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PREFACE

In 1991 the United States I nternational Trade Commissioninitiated itscurrent Industry and Trade
Summary seriesof informational reports on the thousands of productsimported into and exported
fromthe United States. Each summary addressesadifferent commodity/industry areaand contains
information on product uses, U.S. and foreign producers, and customs treatment. Also included
isan analysis of the basic factors affecting trends in consumption, production, and trade of the
commodity, as well as those bearing on the competitiveness of U.S. industries in domestic and
foreign markets.

This report on Apparel covers the period 1993 through 1997. Listed below are the individual
summary reports published to date on the energy, chemicals, and textiles sectors.

USITC
publication Publication
number date Title

Energy and Chemicals:

2458 November 1991 ........... Soaps, Detergents, and
Surface-Active Agents

2509 May1992 ................ Inorganic Acids

2548 August1992 .............. Paints, Inks, and Related
Items

2578 November 1992 ........... Crude Petroleum

2588 December 1992 . ........... Major Primary Olefins

2590 February 1993 ............ Polyethylene Resinsin
Primary Forms

2598 Mach1993 .............. Perfumes, Cosmetics, and
Toiletries

2736 February 1994 . ........... Antibiotics

2739 February 1994 . ........... Pneumatic Tires and Tubes

2741 February 1994 ............ Natural Rubber

2743 February 1994 ............ Saturated Polyestersin
Primary Forms

2747 March1994 .............. Fatty Chemicals

2750 March1994 .............. Pesticide Products and
Formulations

2823 October 1994 ............. Primary Aromatics

! Theinformation and analysis provided in this report are for the purpose of this report only.
Nothing in this report should be construed to indicate how the Commission would find in an
investigation conducted under statutory authority covering the same or similar subject matter.



PREFACE—Continued

USITC
publication Publication
number date

Energy and Chemicals--Continued:

2826 November 1994 ...........
2845 March1995 ..............
2846 December 1994 . . ..........
2866 March1995 ..............
2943 December 1995............
2945 January 1996 . ............
3014 February 1997 ............
3021 February 1997 ............
3081 March1998 .............
3082 March1998 .............
3093 March1998 .............
3147 December 1998 .. .........
3162 March1999 .............

Textiles and apparel:

2543 August1992 ..............
2580 December 1992 . ...........
2642 Junel1993 ................
2695 November 1993 ...........
2702 November 1993 ...........
2703 November 1993 ...........
2735 February 1994 ............
2841 December 1994 . . ..........
2853 January 1995...... ......
2874 April 1995 .. ... ..........

Title

Polypropylene Resinsin
Primary Forms

Polyvinyl Chloride Resinsin
Primary Forms

Medicinal Chemicals, except
Antibiotics

Hose, Belting, and Plastic
Pipe

Uranium and Nuclear Fuel

Coal, Coke, and Related Chemicd
Products

Synthetic Rubber

Synthetic Organic Pigments

Explosives, Propellant Powders, and
Related Items

Fertilizers

Adhesives, Glues, and Gdlatin

Refined Petroleum Products

Flavor and Fragrance Materials

Nonwoven Fabrics
Gloves

Yarn

Carpets and Rugs
Fur Goods

Coated Fabrics
Knit Fabric
Cordage

Apparel

Manmade Fibers
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ABSTRACT

This report addresses trade and industry conditions for apparel for the period 1993-97.

. The U.S. apparel industry continued to restructure as a result of growing competition ir
the domestic market. The competitive pressures reflect the large number of suppliers
changing consumer preferences, rising import penetration, and growing buying power of
largeretailers. Imports now supply just over one-half of the U.S. apparel market and arg
likely to continue growing as U.S. import quotas are gradually eliminated.

. World apparel tradewill becomelessrestricted asaresult of the phaseout of quotas unde
the Uruguay Round Agreement on Textilesand Clothing (ATC), which entered into force
aspart of the World Trade Organization (WTO) agreementsin 1995. The ATC replaced
the Multifiber Arrangement system of quotas, and provides for the elimination of quotas
over a 10-year transition period ending on January 1, 2005.

. The U.S. apparel industry achieved gains in shipments, profitability, and productivity
during 1993-97, but incurred a decline in employment. The number of workers declineg
by 18 percent to 813,000 workers. The growth in shipments, which averaged less thar
1 percent ayear during 1993-97, to an estimated $55 billion, resulted mainly from largey
shipmentsof apparel assembled in the Caribbean countriesand Mexico from components
cut to shape in the United States.

. Severa large U.S. apparel firms posted significant salesgrowth during 1993-97. Factor
enabling these firms to gain market share included development of marketable brang
names, strategic aliances with major retailers, quick response manufacturing ang
distribution systems, and ashift to sourcing abroad for some or most of their product mix

. U.S. apparel producers have expanded their use of assembly operationsin the Caribbear]
countriesand Mexico. These countriesoffer low-cost |abor to perform sewing tasks, ang
their proximity to suppliers and markets in the United States enables U.S. firms to have
greater management control over production and to assemble apparel there in a time;
sensitive, market-driven manner. The countries also benefit from preferential access tq
the U.S. market for apparel.

. The U.S. apparel trade deficit widened by $11 billion during 1993-97 to $40 billion, as
the growth in imports of $14.6 billion (43 percent), to $48.5 billion, outpaced the gain ir
exports of $3.6 billion (74 percent), to $8.4 billion. Mexico and the Caribbean countries
werethefastest-growing major suppliersof U.S. apparel imports, although Asiaremaineg
the largest supplier. Import growth during 1993-97 was 278 percent for Mexico and 91
percent for the Caribbean countries, but just 18 percent for Asia. Asia s share of U.S
apparel imports fell by 12 percentage points during 1993-97, to 58 percent, while the
combined share of Mexico (11 percent) and the Caribbean countries (16 percent) rose by
11 percentage points, to 27 percent.







INTRODUCTION

Thisreport coversall apparel, including outerwear, underwear, nightwear, disposable garments,
and accessories such as gloves, headwear, hosiery, and neckwear. Apparel isproduced mostly of
textile materials, which include woven, knit, or nonwoven fabrics made of cotton, other vegetable
fibers(e.g., linen), wool, manmadefibers, and silk. Nontextile materials used in the manufacture
of apparel include leather, rubber, plastics, and fur.

Thisreport updatesthe apparel summary that was published in January 1995,% and focusesmainly
on major developmentsin the U.S. industry, the U.S. market, U.S. trade, and the foreign industry
during 1993-97. The U.S. industry section discussesrecent structural changesin theindustry and
competitive strategies of producers, while the U.S. market section examines consumer
characteristics, factors affecting demand, and trends in U.S. consumption and production. The
U.S. trade section discusses U.S. import and export trends, U.S. trade measures, and foreign trade
measures affecting U.S. exports. Last, the foreign industry section provides a brief overview of
the leading world producers and exporters of apparel.

U.S. INDUSTRY PROFILE

TheU.S. apparel industry comprises establishmentsthat were classified in the Standard Industrial
Classification (SIC) system under SIC 22, Textile Mill Products, and SIC 23, Apparel and Other
Finished Products.® Firmsin SIC 22 are knitting millsthat produce knitwear, such as underwear,
swesters, and hosiery, directly from yarn or from fabric knit in the same mill. Firmsin SIC 23
make apparel by cutting and sewing purchased materials. The knitting mills and cut-and-sew
firms consist of (1) manufacturers, who design, produce, and market apparel; (2) jobbers, who
design and market apparel but contract out its production; and (3) contractors, who cut and sew,
or otherwise process, materials owned by others.

The U.S. apparel industry comprises about 18,000 establishments, most of them small. Just over
60 percent of the establishments have fewer than 20 workers; only 10 percent employ 100 or
more.* In general, the small establishments make afew garment styles for niche markets, while
the larger firms tend to produce a wider range of goods for different market segments. The
apparel industry islocated throughout the country, particularly inrural communitieswhereit often

2 U.S. International Trade Commission, Industry & Trade Summary: Apparel, USITC
publication 2853, Jan. 1995.

% The SIC was replaced by the North American Industry Classification System (NAICS)
beginning with 1997 industry data. Apparel is provided under NAICS subsector 315, Apparel
Manufacturing. See Executive Office of the President, Office of Management and Budget, North
American Industry Classification System, United States, 1997 (Lanham, MD: Bernan Press,
1998).

4 Based on 1996 data of the U.S. Bureau of the Census, County Business Patterns
1996—United States, Nov. 1998, found at Internet address
http://www.census.gov/prod/www/abs/cbptotal .ntml, retrieved Jan. 5, 1999.
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isamajor source of economic activity.® A large number of mostly small, fashion-oriented firms
arein major metropolitan areas such asNew Y ork City and Los Angeles, to be near retail markets
and labor pools.

Theappard industry isahighly fragmented sector in which concentration isrelatively low overall.
Concentration is significant in several major segments, however. In the U.S. jeans market, for
example, VF Corp. (Lee, Wrangler, Rustler, and Britannia brands) and Levi Strauss & Co.
supplied about one-half of retail sales by quantity in 1995-96.° For underwear, Sara Lee Corp.
and Fruit of theLoom, Inc., account for dightly more than two-thirds of the U.S. market for men’s
and boys underwear and about one-half of the market for women’s and girls' underwear.” Sara
Lee aone supplies one-half of the market for sheer hosiery and one-third of that for brassieres.

Entry barriersintheapparel industry generally areminimal, giventhelimited capital requirements,
ready access to production equipment, and broad availability of raw materials. Moreover, the
large and fragmented structure of the U.S. retail sector provides opportunitiesfor new and smaller
producers to develop niche markets. However, entry costs can be relatively high in market
segments where import penetration is significant and where U.S. apparel firms have forged close
working relationships with major retailers and adopted new technologies and flexible
manufacturing systems to reduce costs and respond quickly to retailer needs and changing
fashions.

The production of most garments remains labor-intensive, largely because of the difficulty in
automating most sewing functions. Labor intensity in the U.S. apparel industry, as measured by
the ratio of total labor costs to value added, was estimated at 32 percent in 1997, down from 36
percent in 1993 (table 1), but well above the 23-percent mark for all manufacturing in 1997. In
addition, productionjobsaccounted for 82 percent of apparel employment in 1997, compared with
about two-thirds for al manufacturing. Apparel production jobs usually require few skills;
therefore, firmsin the industry generally pay relatively low wages. The average hourly wage for
apparel production workers ($8.25) was only 63 percent of that for all manufacturing workersin
1997. Apparel firms in some areas of the country reportedly are having difficulty finding

® The largest-producing States in terms of 1997 apparel employment (SIC 23) are California
(160,200 employees), New Y ork (87,800), Texas (58,400), North Carolina (51,500), and
Pennsylvania (41,100). See U.S. Bureau of Labor Statistics, “ State and Area Employment,
Hours, and Earnings,” found at Internet address http://stats.bls.gov/790home.htm, retrieved Dec.
17, 1998.

® Levi Strauss Associates Inc. (now Levi Strauss & Co.), “ Schedule 13E3/A” (report to the
U.S. Securities and Exchange Commission (SEC)), Mar. 13, 1996, found at Internet address
http://www.sec.gov/Archives/edgar/data /778977/0000950130-96-000831.txt, retrieved Sept. 18,
1998. According to recent trade reports, Levi Strauss accounted for 14.8 percent of the U.S.
jeans market in October 1998 and VVF Corp. accounted for 26.1 percent of the jeans market in the
fourth quarter of 1998. See DNR (Daily News Record), Miles Socha, “Sagging Sales of Flagship
Brand Cut Levi’s Revenues,” Feb. 17, 1999, p. 16, and Thomas Cunningham, “Jeanswear Helps
VF Corp. Exceed Wall Street Expectations,” Feb. 10, 1999, p. 1.

" Market share data for Sara Lee and Fruit of the Loom are from Sara Lee Corp., 1998
Annual Report, pp. 32-35, and Fruit of the Loom, Inc., “Form 10-K/A” (report to the SEC), Aug.
7,1998, p. 2. Saralee sapparel brands include Hanes, Hanes Her Way, Champion, Playtex,
Bali, and L’ eggs.



semiskilled labor at current wage levels because of higher wages and greater employment
opportunities in other industries.®

Table 1
Structure of the U.S. apparel industry, 1993-97
Iltem 1993 1994 1995 1996 1997
Establishments (number) ... ................ 18,281 18,189 18,077 117,800 117,600
Employees (1,000) . . ........... . 989 974 936 864 813
Production workers (1,000) . . .............. 829 815 776 708 664
Value of shipments? (million dollars):
Nominalvalue ............ .. .. ......... 53,739 54,991 55,316 54,663 54,990
Constant 1993 value . . ................... 53,739 54,881 54,877 53,855 53,806
Production index (1992=100)° ............... 102.4 106.3 107.1 104.7 102.8
New capital expenditures (million dollars)® . . . . . .. 961 1,091 1,187 964 1950
Capacity utilization (percentage)® .. ........... 86 85 79 80 180
Multifactor productivity (1992=100)% ... ........ 99.3 99.4 100.3 98.9 1100.6
Wages per hour (dollars)® .................. 7.09 7.34 7.64 7.96 8.25
Labor costs/value added (percentage)® ........ 35.8 34.2 335 325 31.8

1 USITC staff estimates.

2 USITC staff adjusted reported shipment data to eliminate double counting of contract receipts reported as
shipments by both the contractors and the firm for which the work was done. Such contract receipts account for
roughly 13 percent of annual shipments (based on 1992 Census of Manufactures).

3 Covers all of SIC 23.

Source: Compiled from official statistics of the U.S. Bureau of the Census, 1996 Annual Survey of Manufactures, and
selected back issues, and Survey of Plant Capacity: 1996; U.S. Bureau of Labor Statistics, Employment and Earnings
and Multifactor Productivity in U.S. Manufacturing and in 20 Manufacturing Industries, 1949-1996, Apr. 1998; and Board
of Governors of the Federal Reserve System, Federal Reserve Statistical Release: Industrial Production and Capacity
Utilization, Oct. 16, 1998, and back issues.

Asaresult of concern about working conditionsin the apparel industry, President Clintonin April
1997 announced an agreement among industry, labor, consumer, and human rights officials (the
Appard Industry Partnership) on avoluntary code of conduct intended to uphold workers' rights
in the United States and abroad.® The Apparel Industry Partnership Agreement contains a
workplace code of conduct that includes a guaranteed minimum or prevailing industry wage, a
maxi mum 60-hour work week, and aprohibition against child labor—that is, empl oyment of those
under 15 years of age in most countries. Participating firms agree to not only voluntarily adopt
the workplace code of conduct, but also require their U.S. and overseas contractors to adopt it.
The agreement contains standards for monitoring compliance of firms and their contractors. In
November 1998, the Apparel Industry Partnership released a preliminary agreement designed to
abolish sweatshop practices in the United States and abroad.*°

8 Officials of several U.S. apparel producers, interviews by USITC staff, Alabama, Florida,
and Georgia, Aug. 4-7, 1998.

° Information in the paragraph is from the United States Information Agency, “ Transcript:
Clinton Lauds New Partnership on Labor Standards” and “ Text: White House Fact Sheet on
Apparel Code of Conduct,” Apr. 14, 1997, and “ Text: Clinton Praises Anti-Sweatshop
Preliminary Agreement,” Nov. 3, 1998, found at Internet address
http://pdg2.usia.gov/scripts/cqcgi.exe/ @pdqgtest1.env, retrieved Jan. 5, 1999.

19 1n September 1998, the American Apparel Manufacturers Association (AAMA), whose
members account for 85 percent of all apparel sold at wholesale in the United States, introduced

(continued...)



Recent Trends

The apparel industry’s share of U.S. gross domestic product (GDP) remained unchanged at 0.4
percent during most of the 1993-97 period. However, its share of U.S. manufacturing GDP fell
from 2.4 percent in 1993 to 2.0 percent in 1996 and 1997. The apparel industry had the highest
attrition rate in the U.S. manufacturing sector during 1993-97, although the industry failure rate
had declined during the period. Preliminary datafor 1997 show that the “failure rate per 10,000
listed concerns” was 136 for the apparel industry, compared with 80 for all manufacturing;
however, the attrition rate for the apparel industry was down from 191 in 1993.

