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TEXTILE AND APPAREL TRADE ENFORCEMENT
ACT

MONDAY, JULY 15, 1985

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,

COMMITTEE ON FINANCE,
B Washington, DC.

The subcommittee met, pursuant to order, at 2:30 p.m., Hon.
John C. Danforth (chairman) presiding. .

Present: Senators Danforth, Packwood, Roth, Chafee, Heinz,
Grassley, Bentsen, Matsunaga, Moynihan, Baucus, Bradley, and
Mitchell. \

Also present: Senator Arlen Specter. -

[The press release announcing the hearing and the prepared
statements of Senators Heinz, Mitchell, and Specter follow:]

[Press Release No. 85-0062, Friday, Aug. 9, 1985)

FINANCE SuBCOMMITTEE RESETS DATE, T1ME FOR S. 680 HEARING

A September hearing on S. 680, the Textile and Apparel Trade Enforcement Act
of 1985, has been reset by the Senate Committee on Finance, Chairman Bob Pack-
wood (R-Oregon) announced today. -

Senator Packwood said the hearing before the Committee’s Subcommittee on
International Trade originally scheduled for Monday, September 16 will instead be
held at 2 p.m., 'I‘hunsdag, September 12, 1985. An additional hearing will be held as
orig‘i)nally scheduled at 9:30 a.m., Monday, September 23.

wthhhearings will be held in Room SD-215 of the Dirksen Senate Office Building
in Washington.

Senator John C. Danforth (R-Missouri), Chairman of the Subcommittee on Inter-
national Trade, will preside at the hearings.

Senator Packwood noted the Subcommittee had opened hearings on S. 680 with a
five and one-half hour session July 15. Senator Strom Thurmond (R-South Carolina)
is chief sponsor of S. 680.

A markup of S. 680 is to be scheduled by the Committee on Finance in October,
Senator Packwood has said.

STATEMENT BY SENATOR JOHN HEINZ

Before we get into the details of this bill, I think we should consider what kind of
future we envisage for the textile and apparel industry in this country. First of all, I
think we would_ all agree that it is in the nation’s interest to see a strong, healthy
textile and apparel industry. its prosperity 1s crucial to a tully employed economy.
Second we would like to see a well-run and efficient industry, that could hold its
own against foreign competitors, and would serve the best interests of the consumer.
Finally we need an industry in some kind of stable equilibrium; it is common-know!-
'ed%:a that an industry whose fortunes are constantly fluctuating will suffer from a
lack of investment, which in the long run will lead to its demise.

If we agree on these objectives then the debate arises on how best to achieve
them. It is lt‘]uite apparent to me that the current arrargements are not satisfactory.
The Multi-Fiber Arrangement was supposed to keep growth in imports to a fixed
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rcentage, yet implementation has failed completely. For example agreements with

orea, Hong Kong and Taiwan were supposed to control imports to an increase of 1
or 2% annually, but since 1982 imForts from these countries have increased by 40%.
1 could ii've numerous other specific exam‘)lee, but the overall result has been over
300,000 U.S. jobs lost in the textile, apparel industry since 1980. In five years if cur-
rent policies remain in effect, the textile and apparel industry, and well over a mil-
lion jobs, may well cease to exist.

This legislation will only make effective what was intended by the original M.F.A.
Import penetration would be lowered to the reasonable levels that would have exist-
ed if the M.F.A. had been properly enforced. If this legislation is passed the textile
and apparel industry in America will survive. More than that, its enactment will
create the stability necessary in the industry for investments and improvements in
efficiency to take place. This in turn will allow the industry to continue to improve
its productivity and competitiveness. But before this can be done, we have to make
effective what was originally proposed in the Multi-Fiber Arrangement and give our
industry some breathing space.

STATEMENT OF SENATOR GEORGE J. MITCHELL

Since the Multifiber Arrangement was last renewed in 1981, this nation has expe-
rienced unprecedented growth in the importation of textile and apparel products. Ap-
parel imports more than doubled between 1980 and 1984, while textile imports in-
creased 73 percent. Over this period of time, the industry lost almost 300,000 jobs in
direct employment. Plants have closed and the productive capacity of the industry
continues to contract at a rapid rate.

By any objective standard, the existing Multifiber Arrangement, which contem-
plated import growth of six percent annually, is not working, Imports continue to
increase at a rate much faster than the growth of the domestic market and jobs in
American industry are being lost.

We are all frustrated with the inability of existing trade agreements to effectively
regulate the flow of imports. This legislation, the Textile and Apparel Trade En-
forcement Act, is an expression of our frustrations and of our overwhelming desire
to maintain this domestic industry.

We want to send a clear and simple message to the Administration and to the
major exporting nations; Congress will not tolerate the continuing destruction of an
important mrt of our industrial base. We must provide for effective enforcement of
the Multifiber Arrangement by limiting import growth from the major textile and
ap’garel nations to the level comtemplated in the 1981 agreement.

he proposed legislation is a reasonable solution that has attracted broad based
and bipartisan suiport‘ We know the Administration is opposed to this legislation,
but we have to ask what alternatives does it offer to deal with the rapid destruction
of this and other American industries? What strategies does it propose to deal with
our deteriorating trade situation? What programs does it advocate to assist the
thousands of workers who have lost their jobs from imports?

Surely, we cannot sit idly by as this and other industries are destroyed by a rapid
increase in the level of imports.

Mr. Chairman, I am pleased you have called this hearing. I look forward to the
testimony that will be presented today.

\ STATEMENT OF SENATOR ARLEN SPECTER

Mr. Chairman, I will soon introduce legislation to expand even further the ambit
of S. 236, the “Unfair Foreign Competition Act of 1985.” When Senators Heinz,
Byrd, Kennedy and others joined me in introducing S. 236 earlier this session, we
sought to give American industries direct access to federal vourts to promptly halt
the injurious import of dumped and subsidized products, and to deter future dump-
ing and subsidy.

y new bill will make several improvements upon S. 236 to accommodate con-
cerns which have been voiced about venue, standing, and preferred remedies. More
significantly, the bill will now extend the central component of S. 236’s approach—a
private right of action and the availability of swift injunctive relief—to include not
on(l! dumglin and subsidg but to Customs fraud as well.

iven the President’s favorable attitude toward vigorous enforcement of existin,
trade laws—which is the very heart of my bill—I think it is safe to say that this bi
would not face the Presidential veto that the President has virtuall);' promised to
exercise in the event Congress passes a protectionist bill. That is the beauty and the
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practicality of this bill: tangible, significant, and effective relief for the hardest hit
American industries, by virtue of vigorous private enforcement in federal court, not
resort to protectionism.

The evidence is plain that enormous quantities of dum and subsidized prod-
ucts, and goods which violate the Customs laws, are entering this country every
year. Equally clear is that the current laws prohibiting such imports are—for vari-
ous reasons—not being effectively enforced.

Illegal dumping, subsidy, and Customs fraud have cost hundreds of thousands of
Americans their jobs in recent years. Yet present laws prohibiting dumping, subsi-
dy, and Customs fraud have been little if any helf to the critically injured Ameri-
can industries. Proceedings brought before the International Trade Commission
typically consum= months or even years, by which time dumpers have captured new
markets and gathered huge ill-gotten profits. Indeed, even when the ITC last year
recommended that new tariffs and quotas be im on foreign steel because of
clear evidence of widespread dumping, the President rejected the recommendation
in favor of voluntary restraints.

By the government’s own admission, Customs fraud is rampant with regard to
textiles, apparel, computer software, hand tools, sugar, electronics, automotive prod-
ucts, chemicals, petrochemicals, agricuitural products, pharmaceutical products, and
other industries. Illegal dumping is severely injuring American steel, chemical, -
%‘Iass, textile, electronics, agriculture, rubber, and cement industries, among others.

'oreign subsidies injure American manufacturers of footwear, steel, textiles, appar-
el, glass, wool, leather, tires, cément, sugar, iron, railway cars and other products.

The bill I will soon introduce would in no way interfere with the Administration’s
pursuit of voluntary import restraints. It would offer no new tariffs or quotas or
protectionist barriers. Rather, it would reduce the pressures for resort to such disfa-
vored measures, by allowing vigorous enforcement of laws already on the books.

Mr. Chairman, there is nothing like the vigor of private plaintiffs when it comes
to enforcement of trade laws. We have many decades of evidence of this with regard
to private enforcement of our antitrust laws. The theory that private plaintiffs
would find strong incentive to bring such antitrust suits—and in so doing would
both recoup deserved compensation for their injuries and advance strong national
public policy interests—certainly has proved correct. There is no reason that the
same would not be true of private suits to enforce our international trade laws.

As noted, the bill broadens the aplproach of S. 236 in an extremely important wa({,
by providing for private suits to enforce not only the existing dumping and subsidy
laws but the Customs laws as well. Violations of the Customs law are flagrant, wide-
spread, and extremely debilitating to some of our most basic domestic industries:
textiles, apparel, footwear, and many others.

Customs violations are rampant in several pernicious forms. Massive “country of
origin” fraud occurs, whereby a country which has reached its permissible quota for
a given item or product circumvents the quota by trans-shipping the continued im-

rts through another country which has not yet reached its quota. Most common-
y—indeed, in hundreds of thousands of cases—imports are fraudulently misla-
belléd. Given the sheer volume of imports and the limited resources of the Customs
Service, many imported textiles, apparel and footwear simply are declared to be
something which they are not, or are immensely underdisclosed in number—again,
in order to evade quotas fixed by the Administration.

Domestic textile, apparel and footwear manufacturers and their employees pay a
very heavy toll for these illegal imports. Beyond the individual in{ury. our national
goals and policies are thwarted. In my state alone, more than 15,000 textile jobs
were lost in the last year.

Mr. Chairman, we should not be surprised by recent protectionist calls for new
tariffs against goods from countries with large trade surpluses with the U.S. I sym-
pathize with the frustrations which lead to such efforts, even as I question their ap-
propriateness. The way to avert such counter-productive measures is to enforce the
trade laws which already are in place. My bill will greatly increase the enforcement
of those laws, by letting injured American businesses go directly to federal court—
just as they can for violations of the antitrust laws—and seek quick injunctions
against continued illegal importation.

We desperatelr need the vigorous private enforcement this bill would spur if we
are to successfully chart a course between the fgr.ave dangers of increased protection-
ism and the certain peril which would result from unabated illegal foreign imports.

Senator DANFORTH. This afternoon begins the hearings on S. 680,
the Textile and Apparel Trade Enforcement Act of 1985. As evi-
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denced by the number of people in the room today, and the others
who are standing out in the haliway, this bill has attracted a great
deal of attention. More than half the Members of the Senate are
cosponsors of the bill; more than half the Members of the House

are cosponsors of the bill. We have received more than 40 requests

to testify on the bill from a variety of people, and therefore it is not
going to be possible to wrap up the hearings today. I have discussed
with Senator Packwood the need to hold additional hearings, and

we are attempting to schedule whatever it takes—1 or 2 days of ad- .

ditional hearings on the bill.

We have several Senators and Congressmen who have asked to
testify, and we are delighted to have all of them. I see Senator
Helms is here, and I know Congressman Broyhill is here, and Con-
gressman McMillan is here.

Gentlemen, if you could just start. Would you mind all doing it
together? Would that be all right?

Senator Hollings is coming into the room now. He may have
some feelings on the bill. [Laughter.]

I think Senator Thurmond is on his way. Also Senator Evans
said that he would like to be testifying today, but he is unable to be
here this afternoon; so at the next hearing he plans to be here.

Does anyone have a statement?

Senator GRASSLEY. Mr. Chairman, I have no statement I am
going to read, but I will submit one for the record.

Senator DANFORTH. Fine.

Senator Helms, would you like to begin? Congressman Broyhill?
Anyone who would like to start is welcome to start.

STATEMENT BY HON. JAMES T. BROYHILL, U.S.
REPRESENTATIVE FROM THE STATE OF NORTH CAROLINA

Mr. BroyHILL. I see you believe in seniority on this side, also. So
thank you very much, and I will make it brief.

We do appreciate your holding these hearings today. This bill
has the support of 290 Members in the House of Representatives,
which indicates of course not only the strong support but the fact
that there is a great deal] of concern about this situation out there
in the country.

It is most important, Mr. Chairman, to the Nation's economy .as
well as to the some 2 million people who are employed in the tex-
tile and apparel industry.

I want to summarize my feelings on thisissue for just about 1 or
2 minutes. I know my good friends Mr. Grassley and Mr. Roth
served with me in the House of Representatives and know we have
a 1-minute rule. I will stray maybe slightly over that, but I would
like the chance to say a word or two.

I am worried. I am very worried about the unprecedented rate at
which the imports of textile and apparel are coming into this coun-
try, and it demands strong action.

We are told by those who have studied trends and know how to
analyze these things that if the trend continues at this rate, by
1995 our Nation is no longer going to have a textile industry, and
we could lose close to a million jobs in the textile and apparel in-
dustry and close to another million jobs in related industries as the

\



5

result of the ripple effect. Furthermore, the failure to pass this bill

is going to cost the Government, because it is going to increase the

Federal deficit by some $24 billion, lower consumer disposable

quclqme by $19 billion, and lower the gross national product by $40
illion.

I would invite members of this committee, all of whom I have
worked with before on many matters, to study our testimony as we
have submitted it here today. I would also suggest that you pay
special attention to an econometric analysis that will be submitted
to you which has been done by Data Resources that documents
what I am talking about.

Now, Mr. Chairman, we are, as I say, concerned about the situa-
tion. There is an ad in the local paper today, I think, that really
summarizes my concerns. If we do nothing, imports will continue
to increase, job losses will soar, the trade deficit will continue to go
up, the Federal budget deficit will continue to go up and the gross
national product will lose $40 billion. All of these things are things
that we can correct if we pass this legislation. And I would hope
that this committee would give it consideration at the earliest pos-
sible time.

Thank you very much.

[Congressman Broyhill’s written testimony follows:]



TESTIMONY OF THE HONORABLE JIM BROYHILL (R-N.C.)

Mr. Chairman and distinguished colleagues:

I appreciate the opportunity to appear before vou today to share my support,
and the support of 2390 members of the House for the Textile and Apparel Trade
Enforcement Act of 1985,

The introduction of this timely and signiffcant piece of legislation is
important to this Nation's economy as well as to more than 2 million textile and
apparel employees across the Nitinn.

The unwarranted and unprecedented rate at which imports are entering this
country demands strong action. That is why we are here today.

If current import trends continue, by 1785 our Nation will no longer have
a textile industry. Last year, in North Carolina alone, 4? plants closed displaciny
some 18,000 employees. A recent cconometric analysis by Data Resources, Inc. (DRI),
states that the failure to pass this lepislation will result in unemplcovment for net
only 947,000 Americans in the textile and apparel industries, but A43,000 others,
in related industries due to the ripple effect.

Furthermore, the study contends that the fallure to pass this legislation
will increase the federal budget deficit by $24 billien, lower consumer disposable
income by $19 billion and the GNP by $40 billion.

The United States' market is virtually the only market in the werld that other
textile and apparel producing contries target for growth and possible takeover; yet
an estimated 75% of the worid's nations are managed by governments that unfairly
subsidize their industries' exports and protect their own mdrkef;.

It is difficult to compete with nations who do not know the definition of
the word "minimum Hdﬂﬂ;; who pay the equivalent of 16¢ po; houry have no regulatory
overhead nor a concern for the “health and satety” of their employees. Instead,
these nations expend their energies acquirinp 11.S. dollars and buying U.S. market

share at any cost. This year the merchandise trade deficit is expected to top

5140 billion -- a staggering record.

BEST AVAILABLE COPY
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Free trade, if it does exist outside of textbooks, does not exist in the
textile and appare] trade. Many nations exclude our exports through tariff and
non-tariff barriers. I would like to take a moment to comment on some specific
examples of barriers faced by U.S. textile and apparel manufacturers.

The International Trade Administration (ITA) reports that Brazil requires
import permits and commercial invoices for goods. Import licenses are refused
for most imported goods such as yarn, fabrics, carpets and apparel items, if
similar products are also manufactured in Brazil. Turthermore, the country places
merchandise circulation taxes, industrialized product taxes, and airport & port
improvement taxes on imported good-..

Indonesia requires imported textile products to pass through registered
importers who have been accrediird by the Minister of Trade and Cedperatives.
Importers must obtain beth an "Imjorters' Certificate" and a "Fiscal Certificate”
in order to import. Most imports ire subject to surcharges up to 200%. Restricted
goods include grey and finished heeting, varn, thread waste and nylon hosiery.

Since 1967, Yorea has had au import plan based on a restricted list of items
whose i{mport license must be approved by the appropriate ministry or trade associa-
tions. Withir the restricted list, certain items are specifically banned.

The Phillippines tctally bans used clothing, remnants, wearing apparel,
and textiles, except those used in the manufacture cf apparel items which will
be re-exported.

Tndia requires import licrnses for practically all products. Aside from
1 few items in short supply, commercial imports of textile products are banned.
Furthermore, an excise tax and countervailing duty is levied on almost all textile
products. Imports are governed liy ‘oreign exchange considerations and the

availability of foreign aid.



These are only a few of the barriers facing U.S. manufl icturers who would
1ike to do business overseas. It is obvious that the United States is not
dealing with a "free trade"” world. The fibor, textile, and apparel industries
can compete with other nations when the field is evenly balanced. The passage
of the Textile and Apparel Trade Lnforcement Act seeks to set that balance.

1 was extremely disappointed by the letter which the Administration sent
out a few weeks ago in oppositicn to this legislation. [ 'share the thoughts of
an overwhelming majority of my colleagues in the House of Representatives who
feel that is i= high-time the Administration faces reality with respect to the
devastating effert imports are having on the American economy.

We maintain that this legislation is completely consistent with the
objectives of the MFA and that it would mandate actions very similar to those

- taken anilaterally by the turopean Community <everatl years apn.  The i cut
back trade from major suppliers, set up low growth rates and a global approacn
on imports. Those actions were accepted and in fact, the MIA itself was modified
through a protocol of understunding to specifically permit the kinds of actions
taken by the EEC. The FEC is quf:h;orbing one fourth of the imports that the
.5, absorbsa. s

The Adminictration has expresced its concern about the domestic consumer,

[ fFeel strongly that if we persint in piving away our domestic production to
plants overseas, it is domestic consumers who will pav the price. Competitiecn
among, U;S, textile and apparel producers has historically held price increases

of domesvic textiles and apparal to around 50% of the U.S. inflation rate. Do we
as a nation want to depend on foreipn sources for all of our needs? T do not
think so.

If we Jdo, we will more than likely face a repeat of the <ituation in which

U.S. velveteen praducer was forced to close his door -- within hours, foreign
producers raised their prices by 51.00 per yard. The }mericen consumer was not

the beneficiary of that action.



Consumers generally face marb-ups of 200 to 300% for imported goads at the
retail level. Many imported pood. actually sell at higher prices thdn their .
domestically produced counterpart.. The consumer is not the beneficiary of
auch mard -upn. '

1 am aware that many of my distingui:hed colleagues hive expressed concerns
about potential retaliation by other natiens against U.S. ag;icultural markets.
Increased foreign production capabilities, as well as the value of the dollar,
have led other nations to push the U.S. aside in the demand for wheat, corn,
tohacco, and cigarettes.

The People's Republic of “hina (FRC), tor example, is currently self-sufficent
in cotton production. The country has become a formidable exporter of cotton and
could well destroy that sepment of the UL S. industry by 1990,

The PRC's interna productisp of wheat is expected to increase so that the
cnuntry will be self-sifficient in that area by the end of the decade.

Simply speaking, China is jositioning itrelf so that it will be <elf-
sufficient in many of there 1rea Why are we, as an industrial power, allowing
the industries which mide this country so strong to die?

My, Chairman, since 1180, tho chicctives of orderly market growth set forth
in the Multi-Fiber Arrangement have not been achieved. The MFA signed by 41
countries, provides for a 6% annual rats of growth for textile imports for

most exporting countries and a lower growth rate from major exporting countries.

In tne period 1981-1984, imports of textiles and apparel have grown at an annual R 1
rate of 19%. In 1984, imports soared 32% over the 1983 levels. At the same time,
the U.S. market grew a mere 1%.
Reality dictates that strong action be taken in an expeditious manner. I
would urge this Cubcommittee to note that a majority of hoth bodies supports this

legislation and to act favorably in the near future.
»
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Senator DanForTH. Congressman, thank you very much.
Congressman McMillan, would you like to go next?

STATEMENT BY HON. J. ALEX McMILLAN, U.S. REPRESENTATIVE
FROM THE STATE OF NORTH CAROLINA

Mr. McMiLLaN. Thank you, Senator.

My name is Alex McMillan. I represent the Ninth District of
North Carolina. Charlotte is the center of my district and is basi-
cally a financial and service center for the economies of both North
and South Carolina.

The textile and apparel industry in the Carolinas employs—at
the end of last year—485,000 people, with an annual payroll in
excess of $6 billion, despite losing 20,000 jobs to imports last year.
That industry has withstood subsidized imports beginning with
Japan decades ago, and today faces a renewed crisis from subsi-
dized imports from relatively new entries in the game. It has re-
sponded over those years by making the surviving industry, the
textile industry, the most modern and productive in the world.

