The Financial Express:  India’s Textile Exports May Benefit By Euro 500 Mn 

An example of changing terms of trade in the textile industry – China and India

MALCOLM SUBHAN

  What better asset can India hope for, in an age of rampant globalisation than a prime minister with a Ph.D in economics from Cambridge University and a long practical experience of international economics, as both civil servant and finance minister? Hacks can only imagine a close encounter over, say, market access between Manmohan Singh and Pascal Lamy, the trade supremo of the 25-nation European Union (EU). It will be up to his commerce minister to take on the European Trade Commissioner, as the latter redoubles his efforts to relaunch the Doha Development round of trade talks before he leaves his present assignment in October for pastures new. 

Meanwhile, the new commerce minister will have to solve the dilemma of what to do with the offer of a 30 per cent increase in India’s textile quotas, made by Mr Lamy in March. Mr Lamy’s staff has estimated that India’s textile and clothing exporters would benefit this year to the tune of euro 500 million. 

A tempting offer, given that India’s textile and clothing exports to the EU are running at about euro 4 billion a year. And it would go some way towards off-setting the drop in exports - estimated at roughly euro 350 million - experienced by India as a result of the concessions Pakistan enjoys under the EU’s programme to fight drug trafficking, which is embedded in its generalised system of preferences (GSP) scheme. 

A tempting offer, yes - but with a catch to it. India must bind its import duties on textiles and clothing at a maximum rate of 20 per cent. And as this would be done on a most-favoured-nation basis, all WTO members, including the US, would benefit from the tariff reduction - without having to concede anything in return! 

This conundrum must be solved by the commerce minister - with the help of some soph-isticated econometric analysis by the PM - in the light of two key developments which take place on January 1, 2005. The first is the loss of GSP benefits for Pakistan’s clothing exports - but not India’s. 

The second is the elimination of all remaining quotas on textile and clothing exports by developing nations under the provisions of the 1994 Agreement on Textiles and Clothing. A number of EU countries, including Spain and Portugal, and the EU textile lobby, Eurocoton, want the quotas extended for a few more years. 

And smaller developing countries, like Sri Lanka, would welcome such a move which would be opposed by the large developing countries, notably China and India. Mr Lamy is preparing for the total elimination of quotas and any suggestion that alternatives are under consideration by the EU are strongly denied here. 

So the question is: What will happen come January 1, 2005? The evidence points see-mingly in only one direction as far as the EU is concerned. The fact is that in 2001 and 2002, Chinese exports of items liberalised by the EU doubled in value and quadrupled in volu-me. And given that EU imports have remained steady, Chinese gains were at the expense of other countries, including India. 

But at what cost to Chinese exporters? Their prices, which were higher at the start, fell by some 60 per cent over this two-year period. EU sources here expect prices to fall sharply at the start of next year, given that demand in the EU is stagnant. 

Even so, they feel that China has several advantages as it gears up for next year’s free-for-all, some of them quite unfair. They include dual pricing for raw materials and multi-tier exchange rates, both of which favour Chinese exporters. Also unfair, especially when viewed against the situation in the EU, are Chinese wages, working hours and working conditions. 

But EU sources here also point to the roughly euro 5 billion a year that China is currently spending on the import of machinery for its textile and clothing industry. And to the heavy influx of FDI, as a result of which between two-thirds and three-quarters of clothing companies in China are now in the private sector. 

The Chinese government cannot discourage foreign investment, given the number of jobs it is creating. On the other hand, with the big European and US distribution chains forcing down prices, there is a suspicion here that many Chinese firms are making losses, even though they are very efficient. 

The UK publication, Textile Outlook International, has cast doubts on China’s ability to maintain the momentum in its textile and clothing exports. In its latest issue, it notes that despite the unprecedented FDI level and imports of new machinery, in the weaving sector, for e.g, only 20 per cent of looms are of the shuttleless type. 

Moreover, much of the huge increase in Chinese exports has been based largely on cheap, low quality items. These are the very items that attract defensive measures in the importing countries. In this connection it is worth noting the EU’s continued refusal to grant China market economy status. 

How will Indian exporters fare on the 25-nation EU market after January 1? Accepting the 30 per cent quota increase offered by Mr Lamy will help them build up a strong market presence ahead of that date. Or will it, given stagnant demand in the EU? The trade could ask the PM for advice.

