
  

 
 
 
 
 
 
 
 
 

Textile and Clothing Exports in MENA 
Past Performance, Prospects and Policy Issues 

In Post MFA Context 
 
 
 
 
 
 
 
 

by 
 
 

Masakazu Someya, Hazem Shunnar and T.G. Srinvasan 
 
 

Social and Economic Development Group 
Middle East and North Africa Region 

 
 
 
 

August 2002 
 
 
 

 
 
 
 

 
 



 

  

 
 
 
 

Table of Contents 
 
 

 
Abstract 
 

I. The World Scene: Intensifying Competition in the run up to the abolition of 
MFA. 

 
II. A rising concern: MENA market gain in Clothing has stalled;  in textiles the 

loss has not been recouped. 
 

III. The critical role of Textile and Clothing in sustaining MENA manufacturing 
jobs and exports. 

 
IV. How competitive is MENA in textile and clothing exports? 
 
V. Potential Effects of MFA Abolition 

 
References 
 



- 

  

 
Abstract 

 
Growth in world textile and clothing exports have decelerated in US dollar values 

since the mid-1990s coinciding with the liberalization of the export quota regime under 
Apparel and Textile Agreements I & II. Evidence is suggestive of the decline in unit 
values as the competition intensifies. Largely quota-free and enjoying preferential 
agreements, MENA country exports of clothing thrived under the earlier MAF quota 
regime (1984-95) that constrained the dynamic exporters. However, in the  recent period, 
1995-2000, leading up  to the abolition of MFA in 2005, MENA market shares have 
leveled off signaling a potential decline, if MFA is totally abolished as scheduled. The 
fear of a total rout of MENA countries from world clothing market is unjustified because 
of the expected continuation of preferences in tariffs and existence of niche markets. The 
potential loss of  market shares are likely to be confined to  GCC countries which have 
been used as export platforms by third country exporters to circumvent quota barriers for 
exports from their soil. An important caveat in this optimistic assessment is that being 
already high wage economies, MENA countries could easily risk the advantages of being 
close to a major clothing importing region – EU, if they fail to contain wage costs by 
letting their real exchange rate drift too much from “equilibrium”, or, catch up with 
competition in economizing on domestic service delivery costs for trade such as 
communication, transport, customs and general administration. 
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I.   The World Scene: Intensifying Competition in the run up to the abolition of 
MFA 
 

World export of textiles and clothing1 amounted to about US $ 356 billion in 
2000, or, 6 percent of world exports, with the relatively labor-intensive clothing sector 
valued higher than textiles at US $ 199 billion. Since 1962, when Japan became the first 
dynamic exporter, importing industrial countries have sought to limit import penetration 
by exporters under various quantitative controls such as “Long-Term Agreements” 
(1963-74), “Multi-Fiber Arrangement” (1974-94), and, the current ly in force, 
“Agreement on Textile and Clothing” (1995-2004).  While the pace of growth in textile 
exports has always lagged behind that of manufactures, clothing sector outpaced it 
through the 1970s and 1980s, but witnessed a slowdown since the 1990s (Figure 1). 
Particularly, under the current phase of ATC, growth has been negative in the run up to 
the total lifting of all quantitative restriction on January 1, 2005.  

 

Figure 1: Growth in world exports of textiles and clothing 
(per cent per year, current US dollar terms) 
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Source: Staff estimates based on COMTRADE data. Time period are: MFA I: 1974-77, MFA II: 1978-81, 
MFAIII: 1982-86, MFA IV: 1987-91, MFA V: 1991-94, ATC I: 1995-97 and ATC II: 1998-2001. For ATC 
II growth rate of only 1998-2000 is reported. 

The weakness in growth witnessed in last decade, measured in current US dollar 
values, is attributable in part to intense competition among exporters2 (the share of top 10 
countries in EU and US markets, for example in clothing, have declined from 65 to 53 
                                                 
1 Textiles refer to products listed under Standard International Trade Classification (SITC, Revision 2) 2 
digit code 65 covering products from yarn to fabrics. Clothing refers to SITC 2 digit code 84 covering 
products made out of textile materials such as coats, suits, jackets, dresses, shirts, blouses, undergarments, 
etc. 
2 Direct evidence on unit value realization of textile and clothing exports show a decline between 4 to 35 % 
in selected clothing categories over 1995-2000. In contrast to clothing, the market shares held by top 
exporters in textiles remained unchanged with no new comers (Spinnanger,  1999). 
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percent and 84 to 59 percent, respectively, over 1980 to 2000), the slump in raw material 
prices of cotton (near 50 % drop in cotton prices between 1995 and 2001), and the strong 
productivity gains in the textile sector (27 of the 43 countries registered a decline of 8 to 
59 % in labor costs relative to US  between 1990 and 2000).  

The two main markets for textile and clothing imports are Unites Sates and EU, 
roughly accounting for US 82 billion and US $ 71 billion, respective ly, in 2000. The 
other industrial countries of Canada and Japan and Australia together accounting for US 
33 billion. In the second half of the 1990s, the US market has overtaken the EU market 
(extra-EU) by growing nearly thrice as fast. 