Theapparel industry achieved gainsin shipments, profitability, and productivity during 1993-97,
but incurred a decline in employment (tables 1 and 2). These changes partly reflected U.S.
producers investments in new technologies, adoption of flexible manufacturing systems, and
growing use of assembly operations in the Caribbean countries and Mexico. Employment in the
apparel industry fell by 18 percent during 1993-97 to 813,000 workers, or 4.4 percent of U.S.
manufacturing employment in 1997. At its peak in 1970, the apparel industry employed 1.4
million workers, or 7.0 percent of the U.S. manufacturing work force. U.S. producers apparel
shipments grew by an average annual rate of lessthan 1 percent during the period, to an estimated
$55 hillion. The growth resulted mainly from larger shipments of garments that were assembled
in the Caribbean countries and Mexico from components cut to shape in the United States.

The apparel industry’s profitability improved in 1997, following little change during 1994-96, a
period marked by duggish demand for women’ sapparel and rising raw materia prices(cotton and
polyester). Theindustry’ sreturn on saleswas|ower than that for all manufacturing, but itsreturn
on assets, invested capital, and stockholders' equity were generally higher. Thisdifference partly
reflected the relatively lower capita requirements of the apparel industry.

Total factor—or multifactor—productivity inthe U.S. apparel industry is estimated to haverisen
by 1.3 percent during 1993-97 (figure 1).*> The estimated increase in labor productivity of 15.5
percent during the period morethan offset estimated declines of 3.6 percent in capital productivity
(output per unit of capital employed) and 1.8 percent in material productivity. Asaresult, labor’s
share of total factor costsfell from 33.6 percent in 1993 to about 32.0 percent in 1997 (figure 2).3

10(...continued)
its “Responsible Apparel Production Program,” a plan aimed at improving working conditions in
the apparel industry worldwide. Information on the plan is available on AAMA’s web site,
http://www.AmericanApparel.org/AAMA_Industy_News.html.

1 The Dun & Bradstreet Corp., “Business Failures by Industry,” facsimiles of tables, July 23,
1998, and Nov. 9, 1998.

2 U.S. Bureau of Labor Statistics (BLS), Office of Productivity and Technology, Multifactor
Productivity in U.S. Manufacturing and in 20 Manufacturing Industries, 1949-1996, Apr. 1998;
datafor 1997 are estimated by USITC staff.

2 Inits Annual Report 1997, Russall Corp. provides a breakdown of the components of each
salesdollar: Labor, 33.0 percent; raw materials, 26.5 percent; utilities, supplies, and services,
24.9 percent; interest and depreciation, 8.0 percent; profits, 4.4 percent; and taxes, 3.2 percent.

6



Table 2

Profitability ratios:* Apparel and all manufacturing, 1993-97

(Percent)

Iltem 1993 1994 1995 1996 1997
Return on sales:

Apparel ... 5.0 5.0 4.8 4.8 6.6

All manufacturing . .......... .. . . . . 6.0 7.4 7.6 7.4 7.6
Return on assets:

Apparel ... 9.7 9.4 8.0 8.7 12.4

All manufacturing . ........... . . . . 6.3 8.0 8.3 7.9 8.0
Return on equity:

Apparel ... 255 23.3 20.2 2538 35.5

All manufacturing . .......... .. . . . 17.3 21.6 216 205 20.4
Return on invested capital:?

Apparel ... 14.9 14.0 11.7 126 18.2

All manufacturing . ........... . . . . 8.3 10.7 111 10.6 10.7
Long-term debt/net worth:

Apparel ... 59.9 51.1 55.7 84.4 77.1

All manufacturing . ........... . . . . 62.4 57.9 55.2 53.0 50.3

! Calculated on operating income.
2 Net fixed assets plus net working capital.

Source: U.S. Bureau of the Census, Quarterly Financial Report for Manufacturing, Mining, and Trade Corporations,
Fourth Quarter 1997, and various back issues.

Capital expenditures on new plants and equipment in the U.S. apparel industry remained fairly
stable at about $1.0 billion ayear during 1993-97 (table 1), up from an annual average of $752
million during 1988-92. Capital spending generally accounted for lessthan 2 percent of industry
shipmentsfigures 1 & 2 during 1993-97, compared with about 3 to 4 percent for both the textile
mill industry and all manufacturing. AccordingtotheU.S. Bureau of the Census, capital spending
per worker averaged $1,327 in the apparel industry in 1996, compared with $5,451 in the textile
mill industry and $11,450 for all manufacturing. The relatively low level of capital spending in
the apparel industry largely reflects the fragmented structure of the industry, frequent changesin
fashion, difficulty in automating many sewing operations, and concern over import competition.

Foreign direct investment (FDI) in the U.S. apparel industry fluctuated widely during 1993-97,
ranging from ahigh of $1.1 billion in 1995 to alow of $773 millionin 1996.* In 1997, FDI in
the apparel industry totaled aimost $1.1 billion, or 0.4 percent of total FDI in U.S. manufacturing.
U.S. affiliates of foreign firms accounted for 4.7 percent (41,000 empl oyees) of total U.S. apparel
employment in 1996, down from 5.7 percent (57,000) in 1994.%

14 U.S. Department of Commerce, Bureau of Economic Analysis (BEA), “Foreign Direct
Investment in the United States: Detail for Historical-Cost Position and Related Capital and
Income Flows, 1997,” Survey of Current Business, Sept. 1998, p. 108.

> BEA, “Foreign Direct Investment in the United States: New Investment in 1997 and
Affiliate Operationsin 1996,” Survey of Current Business, June 1998, p. 51.
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Figure 1
Apparel: Factor productivity indexes, 1993-97
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Source: U.S. Bureau of Labor Statistics, Office of Productivity and Technology, Multifactor Productivity
in U.S. Manufacturing and in 20 Manufacturing Industries, 1949-1996, Apr. 1998. Data for 1997 are
estimated by USITC staff.

Figure 2
Apparel: Factor shares (factor cost divided by the value of production), 1993 and 1997

Materials 43.9% Materials 45.6%

Energy 1.4% Energy 1.4%

Capital 9.1% Capital 8.0%
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1993 1997

Source: U.S. Bureau of Labor Statistics, Office of Productivity and Technology, Multifactor Productivity in U.S.

Manufacturing and in 20 Manufacturing Industries, 1949-1996, Apr. 1998. Data for 1997 are estimated by USITC
staff.



Competitive Strategies

The U.S. apparel industry faces intense competitive pressures in the domestic market. These
pressures reflect not only the large number of suppliersin the market, but also the confluence of
rising import penetration, growing buying power of large retailers, and changing consumer
preferences. Imports now supply dightly more than one-half of the domestic apparel market and
are likely to continue to grow as U.S. import quotas are gradually eliminated (see “U.S. trade
measures’ for further information). A growing concentration of retail sales among afew large
retailers has enhanced the bargaining power of these retailers in negotiating prices and other
contract terms with suppliers.® Producer prices for apparel rose by an average of 2 percent
during 1993-97, compared with an increase of almost 6 percent for al finished goods.” In
addition, largeretailers have become competitors of apparel producers, performing such functions
as product design and arranging for garment production.

Consumer attitudes about shopping have been changing during the 1990s, partly reflecting an
aging population, changing lifestyles, and growing demands on the time and financial resources
of many households.® Consumers have been shopping less than in the past and shifting their
purchases from department and specialty stores to discounters that offer a wide array of
competitively priced goods.™ Inaddition, many consumers haveremained highly val ue-conscious.
However, no matter how they perceive value, whether in terms of product quality and selection,
fashion timeliness, customer service, shopping convenience, or attractiveness of stores, the price
of apparel has been a mgjor influence on the buying process. Apparel prices a the retail level
declined by almost 1 percent during 1993-97, compared with an increase of 11 percent for al
consumer goods.”

To sharpen their competitive edge, many U.S. apparel producers have (1) restructured operations
to reduce costs and focus more on marketing, (2) expanded global sourcing, including the use of

6 Karen J. Sack, Standard & Poor’s, “Consumers Alter Shopping Habits,” Retailing: General
(Industry Surveys series), Feb. 5, 1998. The report states that “[t]he consolidation that has
characterized department store retailing over the past two decades continues unabated. The top
10 department store chains now account for almost one-third of U.S. department store sales.”
Another report states that the 10 largest retailers account for 68 percent of department, chain,
discount, and specialty store sales overall. See Philip Black, editor, The Apparel Strategist, Sept.
1998, found at Internet address http://www.apparel strategist.com/form.html, retrieved Jan. 11,
1999.

7 BLS, “Producer Price Index—Commodities,” found at Internet address
http://146.142.4.24/cgi-bin/ surveymost, retrieved Jan. 5, 1999.

8 The Standard & Poor’s report states that “[a] fundamental shift in consumers’ attitudes
toward spending, value, and the attractiveness of traditional retail outlets has taken place in the
1990s. . . . [i]n the 1980s, style was paramount; in the 1990s, value carries the day.”

1 Based on data attributed to Management Horizons (a division of Price Waterhouse) in the
Standard & Poor’ s report, the number of trips that consumers take to the shopping mall in a
month has fallen by more than 50 percent since the early 1990s. Another report states that
consumers are shopping for apparel for themselves only about 3 hours per month, which is 1.3
hours less each month than in 1995. See Kurt Salmon Associates (KSA), Atlanta, GA,
Consumer Outlook ‘98, 1998, p. 1.

2 BLS, “Consumer Price Index—All Urban Consumers,” found at Internet address
http://146.142.4.24/ cgi-bin/dsrv, retrieved Dec. 31, 1998.
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assembly operations in the Caribbean countries and Mexico, and (3) adopted “quick response’
manufacturing, marketing, and distribution systemsto respond more quickly to retailer needs and
changing fashions. A discussion of these strategies follows. Thisdiscussion is supplemented by
information on strategies of selected, large apparel producers and marketers, which was obtained
primarily from company annua reports and submissions to the U.S. Securities and Exchange
Commission (e.g., Form 10-K reports) and which is summarized in tabular form in appendix A.
Most of these firms expanded their sales faster than the overall growth in the domestic apparel
market during 1993-97 (table 3). Factors enabling the firms to gain market share include
devel opment of marketabl e brand namesand concomitant consumer loyalty, formation of strategic
alliances with large retailers, investment in “quick response” manufacturing and distribution
systems, and a shift to sourcing abroad for some or most of their product mix. Moreover, large
firms generally have the capability to commit to large ordersfrom the mgjor retailers, carry more
inventory to respond quickly to retailer needs, and source efficiently on a global basis®

Table 3

Apparel: Annual sales of major apparel firms, 1993 and 1997
Percentage
change
Firm 1993 1997 1997/93

)))) Million dollars ))))

Saralee CorP. ... 6,098 7,482 22.7
Levi Strauss & Co., INC. . .. ..o 5,893 6,900 17.1
VF COrporation . .. ... 4,320 5,222 20.9
Liz Claiborne, INC. . . . .. oo 2,204 2,413 9.5
Fruit of the Loom, INC. . . ... .. 1,884 2,140 13.6
Kellwood Co. .. ... e 1,203 1,782 48.1
Warnaco Group, INC. . .. 704 1,436 104.0
Jones Apparel, INC. ... ... . . 541 1,387 156.3
Phillips-Van Heusen Corp. . . ..o v ittt e 1,152 1,350 17.1
RUSSEI GO, o oottt 931 1,228 32.0
Oxford Industries, INC. . . .. .. .. 625 775 24.0
Hartmarx Corp. . .. .o e 732 718 -1.9
Tommy Hilfiger Corp. . . .. ... 227 662 191.6
TUEX COMP. . o 534 651 21.9
Nautica Enterprises, INC. . ... ... i 193 485 151.3
Oshkosh B’Gosh, INC. . ... .. 340 400 17.7
Total above . . ... e 27,581 35,031 27.0
U.S. market! ..o 87,251 95,637 9.6

! Value of domestic shipments plus landed duty-paid value of imports adjusted for “9802" imports and exports.
Note.—Fiscal year ends as follows: Fruit of the Loom, Russell, Tultex, VF Corp., Jones Apparel, Liz Claiborne,
Oshkosh B'Gosh, and Warnaco, Dec. 31; Oxford, May 31; Phillips-Van Heusen, Jan. 31; Tommy Hilfiger, Mar. 31;
Sara Lee, June 30; Hartmarx, Levi Strauss, Nov. 30; Nautica, Feb. 28; and Kellwood, Apr. 30.

Source: Annual Reports and The Value Line Investment Survey, 1998.

2L Levi Strauss Associates Inc., “ Schedule 13E3/A.”
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Restructuring Activities

A number of U.S. apparel producers have been restructuring operations through consolidation of
production, divestiture of noncore product lines, mergers, and acquisitionsin an effort to reduce
costs, gain market share, and widen channels of distribution. Firms have also been restructuring
in order to shift their focus from manufacturing-driven to consumer- or marketing-driven
operations, and using contractors to make garments to their specifications (“outsourcing”).
Among the major restructurings occurring recently is Sara Lee's plan to sdll its vertical
manufacturing assets. In September 1997, Sara L ee unveiled its program of “de-verticalization”
to create a firm that is less vertically integrated, owns fewer fixed assets, and uses knowledge-
based skills to develop and market its goods. As part of this program, Sara Lee announced the
divestiture of ninetextile operationsrelated toitsU.S. knit apparel operations, so that it can focus
more on product development and marketing.?? Similarly, Russell Corp. is restructuring its
operations to focus on consumer marketing and expand offshore manufacturing; it closed two
domestic sewing plantsin June 1997 and is expanding operations in the Caribbean countries and
Mexico. Levi Strauss closed 12 U.S. facilities during 1998, eliminating 38 percent of its
production capacity in North America; it will expand its focus on consumer marketing.

Firmshave aso acquired or devel oped new brand namesto complement existing product linesand
have extended their existing brand names into new product categories. For example, VF Corp.
acquired Bestform Group, aleading producer of intimate apparel, to augment offshore sourcing
in Asia, and acquired Britannia Sportswear Ltd. from Levi Strauss to expand its presence in the
mass merchandise market. In December 1998, Kellwood announced the signing of agreementsto
acquire Koret of California, Inc., which will broaden its range of moderate price points in
women's sportswear, and Fritzi California, which will enableit to tap into the juniors’ and girls
sportswear market.

A few firms have integrated forward into retailing to gain more control over their business and to
seek sales growth, while others have shed or scaled back their retail operations. Levi Strauss
implemented a 5-year plan during the mid-1990s to establish 100 Original Levi’s Stores and 45
Dockers Shops in the United States as part of its effort to enhance the image and value of the
Levi’sand Dockers brands.* Oshkosh B’ Gosh expanded itsretail channels by adding company-
owned stores and now operates 119 domestic Oshkosh B’ Gosh branded stores, including 111
factory outlet stores. Other firms have scaled back or eliminated their retail operations, such as
Hartmarx Corp. and Phillips-Van Heusen Corp.

Globalization

U.S. direct investment abroad in the apparel sector rose continuoudly from $971 million in 1993
to a preliminary estimate of $1.3 billion, or 0.5 percent of total U.S. direct investment abroad

2 |nits 1998 Annual Report, Sara Lee states that “[t]he combined forces of globalization and
technological change require us to move to this new horizontal structure. In many industries,
these trends have led to alevel of functional specialization that makes vertically integrated
companies increasingly vulnerable to new and vigorous competition in today’ s marketplace.”

% Levi Strauss Associates Inc., “ Schedule 13E3/A,” p. 27.
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for manufacturing, in 1997.* A magjor portion of U.S. apparel foreign investment is in the
Caribbean countries and Mexico, where U.S. apparel producers have greatly expanded their use
of production-sharing operationsduring the 1990sto reduce costs.”® The Caribbean countriesand
Mexico offer competitively priced labor to perform sewing tasks, and their proximity to suppliers
and marketsin the United States enables U.S. producers to maintain greater management control
over production and assembl e apparel therein atime-sensitive, market-driven manner. Moreover,
these countries benefit from preferential access to the U.S. market for apparel assembled from
U.S. components (see “U.S. imports’ for information on the preferential market access). By
moving assembly operationsto Mexico and the Caribbean countries, U.S. firmsare better ableto
compete in the U.S. market because they can save in labor costs and obtain quicker turnaround
than those firms that import from Asia.

