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Abstract

The garment industry is one of the most dynamic sectors in the world economy due to the volume of resources involved in this productive activity. This paper analyzes the performance and dynamics of the fashion industry in selected Latin American countries between 1990 and 2005, examining descriptive data on labor productivity and resource endowment. Also a brief comparison with other international experience of emerging economies is provided in order to elucidate the relevance of the textile industry in the region and world economy. This empirical work can be the starting point for policy-makers to design long term policies that enhance human and physical capital, such as industrial policy, women empowerment, and improvements of health and education system at the country level.
1. Introduction 

The garment industry is one of the most dynamic sectors in the world economy due to the volume of resources involved in this productive activity. This paper analyzes the performance and dynamics of the fashion industry in selected Latin American countries between 1990 and 2005, examining descriptive data on trade patterns (share of the U.S. market), employment and resource endowment.
By analyzing the factors underlying Latin America's growing potential as an export market for its textile products, we construct a model to quantify the textile exports from the top 20 garment suppliers to the U.S. market. We use 20 largest producers of textiles using U.S. imports as a proxy of employment, production and wages at the country level. Our focus is on Latin America and whether or not the textile industry can be a catalyst, a stepping stone, to export-led industrialization, economic growth and higher wage rates at the country level. Latin America's export potential requires an understanding of the necessary conditions in the region and in the importing countries that will facilitate such an outcome. 
After considering key changes to the world textile and clothing market in the first section, our analysis continues with a comparative analysis of the emergence of Asia, particularly China, as key textile and clothing exporters. The discussion of the emergence of Asia addresses some of the conditions that help to explain the success of NICs (Newly Industrializing Countries) in comparison with Latin America. Also a brief comparison with other international experience of emerging economies is provided in order to elucidate the relevance of the textile industry in the region and world economy. 
The final section draws policy implications for Latin America; it identifies the importance of long-term policies that can condition the way that Latin American governments can pursue further industrialization, economic growth and high-wage jobs through the textile sector. This analysis predicts that the textile industry can catalyze advanced industrial development beyond the kind of low-wage jobs and export-processing zones typical of the maquiladora sector if adequate policies are implemented. While there is no guarantee that such a garment industry based on foreign assembly operations will evolve into a more integrated industrial base that benefits the host country, there are some possibilities for shaping the industry toward such positive ends. This empirical work can be the starting point for policy-makers to design long term policies that enhance human and physical capital, such as industrial policy, women empowerment, and improvements of health and education system at the country level. 
2. Historical Background of the Fashion Industry in Latin America
The following section examines Latin America's place in the development of a complex global production grid by reviewing some of the major trends in U.S. textile imports, employment and organization of workforce at the regional level. 
In developing countries, textile-garment production has always occupied a key role in "national industrialization strategies" (Dicken, 2003:336). Until the 1980s, Latin American governments adopted a "state-centered model of import-substitution industrialization" as the primary economic development strategy (Perez-Stable, 2006). Aimed at replacing foreign imports with domestic production, import-substitution fostered nationalistic policies that promoted "protectionist legislation" on behalf of local firms with the hope of spawning an urban industrial labor force. Particularly, it promoted the development of "internal market" through the strengthening of purchasing power and middle class at home (Safa, 1981:419). The strategy of import substitution in Latin America was also backed by U.S. government and multinational companies because import substitution created domestic demand for their products. Instead of "exporting final products to these countries, the multinational enterprises invested directly in factories and final assembly plants to supply the domestic markets from within trade barriers. They also sold intermediate inputs and technology to the growing market of locally owned industries." (Wilson, 1992:14)
With the gradual relocation of production from developed countries to low- cost or more efficient producers (especially in Asia), however, several structural shifts occurred in global trade in textiles. Characterized primarily by the manufacture of exports destined for sale in overseas rather than domestic markets, "export-led industrialization" replaced import substitution as a means toward rapid industrialization. This model of economic development coincided with the rise of the "global assembly industry" in the late 1960s as a new form of international division of labor. Particularly, it reflected the needs of U.S. multinational corporations to improve productivity and reduce labor costs in the face of greater global competition. While offshore assembly production had already started in the 1950s in Hong Kong and Puerto Rico, it was adopted in the 1960s by Taiwan, Singapore, Mexico, Dominican Republic and Philippines. In order to attract foreign investment, these governments established special "industrial parks" known as "export-processing zones." Within these "offshore sourcing" centers, firms were allowed to produce goods for export without paying duties on imported components. Among the advanced industrialized countries, U.S. firms were the leading proponents of outsourcing because of the weakness of protectionist business interests at home. The U.S. tariff code (Items 806 and 807) provides a "tax incentive" by allowing U.S. companies to re-import U.S. components in the assembled products duty free (Wilson, 1992: 8-10). 
Within this process, Latin America has increasingly demonstrated the globalization of offshore sourcing in garment production. By the mid-1980s, for example, the number of "export processing zones" using foreign assembly production increased outside of Asia. Multinational companies set up 79 export zones in 35 countries. Whereas Asian countries provided 55% of the world's zone employment, Mexico, Caribbean and the Central America accounted for 30%--with Mexico employing over half-of that amount and South America, Brazil, Colombia, and Chile about 8%. In addition to electronics, the main products for export in these zones have been textiles, apparel and footwear (Wilson, 1992:9).