 
II.   A rising concern: MENA market gain in Clothing has stalled;  in textiles the loss 
has not been recouped. 
 

A rising concern discernible from analysis of market share trends is the recent 
weakening  of competitiveness of MENA exporters in world markets. In the context of  
quota dominated regime for successful exporters in the world market, MENA countries, 
which have been mostly remained quota-free,  have managed to improve their world 
market share in clothing from 2.5 percent in mid-1980s to 4 percent by 1995, as shown in 
Figure 2. This increase has come mainly from the market gains made by Morocco, 
Tunisia, United Arab Emirates and Egypt. Since then, however, under the more liberal 
regimes of ATC I and II, market share has remained stagnant. The decline in world 
textile market share observed in 1981 is dominated by Iran in the wake of the Iranian 
revolution. Since clothing exports of MENA region are roughly four times as much as 
that of textiles in 2000, much of the  analysis in this section will confine to the clothing 
sector. 

Figure 2: MENA World Market Shares in Textile and Clothing 
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The preferential, MFA quota-free access to the European market is mainly behind 
the success in the EU market.  The role of preferential access in this market gain is 
confirmed by a constant market share analysis3 which shows that most of the change in  
market shares of Morocco, Tunisia, Egypt and UAE  is attributed to the beneficial 
“market share effect”.  All three effects (market share, commodity composition, and 
commodity adaptation) worked to boost market shares except in the case of Morocco 
(Table 1). There has been very little effect ( under 5 percent) of commodity composition 
in boosting market shares. Commodity adaptation effect was the strongest in Egypt, 
followed by UAE. 

 

Table 1: Constant Market Share Analysis of MNA Clothing Exports to EU 1984-95 
 

  1984-95 

  Morocco Tunisia Egypt UAE Turkey 

Clothing           

Increase in Imports by EU, US $ Bill. 51.1 51.1 51.1 51.1 51.1

Increase in country's Exports to EU, US $ Mill. 2008.8 2059.9 178.1 240.5 4161.3

Change in market share, percent point 2.09 1.65 0.22 0.34 3.88

Decomposition in percent           

    Market Share Effect 96.8 95.7 82.5 92.2 96.5

    Commodity Composition Effect -1.1 1.2 4.2 0.0 0.3

    Commodity Adaptation Effect 4.3 3.1 13.3 7.8 3.2

 Memo: Correlation between changes in commodity 
composition and changes in market share 0.1669 0.0859 0.2201 0.2221 0.1059
Source: Staff Estimates based on UN’s COMTRADE database. 
 

In the following period of liberalization of quota regime under ATC, 1995-2000,  
analysis points to a new pattern of explanation for the weak increase in market shares 
(Table 2). The effect of market share increase has been less of a factor in the second 
period compared to the first analyzed in Table 1. Commodity composition effect have 
turned negative for Morocco and UAE indicating that their specialization has not kept 
pace with the shifts in product composition in the destination market. As a consequence, 
commodity adaptation effects have also been strongest in these two countries, though, in 
the case of Morocco, unlike UAE, it could not offset the commodity composition effect. 
In general, countries have tried hard to increase market shares to align with changes in 
product composition of EU imports in the intensely competitive period, as the 
correlations have largely increased across the board, compared to the first period. 

                                                 
3 Under this approach, suggested by Fagerberg and Sollie (1987), change in export market share in current 
US dollar terms is decomposed into market share effect, a commodity composition effect, and a commodity 
adaptation effect. This three-fold decomposition applies for a single destination market, in the present 
analysis, EU. Market share effect is the effect of changes in individual commodity market shares holding 
commodity composition the same as in the base year. The commodity composition effect is the effect 
change in commodity composition in the destination market if the exporting country maintained base 
period market shares. And, finally, the commodity adaptation effect is attributed to relative (to the average 
of all exporters) shift in market shares by exporter in the direction of shift in commodity composition in the 
destination market. 
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Table 2: Constant Market Share Analysis of MNA Clothing Exports to EU 1995-2000 

 
  1995-00   
  Morocco Tunisia Egypt UAE Turkey 

Clothing           
Increase in Imports by EU, US $ Bill. 3.8 3.8 3.8 3.8 3.8 

Increase in country's Exports to EU, US $ Mill. 137.9 221.7 83.2 35.6 744.7 

Change in market share, percent point 0.02 0.12 0.10 0.03 0.66 

Decomposition in percent           

    Market Share Effect 185.2 9.5 55.9 69.9 53.6 

    Commodity Composition Effect -184.2 39.5 23.9 -53.1 15.0 

    Commodity Adaptation Effect 99.0 51.0 20.2 83.2 31.4 

 Memo: Correlation between changes in commodity 
composition and changes in market share 0.0778 0.2767 0.2553 0.4007 0.3675 
Source: Staff Estimates based on UN’s COMTRADE database. 
 

