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The Multifibre Arrangement 
(MFA) contains a series of bilat- 
erally negotiated quota restric- 
tions covering trade in both tex- 
tiles and clothing between indi- 
vidual developed countries and 
developing countries. The first 
MFA (MFA I) was established in 
1974 and it has since been re- 
newed on three occasions, 1978 
(MFA 11), 1982 (MFA 111) and 
1986 (MFA IV). 

The origins of the MFA lie in 
the Short-Term Arrangement 
Regarding International Trade 
in Cotton Textiles negotiated 
between the US and Japan in 
1961. This Short-Term Ar- 
rangement grew into a Long- 
Term Agreement in 1962, lasting 
(with extensions) until the begin- 
ning of the MFA in 1974. 

The MFA was originally intended 
to provide temporary protection 
for domestic textile industries in 
developed countries. The aim was 
to allow them time to adjust to 
competition from newly develop- 
ing, low-cost foreign competitors. 
Subsequent renegotiations of the 
MFA have resulted, however, in 
an increase in its restrictiveness 
and an increase in the coverage of 
fibre types. 

Currently, the MFA has 40 signa- 
tories including several major 
developed country participants, 
such as the US, Canada and 
European Union, and numerous 
developing country participants 
such as Argentina, Brazil, China, 
Hong Kong, India, Indonesia, 
Malaysia, Mexico, Pakistan, Peru, 

Philippines, Singapore, South 
Korea, Thailand and Vietnam. 
The MFA covers about 70 per 
cent of world trade in textiles and 
clothing (Figure 1). 

Figure 1 World imports of tex- 
tiles and clothing, 11992 
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MFA have a price-raising effect 
which reduces demand for textile 
and clothing in major importing 
countries. This in turn leads to a 
reduction in the demand for fibres 
including wool. So Australia, a 
major wool exporter, has been 
indirectly hurt by the MFA. 

The e 

guay 
Although MFA is established 
under the GATT, it is a major 
departure from the principles of 
GATT. 

The Uruguay Round saw agree- 
ment to dismantle the MFA re- 
strictions on textile and clothing 
trade. This will happen in three 
phases over a ten-year period 

At the outset, each MFA member 
will shift products which account 
for 4 per cent of total imports 

(1995-98, 1998-2002, 2002-05). 

under the MFA out of MFA rules 
into general GATT rules. A fur- 
ther 12 per cent will be shifted in 
the first stage, 18 per cent in the 
second stage and the rest in the 
third stage. For those items not 
transferred out of the MFA at a 
particular stage, there are speci- 
fied increases in quotas. 

The Uruguay Round agreement 
will reinforce the strong growth 
of developing country trade and 
mitigate the threat of increases 
in trade distortions in the textile 
and clothing sectors. 

The impact of 

~ ~ s ~ ~ a ~ i a  
Since the MFA does not apply 

directly to trade in raw fibres, the 
impact of its removal on raw 
wool demand is largely indirect. 
Australian wool growers may 
gain from the dismantling of the 
MFA in a number of ways. 

First, the removal of the MFA 
will lead to a shift in the produc- 
tion of textiles and clothing from 
developed, high-cost, producing 
countries such as the United 
States and Western Europe to- 
wards low-cost developing coun- 
tries such as China, Thailand and 
Philippines. This is likely to 
lower prices and increase con- 
sumption of textiles and clothing 
in developed countries and con- 
sequently, is likely to increase 
demand for wool. 

Second, the lowering of trade 
barriers on labour-intensive prod- 
ucts such as textiles and clothing 
will accelerate the economic de- 



velopment in less developed 
countries. This means that there 
will be a higher income growth in 
these countries. Wool can be ex- 
pected to gain proportionately 
more from this rising income than 
other fibres because it has a 
higher income elasticity of de- 
mand (demand for wool usually 
grows faster than incomes in de- 
veloping countries). 

Third, due to the limited evidence 
on upgrading effects' under the 
MFA (in terms of switching from 
low quality fibres such as cotton 
and chemical fibres into high 
quality fibres such as wool), wool 
may benefit as much as other fi- 
bres from the abolition of the 
MFA. There has been a view that 
wool may have gained from the 
MFA due to the upgrading effect 
and as a result, wool may gain 
less than other fibres from the 
removal of the MFA. However, 
there is an alternative view that 
although there is an upgrading 
effect associated with the MFA, 
this effect is most likely to be 
limited to the existing product 
lines rather than leading to a 
switching of fibre types. For ex- 
ample, a cotton textile exporter 
who is faced with restrictions 
under the MFA is more likely to 
respond by improving the quality 
of his cotton products than by 

switching into producing wool 
products. 

Estimating the total benefits for 
Australia is hard due to the com- 
plexity of the MFA. However, a 
study by the Australian Bureau of 
Agricultural and Resource EGO- 
nomics estimates that Australian 
wool growers would gain over A$ 
200 million from the removal of 
quotas on wool textiles and cloth- 
ing by the US alone. 

ualifications 
The actual extent to which Aus- 
tralian wool growers will benefit 
depends on the faithful implemen- 
tation of the Agreement on Tex- 
tiles and Clothing reached at the 
Uruguay Round. There is a possi- 
bility that there will be increased 
use of alternatives to quota pro- 
tection. For example, the safe- 
guard mechanism could be 
abused, the number of anti- 
dumping cases could increase, or 
rules of origin could be changed 
to make market access more diffi- 
cult. 

There is also a sequencing prob- 
lem for MFA reform. Because 
countries will have the choice of 
the sequence in which to bring 
products out of the MFA, it is 
likely that labour intensive prod- 
ucts will be the last to shift. For 
some countries which are special- 

ised in more labour-intensive 
products (for example China), the 
greatest impact of the MFA may 
not be felt until the end of the 
transitional period. 

It is of interest to Australia to 
give continued attention to the 
implementation of the agreement 
on phasing out the MFA. Austra- 
lia could use APEC to seek to 
accelerate the implementation of 
the reform amongst its members, 
have APEC members comrnit 
much earlier to a sequence of 
liberalisation that is not biased 
against labour-intensive products, 
and monitor and make transparent 
the implementation of the re- 
forms. 
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The MFA encourages exporters to upgrade their products within a specific quota and wool as a higher quality fibre may 
have been favoured as against other fibres in apparel. 
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