Latin America's role is crucial both in terms of modifying the competitive position of Asia and consolidating regional production networks that enhance national development strategies and comparative advantage. Since Latin America's comparative advantage lies mostly in garment production and the United States in textile manufacture and brand retailing (Dicken, 2003: 351), it is important to understand the nature of the resources and policies respectively involved.
3. Regional and International Regulatory Framework
While national economic policies were important in helping to stimulate textile and garment sectors, international and regional treaties were far more significant in helping to reshape the industry both globally and regionally. Many observers underline the importance of "free trade" agreements in facilitating the development a complex global production network. At the same time, "free trade" can be a misleading concept when applied to the garment industry since the global trade of textile goods is governed by a highly complex web of regulations and discriminatory trade measures. Over time, global competition and downward pressure on prices forced U.S. textile manufacturers to move their weaving and knitting operations offshore instead of lobbying for direct regulations at home. This acceleration in offshore sourcing, however, was not necessarily the result of the market opening to "developing country firms." Even though 90% of U.S imports between 1995 and 2001 were from developing nations, they were not the products of developing countries. These imports were the products of "developed country firms" which organized the production process by relocating their factories and re-imported goods to the U.S. market. Thus, as Collins rightly said, it is more accurate to think of the changes in U.S. garment industry in recent years as a result of the growth of offshore sourcing by U.S. firms rather than the growth of imports from developing nations (Collins, 2003: 49-53).
Even though they fall under the umbrella of broader neo-liberal economic policies, regulations governing textile goods have included selective import restraints and discriminatory quotas with gradual market opening to developing nations. Up to the WTO Agreement on Textiles and Clothing (ATC) in January 1, 1995, the Multi-Fiber Arrangement (MFA) has been the key regulator of the global textile trade. Under the MFA, a large portion of developing country exports to the U.S. and Europe were subject to quotas under a special trade regime outside the GATT rules. Negotiated in 1973 as a much broader agreement than the Long-Term Arrangement (LTA)
 regarding international trade in cotton textiles, the MFA established a restrictive system of import quotas on man-made and other non-cotton fibers from developing countries, involving basically all textile products (synthetic fibers, wool). Within the MFA, developed countries negotiated individual quotas that set price limits on the quantity of textiles and garments that could be exported from developing countries. This also allowed for the application of "selective quantitative restrictions" (such as anti-dumping procedures) if import of a particular product threatened to cause a major disruption to the industry of the importing country. For example, the average rate of access to developed country markets would be 6% as opposed to 15% desired by the developing countries. Even though the MFA was extended and liberalized four times (1977, 1982, 1986, 1991), it had a significant effect on restricting the importation of textile items from developing countries. As a result of this restricted competition, the greatest beneficiary of the MFA has been the U.S. which greatly increased its access to European textiles and garments markets during the 1970s (Dicken, 2003:337-338; WTO, 1962).

The MFA was both a major departure from an open trading regime and the "principle of non-discrimination" stated in the GATT. In January 1995, as a result of the Uruguay Agreement of the GATT in the early 1990s, the WTO decided to eliminate quotas in three stages over a ten year period by January 1 2005. This ten year transitional programme is also known as the WTO Agreement in Textiles and Clothing (ATC) 1995-2004. The objective was to integrate the textile and garment sectors fully into GATT rules by phasing out the MFA over a ten-year period but in three stages. The  four WTO members (Canada, EC, Norway and the U.S) were required to undertake this integration process that encompassed elimination of quotas on four types of items from developing countries, mainly yarns, fabrics, made-up textile products and clothing (WTO, 2008). Table 1 shows the three stages of the liberalization process for the integration of the textile and clothing products in to the GATT rules by the beginning of 2005.

Table 1: The WTO Agreement on Textiles and Clothing (ATC) 1995-2004
	Stage 1 (1995-1998)
	Stage 2 (1998-2002)
	Stage 3 (2002-2004)

	Jan 1, 1995-Dec 31, 1997: 16% of total volume of imports freed from quota restrictions and integrated into the GATT, WTO trade regime; 6.96% per year.
	Jan 1, 1998-Dec 31, 2001: 
17% of total volume of imports freed from quota restrictions and integrated into the GATT, WTO trade regime; 8.7% per year.
	Jan 1, 2002-Dec1, 2004: 18% of total volume of imports freed from quota restrictions and integrated into the GATT, WTO trade regime; 11.05% per year.
January 1, 2005:

Final elimination of quotas and full integration into WTO ATC (the remaining 49% of quotas terminated).