The success of United Arab Emirates is attributed to the presence of far-eastern 
foreign investors who are using the country as an export platform. However, to put it in 
perspective, the total clothing export from all MENA countries to Europe at US $ 6 
billion is barely above  exports from Turkey. 

A related concern is the lack of geographical diversification in the last decade to 
different destination markets for clothing exports. The geographic orientation of the 
MENA country textile and clothing exports remains biased to Europe, understandable, 
given its proximity. The countries that relied mostly on EU, or, US, for exports have 
either continued to be focused on the same market, or, intensified further their 
dependence (Table 3). There are exceptions, however. Gulf countries, and, of late, 
Jordan, have tended to trade more with the United States. Israel, Egypt and United Arab 
Emirates have more or less balanced orientation to the US and EU markets, though 
neither is an important supplier in those  markets. Both Israel and Jordan have special 
free-trade agreements with effect from 1985 and 2001, respectively, which has helped 
them to orient clothing exports to the US market.  
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Figure 3:  EU and US Shares in MENA Textile and Clothing Exports 
 

  
 Source: Staff Estimates based on COMTRADE. 
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III.   The critical role of Textile and Clothing in sustaining MENA manufacturing 
jobs and  exports 
 

Between textile and clothing export, clothing exports are of greater importance to 
the MENA region now with clothing exports at US $ 8.3 billions in 2000 compared to 
textile exports of US $ 2.4 billon. This has not been the case all the time. In 1974, for 
example, textile exports were twice as big as clothing exports for MENA. The dominance 
of clothing emerging around 1980,  with the beginning of Iranian revolution when textile 
(carpets) exports collapsed. 

The increasing world market share of MENA countries in  global trade in textiles 
and clothing implies that the dependence of these countries for non-traditional exports, 
jobs, and income generation has increased, as shown in Table 2. On average, between 
10.0 (Jordan) to 41 (Tunisia) percent of employment in manufactures originates in 
textiles and clothing sector. The employment trends in the textile and clothing sectors are 
discussed in more detail in Box1. The employment effect of this sector  is of greater 
importance than it is apparent from these numbers because the social benefit of 
manufacturing jobs is greater than private as manufacturing jobs give greater 
opportunities for learning-by-doing and productivity boost. Between 2 (Iran) to 50 
(Tunisia) percent of merchandise exports is earned by this sector. In manufacturing value 
added, between 4 (Israel) to 23 (Tunisia) percent is derived from textiles and clothing. In 
Tunisia, Morocco and Jordan textile and clothing sector has grown in importance over 
time. In Egypt, however, the share of employment has remained almost unchanged even 
as export share increased and value added share declined. Interestingly, the dependence 
of MENA countries on textiles and clothing for exports is far greater than that of several 
Asian countries such as China or India. Tunisia with nearly 50 percent of its exports 
coming from this sector has greater dependence than Turkey, a country that exports twice 
as much as Tunisia to EU. This points to fragility of MENA countries because of 
inadequate diversification in the event of volatility in the market trend. 
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Table 3: Importance of textile and clothing in MENA economies (in percent) 
 

  
Employment Exports VA 

 1985 1995 1998 1985 1995 2000 1985 1995 1998 

MENA             
Tunisia 27.1 41.0 41.4 26.8 50.7 49.6 15.2 22.6 22.5

Morocco 27.1 38.0 39.4 15.7 35 34.8 18.6 17 16.2
Egypt, Arab Rep. 29.2 28.9 29.2 4 20.1 23.1 17.3 10.7 12.9

Kuwait 13.8 19.5 18.8 .07 0.06 0.11 6.6 4.4 ..
Malta 34.2 16.3  .. 32.8  10.7 7.9 27.4 11 3.2

Israel 14.9 15.0  .. 6.5 6.4 4.6 7.1 7.9 4.4
Jordan 7.5 10.4 .. 0.4 4.7 11.6 4.1 5.5 ..

Iran, Islamic Rep. 21.8 ..  .. 1.4  4.25 2.40 19.2 11.1 ..
Comparators       
Bangladesh 64.6 .. .. 24.6 31.7 84.54 27.5 33.7 …

China .. .. .. 26.2 22.8 17.75   
Hong Kong, China 43.9 37.5 30.0 33.1 28.4 25.37 38.9 26.3 23.0

India 22.8 21.0 20.4 21.5 29.6 27.76 15 10.5 11.4
Indonesia 21.8 23.9  .. 2.39 13.00 11.96 14.5 15.4 ..

Hungary 13.4 14.4 14.8 9.7 11.2 2.21 9 6.3 5.9
Poland 15.4 14.4 14.3 6.38 14.10 9.99 13.4 6.3 6.2

Turkey 24.0 31.4 34.2 27.3 41.9 42.78 11.7 16.4 16.9
Portugal 29.0 27.7 ... 30.9 24 17.28 2.7 14.9 ..
Source: Staff Estimates based on UNIDO and COMTRADE data. 
Note:  Employment and value added estimates are expressed as a share of the respective aggregates for 
manufacturing sector. For, exports, the estimate is the share of all merchandise trade. 
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Box 1 Employment in  MNA Textile and Clothing Industries 
 
 

The employment in Textile and Clothing industries is very important for several MENA countries, 
particularly for Egypt, Tunisia and Morocco, where between one to two out of every five manufacturing 
sector jobs are held. In the period between 1980-1999 the employment in textile continued to have first 
rank in total manufacture employment of Egypt and that was the case in Morocco until 1984. The 
employment in clothing also continues to have  the first rank in total manufacturing employment of 
Tunisia. Its importance is growing in all other MNA apparel exporters, although at a slower pace since 
1995.  
 