Under production-sharing arrangements set up in the Caribbean countriesand Mexico, U.S. firms
ship garment pieces there for sewing, the most labor-intensive stage of production, and re-import
the assembled garments for sale in the domestic market.”® U.S. firms have achieved a high level
of efficiency in assembling apparel in these countries, particularly for garmentswhose production
involvesstandardized runs, simpletasks, and few styling changes. Morerecently, U.S. firmshave
expanded production sharing to garments requiring higher levels of production flexibility and
sewing skills in an effort to cut costs.

The growing use of offshore operationsin Caribbean countries and Mexico has also spurred sales
of U.S. fabricsor, at least, helped offset reduced domestic demand for apparel fabrics. U.S. firms
exported $7.2 billion worth of garment partsfor assembly in 1997, and almost al of these exports
went to the Caribbean countries ($4.1 billion) and Mexico ($2.8 billion). The offshore operations
generally use U.S. fabrics to qualify for tariff and quota preferences given to apparel assembled
in the region from U.S.-origin fabric pieces. U.S. apparel producers, along with their domestic
fabric suppliers, likely will further develop an integrated production base in the Caribbean
countries and Mexico to remain competitive in the domestic market. The skill- and capital-
intensive operations such as product design, fabric production, marketing, and distribution will
likely remain in the United States, while the labor-intensive assembly operations will likely
continue to move to the Caribbean countries and Mexico.

2 Datarepresent the U.S. direct investment position abroad on a historical-cost basis, as
published in BEA, Survey of Current Business, “U.S. Direct Investment Abroad: Detail for
Historical-Cost Position and Related Capital and Income Flows, 1997,” Oct. 1998, p. 154, and
“U.S. Direct Investment Abroad: Detail for Historical-Cost Position and Related Capital and
Income Flows, 1996,” Sept. 1997, p. 146.

% The AAMA states that labor shortages in some areas of the United States are contributing
to the growing use of offshore production by U.S. apparel firms. In a 1995 survey of its
members, the AAMA found that nearly one-half of the respondents were “unable to attract an
adequate labor supply.” See NAFTA testimony of Larry K. Martin, AAMA president, “For The
Record - 1997,” before the House Committee on Ways and Means, Sept. 11, 1997, found at
Internet address http://www.AmericanApparel .org/AAMA_Industry _News.html, retrieved Dec.
18, 1998. For adiscussion of tariff advantages for production-sharing imports entering under
heading “ 9802" of the Harmonized Tariff Schedule of the United States (HTS)), see“U.S.
Imports.”

% The AAMA estimates that 15 new apparel jobs are created in the United States by every
100 jobs created in Caribbean countries and Mexico, in addition to the many other U.S. jobs it
maintains in the textile, transportation, and other industries. See NAFTA testimony of Larry K.
Martin.
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U.S. producers, along with retailers, also import apparel from East Asia, especially goods
requiring more sewing and construction, complex operations, and detailed work.?” East Asiahas
competitively priced labor and, in some cases, access to less expensive fabrics.?® Although some
U.S. firms have set up plantsin East Asia, most of their apparel imports from the region come
from Asian-owned plants. An established infrastructure exists in East Asia to provide “full
package” imports to U.S. buyers, including product development, fabric sourcing and cutting,
garment sewing, quality control, tradefinancing, and logisticsarrangements. Oneindustry source
stated that the average cost of full packageimportsfrom East Asiais 15 to 25 percent lower than
domestic costs and that it is cheaper to import men’s dacks from East Asiathan it isto source
them from the Caribbean countries or Mexico under production-sharing programs.*® However,
importsfrom East Asiainvolvelonger lead times,* market risks, logistical uncertainties, and tied-

up capital.

Quick Response Programs

Changing fashions and retailer requirements are creating pressure among apparel suppliers to
reduce the “time to market” for their goods. This presents both a challenge and an opportunity
for U.S. apparel producers to maximize their inherent advantages of market proximity and
efficient responsetoretailer needs. Although technology hasimproved productivity in the apparel
industry, it has not enabled U.S. apparel producers to compete with low-wage countries on price.
The competitive strength of U.S. producers lies in their ability to improve product quality and
develop market niches, popular brand names, and quick response to changes in market demand.

An unknown but believed-to-be-growing number of mostly larger U.S. apparel producers have
invested in new manufacturing and informati on technol ogies and adopted new production methods
to reduce costs and improve their ability to respond more quickly to retailer needs and changing
fashions.** Among the technol ogies adopted by producers are quick response (QR) systems that
use computers to speed the flow of goods, services, and information between segments of the
apparel supply chain, linking producers with suppliers and retailers. Apparel producers use
electronic datainterchange (EDI) technol ogy to exchangeinformation electronically with retailers
and raw materia supplierson purchase orders, inventories, and in-transit shipments. In addition,
apparel producers with QR and EDI capabilities have the opportunity to gain quicker access to
point-of-sale (POS) data on consumer purchases (e.g., garment style, fabric, color, and size),
which many retailers collect by scanning merchandise bar codes at the point of sale. With daily
or weekly access to the retail sales data, apparel producers can adjust production schedules to
meet the needs of their retail partnersand direct production into garment lineswith strong demand.

%" Peter Chan, “Specia Report: Sourcing - Asiaz Down, But Not Out,” Bobbin, Nov. 1998,
p. 33.

% | evi Strauss Associates Inc., “ Schedule 13E3/A,” p. 31.

» Official of Oxford Industries, interview by USITC staff, Atlanta, GA, Aug. 5, 1998.

% For |leading branded women's apparel firms, orders for imports from Asia are placed 35
weeks ahead of delivery, compared with 35 days for “9802" firms doing business with Mexico
and the CBERA countries. See Prudential Securities Inc. (New York, NY), “Business Services
and Consumer Textiles and Apparel,” Global Equity Research, Future 1998 Shocks, Mar. 9,
1998.

% Inan annual survey of U.S. producers and retailers of apparel and other soft goods,
conducted in late summer 1997, survey respondents intended to give information technology high
priority in their capital spending for 1998. See KSA, ““Soft Goods Outlook for 1998.
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A number of mostly large U.S. appardl firms have formed “strategic alliances’ with their retail
customers in an effort to enhance their competitive position. Facilitated by investments in new
technologies, these apparel firms conduct collaborative planning with retailers and provide them
with inventory management services and automatic replenishment of inventorieswhen they fall to
specified levels. For example, Wal-Mart Stores and Sara Lee are developing a planning,
forecasting, and replenishment pilot project to share information about products that are selling
best, theitemsthat are to be promoted during special salesevents, and productsthat areto receive
greater exposure on the salesfloor.® Firmsare also planning to adopt enterprisewideinformation
systemsto optimize production, react promptly to retail salesduring key selling seasons, and fine-
tune distribution to retail stores.® Firmsareincreasing their use of in-store “shop” presentations
to influence the way their products are presented at the retail level; they assist retailers in
displaying productsin amanner intended to enhancethe product’ simage and promote quality, and
present a consistent brand message to the consumer.

A number of U.S. apparel producers are also providing retailers with floor-ready merchandise
(FRM).** FRM shifts processing of merchandise preparation for stores from the retailer to the
apparel supplier, including pricing, UPC bar code tickets, hangers, security tags, and packing.
FRM shortens the distribution cycle from apparel supplier to store shelf, increases accuracy in
shipments, reduces total distribution costs, and improves in-stock positions. However, FRM
entails significant changes to the distribution operations and information systems of both apparel
suppliers and retailers. A group of apparel producers, marketers, and retailers have developed
voluntary standards for ticket characteristics, information placed on tickets, carton labeling
options, flat packing, hanger attachment, packing information placement, and data
communications.

Technology-based QR programs require new structural forms of production to make small,
recurring lots of various styles. QR techniques necessarily differ from the traditional bundle
system, which can lead to inconsistent quality and delays between stepsin the production cycle.
One flexible system gaining acceptance is modular manufacturing, in which small teams of
workers produce an entire garment. Modular manufacturing enables producersto cut production
schedules from a monthly to a weekly basis, alowing more flexibility in production and less
inventory of finished goods. Because garments are continually moving through the group, the
variousinventory levels—materia's, work-in-process, and finished goods—are kept toaminimum.
With greater employee input and coordination throughout the manufacturing cycle, quality is
generaly more consistent. Production lots tend to be much smaller and so choicesin style and
fabric can be greater, enabling producers to expand product diversification and differentiation.

% Sharing of critical sales and forecasting information electronically is expected to foster
stronger retailer-supplier relationships and greatly improve in-stock positions of retailers. See'Y.
Jeanette Hye, “Wal-Mart, Sara Lee Near Completion of CPFR Pilot Project,” DNR (Daily News
Record), Apr. 22, 1998, p. 12.

% See, for example, VF Corp., 1997 Annual Report.

% Information on FRM in the paragraph is from KSA, “KSA Reprint: Logistics—Floor-
Ready Merchandise IsaWin-Win,” Mar. 1996, found at Internet address
http://www.kurtsalmon.com/KSA _library/libraryindex.html, retrieved Dec. 31, 1998.
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Government Regulations

TheU.S. Consumer Product Safety Commission (CPSC) amended the flammability standardsfor
children’s deepwear effective January 1997, to allow the use of “snug-fitting” untreated cotton
sleepwear and cotton sleepwear for infants 9 months and younger. The CPSC found that many
parents were using loose-fitting cotton T-shirts and long underwear as sleepwear, rather than
flame-retardant deepwear. The CPSC found that snug-fitting sleepwear islesslikely to comeinto
contact with an ignition source and burn.

In August 1998, the CPSC issued a notice to the trade about factors that it considersin deciding
whether to seek civil penalties for violations of the Standard for the Flammability of Clothing
Textiles, which appliesto all adult and children’ s apparel other than children’ s dleepwear, which
must meet more stringent flammability standards.®® The notice was issued in response to more
than 20 recallsof flammableapparel since August 1994; it providesinformationto help producers,
importers, distributors, and retailers of fabrics and garments comply with the flammability
standards.*

U.S. MARKET

Consumer Characteristics and Factors Affecting Demand

U.S. consumer spending on apparel has grown faster than overall consumer spending in recent
years. Personal consumption expenditures on apparel grew by an average annual rate of 5.5
percent in real terms (adjusted for inflation) during 1993-97, compared with a2.8-percent rate for
consumer spending overall.®” Asaresult, apparel’s share of real consumer spending rose by 0.5
percentage point to 5.1 percent in the period.

The growth in consumer apparel spending during 1993-97 partly reflected favorable economic
conditions, including agrowing economy, rising incomes, adeclining unemployment rate, and low
inflation. Real disposable persona income rose by 10.2 percent during the period, while the
unemployment ratefell from 6.8t0 4.9 percent.® Asaresult, consumersfelt more confident about
the economy, as evidenced by the Index of Consumer Sentiment, which rose at an average annual
rate of 5.7 percent during 1993-97.%

% CPSC, “Policy Statement—Reasonable and Representative Testing to Assure Compliance
with the Standard for the Flammability of Clothing Textiles,” Federal Register (63 F.R. 42697),
Aug. 11, 1998, p. 42697.
% CPSC official, electronic mail to USITC staff, Dec. 21, 1998.
8 BEA, Survey of Current Business, Aug. 1998, p. 53.
% BEA, Survey of Current Business, Sept. 1998, pp. D-39 and D-40, and selected back issues.
% The Index of Consumer Sentiment (prepared by the University of Michigan, Survey
Research Center, Surveys of Consumers) measures consumers assessments of their personal
(continued...)
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Favorable demographics also spurred demand for apparel during 1993-97. Significant growth
occurred in the number of households headed by personsin the 35-54 age group, who generally
areintheir peak earning yearsand are major apparel consumers. From 1993 to 1997, the number
of households headed by that age group rose by 11.1 percent, compared with a 5.6-percent gain
in the total number of households. Incomes of households in that age group were 33 percent
higher than the overall household average of $37,000 in 1997. Households with annual incomes
of more than $60,000 accounted for 40 percent of retail salesvolumein 1997, up from 32 percent
in 1993.%° Apparel demand likely will be affected by the anticipated changesin the makeup of the
U.S. population, which is projected to grow by 6 percent from 270 million in 1998 to 286 million
in 2005.** The 45-64 age group is expected to show the greatest population increase—24
percent—of all age groups. With an aging population, the focus of consumerslikely will be less
on fashion and more on comfort and function, thereby spurring demand for casual clothing.

Asnoted inthe U.S. industry section of thisreport, the price of apparel has been amajor influence
on the consumer buying process. This focus on price is evident from the recent downward
pressure on retail prices. The Consumer Price Index (CPI) for apparel, after rising by 16 percent
during 1988-93, declined by 1.5 percent during 1993-96, before rising by almost 1 percent in
1997.%> Most of the price decline during 1993-96 was accounted for by women’ sapparel. Men's
apparel pricing fared somewhat better, partly because of “the pricing leverage enjoyed by the big
men’s wear brands and their rapid growth, and the success of some of the men’'s specialty
chains.”* The apparel priceincreasein 1997 partly reflected better retail inventory management
and replenishment, more disciplined pricing of brand-named goods, and closer tracking of
consumer demand.*

Consumersoften look for product valuein brand names, both manufacturers’ national brandsand
retailers private labels. The share of the apparel market accounted for by national brands rose
from 46.1 percent in 1995 to 48 percent in 1997, and the market share for private label brands
grew from 29.5t0 30.1 percent.* Retailers’ private-label goods (e.g., “ Arizona’ jeansof the J.C.
Penney Co. and “Canyon River Blues’ jeans of Sears, Roebuck & Co.) tend to be lower priced
alternatives to the nationally branded goods.*

The consumer focus on vaue has benefited the mass-merchant discount retailers, which offer a
wide array of basic goods at competitive prices, and the direct mail firms (catalog houses), which
offer shopping convenience. The discount outlet stores accounted for 30 percent of total retail

% (...continued)

financial situation, overall economic conditions, and buying attitudes. Facsimile of Surveys of
Consumers, Oct. 15, 1998.

4 Data attributed to the NPD Group Inc., Port Washington, NY, in Standard & Poor’s,
Apparel & Footwear, Industry Surveys Series, Apr. 9, 1998, p. 3.

4 U.S. Bureau of the Census, Resident Population of the United States: Estimates, by Age
and Sex, June 25, 1998, and Mid Series Projections, 2001-2005, by Age and Sex, Mar. 1996.

“ BLS, “Consumer Price Index—All Urban Consumers,” found at Internet address
http://146.142.4.24/ cgi-bin/dsrv, retrieved Dec. 31, 1998.

“ Philip Black, editor of The Apparel Strategist, “1998: The Highs, The Lows & The
Uncertainties,” Bobbin, Dec. 1998, pp. 25-26.

“ KSA, “Soft Goods Outlook for 1998,” Perspective, Nov. 1997, p. 2.

“ NPD Group, Inc., NPD American Shoppers Panel, Port Washington, NY, Oct. 7, 1998.

“ Anindustry survey showed that 67 percent of the people interviewed stated that the quality
of private-label apparel was as good as or better than that of national brands. See KSA,
Consumer Outlook ‘98, 1998, p. 14.
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apparel salesin 1997, followed by speciaty storeswith 22 percent; department stores, 18 percent;
major chain stores, 17 percent; and direct mail firms, 6 percent (figure 3). From 1993 to 1997, the
market shares of the discount and outlet stores and direct mail firms rose by 1 percentage point
each, whilethe shares of the department and specialty storesfell by 1 percentage point each. Sales
of appard (including footwear) over the Internet, athough now small, are expected to grow from
$92 million in 1997 to $322 million by 2000.*

Figure 3
Apparel: Percentage distribution of retail sales, by types of outlets, 1997
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Source: Data attributed to the National Purchase Diary Group, Inc., Port Washington, NY, in ah economic newsletter of
the American Apparel Manufacturers Association (AAMA), “Sizing Up the U.S. Apparel Market - March 1998," Apparel
Industry Trends (Arlington, VA), found on AAMA's web site at Internet address http://Awww.AmericanApparel.org,

retrieved Dec. 10, 1998.

4 Forrester Research Inc., On-line Clothing Industry,
http://grace.wharton.upenn.edu/~opim314/projects OPIM662_HWS5.htm, July 8, 1998.
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Consumption

Apparent U.S. consumption of apparel (U.S. producers’ shipments minus exports plusthe landed
duty-paid value of imports) is estimated to have grown at an average annual rate of 3.5 percent
during 1993-97, to $103 hillion (table 4). The growth in consumption was met by increased
imports, whose share of the domestic market rose by 10 percentage points during the period, to
55 percent.