Source: Dicken, 2003, p.339; Gereffi and Memodovic, 20013, p.12.
The other framework that regulates most of the regional trade in textiles is the North American Free Trade Agreement (NAFTA). According to some experts, NAFTA explains Mexico's emergence as America's single most important source of garment imports and production (Dicken, 2003. 350). Others questioned this analysis arguing that the maquiladora industry has rather been central to the anticipation of NAFTA as part of the Border Industrialization Program (BIP) that already started in 1965. As a "tariff reduction" policy of the Mexican government to encourage exports, the program "permitted tax-free imports of components to Mexico and exports of the finished products." This enabled U.S. firms to export to the U.S. market cheaply from Mexico while realizing profits in the home country-the U.S. (Carillo, 1994:217-218). Also known as "in-bond plants," maquiladoras
 established special benefits for foreign companies involved in export from Mexico, especially those located along the U.S. border. These plants were allowed duty-free import of raw materials and machinery for "assembly" by Mexican labor and to re-export finished products to the U.S.   By the 1980s, U.S. multinational firms from various industrial sectors established maquiladora plants along the U.S.-Mexico border to relocate labor-intensive production whereas European and Japanese companies built plants directly in Mexico to compete in the U.S. market (GAO, 2003:4-5). 
Since its passage in 1994, however, NAFTA is one of the most important influences on the location and sourcing decisions of U.S. apparel and textile firms looking for lower production costs and offsetting measures against imports from Asia. The "yarn-forward" principle of NAFTA is of great importance to the U.S. textile industry. As Bonanich and Waller argued, this principle "protects U.S. textile manufacturers from competition from Asia to while allowing U.S. apparel manufactures to engage in offshore processing in Mexico" without quotas or tariffs (Bonancich and Waller, 1994:38).  Basically, NAFTA renewed the item 807A of the U.S. Tariff Code in the form of "special regime" that provided tax incentives for apparel imports assembled from U.S.-made fabric. Item 807A gave U.S. companies “permission to re-import clothing from Mexican assembly plants without duties or quotas, if they used fabrics manufactured and cut in the U.S. Over time it also reduced duties for apparel made from fabrics that were not produced in the United States. The agreement gave Mexican factories special exemptions to perform finishing processes such as stonewashing and permanent press treatment without forfeiting duty benefits. These measures combined with the NAFTA's simplification of import procedures and a massive devaluation of the Mexican peso, generated a rapid response. In 1997, Mexico overtook China as the leading source of U.S. apparel imports.”  (Collins, 2003:51)
NAFTA was preceded by the Caribbean Basin Initiative (CBI)
 created by the Reagan Administration. Passing the Caribbean Basin Economic Recovery Act (CBERA) in 1983, the U.S. government explicitly encouraged U.S. manufacturers to move production plants to the Caribbean. The CBI added a "Super 807" provision which provided Caribbean producers guaranteed access to U.S. markets as long as they produced garments assembled from fabrics made and cut in the U.S. (Bonacich and Waller, 1994:30). Although the rhetoric of the CBI was the "nurturing" of a domestic business class and Caribbean exports, the CBI was much more crucial as a geo-political tool for increasing the integration of the Caribbean into the U.S. economy and encouraging U.S. investments in the Caribbean apparel industry. For example, most products declared duty-free by the CBI in 1992 were no more than 6.8% (645 million dollars) of total U.S. imports—not a significant increase from previous years when CBI was not in effect. Further, the CBI countries did not receive the same benefits that Mexico enjoyed. Mexico faced fewer quota restrictions and high tariffs as a result of NAFTA, while CBI countries waited until 2000 to enjoy similar advantages. In addition to lowering costs, the U.S.’s main motivation in launching the CBI was to counteract Asian countries' rising power in the region (Green, 1998:14-16; Gereffi and Memodovic, 2003:21) and thus curb Asian exports' access to the U.S. markets. Another motivation was to use free trade as a means to undermine leftist movements that were active in the region, such as the guerillas in El Salvador and the Sandinista government in Nicaragua, who could not hope to achieve such benefits either in or out of power.

Despite concerns that NAFTA would threaten U.S. manufacturing in the Caribbean, Mexican competition is minor compared to Asia. Mexico is certainly a more attractive location than the Caribbean because of its proximity to the U.S. (lower transportation costs) and quality of labor force. While both Caribbean and Mexico are ideal production locations for U.S. manufacturers who do not import from Asia, Asian NICs (Newly Industrializing Countries) have begun sourcing labor force (especially through subcontractors) in both regions to gain easier and cheaper access to the U.S. market. As clearly evident in these complex net of arrangements, the global garment production is drawing three regions of the world economy into constantly changing and hierarchical power relationships.

4. East Asia's Comparative Advantage in Garment Production
Two factors explain the shifting patterns of garment production from Asia toward Latin America and Caribbean in recent years: Lower wages and the need for market proximity to older-established producing countries of Europe and North America. During this process, the reorientation of the U.S. garment industry towards Latin America has unraveled the rapid regionalization of global apparel production. As Heron noted, this regional dynamic is evident in the fact that each of the core regions of the world economy—North America, the European Union and the Southeast Asia—is looking for low cost production within their respective regions. Regionalization is part of a production migration trend where each new country entering the market lower wages in order to increase its share of world exports at the expense of its predecessors. From 1993 to 1997, for instance, East Asia's share of U.S. apparel imports fell from 70.4% to 57.9% whereas the share of Mexico grew from 16% to 26.8%  and almost to 30% in 1998 (Heron, 2002:756). 
We can see this regionalization trend in the global garment chain due to several "production migrations" since the 1950s.
 The decline in Asian NICs' share of exports during the 1990s was mainly a function of "third production migration" from the Asian "Big Three" (Hong-Kong, South Korea, Taiwan) to other developing economies, such as China and South East Asian countries including Indonesia, Thailand, Malaysia, Philippines, Sri Lanka. In the 1990s, the new suppliers included Latin American garment and apparel manufacturers, as increasingly evident in the growth of non-Asian exports to the U.S. market from Central America, Caribbean (from 8% in 1990 to 15% in 2001) and Mexico (from 3% in 1990 to 15% in 2001) (Gereffi and Memodovic, 2003:9). 
Although Latin America has become one of the most important sources of U.S. garment imports because of its proximity to the U.S and special trade agreements such as NAFTA and CBI, Asian countries are still the most dominant suppliers of garments for the U.S. market. Asia maintains a stronger hold in textile exports since it has developed a more "integrated" domestic industrial base and "export manufacturing" than Latin America. What are the some of the underlying dynamics and conditions that helped create the success of some of the Asian economies like South Korea, Taiwan, Hong Kong and Singapore? Can the textile sector be a catalyst to export-led development and higher level of income for Latin American countries as it was in the past for NICs? 
As Bretton and Hope (2007) noted, the clothing sector can be the first step to greater manufactured exports with positive outcomes for incomes, employment and poverty in low-wage, developing countries. Since export "diversification" adds significant value to an economy, the clothing sector can catalyze advanced growth by diminishing excessive reliance on primary agricultural exports. Further, some evidence from the maquiladora industry in Mexico suggests that since the 1980s some maquiladora plants moved from typical "low skilled assembly work" to more "advanced manufacturing operations" that allowed for a greater degree of organizational learning and skilled tasks within the firm. Researchers from Mexico's Colegio de la Frontera and San Dieago State University stated that maquiladoras increasingly employed "technical workers" from the early 1980s to the 1990s, including engineers and skilled laborers in development, design and manufacturing (GAO, 2003:6).