Not surprisingly, the share of manufacturing jobs in the textile sector has declined stagnant export 
market shares in textile exporters (Over 1980 to 1999, in Egypt:  34% to 24, Morocco: 22% to15%, and 
Tunisia  8% to 6%).  Egypt, the single most important textile exporter from the MENA region, with an 
average of half-a-billion US $ in textile export over 1995-2000, is a unique case with where jobs in the 
textile sector declined even in absolute terms from 305 thousand workers in 1980 to 268 thousand workers 
in 1999. This decline in the number of textile jobs has occurred in the context of doubling of exports over 
the same period, alluding to  productivity gains in textile sector. 
 

The share of clothing sector in manufacturing jobs have been increasing over 1980-99, but at a 
slower pace after 1995. This is consistent with the slackening of the clothing exports after the current phase 
of MFA liberalization begun under ATCs in 1994. The share of employment in apparel industry  in Tunisia, 
for example, rose from 19% to 33%  over 1980-94, but eased to reach 35% in 1999. 
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IV.   How competitive is MENA in textile and clothing exports? 
 

Earlier, in Section 2,  we saw how MENA countries managed to increase their 
market share until 1995, particularly in clothing, in the EU market, only to lose 
momentum  in the subsequent period. What are the prospects for MENA countries 
preserving their market share, let alone improving, once the world textile and clothing 
trade is brought back to WTO rules with no discriminatory quantitative controls from 
January 1, 2005? As mostly middle- income countries with higher wage costs, would 
MENA countries  lose to dynamic exporters from Asia? Will the Eastern European 
countries on fast track EU partnerships compete away the European market? As a prelude 
to answers for these questions taken up in the next section, here we evaluate the 
competitiveness of MENA countries as exporters of textile and clothing.  We first review 
recent trends in market share movements at detailed country levels to see how individual 
MENA countries fared against competitors. Then the current revealed comparative 
advantage of MENA countries in world textile and clothing trade in 2000 is examined to 
support product level analysis of competitiveness. To complement these analysis from a 
macro perspective, an international comparison of labor costs is made between 1990 and 
2000.  

The emerging trends in competition in the EU clothing market under the influence 
of liberalization under ATC agreements and faster track accession of Eastern European 
countries serves to portend future prospects. When MFA quotas shackled efficient world 
suppliers over 1984-95, MENA countries of Tunisia and Morocco improved their ranks 
in the top 20 exporters to EU league, even as six new countries, mainly from Asia 
(Bangladesh, Pakistan, Sri Lanka, Indonesia, Malaysia and Mauritius), emerged to 
displace outgoing six of Taiwan, Macao, Israel, Switzerland, Malta, and Yugoslavia). 

In the time period since then, 1995-2000, with accelerated quota growth under 
ATC still constraining quota bound countries though not as much as before4, Tunisia 
surpassed India to move up the rank below power-house exporters of China (mainland 
and Hong Kong) and Turkey. Morocco yielded to Bangladesh descending the ladder one 
step. As we saw earlier in Table 2, Morocco’s disadvantage seems to emanate from not 
quickly aligning its clothing products to changes in European import demand, unlike 
Tunisia. 

                                                 
4 The two key elements of liberalization are the prescribed minimum rates of integration quota restricted 
categories to GATT and acceleration in quota growth for the restricted categories. With reference to import 
volumes in 1990, the liberalization set under ATC are minimum integration rates of 16, 17 and 18 percent 
for 1995, 1998 and 2002. The prescribed quota growth rate are 16, 25 and 27 percent from the same bench 
mark years, respectively. From January 1, 2005 all remaining products would be integrated and quota 
restrictions lifted totally. 
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Table 4 Top 20 Clothing Exporters to EU 
 

Rank 1984 1995 2000 
1 Hong Kong, Chin China China 
2 Korea, Rep. Turkey Turkey 
3 Yugoslavia, FR  Hong Kong, Chin Hong Kong, Chin 
4 Turkey India Tunisia  
5 China Tunisia  Romania 
6 Taiwan Poland India 
7 Tunisia  Morocco Bangladesh 
8 India Bangladesh Morocco 
9 Romania Indonesia  Indonesia  

10 Macao Romania Poland 
11 Morocco Hungary Thailand 
12 Hungary Pakistan Hungary 
13 Israel Thailand Korea, Rep. 
14 Switzerland United States Pakistan 
15 Poland Malaysia Sri Lanka 
16 United States Korea, Rep. Vietnam 
17 Thailand Sri Lanka Malaysia  
18 Philippines Czech Republic  Mauritius 
19 Malta Slovenia  Taiwan 
20 Czechoslovakia  Mauritius Bulgaria  

Source: Staff Estimates based in UN’s COMTRADE data. 
 