Saturday night I was talking to a young friend of my son whose
father is also one of my closest friends. This 22-year-old is a rising
senior at North Carolina State University majorinﬁ in textile man-
agement. His father is vice president of sales at the most efficient
yarn producer in the United States. His grandparents and great-
grandparents were pioneers in the textile industry in America.
And he asked me, “Are we going to be able to save the textile in-
dustry in America? If not, I'd better look for something else.”

That answer is in our hands. He and I know that the textile in-
dustry employs directly over 2 million Americans, that imports
have grown at an average rate of 19 percent a year for the last 4
years—32 percent last year—and that we are likely to run a trade
deficit this year of $150 billion and probably well over $16 billion of
that will be in textiies. We also know that textiles play a vital role
in the strategic industrial base of America, and that while our
trade deficit e?uals almost 4 percent of gross national product—a
year’s worth of real growth in GNP—it is not counted as such, and
that import-related job losses contribute heavily to high unemploy-
ment rates in this country. And textiles do not stand alone as a
victim of trade subsidies. Over 100 major U.S. industries are ad-
versely affected.

The fact of the matter is, the textile and apparel industries are
so widespread, and rely on so many suppliers that almost every
Member of Congress has an interest in the industry’s survival. In
rural areas of west Texas and Montana, wool growers supply plants
in North Carolina and New England. Machinery manufacturers in
Massachusetts depend on a strong domestic textile industry. Chem-
icals produced in New Jersey and Illinois form the raw materials,
along with cotton from California, Texas, and Mississippi, for mills
on the Eastern Seaboard States. This is not a regional problem.

My young friend and most textile people I know emphatically be-
lieve in free and fair trade on a level playing field. The fact is, we
don’t have free or fair trade when our trading partners can subsi-
dize exports to the United States through tax concessions, regula-
tory ease, low interest loans, direct subsidy, and sheer product tar-
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geting. We don’t have free or fair trade when our trading partners
restFict U S imports to their countries while exporting freely to
the United States. -

S. 680 and its companion bill H.R. 1562 are designed to restore
and enforce the principles agreed to under the Multi-Fiber Agree-
ment of 1981, negotiated in accord with the General Agreement on
Tariffs and Trade. They provide ample opportunity for our trading
partners to grow with the American market, yet provide a measure
of order to the process so vital to our economy, our strategic indus-
trial base and 2 million American jobs.

The Textile and Apparel Trade Enforcement Act of 1985 is an
important, but only an intermediate, remedy. If Americans truly
believe in free and fair trade in the long run, and if our trading
partners share that belief, then we had better provide an orderly
process to get there. This bill provides one step, as will other legis-
lation directed toward impacted industries. In the long run, in my
judgment, we must consider broader legislation that first reaffirms
our commitment to free, unrestrained trade but provides a mecha-
nism to offset foreign subsidies. We expect our trading partners to
do likewise and are willing to immediately remove such mecha-
nisms when subsidies cease. The burden of proof must be on the
exporter. 1, ‘ :

Moreover, we must insist that our markets will be open only to
those who will open theirs to our products.

‘Gentlemen, let’s give at least equal weight to the hopes and aspi-
rations of 2 million Americans and my young 22-year-old friend.
And I urge you to give this bill your careful and favorable consider-
ation. -

Thank you very much.

Senator DANFORTH. Thank you, Congressman.

Who would like to go next? Senator Helms, I think you were the
next one here.

STATEMENT BY HON. JESSE HELMS, A U.S. SENATOR FROM THE
STATE OF NORTH CAROLINA

Senator HELMs. Thank you very much, Mr. Chairman.

I know from experience that the most melodious sounds that a
chairman can hear is, “I will offer my full statement for the record
and will summarize.”

Senator DaANFORTH. That depends on the length of the summary.
[Laughter.]

Senator HELMs. Mr. Chairman, we appreciate the opportunity, as
my colleagues have said, to discuss a matter of great importance to
my State and indeed to the entire Nation.’

The United States, Mr. Chairman and members of the commit-
tee, has embarked on a unilateral policy of free trade—unilateral—
because not one of our trading partners worships at the altar of
free trade to the extent we do. Now, in the abstract this is com-
mendable on our part, but the reality is that it is having disastrous
consequences for the U.S. economy in general and for American in-
dustry in particular.
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Qur unilateral free trade policy is comparable to a policy of uni-
lateral disarmament-—it is just as foolish and just as dangerous in
the long run.

The United States is at economic war with the rest of the world,
and our leaders are following a unilateral policy of economic pacifi-
cism. Our trading partners are armed to the teeth and firing at
will. We are disarmed, and we are in disarray.

So we have a real problem, Mr. Chairman. We had better wake
up and smell the coffee. America must demonstrate to her trading
partners that we will not endure economic brutality at their hands.
We must not tolerate our trading partners’ subsidies for their do-
mestic industries that compete in the United States with Ameri-
can-made products. We must support buy-America efforts promot-
ing products made in America; we must adopt specific measures to
" limit or deny foreign manufacturers access to U.S. markets where
such remedies are justified as in the case of textiles, apparel, and
man-made fiber.

Now, let’s talk about the domestic textile-apparel-fiber industry
complex, which employs 1 out of every 10 manufacturing employ-
ees in America. It is the largest manufacturing employer of women
and minority workers. It is the key employer in countless cities and
towns, and indeed the principal employer in many of them. When
a textile mill goes on short time, an entire community is affected.
And when a textile mill shuts down, the impact on a community
can be devasting.

The point is this, Mr. Chairman and gentlemen: 2.4 million
Americans depend on textiles, apparel, and man-made fiber for
their livelihoods. This industry is the largest employer in my State,
employing roughly 300,000 people. In 1984 alone, 7,719 textile
workers in North Carolina lost their jobs as 43 plants were closed.
This year still more plants have shut down, and more workers
have found themselves out of work. And nationwide the situation is
scarcely better. Some 300,000 textile, apparel, and fiber workers
have lost their jobs since 1980, and countless others fear daily for
their jobs. The cause of this misery can® be stated in two words:
Unfair imports. There is a direct correlation between the growth of
textile and apparel and fiber imports relative to the growth of the
domestic market and increases in unemployment among textile,
apparel, and fiber workers.

Now, this situation, as my colleagues have already stated, calls
for immediate and prompt relief. The textile family simply cannot
wait longer for help. The time to act is now.

Of course, we recommend the Textile and Apparel Trade En-
forcement Act of 1985. This bill, with 53 cosponsors in the Senate
and 290 in the House, would require the effective enforcement of
the Multi-Fiber Arrangement. It would limit the growth of textile,
apparel, and fiber imports without damaging our trade relation-
ships with Canada, Mexico, and our European and Caribbean Basin
trading partners. It would allow less-developed nations access to a
relatively greater share of the domestic market. .

The bill is consistent with our international agreements. It repre-
sents the simplest and most straightforward approach to address-
ing a very serious problem that has gotten out of control.
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So, Mr. Chairman and members of the committee, I would say
this: I suspect everyone here is a free trader. Contrary to the think-
ing of some of the academic free traders, however, I understand
something that is very important. That is that trade that is not fair
is not free. The policies of the U.S. Government foster free trade,
but they do not insist that it be fair. And I think we have to do
everything possible to move in the direction of responsible reaction
to what is going on in the world before it is too late.

Thank you, Mr. Chairman, and gentlemen of the committee.

Senator DANFORTH. Thank you, Senator Helms.

Senator Hollings, I think you were next in the room.

[Senator Telms’ prepared testimony follows:]

PREPARED STATEMENT OF HON. JESSE HELMS ON THE TEXTILE AND APPAREL TRADE
ENFORCEMENT AcT OF 1985

Mr. Chairman, I %ppreciate the opportunity to appear before this distinguished
committee today to discuss a matter of great importance to my state, and indeed,
the entire nation. I welcome this opportunity to talk about a problem that concerns
me greatly, and to offer a solution. Presently, I shall direct my comments at the
crisis facing the domestic textile, apparel, and fiber industries; and my recommenda-
tions for addressing it. But first let me comment briefly on my perception of our
trade situation generally.

The United States has embarked on a unilateral policy of free trade. Not one of
our trading partners worshirs at the altar of free trade to the extent we do. In the
abstract, this is commendable on our part; but the reality is that it is having disas-
terous cl:onsequences for the U.S. economy in general and for American industry in
particular. -

Our unilateral free trade policy is comparable to a policy of unilateral disarma-
ment. It is just as foolish, and just as dangerous in the longrun.

Let’s be clear about one thing: This policy is not unique to the current administra-
tion. Free trade has been the policy of previous administrations for as far back as I
can remember. Remember when President Carter extended Most Favored Nation
trading status to Red China? That decision has had almost disasterous consequences
for our domestic textile, apparel, and fiber industries. Imports from Red China have
soared, and countless workers in North Carolina, South Carolina, Georgia, New
York, California, and elsewhere have suffered the consequences.

The effect of our unilateral free trade policies has been a decline in employment.
According to the Bureau of Labor Statistics, 107 of our 133 manufacturing indus-
tries today employ fewer workers than they did at their peak employment levels
prior to the 1980 and 1981-82 recessions. In other words, they have not regained
their levels of employment lost as a result of the 1980 and 1981-82 recessions.

48 of our 139 manufacturing industries have lost employees since the 1981-82 re-
cession. They have continued to lose jobs even in the midst of a strong economic
re<>overg.8 The trend is continuing. In Maé,atotal U.S. manufacturing employment
fell by 28,000 jobs. Employment in North Carolina, for example, is 1.3 per cent less
today than it was at this time in 1979.

Imports contribute significantly to the job losses; and textiles, apparel, and man-
made fiber have been disproportionately affected: Of the ten industries with the
largest job losses relative to the pre-1980 recession peak, half are in the textile/
fiber/apparel complex. Of a total of 697,000 jobs lost in these ten indus‘ries, 197,000
or 28 per cent, are in the textile/fiber/apparel complex. Of the ten industries with
the largest employment gains since the recession, none are among the textile/fiber/
apggre complex.

e United States is at economic war with the rest of the world. Our leaders are
following a unilateral policy of economic pacifism. Our trading partners are armed
to the teeth and firing at will. We are disarmed and in disarray.

This is a shameful scenario with costly ramifications. We have lost so much of our
manufacturing base that only massive capital investment will restore the United
States to a competitive position in terms of global manufacturing. In the meantime,
extraordinary measures are required.

The academic free traders (some call them traitors) insist that in the future, jobs
in America will be in service industries. Indeed, the industries with the most em-
ployment growth since the recession have been service industries. 8 million new
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service jobs have been created since 1980. This is fine, but whom are these people
going to serve if we have no manufacturin%? Or, as Bill Klopman once remarked,
‘One of these days we are all going to be selling hamburgers to each other.” -

We have a real problem, and we had better wake up and smell the coffee. Amer-
ica must demonstrate to her trading partners that she will not endure economic
brutality at their hands. We must not tolerate our trading partners’ subsidies for
their domestic industries that compete, in the U.S.,, with American-made products.
We must support Buy-American efforts promoting products made in America. And
we must adopt specific measures to limit or deny foreign manufacturers access to
U.S. markets where such remedies are justified, as in the case of textiles, apparel,
and man-made fiber.

Now let’s talk about the domestic textile/apparel/fiber industry complex, which
employs one of every ten manufacturing workers in America. It is the largest manu- _
facturing employer of women and minority workers. It is a key employer in count-
less cities and towns, and indeed the principal employer in many of them. When a
textile mill goes on short time, an entire community is affected. When a textile mill
shuts down, the impact on a community can be and usually is devastating.

2.4 million Americans depend on textiles, apparel, and man-made fiber for their
livelihoods. This industry is the largest employer in my state, employing roughly
300,000 people.

The figures alone don’t begin to reflect the consequences of unemployment that
has become epidemic among textile, apparel, and fiber workers in recent years. But
here they are: In 1984 alone, 7,719 textile workers in North Carolina lost their jobs
as 43 plants were closed. This year, still more plants have shut down and more
workers have found themselves out of work. The impac!. of shortened working hours
adds to the agony felt by all but the luckiest workers.

Nationwide, the situation is not much better. Some 300,000 textile, apparel, and
ﬁ;)er w'o\:kers have lost their jobs since 1980, and countless others fear daily for
their iohs.

The cause of all this misery can be stated in twp words, Mr. Chairman: unfair
imports. There is a direct correlation between the growth of textile and apparel and
fiber imports relative to the growth of the domestic market, and increases in unem-
ployment among textile, apparel, and fiber workers. Since 1980, imports have grown
at an annual rate of 19 percent, well in excess of the 1 per cent per year growth
rate in the size of the domestic market; and also well above the 6 per cent growth
rate contemplated in 1981 when the Multi-Fiber Arrangement was renegotiated.

In 1984, textiles, apparel, and fiber accounted for 13 per cent of the record $123
billion U.S. trade deﬁcit.ul)? some estimates, one-half of the textiles, apparel, and
fiber sold in this country today are manufactured overseas.

Mr. Chairman, this situation calls for immediate and prompt relief. The textile
family simpl¥ cannot wait any longer for help. The time to act is now. It may al-
ready be too late.

S. 680 (H.R. 1562) the Textile and Agparel Trade Enforcement Act of 1985 is the
remedy 1 recommend. This bill, with 53 cosponsors in the Senate and 290 in the
House, would require the effective enforcement of the Multifiber Arrangement. It
would limit the growth of textile, apparel, and fiber imports without damaging our
trade relationships with Canada, Mexico, and our key European and Caribbean
Basin trading partners. It would allow less developed nations access to a relatively
greater share of the domestic market. The bill is consistent with our international
agreements. It represents the simplest and most straightforward approach to ad-
dressing a very serious problem that has just about gotten out of control.

Before I conclude, Mr. Chairman, I must address a growing concern I have about
activities of the administration relating to this legislation. I'm referring in particu-
lar to a letter to Members of Congress bearing the date June 19, 1985, and signed by
Secretary Baker, Secretary Schultz, Secretary Baldridge, Secretary Brock, and
Michal Smith. Mr. Chairman, I don’t know where the information in this letter
came from, but I have seldom seen so much misinformation crammed into so little
space. When I saw this letter I was tempted to call the gentlemen whose names
apf)ear on it to say, ‘Someone signed your name to a ridiculous letter.”

t is a ridiculous letter because President Reagan gave his word to the textile
family that he will seek to limit the growth of textile imports to the growth of the
domestic market. He has done so in writing; he has done so on more than one occa-
sion to me personally, and Mr. Chairman, I beliewe the President of the United
States. So I cannot for the life of me understand why officials in this administration
would take a ?ublic position against this bill, ;izrticularly one based upon such an
obviously shallow understanding of the facts. Many in the textile community are
deeply concerned about the fate of this bill when it reaches the President's desk—
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and I have the utmost confidence that it will reach the President's desk. I'm not
worried, Mr. Chairnian, because to repeat, I believe the President of the United
States, and I expect he will sign this bill.

But let's look at some of the misstatements in the June 19 letter. It contends, for
example, that this legislation would im a very high cost on U.S. consumers.
How so? It might have a high cost to U.S. retailers, who enjoy hefty markups on
cheap foreign-made items. But 1 cannot see how it would hurt consumers. And be-
sides, aren’t textile workers consumers, too?

The letter claims that this legislation would invite retaliation against U.S. ex-
ports. I'm not sure which exports the authors of the letter purported to be talking
about, but 1 often hear from some in the agricultural community about the threat of
retaliation directed at American aﬁricultural products.

Let’s take one example: Red China has become a major supplier of textile and
apparel products to the U.S. since President Carter pushed thorough Most Favored

ation trading status in 1980. Textile and apparel imports from Red China have
increased roughly 200% in volume. Red China has also been a major purchaser of
American farm commodities. In recent years, however, we have witnessed phenome-
nal reductions in Chinese agricultural imports: For example, from 1980 to 1984, Red
Chinese imports of American wheat have dropped 28 percent. During the same
period, coarse grain imports dropped 50 percent, and cotton imports dropped 94 per-
cent. Red China imported no American soybeans in 1984.

So I'm not at all convinced that the threat of retaliation is any more than just
that—a threat.

The letter also alleges that that this bill would be inflationary, which is so ludi-
crous that I don’t even know how to begin to respond except by giving an elementa-
ry economics lesson.

And finally, Mr. Chairman, the letter alleges that the bill would violate our inter-
national agreements. | have already addressed this point, but I say again, it simply
is not so.

In conclusion, Mr. Chairman, I am, and I suspect everyone else here is, a free
trader. But contrary to the thinking of “academic free traders” I understand some-
thing very important. That is, that trade cannot be free unless it is also fair. The

licies of the U.S. Government foster free trade, but they do not insist that it be
air. We have to do everything possible to move in the direction of responsible reac-
tion to what'’s going on in the world—before it is too late.

A step in that direction can be taken by adopting the Textile and Apparel Trade
Enforcement Act of 1985. Mr. Chairman, I urge you and the members of your distin-
guished committee to give this bill your prompt and favorable consideration.

STATEMENT BY HON. ERNEST F. HOLLINGS, U.S. SENATOR FROM
THE STATE OF SOUTH CAROLINA

Senator HoLLINGS. Thank you, Mr. Chairman. If the committee
please, I would like to submit my statement in the record at this

int, and perhaps at this point emphasize our gratitude for the
eadership given by the Finance Committee over many, many
ggars. This thirfnf has been going on now for 30 years. I ap%e:red

fore the Tariff Commission back 25 years ago when Tom Dewey
was the attorney for the Japanese Government, chasing me around
the hearing room for two solid afternoons. And we went then,
later, to President Kennedy, who had his hearings and gave us his
seven-point program which Senator Moynihan can remember very
clearly, because he was a participant in that administration. At
that time we had the Cabinet Committee hold hearings to deter-
mine the importance or significance of textiles to the national secu-
rity. And thereupon it was their finding that textiles next to steel
was the second most important for our national security.

We have been in this, like I say, with the one-place cotton and
the seven-poilgfrogram and thereupon the Multi-Fiber Arrange-
ment, negotia in 1973, instituted in 1974, renewed in 1977 and
in 1981. And what this bill S. 680 really does is reestablish the Multi-
Fiber Arrangement at the 1982 level. It has been devastating. This
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particular industry is different. I say it is different in the light
that, if you go back to the premise of free trade under David Ric-
cardo back in 1817, he will show you in his Economics 101 course
that the Doctrine of Comparative Advantage required that that
country produce and sell what it could produce and sell best. And
the example given by Professor Riccardo at that particular time
was that America could produce food better than Europe, and
Europe could produce clothing better than America. Well now,
after a couple of hundred vears, that has changed around entirely.

For one thing, we find tnat the agriculture of Europe is being
subsidized so that, where some 10 years ago Europe was a net im-
porter of the world’s wheat, last year they exported 20 percent of
the world’s wheat, and everyone 18 quite familiar with the 25-per-
cent subsidy in France that we are having to compete against. So
they are now taking over international markets through subsidies,
and we, in turn, having worked under the leadership of this com-
mittee with the Multi-Fiber Arrangement, temporarily had textile
exports as a winner, because the textile industry, with the agree-
ment of this Government, for some arrangement whereby the
could invest and modernize, have done exactly that—billions of do!-
lars—so that now we have had over the last 5 years an increase of
4 percent in productivity each year, over twice the average manu-
facturing increase. We have, in other words, then, the most produc-
tive of industries. We do not have the extravagant wage scales that
some of the industries have suffered from. No one can say textile
workers are making too much. And no one can say that the indus-
try has been lethargic, as we have taken through—and we would

ladly this afternodn go down to Charlotte with my Congressmen
riends, or South Carolina, or otherwise, and show you a weave
room where we used to have 115 and we have only 15 now in that
room. So, employee-wise, in productivity, we have already lost jobs
just modernizing. And we have done that.

But what really occurs—and let me emphasize that now, because
I wanted to follow through with that thought, because whereas we
had a laﬁ in productivity, the average American textile worker will
have I think 130,000 stitches per worker per hour, which is twice
the rate of the French textile worker and three times the British
textile worker.

But what we are really looking at is that worker in downtown
Shanghai. You see, we have moved into a global economy. And you
and I, we, the politicians, have exacted the American standard of
living. And we-say to the American industry, “You shall have a
minimum wage; you shall have Social Security; you shall have un-
employment compensation: you will have a safe place to work; you
will have safe machinery; you will have clean air; you will have
clean water,” and we go right on down. And we pass these laws
willy-nilly right on through the Congress.

And in contrast, you can get, without any of those requirements,
this shirt that I have on made for 18 cents an hour in downtown
Shanghai.

We have been tryin%to meet the world competition, but it is ob-
vious to everyone within the hearing of my voice here that that
cannot be done. We are not going to draw down America’s stand-
ard of living to 18 cents an hour. And what are we doing? We are
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hesitating. We have been waiting to try to get the budget balanced
so we could get rid of the disparity of the over-valued dollar, which
impacts, and we could go into that. But more than anything else to
try to get a trade policy. :

The nearest thing to a trade policy on any particular item is the
multifiber arrangement under S. 680. And it has worked. But now
in the last several years it is not being enforced. I had to force-feed
President Carter. You remember that particular filibuster back
there in 1978. And we had the Carter-Mondale administration
agree to enforce the Multi-Fiber Arrangement, not to exceed 6 per-
cent of domestic consumption in imports.

I see Senator Thurmond is along,”and the principal author. He
got that commitment from this particular President Reagan, and
as Senator Thurmond said on the floor the week before last, if we
had gone forward with that particular commitment this S. 680
would not be necessary.

