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Japan's entry into the TPP has the potential to reduce opportunities for the US textile industry
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ANALYSIS: The potential impact of TPP on the US textile industry

There's no doubt the Trans-
Pacific Partnership (TPP)
agreement has the potential to be
a game-changer for both the US
textile and apparel industries. For
the US textile sector in particular,
the inclusion of Vietnam in the
pact is seen as a major threat -
but new research suggests there
may be more to fear from Japan.

Textiles are a contentious issue in
ongoing negotiations to establish the
Trans-Pacific Partnership (TPP)
free-trade zone across the Pacific -
and the inclusion of Vietnam in
particular is a major thorn in the side of the US textile industry.

As one of the 12 negotiating nations, Vietnam is already the second-largest apparel supplier to the US after China. And
the fear is that not only will the trade agreement enable the country be able to export clothing to the US duty free, but
that without a strict yarn-forward rule of origin, this clothing will be made from Chinese yarns and fabrics.

But is this focus on Vietnam missing the mark? A new study suggests Japan - a major manufacturer of high-end textiles
and industrial fabrics - could pose even greater challenges once the TPP is implemented.

According to Dr Sheng Lu, assistant professor at the University of Rhode Island's Department of Textiles, Fashion
Merchandising and Design, Japan does indeed deserve more attention.

In a paper shared with just-style - "Does Japan's accession to the Trans-Pacific Partnership mean an opportunity or a
threat to the US textile industry? A quantitative evaluation" - he points out that as one of the world's leading textile
exporters, Japan's entry into the TPP "substantially reduces the opportunity for the US textile industry to expand exports
in the Asia-Pacific region, such as Vietnam."
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He also notes that textile inputs imported from Japan would "considerably improve" the price competitiveness of
Vietnam's apparel exports in the world market.

On top of this, a flood of Vietnamese imports into the US market would decimate the market share of apparel made in the
NAFTA and CAFTA regions, disrupting textile and apparel regional production and trade networks (RPTN) in America.

And if this wasn't enough, a close partnership with Japan may help strengthen the capacity building of Vietnam's textile
industry, gradually turning Vietnam from a net importer of textiles into a net textile exporter.

In this event, even strict "yarn-forward" rules of origin - which only allows a garment to enter the US duty-free if yarn
production, fabric production, cutting and sewing of the finished garment all occur within the TPP region - may not help
the US textile industry compete.

"Even in the domestic market, the US textile industry may face more intensive competition from increased Japanese
textiles," the research suggests.

Impact of tariff elimination
Dr Lu's study focuses specifically on tariff elimination in the TPP, and suggests a number of different scenarios are likely
to play out for the US textile industry - although he notes that it is hard to tell if the TPP will open new export markets
for US-made textile products, in part due to the unique pattern of textile and apparel regional production and trade
networks (RPTN) in the Asia-Pacific region.

Initially, though, the news would be good once the agreement came into force, with the elimination of import tariffs
between TPP parties (up to 10.1% for textiles and 26.8% for apparel) providing a lift in trade between member countries -
including a boost in US textile exports.

But the potential expansion of US textile exports is substantially reduced by Japan's accession to the TPP, with the
country already a traditional textile supplier to Vietnam and other Asian TPP members, who lack fabric production
capacity and will continue to rely on imported materials and textile inputs as their apparel exports to the US, Canada and
Japan surge.

As well as being geographically much closer than the US, Japan is already the fourth largest textile exporter to Vietnam.
Tariff cuts under TPP will make Japan's textiles even more price competitive in Vietnam's market, says Dr Lu, noting that
Vietnam's tariff rate for textiles currently averages at 9.7%.

Supporting his argument is the fact that Japan is currently the largest textile exporter to China - suggesting Japan has the
potential to become a more critical textile supplier to Vietnam in the years ahead.

And at the product level, Japan's textile exports match well with Vietnam's import demand. For example, according to the
UNComtrade, man-made fibre woven fabric accounted for 28% of Vietnam's textile imports and 24% of Japan's total
textile exports to the world in 2012. However, only 11.4% (or $217m) of Japan's man-made fibre woven fabric exports in
2012 went to Vietnam and this figure has the potential to go up.

Another expected outcome is that non-TPP members, including the NAFTA (North American Free Trade Agreement) and
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CAFTA (Central American Free Trade Agreement) regions will see a decline in their share of the US apparel import
market. And when apparel exports from NAFTA and CAFTA are hit, so too will US textile exports to these two regions.

Even Mexico, which is a TPP member and a significant regional textile market for the US, is unlikely to see any
additional market access benefits because it already has duty-free access for its apparel exports to the US under NAFTA.
Indeed, it may also lose out to cheaper apparel imports from Vietnam and other Asian TPP members.

The upside is that two-way intra-industry trade between the US and Japan for textiles is forecast to expand because both
countries will offer more favourable market access for each other's products.

And a final scenario explored by the research suggests the TPP would cause an expansion of the trade deficit as well as a
decline of domestic production in the US textile industry.

Unresolved issues
With no deadline as yet set to complete the talks - which have already been going on for more than four years - any
scenarios remain purely hypothetical.

On top of this, a number of key industry issues also remain unresolved, including the all-important rules of origin for
apparel and footwear.

The 12 negotiating parties include the US, Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru,
Singapore and Vietnam.

Textile industry trade groups have urged the US to insist on a strict "yarn forward" rule (that includes linings, narrow
elastics, sewing thread and pocketing).

US negotiators have also proposed a short supply list of fabrics, yarns and fibres not commercially available in TPP
countries, which could be sourced from outside the region, including China.

But apparel retailers, brands and importers with extensive global supply chains want maximum flexibility for sourcing and
are less concerned about whether US-made textiles are used.

They argue the rule as it stands is too restrictive, hinders new trade and investment in the sector, and renders most
existing trade ineligible for preferential tariff treatment.

Instead, they want to be able to have the freedom to source inputs from the best suppliers, regardless of whether textiles
from the US or partner countries are used - and want all apparel cut and sewn within the TPP area, regardless of where
the fabric originates, to be eligible for duty-free entry.
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