Table 4 shows that two new countries, Vietnam and Bulgaria, have entered the 
top 20 league ousting United States and Slovenia over 1995-2000. The intensity of 
competition for market shares is indicated by the leveling of market shares that seems to 
be taking place. The standard deviation of market share of the top 20 countries, which 
narrowed under the MFA regime of 1984-95 from about 5 percent to 3.5 percent, have 
since increased to 3.7 percent as the forced dispersion of export quotas under the earlier 
regime is slowly weakening.  

In the post 2005 period with no quotas for any country, this agility to adapt fast to 
changing market trends is going to determine how markets shares are distributed. The 
privilege to market proximity enjoyed by Mediterranean MENA countries could be 
eroded quickly by decreasing communication costs, shipping transit times, and improving 
the efficiency of domestic trade related services in competitor countries relative to 
MENA.  Of all the developing country regions, MENA has the least liberalized 
telecommunication sector. Successful exporters from the Asian region are at least twice 
as liberal as  MENA countries as shown in Figure 3. 
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Figure 3.Telecommunication Liberalization Index 
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Despite being located further away from European market, Figure 4, shows that 
several countries from Asia and Latin America have shipping times at around the same as 
the average for MENA countries. From Morocco, or, Tunisia, two successful exporters of 
textile and clothing from MENA to EU, it takes about 20 days for shipments to reach 
European market. India and Pakistan, though more than twice as far away from the 
European market, have only 10 percent more shipping transit time. 

 
Figure 4:  Transit time to EU to MENA and other selected countries 
 

0
10
20
30
40
50
60
70
80

Li
by

a
Is

ra
el

S
yr

ia
E

gy
pt

O
m

an
Tu

ni
si

a
M

or
oc

co
Ir

an
M

al
ta

D
jib

ou
ti

Y
em

en
,

Jo
rd

an

V
en

ez
ue

la
M

ex
ic

o
C

ol
om

bi
a

B
ra

zi
l

In
di

a
P

ak
is

ta
n

U
ru

gu
ay

P
er

u
A

rg
en

tin
a

M
au

rit
iu

s
C

hi
na

C
hi

le
S

ou
th

S
ey

ch
el

le
s

S
ri 

La
nk

a
M

al
ay

si
a

T
ha

ila
nd

Country

N
um

be
r 

of
 d

ay
s

 
Source: Data extracted from ci-online transit analysis database for 2002. 



- 

-12-  

 
Next, turning to Revealed Comparative Advantage (RCA) analysis, a detailed 

analysis of 3-digit categories of SITC2 shows that MENA countries have some niche 
advantages on the global market. One might wonder about the relevance of RCA analysis 
for evaluating competitiveness in global textile and clothing because of the distortions 
caused by the export quota regime. However, it is expected that the quota regime could 
have biased up the marginal exporters and not the strong ones. Because, under the quota 
system, volumes are restricted and, when it is binding, values will be more, leaving the 
evaluation of strong exporters unchanged. Table 5 shows that MENA countries did 
possess RCAs that are equal to 50% or more of the best benchmark of a category for, in 
the descending order, floor coverings (Iran, Egypt), woven cotton fabrics (Bahrain), 
textile yarn (Egypt), women’s outer garments of textile fabrics (Morocco), made up 
articles (Israel) and knitted or crocheted fabrics (Jordan). In fact, for two categories, floor 
coverings and woven cotton fabrics, Iran and Bahrain, respectively, hold the highest 
RCA. These extreme advantages are unlikely to be upset by liberalization. 
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Table 5:  RCA Benchmarking for MENA countries in textiles and clothing 
(Normalized to the best performer for each category, average of most recent three years) 

 
Product   Egypt Syria Morocco Jordan Israel Bahrain Iran Malta China Taiwan Hong Kong Indonesia India Bangladesh Sri Lanka Poland Thailand Turkey 

Textile yarn  651 0.78824 0.40235  0.13529  0.12     0.16471 0.25882 0.15294 0.45882 1 0.30588 0.17647 0.14118 0.15294 0.62353

Cotton fabrics, woven  652 0.40755        1     0.33854 0.19531 0.74219 0.27344 0.65104  0.35156    0.59896

Woven fabrics of manmade textile materials  653 0.30612            0.26531 0.97959 0.38776 0.5102 0.26531  0.4898  0.26531 1

Other woven fabrics 654                0.32308 0.2 0.27692  1 0.75385      0.38462

Knitted or crocheted fabrics  655      0.56119 0.1791     0.46866 0.37313 1 0.76119            0.37313
Tulles, lace, embroidery, ribbons, trimmings and 
other small wares  656                0.28889 1 0.95556  0.66667  0.31111    0.73333
Special yarns, special textile fabrics and related 
products  657        0.56129         1              0.41935
Made-up articles, wholly or chiefly of textile 
materials, n.e.s  658 0.50132      0.10066       0.26316      0.77632 0.73684 0.46711 0.25 0.07237 1