So what, in essence, we are doing is highlighting a particular
measure that has been promulgated by the Congress, has worked
well with the industry and the worker, and has kept us competi-
tive. The prices of textile Xroducts have not gone up; it is one-half '
the rate of the CPI in the American econom’ly.

So the consumers have not suffered. The workers, generally
speaking, have held their jobs. The industry is modernized. The
wages, at best, can be described as either reasonable or a little bit
less than reasonable; I would like to see them raised. But it has
been a lack of enforcement at the executive, level.

Now, how do we get their attention? With S. 680, that is what we
are trying to really do. We need an overall trade policy. That will
come about with all of these other particular commodities that are
coming down the pike with the Finance Committee. You have got
steel, you have got shoes, and all of these other particular things.
But we have had this one now over 30 years and seven or eight
different Presidents, and now is the time to treat this one as a dif-
ferent situation, because it is; and it is fundamental to our national
security. It is not a question of consumerism versus jobs. Necessari-
ly the consumers are ir-volved; necessarily American jobs are in-
volved. But more than anything else, the fundamental involved
here is America’s capacity to produce competitively in a world or
global economy. And this is exactly what has occurred.-

We have gone from private free enterprise to government-to-gov-
ernment enterprise. We have had State-enforced competition upon
us. And I could go down all the items which I have in my prepared
statement where they are just not enforcing it.

We were told, Chairman Danforth, that in Commerce they didn't
have the computers. We gave them millions of dollars over there
with computers so they could tell when there was a violation. Then
they said, “customs agents.” So last year you and I put in the
amounts for the customs agents. As I testify this minute, there are
408 customs agents or vace.ncies short, that they have money for,
that they don’t even hire. We wanted to put them overseas, and
the State Department said, “Oh, no.” The British do. The other
countries do. They could monitor it better there and give us fore-
warning. But they said, “Oh, no, the State Department objects to
it.”
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So going right on down this list, I don’t know of any better way
to bring this to the attention, and immediately to the attention, of
this particular administration than through S. 680.

So I do appreciate your attention and the chance to submit my
prepared statement at this time.

Senator DANFORTH. Thank you, Senator Hollings.

Senator Thurmond.

{Senator Hollings’ prepared testimony follows:]
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STATE, NA

CHAIRMAN DANFORTH AND OTHER SENATORS. | THANK YOU
FOR THE. OPPORTUNITY TO TESTIFY ON S. 680, THE TEXTILE
TRADE AND ENFORCEMENT ACT OF 1985. I BELIEVE THE TITLE
OF THIS BILL PERFECTLY DESCRIBES THE SITUATION WE FIND
OURSELVES IN TODAY. WE HAVE LAWS ON THE BOOKS, AGREE-
MENTS MADE., AND COMMITMENTS FROM THE ADMINISTRATION,
BUT WHAT WE LACK IS ENFORCEMENT. THIS LEGISLATION IS
URGENTLY NEEDED BY OUR DOMESTIC TEXTILE AND APPAREL
INDUSTRY. SINCE 1980:

. 300,000 TEXTILE AND APPAREL WORKERS HAVE LOST
’ THEIR JOBS. IF CURRENT TRENDS CONTINUE.
ANOTHER 950,000 JoBS WILL BE LOST By 1990:
. IMPORTS ARE UP 100%:

. THE TEXTILE TRADE DEFICIT IS RUNNING AT RECORD
LEVELS -~ $16.2 BILLION LAST YEAR:

. DOMESTIC SHIPMENTS ARE VIRTUALlY STAGNANT:
. 250 TEXTILE MILLS HAVE BEEN CLOSED:

« ° IMPORTS HAVE INCREASED AT RECORD LEVELS -- UP
32% LAST YEAR:

. AND IN MY STATE OF SOUTH CAROLINA ALONE, 70
MILLS HAVE BEEN CLOSED AND 22,000 PEOPLE ARE
OUT OF WORK.
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[ COULD GO ON AND ON WITH STATISTIC AFTER STATIS?}C.
BuT, THE GRAVE SITUATION FACING THE U.S. TEXTILE INDUSTRY

SHOULD NOT BE IN DISPUTE.

WE HAVE THE MULTI-FIBER ARRANGEMENT AND WE HAVE
OUR 34 BILATERAL AGREEMENTS AND THE TMPORTS CONTINUE TO
POUR IN. THE PURPOSE OF S, 680 IS TO COMPEL THIS ADMINIS~
TRATION TO ENFORCE THE LAW, LET ME CITE SOME EXAMPLES:
TEXTILE IMPORTS IN MARCH 1984 JUMPED 55X OVER MARCH
1983, AT THE BEHEST OF SENATOR THURMOND AND OTHERS.
THE PRESIDENT PUT OUT A STRONG STATEMENT ON TEXTILES
THAT SPRING: WE ARE GOING TO VIGOROUSLY ENFORCE. WE
ARE GOING TO HIRE MORE CUSTOM AGENTS AND INSPECTORS.
Now, IN 1985, THE ADMINISTRATION PROPOSED CUTTING BACK
788 CUSTOMS AGENTS NATIONWIDE,

IN ADDITION, | FOUND OUT THAT THE TREASURY DEPARTMENT
HAD REQUESTED ADDITIONAL CUSTOMS PERSONNEL TO BE POSTED
ABROAD TO STOP TEXTILE FRAUD. THE STATE DEPARTMENT
REFUSED TO AUTHORIZE THOSE ADDITIONAL AGENTS. THIS
SITUATION IS NOW IN A STALEMATE AND HAS BEEN SINCE
OCTOBER OF LAST YEAR.

IN 1983, THE TEXTILE INDUSTRY BROUGHT A COUNTERVAILING
DUTY CASE AGAINST THE PEOPLE'S REPUBLIC OF CHINA. SEVERAL
OF US TESTIFIED AT THE HEARING. THE CHINESE HAD ALREADY
ADMITTED THAT THEIR DUAL SXCHANGE RATE AMOUNTED TO AN
EXPORT SUBSIDY, SO WHY DID WE EVEN HAVE TO HAVE A HEARING?
THE TEXTILE INDUSTRY WITHDREW ITS PETITION AFTER A
PLEDGE FROM THE ADMINISTRATION THAT THE IMPORT PROGRAM
WOULD BE' MORE “VIGOROUSLY” ENFORCED. AGAIN, PRECIOUS
LITTLE FOLLOW-THROUGH. EACH MONTH THERE ARE LITERALLY
DOZENS OF TIMES WHEN THE CUSTOMS AND COMMERCE PEOPLE
SHOULD BE MAKING “CALLS" ON EXCESS AND ILLEGAL SHIPMENTS,
BUT MANY CALLS ARE NEVER MADE. WHEN A TRADING PARTNER
IS DISRUPTING OUR MARKET WITH TEXTILE IMPORTS., A CALL
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FOR CONSULTATIONS SHOULD BE MADE TO THE FOREIGN GOVERNMENT.
OvErR 100 POTENTIAL CANDIDATES FOR CALLS SINCE THE ADMINIS-
TRATION'S PLEDGE -- CASES WHERE CALLS WERE NOT ACTUALLY
MADE -- AND THIS REPRESENTS OVER 400 MILLION SQUARE

YARDS OF TEXTILES. AND WHEN THE COMMERCE DEPARTMENT

DOES DECIDE TO MAKE A CALL, THE STATE DEPARTMENT MAY
REFUSE TO ISSUE THE CALL. THIS HAS HAPPENED 15 TIMES

SINCE LAST YEAR.

IN AUGUST OF 1984, THE TEXTILE INDUSTRY FILED A
SERIES OF COUNTERVAILING DUTY CASES AGAINST ELEVEN
COUNTRIES. THESE CASES RESULTED IN COUNTERVAILING
DUTIES BEING IMPOSED =-- BUT AT A RIDICULOUSLY LOW LEVEL
IN MOST CASES. THERE WERE A FEW CASES WHERE STRONGER.,
MORE SIGNIFICANT DUTIES.WERF IMPOSED, FOR EXAMPLE, A
14X DUTY WAS ASSESSED FOR TEXTILE MILL IMPORTS FROM
COLUMBIA. BUT THE ADMINISTRATION TURNED.AROUND AND
NEGOTIATED AN AGREEMENT TO SUSPEND THAT 14% DUTY WITH
THE COLUMBIAN GOVERNMENT.

S. 680 CONTAINS A SIMPLE MESSAGE -- A MESSAGE NOT
TO OTHER GOVERNMENTS, BUT TO OUR OWN -- ENFORCE THE .
LAW. ENFORCE THE LAW, THE AGREEMENTS WORKED OUT BY THE
U.S. AND OUR TRADING PARTNERS, AND GIVE OUR TEXTILE
INDUSTRY A CHANCE TO COMPETE. THE BILL WILL BRING THE
LEVEL OF TEXTILE AND APPAREL IMPORTS DOWN TO THE GROWTH
LEVEL ENVISIONED BY THE MFA -- 6% -- NOT THE 19X AVERAGE
ANNUAL GROWTH WE'VE BEEN EXPERIENCING OR THE 32% GROWTH
IN 1984,

THERE WILL BE SOME WHO ARGUE THAT PASSAGE OF THIS
BILL WILL RESULT IN HIGHER PRICES. THE TRUTH IS, MOST
IMPORTED GOODS SELL WITHIN A FEW CENTS OF THE PRICE OF
U.S.-MADE ITEMS., AND MANY IMPORTS ARE ACTUALLY MARKED
"UP ABOVE THE PRICE OF DOMESTIC GOODS. THE U.S. INDUSTRY
HAS A LONG HISTORY OF VIGOROUS COMPETITION AND WITH ALL
ITS UNUSED CAPACITY, COMPETITION IS ASSURED EVEN IF WE
STEM THE IMPORT FLOOD.

=2
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SOME WILL ARGUE THAT IF S. 680 IS PASSED., OTHER
COUNTRIES WILL RETALIATE. WITH THE $60 BILLION TRADE
DEFICIT WITH OUR BIG FIVE TEXTILE EXPORTERS -- TAIWAN,
KOREA, HONG KONG, CHINA AND JAPAN -- WHAT ELSE CAN THEY '
POSSIBLY DO TO US? THERE IS NOT ONE SECTOR OF OUR - . -
ECONOMY THAT ISN’T ALREADY UNDER ATTACK IN THE WORLD o
MARKETPLACE .

THE U.S. TEXTILE WORKER IS THE MOST COMPETITIVE
AND PRODUCTIVE WORKER IN THE WORLD. IT IS NOT THE
TEXTILE WORKER'S FAULT THAT PLANTS ARE CLOSING -~ IT'S
OUR GOVERNMENT'S FAULT, IT'S THIS ADMINISTRATION’S
FAULT, FOR FAILING TO CARRY OUT ITS RESPONSIBILITY TO
ENFORCE THE LAW., OUR AMERICAN TEXTILE INDUSTRY CAN BE
COMPLETELY COMPETITIVE IN A FAIR TRADE ENVIRONMENT., [T
HAS MODERNIZED ITS FACILITIES: ITS PLANTS AND EQUIPMENT
ENABLE IT TO HOLD ITS OWN -- IF WE DON'T STACK THE DECK
IN FAVOR OF OTHER COUNTRIES. TO BE FREE., TRADE NEEDS
TO BE FAIR, WHEN FOREIGN GOVERNMENTS UNDERWRITE AND
SUBSIDIZE AND IN DOZENS OF WAYS SUPPORT THEIR OWN
DOMESTIC TEXTILE INDUSTRIES, THEN WE MUST WONDER ABOUT
THE FAIRNESS OF TRADE. THESE ARE LOW-WAGE COUNTRIES -~
WITH WORKERS IN SHANGHAI MAKING 18 CENTS AN HOUR ~--
WHAT WOULD WE HAVE OUR INDUSTRY DO? REDUCE OUR
STANDARD OF LIVING TO 18 CENTS AN HOUR -- GET RID OF
MINIMUM WAGE, SOCIAL SECURITY, UNEMPLOYMENT COMPENSATION,
CLEAN AIR AND CLEAN WATER?

THAT'S NOT THE WAY TO GO. LET’S HEAD DOWN THE
RIGHT ROAD FOR A CHANGE., THE PRESIDENT TALKS A LOT
ABOUT ENTERPRISE ZONES -- YET HIS TRADE POLICY IS
THROWING TEXTILE EMPLOYEES OUT OF WORK =- AND THIS IS
AN INDUSTRY WHERE 60% OF THE WORK FORCE IS WOMEN AND \
27% ARE MINORITIES, MANY OF WHOM WILL FIND IT IMPOSSI-
BLE TO GET ANOTHER DECENT JOB. NO ONE ELSE IN THE
WORLD IS GOING TO LOOK AFTER THEIR WELL-BEING. IT'S
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OUR JOB TO DO, WE STILL HAVE THE CHANCE, ALTHOUGH IT
IS LATE. | ASK THIS SUBCOMMITTEE NOT TO ALLOKW THE
TEXTILE AND APPAREL INDUSTRY TO DISAPPEAR. IN 1978, I
CAME BEFORE THIS SAME SUBCOMMITTEE TESTIFYING ON
ANOTHER TEXTILE BILL. WE GOT THAT BILL PASSED., BUT
PRESIDENT CARTER VETOED IT. AT THAT TIME, IN 1978, I
ASKED FOR YOUR HELP ON BEHALF OF THE 2 1/2 MILLION
WORKERS IN THE TEXTILE AND APPAREL INDUSTRY ~-~ TODAY. |
COME BEFORE YOU AGAIN., BUT | NOW ASK FOR YOUR HELP FOR

THE REMAINING 2 MILLION WORKERS.

[F WE CONTINUE DOWN OUR PRESENT COURSE, IT MAY NOT
BE NECESSARY FOR ME TO TESTIFY AGAIN IN 1990 BECAUSE
THIS INDUSTRY MAY NOT BE AROUND. [ SAY THIS AT THE
RISK THAT SOME PEOPLE WILL FEEL I'M BEING OVERLY
DRAMATIC. BuT | HONESTLY BELIEVE THIS TO BE THE CASE.
THE AMERICAN TEXTILE INDUSTRY IS FADING FAST =-- NOT
BECAUSE ITS WORKERS ARE UNPRODUCTIVE, NOT BECAUSE ITS
PRODUCT IS LOW-QUALITY OR OBSOLETE, BUT BECAUSE OUR
GOVERNMENT WON'T ENFORCE THE TRADE LAWS THAT WERE
DESIGNED TO GIVE THIS INDUSTRY A FIGHTING CHANCE. IF
WE DON'T ACT NOW TO TURN THINGS AROUND. IT WON’T BE
LONG BEFORE YOU'LL HAVE TO VISIT THE SMITHSONIAN TO SEE
A "MADE IN U.S.A.” LABEL.
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STATEMENT BY HON. STROM THURMOND, U.S. SENATOR FROM
THE STATE OF SOUTH CAROLINA

Senator THURMOND. Thank you very much, Mr. Chairman.

Mr. Chairman, I appreciate the opportunity to testify this after-
rl\ggg on S. 680, The Textile and Apparel Trade Enforcement Act of

This legislation holds the key to the future of 2 million men and
women who work in the American textile industry. Since I intro-
duced this bill on March 19, 53 of my Senate colleagues and 290
House Members have gone on record as cosponsors. This over-
whelming support, Mr. Chairman, makes it unmistakable that the
textile-apparel trade issue is a national problem, that hundreds of
thousands of people thrown out of work is a national problem, and
that fair trade for U.S. textiles is a national goal.

For 1984, textile domestic market growth was 1 to 2 percent. I
repeat, 1 to 2 percent. While import market growth was a record 32
percent.

Members of Congress from 43 States, distinguished men and
women from South Carolina to South Dakota, from California to
Connecticut, many of whom seldom agree on public policy issues,
have considered this legislation and concluded that it is needed,
and that it is in the best interests of the United States.

Mr. Chairman, the American textile-apparel industry has been
engaged in a long and difficult struggle for fair trade. The roots of
this legislation go back more than four decades. At that time the
industry saw the need for a reliable trade program that would pro-
vide order. Arguments were made for fair trade year after year;
while nearly every year American job casualties mounted because
of the imported products made by workers whose wages and condi-
tions would be unlawful in the United States.

Mr, Chairman, since I was elected to the U.S. Senate in 1954, the
textile-apparel trade issue has come before 9 Secretaries of State,
11 Secretaries of Labor, 13 Secretaries of the Treasury, and 15 Sec-
retaries of Commerce. Seven Presidents of the United States over
the past 30 years have had a hand in textile policy. Some took
steps to try to ease the problem. One who made a bold and solid
commitment to do something was Ronald Reagan. Then presiden-
tial candidate Reagan—and I have his letter here and it will be in
the record—then Presidential candidate Reagan said in part, in a
letter to me dated September 3, 1980, that “the Multi-Fiber Arrange-
ment needs to be strengthened by relating import market growth
from all sources to domestic market growth. I shall work to achieve
that goal.” Those are the words of Mr. Reagan.

Mr. Chairman, the administration has not kept this commit-
ment. Some may say that statement was written before he became
President, and we all know that the realities of public office deci-
sionmaking are far different from the vision and rhetoric of the
campaign trail. The reply, in part, would be that after he was in
the White House, President Reagan again wrote me on October 4,
1982, and said, and I quote:

As [ mentioned during our recent discussion concerning textile industry problems,

I made a commitment that was reaffirmed last December by Jim Baker, to seek to
relate total import growth to the rate of growth in the domestic market.
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Mr. Chairman, keeping imports approximately even with domes-
tic market growth is precisely the purpose of S. 680. I believe that
the President- of the United States knew of what he was talking
when he made his pledge. And I ask your unanimous consent to
make the President’s correspondence a part of the hearing record.

Mr. Chairman, the goal of S. 680 is to provide orderly textile-ap-
parel trade, so that domestic manufacturers, big Asian producers,
and less developed countries share in the U.S. market. |

However, we should not lose sight of the bottom line. Mr. Chair-
man, the bottom line is jobs. I repeat: The bottom line is jobs.

Mr. Chairman, since 1980 we have allowed imports of textiles
and apparel to double. The cost has been 300,000 fiber, textile, and
apparel jobs. Today textile employment is 699,000, the lowest figure
in modern times. In my home State of South Carolina, the State
Employment Security Commission has released figures showing
1,200 textile jobs were lost in the past month of May alone—1

“month—Ileaving textile employment at a record low.

Mr. Chairman, the tragedy of overpowering imports is seen in
the faces of these proud workers who suddenly must look to their
Government for support. Many of these newly unemployed come
from small towns where the textile industry is the only employer
of consequence. For many, the chilling reality is that retraining
and new jobs are just another empty promise from the Govern-
ment.

While some would say that the trade problem is temporary, let
me point out that in May the Commerce Department repo that
textile and apparel imports increased a record 16 percent over May
1984, and that base month was a record itself. Furthermore, from
January through May the textile and apparel trade deficit was 13
percent above last year's record level.

Mr. Chairman and members of this committee, I ask you: Is this
gvidenvce of a trade policy that is in the best interests of the United

tates?

I would suggest that a majority of both Houses of Congress be-
lieves it is not. And the reality of surging imports and lost jobs pro-
vides a clear and ringing mandate for passage of the Textile and
Apparel Trade Enforcement Act.

Mr. Chairman, I would like to add that the textile and apparel
industry is doing everything in its power to survive. Investment in
new plants and equipment has topped $1 billion every year for the
past 10 years. Last year, new investment totaled $1.9 billion, and
this year $2 billion is projected to be reinvested. The American tex-
tile industry has become the most productive in the world and is
determined to meet the challenge of worldwide competition. What
our country lacks is a trade program that is both predictable and
fair. That is the reason for the Textile and Apparel Trade Enforce-
ment Act of 1985. It puts trade on a level playing field again.

This legislation sends a message that cannot be misunderstood:
Namely, that our American Government will not allow a basic
manufacturing industry which is vital to both our economy and our
defense posture to fade away, nor will it turn its back on the work- .
{pg lxinhir;dasnd women who are dependent on that industry for their

ive . ‘
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Mr. Chairman and gentlemen of this committee, I understand
that an additional hearing is to be held on this subject. If that is
absolutely necessary to allow all interested parties to be heard, I
would request that this hearing be held as expeditiously as possi-
ble. With a majority of the Senate cosponsoring this measure, the
Finance Committee has an obligation to allow the full Senate to
consider this matter, and the seriousness of the problem demands
prompt attention.

Mr. Chairman, thank you for allowing me to testify today, and I
urge that the committee promptly report favorably on S. 680.
Thank you. -

Senator DANFORTH. Thank you, Senator Thurmond.

[Senator Thurmond’s written testimony and his letter from
President Reagan follow:]

PREPARED STATEMENT OF SENATOR STROM THURMOND BEFORE THE SENATE FINANCE
COMMITTEE ON THE TEXTILE AND APPAREL TRADE ENFORCEMENT AcT OF 1985

Mr. Chairman, I appreciate the opportunity to testify this morning on S. 680, the
‘“Textile and Apparel Trade Enforcement Act of 1985". This legislation holds the
keg to the future of two million men and women who work in the American textile
industry.

Since I introduced this bill on March 19, 53 of my Senate colleagues and 290
House members have gone on record as cosponsors. This overwhelming support, Mr.
Chairman, makes it unmistakable that the textile/apparel trade issue is a National
problem, that hundreds of thousands of people thrown out of work is a National
problem, and that fair trade for U.S. textiles is a National goal. For 1984, textile
domestic market growth was 1-2%, while import market growth was a record 32%.