A large part of the growth in U.S. apparel consumption comprised imports of apparel assembled
in the Caribbean countries and Mexico from garment pieces cut to shape in the United States and
entered under the“9802" tariff provision (see“U.S. imports’ for further information on thistariff
provision). From 1993 to 1997, U.S. imports of such apparel more than doubled to $12.4 billion
(landed duty-paid value) and more than doubled their share of U.S. apparel consumption to just
over 12 percent (figure 4). The share of apparel consumption accounted for by other (non-9802)
imports rose by 5 percentage points to 44 percent, while the share accounted for by U.S.
producers shipments (minus 9802 import shipments) fell by 11 percentage points to 43 percent.

On aproduct basis, the major apparel articles sold domestically are shirts and blouses, followed
by trousers and shorts (table 5). Import penetration differswidely by product type. It averaged
71 percent for sweaters and 60 percent for shirts and blouses in 1997; both product groups are
[abor-intensive and involve the assembly of many components. Slightly more than one-half of the
total vaue of U.S. apparel retail salesin 1997 was intended for women, 30 percent for men, and
17 percent for children and infants.*®

Production

U.S. producers' shipments of apparel rose by an average annual rate of 0.5 percent during 1993-
97 to $55 hillion (table 4). On the basis of the industrial production index, as compiled by the
Board of Governors of the Federal Reserve System, output of apparel and other textile products
(SIC 23) rose by 4.6 percent during 1993-95, and then fell by 4 percent during 1995-97 (table 1).

U.S. apparel producers have greatly expanded their use of assembly operationsin the Caribbean
countries and Mexico. The share of U.S. producers shipments by quantity accounted for by
imports under U.S. production-sharing provisions rose from 22 percent in 1993 to 57 percent in
1997 (table 6). Shirts, blouses, trousers, and underwear showed the greatest growth in U.S.
producers’ shipments under the production-sharing provisions. The assembly of shirts, blouses,
and trousers is labor-intensive, involves standardized runs and few styling changes, and has
predictable consumer demand. Although the assembly of underwear involvesrelatively few steps
and the value added is low, considerable financia incentive exists in assembling underwear
offshore because of the large quantities involved.

“ AAMA, Apparel Industry Trends, Mar. 1998.

4 U.S. producers’ domestic shipments include such garments produced domestically as well
as those imported under the production sharing provisions (“9802"), primarily from Mexico,
Central America, and the Caribbean countries.
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Table 4
Apparel: U.S. producers’ shipments, exports of domestic merchandise, imports for consumption, and apparent consumption,
1993-97

Apparent Ratio of imports
U.S. imports consumption to consumption
Landed
Landed Landed duty-
u.s. U.S. Customs duty-paid Customs duty-paid Customs paid
Year shipments!  exports? value value value value value value
)))))))))))))))NNNNNNNI)) Million dollars ))))) Percent
I00000)))))0000000)))))))))) D))
1993 . 53,739 4,817 33,904 40,522 82,826 89,444 40.9 45.3
1994 54,991 5,468 36,878 43,933 86,401 93,456 42.7 47.0
1995 . 55,316 6,488 39,665 46,816 88,493 95,644 44.8 48.9
1996 ..o 54,663 7,293 41,684 48,763 89,054 96,133 46.8 50.7
1997 . ... 54,990 8,394 48,492 56,357 95,088 102,953 51.0 54.7

1 USITC staff estimated data for 1997 based on data for 1996, the last year for which official statistics are available on a 4-digit SIC basis. USITC staff
adjusted the reported shipment data to eliminate double counting of contract receipts reported as shipments by both the contractor and the firm for which
the work was done. Such contract receipts account for roughly 13 percent of annual shipments.

2 Includes garment parts for assembly abroad and reimportation as completed garments. These parts accounted for an estimated 55 to 60 percent of
reported U.S. apparel exports during 1993-97.

Note.—Landed duty-paid value is cost, insurance, and freight (c.i.f.) plus calculated duties paid. This value is shown in addition to customs value as it
more closely approximates the comparable value of shipments of domestically made apparel, providing a more realistic basis for calculating import
penetration levels.

Source: Compiled from official statistics of the U.S. Department of Commerce, except as noted.



Figure 4
Apparel: U.S. consumption and shares supplied by domestic shipments, 9802 imports, and other
imports, 1993 and 1997

Domestic shipments 54.6% Other imports 44.4%
(Less “98027)

"9802" imports 5.7%

Domestic shipments 43.1% *9802" imports 12.5%
Other imports 39.7% (Less “B8027)

1993 = $89.2 billion 1997 = $99 billion

Note.—Consumption figures (landed duty-paid value of imports plus value of U.S. producers’shipments)
are adjusted for 9802 imports that are reported in both U.S. producers’ shipments and imports; therefore,
differ from those shown in table 4.

Source: Compiled from official statistics of the U.S. Department of Commerce.

U.S. TRADE

U.S. two-way trade in apparel of textile and nontextile materials increased considerably during
1993-97, rising by $18 billion to amost $57 billion. The growth was accompanied by a
significant increase in the U.S. apparel trade deficit, which widened by $11 billion during the
period to $40 hillion (table 7). The widening of the trade deficit resulted from a significant
increase in U.S. imports, which outpaced the large gain in U.S. exports. Imports grew by $14.6
billion (43 percent) to $48.5 billion and exports rose by $3.6 billion (74 percent) to $8.4 billion.

The growth in U.S. two-way apparel trade occurred primarily with countries benefiting from
preferential trade agreements with the United States, namely NAFTA partners Mexico and
Canada, and the beneficiary countries under the Caribbean Basin Economic Recovery Act
(CBERA). U.S. appard trade with the CBERA countries and Mexico, which together accounted
for 52 percent of the import increase and 87 percent of the export gain during 1993-97, mainly
involves U.S. exports of cut garment pieces for assembly and U.S. imports of the finished
garments. U.S. apparel trade with Canada, which accounted for 5 percent of the import increase
and 7 percent of the export gain during 1993-97, has grown significantly since implementation of
the United States-Canada Free-Trade Agreement (CFTA) in 1989. Thisgrowth continued under
NAFTA, starting in 1994 when the CFTA was suspended and its duty phaseout schedules were
incorporated into NAFTA.
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Table 5
Apparel: U.S. production, imports, exports, apparent consumption, and import share, by major
product types, 1993 and 1997

Apparent Import
Item Production Imports Exports consumption share
))))))))))))))))))) Million dollars ))))))))))))NN)) Percent
Shirts & blouses:
1993 . . 11,329 10,042 854 20,517 48.9
1997 . oo 11,373 14,416 1,657 24,132 59.7
Men’s & boys’ trousers:
S 7,488 2,797 975 9,310 30.0
1997 . o 7,793 4,933 1,364 11,362 43.4
Women's & girls’ trousers:
1993 . . 5,143 3,354 325 8,172 41.0
1997 . o 5,570 5,097 637 10,030 50.8
Men’s & boys’ suits & sport coats:
1993 . . 1,860 664 125 2,399 27.7
1997 . o 1,524 1,054 126 2,452 43.0
Men’s & boys’ coats & jackets:
1993 . . 1,274 1,563 102 2,735 57.1
1997 . oo 1,664 2,230 131 3,763 59.3
Dresses:
1993 . . 4,633 1,082 105 5,610 19.3
1997 . o 4,341 1,636 148 5,829 28.1
Women's & girls’ suits, skirts & jackets:
1993 . . . 4,082 3,244 283 7,043 46.1
1997 . . 3,359 4,144 311 7,192 57.6
Robes, nightwear & underwear:
S 3,916 1,909 512 5,313 35.9
1997 . o 3,619 3,597 978 6,238 57.7
Sweaters:
1993 . . 894 1,961 32 2,823 69.5
1997 . o 933 2,239 34 3,138 71.4
Foundation garments:
S 1,588 639 316 1,911 334
1997 . oo 1,946 968 507 2,407 40.2
Hosiery:
1993 . . . 4,691 231 206 4,716 4.9
1997 . o 5,200 566 352 5,414 10.5
Infants’ apparel:
1993 . . 723 811 74 1,460 55.5
1997 720 1,231 163 1,788 688

Source: Compiled from official statistics of the U.S. Department of Commerce, Bureau of the Census.

Table 6
Selected apparel products: U.S. producers’ shipments and shares supplied by imports under
the production-sharing provisions (9802), 1993 and 1997

Share of shipments

Shipments consisting of 9802 imports

Item 1993 1997 1993 1997
)))) 1,000 dozen )))  ))))IN)))))Percent
NN

Shirts & blouses® .. ... ... .. ... ... 159,415 156,218 10.6 48.8
Trousers &shorts .. ....... ... .. ... .. ...... 93,976 94,061 26.8 52.2
Coats, jackets, including suit-type ............. 9,773 9,147 23.8 37.0
Foundationgarments . ...................... 26,185 30,057 76.2 61.2
underwear .. ... 169,402 172,078 24.8 72.8
Nightwear (includingrobes) .................. 13,224 7,671 26.6 76.4
DresSses . ..o 14,781 14,892 6.1 20.1
Infants’ apparel ............ ... . . . . . ... 13,259 13,252 28.9 71.7
Other ... e 27,170 23,344 9.5 23.4
Allapparel® .. ... . ... ... . .. .. ... 527,185 520,720 22.2 56.9

L USITC estimate based on data from the U.S. Bureau of the Census and the American Apparel Manufacturers
Association.

2 Except apparel of leather, fur, and leather accessories.
Source: U.S. Department of Commerce, Bureau of the Census, Current Industrial Reports: Apparel Summary for 1997
(MQ23A), Aug. 14, 1998, and back issues, except as noted.
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Table 7
Apparel: U.S. exports of domestic merchandise, imports for consumption, and trade balance, by
selected countries and country groups, 1993-97*

(Million dollars)

Item 1993 1994 1995 1996 1997
China ....... .. 7 8 9 9 8
HongKong ......... ... .. . ... .. 41 41 49 49 54
Korea .......... ... 10 16 35 48 43
TaiWwan . ... 9 15 18 17 20
MEXICO ..ot 849 1,159 1,370 1,699 2,205
Dominican Republic ...................... 657 744 798 865 1,078
Honduras ............ . ..., 219 293 402 622 799
Philippines ........ ... ... ... ... L. 22 22 12 13 10
Indonesia ............ . ... 4 4 5 2 3
India . ........ .. 1 ® 1 1 1
Allother ....... .. .. .. . . . . 2,998 3,166 3,789 3,970 4,173

Total ... . 4,817 5,468 6,488 7,293 8,394
ASEAN ... .. 51 63 56 65 58
CBERA . ... 1,822 2,068 2,520 2,927 3,576
China ....... .. 6,187 6,338 5,895 6,340 7,450
HongKong ......... ... .. ... .. .. 4,019 4,393 4,342 3,998 4,028
KOrea ..ot 2,538 2,245 1,842 1,533 1,665
Taiwan . ... 2,332 2,269 2,157 2,066 2,166
MEXICO ..ot 1,415 1,889 2,876 3,850 5,350
Dominican Republic ...................... 1,443 1,600 1,753 1,773 2,234
Honduras ............ ... .. ... 510 650 934 1,241 1,688
Philippines ........ ... ... ... .. ... 1,361 1,457 1,633 1,569 1,650
Indonesia ........... .. ... 1,113 1,182 1,359 1,505 1,789
India . ... . 1,079 1,309 1,263 1,350 1,508
Allother ....... .. .. .. . . . 11,907 13,546 15,611 16,459 18,964

Total ... . 33,904 36,878 39,665 41,684 48,492
ASEAN ... .. 4,930 5,196 5,837 5,956 6,518
CBERA . ... 4,015 4,538 5,487 6,077 7,664
China ....... .. (6,180) (6,330) (5,886) (6,331) (7,442)
HongKong ........... ... ... ... ... ...... (3,978) (4,352) (4,293) (3,951) (3,974)
KOrea ..ot (2,528) (2,229) (1,807) (1,485) (1,622)
Taiwan . ... (2,323) (2,254) (2,139) (2,049) (2,146)
MEXICO ..ot (566) (730) (1,506) (2,151) (3,145)
Dominican Republic ...................... (786) (856) (955) (908) (1,156)
Honduras ............. ... ... ... ... ..... (291) (357) (532) (619) (889)
Philippines ........ ... ... ... ... L (1,339) (1,435) (1,621) (1,556) (1,640)
Indonesia ............ ... ... . . ... (1,109) (1.178) (1,354) (1,503) (1,786)
India . ... . (1,078) (1,309) (1,262) (1,349) (1,507)
Allother . ...... ... . .. . . . .. (8,909) (10,380) (11,822) (12,489) (14,791)

Total ... . (29,087)  (31,410) (33,177)  (34,391) (40,098)
ASEAN . .. (4,879)  (5,133) (5,781)  (5,891) (6,460)
CBERA . ... . . . . . e (2,193) (2,470) (2,967) (3,150) (4,088)

! Import values are based on customs values; export values are based on f.a.s. value, U.S. port of export.
2 Less than $500,000.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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U.S. Imports

Mexico and the CBERA countries were the fastest-growing major suppliers of U.S. apparel
imports during 1993-97, although Asiaremained the largest supplier (figure 5). Import growth
was 278 percent for Mexico and 91 percent for the CBERA countries, but just 18 percent for
Asia. Asaresult, while Asia sshare of U.S. apparel importsfell by 12 percentage points during
1993-97, to 58 percent, the combined share of Mexico (11 percent) and the CBERA countries (16
percent) rose by 11 percentage points, to 27 percent. Mexico moved ahead of Hong Kong, Korea,
Taiwan, and the Dominican Republic to become the second-largest single supplier of apparel
imports ($5.3 billion in 1997), trailing only China ($7.4 billion), which accounted for 15 percent
of U.S. apparel imports (table 8).

Figure 5
Apparel: Percentage distribution of U.S. imports, by sources, 1993 and 1997

1993 = $33.9 billion

Asia 70.4%
Other 11.5%
ASEAN 14.5%
China 18.2% EU-15 4.4%
Big Three 26.2% Y 3 Other 9.2%
Mexico 4.2%
CBERA 11.8%
1997 = $48.5 billion
Asia 57.9%
Other 12.8%
ASEAN 13.4%
15.4% EU-15 4.6%
China
Big Three 16.2% Other 10.7%

Mexico 11.0%

Note.—Big Three includes Hong Kong, Taiwan, and Korea.
Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 8
Apparel: U.S. imports for consumption by major sources, 1993-97

(Million dollars)

Source 1993 1994 1995 1996 1997
China......... ... 6,187 6,338 5,895 6,340 7,450
BigThree . .......... ... ... ... ... .... 8,889 8,907 8,341 7,597 7,859
HongKong ........................ 4,019 4,393 4,342 3,998 4,028
Korea ......... .. 2,538 2,245 1,842 1,533 1,665
Taiwan ....... .. 2,332 2,269 2,157 2,066 2,166
ASEAN . ... . 4,930 5,196 5,837 5,956 6,518
Brunei ......... .. ... 23 25 35 46 53
Indonesia . ........... ... . ... .. .. ... 1,113 1,182 1,359 1,505 1,789
Malaysia ............ .. .. ... 973 1,051 1,198 1,242 1,244
Philippines . . ........ ... ... ... ... 1,361 1,457 1,633 1,569 1,650
Singapore .............. ... 517 472 424 327 290
Thailand ............. ... ... ....... 943 1,006 1,172 1,243 1,466
Vietham . ... 0 3 16 23 26
CaribbeanBasin . .................... 4,015 4,538 5,487 6,077 7,664
CostaRica......................... 653 685 756 706 851
Dominican Republic . . ................ 1,443 1,600 1,753 1,773 2,234
Guatemala............. ... ... 552 600 691 809 976
Honduras . ............... .. ... .... 510 650 934 1,241 1,688
Jamaica . ... ... 388 454 531 505 471
Allother .. ... ... ... ... . . . . ... .. ... 469 549 822 1,043 1,444
MEXICO . .o oot 1,415 1,889 2,876 3,850 5,350
SouthAsia . ...........c.coiiin. .. 3,174 3,679 4,005 4,264 4,981
Bangladesh ........................ 740 885 1,072 1,125 1,442
India ........ .. .. .. .. 1,079 1,309 1,263 1,350 1,508
Nepal . ... 79 106 81 89 85
Pakistan ............. ... . ... . . . ... 442 508 620 641 705
SriLanka ........... .. ... ... 834 871 970 1,059 1,242
European Union . ..................... 1,488 1,685 1,894 2,122 2,235
taly . ... 852 988 1,167 1,388 1,481
Allother .. ... ... ... ... . . . . . .. .. ... 636 697 727 734 754
Canada . ........... ... 562 715 891 1,086 1,344
Japan . ... 127 109 93 89 96
Totalabove .................... 30,787 33,056 35,319 37,381 43,497
Allother . ........ ... ... ... . ... . .. ... 3,117 3,822 4,346 4,303 4,995
World . ... . . 33,904 36,878 39,665 41,684 48,492