URL: http://www.financialexpress.com/fe_full_story.php?content_id=59719

	China accuses trading partners of unfair tactics

	
By Elaine Kurtenbach

Shanghai - China accused its trading partners of resorting to a slew of tactics to

shut out its exports and investment in a report issued yesterday focusing on the 

US.

Other countries cited in the report included South Africa, Australia, Brazil, Canada, India, Indonesia, Japan, Malaysia, Mexico, Poland, Russia, Saudi Arabia, South Korea, Thailand and Vietnam.

The ministry of commerce report said other governments were using technical requirements, quarantine and quality inspections, customs procedures, labour standards and intellectual property rights as trade barriers.

The ministry issued only a brief summary of the annual report. The state-run 

China Daily newspaper said the report noted "many discriminatory provisions 

against Chinese products in many US laws.

"Unfair investigations also work as barriers to China's exports to the US," it said.

The report noted that the US launched nine anti-dumping investigations and two product-specific safeguard investigations involving Chinese exports last year.

Washington accuses Chinese companies of dumping textiles, steel, furniture and soybeans, adding to a Chinese trade surplus with the US that last year hit a 

record $124 billion (R970 billion).

Beijing denies its exporters are dumping and has protested against investigations it says are rigged in favour of US firms.

Earlier this week Chinese manufacturers said they might appeal a US decision to approve tariffs of up to 78 percent on televisions made by firms accused of dumping.

Beijing hoped to resolve disputes with the EU over disposal of waste electronic

products and on trade in chemicals, which involved $3 billion in exports, the ministry said.

Japan was singled out for rules on the chemicals trade and for technical standards 

that had a "big impact" on Chinese exports of farm produce and foods. 
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Evaluate the view that unfair terms of trade are the primary cause of poverty in LEDCs.

Note:

Evaluate the view……

..primary cause of poverty…

_______________________________________________________________________

Terms of trade = relationship between the value of imports and value of exports

The concept is based on changing nature of this relationship. Terms of trade worsen when there is a decline in the amount a country can buy with its income from exports.

The relationship is particularly important between primary commodities and manufactured goods.

‘ Unfair terms of trade’ also implies that the bargaining power of trade is unequal – buyers in MEDCs now have many different producers to choose from and can make hard bargains with those producers they choose to. 

Buyers have more credit, expertise and logistical experience and dominate the commodity chain. It is often difficult for producers to move along the chain by getting involved in the next stages of processing / delivery  etc.

· Retailers and brand companies are increasingly important as gatekeepers between consumers and producers. 

· (Walmart has 65 000 suppliers, 138 million consumers / week and 1300 stores in 10 countries.)

· This dominance is made possible by new technologies, trade liberalisation and capital mobility.

· Trading power is now in the hands of a few major retailers (due to mergers, acquisitions and aggressive pricing strategies)

· This power pushes costs and risks of business further and further down the supply chain

· Factory and farm managers pass on costs and risks to workers. Labour strategy is now to make it flexible and cheap

· Short term contracts

· Excessive targets

· Sub-contract production

· Majority of labour is young women on very low wages (hence poverty)

Trade is also unfair in that MEDCs dump subsidised exports onto the global market which then compete with LEDC producers.

For instance, US cotton producers and EU sugar producers get illegal / illegitimate subsidies to produce crops which are then overproduced, placed on the global market, which then drives down prices. 

In this context think carefully about why trade between particular countries could be described as ‘unfair’

One scenario:


BUT…

· Producers have to work harder to remain competitive

· If there is more on the export market, prices fall because there is global oversupply (e.g. coffee)

· Producers earn less and pass on to workers who may earn less than before

· Resources used for export may be diverted from producing for local consumption, notably food. Therefore countries import more food, which is more expensive, hence poverty for many.

Causes of poverty in a country (often difficult to generalise)

Too many people are low skilled

Poor education 

Skilled people leave

Low levels of health

Low levels of government investment in infrastructure

Institutional problems e.g. government inability to collect taxes effectively

Informal economy

Few credit institutions which work for people on low incomes

Very little venture capital

Inequalities within the national population e.g. ethnicity

Geographical location frequently not of strategic importance to MEDCs (US)

+ + +
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Countries / governments earn more money





This raises the standard of living and reduces poverty





This helps to support education, health services





Increased trade means countries earn more because of the comparative advantage of their goods / commodities