Members of Congress from 43 states, distinguished men and women from South
Carolina to South Dakota, from California to Connecticut, many of whom seldom
al on public policy issues, have considered this legislation and concluded that it
is néeded, and that it is in the best interest of the United States.

Mr. Chairman, the American textile/apparel industry has been engaged in a long
and difficult struggle for fair trade. The roots of this legislation go back more than
four decades. At that time the industry saw the need for a reliable trade program
that would provide order. Arguments were made for fair trade year after year,
while nearly every year, American job casualties mounted because of imported prod-
gcts made by workers whose wages and conditions would be unlawfu! in the United

tates.

Since I was elected to the United States Senate in 1954, the textile/apparel trade
issue has come before nine Secretaries f State, 11 Secretaries of Labor, 13 Secretar-
ies of the Treasury, and 15 Secretaries of Commerce. Seven Presidents of the United
States over the past 30 years have had a hand in textile policy. Some took steps to
try to ease the problem. One who made a bold and solid commitment to do some-
thing was Ronald Reagan.
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RONALD REAGAN

September 3, 1980

The Honorable Strom Thurmond
209 Russell Senate Office Building
washington, D. C. 20510

L4

Dear Strom:

The fiber/textile/apparel manufacturing complex
provides 2.3 million vitally needed American jobs,
including a high percentage of female and minority
employees. As President, I shall make sure that
these jobs remain in this country.

The Multifiber Arrangement (MFA), which is
supposed to provide orderly international trade

in fibers, textiles, and apparels, was first
negotiated under a Republican Administration. The
MFA expires at the end of 1981 and needs to be
strengthened by relating import growth from all
sources to domestic market growth. I shall work
to achieve that goal.

Sincerely,

(o

RONALD REAGAN
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Then Presidental Candidate Reagan said, in part, in a letter to me dated Septem-
ber 3, 1980, ti;at the Multifiber Arrangement “needs to be strengthened by relating
import market growth from all sources to domestic market growth. I shall work to
achieve that goal.” The administration has not kept this commitment.

Some may say that statement was written betore he became President, and we all
know that the realities of public office decision-making are far different from the
vision and rhetoric of the campaign trail. The reply in part would be that after he
was in the White House, President Reagan again wrote me on October 4, 1982, and
said, "As I mentioned during our recent discussion concerning textile industry prob-
lems, [ have made a commitment that was reaffirmed last December by Jim Baker,
to seek to relate total import growth to the rate of growth in the domestic market.”

Mr. Chairman, keeping imports approximately even with domestic market growth
is precisely the purpose of S. 680. I believe that the President of the United States
knew what he was talking about when he made his pledge, and I ask unanimous
consent to make the President’s correspondence a part of the hearing record.

The goal of S. 680 is to provide orderly textile/apparel trade so that domestic
manufacturers, big Asian producers and less developed countries share in the U.S.
market. However, we should not lose sight of the bottom line. Mr. Chairman, the
bottom line is jobs.

Since 1980, we have allowed imports of textiles and apparel to double. The cost
has been 300,000 fiber, textile and apparel jobs. Today, textile employment is
699,000, the lowest figure in modern times. In my home State of South Carolina, the
State Employment Security Commission has released figures showing 1,200 textile
Jiobs were lost in the month of May alone, leaving textile employment at a record
ow.

The tragedy of overpowering imports is seen in the faces of these proud workers

who suddenly must look to the government for support. Many of these newly unem-
ployed come from small towns where the textile industry is the only employer of
consequence. For many, the chilling reality is that re-training and new jobs are just
another empty promise from the government.
. While some would say that the trade problem is temporary, let me point out that
in May the Commerce Department reported that textile and apparel imports in-
creased a record 16 s)ercent over May 1984, and that base month was a record itself.
Furthermore, from January through May, the textile and apparel trade deficit was
13 percent above last year's record level.

Mr. Chairman and members of this subcommittee, 1 ask you, is this evidence of a
trade policy that is in the best interest of the United States? I would suggest that a
majority of both Houses of Congress believes it is not, and the reality of surging
imports and lost jobs provides a clear and ringing mandate for passage of the Tex-
tile and Apparel Trade Enforcenent Act.

1 would like to add that the textile/apparel industry is doing everything in its
power to survive. Investment in new plants and equipment has topped $1 billion
every year for the past 10 years. Last year new investment totaled $1.9 billion, and
this year $2 billion is projected to be reinvested. The American textile industry has
become the most productive in the world and is determined to meet the challenge of
worldwide competition.

What our Country lacks is a trade program that is both predictable and fair. That
is the reason for the Textile and Apparel Trade Fnforcement Act of 1985. It puts
trade on a level playing field again. This legislation sends'a message that cannot be
misunderstood—namely that our American government will not allow a basic man-
ufacturing industry which is vital to both our economy and our defense posture to
fade away, nor will it turn its back on the working men and women who are de-
pendent on that industry for their livelihoods.

Mr. Chairman, I understand that an additional hearing is to be held on this sub-
ject. If that is absolutely necessary to allow all interested parties to be heard, |
would request that this hearing be held as expeditiously as possible. With a majority
of the Senate cosponsoring this measure, the Finance Committee has an obligation
to allow the full Senate to consider this matter, and the seriousness of the problem
demands prompt action. ’

Mr. Chairman, thank you for allowing me to testify today, and I urge that the
Committee promptly report favorably on S. 680.

Senator DANFORTH. Any questions for the witnesses?

[No response.]
Senator DANFORTH. Gentlemen, thank you very much for being

here. :
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Senator MoYNIHAN. Mr. Chairman?

Senator DANFORTH. Yes?

Senator MoyNIHAN. Could I just take the pleasant opportunity to
introduce in the record the letter which Senator John F. Kennedy
sent to Governor Ernest Hollings on August 30, 1960, committing
Mr. Kennedy, were he to be elected, to a program for the orderly
management of the import market of textiles and apparel?

He kept that agreement: the long-term cotton textile agreement
was what resulted from the pledge made to Senator Hollings. As
Mr. Kennedy mentioned, Senator Thurmond was a member of Sen-
ator Pastore’s committee. A

I think, if we recall, sir, that at that time we faced the prospect
that as much as 20 percent of textiles and apparel might be import-
ed in this country, and we felt we had to do something about it.
Today we are-at 50 percent. I would like to put that in the record,
if I may, sir. .

Senator DANFORTH. All right.

[The letter follows:]

51-762 O--856——2
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Senator DANFORTH. Gentlemen, I spoke too quickly; I was trying
to follow Senator Thurmond’s wishes that we act expeditiously in
this committee. But I am told by Senator Roth and Senator Heinz,
at least, that they have some questions.

Senator Roth.

Senator RotH. Mr. Chairman, I will be very brief in my ques-
tions, but I would like to raise at least two points. One, as I under-
stand the legislation, it does not apply to Europe, to Canada, and I
believe to Mexico. At the same time, I understand that imports
from those regions have increased rather substantially.

I also understand that it does not apply to silk, linen, and is it
ramie, r-a-m-i-¢? Well, if I am inaccurate in these, I would ask
them to correct it; but it is my understanding that a number of
these materials are not covered.

My question is, why are these regions not included? And if these
materials are not included, why were they not covered? What was
the reasoning behind that?

Senator THURMOND. Mr. Chairman, I think the reasoning was
that those countries are so close here and have not in the past sent
any excessive exports from their countries.

nator RotH. Am I correct in understanding they are responsi-
ble for something like 20 percent of the increase of the imports?

Senator THURMOND. They are increasing now, and the committee
rr}llaybwl?nt to take that into consideration when they go to markup
this bill.

Senator Rorr. Well, the products, I understand, are covered.

Second, as a matter of approach—and I want to thank the gentle-
man for bringing this most serious problem to our attention in a
very vivid fashion—I wonder if we adopt this legislation, and one of
you addressed this question, why won't we be compelled to adopt
similar kinds of legislation with respect to other products, whether
it is steel or shoes and so forth? Can’t you make some of the same
cogent arguments? And would you support this being a precedent
as a matter of approach to trade policy?

Senator THURMOND. Well, Mr. Chairman, I maintain the position
that we should not allow imports to come in, of any category that
closes down industry and throws thousands of people out of jobs.
And that is exactly what has happened here. And I understand
that is happening to some others such as shoes and so forth.

Senator RortH. I guess what I am saying here, and I am not pass-
ing judgment at the moment, Senator Thurmond, is that this would
be a precedent-establishing legislation.

Senator THurRMOND. Well, it might be a precedent, but I think
you have got to consider the situation with regard to each industry,
and this industry here is going to go out of business unless some-
thing is done.

As was brought out in 1950 during the Pastore hearing, when I
was a member of the Commerce Committee and the Textile Sub-
committee, textiles were found to be second in impoziance to steel.
And what is going to happen to the uniforms and the parachutes
and all those things that the service have to use in time of war?
Sup we are in a war—where are we going to get these things? I
think it is very important that we take steps.
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The next thing, as I repeated, is jobs. I just stated how many jobs
we have lost in this country. In my own State there, we have lost
all those jobs, and in other States we have lost jobs. And this is not
just-a regional problem; it is a national problem. It concerns Penn-
sylvania, it concerns New York, it concerns Maine, it concerns
California, it concerns every State in the Nation. Every State has
textiles and apparel.

Congressman BroyHILL. Mr. Chairman, can I address that?

Senator RotH. Yes, and since it is my questioning, the question I
am getting at, and I am not passing judgment but think it is a
factor that we in the committee must consider when we decide
what to do with this legislation, and that is a question of what to
do with this legislation, and that is a question of whether or not, if
we adopt this approach here, and 1 have to agree with you that
there are terribly serious problems, and I agree with you, Strom,
about the importance of jobs, the same can be said of course in the
area of steel. I think steel was number one according to your testi-
mony. We have already seen what has happencd in the area of
shoes and so fortii. But what I am trying to get at is a sense of feel-
ing on whether you feel this is the new road, not only in the area
of textiles but in other areas of addressing the problem of a trade
imbalance. ‘

Congressman BRrovHILL. Let me respond in é)art to this, then 1
would like to yield to the Senator from South Carolina, because he
has already partially touched on the answer to your question.

There is no doubt when you examine the record that we are
being impacted by imports in many other areas, but this bill is only
going to the problem as it applies to textile and apparel goods, and
the reason, as pointed out in testimony by Senator Hollings, is that
we have had this Multi-Fiber Arrangement now for—what?—25
years or so, or thereabout. In other words, world trade 1n textiie
and apparel products has been treated differently under GATT
than has trade in all of these other items such as steel and shoes
and so forth. And we feel that this legislation is consistent with the
objectives of the multi-fiber arrangement in that it does take action
to ensure orderly trade. All the other textile and apparel producing
nations of the world are not taking in increases in textile and a
parel imports like we are; we are the only country in the world
taking these huge increases. All we are saying is that we ought to
seek a fair balance. .

And the multi-fiber arrangement is just not being enforced.

I would make one other point, that this action is also consistent
with action that the European Community took several years ago.
The EEC cut back trade from major suppliers of textile and appar-
el. They set up low growth rates, and they also established this
global approach on imports. These actions were accepted back in
those days when they were taken by EEC countries. And now the
EEC is absorbing one-fourth of the imports in textile and apparel
that the United States absorbs.

Well, I answered in part what the gentleman has already started .
out to say a few minutes sgo.

Senator HoLLINGs. Thank you verfr much.

Senator Roth, if you please, I would like to include Bob Kuttner’s
article right here entitled “The Free Trade Fallacy,” which touches



34

directly on answering your question. The answer is yes, it could set
the example. He and other economists like Wolfgang Hegger of the
Common Market have stated we no longer of course live in the free
trade theory of full employment. And in citing an approach that
has worked, he talks about the textile industry, and he measures
the degree of protection—because it is a multifiber arrangement
entered into voluntarily by the other competitive nations, guaran-
teeing them a percentage of the growth in the domestic consump-
tion.

He touches on the climate of cooperation between the two major
labor unions, where they withheld and restricted themselves. That
has not occurred throughout the steel industry.

He talks about the heavy investment in modernization that has
come about, which did not occur. When United States Steel got the
trigger-price-mechanism from this particular committee, the: ran
around and bought Marathon Oil. That is what I am talking about.
‘You have got to have some reliability.

And then he goes on and discusses the prices and everything
else. But we don’t hesitate saying that this might set a precedent
that would be bad; on the contrary, the best of economic minds
right now are looking upon it, if properly enforced, freely ~nd vol-
untarily entered into by all segments of the industry, ana not total
protectic:..—allowing competition and allowing the consumer to
benefit. Yes. The answer is “Yes,” this could set the example.

And 1 must emphasize, of course, the flexibility of the example,
because different industries have different requirements and every-
thing else with respect to employment, prices, and worldwide
competition.
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Thinking about the unthinkable.

THPFREE TRADE FALLACY

By Bos KUTTNER

N THE FHIRMAMENT of Amencan ideological con-

victions, no star burnis bnghter than the biparisan
Jevotion to free trade The President’s 1983 Economic
Repont, to no one’s surprise, sternly admonished would-
be protechonists An editonal in The New York Times,
midway through an otherwise sentibly Keynesian argu-
ment, paused to add ntually, “Protectionism might
mean a few fobs for American auto workers, but it would
depress the hiving standards of hundreds of millions of
consumers and workers, here and abroad ”

The Rising Tide of Protectionism has become an
irresistible topic for a hght news day Before me 1s a thick
sheaf of nearly interchangeable clips warning of im-
pending trade war. With rare unanimity, the press has
exconiated the United Auto Workers for its local content

legislation The Wall Street Journal's editonal (“Loco

Content”’) and the Times's {"The Made-in-America
Trap”) were, if anything, a shade more chantable than
Cockbum and Ridgeway in The Village Voice {"Jobs and
Racism™) And when former Vice President Mondale
began telling labor audiences that Amenca should hold
Japan to a single standard in trade, it signalxd a chorus of
shame on-Fritz stories

The srandard trade war story goes hike this recession
has prompted a spate of jingoistic and sell-defeating
demands to fence out superior foreign goods These
demands typically emanale from overpard workers,
loser industries, and their pohtical toadin< Prutection:
ism will breed stagnation, retalianon, and worldwide
depression. Remember Smoot-Hawley!

Perhaps 1t is just the unnerving experience of seeing
The Wall Street Journal and The Vitlage Voice on the same
side, but one is moved to further inquiry Recall for a
moment the classic theory of comparative advantage As
the English economist David Ricardo explained it in
1817, 1f you are more efficient at making wine and | am
betier at weaving cloth, then it would be silly for each of
us to produce both goods Far better to do what each
does best, and to trade the excess. Obviously then,
baners to trade defeal potential efficiency gains Add
some algebra, and that is how trade theory continues to
be taught today.

To bnng Ricardo’s homely illustration up to date, the
economically sound way to deal with the Japanese
menace 1s simply to buy their entire cornucopia—the
cheaper the better If they are superior at making autos,

1 THENIWRIPUBLIC

Tvs, lape recorders, cameras, steel, machine tools, base-
halls, semiconductors, computers, and other peculiarly
Onental products, it is imrational to shelter our own
benighted industries Far more sensible to buy their
goods, let the bracing tonic of competition shake Amer-
ica from its torpor, and wait for the market to reveal our
niche in the international division of labor.

But this formulation {ails to describe the global econ-
omy as it actually works. The classical theory of free
trade was based on what economists call “factor endow-
ments'‘~~a nation's natural advantages in climate, min-
erals, arable land, or plentiful labor. The theory doesn’t
fit a world of leaming curves, economles of scale, and
floating exchange rates. And it certainly doesn’t deal
with the fact that much "comparative advantage’ today
is created not by markets but by govemment action If
Boeing got & head start on the 707 from multibillion-
dollar mulitary contracts, is that a sin against free trade?
Well, sort of If the E Airbus responds with
subsidized loans, is that worse? If only Western Electric
(a U.S supplier) can produce for Bell, is that protection?
if Japan uses public capial, regearch subsidies, and
market-sharing cartels to launch a highly compentive
semiconductor industry, is thet protection? Maybe so,
maybe not

Just fifty years ago, Keynes, having dissented from the
nineteenth-century theory of free markets, began won-
dening about free trade as well. [n a 1933 essay in the
Yale Reciew called “National Self-Sufficiency,”” he noted
that “"most modern processes of mass production can be
performed in most countries and climates with almost
equal efficiency.” He wondered whether the putative
efficiencies of trade necessarily justified the loss of na-
tional autonomy Today nearly half of world trade is
conducted between units of multinational corporations
As Keynes predicted, most basic products (such as steel,
plastics, microprocessors, textles, and machine tools)
can be manufactured almost anywhere, but by labor
forces with vastly differing prevailing wages.

With dozens of countries trying to emulate Japan, the
trend 15 toward worldwide excess capacity, shortened
useful hfe of capital equipment, and downward pressure
on wages. For in a world where technology is highly
mobile and interchangeable, there is a real risk that
comparative advantage comes 1o be defined as whose
work otce will work for the lowest wage.

BEST AVAILABLE COPY
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In such a world, it 1s possible for industiies . vow
nominally more productive while the national economy
grows poorer How can that b»? The factor left out of the
simple Ricardo equation is ii'le capacity. If America’s
autos (or steel tubes, or machine wals) are manufsctured
more productively than a decade ago but less produc-
tively than in Japan {or Korea, or Brazil), and if we
practice what we preach about open trade, then an
immense share of US. purchasing power will go to
provide jobs overseas. A growing segment of our pro-
ductive resources will lie idle. American manufacturers,
detecting suft markets and falling profits, will decline to

C

same as d tic ones. no subsidies, tax pref

cheap loans 10 home industries; no quotas, preferential
procurement, or inspection gimmicks to exclude foreign
ones. Nor can producers sell below cost (dumping) in
foreign markets.

Since 1947 there have been seven “rounds” ol mult-
lateral negotiations under GATT auspices, which have
sharply reduced prevailing tariffs. In the last series of
negotiations, the so-called Tokyo round, the United
States pressed unsuccessfully for reductions in “non-
tariff barriers.” Not surprisingly, this campaign (ailed,
for what we consider nontariff barriers are the essence of
other nations’ e ic devel t strategies.

invest Steelmakers will buy oil ¢ ‘

access to superior foreign products wil! not necessarily
compensate for the decline in real income and the idle
resources. Noz is there any guarantee that the new
industrial countries will use their burgeoning income
from American sales to buy American capital equipment
(or computers, or even coal). for they are all stnving to
develop their own advanced, diversified economies.

GAINST THIS BACKGROUND of tidal change in
the global y. the ¢ ional teverence
for “free trade” is just not helpful. As an economic
paradigm, it denies us a realistic appraisal of second
bests. As a political principle, it leads liberals into a
disastrous logic In which the main obstacle to a strong
American economy is decent living standards for the
American work force. Worpt of all, a simple-minded
devotion to textbook free trade in & world of mercan-
tilism assures that the form of protection we inevitably
get will be purely defensive, and will not lead to con-
structive change in the protected industry.

The seductive fallacy that pervades the hand-wring-
ing about protectionism is the premise that free trade is
the norm and that successful foreign exporters must be
playing by the rules. Even 50 canny a critic of political
economy as Michael Kinsley wrote in these pages that
“Wery few American workers have lost their jobs be-
cause of unfair foreign trade practices, and it is dema-
gogic for Mondale and company to suggest otherwise.”
But what is an unfair trade practice? The Common
Market just filed a complaint alleging that the entire
Japanese industrial system is one great ur.fair trade
practice!

To the exterit that the rules of liberal trade are codi-
fied, they repose in the General Agreement on Tariffs
and Trade (stay awake, this will be brief). The GATT is
one of those multlateral institutions created in the
American image just after World War 11, a splendid
histoncal moment when we could commend free trade
to our allies the way the biggest kid on the block calls for
a fair ight

The basic GATT treaty, ratified in 1947, requires that all
member nations get the same tariff treatment (the “most
favored nation” doctrine), and that tariffs, in theory at
least, are the only permissible form of barrier. Govern-
ments are supposed to treat foreign goods exactly the

Moreover, the GATT facks an enforcement mechanism.
1f an alleged treaty viclation is confirmed, the complain-
ing country has the right to impose countervailing du-
ties. But this action itself invites further retaliation and is
usually decided on polincal, not legal, grounds. For
exam; '+, when the European Airbus consortium
cracked the U.S. market with a billien-dollar sale to
Eastern Airlines, the deal included loans far below mar-
ket rates, an unequivocal violation of the GATT regime.
But the United States, tom between alienating Boeing—
or alienating Eastern and half of Europe—did nothing.

Nor does the United States quite live up to its own
saintly standards in trade. Probably the most famous
recent example is the 1971 Domestic International Sales
Corporation Law, which gives tax advantages to Ameri-
can exporters. The Common Market filed a GATT com-
plaint against the patent tax favoritism;: the GATT upheld
it and nothing else happened. The law is still on the
books. We also periodically pressure trading partners to
sdopt voluntary import quotas; we export billions of
doftlars worth of subsidized farm products. And for years
the Europ have lained that Pentagon spending
on research and development is a hidden subsidy to the
United States aeruspace industry.