Note.—Because of rounding, figures may not add to the totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Principal Suppliers and Import Levels

NAFTA and CBERA countries

Production-sharing garments accounted for 84 percent of U.S. apparel importsfrom the CBERA
countries ($6.4 billion) and 79 percent of thosefrom Mexico ($4.2 billion) in 1997. Such imports
from the CBERA countries can be entered under heading 9802.00.80 of the Harmonized Tariff
Schedule of the United States (HTS); prior to 1989, these goods were covered by item 807.00 of
the former Tariff Schedules of the United States (TSUS). The tariff heading provides a duty
exemption for U.S. garment parts, and other U.S. components, that are returned to the United
States in the form of finished goods. In figure 5 general, the duty under this heading is assessed
only on the value added abroad, primarily labor. The fabric for making the apparel components
can be of either U.S. or foreign origin aslong asthe fabric is cut to shapein the United States and
exported ready for assembly. Under a 1986 “special access program” created within the
framework of the former TSUS item 807.00, and commonly known as “807A," garments
assembled in participating CBERA countries from fabrics wholly made and cut in the United
States are granted, in addition to the reduced duties, virtualy unlimited accessto the U.S. market.
Rather than being assessed against regular quotas, 807A imports from the six participating
CBERA countries enter under preferentia quotasknown as*“ guaranteed accesslevels’ (GALS).®

For Mexico, HT S heading 9802.00.90 was created to implement certain U.S. obligationsrequired
by NAFTA, which entered into force on January 1, 1994. Under thistariff provision, imports of
apparel and other textile articles from Mexico that are assembled from fabrics wholly made and
cut inthe United States (807A-type goods) can enter completely free of duty and quota. Thetariff
provision replaced an 807A-type“ specia regime” that had been in effect for Mexican apparel for
the 5 years prior to 1994.

The CBERA countries and Mexico mainly compete with one another for apparel assembly work
from U.S. firms. These countries were the largest suppliersin several major import categoriesin
1997 (table 9). They accounted for at least one-half of the total value of U.S. apparel imports of
men’sand boys' trousers and shorts; robes, nightwear, and underwear; and foundation garments,
mainly brassieres. In addition, they accounted for 70 percent of hosiery imports.

Competition between the CBERA countries and Mexico has changed since the implementation of
NAFTA in1994. NAFTA tariff preferences have contributed to the faster growthin U.S. apparel
importsfrom Mexico than from the CBERA countries. Whereas807A-type apparel importsfrom
Mexico enter free of duty and quota, smilar CBERA goods enter under preferential quotas but

% The United States currently has GALs and regular quotas with the six largest CBERA
suppliers—namely, the Dominican Republic, Honduras, El Salvador, Guatemala, Costa Rica, and
Jamaica. Similar 807A-type “special access limits’ (SALs) were created for Colombiain 1995,
covering cotton and manmade-fiber underwear and women’ s wool suits. The SALs, which were
largely unused, expired on December 31, 1997.
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Table 9

Apparel: Percentage distribution of U.S. imports, by selected countries or country groups and

by selected products, 1993 and 1997

Total Big
Item/year imports  Three! China ASEAN Mexico CBERA
Million

dollars)))))>1)))>))))1)))))))) Percent ))))))))NNNNNNNNIN)I)

Shirts and blouses:

1993 L 10,042 27.9
1997 14,416 19.1
Men’s and boys’ trousers and shorts:
1993 . 2,797 15.3
1997 . 4,933 9.3
Women'’s and girls’ trousers and
shorts:
1993 L 3,354 29.4
1997 . 5,097 18.9
Men’s and boys’ suits and sport
coats:
1993 L 664 13.0
1097 . 1,054 3.4
Men’s and boys’ coats and jackets:
1993 L 1,563 36.9
1997 . 2,230 25.0
Dresses:
1993 L 1,082 26.3
1997 . 1,636 13.5
Women'’s and girls’ suits, coats, and
jackets:
1993 . 3,244 27.3
1097 . 4,144 15.5
Robes, nightwear, and underwear:
1993 L. 1,909 18.7
1997 . 3,597 8.8
Sweaters:
1993 . 1,961 30.6
1997 . 2,239 34.3
Foundation garments:
1993 L 639 4.2
1997 . 968 2.6
All other:
1993 . 6,649 27.9
1997 . 8,178 13.6
Total apparel:
1993 .. 33,904 26.2
1997 . 48,492 16.2

17.4
11.9

10.7
7.5

10.4
10.5

8.0

4.5

18.4
20.9

27.7
20.9
17.3
20.5

15.2
9.3

44.9
29.0

7.2
8.3

20.7
25.2

18.2
15.4

15.0
13.0

12.7
10.3

12.7
10.1

4.9

3.4

18.3
19.8

15.4
18.3
12.4
12.3

8.5
6.6

9.8
13.3

19.1
9.8

19.3
20.7

145
134

2.1
9.8

12.0
23.8

5.7
20.0

2.9
9.0

0.9
1.9

1.9
7.4
1.7
3.6

5.5
10.4

0.2
1.0

16.6
23.1

5.5
9.5

4.2
11.0

9.5
15.0

28.7
27.7

14.7
151

151

16.9

2.4
3.7

4.6
7.5
11.0
11.7

28.7
39.9

11
0.2

45.8
44.3

5.3
7.6

11.8
15.8

Y Includes Hong Kong, Korea, and Taiwan.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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are till subject to duty on the value added offshore.® The competitive balance between Mexico
and CBERA countrieswas a so affected by the 50-percent deval uation of the Mexican peso during
December 1994-January 1995, which effectively reduced dollar prices of Mexican goodsin the
U.S. market.

The long-term outlook for U.S. apparel production-sharing trade with CBERA countries is
somewhat clouded by the uncertain prospects for approval of NAFTA parity legislation for the
region and by U.S. WTO commitments. Legislation introduced in the 105th Congress—H.R.
2644, the United States-Caribbean Trade Partnership Act—would have provided NAFTA-like
treatment to qualifying apparel and all other goods exempted from duty-free entry under the
CBERA. However, the bill was voted down by the House of Representativesin November 1997.
Moreover, the ongoing phaseout of U.S. import quotas under the WTO textile agreement will
likely gradualy erodethe preferencesthat CBERA countriesnow have under the GALs. Assuch,
U.S. producers may gradually shift some of their assembly operations in CBERA countries to
Mexico or source the garments from the Far East where there is little use of U.S. fabrics in
apparel production. Such a shift in output to the Far East would likely hurt the U.S. textile mill
industry becausethe CBERA countriesasagroup areitslargest export market for textiles, either
as cut garment parts, yarns, or fabrics.

U.S. apparel imports from Canada rose by 139 percent during 1993-97 to $1.3 billion, making
Canada the 14th-largest source overall and the second-largest developed-country supplier after
Italy ($1.5 billion). The ongoing growth in U.S. imports of men’s and boys wool suits from
Canada hasraised concern among U.S. producers of tailored clothing and wool fabrics. Canada' s
shipments of such suits rose by 92 percent during 1993-97 to $146 million, and they are up by
dightly more than sixfold since 1989, when the CFTA went into effect. The mgjority of the
Canadian suits are made from foreign—mainly Asian or European—fabrics, but the suits still
qualify for NAFTA tariff preferences under a tariff preference level (TPL) for wool apparel.>
Canadafilled ailmost al of thewool apparel TPL in 1997, with the suits accounting for 62 percent
of the TPL imports. Legidationintroduced in September 1997 to providerelief for U.S. producers
of tailored wool apparel from increased imports of such goods from Canada (H.R. 2432) did not
come up for a vote before adjournment of the 105th Congress in October 1998.

U.S. and Canadian producers of tailored clothing often use fine wool fabrics from Asia and
Europein the manufacture of such products. The Canadian tariff for such fabricsislessthan half
the U.S. tariff (31.7 percent ad valorem in 1998). Legidation introduced in the 105th Congress
to reduce or diminate U.S. tariffs on fine wool fabrics for use in the manufacture of tailored
clothing (H.R. 4358) did not come up for a vote before adjournment of the Congress in October
1998. Thehill would have eliminated U.S. tariffs on the highest grade of wool fabricsand reduced

' For every $10inf.o.b. value, atypica CBERA garment entered under HTS heading
9802.00.80 contains $6.40 in duty-free U.S. parts and $3.60 in dutiable, foreign value-added.
Applying the 1997 trade-weighted average duty on apparel of 15.5 percent to the foreign value-
added yields an average duty of $0.56, or an ad valorem equivalent of 5.6 percent.

2 The TPLs (formerly tariff rate quotas (TRQs) under the CFTA) were developed primarily
to alleviate short supply problems in Canada, especialy as they relate to manufacturers’ inputs.
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U.S. tariffsfor other fine wool fabricsto 20.2 percent ad valorem, which isthe same duty rate as
that for finished wool suits from most countries in 1998.%

China

Chinaremained the leading source of apparel imports, with shipmentsrising by 20 percent during
1993-97 to $7.4 hillion. However, China s share of U.S. apparel importsfell from 18 percent in
1993 to 15 percent in 1997. Tight U.S. quotas limited import growth for China. The textile and
apparel agreement with Chinafor the years 1994-96 provided for no quotagrowthinthefirst year
and for 1-percent annual growth, on an overall trade-weighted basis, in the following 2 years.
Many of thelargest apparel itemsimported from China, such as cotton knit shirtsand blousesand
cotton trousers, were subject to individual quotas with even lower annual growth rates, ranging
from 0.2 percent to 0.5 percent. In addition, the United States signed asilk agreement with China
in 1994 that brought Chinese silk goods under quota for the first time.

In February 1997, the United States concluded new agreementswith Chinaon textile and apparel
trade. Oneagreement extended U.S. quotas on Chinese nonsilk goodsfor 4 yearsthrough the year
2000. Thisagreement reduced quotasfor productsin which Chinahad repeatedly violated quotas
by transshipping through third countries, strengthened enforcement terms against illegal
transshipments, and, similar to the 1994 agreement, allowed the United States to “triple charge”
quotas for repeated violations of the agreement.>* Another agreement extended U.S. quotas on
Chinesesilk goodsfor 1 more year to December 31, 1997, when they were alowed to expire. The
United States agreed to China' s request to eliminate visa requirements for silk goods effective
January 1, 1999.®

Other Supplying Countries

U.S. apparel importsfromthetraditional “ Big Three” Asian suppliers—Hong Kong, Taiwan, and
Korea—continued to decline during 1993-97, by 12 percent to $7.9 billion (table 8). The Big
Three' s share of U.S. apparel imports fell by 10 percentage points to 16 percent; the Big Three

% A hill (S. 218) introduced by Senator Moynihan in the 106th Congress on January 19,
1999, if enacted, would eliminate U.S. tariffs on the highest grade of wool fabrics (“ super 90's”
and higher grades) and reduce U.S. tariffs for other fine wool fabrics (“super 70's and super
80's”) to 19.8 percent ad valorem in 1999, which is the same duty rate as that for wool suits from
most countries in 1999.

% In May 1998, the Committee for the Implementation of Textile Agreements (CITA), an
interagency group that administers the U.S. textile trade agreements program, announced that
triple charges would be assessed against certain of China s quotas for illegal transshipments. For
further information, see CITA, “New Transshipment Charges for Certain Cotton and Man-Made
Fiber Textile Products Produced or Manufactured in the People' s Republic of China,” Federal
Register (63 F.R. 25202), May 7, 1998, p. 25202.

® The United States requires visas for textile and apparel imports from many countries.
Issued by the quota regulatory authority of the country in which the goods originate, avisaisa
stamp on a paper document that certifies the origin of the goods, specifies the product type and
quantity, and authorizes the shipment. The U.S. Customs Service, which isimplementing
electronic visas, uses the information to charge imports against quotas and to help eliminate
unlawful transshipments.
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had supplied at least 40 percent of these imports during the 1980s. Faced with rising operating
costs, labor shortages, competition from lower cost countries, and U.S. import quotas, firmsinthe
Big Three economies moved production of basic garmentsfor export to lower cost areas, such as
China and the Association of South East Asian Nations (ASEAN), which includes Brund,
Indonesa, Malaysia, the Philippines, Singapore, Thailand, and the three newest
members—Vietnam, which joined in 1995, and Laos and Myanmar (Burma), which joined in July
1997.%

U.S. apparel imports from the ASEAN countries grew by 32 percent during 1993-97 to $6.5
billion. Many ASEAN economies have recently experienced a decline in economic activity and
adevauation of their currency. The currency devaluationislikely to lead to lower export prices,
which, in turn, could spur U.S. demand for apparel from the region. However, U.S. quotas will
likely limit the growth in such imports from the region. Significant growth occurred in U.S.
apparel importsfrom countriesin South Asia(Bangladesh, India, Nepal, Pakistan, and Sri Lanka),
which rank among the lowest cost producersin Asia. Imports from these countries grew by 57
percent during 1993-97.

U.S. Trade Measures

Tariffs and Quotas

The principal U.S. trade measures affecting apparel are import tariffs and quotas. Asaresult of
agreements that were reached in the Uruguay Round of multilateral trade negotiations and that
entered into force as part of the World Trade Organization (WTQO) agreements on January 1,
1995, the United States agreed to reduce textile sector tariffs and phase out quotas over a10-year
period. Inrecognition of the quota phaseout, the United States agreed to reduce tariffs on textile-
based appard in stages by atrade-weighted average of 9 percent, or by 1.8 percentage points, to
afina average level of 17.5 percent ad valorem, compared with a 34-percent tariff cut for al
manufactured goods.

Apparel isclassified for tariff purposes under about 600 subheadings of the HTS.>” Most of these
subheadings cover apparel of textile materials, such ascotton, wool, and manmadefibers. Imports
of apparel of nontextile materials, such asleather and fur, account for lessthan 10 percent of total
U.S. apparel imports. Thetrade-weighted U.S. rate of duty for all apparel averaged 15.5 percent
ad valorem in 1997.

The United States currently hasimport quotas on textiles and apparel from 47 countries, of which
37 areWTO membersand therefore entitled to quotaliberalization benefitsunder the WTO textile
agreement (discussed below). For Mexico, aWTO member, the only quotas now in place cover
“non-originating” goods (e.g., goods made from Asian or European fabrics that do not qualify

% The trade data presented in this report for the ASEAN countries exclude Laos and
Myanmar. The ASEAN is holding consultations with Cambodia to make that country the 10th,
and final, ASEAN member. For further information, see the ASEAN web site at
http://www.aseansec.org.

5" See appendix B for an explanation of tariff and trade agreement terms.
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under NAFTA’ srules of preference) and they will be phased out under NAFTA as of January 1,
2004. Imports of apparel covered by quotafrom non-WTO countries, led by Chinaand Taiwan,
are subject to quota under section 204 of the Agricultural Act of 1956. As part of a series of
textile-related agreements reached with China in February 1997, the United States agreed that
should China become a member of the WTO, it would immediately receive the same benefits on
the same schedule accorded other WTO textile-exporting countries under the ATC, such as the
phaseout of quotas discussed below.® However, under the terms of the agreement with China,
imports of textiles and apparel from China would be subject to the application of a selective
safeguard clausefor 4 years beyond the termination of al other textile quotasfor WTO countries
on January 1, 2005.

Preferential Trade Programs

TheUnited Statesgrants preferential market accessto apparel importsfrom Canada, Mexico, and
Israel. NAFTA entered into force on January 1, 1994, and provides for the elimination of duties
on trade among the United States, Canada, and Mexico in “originating” goods.*® As of January
1, 1998, U.S. importsof al originating apparel from Canada can enter free of duty. For Mexico,
U.S. tariffsfor most originating apparel will be phased out by January 1, 1999, and the remainder
in 2003. The United States eliminated import quotas for originating apparel from Mexico upon
NAFTA’s implementation, and will phase out quotas for nonoriginating goods from Mexico by
January 1, 2004.%° The United States did not and does not apply quotas to apparel imports from
Canada.