Floor coverings, etc.  659 0.86178  0.11813       1   0.0886      0.90372    0.06497  0.30124

Outer garments, men's, of textile fabrics 842 0.16057  0.5172 0.22079  0.12581  0.36308 0.12903  0.17563 0.08961 0.05376 1 0.60573 0.12545 0.03943 0.21147

Outer garments, women's, of textile fabrics 843 0.15541  0.69414 0.14459  0.24324    0.18468  0.31081 0.13063 0.26126 0.9955 1 0.18468 0.05856 0.3964

Under garments of textile fabrics  844 0.07996 0.02163 0.1367     0.02287    0.06915  0.14184 0.05674 0.13475 1 0.42199 0.03191 0.02305 0.0922
Outer garments and other articles, knitted or 
crocheted 845 0.19834 0.06022 0.32707 0.18453  0.06022    0.23204  0.44199 0.1105 0.12707 1 0.70718 0.07735 0.12707 0.56906

Under garments, knitted or crocheted 846 0.3 0.08441 0.38669 0.04639 0.08441       0.11407  0.1711 0.06084 0.15589 1 0.52471  0.06844 0.53232
Clothing accessories, of textile fabrics, whether or 
not knitted or crocheted (other than those for 
babies)  847    0.11867   0.09639       0.23494  0.12048 0.09036 0.36145 0.09639 1  0.07831 0.54819
Articles of apparel and clothing accessories of other 
than textile fabrics; headgear of all materials  848    0.09091           0.47727 0.08333 0.18182 0.15152 0.52273 1 0.72727  0.25 0.40909

 
Source: Staff estimates based on UN’s COMTRADE data, SITC Revision 2, 3 digit categories. RCA is expressed as the ratio of the export of a product to 
country’s total exports to the product’s world export market share.
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From a macro perspective, a direct comparison of labor costs can be made as an 
indicator of evolving competitiveness, because textile and clothing sectors tend to be 
labor intensive. 

 
Figure 5:  Labor Cost in the Apparel and Textile Industries 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Warner International 
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It is evident from Figure 3 that labor costs in MENA countries, excluding Israel, 
are higher than populous countries of Asia (China, India, Bangladesh), higher than Asian 
NIEs (Indonesia, Thailand, Malaysia), but lower than East European neighbors (Turkey, 
Hungary and Poland). Comparing the increase in wage costs between 1990-98 for the 
apparel industry, we note that Egyptian wages have risen at annual rate of 9 percent 
exceeding that of most Asian countries (Sri Lanka 8 %, China 6 %, India 2 %, Indonesia 
0 %).  

Looking at textile industry wage costs, Tunisia has managed to compress labor 
costs from US $ 2.81 in 1990 to $1.65 in 2000, helped by a 54 % depreciation of its 
exchange rate between 1990 and 2000, bringing it lower than Morocco.  Compared to 
Turkey, a major competitor in the EU market for MENA countries, Tunisia and Morocco 
have narrowed their cost to two-thirds of Turkey’s costs. Egypt, however, has widened its 
cost relative to Turkey between 1990 and 2000. The relative position of Egypt would 
have changed in 2001 because of the depreciation of the Pound. 

Wage costs are the most significant local costs for an international investor in 
textile/clothing industry, the exchange rate policies of MENA countries constitute a key 
macro policy affecting the competitiveness. Evidence on the appropriateness of exchange 
rates for MENA countries is not encouraging. Veganzones-Varoudakis (2001), for 
example, note that real exchange rate misalignment among MENA countries ranges from 
7 to 70 percent over the 1990s. 

 
Figure 6 Average Real Exchange Rate Misalignment in MENA countries (1990-98) 
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Source: Estimates from Nabli and Veganzones-Varoudakis (2002). 
 



- 

-16-  

V.   Potential Effects of MFA Abolition 
 

We learnt from the last section that MENA countries  have largely managed to 
stay competitive in the wake of liberalization of world textile and clothing market by 
virtue of preferences they have enjoyed, and the specific market niches they have 
acquired. So far, these advantages have overcome the tendency for labor costs to rise as 
exchange rates persistently deviated from their equilibrium values. However, as the 
liberalization of world trade and clothing accelerates towards the end of 2004, will 
MENA countries  be able to retain their competitiveness? This section evaluates the 
effects of abolition of MFA expected to  come into force from January 1, 2005. 

Preferential access to European and US markets for MENA countries will not be 
completely removed after MFA abolition, though somewhat diluted with extension of 
such privileges to a larger group of countries.  Only quotas will be removed on January 1, 
2005, while peak tariffs by industrial countries will continue to apply, though they will 
also be subjected to periodic negotiations in WTO. The textile and clothing exports from 
GCC countries will be most subjected to risk, as the quota-free world from 2005 will 
offer little justification for continued export from these countries, given they enjoy 
neither the geographic closeness of the Mediterranean to EU market nor the low costs of 
Asian exporters.  