N CLASSICAL free trade theory, the only permissible

candidate for porary pr ion is the “infant
industry. But Japan and its imitators, not bly,
treat every emerging technology as an infant industry.
Japan usesa highly sheltered domestic nurket as a
laboratory, and as a shield behind which to launch one
export winner after another. Seemingly, Japan should be
paying a heavy price for its protectionism as its industry
stagnates. Poor Japan! This is not the place for a detailed
recapitulaticn of Japan, Inc., but keep in mind some
essentials’

The Jap gover t, in close with
industry, targets sectors for development. It doesn’t try
to pick winners blindfolded; it creates them. It offers
special equity loans, which reed be repaid only if the
venture tumns a profit. It lends public capital through the
Japan Development Bank, which signals private bankers
to let funds flow. Where our government offers tax
deductions to all b as an enti Japan
taxes ordinary business profits at stiff rates and saves its

112 hevra b
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tax subsidies for targeted ventures The govemment
sometimes buys back outdated caputal equipment to
create markets for newer captal.

The famed Ministry of International Trade and Indus-
try has pursued this essental strategy for better than
twerty years, keeping foreign borrowers out of cheap
Japanese capital markets, letting in foreign investors
only on very restricted terms, moving Japan up the
product ladder from cheap labor intensive goods in the
1950s to autos and steel in the 1960s, consurier elec-
tronics in the early 1970s, and computers, semiconduc-
tors, optical fibers, and just about everything else by
1980. [he [apanese government also waives antimo-
nopoly laws for development cartels, and organizes
recession cartels when overcapaaty is a problem And
far from defying the disaipline of the market, ATl en-
courages fierce domeshc competition before winnowing
the held down to a few export champions

tree-trade purists and neoprotectionists alike can
readily agree that Amenca should bargain harder for
reciprocal access to Japanese markets, but that would
solve only a small part of the Japan problem The other
elements of Japan’s bnlhantly successful mercantdism—
the development loans, the incubation of supply with
state-seeded demand, the cartels—constitute a funda-
mentally different strategy of economic development,
which happens to be attractive to much of the world Ttis
not hikely to be banished from international commerce
by American appeals to the GATT or the sainted memory
of David Ricardo

HE JAPANESE not only sin against the rules of

market economucs They convert sin into produchive
virtue By our own highest standards, they must be
doing something right. The evident success of the Japa-
nese model and the worldwide rush to emulate it create
both a diclomatic cnsis for Amencan trade negotiators
and a deeper ileological cnsis for the free trade regime.
As Berkeley professors John Zysman and Steven Cohen
observed in a careful study for the Congressional Joint
Economic Commuttee last December. America. as the
main defender of the GATT philosophy, now faces an
acute policy dilemma “how 1o sustain the open trade
system and p te the comp itton of Amen-
can industry”’ at the same tme.

Unfortunately. the dilemma 1s compounded by our
tdeological blinders. Americans believe so fervently in
free markets, especially in trade, that we shun interven-
tionist measures until an industry 1s in deep trouble.
Then we build it half a bridge.

There 1s no better example of the lethal combination
of protectionism plus market-capitalism-as-usual than
the steel industry. Steel has enjoyed some import hmuta-
tion since the late 1950s, initially through informal
quotas. The industry is obgopolistic; it was very slow to
modemize. By the mid-1970s, world demand for steel
was leveling off just as aggressive new producers
such as Japan, Korea, and Brazil were flooding

ve p
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world inarkets with cheap, state-of-the-art steel.

As the Carter Administration took office, the Ameri-
can steel industry was pursuing antidumping suits
against foreign producers—an avenue that creates prob-
lems for Amencan diplomacy The new Administration
had a better idea, more consistent with open markets
and neighborly economic relations [t devised a ‘trigger
prce mechanism,” 4 kind of floor price for foreign steel
entenng Amencan markets This was supposed to limit
import penetration  The steelmakers withdrew their
suts Imports continued to increase

So the Carter Administration moved with characteris-
tic caution toward a minimakist industrial policy Offi-
clals invented a kind of rear-beer called the Steel Tripar-
tite Together, industry, labor, and government would
devise a strategy for a competi.n e Amencan steel indus-
try The eventual steel policy accepted the industry’s
own agenda more protection, a softening of pollution
control requirements, wage restraint, new tax incentives,
and a gentlemen’s agreement to phase out excess capac-
ity What the polky did not include was either an
enforceable commitment or adequate capital "o modemn-
1ze the industry By market standards, massive retooling
was not a rational course, because the return on steel
investment was well below prevailing yields on other
investments. Moreover. government officials had nei-
ther the 1deological mandate nor adequate information
to tell the steel industry how to invest. “¥We would sit
around and talk about rods versus plate versus specialty
steel, and none of us in government had any knowledge
of how the steel industry actually operates,” confesses
C. Fred Bergsten, who served as Treasury’s top trade
official under Carter. “There has never been a govern-
ment study of what size and shape steel industry the
country needs If we're going to go down this road, we
should do 1t right, rather than simply preserving the
status quo

HAT VIEW, of course, was heresy to most of the
Carter Administration (not even Bergsten is quite
comfortable with 1t} [t is even clearer heresy to the
Reagan Admunistration The steel story has an intriguing
epilogue. The Reagan Administration put a stop to the
government’s mild firtation with industrial policy U.S
Steel repaid the Tnpartite by purchasing Marathon Oil.
The industry continued to hemorrhage. And in 1982,
under pressure from the now comatose steel industry,
the Admunistration negotiated new. tougher import quo-
tas There was, of course, no talk of quid pro quos.
Reagan believes in free markets
Well, we have all read that steel is just a dying
smokestack industry [n the new information age, we
won't really miss it anyway. All right, take semiccnduc-
tors, the basic building block of advanced electronic
technology. We invented them. Did you know that
Japan, Inc., successfully leapfrogged over the last gen-
eration of semiconductor technology, and now has 56
percent of the U.S. market in advanced computer mem-
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manufactucers cannot aflord to do this work themselves

ories” The | lished this feat through the
usual methods. They lep( out direct U S. investment,
while insisting that American manufacturers wishing to
sell in the Japanese market share their technology with
Japan. Texas [nstruments was permitted to set up a joint
venture with Sony, but had to limit its market share to
10 percent and license its patents to Sony, Hitachi,
Toshiba, and Mitsubishi [n the early 1960s, Ml orga-
nized a consortium of Japanese firms into the Japan
Electronic Computer Company. which got loans from
the Japan Development Bank This, in tum, provided a
market for the infant semiconductor industry

CONSIDER the important machine tool indus-
try The future belongs to computerized machine
tools, which can be reprogrammed to perform a wide
variety of industrial tasks—another natural target of
MIT! Tn 1976 Japanese suppliers held just 3.7 percent of
the U.S. computer-controlled machine tool market. Last
year the Japanese share was 60 percent. The Reagan
Administration is nervously weighing an unusual peti-
tion from a major U.S. maker of computerized machine
tools, Houdaille Industries; the case cap all the
elements 6f the free-trade trap.
in early 1982, Houdnlle s president, Phillip O'Reilly,
bled on a little noti ision of U.S. law. Under
the 1971 tax act, the President of the United States may
disqualify foreign products from the 10 percent invest-
ment tax credit if he finds that they originate in a country
that violates trade norms. O'Reilly set out to document
that the Japanese machine tool industry systematically
engaged in practices that would be illegal in the United
States, hiring the prestigious Washington law firm, Cov-
ington & Burling So far the investigation has cost
Houdaille a mullion dollars, and has produced one of the
most intimate pictures of Japanese industrial strategy yet
available in English
MiT1 began by ordering marginal producers out of the
fapanese machine tool industry. The remaining big pro-
ducers then got e i from J antitrust
laws The venture got “the usual R&D help and the
preferential loans The Japanese also devised an inge-
nious subsidy to help Japanese manufacturers become
customers for the new computerized machine tools.
Several hundred mullion dollars in revenues from the
popuiar spectator sports of motorcycle and bicycle rac-
ing are funneled to municipal cesearch centers for the
application of advanced technol
Covinglon lawyer Richard Copaken \ndeouped Japa-

and still make a profit. So the center does this work foe
them.”

The Reagan Administration wishes that Houdaille
would go away. Denying the investment tax credit to
purchasers of Japanese machune tools would invite a

de of simular p from other d ic indus-
tries. Instead, the Admini hopes to get the Japa-
nese to “voluntanly” cut machine tool exports. Using
1ax policy 3 a far more targeted instrument of industriat
policy runs counter to the ideotogical embrace of free
markets. Houdanlle was not an issue during Prime Min-
ister Yasuhiro Nakasone's January visit. It was mainly
about beef, atrus products, and the Administration’s
campaign to make Japan rearm. Presumably if the Japa-
nese let us sell them more oranges, filet mignons, and
mortars, we needn’t worry about semiconductors or
machine tools. The Japanese, incidentally, in their de-
fense against the Houdaille petition, employ a wonder-
fully nervy arg Restriction of the in tax
credit to American capital goods, they contend, would
violate the GATT.

HE ARGUMENT that we should let “the market”
ease us out of old-fashioned heavy industry in
which newly industrialized countries have a compara-
tive advantage quickly melts away once you reatize that

precisely the same ket p are 2l
us out of the highest-tech industries as well. And the
arg t that bl the problem on paid Ameri-

can labor collapses when ‘one understands that semi-
skulled labor overseiss in several Asian nations is produc-
ing advanced products for the U.S. market atless than a
dollar an hour. Who really thinks that we should lower
American wages to that level in order to compete?

In theory, other nations’ willingness to exploit their
work forces in prder to provide Americans with good,
cheap products offers a deal we shouldn’t refuse. But the
fallacy in that logic is to measure the costs and benefits
of a trade transaction only in terms of that transaction
itself. Classical free-trade theory assumes full employ-
ment. When foreign, state-led competition drives us
out of industry after industry, the costs to the economy
as a whole can easily outweigh the benefits. As Wolf-
gang Hager, a © ltant to the C Market, has
written, “The cheap (imported] shirt is paid for several
times: once at the counter. then agaln in unemploy-
ment-benefits Secondary losses involve input indus-
tries . . . machinery, fibers, :hemmh for dyeing and

finishing products.”

nese officials proudly describing the p
watch facturer, for exampl asks the Tokyo tech~
nology center to eval hether he can use

cally controlled machining centers. The center’s engi‘

Asit happens Hager's metaphor, the textile industry,
is a fawrly successful example of managed trade, which
combines a dose of protection with a dose of modemiza-

neers design software, test it, and use it to prod

prototype watch parts. The manufacturer then pur-
chases a state-of-the-art numerically controlied machin-
ing center, with the computer program ready to go.
Japanese, of course. A smiling official explains, “These

tion E ially, iles have been removed from the
free-trade regime by an i I market-shari

agreement. In the hte 1950s, the American textile indus-
try began suffering insurmountable competition from
cheap imports. The United States first imposed quotas
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on imports of cotton fibers, then on synthetics, and
eventually on most textiles and apparel as well A so-
called Multi-Fiber Arrangement eventually was negoti-
ated with other nations, which shelters the textile indus-
tries of Europe and the United States from wholesale
import peretration. Under M FA, import growth in
textiles was hmited to an average of 6 percent per year.
The consequences of this, in theory, should have been
stagnation. But the result has been exactly the opposite.
The degree of protection. and a chmate of cooperation
with the two major labor unions, encouraged the Amen-
can textle jndustry to invest heavily in modemization
During the 1960s and 1970s, the average annual pro-
ductivity growth in textiles has been about twice the
US. industrial average, second only to electronics Ac-
cording to a study done for the Common Market, pro-
ductivity in the most efficient American weaving opera-
tions 1s 130,000 stitches per worker per hour—twice as
high as France and three times as high as Britain.
Textles, surprisingly enough, have remained an export
winner for the United States, with net exports regularly
exceeding imports (In 1982, a depressed year that saw
renewed competition from China, Hong Kong, Korea,
and Taiwan, exports just about equaled imports).
But surely the American consumer pays the bill when
the d ic market is sheltered from open foreign
competitign. Wrong again. Textile prices have risen at
only about half the average rate of the producer price
index, 1oth before and after the introduction of the
Multi-Fiber Arrangement.

OW. IT IS POSSIBLE to petform some algebraic

manipulations and show how much lower textile
prices would have been without any protection One
such computation places the cost of each protected
textile job at several hundred thousand dollars. But
these static calculations are essentially useless as practi-
cal policy guides, for they leave out the value over time
of maintaining a textile industry in the United Smes

try/sunset industry distinction is so much nonsense
Most of America’s major industries can be winners or
losers, depending on whether they get sufficient capital
investment. And it turns out that many U.S. industries
such as teatiles and shoes, which conventionally seem
destined for lower-wage countries, can survive and
modermize given a reasonable degree of, well, protec-
tion.

HAT, THEN. is to be done? First, we should

acknowledge the realities of international trade. '
Our competitors, increasingly. are not free marketeersin

our own mold It is absurd to let foreign mercantilist
enterprise overrun U.S. industry in the name of free
trade. The alternative is not jingoist protectionism It is
managed mde, on lhe model of the Multi-Fiber Ar-

industries are d some
bimits to lmpoﬂ growth, then it becomes rational for
them to keep retooling and modemizing.

Itis not necessary to protect every industry, nor do we
wanl an American MITI. But surely it is reasonable to
fashion plans for particular key sectors like steel, autos,
machine tools, and semiconductors. The idea is not to
close U S: markets, but to limit the rate of import growth
in key industries. In exchange, the demestic industry
must invest heavily in modernization. And as part of the
bargain, workers deserve a degree of job security and job
retraining opportunities.

Far from being just another euphemism (or beggar-
thy-neighbor, a more stable trade system generally can
be in the interest of producing countries. Universal
excess capacity does no country much of a favor. When
rapid penetration of the U.S. coler TV market by Korean

pliers became intolerable, we s!. d shut an open
door. Ovemight, Korean color TV production shrank to
20 percent of capacity. Predictable, if‘more graduai,
growth in sales would have been preferable for us and
for the Koreans.

Second, we should und d the inter

12t \-

The benefits include not only jobs, but contrib to
G.N P, to the balance of payments, and the fact that

ing in this g ’s technology is the ticket of
admission to the next.

Why didn’t the texnle industry stagnate? Why didn't
protectionism lead to higher prices? Largely because the
textile industry is quite competitive domestically. The
top five manufacturers have less than 20 percent of the
market. The industry still operates under a 1968 Federal
Trade Commission consent order prohibiting any com-
pany with sales of more than $100 million from acquir-
ing one with sales exceeding $10 million. If an industry
competes vigorously domestically, it can innovate and
keep prices low, despite being sheltered from ultra-low-
wage foreign competition—or rather, thanks to the shel-
ter. In fact, students of the nature of modem managed
capitalism should hardly be surprised that market stabil-
ity and new investment go hand in hand.

———The textile case also suggests that the sunrise indus-
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of d trade, industrial policies, and economic
recovery “Without a degree of industrial planning, Iumt-
ing lmponslead; indeed to stagnation. Without rest
world economic growth, managed trade becomes a
nasty battle over shares of a shrinking pie, instead of
allocation of a growing one. And without some limita-
tion on imports, the Keynesian pump leaks. One reason
big deficils fail to ignite recoveries is that so much of the
growth in demand goes to purchase imported goods.
Third, we should train more economists to study
industries in the particular. Most economists dwell in the
best of alt possible worlds, where markets equilibrate,
firms optimize. and idle resources re-employ them-
selves. “Microeconomics’ is seldom the study of actual
industries; it is most often a branch of arcane mathemat-
ics. The issue of whether governments can sometimes
improve on markets is not a fit subject for empirical
inquiry, for the paradigm begins with the assumption
that they cannot. The highly practical question of when a
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Iittle protection is justified is ruled out ex ente. since
neuclassical economics assumes that less protection 1s
always better than more '

Because applied industnal economics is not 2 main
stream concern of the economics profession, the people
who study it tend to come {rom the Relds of manage-
ment, industnal and labor relations, planmng, and law
They are not invited to professional gathenngs of econo-
mists, who thus continue to avoid the most pressing
practical questiors One economist whom [ otherwise
admire told me he found it “seedy” that high-wage
autoworkers would ask consumers to subsidize their
pay Surely it 1s seedier for an $800-a-week tenured
economist to lecture a $400 a-week autoworker on job
securily, if the Japanese have a genuine comparative
advantage in anything, it is in applied economucs,

Founth, w2 should stop viewing high wages as a
hability After World War |I, Western Europe and North
Amenca evolved a social contract unique in the history
of industnal captalism. Unorism was encouraged.
wurhers got a faie share in the fruits of production, and a
measure of job secunty The transformation of a crude
industrial production machine into something approxi-
mating socal citizenship is an immense achievement,
not to be sacnficed lightly on the altar of ““free trade.” It
took one depression ta show that wage cuts are no route
1o recovery Will it take another to show they are a poor
formula for competihveness® Well-paid workers, after
all, are consumers

HICH BRNGS ME full nule to the United Auto
Workers' much malig ic content legis-
lation. Tl\e U A W. bill would require a large fraction of
the value of automobiles sold in the United States to be
assembled here Over thirty countries have similar re-
strictions. Western Europe drastically lirnits sales of non-
European cars, and it encourages non-European produc-
ers such as Ford, GM, and Toyota to build for the
European market in European plants. Most likely, cot
tent legistation would invite just the sort of retaliation
we want: foreign automakers would produce here.
Unlike import quotas, the content approach keeps
Detroit under real competitive pressure, because 1t
places no limuits on the number of Toyotas and VWs
Americans may buy. The claim that U S.-built Toyotas
would sell at inflated prices is vastly exaggerated Much
of Japan's price advantage reflects more efficient pro-
duction; it takes fewer man hours to buld a Japanese car.
If the yen rises 10 to 15 percent againsi the dollar, as
many experts say it should, a U.S.-built Toyota would
_ sell for about the same price as one built in Japan
Thete is no guarantee that wage reduction by itself
would sell more cars. A grand bargain for the U.S auto
industry wou'd surely include wage restraint—coupled
with some protection, with a massive investment in
retooling and an industry commitment of job security.
That is a bargain the U.A.W. would gladly accept But
nobody is offering it The automakers have shown time

and aga:n that they will take the wage restraint and
continue to shift production overseis anyway. The Ad-
ministration is opposed to both the concept of domestic
content and the philosophy of using government to
broker quid pro quos In this cimate, the U.A.W. is not
rushing forw ard to disarm unilaterally as a grand sacri-
fice 10 American competitiveness

Unfortunately, too, most of the 226 members of Coa-
gress who co-sponsored the U.A W.'s bill did so with
guilty consciences There 15 still no permussible vocabu-
lary in American hiberalism to discuss managed altema-
tives 10 free markets Walter Mondale, reeling from one
superficial question after another on a recent "Meet the
Press,” finally sighed, "I have for many years resisted
local content legislation, but I've come to the point
where [ don’t know what other defense there is.. ..

D(mesnc CONTENT, te be sure, is only half a
policy. The problem 1s not that content legistation
is the wrung half, but that the other half 1s missing. And
1t will be mussing unul more liberals and professional
economists become comfortable with economic plan-
ning. Until then, the pressures of trade will continue to
back Amenca into third-best versions of industrial pol-
icy. Strangely enough, even the Rcagan Administration
has put in place some piecemeal ingredients of industrial
planning A new Bureau of Industrial Economics created
in the Commerce Department late in the Carter Admin-
istration has been expanded € e now publish
import penetration data. For the first ume since Worid
War Il, the government is minimally competent to ana-
lyze America’s own industnes Commerce is also help-
ing to finance a multimullion-doltar applied-research
venture designed by labor and management to modern-
ize production technology in the men’s apparel industry.
And the Justice Department's antitrust division has
blessed a research cooperahve in the semiconductor
industry Recently, at MiTr's suggestion, U.S. Trade
Representative William Brock announced a joint US.-
Japanese hi-tech working group.

But it would pain the Reagan people tembly to have
anybady brand this an industrial policy. just as it pains
the Administration to admit that it engages in protec-
tionism A spokesman for the U S. Trade Representative
patiently explained to me that the forthcoming exten-
sion of the Japanese quota on autos is a “unilateral
initiative by the Japanese” that we have nothing to do
with, for to impose a quota would violate the CATT.

Nor is the government getting much better at coordi-
nating its nonprotection pohcy with ils nonindustrial
pohcy lzst year, in response to semlconductor industry

of g Commerce Undersec-
mary Lionel Olmer advised \mu to alert Japanese manu-
facturers to the risk of pricing exports below their costs.
Not long afterward, the U.S. Justice Department notified
Japanese semiconductor manufacturers that they were
under investigation for fixing prices too high. The japa-
nese thoughlt that was hilarious.

MARCH 20.1¢33 2}
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Senator RotH. Well, my time is up, and I thank you for your
comments.

I agree with the earlier comment that the multifiber agreement
does somewhat distinguish this area from the others. At the same
time, I think your candor is appropriate here. I think jobs are jobs,
whether they are in one industry or another, if you are impacted.
And one of the questions that we in the committee have to decide,
and in the Senate ultimately, is whether we feel this is the best

’ ;vay—and it may well be—of handling an extremely serious prob-
em.

Senator HoLLINGS. Yes, sir.

Senator THURMOND. Senator Roth, may I just remind you again
that the textile import growth last year, in 1984, was 32 percent.
Domestic growth? One to two percent. No business, no industry,
can stay -in business like that. The mills are closing. People are
E}_\l:iown out of jobs. I hope the committee reports favorably on this

ill.

Senator RotH. Well, I agree with you, Senator Thurmond; this is
an extraordinarily serious problem. Thank you for your attention.

Senator DANFORTH. Any other questions at this time?