Asageneral rule, NAFTA preferentia tariffs do not apply to imports of non-originating goods,
which are subject to normal trade relations or general tariffs. However, NAFTA contains an
exception to thisrule that permits some U.S. imports of non-originating apparel from Canadaand
Mexico to qualify for preferential tariffs up to specified annual quantity levelsunder TPLs. The
United States has TPLs under NAFTA for imports of cotton or manmade-fiber apparel and for
wool apparel from Canada and Mexico, and a TPL for apparel imports from Mexico under the
9802 tariff provision. In September 1998, the United States extended duty-free benefitstoimports
from Mexico of suits and suit-type coats assembled from U.S.-formed and -cut fabric but
containing certain foreign-made interlinings.®

% U.S. Department of State telegram, “ Textiles/China: Exchange of Notes,” message
reference No. 040894, Washington, DC, Mar. 5, 1997.

% NAFTA preferences apply to goods that “originate” in the United States, Canada, and
Mexico—that is, the goods meet the NAFTA rules of origin and are eligible for preferences upon
importer claims for the preference. Most apparel articles are subject to a“yarn forward” origin
rule, whereby all manufacturing steps including yarn formation must take place in North
America

& Although nonoriginating goods from Mexico (e.g., most garments cut and sewn in Mexico
from fabric made in Asia) generally are not eligible for NAFTA tariff preferences, the goods
must still meet the rules of origin for textile articles under section 334 of the Uruguay Round
Agreements Act to qualify as a product of Mexico and, thereby, be exempt from U.S. import
quotas.

- President, Proclamation 7125 of September 18, 1998, “To Modify Certain Provisions of the
Special Textile and Apparel Regime Implemented Under the North American Free Trade
Agreement,” Federal Register (63 F.R. 50737), Sept. 22, 1998, p. 50737. NAFTA rules of

(continued...)

30



Israel isthe only country outside North America with which the United States has a free-trade
agreement. Under the 1985 United States-Israel Free-Trade Area Agreement, the two countries
phased out all tariffsand quotas on bilateral tradein apparel and other industrial goods over a10-
year period. Israel supplied less than 1 percent of U.S. apparel imports ($287 million) in 1997.

The United States also grants duty-free treatment to apparel and other goods made in the West
Bank, the Gaza Strip, and “ qualifying industrial zones’ (QIZs) in Israel and Egypt or Israel and
Jordan.®? Following implementation of an agreement signed by Israel and Jordan in November
1997 to establish a QIZ in Irbid, Jordan, the United States Trade Representative designated the
Irbid industria park as the first QIZ from which goods can now enter the United States free of
duty, effective March 13, 1998.°2 Among the goods likely to be exported from the QIZ to the
United States are garments, which aready are a major source of economic activity in the zone.
U.S. apparel imports from Jordan totaled $3 million in 1997.

Most textiles and apparel articles are excluded from duty-free trestment under the GSP, the
CBERA, and the Andean Trade Preference Act (ATPA). Garments entered under these programs
account for lessthan 5 percent of U.S. apparel imports annually and consist mostly of nontextile

apparel.

Rules of Origin

Asrequired by section 334 of the Uruguay Round AgreementsAct, the United Statesimplemented
new rules of origin for textiles and apparel on July 1, 1996. The rules affect country-of-origin
determinations for U.S. imports of such goods that are subject to manufacturing and processing
operationsin, or contain components from, more than one country. The U.S. industry had sought
the rules change on the basis that foreign suppliers were dividing their production operations
among various countries as a means of avoiding U.S. import quotas.®* Under the section 334
rules, the country of origin for apparel assembled in one country from parts cut to shapein another
country generally would be the country where assembly occurs, rather than the country wherethe
cutting took place, as was the usual outcome under the previousrules. For “flat goods’ such as
scarves and handkerchiefs made from only one piece of fabric, the origin isthe country wherethe
fabric is produced, rather than the country where the fabric is cut to size, hemmed, and otherwise
sawn, as was previoudly the case.

& (...continued)
origin governing duty-free apparel imports from Mexico under HTS heading 9802.00.90 stipulate
that all fabric components, including interlinings, must be of fabric wholly made and cut in the
United States. Due to aloss of domestic supply of certain interlinings used in the tailored
clothing, imports of such goods containing foreign interlinings no longer qualified for NAFTA
duty-free entry. The Presidential proclamation temporarily extends duty-free entry to the suits
and suit-type coats.

2 For more information on QIZs, see USITC, “Textiles and Apparel: New U.S. Trade
Program Likely to Spur Imports from Isragl and Jordan,” Industry Trade and Technology
Review, USITC publication 3099, Mar. 1998.

8 Office of the United States Trade Representative, “United States-Isragl Free Trade Area
Implementation Act Designation of Qualifying Industrial Zone,” Federal Register (63 F.R.
12572), Mar. 13, 1998, p. 12572.

% U.S. House of Representatives, Committee on Ways and Means, Overview and Compilation
of U.S. Trade Statutes, 105th Cong., 1st sess. (Washington, DC: U.S. Government Printing
Office, June 25, 1997), WMCP: 105-4, p. 121.
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In May 1997, the European Union (EU) filed a request with the WTO for formal consultations
with the United States, stating that the new rules adversely affected its exportsto the U.S. market
of silk scarves, among other textile articles. In the past European producers had unrestricted
access to the U.S. market for silk scarves made from Chinese fabric, because the scarves were
printed or dyed in the EU and were the product of the EU country. However, the current rules
stipulate that EU exports of such silk scarves are the product of China rather than Italy, even
though about 80 percent of the total processing cost of the silk scarves originated inthe EU.% In
addition, EU firms claimed the change in the country-of-origin label would eliminate the prestige
and reduce the sales of the European silk goodsin the U.S. market.®® The United States agreed
to create an exemption from the marking requirementsfor imported silk scarves (HTS subheading
6214.10.10),%" thus alowing silk scarvesto be imported with modified appellations.®® No action
was taken on the bill (H.R. 4526) that would have addressed the origin issue for the silk goods
before adjournment of the 105th Congress in October 1998.%°

WTO Textile Agreement

World tradein textiles and apparel had been largely governed by the terms of the 1974 Multifiber
Arrangement (MFA), and predecessor arrangements, which permitted the use of quotas without
compensation, contrary to the general prohibition against their use under the General Agreement
on Tariffs and Trade (GATT). On January 1, 1995, the Agreement on Textiles and Clothing
(ATC) entered into force as part of the World Trade Organization (WTO) agreements and
replaced the MFA. The ATC provides for the eimination of the quotas and the complete
integration of textilesand apparel into the WTO regime—that is, subject to WTO disciplines and
the same rules as trade in other sectors—over a 10-year transition period ending on January 1,
2005.7 All WTO countries are subject to ATC disciplines, and only WTO countries are dligible
for ATC benefits.

The ATC providesfor the elimination of the quotasthrough two mechanisms: product integration,
including quota removal, and acceleration of growth rates for quotas still in effect during the
trangition period. Asrequired by the ATC, WTO countriesintegrated 16 percent of their textile
and apparel trade into the WTO regime on January 1, 1995, and another 17 percent on January

% U.S. Department of State telegram No. 146388, “ Textiles/Rules of Origin: Agreement with
the EU,” Washington, DC, Aug. 5, 1997.

% 1bid.

5 On February 26, 1998, Congressman Matsui introduced H.R. 3294, “To Modify the
Marking of Certain Silk Products and Containers.” The bill was referred to the House
Committee on Ways and Means. No action was taken on the bill before the adjournment of the
105th Congress in October 1998.

% The appellations can include “Designed in Italy,” “Dyed and Printed in Italy,” “Cut and
Sewnin Italy,” “Fashioned in Italy,” “Crafted in Italy,” “Created in Italy,” and “ Gucci of Italy.”

% The miscellaneous trade bill (H.R. 326 and S. 262) introduced in the 106th Congress on
January 20, 1999, includes a provision to amend the country of origin marking rules for certain
silk products. The bill, which isidentical to H.R. 4526, was brought about by a settlement
between the United States and the EU on the rules of origin for textiles and apparel. Separately,
the EU has renewed its origin rule complaint before the WTO, claiming that this legislation fails
to fully comply with the negotiated settlement.

0 WTO members with MFA quotas are the United States, the EU, Canada, and Norway.
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1, 1998 (based on 1990 import volume). The ATC requires the countriesto integrate another 18
percent of the trade in 2002 and the remainder on January 1, 2005. As products are integrated
into the WTO regime, they become subject to norma WTO rules. Product integration isexpected
to havelong-term implicationsfor the U.S. apparel industry but limited near-term effects because
most import-sensitive goodscovered by the ATC will remain under quotathroughout thetransition

period.

The acceleration of quotagrowth ratesunder the ATC islikely to affect U.S. import level s sooner
than product integration. Bilateral agreements established under the MFA had specified the
percentage rates by which the quotas could grow annually. As such, quota growth rates vary by
country and product and can more closely control import levels. For products still under quota
during the transition period, the ATC required importing countries to increase the quota growth
rates for major supplying countries by 16 percent on January 1, 1995, and by an additional 25
percent on January 1, 1998. The growth rates areto be increased by another 27 percent in 2002.
For small suppliers (i.e., countries accounting for 1.2 percent or less of an importing country’s
total quotasin 1991), quotagrowth rateswere advanced by one stage—that is, they wereincreased
by 25 percent in 1995 and by 27 percent in 1998.

The ATC also allows WTO countries during the transition period to set new quotas on imports
of goods that have yet to be integrated into the WTO regime by applying a “transitional
safeguard” when imports cause or threaten serious damage to adomestic industry. These quotas
may remain in place for up to 3 years or until the item is integrated into the WTO regime. The
United States has initiated more ATC safeguard actions than any other country, initiating 28
actionsin 1995, but only 9 during 1996-98. Most of the safeguard actions involved apparel.

U.S. Government Trade-Related Investigations™

In connection with legidation introduced in the 104th Congress on Sub-Saharan Africa, the House
Committee on Ways and Means in January 1997 requested that the U.S. International Trade
Commission conduct a factfinding investigation under Section 332 of the Tariff Act of 1930
concerning the likely impact of providing quota-free and duty-free entry to textiles and apparel
from Sub-Saharan Africa. Initsreport to the Committee, the Commission estimated that allowing
duty-free and quota-free entry for apparel from Sub-Saharan Africawould result in adecreasein
U.S. domestic shipments of apparel of about 0.1 percent.”

™ The U.S. International Trade Commission did not conduct any investigations under U.S.
antidumping or countervailing duty laws on apparel during 1993-97.

2 U.S. International Trade Commission, Likely Impact of Providing Quota-Free and Duty-
Free Entry to Textiles and Apparel From Sub-Saharan Africa (investigation No. 332-379),
USITC publication 3056, Sept. 1997.
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Legidation introduced in the 105th Congress—H.R. 1432, the African Growth and Opportunity
Act—would have provided for increased accessto U.S. markets for textiles and apparel from 48
eligible countries of Sub-Saharan Africa, which accounted for lessthan 1 percent of U.S. apparel
imports in 1997. The bill would have eliminated existing U.S. import quotas on textiles and
apparel from countries of Sub-Saharan Africa (Mauritius and Kenyaare the only countriesin the
region currently subject to such quotas) and would have authorized the President to grant duty-free
treatment under the Generalized System of Preferences (GSP) to textile and apparel importsfrom
countriesof Sub-Saharan Africa. InMarch 1998, the House of Representatives passed H.R. 1432
by a vote of 233 to 186. The companion bill in the Senate, S. 778, did not come up for a vote
before the adjournment of the 105th Congress in October 1998.

In October 1996, the United States Trade Representative (USTR) initiated an investigation on
Argentina’'s imposition of (1) specific duties on apparel, footwear, and textiles, (2) a
discriminatory statistical tax; and (3) aburdensome | abeling requirement on apparel and textiles.™
The United States a so requested forma WTO consultations. Through consultations, the parties
resolved their differences on the labeling requirement. In areport circulated in November 1997,
a WTO dispute settlement panel found that the specific duties on apparel and textiles violated
Argentina stariff bindingsunder GATT articlell andthat the statistical tax violated GATT article
VIIl. That decision was upheld in March 1998, when the Appellate Body of the WTO ruled that
Argentina’s specific duties and 3-percent statistical tax violated WTO rules and Argentina’'s
Uruguay Round commitments.”™ Expecting that Argentina will conform its specific duties and
dtatistical tax to meet its obligations under the GATT 1994, the USTR terminated its
investigation.”™

U.S. Exports

Principal Markets and Export Levels

U.S. apparel exports rose by 74 percent during 1993-97 to $8.4 billion (table 10). The export
growth resulted mainly from larger shipmentsto CBERA countries (up 96 percent) and Mexico
(160 percent). Itisbelieved that most U.S. apparel exports to these countries, which accounted
for nearly 70 percent of the total in 1997, consisted of apparel parts for assembly and eventual
export to the United States as completed garments.

# USTR, “WTO Panel Rulesin Favor of United States in Challenge to Argentina’ s Specific
Duties and Tax on Imports,” press release 97-99, Nov. 25, 1997, found at Internet address
http://www.ustr.gov.

" USTR, “WTO Appedllate Body Upholds Win for United States in Challenge to Argentina's
Specific Duties and Tax on Imports,” press release 98-35, Mar. 27, 1998, found at Internet
address http://www.ustr.gov.

® USTR, Federal Register (63 F.R. 25539), May 8, 1998, p. 25539.
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Table 10

Apparel: U.S. exports of domestic merchandise, by major markets, 1993-97

(Million dollars)

Market 1993 1994 1995 1996
MEXICO . . . ot et 849 1,159 1,370 1,699
Dominican Republic . .. ......... ... ... ... . . . 656 744 798 865
Honduras . . ...t 219 293 402 622
Japan ... 745 776 948 952
Canada . ... 379 435 504 508
CostaRiCa. ... ... e 320 349 398 432
ElSalvador . ........ ... 83 136 217 262
JaAMaAICA . . .t 247 270 383 369
Guatemala . . ... 177 193 209 243
Colombia . ... 94 141 152 127
United Kingdom . . . ... 76 79 84 116
Belgium . .. 107 108 112 122
Haiti . . 53 18 45 56
France . ... 70 56 57 49
GerMaNY . ..t 93 83 94 104
Allother . ... .. 649 628 715 767

Total .. 4,817 5,468 6,488 7,293

Note.—Exports include cut parts sent abroad for assembly and subsequent return as finished garments.

Source: Compiled from official statistics of the U.S. Department of Commerce.

Basic clothing such as fleecewear, jeans, and T-shirts manufactured in the United States are
popular in Europe and Asia.”® Many brand-name basic products are currently being built into
major international franchises. For fashion merchandise, however, the market penetration could
be limited since tastes in fashion apparel differ from one country to the next.

Japan and Canada are the major markets for U.S. exports of finished apparel, accounting for a
combined 15 percent of total U.S. apparel exportsin 1997. Such exportsto Canada, which benefit
from preferential market accessunder NAFTA, rose by 65 percent during 1993-97. U.S. apparel
exports to Japan fell by 27 percent in 1997, following a 26-percent gain during 1993-96. An
economic dowdown in Japan is believed to have contributed to the 1997 decline.

Foreign Trade Measures

U.S. exporters of finished apparel compete on a global basis with developing-country exporters
that supply the U.S. market. In general, competitive factors such as production costs and
marketing capability are believed to have affected U.S. export levels more than foreign trade
barriers. U.S. exports of apparel are subject to average tariffs ranging from 5.3 to 14 percent ad
valorem in the EU, 11.2 to 16.8 percent in Japan, and 13 percent in Korea. In the Uruguay
Round of multilateral trade negotiations, thetable 10 EU agreed to reduce appard tariffs by about
12 percent (or 2 percentage points) and Japan, by 34 percent (4.5 percentage points).