The combination of technology with low-cost production is important for multinational firms engaged in offshore assembly production. That being said, cheap labor is not the only explanation for Asia's comparative advantage in garment production. The cheap labor argument does not hold up well against the evidence of Asian exporters who increased market share even in the face of wage rates higher than China's or Mexico's. East Asian NECs were able to maintain high rates of "export-oriented growth" for a long time in the presence of adverse economic factors such as oil price increases, labor shortages, rising wages, currency revaluations and protectionist barriers in their major export markets (Gereffi, 1999:38). 
There were 3 major trends in the 1990s that helped contribute to East Asia’s export-led industrialization: 1) the emergence of transnational intermediaries, 2) the concentration of retailers in major importing countries and 3) emergence of "lean retailing." Firstly, East Asian manufacturers began to switch from mere assembly operations (such as cutting fabrics) to more sophisticated operations requiring coordination, the provision of machinery and finance, and subcontract management. Also acting as transnational intermediaries, East Asian firms have become "full package suppliers" receiving orders from large retailers and subcontracting to their networks of producers located in Asia, Latin America and Africa, Secondly, the global market is also dominated by large firms in the major importing countries such as high-volume discount chains that have developed their own brands and outsource their clothing from subcontractors in the developing world. These large retailers and Asian intermediaries are working closely in the international garment business in the post-ATC era.  Thirdly, "lean retailing" has become a major business practice as a result of major advances in information technology. This allowed retailers to maintain small inventories of especially "seasonal apparel products" in which fashion changes so rapidly and respond quickly to shifting consumer taste (Hayashi, 2005:8).

Gereffi notes a similar trend in the structural framework of Asian apparel and garment production. In linking international trade and comparative advantage, Gereffi emphasized the importance of "organizational dynamics" in upgrading moves such as the shift from "assembly" to "full-package networks" in East Asian NICs. Industrial upgrading is central to East Asia's move from mere assembly production of imported goods to higher value-added forms of exporting also known as OEM (Original Equipment Manufacturing) and OBM (Original Brand Name Manufacturing). As a form of social capital entailing more complex operations, industrial upgrading has promoted well-integrated production and trade networks in Asia. These networks are "resilient forms of social capital that a valuable competitive asset in the world economy." These two contrasting production systems help explain East Asia's relative success in the international garment and apparel production chain as well. Whereas the "assembly model is a form of industrial subcontracting in which manufacturers provide the parts for simple assembly to garment sewing plants, the OEM model is a form of commercial subcontracting in which the buyer-seller linkage between foreign merchants and domestic manufacturers allows for a greater degree of local learning about the upstream and downstream segments of the apparel chain" (Gereffi, 1999:40).

Gereffi's analysis of East Asia's success on the basis of an OEM model suggests that Latin America (particularly Mexico) needs to move beyond the mere low-skill, assembly of imported inputs (typically associated with maquiladora zones) to a "highly value-added form of exporting"—a "full package" or OEM and OBM models. It suggests that Latin America (particularly Mexico) needs to move beyond the mere low-skill, assembly of imported inputs (typically associated with maquiladora zones) to a "highly value-added form of exporting"—a "full package" or original brand name manufacturing. Japan, as well as some East Asian NICs, pushed beyond the simple export role to original brand name manufacturing by combining their production expertise with the design and sale of their own merchandise in domestic and overseas markets. This transition can be described as a process of "industrial upgrading" based on establishing social networks between buyers and sellers focused on profitable market locations so as to maintain competitive advantage (Gereffi and Memodovic, 2003:11).

 The final section discusses some of the implications of Gereffi’s analysis for Latin American textile exporters. Whether Asia's accomplishments in trade-led industrialization and original brand name manufacturing can suggest some lessons for Latin America depends on particular conditions in the social organization of the North American garment production chain. In this production chain, Mexico utilizes different kinds of regional trade networks, national policies and workforce than found in Asia. Appreciating this difference is central to Latin America’s growing potential as a market for its own textile and apparel output.
5. Emerging Trends in the U.S. Market for Textile Imports
There have been major changes in the volume and source of garment imports into the U.S. market in recent years. According to one government source, the most noticeable trend is the Mexico-China competition in the U.S. market. Between 1995 and 2002, imports from China increased while those from Mexico gradually declined in the top 25 import items. While U.S. imports from Mexico ($130.8 billion) exceeded imports from China ($109.2 billion) in 2001, these numbers represented a decline of 3.2% for Mexico and an increase of 1.9% for China. In 2002, U.S. imports from China also increased faster than imports from Mexico despite economic growth in both countries (GAO, 2003:63-64).

The GAO has also noted that Mexico lost market shares to China not only because of China's production cost advantages but also due to declining maquiladora employment, increased plant closings within Mexico and impending recession in the U.S. For example, between 1995 and 2002, the share of U.S. imports from Mexico declined for 47 of the 152 categories of items. For these 47 categories in 2002, the total value of imports from Mexico was $25.5 billion and the value of imports from China was $23.4 billion, reflecting China's production cost advantages. Although it is difficult to estimate a direct relationship of this difference, Mexico is loosing ground to China in some import items such as toys, furniture, electrical household appliances, television and video equipment and parts and apparel and textiles. Decline in maquiladora employment is partly a function of this emerging competition from China within the U.S. market. Whereas China seems to have gained market shares in the U.S. in 1995-2002, Mexico has lost ground in some import items like garments of textile fabrics, as shown in Table 2 (GAO, 2003:63-64). 
Table 2: Mexico-China Competition in the U.S. Market for Textile Imports 

	Dollars in million
	Mexico
	
	China

	Item
	Value of U.S. imports  2002
	Share in U.S. total imports 1995
	Share in U.S. total imports 2002
	Value of U.S. imports  2002
	Share in U.S. total imports 1995
	Share in U.S. total imports 2002

	Made-up articles of textile materials
	340
	29.6%
	19.1%
	839
	33.9%
	47.1%

	Brassieres, girdles, corsets, braces, suspenders, garters and similar articles
	201
	18.8%
	11.8%
	309
	5.2%
	18.2%

	Garments of textile fabrics
	233
	46.9%
	28.1%
	252
	18.7%
	30.4%

	Women's or girls' slips, petticoats, briefs, panties, nightdresses, pajamas, negligees, bathrobes, and similar articles
	196
	9.0%
	9.0%
	149
	4.4%
	6.8%


Source: GAO study using U.S. International Commission Data; GAO, 2003, pp.64-65.