Senator HEINz. Mr. Chairrian, first I would ask uiaminous con-
sent that my statement appear in the record at the appropriate
point.

Second, I just want to compliment the witnesses, who I note are
all either from North Carolina or South Carolina. They are biparti-
san, but they seem to be from one region of the country. Yet, as
Senator Thurmond pointed out, the textile and apparel industry is
not a regional industry. I represent the State of Pennsylvania, and
in spite of the fact that the Senator from South Carolina said that
the steel industry, from a defense standpoint, is the most impor-
tant industry, and I would agree with him, yet in my State of
Pennsylvania the textile and apparel industry employs more people
than the steel industry does today. The textile and apparel indus-
try in Pennsylvania is the single largest manufacturing employer in
our State and has been for quite some time.

This is a national problem; it is a national issue, and it is one
which we must act on promptly for the reason that, if we don’t, if
we procrastinate for another 4 or 5 years, we will see somewhere
between 500,000 to 1 million more jobs lost in this industry. And if
we see that, we may just as well forget it; there will not be a tex-
tile and apparel industry in New York or Pennsylvania or Califor-
nia or North Carolina or South Carolina or any other State. And
gone with that will be the opportunities and hopes for people on
the lower rungs of the economic ladder who start out climbing up
often with entry-level jobs in some of our textile and apparel and
garment mills. These are not wealthy workers; these are sometimes
just above minimum-wage-level jobs. And yet today, those are jobs
where people, often women, t_people just starting into the work force
for the first time, get their first foothold on the rungs of the ladder
of opportunity. And we are just shorteninﬁ that ladder and cutting
the rungs out. And we will rue the day that we lose this industry
for all of those reasons.

I really don’t have a question, Mr. Chairman; I just want to com-
pliment our witnesses for so forcefully advocating the legislation
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that means an awful Jot, not just to them but to citizens through-
out the United States.

Senator THURMOND. Senator, I want to compliment gou on your
statement. I want to add again what has been brought out here,
that no industry employs as large a percentage of women and as
large a percentage of minorities as the textile industry and apparel
industry. And those categories need these jobs. And it is just not
right to take those jobs away from them.

Senator HEeINz. And if the Senator will permit me to add one
other thing: This is an industry where we are competing against a
very low-wage-rate labor, sometimes as low as 12-cents-an-hour.
Angd there is no way, even if you pay the minimum wage, that you
can compete against 12-cents-an-hour labor.

That is why President Reagan, when he was running for office,
as the Senator from South Carolina has mentioned, agreed to a
strict multifiber agreement where we would share the wth of
our market with the other suppliers, but not simply throw the
doors open and allow the vast transference of jobs—hundreds of
thousands of them, 300,000 in the last 4 years—by virtue of that
tremendous labor-cost udvantage.

If we don't :einstate the integrity of the multifiber agreement,
and that is all this legislation seeks to do, we will lose hundreds of
thousands more jobs each year. :

Senator THURMOND. I think the rule that President Reagan
adopted in his commitment to me and reaffirmed 2 years later, to
keep the import growth in line with the domestic growth, is a fair
rule, and I hope we can follow that.

Senator HEINz. I thank the Senator.

Senator HoLLiNgs. Mr. Chairman, could I include in the record
at this point that the distinguished Senator from Pennsylvania, 2

ears ago on the floor of the Senate, made a brilliant exgosé of the
moot-Hawley tariff bill, entitled the “Myth of Smoot-Hawley.” 1
would ask unanimous consent to include it in the committee’s hear-
ing record at this time.
nator HEiNz. Reserving the right to object, was that the junior
or the senior Senator from Pennsylvania?

Senator HoLLiNGS. That is Senator Heinz. [Laughter.]

Senator DaNForTH. Without objection. S e

(The article on Smoot-Hawley follows:] -

THe MYTH oF SMooT-HAWLEY

Mr. HEinz. Mr. President, every time someone in the administration or the Con-
gress gives a speech about a more aggressive trade policy or the need to confront .
our trading parterners with their subsidies, barriers to imports and other unfair
practices, others, often in the academic community or in the Coniress immediately
react with speeches on the return of Smoot-Hawley and the dark day: of blatant

rotectionism. “Smoot-Hawley,” for those uninitiated in this arcane field, is the

ariff Act of 1930 (Public Law 71-361) which among other things imposed signifi-
cant increases on a large number of items in the Tariff Schedules. The act has also
been, for a number of years, the basis of our countervailing duty law and a number
of other provisions relating to unfair trade practices, a fact that tends to be ignored
when people talk about the evils of Smoot- awl%v.

A return to Smoot-Hawley, of course, is intended to mean a return to depression,
unemployment, poverty, misery, and even war, all of which, apparently were direct-
ly causes by this awful piece of legislation. Smoot-Hawley has thus become a code
word for %otectionism and in turn a code word for depression and major economic
disaster. Those who sometimes wonder at the ability of Congress to change the
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country's direction through legislation must marvel at the sea change in our econo-
my apparently wrought by this single bill in 1930.

istorians and economists, who usually view these things objectively, realize that
the truth is a good deal more complicated, that the causes of the Depression were
far deeper, and that the link between high tariffs and economic disaster is much
more tenuous than is implied by this simplistic linkage. Now, however, someone has
dared to explode this myth publicly thrcugh an economic analysis of the actual
tariff increases in the act and their effects in the early years of the Depression. The
study points out that the increases in question affected only 231 million dollars’
worth of products in the second half of 1930, significantly less than 1 percent of
world trade; that in 1930-32 duty-free imports into the United States dropped at vir-
tually the same percentage rate as dutiable imports; and that a 13.5 percent drop in
GNP in 1930 can hardly be blamed on a single piece of legislation that was not even
enacted until midyear.

This, of course, is not to suggest that high tariffs are good or that Smoot-Hawley
was a wise piece of legislation. It was not. But it was also clearly not responsible for
all the ills of the 1930's that are habitually blamed on it by those who anci' them-
selves defenders of free trade. While I believe this study does have some policy im-
plications, which I may want to discuss at some future time, one of the most useful
things it may do is help us all clean up our rhetoric and reflect a more sophisticat-
ed—and accurate—view of economic history.

Mr. President, I ask that the study, by Don Bedell of Bedell Associates, be printed
in the record.

The study follows:

BEDELL ASSOCIATES,
Palm Desert, Calif., April 1983.

TARIFFS Mi1SCAST AS VILLAIN IN BEARING BLAME FOR GREAT DEPRESSION—SMOOT-
HAwLEY EXONERATED

(By Donald W. Bedell)

SMOOT/HAWLEY, DEPRESSION AND WORLD REVOLUTION

It has recently become fashionable for media reporters, editorial writers here and
abroad, economists, Members of Congress, members of foreign governments, UN or-
anizations and a wide variety of scholars to express the conviction that the United
tates, by the single act of causing the Tariff Act of 1930 to become law (Public Law
361 of the 71st Congress) plunged the world into an economic depression, may well
have prolonged it, led to Hitler and World War 11

Smoot-Hawley lifted import tariffs into the U.S. for a cross section of products be-
ﬂnning mid-year 1930, or more than 8 months following the 1929 financial collapse.

any observers are temnpted simply to repeat ‘free trade” economic doctrine by
claiming that this relatively insignificant statute contained an inherent trigger
mechanism which upset a neatly functioning world trading system based squarely
on the theory of comparative economics, and which propelled the world into a cata-
clysm of unmeasurable proportions.

We believe that sound policy development in international trade must be based
solidly on facts as opposeé)o to suspicions, political or national bias, of “off-the-cuff”
im&resslons 50 to 60 years later of how certain events may have occurred.

hen pertinent economic, statistical and trade data are carefully examined will
they show, on the basis of preponderance of fact, that passage of the Act did in fact
trigfer or prolong the Great Depression of the Thirties, that it had nothing to do
with the Great Depression, or that it represented a minor response of a desperate
nation to a giant world-wide economic collapse already underway?

It should be recalled that by the time Smoot-Hawley was passed 6 months had
elapsed of 1930 and 8 months had gone by since the economic colla in October,
1929. Manufacturing plants were already absorbing losses, agriculture surpluses
began to accumulate, the spectre of homes being foreclosed appeared, and unem-
ployment showed ominous signs of a precipitous rise.

he country was stunned, as was the rest of the world. All nations sought very
elusive solutions. Even by 1932, and the Roosevelt election, improvisation and exper-
iment described government response and the technique of the New Deal, in the
words of Arthur Schlesinﬁer, Jr. in a New York Times article on April 10, 1983.
President Roosevelt himself is quoted in the article as saying in the 1932 campaign,
“It is common sense to take a method and try it. If it fails, admit it frankly and try
another. But above all, try something.”
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The facts are that, rightly or wrongly, there were no major Roosevelt Administra-
tion initiatives regarding foreign trade until well into his Administration; thus
clearly suggesting that initiatives in that sector were not thought to be any more
important than the Hoover Administration thought them. However, when all the
numbers are examined we believe neither President Hoover nor President Roosevelt
can be faulted for placing international trade’s role in world economy near the end
of a long list of sectors of the economy that had caused chaos and suffering and
therefore needed major corrective legislation.

How important was international trade to the U.S.? How important was U.S.
trade to its partners in the Twenties and Thirties?

In 1919, 66% of U.S. imports were duty free, or $2.9 Billion of a total of $4.3 Bil-
lion. Exports amounted to $5.2 Billion in that s;e!zar making a total trade number of
$9.6 Billion or about 14% of the world’s total. Chart I below.

CHART |.—U.S. GROSS NATIONAL PRODUCY, 1928-33

[Doltar amounts in beltions)
1929 1930 1931 1932 1833
. \r
GNP $1034 $88.5 $76.3 $56.8 $55.4
U.S. international trade $9.6 $6.8 $45 $29 $3.2
U.S. international trade percent of GNP........................... 93 1.6 5.9 5.1 15.6

¥ Seres U., Depariment of Commerce of the United States, Bureau of Economic Analysis.

Using the numbers in that same Chart I it can be seen that U.S. imports amount-
ed to $4.3 Billion of just slightly above 12% of total world trade. When account is
taken of the fact that only 33%, or $1.5 Billion, of U.S. imports was in the Dutiable
category, the entire impact of émootlHawley has to be focused on the $1.5 Billion
number which is barely 1.5% of U.S. GNP and 4% of world imports.

What was the impact? In dollars Dutiable imports fell by g262 Million, or from
$1.5 Billion to $1.0 Billion, during 1930. It’s difficult to determine how much of that
small number occurred in the second half of 1930 but the probabilitgv is that it was
less than 50%. In any case, the total impact of Smoot/Hawley in 1930 was limited to
a “damage’” number of $231 Million; spread over several h':ndred products and sev-
eral hundred countries!

A further analysis of imgorts into the U.S. discloses that all European countries
accounted for 30% of $1.3 Billion in 1929 divided as follows: U.K. at $330 Million or
7%%, France at $171 Million or 3.9%, Germany at $255 Millior or 5.9%, and some
15 other nations accounting for $578 Million or 13.1% for an average of 1%.

These numbers suggest that U.S. imports were spread broadly over a great array
of products and countries, so that any tariff action would by definition have only a
quite modest impact in any given year or coulq be projected to have any important
cumulative effect. ‘

This same phenomenon is apparent for Asian countries which accounted for 29%
of U.S. imports divided as follows: China at 3.8%, Japan at $432 Million and 9.8%,
and with some 20 other countries sharing in 15% or less than 1% on average.

Australia’s share was 1.3% and all African countries sold 2.5% of U.S. imports.

Western Hemisphere countries provided some 37% of U.S. imports with Canada
at 11.4%, Cuba at 4.7%, Mexico at 2.7%, Brazil at 4.7% and all others accounting
for 13.3% or about 1% each.

The conclusion appears inescapable on the basis of these numbers; a potential ad-
verse impact of $231 Million spread over the great array of imported products which
were Dutiable in 1929 could not realistically have had any measurable impact on
America’s trading partners.

Meanwhile, the Gross National Product (GNP) in the United States had dropped
an unprecedented 13.5% in 1930 alone, from $103.4 Billion in 1929 to $89 Billion by
the end of 1930. It is unrealistic to expect that a shift in U.S. international imports
of just 0.2% of U.S. GNP in 1930 for example ($231 Million on $14.4 Billion) could be
viewed as establishing a ‘precedent” for America’s trading partners to follow, or
represented a ‘“‘model” to follow.

ven more to the point an impact of just 0.2% could not reasonably be expected
to have any measurable effect on the economic health of America’s trading part-

ners.
Note should be taken of the claim by those who repeat the Smoot/Hawley *vil-
lain"” theory that it set off a “chain” reaction around the world. While there is some



45

evidence that certain of America’s trading partners retaliated against the U.S. there
can be no reliance placed on the assertion that those same trading partners retaliat-
ed against each other by way of showing anger and frustration with the U.S. Self-
interest alone would dictate otherwise, common sense would intercede on the side of
avoidance of “shooting oneself in the foot,” and the facts disclose that world trade
declined by 18% by the end of 1930 while U.S. trade declined by some 10% more or
28%. U.S. foreign trade continued to decline by 10% more through 1931, or 53%
versus 43% for worldwide trade, but U.S. share of world trade declined by only 18%
from 14% to 11.3% by the end of 1931.

Reference was made earlier to the Duty Free category of U.S. imports. What is
es?ecially significant about those import numbers is the fact that they droﬁ)ed in
dollars by an almost identical percentage as did Dutiable %910(’8 through 1931 and
beyond: Duty Free imports declined by 29% in 1930 versus 27% for Dutiable goods,
and by the end of 1931 the numbers were 52% versus 51% respectively.

The only rational explanation for this phenomenon is that Americans were
buying less and prices were falling. No basis exists for any claim that Smoot/
Hawley had a distinctively devastating effect on ir%:orts beyond and separate from
the economic impact of the economic collapse in 1929.

on the numbers examined so far, Smoot/Hawley is clearly a miscast vil-
lain. Further, the numbers suggest the clear possibility that when compared to the
enormity of the developing international economic crisis Sioot/Hawley had only a
minimal impact and international trade was a victim of the Great Depression.

This 5088! ility will become clear when the course of the Gross National Product
(GNP) during 1929-1933 is examined and when price behaviour world-wide is re-
viewed, and when particular Tariff Schedules of Manufacturers outlined in the leg-
islation are anal .

Before getting to that point another curious aspect of the ‘‘villain” theory is
worthy of note. Without careful recollection it is tempting to view a period of our
history some 50-60 years ago in terms of our present world. Such a superficial view
not only makes no contribution to constructive policy-making. It overlooks severai
vital considerations which characterized the Twenties and Thirties:

1. The international trading system of the Twenties bears no relation to the inter-
deper}deptt world of the Eighties commercially, industrially and financially in size or
complexity. .

2. No effective international o;FFnization existed, similar to the General A
ment for Tariffs and Trade (GATT) for example for resolution of disputes. There
were no trade “leaders’” among the world’s nations in part because most mercantile
nations felt more comfortable without dispute settlement bodies.

3. Except for a few critical products foreign trade was not senerally viewed in the
“economy-critical” context as currently in the U.S. As indicated earlier neither
President Hoover nor President Roosevelt viewed foreign trade as crucial to the
economy in general or recovery in particular.

4. U.S. foreign trade was relatively an amorphous phenomenon quite unlike the
highly structured system of the Eighties; characterized largely then by “caveat
emptor” and a broadly laissez-faire philosophy generally unacceptable presently.

ese characteristics, together with the fact that 66 percent of U.S. imports were
Dut,\i\free in 1929 and beyond, placed overall international trade for Americans in
the Twenties and Thirties on a very low level of priority especially against the back-
drop of world-wide depression. Americans in the Twenties and Thirties could no
more visualize the world of the Eighties than we in the Eighties can legitimately
hold them responsible for failure by viewing their world in other than the most
pragmatic and realistic way given those circumstances.

For those Americans then, and for us now, the numbers remain the same. On the
basis of sheer order of magnitude of the numbers illustrated so far, the “villain"
theory often attributed to Smoot/Hawley is an incorrect reading of history and mis-
understanding of the basic and incontrovertible law of cause and effect.

It should also ne. “e recalled that, despite heroic efforts by U.S. policy-makers its
GNP continued to slum year-%—¥ear and reached a total of just $55.4 billion in
1933 for a total decline from 1929 levels of 46 percent. The financial collapse of Oc-
tober, 1929 had indeed left its mark.

By 1933 the 1929 collapse had Yrompted formation in the U.S. of the Reconstruc-
tion Finance Corporation, Federal Home Loan Bank Board, brought in a Democrat
President with a program to take control of banking, provide credit to property
owners and corporations in financial difficulties, relief to farmers, regulation and
stimulation of business, new labor laws and social security legislation. :

 Beard, Charles and Mary, New Basic History of the United States.
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So concerned were American citizens about domestic economic affairs, including
the Roosevelt Administration and the Conﬁmes, that scant attention was paid to the
solitary figure of Secretary of State Cordell Hull. He, alone among the Cabinet, was
convinced that international trade had material relevance to lifting the country
back from depression. His efforts to liberalize trade in general and to find markets
abroad for U.S. products in particular from among representatives of economically
stricken Europe, Asia and latin America were abruﬁtly ended by the President and
the 1933 London Economic Conference collapsed without result.

The Secretary did manage to make modest contributions to eventual trade recov-
ery through the Most Favored Nation (MFN) concept. But it would be left for the
United States at the end of World War II to undertake an economic and political
role of leadership in the world; a role which in the Twenties and Thirties Americans
in and out of government felt no need to assume, and did not assume. Evidence that
conditions in the trade world would have been better, or even different, had the U.S.
attempted some leadership role can not responsibly be assembled. Changing the
copr?e of past history has always been less fruitful than applying perceptively histo-
ry's lessons.

The most frequently used numbers thrown out about Smoot/Hawle{'s impact b
those who believe in the “villain” theory are those which clearly establish that U.S.
dollar decline in foreign trade glummeted by 66 percent by the end of 1933 from
1929 levels, $9.6 billion to $3.2 billion annually. )

Much is made of the co-incidence that world-wide trade also sank about 66 per-
cent for the period. Chart II summarizes the numbers.

CHART 11.—UNITED STATES AND WORLD TRADE, 1929-33

[in ditkhons of US doltars)
199 1930 1931 1932 1833

United States:

Exports $52 $38 $24 $16 $17

Imports ... w 30 21 13 15
Workdwide:

Exports........ 330 26.9 189 129 117

Imports .. ... 356 291 208 140 28

3Senes U Department of Commerce of the Unded States, League of Natons, and tnternational Monetary Fund

The inference is that since Smoot/Hawley was the first “protectionist” legislation
of the Twenties, and the end of 1933 saw an equal drop in trade that Smoot/Hawley
must have caused it. Even the data already presented suggest the relative irrele-
vance of the tariff-raising Act on a strictly trade numbers basis. When we examine
the role of a world-wide price decline in the trade figures for almost every product
n;)s;de or commodity grown the “villiai'” Smoot/Hawley's impact will not be measur-
able.

It may be relevant to note here that the world’s trading “system’ paid as little
attention to America's revival of foreign trade beginning in 1934 as it did to Ameri-
can trade policy in the early Thirties. From 1934 through 1939 U.S. foreign trade
rose in dollars by 80% compared to world-wide growth of 15%. lmcrorts w by 68%
and exports climbed by a stunning 93%. U.S. GNP by 1939 had developed to $91
Billion, to within 88% of its 1929 level.

Perhaps this suggests that America’s trading partners were more vulnerable to an
economic collapse and thus much less resilient than was the U.S. In any case the
international trade decline beginning as a result of the 1929 economic collapse, and
the subsequent return by the U.S. inning in 1934 appear clearly to have been
wholly unrelated to Smoot/Hawley.

As we begin to analyze certain specific Schedules appearing in the Tariff Act of
1930 it should be noted that sharp erosion of prices world-wide caused dollar vol-
umes in trade statistics to drop rather more than unit volume thus emphasizing the
decline value. In addition, it must be remembered that as the Great Depression
wore on}feo le simply bought less of everything increasing further price pressure
downward. All this wholly apart from Smoot/Hawleg.

When considering specific Schedules, No. 5 which includes Sugar, Molasses, and
Manufactures of, maple sugar, cane, sirups, adonite, dulcite, galactose, inulin, lac-
tose and sugar candy. Between 1929 and 1933 import volume into the U.S. declined
by about 40% in dollars. In price on a world basis producers suffered a stunning
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60% drop. Volume of sugar imports declined by only 42% into the U.S. in tons. All
these changes lend no credibility to the “villain” theory unless one assumes, errone-
ously, that the world price of st{?ar was so delicately balanced that a 28% drop in
sugar imports by tons into the U.S. in 1930 destro the price structure and that
the decline was caused by tariffs and not at least shared by decreased purchases by
consumers in the U.S. and around the world.

Schedule 4 describes Wood and Manufactures of, timber hewn, maple, Lrier root,
cedar from Spain, wood veneer, hubs for wheels, casks, boxes, reed and rattan,
toothpicks, Bgrch furniture, blinds and clothespins among a great variety of product
categories. Dollar imports into the U.S. slipped by 52% from 1929 to 1933. By apply-
inf our own GNP as a reasonable index of prices both at home and overseas, unit
volume decreased only 6% since GNP has dropped by 46% in 1933. The world-wide
price deciine did not help profitability of wood product makers, but to tie that
modest decline in volume to a law affecting only 634 % of U.S. imports in 1929 puts
great stress on credibility, in terms of harm done to any one country or group of
countries.