" Levi Strauss Associates Inc., “ Schedule 13E3/A,” p. 55.
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The ATC required WTO countries to reduce trade barriers on apparel in their home markets. It
caled on countries to cut tariffs and bind rates in their respective tariff schedules, reduce or
eliminate nontariff barriers, and facilitate customs, administrative, and licensing procedures. In
addition, the United States sought market access commitments from WTO members that are
significant exporters of appard to the United States. While developing countries such as Egypt,
India, Pakistan, the Philippines, Thailand, and Turkey have either already reduced their tariffs or
have committed to do so for U.S. apparel exports, numerous nontariff barriersstill persistinthese
countries that present significant obstacles to U.S. exports.

Moreover, the United States concluded a Memorandum of Understanding (MOU) with China, a
non-WTO country and potentialy the largest market in the world, whereby “[f]or the first time,
the United States obtai ned significant market opening commitmentsfrom Chinafor export of U.S.-
manufactured apparel and textile products.””” Although China's vast market and economic
expansioninrecent yearshaveprovided U.S. firmswith opportunitiesfor export growth,” China's
high tariff rates and nontariff barriers have impeded market entry. Chinaagreed to cut tariffson
U.S. exportsof textilesand apparel, aswell asmany other products, over a2 to 4 year period, and
to bind thetariffs at thelower rates. On October 1, 1997, Chinareduced the simple average tariff
level for apparel and textiles from the United States and most other countries to 27 percent.”

FOREIGN INDUSTRY PROFILE

China is the world’s largest apparel exporter, having been a major beneficiary of the shift in
apparel tradefrom thetraditional “Big Three” Asian suppliers—Hong Kong, Korea, and Taiwan,
which were the world' s largest apparel exporters during the 1970s and 1980s. From 1992 to
1996, China's apparel exports grew by 50 percent to $25 billion (table 11) and its share of the
world total rose from 12.8 to 16.2 percent. China’'s apparel exportsin 1997 reportedly rose by
27 percent to $31.8 billion.2° Thelargest marketsfor Chinese apparel exportsin 1996 were Japan
($7.9 hillion), the United States ($6.6 billion), and the EU ($6.1 billion).®*

7 U.S. Department of State telegram No. 040894, “ Textiles/China: Exchange of Notes,”
Washington, DC, Mar. 5, 1997.

8 Based on estimates attributed to the China National Textile Council, by the year 2000,
China' s overall domestic demand for textile articles will reach 6.5 million tons, fiber
consumption per capitawill rise by 9 percent over the 1995 level to 5 kilograms, and retail
apparel saleswill rise by 88 percent over the 1996 level. See U.S. Department of Commerce at
Internet address http://www.stat-usa.gov/BENingprogs2/web...public/market/3601.

 U.S. Department of State telegram No. 034878, “ China/Tariffs: Another Round of Tariff
Cuts (and Possible Increases) to be Implemented on October 1, 1997,” prepared by U.S. Embassy,
Beijing, Sept. 22, 1997.

8 “Chinese Textile Industry and Trade, Entry Into New Phase,” JTN Monthly, June 1998, pp.
19-25.

8 Datafor the United States and the EU are from WTO, “Background Statistical Information
with Respect to Trade in Textiles and Clothing,” G/L/184, Sept. 30, 1997; data for Japan are
from L’ Observatoire Europeen du Textile et de L’ Habillement (OETH), “ Country Profile—PR
China: Foreign Trade in Textiles and Clothing,” Quarterly Bulletin: Textiles and Clothing, vol.
VI - No. 3/1997 (Brussels: OETH, Sept. 1997), p. 87.
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Table 11

Apparel: World exports, by selected countries and country groups, 1992-97

Country/group 1992 1993 1994 1995 1996 1997 1992 1996
Exports World share
IINNNNNIIIIIIINIIIIIIIIIIIINIDD Million dollars )))))NNNNNNNNINNNINNIIID DD )))) Percent ))))
United States . ........ 4,093 4,808 5,464 6,481 7,285 8,388 3.1 4.7
Canada ............. 528 662 825 1,016 1,238 1,487 0.4 0.8
Japan .............. 638 642 582 530 498 472 0.5 0.3
European Union (15) . .. 45,146 38,782 41,891 47,716 50,612 A 345 32.7
Extra-EU exports . . . . 14,016 10,480 12,370 14,494 16,030 A 10.7 10.4
Intra-EU exports . . .. 31,130 28,302 29,521 33,222 34,582 A 23.8 22.3
South America . .. ..... 1,268 1,305 1,381 1,383 1,153 A 1.0 0.7
Central American and
CBERA ........... 3,701 4,422 4,961 6,043 6,448 A 2.8 4.2
Mexico . ............. 967 1,185 1,701 2,731 3,737 5,636 0.7 2.4
BigThree ............ 20,853 19,181 18,555 17,748 16,407 A 15.9 10.6
Hong Kong?........ 9,969 9,289 9,457 9,540 8,979 9,329 7.6 5.8
Korea ............ 6,770 6,166 5,653 4,957 4,221 A 5.2 2.7
Taiwan ........... 4,114 3,727 3,445 3,251 3,207 3,428 3.1 2.1
China............... 16,704 18,441 23,731 24,049 25,034 31,803 12.8 16.2
ASEAN ............. 11,626 12,107 12,497 13,398 13,753 A 8.9 8.9
Indonesia ......... 3,164 3,502 3,206 3,376 3,591 2,904 2.4 2.3
Malaysia .......... 1,877 1,953 2,071 2,266 2,376 A 1.4 1.5
Philippines ........ 819 835 897 1,064 2,389 A 0.6 1.5
Singapore ......... 1,810 1,549 1,526 1,464 1,400 1,550 1.4 0.9
Thailand .......... 3,767 4,179 4,505 5,006 A A 2.9 33.3
Allother .......... 189 0 288 220 A A 0.1 A
SouthAsia........... 7,729 8,734 9,795 11,063 11,696 A 5.9 7.6
India* ............ 3,463 3,930 4,459 4,934 4,922 A 2.6 3.2
Bangladesh* ....... 1,503 1,681 2,036 2,622 2,862 A 1.1 1.9
Pakistan .......... 1,443 1,558 1,578 1,611 1,872 1,804 1.1 1.2
SriLanka® ........ 1,224 1,449 1,576 1,781 1,916 ® 0.9 1.2
Nepal* ............ 96 116 146 115 124 ® 0.1 0.1
Turkey . ............. 4,179 4,339 4,582 6,119 6,067 6,697 3.2 3.9
Allother . ............ 13,521 11,791 10,987 13,945 10,661 (@) 10.3 6.9
World? . ......... 130,953 126,367 136,952 152,222 154,589 e 100.0 100.0

! Not available.

2 Re-exports from Hong Kong are excluded as they comprise mostly products from China which are included in

China’s exports.

31995 export share.

4 Country exports as derived from available importer data.

Note.—Because of rounding, figures may not add to the totals shown.

Source: Compiled from United Nations data for Standard International Trade Classification (SITC) division 84,
articles of apparel and clothing accessories (Revision 3).
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Appard exports by the Big Three Asian suppliers (excluding Hong Kong' s re-exports, which are
mostly from China) declined by 21 percent during 1992-96 to $16.4 billion. Their share of world
apparel exportsfell by 5.3 percentage points during the period to 10.6 percent. The major market
for Big Three apparel exportsin 1996 was the United States, which accounted for 46 percent of
the total. To remain competitive, apparel firms in the Big Three economies have moved
production of apparel for export to China and other lower cost areas, such as the ASEAN
countries, and have set up factoriesin Western Europe, the United States, and Canada to bypass
guotarestrictionsand gain better accessto these markets. Firmsin the Big Three economies have
also set up operations in CBERA countries and Mexico to produce apparel for export to the
United States.

Hong Kong has been a mgjor beneficiary of China's expanding apparel industry.#> From the
1980s to the early 1990s, Hong K ong-based appare producers began subcontracting production
to state-owned factoriesin southeastern China. This outward-processing arrangement eventually
turned into a relocation of Hong Kong's apparel industry as aresult of China’'s low-cost labor
force. By 1995, Hong Kong firms operated more than 20,000 factories and employed an
estimated 5 million workers in the Pearl River Delta alone. Hong Kong has also become a
regiona sourcing hub for appardl; its apparel industry provides such services as product
development, material sourcing, quality control, merchandising, trade financing, and logistics
arrangements.

World apparel exportsby ASEAN countries rose by 18 percent during 1992-96 to $13.8 billion,
and their share of the world total remained relatively unchanged during the period at 8.9 percent.
The major markets for ASEAN apparel exportsin 1996 were the United States (43 percent), the
EU (29 percent), and Japan (13 percent). The Asian financial crisis and the accompanying
currency devaluations of several ASEAN countries are likely to lead to lower prices for goods
from ASEAN countries, thereby spurring foreign demand in major ASEAN export markets.
However, quotasinthese marketswill likely limit therate of growthin ASEAN apparel shipments.

Apparel exports of countries in South Asia—India, Bangladesh, Peakistan, Sri Lanka and
Nepa—posted a 51-percent gain during 1992-96 to $11.7 billion, and their share of the world
total rose by 1.7 percentage points to 7.3 percent. The major markets for their apparel exports
in 1996 were the United States (44 percent), Germany (15 percent), and the United Kingdom (11
percent). In the South Asian countries, the apparel sector, along with the textile sector, is the
largest source of foreign exchange earnings, accounting for more than one-third of each country’s
net export earnings in recent years. Labor costs in these countries are among the lowest of the
world’ s major producing and exporting countries.

The EU apparel sector comprises some 56,300 firms, with more than 80 percent of them having
fewer than 20 employees. EU apparel production declined by an annual average of 3.3 percent
in real terms during 1993-97 to $71.7 billion.2* EU apparel employment declined by an annual
average of 4.4 percent during 1993-97 to about 1 million workers. Italy and the United Kingdom
each accounted for 21 percent of EU apparel employment, followed by Portugal (14 percent),

& |nformation in the paragraph is from Peter Chan, “ Special Report: Sourcing - Asia: Down,
But Not Out - An Insider’ s Perspective,” Bobbin, Nov. 1998, pp. 33-38.
8 ECU=%$1.136 (period average).
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France and Spain (12 percent each) and Germany (11 percent).®* Investment in the EU apparel
sector isrelatively small, totaling $1.4 billionin 1997, compared with $6.3 billioninthe EU textile
sector.®® Outward processing trade (OPT)® with the countries of Central and Eastern Europe and
the Mediterranean rim more than doubled in value during 1990-97. In 1997, OPT imports
accounted for 17 percent of the total value of EU apparel imports. Germany accounted for 58
percent of EU OPT apparel importsin 1997, followed by Italy (11 percent). EU apparel exports
(including intra-EU trade) rose by 12 percent during 1992-96 to $50.6 billion. Italy was the
leading EU exporter, accounting for 32 percent of EU apparel exports, followed by Germany (15
percent), France (11 percent), and the United Kingdom (10 percent). About 68 percent, or $35
billion, of EU apparel exports were intra-EU shipments, mainly to Germany, France, and the
United Kingdom. The principal non-EU export markets were Switzerland and Japan (about 5
percent each) and the United States (4 percent).

In Mexico, severa U.S. textile mills have announced plans to establish or further expand textile
operationswhich, in turn, are expected to spur the growth of “full-package”’ shipments of apparel
fromMexicototheUnited States. Mexico' stextileindustry isdevel oping itscapability to produce
fabrics for use in the manufacture of garments for export to the United States, largely reflecting
U.S. and other foreign investment and joint ventures with U.S. firms® For example, Burlington
Industries is spending $200 million to build three thread and fabric plants in Morelos that will
begin production by the end of 1999; DuPont Mexicoisinvesting $300 millionin various projects,
including a joint venture with Grupo Alfa, Nylon de Mexico;® and Guilford Mills is investing
$100 million to set up an integrated textile plant (knitting, dyeing, finishing, and printing
garments) inthe Mexican Gulf Coast city of Tampica/Altamiro.?® ConeMillshaslaunched ajoint
venturewith Mexico’ slargest textile producer, Companialndustrial de Parras, to produce denim
for use in the manufacture of jeans in Mexico for export to the United States.

The major world marketsfor apparel arethe developed countries, led by the EU, the United States,
and Japan, which together accounted for 85 percent of total reported world imports of apparel in
1996 (table 12). The United States accounted for 27 percent of world apparel imports in 1996,
down dightly from 28 percent in 1993. The EU share of world apparel imports declined to just
under 46 percent in 1996, from 48 percent in 1993. Japan’s share of the world total rose by 2
percentage points during the period, to 12 percent.

8 OETH, The EU Textile and Clothing Sector: 1998 (Brussels), May 1998, p. 31.

& 1bid, p. 33.

% The trade consists mainly of exporting fabric to proximate low-cost labor countries to be
made into finished garments for re-import into the EU, with EU tariffs (where they apply) levied
on the value-added only. See OETH, “Outward Processing Trade,” The EU Textile and Clothing
Sector: 1998, pp. 49-52.

8 Thirty of Mexico's 31 States each have at least 1 textile plant and 13 new textile
magquiladora plants authorized by the Mexican government in March 1998. See U.S. Department
of State telegram No. 1356, “NAFTA: 2001 - The Tijuana Perspective,” prepared by the U.S.
Embassy, Tijuana, Dec. 22, 1997, and “Mexico Approves 48 Maguiladora Programs,” The
Journal of Commerce, Web Edition, May 14, 1998, found at Internet address
http://mww.joc.com/database/getDocument.cgi ?7docnum=08& maxDoc=1.

8 "Mexico Update,” Twin Plant News, Mar. 1998, p. 8.

8 "U.S. Investors Outline Plans to Expand Mexican Operations,” Journal of Commerce
Online, Mar.11, 1998, found at Internet
http://mwww.joc.com/database/getDocument.cgi 2docNum=8& maxDoc=20; and DNR (Daily News
Record), Guilford to Spend $100 million to Expand Mexican Operations, Mar.18, 1998, p. 13.
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Table 12

Apparel: World imports, by selected countries and country groups, 1992-96

Import share—

Country/group 1992 1993 1994 1995 1996 1992 1996
Million dollars Percent —

United States ... .......... 32,951 35,605 38,643 41,367 43,317 25.1 26.9
Canada ................. 2,433 2,510 2,518 2,689 2,544 1.9 1.6
Japan .................. 11,191 12,588 15,265 18,758 19,672 8.5 12.2
European Union (15) ....... 69,599 60,496 63,489 70,005 73,219 53.1 455

Intra-EU imports . ....... 27,790 23,851 24,784 28,503 29,537 21.2 18.4

Extra-EU imports® . ... ... 41,809 36,645 38,705 41,502 43,682 31.9 27.2
Australia . ............... 885 987 1,134 1,262 1,411 0.7 0.9
Norway ................. 1,375 1,198 1,292 1,419 1,381 1.0 0.9
Switzerland .............. 3,563 3,326 3,469 3,821 3,731 2.7 2.3
China................... 439 552 622 969 1,044 0.3 0.6
Korea .................. 270 360 694 1,073 1,507 0.2 0.9
Allother ................. 8,469 8,948 9,901 12,042 13,015 6.5 8.1

Total? ................ 131,175 126,570 137,027 153,405 160,841 100.0 100.0

!Data for extra-EU imports were derived by subtracting intra-EU apparel imports, as published by the WTO, from

total EU apparel imports, as compiled by the United Nations.

2 Excludes re-exports from Hong Kong.

Source: Compiled from unpublished United Nations data for SITC 84, articles of apparel and clothing accessories

(Revision 3), and published data from the World Trade Organization, “Background Statistical Information with

Respect to Trade in Textiles and Clothing,” Sept. 30, 1997.
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RECENT RESTRUCTURING IN THE U.S.
APPAREL INDUSTRY

Firm and products

Foreign activity

Recent restructuring activity

Levi Strauss & Co., Inc.
San Francisco, CA

Products include jeans, dress
pants, and casual sportswear
under Levi's, Dockers, and
Slates brands.

European and Asia/Pacific
divisions accounted for $2.3
billion or one-third of
company’s global sales.

In 1998, closed 12 of its 32 U.S. plants,
involving 7,385 employees, and 4 of its 12
European plants, involving 1,461 employees,
to eliminate excess capacity. As a result,
eliminated 38 percent of its production
capacity in North America. Will focus its
efforts on consumer marketing. Announced
plans to close 10 U.S. plants and one
Canadian plant in 1999 involving 5,900
employees or 30 percent of total workforce.