By and large, MFA regime has not restrained MENA textile and clothing exports 
in a significant way. Europe has no quota limits on MENA countries at all. On Egypt, 
however, EU maintains surveillance measures on  yarn and fabric. The United States 
imposes quota on six MENA countries: United Arab Emirates, Oman, Egypt, Qatar, 
Bahrain, and Kuwait. Except for a few critical categories, quota utilization has been poor, 
as shown in Table 6. 
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Box 2. MFA Phase-out Process5 
 
 
The Uruguay Round’s ATC mandates the end of the quotas established under the MFA and also the 
reciprocal termination of the restrictions imposed by developing countries on their imports of textiles and 
clothing. By 2005, restrictions that do not meet GATTstandards are supposed to be phased out, and the 
strengthened dispute-settlement mechanism the Uruguay Round introduced to the World Trade 
Organization increases the likelihood that the agreed liberalization will in fact occur. 
 
The MFA phase-out is comprised of two parts: a four-stage process eliminating export restraints contained 
in bilateral agreements previously negotiated on products covered under the MFA, and an increase in quota 
growth rates for products still under restriction during the transition period. The ATC also deals with other 
non-MFA restraint measures relating to textiles and clothing. 
 
The integration of the textile and clothing sector into the GATT is expressed as a percentage of the total 
volume of imports in 1990 of “covered” products. The four stages are defined in the ATC as follows: 
 
Stage 1 – On January 1, 1995, members shall integrate products that account for at least 16 percent of their 
total 1990 import volume; 
 
Stage 2 – On January 1, 1998, they shall integrate products that account for at least an additional 17 percent 
of the total 1990 import volume; 
 
Stage 3 – On January 1, 2002, they shall integrate products that account for at least an additional 18 percent 
of the total 1990 import volume; 
 
Stage 4 – On January 1, 2005, all remaining ATC restrictions are eliminated and the textile and clothing 
sector is integrated into the GATT. 
 
In addition to these minimum percentages, products from each of the four groups – tops and yarns, fabrics, 
made-up textiles, and clothing – must be included in each stage. However, the selection of products to 
integrate is determined by the importing country. Also, products not liberalized but under quota or other 
restraint will have their quota growth rates increase during the first three stages of the phase-out period by 
16, 25, and 27 percent, respectively. 

                                                 
5 From Diao and Somwaru (2001) 
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Table 6:  MENA Countries’ Quota Utilization Rates in US Market for 2000  
(in percent) 
 
  UAE Oman Egypt Qatar Bahrain Kuwait 

Duck Fabric 7.6          
Cheese cloth / cotton sheeting 38.3          

Cotton twill fabric 10.6          
Cotton sateen fabric 49.4          
Other M/B coats cotton/ MMF 89.6 30.2         
W/G coats cotton/MMF/silk  96.6 8.6         
Dresses cotton/MMF 51.5          
Knit sh irts M/B, W/G, cotton 79.5 64.9 68.3   54.0   
    Sub-sector of above 100.0          
M/B shirts cotton / Not Knit  100.0 54.4 38.6 38.0 17.9 23.6

W/G coats cotton/MMF/silk  61.7 39.6   36.0  0.6

Skirts cotton/ MMF 90.3          
Cotton Trousers M/B, W/G 100.0 81.5   91.2    
   Sub-sector of above 100.0          
Nightwear Cotton/MMF 95.3          
Cotton Underwear 38.2          
Cotton Terry Towels 64.4          
Other Cotton mnf. 81.1          
   Sub-sector of above 34.9  46.9       
Knit shirts M/B, W/G, MMF 99.6          
Trousers/slacks M/B, W/G, MMF 89.8 42.2         
Trouser/breeches/shirts 25.3          

Source: Staff estimates based on United States Office of Textiles and Apparel 
 

There are two indirect sources of preferences enjoyed by MENA countries. First, 
the MFN tariffs on textile and clothing that will not disappear after 2005, will continue to 
provide a price advantage of those MENA countries that enjoy privileged access to EU or 
US markets. The second source of preference, the quota imposed on dynamic exporters, 
can be viewed as an export tax on them, and this will disappear with the elimination of 
quotas in 2005. 

On the first MFN tariff source of preference, several MENA countries enjoy 
privileged access to EU and US market for textiles and clothing, while dynamic exporters 
from Asia face quotas as well as peak tariffs. EU has tariffs for MFN exporters in the 
range of 3.5 to 12.4 percent, depending upon the stage of processing. United States has 
MFN tariffs ranging from 4.4 to 13.5 percent in the textiles and clothing categories. 
Though this would translate as a price advantage for eligible MENA countries, these 
preferences have been subject to steady erosion as EU and US have been extending 
preferential access to other countries. EU enlarged the GSP privileges under “Everything 
But Arms” program announced in 2001 to several Sub-Saharan African countries that can 
export quota and duty free. In EU market both Bangladesh and Sri Lanka export under 
similar conditions. United States under the “African Growth Opportunities” program and 
Caribbean Basin Initiative, announced in 2000, permits liberalized exports from 
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beneficiary countries6 that satisfy rules of origin. The Mediterranean MENA countries 
enjoy preferential access to the EU market in textiles and clothing with no quota limits, 
except for Egypt in two products as already noted. The three countries of Israel, Jordan 
and Palestine have quota-free and duty-free export opportunities under the Qualifying 
Industrial Zones program, provided they meet a joint import content requirement of 35 
percent with 8 % minimum Israeli content.  