Schedule 9, Cotton Manufactures, a decline of 54% in dollars is registered for the
period, against a drop of 46% in price as reflected in the GNP number. On the as-
sumption that U.S. GNP constituted a rough comparison to world prices, and the
fact that U.S. imports of these products was infinitesimal, Smoot/Hawley was irrele-
vant. Further, the price of raw cotton in the world plunged 50% from 1929 to 1933.
U.S. growers has to suffer the consequences of that low price but the price itself was
set by world market prices, and was totally unaffected by any tariff action by the

S.

Schedule 12 deals with Silk Manufactures, a category which decreased by sume
60% in dollars. While the decrease amounted to 14% more than the GNP drop,
volume of product remained nearly the same during the period. Assigning responsi-
bility to Smoot/Hawley for this very large decrease in price beginning in 1930
stretches credibility beyond the breaking point.

Several additional examples of price behavior are relevant.

One is Schedule 2 products which include brick and tile. Another is Schedule 3
iron and stee!l groducts. One outstanding casualtgeof the financial collapse in Octo-
ber, 1929 was the Gross Private Investment number. From $16.2 billion annually in
1929 by 1933 it has fallen by 91% to just $1.4 billion. No tariff policy, in all candor,
could have so devastated an industry as did the economic collane of 1929. For all
intents and purposes construction came to a halt and markets for glass, brick and
steel products with it.

Another example of price degradation world-wide completely unrelated to tariff

licy is Petroleum products. By 1933 these products had decreased in world price

82% but Smoot/Hawley had no Petroleum Schedule. The world market place set
the price.

Another example of price erosion in world market is contained in the history of
exported cotton goods from the United States. Between 1929 and 1933 the volume of
exported goods actually increased by 13.5% while the dollar value dropped 48%.
This result was wholly unrelated to the tariff policy of any country.

While these examples do not include all Schedules of Smoot/Hawley they clearly
suggest that overwhelming economic and financial forces were at work affecting
supply and demand and hence on prices of all products and commodities and that
these forces simsly obscured and measurable impact the Tariff Act of 1930 might
possibly have had under conditions of several years earlier.

To assert otherwise puts on those proponents of the Smoot/Hawley “villain”
theory a formidable challenge to exp]ain the following questions:

1. at was the nature of the “trigger” mechanism in the Act that set off the
alleged domino phenomenon in 1930 that began or prolonged the Great Depression
when implementation of the Act did not begin until mid-year?

2. In what ways was the size and nature of U.S. foreign trade in 1929 so signifi-
cant and critical to the world economy’s health that a less than 4% swing in U.S.
imports could be termed a crushing and devastating blow?

. On the basis of what economic theory can the Act be said to have caused a
GNP drop of an astounding drop of 13.5% in 1930 when the Act was only passed in
mid-1930? Did the entire decline take place in the second half of 1930? Did world-
wide trade begin its decline of some $13 billion only in the second half of 1930?

3. Does the fact that duty free imports into the U.S. dropped in 1930 and 1931 and
in 1932 at the same percentage rate as dutiable imports support the view that
Smoot/Hawley was the cause of the decline in U.S. imports?

4. In the fact that world-wide trade declined less rapidly than did U.S. foreign
trade prove the assertion that American trading partners retaliated against each
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other as well as against the U.S. because and subsequently held the U.S. accounta-
ble for starting an international trade war? . .

5. Was the international trading system of the Twenties so delicately balanced
that a single hastily drawn tariff increase bill affecting just $231 million of dutiable
products in the second half of 1930 'began a chain reaction that scuttled the entire
system? Percentage-wise $231 Million is but 0.65% of all of 1929 world-wide trade
and just half that of world-wide imports:

The preponderance of history and facts of economic life in the international area
make an affirmative response by the “villain” proponents an intolerable burden.

It must be said that the U.S. does offer a tempting target for Americans who in-
cessantly cry “mea culpa” over all the world’s problems, and for many among our
tradin\gl partners explain their problems in terms of perceived American inability to
solve those problems.

In the world of the Eighties U.S. has indeed very serious and perhaps grave re-
sponsli?ility to assume leadership in international trade and finance, and in politics
as well.

On the record, the United States has met that challenge beginning shortly after
World War II.

The U.S. role in structuring the United Nations, the General Agreement on Tar-
iffse and Trade (GATT), the International Monetary Fund, the Bretton Woods and
Dumbarton Oaks Conferences on monetary policy, the World Bank and various Re-
giomla(l. Igevelopment Banks, for example, 18 a record unparalleled in the history of
mankind. . -

But in the Twenties and Thirties there was no acknowledged leader in interna-
tional affairs. On the contrary, evidence abounds that most nations preferred the
centuries-old patterns of international trade which emphasized pure competition
geAe T;rom interference by any effective international supervisory body such as

Even in the Eighties examples abound of trading nations succumbing to national-
istic tendencies and ignoring signed trade agreements. Yet the United States contin-
ues as the bulwark in trade liberalization pro Is within the GATT. It does so not
because it could not defend itself against any kind of retaliation in a worst case sce-
nario but because no other nation is strong enough to support them successfully
without the United States.

The basic rules of GATT are primarily for all those countries who can't protect
tl_'lelx_nselves in the world of the Eighties and beyond without rule of conduct and dis-
cipline.

The attempt to assign responsibility to the US. in the Thirties for passing the
Smoot/Hawley tariff act and thus set off a chain reaction of international depres-
sion and war is, on the basis of a preponderance of fact, a serious mis-reading of
history, a repeal of the basic concept of cause and effect and a disregard for the
principle of proportion of numbers.

It may constitute a fascinating theory for political mischief-making but it is a
cruel hoax on all those responsible for developing new and imaginative measures
designed to liberalize international trade. .

Such constructive development and growth is severely impeded by perpetuating
what is no more than a symbolic economic myth.

Nothing is less worthwhiie than attempting to re-write history, not learning from
it. Nothing is more worthwhile than making careful and perceptive and objective
analysis in the hope that it may lead to an improved and liberalized international
trading system.

Senator DANFORTH. Now, Senator Matsunaga has a question, and
Senator Bradley has a question, and Senator Mitchell has a ques-
tion.

Senator Matsunaga.

Senator MATSUNAGA. I note that S. 680 covers principally 12
countries—Hong Kong, Japan, Taiwan, Kdrea, Thailand, Brazil,
Singapore, the Philippines, et cetera. Now, the only one of the 12
principal countries to be restricted under the bill which is not
Asian is Brazil. In addition, the bill as I understand, specifically ex-
cludes the European Community and Canada from coverage. Now,
what is the rationale of the cosponsors of this measure in making
such a provision? And I might say discriminatory provision.
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Congressman BroyHiLL. Mr. Chairman, could I comment on that
to my good friend from Hawaii. >

Senator MATSUNAGA. My good friend Jim.

Congressman BROYHILL. I think the record will show, and I am
sure you have the information there that your staff can make
available, that shows very clearly that the vast majority of the tex-
tile and apparel imports are comin% from those countries. So, it
isn’t anything we have done; it is only pinpo'nting those countries
where these products are being produced and thus are competing
against our domestic manufacturers. So, the vast majority of the
goods that are coming into this country have been coming from
those countries historically.

Now, of eourse, the marketplace does change, and we find that
there are other countries enterinig the market who have never
been involved in the manufacture of textile and apparel products.
Suddenly, we find that products are coming in from those coun-
tries, and we do see some increase in the production from the EEC
countries as well. But, historically, you will find, and the record
provided by your staff will document, that the majority of imports
come from those countries.

Senator MATSUNAGA. Would there be any objection to making
100 percent coverage?

As I understand it now, the Asian nations named and Brazil ac-
counted for about 70 percent or more of total imports, and the Eu-
ropean Community and Canada maybe slightly less than 30 per-
cent. But would there be any objection, for the protection of our
dome‘ftic textile industry, to making this bill applicable to all na-
tions?

Congressman BroyHiLL. I would be willing to discuss that with
you, but I don’t know if we would want to, without looking at all of
the ramifications and all of the facts and figures, agree with that
as we sit at the table today. But as the negotiations and the discus-
sions go on, certainly we would be delighted to sit down and talk
with you and go over all of those ramifications.

Senator MaTsuNaca. All right; I would be happy to do that.

Senator THURMOND. I think the total import growth is what
counts—the total growth. And that is what President Reagan said
in his statement that he favored the import growth being kept in
line with the domestic growth. And so, if the committee has any
suggestions or ideas or modifications that would accomplish that,
then I think the goal would be accomplished.

Senator MATSUNAGA. I am in full agreement with your earlier
statement, Senator Thurmond, that the bottom line is jobs. The ef-
fectuation of S. 680 would mean, according to analysts in Hawalii, a
loss of 2,950 jobs in Hawaii, because it would mean the closing of
138 apparel and textile firms. We get our material primarily from
Japan, because Japan is about the only country which will accept
orders for as low as 3,000 yards per order. American textile firms
won’t accept such an order. So, my next question is: Will the spon-
sors of the bill object to exempting Hawaii which is a small speck
in the Pacific Ocean, close to the Asian countries and the Pacific
Rim, from the coverage of S. 680 to save 2,950 jobs?

Senator THURMOND. Well, I think the committee would have to
take the entire matter under consideration, and in their discretion
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come up to solve it in such a way that we would preserve jobs
throughout the whole Nation.

Senator MATSUNAGA. I am glad to hear that, because I know that
the Senator’s discretion and that of this committee would be favor-
able to Hawaii.

Senator HeLms. Always. Always. .

Senator DANFORTH. Senator Bradley, then Senator Mitchell and
then Senator Baucus.

Senator BrRADLEY. Thank you very much. Mr. Chairman.

Let me ask the panel: As I read it, this legislation provides for a
1-percent cap in the growth of textile or apparel imports after 1985,
and that is a permanent cap of 1 percent growth per year.

My question to you is: Do you feel so strongly about that that
you would urge the committee to stay with that 1 percent growth
rate permanently, regardless of what the domestic textile and ap-
parel industry produces, how they produce it, or what the cost of
their production is? Are you locked into that figure, and are you
locked into a permanent approach?

Congressman BroyHiLL. Well, Mr. Chairman, I would like to
comment. Perhaps I am talking too much, but I don’t think that 1
percent grcwth for the major suppliers is too much. Now, I admit
that I am looking at this from a different standpoint, if I can say
that to my good friend from New Jersey.

This ad which is in today’s paper has some figures which are cur-
rent. An independent retail audit shows that imports at 64 percent
in men’'s apparel—in men’s apparel—and 56 percent overall. It
seems to me that it is time we do put a cap on, in order to protect
those American jobs. Now, I happen to be a little bit more hard-
nosed about this, I suppose, because so much of the textiles made
in my district go into these products that could be providing jobs in
our area.

Senator HoLLINGS. Senator Bradley, the 1 percent is in light of
the growth in imports—well, on average 19 percent, last year 38
gercent, the year before it jumped 43 percent. You see it goes right

ack to 1980-81, and we are now up for renewal again in July 1986.
And you look back at that particular time when we had the com-
mitment of Carter-Mondale, and later the commitment from Presi-
dent Reagan. If we had adhered to that, you would have a deficit
imbalance in textile trade of around $5 billion—$4.8 billion to be
exact. Instead, it has quadrupled to $16.2 billion. So, the 1 percent,
where we had formerly agreed to 6 percent, is in the light of these
mammoth jumps over the last 4 or 5 years, which have decimated
the industry.

But the answer is no. Nothing is permanent. We entertained the
idea. The Multi-Fiber Arrangement is in accordance with the Fi-
nance Committee’s policy that it be renewed every 5 years, and we
are trying to set some kind of stability and understanding here
under the crisis. We can’t wait until July of next year. If you wait
until July of next year, you know, you can have one of those sing-
songs we had last night for everybody in Africa; we can have it for
everybody in South Carolina. I can tell you that right now. {Laugh-

ter.
V\}e’d be gone.
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So, no, the answer is that it is not permanent; but it is in the
light of the real facts.

Senator BRADLEY. So that, really, the intent of the legislation is
to try to make up for the surge in imports in the last several years,
and the damage that that has created in terms of lost jobs.

. Senator HoLLiNgs. Exactly. It is not a rollback, but it is a stabi-
izer.

Senator BraDLEY. So, essentially, if you could address the loss
over the last several years, that is your major concern?

Senator HoLLINGS. Yes, sir.

Senator BRADLEY. Thank you.

Senator THURMOND. I might add this, Senator, that Canada and
the EEC are not covered by the MFA because the governments of
the United States and the EEC and Canada agreed not to put MFA
quotas on. Some question was asked, I believe, along that line.

Congressman McMIiLLAN. Senator, my understanding of the 1
percent—I didn’t write the bill—is that it is an attempt to build in
a future real growth rate that is somewhat in proportion to historic
real growth rates in the domestic textile market. So, that those
participating nations from that day’s point can then continue to
expand their exports into this market in the same proportion with
the growth in the domestic market. And it is an average rate, but
it does give some degree of certainty that both our industry can
rely upon as well as an exporting nation to this country can rely
upon.

Senator DANFORTH. Senator Mitchell.

Senator MitcHELL. Thank you, Mr. Chairman. I would ask that
my opening statement be included in the record at the appropriate
point. .

Senator DANFORTH. Without objection.

Senator MITcHELL. I commend all of the witnesses for their testi-
mony, and I would like to comment specifically on Senator Thur-
mond’s statement in which he referred to the letter from the Presi-
dent, which I believe was addressed to Senator Thurmond.

There has been a lot of discussion in this committee with previ-
ous administration spokesmen about that letter and the statements
which accompanied it. And 1 was gratified to hear Senator Thur-
mond say, as the person perhaps most directly involved in it, that
he understood the letter to be an intention to limit the growth of
imports to the domestic market. That is, as the domestic market
grew, it was anticipated that imports could grow to that extent.
And I believe you stated that in your statement, clarifying what at
least from your standpoint, was your understanding of that state-
ment. Is that correct, Senator?

Senator THURMOND. That is correct. In other words, the Presi-
dent said in the letter of September 3:

The multifiber arrangement needs to be strengthened by relating the import
m::k;‘:a frowth from all sources to domestic market growth. I shall work to achieve

Senator MiTCHELL. Fine.

Senator THURMOND. And then on October 4 he wrote me again
and said: “As I mentioned during our recent discussion”’—we had
been to the White House and had talked with him—‘“concerning
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textile industry problems, I have made a commitment that was
reaffirmed last December by Jim Baker’—Jim Baker talked with
us, we met with him—*“to seek to relate total import growth to the
rate of growth in the domestic market.” So, I think that speaks for
itself; but the people who would carrry out this program haven’t
done it. We had might as well face it.

Senator MitcHELL. That’s the point. That is why you have this
bill in, as I understand it.

Senator THURMOND. That is correct.

Senator MiITcHELL. Because in fact that commitment has not
been met.

Senator THURMOND. If that commitment had been fulfilled, there
wouldn't be any need for this bill.

Senator MiTcHELL. That'’s right. And so now we have next July, a
year from now, the Multi-Fiber Arrangement extension, the discus-
sions preparatory to which will commence this month, and we are
going to have representatives negotiating that. And it has to be
viewed in the history of the past 4 years.

And the history of the past 4 years is clear, as you have said,
Senator Thurmond, very clearly here, that a commitment was
made but it was not met, because the growth of imports during the
past 4 years has vastly exceeded the growth of the domestic
market. Isn’t that correct?

Senator TaUrRMOND. That is correct.

Senator MiITCHELL. And that is why we need this legislation.

Senator THURMOND. It is the only way I think you are going to
control it, Senator; and the fair way to do it is to keep the import
growth in line with the domestic growth. Otherwise, you are dis-
criminating against the citizens of America, and you are discrimi-
nating against women and mino-ities more than anybody else
among those citizens.

. Senator MrrcHELL. Well, I thank the Senator very much for that,
and I thank all the gentlemen fur their statements.

Senator DANFORTH. Senator Baucus?

Senator Baucus. Thank you, Mr. Chairman.

Gentlemen, I have looked at our STR's statement. He is going to
testify following you. Something that struck me in his statement is
that, according to his latest statistics, imports from countries
where we have controls in place are down 7 percent from January
through May of this year compared to the same period in 1984.

He then goes on to say—on page 5 of his statement—that the
growth we are now experiencing is coming largely from uncon-
trolled sources such as the European Community.

Therefore, the question 1 have is similar to one that has been
asked before: If growth from uncontrolled sources such as the Euro-
pean Community is the major problem, and growth from controlled
sources—for example, Taiwan and Brazil—is actually down 7 per-
cent, what are we doing here? Specifically, why shouldn’t the Euro-
pean Community be included, or why can’t we go ahead and see if
this present trend continues?

Senator THURMOND. Well, we certainly have no objection if the
committee wants to modify this bill to accomplish the purpose of
keeping import growth in line with the domestic growth, regardless

-of where they come from.
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Now, the People’s Republic of China is sending in a lot of goods
and we have got to keep that in mind.

Now, one reason it is down a little bit at this time is that the
Customs Office is enforcing the regulations more. A lot of goods
had been coming in illegally, and they are now enforcing that-
more, and that has brought it down some.

But the general situation has chanﬁed very little.

Congressman BroyHILL. Could I address that for just a minute,
my friend Senator Baucus?

Senator Baucus. Sure.

Congressman BroyHILL. I would like to call to your attention a
chart which I have, which indicates that imports have doubled
since 1980. And I will be glad to furnish this to you.

The fact is that this line has gone up tremendously just in the
last 4 years—as the Senator from South Carolina said, a 5-million
to 10-million square yard equivalent. I just don’t see how the Ad-
ministration could now be trying to brag on that record. Just be-
cause it leveled off they think they are doing a good job. It seems to
me that if that line were coming down and doing it on a month-to-
month basis, it might have something that they could point to with
a little bit of pride; but it is not happening. All it has done is lev-
eled off for the time being. I feel certain it is going to go back up
ltg\lsss we do something in this Congress to pass legislation of this

nd.

Senator HoLLINGS. Senator Baucus, that 7.6 percent decline is in
the light of an actual decline, also, of shipments, textile shipments,
by 10.9 percent. You see exports and imports—all trade has been
down. So, in reality, the textile and apparel trade deficit in 1985
has been 9.4 percent higher this year. So, actually, the impression
given when you use that 7.6-percent figure, that the thing is down
and the problem is solving itself i not true at all.

: Sen;ator Baucus. Now, excuse me. What is higher, and what is
ower?

Senator HoLLINGS. The real value of apparel industry shipments
is down 7.6 percent. That is what the Special Trade Representative
will attest to. But textile shipments themselves, all trade has fallen
10.9 percent. So, that the textile and apparel trade deficit in 1985 is
actually 9.4 percent higher. The trade deficit is going up.

Senator Baucus. Well, that figure jumped out at me.

Senator HoLLINGS. I know. It jumped out at me. They used that
in the letter. Do you remember when we had the administration’s
letter to several Secretaries, Cabinet Members? And you know, you
can use figures different wa}i‘s. They know it is down, because ex-
ports and imports are down. They are just using one side of the for
mula. Overall—overall—the deficit is on the increase in textiles.

Senator THURMOND. Senator Baucus, I would like to remind you
a%ain that, since 1980, we have lost 300,000 jobs in the fiber, tex-
tile, and apparel industry. And I want to say, in my own State this
past May we lost 1,200 jobs in 1 month. And I think that is typical
of what is happening throughout the country or will happen with
all the States unless some action is taken.

_ . Senator Baucus. All right. I don’t want to belabor the point
here, but it still seems to me somewhat strange that the proposed
limitation is on controlled countries from where imports—at least
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according to some figures—are declining but not on noncontrolled
countries where—as I understand it—from imports are actually in-
creasing. The bill doesn’t address the controlled countries in nearly
the same way as it does the noncontrolled countries.

Senator THURMOND. Well, whatever action the committee can
take to keep the import growth in line with the domestic growth,
that is the way to control it.

Senator Baucus. Thank you.

Senator DANFORTH. Gentlemen, you have been very patient. 1
want to just ask you one last parting question that was asked me
in 1981. I introduced a quota bill for automobiles at that time, and
it turned out that the administration negotiated voluntary re-
straints with Japan. The question that was asked me was: “Do you
really want to get the bill passed, or are you trying to send the ad-
ministration a message?”’

Senator HoLLINGS. Get the bill passed and send the administra-
tion a message—both. Both, Senator.

Senator THURMOND. We would like to have the bill passed, be-
cause I just don’t know what commitments mean anymore. In
other words, what can we actually do? What assurance? If you've
got a letter, and they don’t live up to it, what will happen again if
you get another commitment? It seems to me the Congress has to
act, Senator. That is what I would prefer to be done.

Serllgntor DaNrForTH. All right. Is that the unanimous view of the
panel?

Senator HELMS. Yes, sir.

Congressman BroyHILL. Yessiree.

Senator DANFORTH. Gentlemen, thank you very much.

Senator THURMOND. Thank you very much, Mr. Chairman, for
your patience and kind attention, and the same to the rest of the
members of your committee.

Senator DANFORTH. Thank you.

Next we have Mr. Yeutter and Secretary Baldrige.

Gentlemen, Thank you very much for being with us.

Mr. Yeutter, would you like to begin?

