states with substantial textile and clothing industry. 

The author skips detailed description and critical reflections on the formulation and 

implementation of the Union’s industrial restructuring policy in this thesis. It is true that 

upon the time when the Agreement on Textiles and Clothing (ATC) was negotiated the 

Union valued restructuring as a fundamental solution to the depression in its textile and 

clothing sector, but it also limited its mandate of being a facilitator rather than leader in 

the industrial reform. In the entire duration of the agreement, the Union devoted all its 

energy to assist its member states to capture the integration pace and left restructuring 

issues quite at a superficial level.  

For the future studies, the author suggests a closer inquiry on the expiry of the 

re-introduced quantitative restrictions on 2008. Did the Union trap itself in the similar 

situation again? If yes, how did the Union overcome those soaring imports from China 

then? If no, how did the Union prepare its domestic producers for the market opening? 

Was it by carrying out a concrete restructuring policy to modernize the industry or by 

installing some other non-tariff barriers? The investigations of protectionist practices 

under the camouflage of free trade agreements are always challenging due to the 

deceptive nature of non-tariff barriers and loopholes inserted between lines, but they are 

inspiring at the same time for the reason that many of these problems have to be 

attributed to the deficiencies of current legislation, especially imprecise regulations and 

a high degree of discretion at national level. The author believes that to identify these 

deficiencies and understand how they are abused in reality can on the one hand better 

prepare exporting countries for future trade frictions, and on the other hand contribute to 

the actual trade liberalization legislation in general.  
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