* Figures are gathered from GAO study referred to in this paper

Furthermore, competition from China is evident in the widening U.S. trade deficit with Asian countries. In recent years, garment imports make up a significant part of the U.S. merchandise trade deficit centered on textiles, apparel and footwear. As U.S. imports rose faster than U.S. exports between 2005 and 2006, the trade deficit in textiles also widened by $3.9 billion (5%) to $86.5 billion.  Much of the growth in the U.S. trade deficit has reflected the impact of quota elimination on January 1, 2005 under the WTO Agreement on Textiles and Clothing (ATC). 
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While a weak dollar played a role in limiting imports and stimulating American exports, the overall deficit with Asia has not automatically leveled off. The widening of the U.S. trade deficit is mainly attributable to the growth of imports from Asia, particularly China, when the trade deficit with Asia increased by $6.2 billion (10%) to $67.2 billion in 2006. During this period, U.S. imports from China increased by 16% in 2006 to $31.3 billion, making China the largest supplier of U.S. imports with 30% of imports, up from 27% in 2005. Most of the increase in China's exports was concentrated in cotton apparel such as knit shirts and blouses, trousers and slacks, sweaters, robes, dressing gowns and nightwear, sweaters, etc. U.S. retailer and apparel companies continue to outsource services from China because of "country's abundant labor force, low production costs, ability to make almost any type of textile product or garment at any quality level and in large volumes and strong customer service." (U.S. International and Trade Commission, 2006) Even though the data from 2005 to present is not available, Chart 1
 indicates China's increasing role as the largest supplier of U.S. market, especially after 2001. 
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Chart 2 implicates Mexico as the largest supplier of U.S. market among Latin American countries. After a steady growth, the relative decline in U.S. textile imports from Mexico in 2001-2003 can be attributed to the impending liquidity crisis and recession in the U.S. economy.
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Global trade flows during 2004 and 2005 also reveal a shift of textile production to countries other than China, even though this was not a radical shift in trade as some experts predicted. Chart 3 indicates this shift of production to India as the main competitor of China in Asia. While China's total clothing exports increased by almost $16.5 billion between 2004 and 2005, India's also rose up considerably--$1.7 billion (25%) over the year before. Together, India and China represented 85% of the increase in clothing trade between 2004 and 2005. Among the other key exporting countries that lost ground to China and India are Hong Kong, Mexico, Romania and the U.S.  As Hong Kong's clothing exports declined by over $900 million between 2004 and 2005, Mexico's clothing exports fell 2.9% and the U.S.'s declined by about $61 million. A U.S. Congressional report claimed that although U.S. apparel imports from China significantly increased since the quota removal of January 2005, it did not automatically trigger the radical shift previously proclaimed by experts (Martin, 2007:6-8). 
6. Wages, Employment and Conditions of Work
The garment sector has been at the forefront of export-led industrialization in many Asian countries that have recently attained middle or high income status. On the other hand, the textiles sector is highly labor intensive and technology costs are relatively small due to lower start-up costs and prevalence of small or medium-sized industries, especially in the developing world. In addition, production takes place in countries where labor costs are much lower (Brenton and Hoppe, 2007:2). Figures on employment in developing countries are also less common than for developed countries due to complex nature of work provided. "Paid employment" figures calculated by the ILO, for example, do not always consider "self-employment" in the industry, which in some cases can be critical for the economies and social development of a vast majority of countries (Nordas, 2004:11).
When employment is used as a proxy for increased production, it is undeniable that textiles and clothing have been at the forefront of job creation in a large number of developing countries. Even when harsh working conditions and exploitative labor practices are considered, the industry continues to offer jobs despite competition to reduce costs since the elimination of quotas in January 2005. One UNCTAD study estimated that global and apparel trade has grown 60-fold during the past 40 years, from under $6 billion in 1962 to $342 billion in 2001. In 2004, textiles and apparel constituted 6% of total world manufactures exports, with textiles representing 2.5% and 3.3% of all exports (UNCTAD, 2004:141).
Table 3: Ratios of Female Workers in Paid Employment in the Textiles and Clothing Sector in Selected Developing Countries, 2003.
	Country/Economy
	Female Workers (Percentage)

	Bangladesh

Cambodia

Hong Kong, China

India

Macao, China

Philippines

Sri Lanka

Botswana

Mauritius

Colombia

Costa Rica

Ecuador

Mexico

Peru
	90

90

63

11

76

72

87

80

67

62

58

56

57

43


Source: UNCTAD study using ILO Yearbook of Labor Statistics Data, 2003. UNCTAD, 2004, p.149
* Figures are obtained from UCTAD study referred to in this paper