On the second source of preference implied by quota system on dynamic 
exporters, the export tax on exporters constitutes an outer limit of the estimate. When the 
quotas are binding, quotas are traded in exporter’s domestic market carrying a premium. 
When this premium is expressed as a ratio of unit price realized by exporters after who 
buy the quota,  it becomes a measure of export tax.  Estimated export tax equivalent for 
China in US market averages 6 % for textiles and  12 % for clothing (Martin and Ng, 
2002). Hong Kong exporters in US and EU markets were found to have implicit export 
up to 31 % in US  market and 13 % in EU market (Fancois and Spinanger). In 1996, 
Indian exporters to US faced an export tax of 39 % (cotton based) and 16 % (synthetics); 
in EU market the export taxes were 17 % (cotton based) and 23 % (synthetics), according 
to Kathuria and Bhradwaj (1998).  

The theoretically expected results of MFA abolition are that product prices will 
fall in quota restrained markets (because hitherto restricted efficient exporters will supply 
more), and it will rise in unrestrained markets (because efficient exporters who were 
“dumping” in un-restrained markets would have no incentive to do so (Martin and 
Supachalasai, 1990). The key export markets of EU and US for MENA country export of 
textiles and clothing will end quota restrictions in 2005, which would tend to lower the 
price of textiles and clothing in these markets. Applied General Equilibrium model 
simulations indicate an expansion in world textile and clothing trade of about US $ 20 
billion  (7 % of baseline), decline in world pries of textile by 2 percent and clothing 
prices between 5-10 percent, and  welfare increase of about $88 billion (0.38 percent of 
total world consumption) in the short-run, with all developing countries in Asia and the 
middle-east gaining market shares at the expense of other countries (Diao and Somvaru, 
2001). In a study that focused on the Mediterranean region , Kheir-El-Din and Abdel-
Fattah (2000) concluded that impact of the quota system on Mediterranean countries 
should not be exaggerated because only two these (Egypt and Syria) are subjected to 
quotas by EU. 

Yarn exporters (Egypt and Syria) stand to gain because they produce cotton 
locally and export yarn. The demand for cotton fabrics has been restrained in the past 
because of quotas, and therefore the lifting of quotas will potentially lift the price of 
cotton because of the expected expansion of textile and clothing trade and substitution of 
cotton for other fibers (Martin 1996). Any rise in cotton prices will be short-lived because 
of (reversed in 2 to 3 years) because of area response. However, cotton is expensive to 
ship because of volume per unit weight, and, therefore localized shortages may raise 
prices sharply in some areas.  

                                                 
6 So far only six countries have become eligible under the program’s apparel provisions which call for 
effective visa system to prevent illegal transshipments. These are: Kenya, Lesotho, Madagascar, Mauritius, 
Malawi, and South Africa. 
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Key floor covering (carpets/rugs) exporters in the region (Iran, Morocco, Egypt) 
enjoy fairly differentiated market niches in what they export, which can be expected to 
continue into the future. 

Among fabric exporters (Tunisia, Bahrain), Tunisia is well positioned to preserve 
its market, mainly in Europe, because of the EU-Med agreement under which, European 
yarn is shipped to Tunisia for turning into fabrics and garments. Compelling reason for 
fabric producers to remain in Bahrain will be questionable in the post-quota era because it 
enjoys neither raw materials, nor low wage costs. 

MENA apparel producers around the Mediterranean would be able to enjoy 
market shares in fast moving, high value items helped to a large measure by the logistics 
advantage of being close to the European market. The ongoing Euro-Med partnership 
agreements would further consolidate this advantage because of outward processing 
opportunities offered under the agreements. Beneficiaries now are Tunisia and Morocco, 
with the list expanding to Egypt, Jordan, Lebanon and Syria in future. Countries such as 
Jordan, Israel and Palestine would enjoy privileged access to the US market because of 
QIZ status. Already, Jordan’s exports to US, mostly garments from ten QIZs, have been 
doubling every year to reach US $300 million in the last three years. 

The prospects for GCC exporters of textiles and clothing is not encouraging. With 
no preferential agreements either with EU or US, they are vulnerable to loss of market 
share, particularly in the clothing sector, which require low-cost labor. In the man-made 
fiber based fabrics, however, they may continue to enjoy advantage because of domestic 
petroleum based industries that supply critical inputs. 

Since MENA countries have negative trade balance in textile and clothing, and 
wedded to a low import tariff trading arrangement with EU in due course, gains would 
accrue as lower textile and clothing product prices benefit the consumers. 
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