Fruit of the Loom, Inc.
Chicago, IL

Products include underwear and
casual apparel under Fruit of the
Loom, BVD, Gitano,
Munsingwear, and Wilson
brands.

Expected to have 95
percent of its sewing
performed in Mexico and
Caribbean Basin countries
by end of 1998. Firm’'s 14
company-owned offshore
plants accounted for 35
percent of its offshore
sewing; planned to increase
this portion to 50 percent in
1998.

Since 1995, has closed 9 U.S. sewing plants,
employing more than 7,000 workers, and
moved most sewing operations to Mexico and
Caribbean Basin countries in an effort to
reduce costs. Also has consolidated its Gitano
and licensed sportswear operations and
discontinued use of the Salem brand.

Sara Lee Corp., Chicago, IL

Products include underwear,
intimate apparel, hosiery, and
athletic and casual apparel
under the Hanes, Hanes Her
Way, Playtex, Bali, and L'eggs
brands and Champion brands.

In 1997, foreign operations
accounted for 42 percent of
apparel sales and 47
percent of profits.

In September 1997, unveiled a “de-
verticalization” plan to become less vertically
integrated, own fewer fixed assets, and use
knowledge-based skills to develop and market
its goods. Subsequently announced the
divestiture of nine textile operations related to
its U.S. knit apparel business, so that it can
focus more on product development and
marketing.

VF Corp., Greensboro, NC

Products include Wrangler, Lee,
Rustler, Riders, and Britannia
jeans; Vanity Fair intimate
apparel; Nutmeg knitwear; and
Healthtex playwear.

Offshore sourcing projected
to account for 50 percent of
sales by the end of 1998.
Plans to move 80 percent of
its sewing operations
offshore in the future.

Since late 1996, has consolidated its
operations into five consumer-focused
marketing group: Jeanswear, Intimate Apparel,
Knitwear, Playwear, and International;
acquired Bestform Group, a leading producer
of intimate apparel to augment offshore
sourcing in Asia; and acquired Britannia
Sportswear Ltd. from Levi Strauss to increase
presence in mass merchandise market.

Oxford Industries, Inc.
Atlanta, GA

Products include men’s tailored
clothing under Oscar de la
Renta, Robert Stock, Nautica,
and Geoffrey Beene brands;
J.C. Penney Stafford suits;
Eddie Bauer slacks; L.L. Bean
men'’s slacks and shirts; and
Tommy Hilfiger dress and golf
shirts.

Sources in 37 countries. In
1998, about 80 percent of
its products were sourced
offshore, including those
from its own facilities in
Mexico, the Dominican
Republic, Costa Rica,
Honduras (under 9802),
and the Philippines.

Plans to reduce costs through increased global
sourcing; invest in new and expanded
production facilities in Latin America and Asia;
and expand operations through additional
acquisitions and start-up opportunities.



Kellwood Co.,
St. Louis, MO

Products include women’s
branded and private label
apparel, such as Kathie Lee,
Sag Harbor, Cricket Lane, Harve
Benard, and Nautica dress
shirts.

Sources 74 percent of its
products through a global
sourcing network; operates
33 production facilities
worldwide. Owns two
plants in the Dominican
Republic, two plants in
Honduras, one plant in El
Salvador and one plant in
Canada. Plans to increase
offshore sourcing to 90
percent of its apparel sales
in next 5 years.

Plans to expand its branded label products,
broaden its customer base, increase its
distribution channels, and further develop its
global product sourcing capability. In
December 1998, announced the signing of
agreements to acquire Fritzi California, which
will enable Kellwood to tap into the juniors’ and
girls’ sportswear market, and Koret of
California, Inc., which will broaden its range of
moderate price points in women’s sportswear.

Russell Corp.,
Alexander City, AL

Products include sportswear
under the Russell Athletic,
Jerzees, and Cross Creek
labels, and athletic uniforms.

Offshore sourcing accounts
for 20 percent of its apparel
sales; plans to expand
offshore sourcing to 50
percent of sales during the
next 5 years. Currently,
over 40 percent of its
sewing operations take
place outside the U.S. and
plans to increase this
percentage.

Unveiled a plan in July 1998 to restructure
operations over a 3-year period so as to
improve its global competitiveness; expected
to result in an after-tax charge of $100 to $125
million. Actions under consideration include
closing about 25 of its 90 plants worldwide,
expanding foreign production, consolidating
the licensed products business, and
reorganizing the corporate structure.
Anticipates eliminating about 4,000 positions.
Enhanced consumer market efforts will be a
priority.

Salant Corp.,
New York, NY

Products include men'’s apparel
under such brands as Perry
Ellis, Manhattan, and John
Henry; private labels such as
Canyon River Blues for Sears;
and licensed children’s
sleepwear, underwear, and
sportswear.

Sources 88 percent of its
apparel production offshore:
47 percent in Mexico, 18
percent in Guatemala, and
12 percent in the Dominican
Republic. Company-
operated facilities
accounted for 37 percent of
its offshore sourcing in
1997.

In December 1998, filed voluntary petition for
relief under chapter 11 of the United States
Code. Under its chapter 11 restructuring plan,
Salant intends to focus solely on its Perry Ellis
men’s apparel business. In February 1999,
Salant announced that it reached an
agreement to terminate its license to
manufacture and distribute Joe Boxer
children’s sportswear. In 1997, Salant
discontinued its Thomson pant business and
Made in the Shade division, and closed its
non-Perry Ellis Stores.

Tropical Sportswear
International Corp., Tampa,
FL

Products include Farah and
Savane slacks and private label
men’s slacks and shirts.

All products are assembled
offshore, mainly in the
Dominican Republic,
Mexico, and Costa Rica.

In 1998, bought Savane International Corp.
(formerly known as Farah Inc.), a producer of
men’s trousers and shorts bearing national
brands such as Savane, Farah, and John
Henry. Intends to pursue acquisitions as part
of its business strategy; plans to expand
Caribbean operations if NAFTA parity is
granted to U.S. apparel imports from CBERA
countries.

Warnaco Group Inc.,
New York, NY

Products include women’s
intimate apparel and men’s
underwear under its own brand
names, such as Warner’s, Olga,
Calvin Klein (underwear and
intimate apparel), Lejaby,
Bodyslimmers, and Van Raalte;
holds exclusive licenses for
White Stag and Speedo
trademarks.

Has subsidiaries and
manufacturing facilities in
North and South America,
the Caribbean countries,
and Asia. Operations in
Mexico and the Caribbean
countries are primarily
production-sharing
arrangements.
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Acquired the worldwide trademarks, rights,
and business of Calvin Klein’s men’s
underwear in 1994 and Calvin Klein's women’s
intimate apparel in 1995. In 1996, acquired
GJM, Lejaby, and Bodyslimmers, designed to
increase the worldwide distribution of
company'’s intimate apparel and sleepwear,
including Calvin Klein brand. In 1997,
acquired Designer Holdings Ltd., holder of a
40-year extendable license from Calvin Klein
for jeanswear and jeans-related sportswear
collections under the Calvin Klein label.
Expanded retail outlet stores to provide a
channel for disposing of excess and irregular
inventory and limit exposure to off-price
retailers.



Hartmarx Corp.,
Chicago, IL

Products include men’s tailored
clothing (e.g., suits) under Hart
Schaffner & Marx and Hickey-
Freeman labels. Also owns
such labels as Palm Beach and
Sansabelt and holds exclusive
license for such labels as
Burberrys.

Offshore sourcing accounts
for a small, but growing
portion of its production.
Almost all of its men’s and
women'’s sportswear is
sourced offshore, utilizing
independent contractors.

In 1996, acquired Plaid Clothing Group, Inc., a
producer of men'’s tailored clothing, which
provided Hartmarx the licensing rights to
manufacture and market men'’s tailored
clothing under the Burberrys, Claiborne, and
Evan-Picone brands, as well as ownership of
the Palm Beach, Brannoch, and other trade
names. In 1995, acquired a slack production
facility in Mexico and a coat and slack
production factory in Costa Rica to reduce
costs.

Oshkosh B’Gosh, Inc.,
Oshkosh, WI

Products include children’s
apparel under the Oshkosh,
Oshkosh B’Gosh, Baby B'Gosh,
Genuine Girl, and Genuine
Blues labels.

Sourced 53 percent of its
products from third-party
contractors (domestic and
foreign) in 1997. Also
sources apparel sewn in its
leased plant in Honduras
under a production-sharing
arrangement.

Plans to close under-performing units,
eliminate excess capacity, and expand
offshore sourcing to improve cost structure.
Discontinued Genuine Kid brand, closed less
profitable European operations and entered
into licensing agreement for European market,
and expanded its retail channels by adding
additional company-owned stores. Operates
119 domestic Oshkosh B’Gosh branded
stores, including 111 factory outlet stores.

Phillips-Van Heusen Corp.,
New York, NY

Products include shirts and
sportswear under the Van
Heusen, Izod, Bass, Gant, and
Geoffrey Beene labels.

Sources most of its dress
shirts and substantially all
of its sportswear from
independent manufacturers
in the Far East, Middle
East, and Caribbean areas.
Markets its own brands
globally; however, only
Gant has achieved
widespread brand
recognition.

Acquired Izod and Gant brands in 1995. In
1997, announced plan to accelerate the
execution of its strategy to build its brands.
Included in plan were the closing of about 150
outlet stores, repositioning the Gant brand in
the United States to be consistent with its
successful positioning in Europe and Asia,
exiting the sweater manufacturing business,
and restructuring warehousing and distribution
facilities.

Liz Claiborne, Inc.,
New York, NY

Products include apparel and
accessories under its portfolio of
brands and trademarks.

Designs and markets
apparel; does not own
manufacturing facilities. A
substantial portion of the
firm’s sales consists of
goods produced in about 30
countries, mainly in the Far
East, the Caribbean, and
Central America.

Under licensing arrangements, licensees
produce goods for Liz Claiborne under its
trademarks in accordance with designs
furnished by the company. Entered into a
license agreement in 1998 with an affiliate of
Donna Karan International, Inc., to design,
produce, market and sell men’s and women'’s
sportswear, jeanswear, and activewear under
the DKNY JEANS and DKNY ACTIVE labels.
Also launched a line of women’s apparel under
the JH COLLECTIBLES label. Operates 113
stores in the United States which carry only
company products.

Source: Compiled from company annual reports and press releases, company submissions to the U.S. Securities and
Exchange Commission, Prudential Securities reports, articles from trade journals, and interviews with company officials
by USITC staff during fieldwork conducted in August 1998.
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TARIFF AND TRADE AGREEMENT
TERMS

IntheHarmonized Tariff Schedule of the United States (HTS), chapters 1 through 97 cover
al goods in trade and incorporate in the tariff nomenclature the internationally adopted
Harmonized Commodity Description and Coding System through the 6-digit level of product
description.  Subordinate 8-digit product subdivisions, either enacted by Congress or
proclamed by the President, alow more narrowly applicable duty rates, 10-digit
administrative statistical reporting numbersprovidedataof national interest. Chapters98and
99 contain specia U.S. classifications and temporary rate provisions, respectively. TheHTS
replaced the Tariff Schedules of the United States (TSUS) effective January 1, 1989.

Duty ratesin thegeneral subcolumn of HTS column 1 are most-favored-nation (now referred
to asnormal trade relations) rates, many of which have been eliminated or are being reduced
as concessions resulting from the Uruguay Round of Multilateral Trade Negotiations.
Column 1-general duty rates apply to all countries except those listed in HTS general note
3(b) (Afghanistan, Cuba, Laos, North Korea, and Vietnam), which are subject to the statutory
rates set forth in column 2. Specified goods from designated general-rate countries may be
eligible for reduced rates of duty or for duty-free entry under one or more preferential tariff
programs. Such tariff treatment is set forth in the special subcolumn of HTS rate of duty
column 1 or in the general notes. If eligibility for specia tariff rates is not clamed or
established, goods are dutiable at column 1-general rates. The HTS does not enumerate those

countries as to which atotal or partial embargo has been declared.

The Generalized System of Preferences (GSP) affords nonreciprocal tariff preferences to
developing countries to aid their economic development and to diversify and expand their
production and exports. The U.S. GSP, enacted in title V of the Trade Act of 1974 for 10
years and extended severa times thereafter, applies to merchandise imported on or after
January 1, 1976 and before the close of June 30, 1999. Indicated by the symbol "A", "A*",
or "A+" in the special subcolumn, the GSP provides duty-free entry to digible articles the
product of andimported directly from designated beneficiary devel oping countries, asset forth

in general note 4 to the HTS.

The Caribbean Basin Economic Recovery Act (CBERA) affords nonreciproca tariff
preferences to developing countries in the Caribbean Basin area to aid their economic
development and to diversify and expand their production and exports. The CBERA, enacted
intitlell of Public Law 98-67, implemented by Presidential Proclamation 5133 of November
30, 1983, and amended by the Customs and Trade Act of 1990, applies to merchandise
entered, or withdrawn from warehouse for consumption, on or after January 1, 1984.
Indicated by thesymbol "E" or "E*" in the special subcolumn, the CBERA providesduty-free
entry to eligible articles, and reduced-duty treatment to certain other articles, which are the
product of and imported directly from designated countries, as set forth in general note 7 to

the HTS.
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Free rates of duty in the special subcolumn followed by the symbol "IL" are applicable to
products of Isragl under the United States-Israel Free Trade Area Implementation Act of
1985 (IFTA), as provided in genera note 8 to the HTS.

Preferential nonreciprocal duty-free or reduced-duty treatment in the special subcolumn
followed by the symbol "J' or "J*" in parentheses is afforded to eligible articles the product
of designated beneficiary countriesunder the Andean Trade Preference Act (ATPA), enacted
astitlel!l of Public Law 102-182 and implemented by Presidential Proclamation 6455 of July
2, 1992 (effective July 22, 1992), as set forth in general note 11 to the HTS.

Preferential free rates of duty in the special subcolumn followed by the symbol "CA" are
applicableto eigible goods of Canada, and ratesfollowed by the symbol "M X" are applicable
to eligible goods of Mexico, under the North American Free Trade Agreement, as provided
in genera note 12 to the HTS and implemented effective January 1, 1994 by Presidentia
Proclamation 6641 of December 15, 1993. Goods must originateinthe NAFTA region under
rules set forth in genera note 12(t) and meet other requirements of the note and applicable
regulations.

Other special tariff treatment appliesto particular products of insular possessions (genera
note 3(a)(iv)), products of the West Bank and Gaza Strip (general note 3(a)(v)), goods
covered by the Automotive Products Trade Act (APTA) (general note 5) and the Agreement
on Trade in Civil Aircraft (ATCA) (general note 6), articles imported from freely
associated states (genera note 10), pharmaceutical products (general note 13), and
intermediate chemicals for dyes (genera note 14).

The General Agreement on Tariffs and Trade 1994 (GATT 1994), pursuant to the
Agreement Establishing theWorld Trade Organization, isbased upontheearlier GATT 1947
(61 Stat. (pt. 5) A58; 8 UST (pt. 2) 1786) as the primary multilateral system of disciplines
and principlesgoverninginternational trade. Signatories obligationsunder both the 1994 and
1947 agreements focus upon most-favored-nation treatment, the maintenance of scheduled
concession rates of duty, and national treatment for imported products, the GATT aso
providesthe legal framework for customs va uation standards, "escape clause" (emergency)
actions, antidumping and countervailing duties, dispute settlement, and other measures. The
results of the Uruguay Round of multilateral tariff negotiations are set forth by way of
separate schedules of concessions for each participating contracting party, with the U.S.
schedule designated as Schedule X X. Pursuant to the Agreement on Textiles and Clothing
(ATC) of the GATT 1994, member countries are phasing out restrictions on imports under
the prior "Arrangement Regarding International Tradein Textiles' (known asthe Multifiber
Arrangement (MFA)). Under the MFA, which was a departure from GATT 1947
provisions, importing and exporting countries negotiated bilateral agreementslimiting textile
and appard shipments, and importing countries could take unilateral action in the absence or
violation of an agreement. Quantitative limits had been established on imported textiles and
apparel of cotton, other vegetable fibers, wool, man-made fibers or silk blendsin an effort to
prevent or limit market disruption in the importing countries. The ATC establishes
notification and safeguard procedures, aong with other rules concerning the customs
treatment of textile and apparel shipments, and calls for the eventual complete integration of
this sector into the GATT 1994 over aten-year period, or by Jan. 1, 2005.
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