In the developing world, textile and clothing sectors constitute an important source of foreign exchange earnings and local employment after agriculture, especially for women. For example, women's participation in paid employment is high in countries that are strong exporters, varying between 60% and 90% of the total labor force in the sector during 2003. As shown in Table 3, the ratio of female employment to male employment is highest in Bangladesh (90%), Cambodia (90%) and lowest in India (11%). India's figures are somewhat contradictory given the existence of textiles and clothing sector as the largest employer of women after agriculture. While the growth of textile industries has often created numerous employment opportunities for women, export-oriented activities such as textiles and clothing rely on cheap and unskilled female labor holding marginal jobs. In these circumstances, industrial upgrading makes use of male workers who often get the opportunity to be trained for high-skilled jobs. Gender segregation in the labor market usually makes training available to men for tasks requiring technical abilities, in which women are excluded and therefore benefit less from professional development (UNCTAD, 2004:149).
In spite of the income gains in the textile and clothing industries, however, studies have found little direct correlation between export growth and domestic job growth. As the impact of textile trading on employment data varies from country to county, working conditions and real wages have not always improved as a result of job growth in the sector. For example, in Bangladesh, even though women's income in the garment sector are twice as high those paid in agriculture or construction, women are still employed in mainly low skill jobs, with little prospects for training or promotion to high skilled jobs such as supervisors or production managers like men. Since most of the wage increase is observed in high skilled jobs where men dominate, women benefit considerably less than men from overall wage increases. Between 1990 and 1997, for example, female wages in Bangladesh were 66% and 59% of male wages.  In addition, survey results from South Africa indicate that most of the tasks in the textile labor market are quite gender specific, women performing traditional tasks such as spinning, mending fibres and cleaning (UNCTAD, 2004:150-151).

Regardless of the gender difference, labor force studies reveal that “overall” employment has even declined in some of the traditional exporting countries since 1995, most notably in Hong Kong, China and Taiwan. As reported by Nordas (Table 4), employment declined in China following sectoral restructuring of the textile sector in spite of rapid export growth in 1995-2002, while it has leveled off in the clothing sector. Mexico experienced job growth in textiles and clothing after the 1995 NAFTA agreement, while employment in the clothing sector peaked in 2000. During the same period, India and Indonesia experienced major employment growth in the clothing sector, while in Bangladesh the textile and clothing sectors accounted for about half of total industrial employment in the 2002  (Nordas, 2004:11). If Mexico's increased employment is a function of increased export earnings, this may be due not only to NAFTA's impact, but the devaluation of the peso in 1999-2001 which made Mexican textile exports cheaper.
Table 4: Employment in Textile and Clothing, 1995-2002 (thousands)
	Textile 
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	

	Mexico

China

Hong Kong, 

India

Indonesia

Philippines 

Chinese Taipei 
	187
6730
59
1579
NA
56
161
	184
6340
48
1518
NA
53
155
	198
7302
41
1529
NA
54
154
	240
5780
33
1330
595
NA
154
	263
5109
31
1283

638

NA

154
	269
4829

27

1289

662

NA

154
	317
4775

27

NA

679

NA

142
	NA
NA

25

NA

NA

NA

135
	

	Clothing
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	

	Mexico

China

Hong Kong, 

India

Indonesia

Philippines 

Chinese Taipei 
	476
1750
80

264

NA

143

114
	486
1680

64

267

NA

154

107
	525
2439

53

283

NA

154

103
	740
2117

44

279

349

NA

101
	723
2027

40

296

436

NA

96
	760
2156

36

331

485

NA

93
	681
2027

30

NA

462

NA

86
	NA
NA

23

NA

NA

NA

80
	


Source: Nordas study using ILO (2004) and UNIDO various issues and data; Nordas, 2004, p.12.
* Figures are obtained from Nordas referred to in this paper.
Others noted a decline in employment due to the failure to compete efficiently with Asia, revenue shortfalls and closed plants (Colburn, 2008). In the first two months of 2005, according to the New York Times, 18 plants in Guatemala, Honduras, Costa Rica and Dominican Republic closed while 10,000 jobs were lost (Thompson, 2005). During the period 2000-2005, rising direct costs such as energy prices, increased global competition and growing labor costs undermined the industry's competitiveness, and only large companies (ie, synthetic fabrics) were able to survive. With the elimination of quotas in 2005, Mexico has been exposed to more direct competition with China as it continues to lose market share in the U.S. Between 2001 and 2004, Mexico's apparel imports to the U.S. declined from 14.2% to 8.9% because of Chinese competition. Given the duty free access of other Central American countries to the U.S. market as a result of CAFTA, Mexico is now exposed to direct competition from its neighbors and also competes with Caribbean Basin Initiative (CBI) countries. However, the lack of NAFTA parity for these countries still provides Mexico a temporary advantage over Caribbean suppliers in terms of access to U.S. technology, assistance and other incentives (ILO, 2005:32; Gereffi, 1999:67-68).

Overall, the employment impact of textiles trading is hard to generalize because the job growth in the sector also depends on the needs of exporter country and specific costs of the adjustment period after the quota expiry in 2005.  Critics predict that if the Post-ATC period results in industry losses and creates negative financial outcomes with only few winners, this can have an adverse impact on global socio-economic development. Developing countries that are not under quota restraints are likely to face intense competition from lower-cost producers which they have not experience before. According to Hernandez (2004), the changes stemming from the quota phase-out may include:  "a) the increasing deterioration of the already poor and hazardous working conditions in manufacturing textile and clothing industries of developing countries, and b) negligence in the enforcement and observance of labor standards. The urgent need to maintain and attract foreign direct investment in the sector could influence governments to make more "flexible deals" with investors, which could be detrimental for labor conditions and worker rights." (Hernandez, 2004)
7. Policy Recommendations and Implications

Gereffi's analysis of East Asia's success on the basis of an OEM model is based on the Asian experience in the garment production chain. It suggests that Latin America (particularly Mexico) needs to move beyond the mere low-skill, assembly of imported inputs (typically associated with maquiladora zones) to a "highly value-added form of exporting"—a "full package" or OEM and OBM models. Japan, as well as some East Asian NICs, pushed beyond the simple export role to “original brand name manufacturing” by combining their production expertise with the design and sale of their own merchandise in domestic and overseas markets. This transition can be described as a process of "industrial upgrading" based on establishing social networks between buyers and sellers focused on profitable market locations so as to enhance the competitiveness of the sector (Gereffi and Memodovic, 2003:11). 
However, Gereffi's analysis understates the importance of the local socio-cultural circumstances unique to the Latin American textile industry, thus failing to outline adequate policies. These circumstances reflect different organizational principles, entrepreneurial decision-making, local firm structure (ie., traditional handicraft sectors) and development trajectories embedded in the region's socio-economic development. 
Some Latin American specialists note that "maquiladora oriented development" is not doomed to represent the least profitable activity of the global garment chain.  Hanson suggests that coordination with government and regional trade association is a necessary component in the transition from mere assembly to higher value added activities. Indeed, the evidence from Aguascalientes and Guadalajara suggests that Mexican firms are engaging in more than offshore assembly production by capturing design and distribution from more-developed, larger markets and developing their own fashion centers. Two things have contributed to this transition from assembly to higher-value added activities: 1) Accumulated experience in distribution, 2) Coordination with government and regional trade associations such as National Garment Industry Chamber (Hanson, 1994:243). 
Here are some of the policy initiatives that can help improve the economic performance of textile and clothing producing countries, especially smaller exporters in developing countries. As Altenburg and Stemer emphasized (1999), small and medium-sized enterprises are the most important type of mass producers and industrial employers in the Latin American textile and garment market. Given adequate policy intervention, they can create "positive externalities" that help compensate for the disadvantages that attend being small, such as lack of managerial, technical and marketing skills.
1) Promote Industrial Upgrading, Research and Development: The apparel commodity production passes through raw materials, yarn and synthetic fibers, textiles, apparel and distribution of apparel to retailers. Some of the large Mexican firms, which are synthetic fiber companies, are already well endowed to build a number of strategic alliances with U.S. retailers. The most important weakness in Mexican garment production, however, is "textile segmentation" as opposed to the U.S. which is very strong in synthetic fibers, textiles and retailing but "limited in garment production capability, especially for women's and children's apparel." (Greffi, 1999:66) Since most of the Mexican textile companies are undercapitalized and technologically inefficient, they produce poor quality goods. Therefore, creating an environment that stimulates constant learning, originality and upgrading is a necessary step to secure the quality and viability of domestic producers. Poor quality restricts the majority of producers to the "low end of the market" because firms do not have adequate resources in advertising or customer services that are used for providing after-sales feedback (Altenburg and Stamer, 1999:1696). Many textiles and clothing producing countries that rely on handicraft skills need stronger training institutions, marketing schemes and modern management techniques to retain their competitiveness and continuously improve production in a systematic way.

2) Reinforce Labor Standards and Regulations: The final elimination of the MFA indicates that the idea of market access is necessary but not sufficient for improving working conditions in developing countries. Enforcement of labor standards and regulations are necessary as well as the implementation of measures to mitigate the negative impact of liberalization on workers, gender quality and development. In addition to governmental responsibility for "strict monitoring" of working conditions and implementation of Social Corporate Accountability Brands, retailers and suppliers "should effectively implement labor rights and environmental regulations according to international conventions and commitments. In this context, the involvement and coordination of International Labor Organization and National Labor Authorities" are necessary in order to enforce the observance of these regulations at the domestic level (Hernandez, 2004).
3) Reinforce Sector Associations and Intra-Firm Cooperation: Since the elimination of quotas in 2005, textile trading has become more global as it became more vulnerable to dislocations and job loses. In order to ensure healthy restructuring of the sector, it is important that garment manufacturers, governments and public agencies assume responsibilities such as the implementation of labor standards and "taking over quota administration and operation of bonded warehouses" (Knappe, 2003). The best example of how to strengthen small enterprises through public support is Proyectos de Fomento (PROFOs) in Chile. PROFOs are five or more small or medium-sized enterprises receiving financial assistance from public or private agency serving as a "network broker." These enterprises receive subsidies from joint activities, such as market surveys, feasibility studies and participation in trade fairs. As the broker helps to promote projects, seek funding and promote cooperation among the enterprises, the PROFOs eventually become independent of public support and begin to operate like any other firm (Altenburg and Stamer, 1999:1699).

4) Develop New Products in Niche Markets: This involves targeting "niche markets" with higher value products rather than mass markets with easy entry and low prices, like the U.S. In order to target niche market, design, fashion skills and original brand names need to be enhanced with value added products (Knappe, 2003).
5) Build Partnerships between Government and Private Sector: Governments should play a role in maintaining the competitiveness of their national industries and make sure that increased liberalization meets both economic and social criteria. Some of the policies that relate to government responsibilities are: Provision of technical and financial assistance to industries directly hit by the opening of markets; assistance in providing opportunities for training and retraining in the textile industry; provision of safeguard measures aimed at the reemployment of displaced workers, improved capacity to enforce labor legislation and improved standards (ILO, 2005:63).

6) Build Partnerships between Governmental and Non-Governmental Organizations: Governments need to develop a strategic partnership with non-governmental organizations like WTO and various NGOs about how to tackle the highlighted challenges since the quota expiry in 2005. Together they need to develop an action plan in light of the needs of changing economy, labor force and  international competition. While trade quotas have certainly disappeared, it is important to ensure that one set of trade barriers is not replaced with another as a new market access barrier. There is concern that exports to developed markets (U.S., Europe) may be curbed due to consumer boycotts of "non-labelled goods"  and advertising by protectionist domestic industries (Knappe, 2003). Calculating the specific costs of the adjustment process and sectoral restructuring is necessary to prevent the rise of protectionist sentiments and enhance fair competition both regionally and globally.
8. Conclusion
The garment industry is one of the most dynamic sectors in the world economy due to the volume of resources involved in this productive activity. The textiles and clothing industries have been at the forefront of job creation, social development and women’s empowerment for a vast majority of countries in the developing world. These sectors have transformed the global trading system by liberalizing restrictive quotas and other discriminatory measures following full integration of trade in textiles within the WTO system in January 2005. Export-oriented garment production has also created employment opportunities for women in spite of the gender-related wage gap and various types of discrimination in the textile labor market.
 In this paper, we have analyzed the performance and dynamics of the fashion industry in selected Latin American countries between 1990 and 2005, examining descriptive data on trade patterns, domestic employment and share of textile imports in the U.S. market. By examining the factors underlying Latin America’s growing potential as an export market for its products, we constructed a model to quantify the exports from the top 20 garment suppliers to the U.S. market. We have used the 20 largest producers of textiles using U.S. imports as a proxy of employment, production and wages at the country level. 

Using general descriptive statistics, WTO figures and labor force surveys, we have also tried to compare the effect of Latin America-Asia competition in the U.S. market for textile imports on the economic performance of top 20 exporters. Economic performance is estimated by export earnings, share of the U.S. market, domestic employment and wage increase at the country level. While we could not find time-series data for each of these variables, our results provide some evidence that textile and clothing sectors constitute an important source of export earnings and domestic employment. The textile industry has had a positive impact on developing economies in terms of income generation when imports to U.S. market is used as a proxy of increased employment and production at the country level.  This means is that textiles and clothing trade, as measured by increased access to U.S. market, has been an important source of job creation and export-led growth for the top 20 garment suppliers during the period 1990 to the latest available year of information.

In the preceding pages, we also sought to explain the success of Asian economies in comparison with Latin America. We believe that some of the factors that led to this success can be replicated in Latin America, particularly in Mexico, by taking greater advantage of the maquiladora industry without necessarily swamping major market shares to U.S. firms. While there is no guarantee that Mexico will evolve into a more integrated or advanced industrial base along the lines of East Asia, this study can be a starting point for policymakers designing long-term policies that enhance human, physical and social capital. 
Following Gereffi and Memodovic (2003) and Hanson (1994), we emphasize the need for stronger policy intervention and "innovative entrepreneurial capability" in the transition from mere assembly to higher-value added activities. The Mexican government, hand in hand with export-oriented factories, needs to decentralize production by capturing design and distribution activities from the monopoly of larger markets and develop new fashion centers that involve the coordination of complex production, trade and financial networks. Although the government sponsored initiative--the Fashion and Design Center--in Mexico City is a very good example of this policy intervention, Mexican textile manufacturers probably need more than government support in order to compete with U.S. companies at the same level (Hanson, 1994:244). Combining export activity with the real manufacturing, design and sale of branded goods will enable the fashion industry to contribute to the economic development of Latin America and not just a source of exploitative jobs. 
Yet our results also suffer from lack of time-series data that accurately quantifies the impact of textile trading on domestic employment since the removal of quota liberalization in 2005. Since we could not run a regression model because of data limitations and other contingencies, our thesis remains incomplete. This is also because data on developing countries is published less frequently than in developed countries and is "N/A" for some countries. There is no single definition of what constitutes "paid employment" in the sector. Self-employment is also significant in many Latin American countries such as Mexico where small or medium-sized enterprises exists employing traditional handicraft, skilled jobs.  While the data on employment figures  should be interpreted with prudence following restructuring of the textile sector since 2005, it is also more useful for analyzing countries on an individual basis than for comparison among countries, as recent literature has argued (Nordas, 2004:11). In order to give our findings a stronger prediction, the paper needs further research on the topic of textile labor market and industrial organization of garment production in Latin America. 
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� Because of the rapid inflow of "low-price imports" from Japan, Hong Kong and other Asian countries, the U.S. and the U.K. negotiated separately a "voluntary" agreement with the Asian exporters. Signed in 1962, the LTA restricted imports for a limited period as a key regulator of international trade in cotton textiles. It allowed an importing country to limit imports in cotton category which could cause disruption in the local markets of the importing country. The aim of the LTA was to "encourage orderly development of international cotton textile markets to allow the developed countries to restructure their cotton textiles industry." (Dicken, 2003:337)


� Over time, the meaning of maquiladora has changed. The term is now used loosely to refer to any "subsidiary plant of a foreign company involved in export from Mexico." (GAO, 2003:6) 


� CBI countries include Antigua and Barbuda, Aruba, Bahamas, Barbados, Belize, British Virgin Islands, Costa Rica, Dominican Republic, Honduras, Nicaragua, Guatemala, El Salvador, Grenada, Guyana, Haiti, Jamaica, Montserrat, Netherlands Antilles, Panama, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, Trinidad and Tobago.


� According to Gereffi and Memedovic (2003), the first production migration started in the 1950s and early 1960s from North America and Western Europe and Japan in order to compete with rise in Japanese exports. The second migration shift was from Japan to Hong Kong, Taiwan, China and South Korea which dominated the world’s textile exports until the early 1980s. In the late 1980s and 1990s, there was a third migration when the Asian Big Three began to move production to other South Asian economies, and also to Caribbean and Mexico. 


� In Chart 1, Chart 3 and Chart 3, all figures are obtained from WTO, Document G/L/692, 20/09/2004. Accessed March 15, 2008, at � HYPERLINK "http://www.wto.org/english/tratop_e/texti_e/texti_e.htm" ��http://www.wto.org/english/tratop_e/texti_e/texti_e.htm�
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