STATEMENT BY HON. CLAYTON YEUTTER, U.S. TRADE REPRE-
SENTATIVE, ACCOMPANIED BY AMBASSADOR RICHARD IMUS,
CHIEF TEXTILE NEGOTIATOR, USTR

Mr. YrutTERr. Thank you, Senator Danforth, it is nice to be back
with you again.

I would like to indicate that with me is Ambassador Imus who
has been our textile negotiator in recent years, as you well know. I
understand that we should do this in about 5 minutes, Senator, so I
will just provide my comments for the record, if that is all right,
and then quickly summarize them for you,

Senator DANFORTH. All the witnesses’ comments would be auto-
matically placed in the record without even asking. So, if you could
summarize, that would be fine.

Mr. YeEutrER. All right. Thank you, Mr. Chairman. =

The economic difficulties that have been suffered by the textile
and apparel industries here are evident to all of us, so I don’t see
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any significant need to repeat those again today; you are well
aware of them, and they have been articulated before you.

Certainly what has transpired in textiles over the last 2 or 3
years has been serious, for a whole variety of reasons of which you
are all aware. There has been an import surge, as you well know,
and that import surge has probably been the single factor that has
done as much or more than anything else to lead to the develop-
ment of this legislation.

There are a lot of other factors involved in the surge, of course,
other than the desire of companies to penetrate our markets. We
have brought some of these problems on ourselves, of course, with
our own basic macroeconomic policies, and the impact of those poli-
cies on the dollar, and the attractiveness that is thereby provided
for exporters of a lot of goods to the United States, not just textiles.
And that is something we discussed in my confirmation hearing, so
there is no need to go further into that today, either.

The real question that is before us, Mr. Chairman, it seems to
me, is how to respond to these kinds of issues, many of which are
on your agenda at the moment here in the Senate Finance Com-
mittee—textiles and apparel simply being one of those. And the ad-
ditional question, obviously, is how we as an administration should
respond to those problems.

And it is not only what government should do; it is obviously
what the private sector itself should do. And here it seems to me
that one can provide some commendation for this industry for
making a very strong attempt to modernize itself and to make
itself a whole lot more competitive in recent years.

But there are a lot of things that private sector can and should
do, and for firms out there in the textile and apparel industry that
are not yet competitive, I think all of us should point out the im- .
portance of achieving the necessary efficiencies and the manage-
ment skills to be competitive.

Somehow in this country, Senator Danforth, we have to learn to
compete with imports, and we have to learn how to sell in the face
of a strong dollar in exports. This isn’t to say that there is not a
role for Government action or Government policy in all of this;
there is. We have talked about macroeconomic policies being the
first priority, and they are the first priority. We do need to deal
with the Federal budget deficit, and then along with that the mon-
etary policy questions, and hopefully we will ultimately see an
impact on the value of the dollar. That alone would provide some
relief to this industry and other industries.

To the extent there are unfair trade practices that are out there
in the textile-apparel area, we need to deal with those. That is m
responsibility, or the administration’s responsibility through my ef-
forts as USTR. If there are adminstrative problems in this particu-
lar legislation, that is Secretary Baldrige’s responsibility, and I will
not speak for him, he can s for himself here in just a few min-
utes. But I am sure he intends to be responsive and has been re-
sponsive during his tenure.

All of that aside, which is really fundamental—we need to do
those things well, the macroeconomic ({)olicy decisions, the dealin

.with unfair trade practices, and the administration of the act an
the series of bilateral agreements under which we function in this
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area—there is another fundamental question that is involved in
this legislative proposal and one which has led the administration
to indicate its strong and vociferous disapproval of the idea, and
that is whether, to the degree any response is necessary, it ought to
be done legislatively or administratively. And, Mr. Chairman, I
would come down very strong on the administrative side vis-a-vis
the legislative side. I simply do not believe there are many trade
problems that can be answered legislatively. Legislation is not a
flexible vehicle. It never has been, it never will be. You understand
that much better than 1.

We cannot deal with problems like this in a legislative frame-
work; there has to be discretion and judgment involved. And it is
simply imperative and indispensable for the Congress to place some
responsibilities on the part of the executive branch to deal with
questions like this.

Now, if we don’t deal with them well, then I think it is perfectly
appropriate for every member of this committee to go to the Presi-
dent of the United States and say, “Get a new USTR,” or if Secre-
tary Baldrige is not doing his job well administering these agree-
ments, then you ought to suggest to the President that he get a
new Secretary of Commerce.

Secretary BALDRIGE. Speak for yourself. [Laughter.)

Mr. YEuTTER. Well, that generated a reaction over on this side of
the table.

But I don’t believe that this is a function that can be performed
effectively, with all due respect to the talent of the members of this
committee and their staffs, by the legislative branch of govern-
ment. It has to be done by the executive branch of government in
order to deal with the matter in an appropriate way.

In addition to that, I obviously should mention, Mr. Chairman,
that legislating on this subject would cause a lot of problems inter-
nationally, and let us not underestimate those. This kind of legisla-
tion is absolutely violative of our GATT obligations. It would be
considered such by our trading partners. We would owe them com-
pensation, and clearly they would have full discretion to seek com-

pensation from us, and that could be very major indeed.
© Just one final comment, and we can expand further in questions.
It seems to me that we have got to do the responsible thing in
these kinds of trade areas. They are all delicate and sensitive.
There are no easy answers legislatively or administratively. But
the proper answer here is an administrative one in the renegoti-
ation of the multifiber agreement, in my judgmert, and in the way
we handle that agreement, and the way we handle it administra-
tively. The proper answer is not in the legislative process.

Thank you, Mr. Chairman.

Senator DANFORTH. Thank you, Mr. Yeutter.

Secretary Baldrige.

[Mr. Yeutter’s written testimony follows:]

PREPARED STATEMENT OF AMBASSADOR YEUTTER ON THE TEXTILE TRADE
ENFORCEMENT AcT

I appreciate the opportunity to come before you on the issue of S. 680, the Textile
Trade Enforcement Act. I view textile and apparel trade as an extremely important,
indeed critical, element of my overall responsibility for guiding U.S. trade policy. It
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is, therefore, appropriate that scarcely two weeks after appearing before you for
confirmation, my first apgearance here as U.S. Trade Representative is on a major
textiles issue. I share with you a deep concern regarding the problems experienced
by the textile and a&parel industry as a result of the import surge experienced in
1983 and most of 1984. However, I believe strongly that S. 680, the specific legisla-
tion before this committee, is not in the interests of the United States.

No one doubts that the U.S. textile and apparel industry suffered first because of
the recession of 1982 and then faced stiff competition due to the large import surge
which only began to abate at the end of 1984. The import problem for textiles and
apparel was not, however, a unique phenomenon. The rise in textile and apparel
imports in the 1982-84 period reflects recovery from the recession and basic macro-
economic factors rather than conditions peculiar or special to this industry. Compa-
rable, and in some cases even greater, import growth has been experienced by other
U.S. manufacturing sectors. I would also submit that declining exports in other sec-
tors such as agriculture also have caused painful dislocations. Some figures may
serve to illustrate this point.

From 1982 to 1984 imports of nonferrous metals increased 53 percent, nonelectri-
cal machinery 71 percent, eicetrical machinery 76 percent, motor vehicles and parts
58 percent; chemicals 58 percent, and rubber and plastics 52 percent. The equivalent
figure for textiles and apparel was 65 percent.

This data makes clear, in my view, that the import surge in textiles and apparel
is not an isolated trade problem, but rather a part of an overall macroeconomic im-
balance. A strong dollar and stronger consumer demand in our country compared to
other developed markets has, as most realize, drawn in imports overall at an un-
precedented rate. The resulting trade deficit is alarming for all of us in government,
in the Congress and administration alike. The solution, however, is not to erect inci-
vidual protectionist barriers, but to pursue two fundamental positive policies, one at
home and one abroad. At home we need to attack the fundamental problem within
our control, the budget deficit.

The second focus for our attention should be directed abroad. In my confirmation
hearings I emphasized that I planned to take an aggressive posture to opening more
foreign markets to U.S. goods and services. Our textile mill sector maintains it is
the most modern and efficient in the world. Indeed, just a few years ago it had a
solid export performance. I believe that a policy of bringing the deficit into line and
thereby restoring better currency relationships coupled with an aggressive export

licy can return our textile industry to the stronger export position it enjoyed ear-
ier. Those steps are basic to resolving the largest part of our trade problem. I also

ize, however, that our apparel industry, still highly labor intensive, has fun-
damental adjustment problems competing with low-wage suppliers.

Even as we resolve the broader macroeconomic problems, I believe that we must
continue to have a multilateral trade regime. As in the past we will be working
with tusiness, labor and the Congress to be sure whatever international agreement
succeeds the present MFA is in the best interest of our Nation.

I am sure that my colleague Secretary Baldrige, who has primary responsibility
for the implementation aspect of our textile/apparel import program, will want to
comment on the range of actions the administration has taken to combat the import
surge. 1 would, however, note for the committee that according to our latest statis-
tics, imports from countries where we have controls in place are down 7 percent this
year (January-May) over the same period in 1984. In short, much of the growth we
are now experiencing is coming from uncontrolled sources such as the European
Community. That disparity is already a%‘gravating tensions in our relations with re-
stricted developing countries, some of whom are amonﬁhe poorest in the werld. S.
680 would exacerbate this situation, annually cutting back trade from some of the
poorest countries while exempting current EC countries and Canada.

In a joint letter of June 19 the heads of the five Government Departments most
concerned with trade 1ssues conveyed the administration’s strong opposition to S.
680, the Textile Trade Enforcement Act. I will not reiterate that letter exeeg;to sa
that we believe that the textile/apparel import problem can and should dealt
with by the administration. Legislation which would tie our hands in an arbitrary
matter is unwise and will, I believe, be detrimental to our country in the end.

It is clear to me and all of my colleagues in the administration that this legisla-
tion is completely contrary to our commitments in the MultiFiber Arrangement.
While the MFA does provide a means to control disorderly import growth as prob-
lems arise, the MFA emphasizes equally that any regulation of trade be done
through cooperation and consultation. A unilateral and arbitrari arproach such as
envisaged in this legislation is not only completely contrary to the letter and spirit
of the MFA, but also negates the basic commitments we have made to some 34 na-
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tions in our bilateral textile agreements. Our Nation has internationally a reputa-
tion for keeping its word. To alter that view through drastic legislation such as S.
680 would bring profound and long-term harm to our ability to enhance and main-
tain our international interests in other areas.

Our trading partners signed the MFA because we have ir turn agreed to play b
certain rules. Most specifically our partners have foregone their normal GA
rights, principally the right of compensation and retaliation for our quotas. In
return we have pledged to follow the market disruption guidelines, and growth and
flexibility provisions of the MFA. If we arbitrarily scrap these rules, these commit-
ments, we can expect retaliation in return. It is hard to estimate the extent of such
retaliation. Some of the weak and the poor probably could do little. The rich and
powerful can do more, although I realize that at this time many of them are exempt
from the bill in any case. We also should not underestimate the power of some of
those in between to strike back in ways painful to other U.S. export industries. And
those poorly positioned to retaliate now are not likely to forget our action in the
future. I cannot make the case for opening developing country markets, our major
potential growth area, if we pursue the unilateral approach of this bill. :

One must be mindful that nearly $33 billion of U.S. exports were shipped to our
12 major textile suppliers last year. Among the areas where they miggxt consider
action are their $5.1 billion of corn and wheat imports from the United States,
nearly $2.9 billion in aircraft imports or even three-quarters of a billion dollars of
cigarette and tobacco imports, largely from States which are major textile produc-
ers. Trade diversion of competitive LDC textile exports from the United States to
other, vulnerable industrial markets could also lead to some form of retaliatory re-
action by U.S. industrial trading partners, perhaps affecting an even broader range
of U.S. exports. Whatever the immediate dollar export loss, in aircraft, agriculture
or services may be, I believe it is extremely dan%erous to undo nearly half a century
of a cooperative approach. The consequence will be irreparable, perhaps fatal harm
to the international t.~ding system.

Indeed, in textiles and apparel we have a chance for a multilateral solution to
today's problems. The MFA is up for renewal next year. The administration has
begun a process of censultation with the private sector and with Congress, a process
that will intensify, I will work vigorously for an internationally acceptable
ment of greatest benefit to U.S. interests. We have the chance to deal with this
issue in a manner which I believe can ‘yield maximum benefit at minimum cost. In
fact next week the nations of the world engaged in textile and apparel trade will
meet in Geneva to begin discussions on this issue. This is an opportunity for us to
begin a meaningful negotiation to resolve some of the problems we have experi-
enced. I hope the Congress will agree that this approach is far sounder than at-
tempting to legislate drastic unilateral actions carrying such grave risks.

STATEMENT BY HON. MALCOLM BALDRIGE, SECRETARY OF
COMMERCEF, WASHINGTON, DC, ACCOMPANIED BY WALTER C.
LENAHAN

Secretary BALDRIGE. Mr. Chairman, I agree with the proponents
of this legislation about the health of the domestic textile and ap-
parel industry, and I won’t downplay the effect of recent economic
developments on that industry, because during the last 2 years the
impact of these developments has been significant. In an industry
that employs almost 2 million workers and over 28,000 plants, you
recognize very quickly when there is a problem.

But textiles and apparels are not the only industry that has ex-
perienced a surge in imports in the last several years. A broad
range of domestic industries has been competing intensely against
rising imports. Just two or three examgles: Industrial chemicals, by
value, have grown 54 percent since 1982; copper has grown 48 per-
cent; imports of household appliances, 25 percent; electronics, 71
percent. These trends can be traced directly to worldwide economic
conditions that have affected virtually every industry in the United
States. The strong dollar, reinforced by the economic recovery here
in the United States, which has been disproportionately large com-
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red with the rest of the world and exacerbated by debt problems
in the Third World, has caused strains in our trading position
across the board.

Over the last 5 years we have seen the dollar appreciate by 40
percent against some currencies. And in part because of that dollar
strength, foreign goods can now be sold in the United States at half
or less than half of the price at which they were sold 5 years ago.
There is no question that the strenght of the dollar has contributed
significantly to our huge and growing trade deficit, and that is
across the rd, Mr. Chairman, not just in one or two industries.
It is one of our most lp essing problems, because deficits of this
nature are unsustainable. It can’t continue without causing serious
disruption to our economy. They already have in some areas. We
simply have to improve our overall trade performance, and the
best way I can think of doing this is to see the dollar move down so
we can be price-competitive at home and abroad.

To do this, we are going to have to reduce our Federal budget
deficit. I have been making this point every way I know how and in
every form I know how, Mr. Chairman. I have made the point
before this committee. We cannot continue to run up $200 billion
budget deficits and expect our trade performance and our competi-
tiveness as an economy to improve or to expect protectionism to
solve the problem when it is caused by another reason.

The first point that needs to be made on this legislation is that it
is not necessary to achieve its goals. This administration is not ad-
vocating a sink-or-swim approach to the problems experienced by
this or any other industry, and particularly this industry that is so
important to our domestic wellbeing. We have taken some vigorous
steps under the existing structure to ensure the continued health
of this industry, and we believe our existing authorities are suffi-
cient for this purpose. )

In 1981, we extended and strengthened the MFA, and got the au-
thority to negotiate tighter bilateral agreements. We began using
this authority in 1982. We renegotiated the Big Three Agreements
with increases in imports limited to less than 1 percent for all
products subject to quotas. The Committee for the Implementation
of Textile Agreements has actively responded to rising import
levels. In 1981 we established additional quotas in 18 separate in-
stances. In 1982 we established 38 new quotas. In 1983 and 1984,
between them, we established an additional 220 new quotas, includ-
ing five countries not previously subject to the control program.

d our assertion of our rights under the program has continued
through 1985, because so far this year we have made 51 new calls
on 13 different suppliers.

Beginning on January 1 of this year we adopted a new eshased-
entry policy which permits Customs to release embargoed goods
only gradually after the end of the quota year. We have taken sig-
nificant steps to improve the technical administration of the quota.
We have made new investments in computer technology.

We have reviged imglosl;t documentation requirements to let us
more easily identify discrepancies between foreign government
export data and U.S. data.

e have established an automated visa verification system be-
tween the United States and Taiwan, which has substantially re-
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duced the amount of fraudulent trade, and this system will soon be
expanded to include Korea. And I want to press for its extension to
all countries with whom we have bilateral agreements.

Customs initiated its Operation Tripwire at the end of 1983. As a
result, 84 shipments of fraudulent textile and apparel imports were
identified with over $7.9 million in penalties assessed. During 1984,
50 percent of Customs fraud-related seizures involved textiles and
ap’Farel products.

he administration issued regulations this year clarifying the
rules of origin for textiles and textile products to avoid circumven-
tion of our agreements. These regulations became effective April 4
of this year, and the same executive order also called for the estab-
lishment of a Customs task force to provide better coordination be-
tween Customs and CITA on issues concerning textiles and appar-
els. That task force is now in operation.

These steps are all vigorous, Mr. Chairman, and they hav. begun
to show results. So far this year, textile and apparel imports have
leveled off, actually showing a slight decline over the first 5
months. This has been a welcome sign in the trade picture that has
not seen too many bright spots in recent years.

However, Mr. Chairman, S. 680 is bad trade policy and worse ec-
onomics. Protectionism is expensive. Qur preliminary estimates
suggest that this legislation would result in a net loss to the U.S.
economy measured in billions of dollars. We estimate this bill
would cost American textile and apparel consumers approximately
$14 billion a year in increased prices, an increase on the order of
10 percent or more, and low income families would be particularly
hard hit by this bill since its greatest impact would be on lower
priced imports. Any gains in domestic production and employmer.t
resulting from the bill would be smail and would come at a vrry
high price. We estimate that for every job saved by this legislation,
it would cost the United States consumer $140,000. That is $140,000
per job, per year. This figure does not take into account the em-
pl(l);yment losses we anticipate would come in related industries.

urther, Mr. Chairman, this bill, as expensive as it is, wouldn’t
have the effects intended by its proponents. The availability of tex-
tile and :J)parel products from Asia and other areas would indeed
be reduced; however, much of these import sources would simply be
transferred to Europe, where productior costs are higher but ex-
change rate advantages still exist over domestic products. Thus, the
legislation would not provide the full import relief sought by do-
mestic manufacturers but would nevertheless result in more expen-
sive textile and apparel products here in the United States.

In addition, Mr. Chairman, there is no question at all—I want to
emphasize this—no question that this bill would also violate our
obligations under the Multi-Fiber Arrangement, as well as the 34 bi-
lateral agreements we have negotiated under that arrangement. In
case there is any confusion on this point, I want to make it clear:
Enactment of this legislation will cut us loose froin the internation-
al framework under which international trade in textile and appar-
el products has achieved, lately, some degree of stability.

n addition, this legislation would almost certainly invite retalia-
tion against U.S. exports of other goods and services. Our exports
to the 12 major textile and apparel suppliers to the United States,
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which would be affected most adversely by the bill—our exports to
those countries totaled over $54 billion in 1984, much of it in agri-
cultural products. Retaliation by our trading partners resulting in
lost profits and further employment loss would only add to the
price tag on this legislation.

I don’t think that further insulating our economy from the rest
of the world is the way to go. I don’t think that this protectionist
bill is in the national interest, neither is it in the long-term inter-
est of the textile and apparel industry.

That concludes my remarks, Mr. C{nairman. Thank you.

[Secretary Baldrige's written testimony follows:)

STATEMENT OF MALCOLM BALDRIGE, SECRETARY OF COMMERCE, BEFORE THE
SuUBCOMMITTEE ON INTERNATIONAL TRADE, SENATE COMMITTEE ON FINANCE

Mr. Chairman and members of the committee: I am glad to have this opportunity
to share with you the administration’s views on S. 680

On June 19, I joined with four other Cabinet officers in outlining for the Congress
the reasons the administration opposes S. 680. Today I would like to tell you in
greater detail why 1 believe enactment of S. 680 would be a mistake.

First of all, Mr. Chairman, I agree with the proponents of this legislation about
the health of the domestic textile and apparel industry. I will not downplay the
effect of recent economic developments on the domestic textile and apparel indus-
try. During the last 2 years, the impact of these developments has been significant.

Since 1981, the import share of domestic consumption of all cotton, wool and man-
made fiber finished products of textile and apparel, in terms of value, has risen
from 14.5 to 21.2 percent. This represents a 54-percent increase in 3 years.

Wken you apply these numbers to an industry that employs 1,950,000 workers in
over 28,000 plants, you recognize very quickly that there is a Eroblem.

However, textile and apparel is not the only industry that has experienced a
surge in imports in the last several years (although the effect of the strong dollar
has been particularly pronounced in areas, such as textiles and apparel, where
demand is highly price-sensitive).

A broad range of domestic industries has been competing intensely against rising
imports.

or example, imports of industrial chemicals, by value, have grown 54 percent
since 1982. Imports of copper have grown by 48 percent. Imports of hcusehold appli-
ances have increased by 25 percent. Imports oipzlectronics have grown by 71 per-
cent.

These trends can be traced directly to world-wide economic conditions that have
affected virtually every industry in tie United States. The strong dollar, reinforced
by the economic recovery here in the United States and by debt problems in the
third world, has caused strains in our trading position across the board.

Over the last 5 years, the dollar has appreciated by 40 vercent against some cur-
rencies. In part as a result of the dollar’s strength, foreign goods -..\n in many cases
now be sold in the United States at half of the price at which they were sold 5 years
ago. There is no question that the strength of the dollar has contributed significant-
ly to our huge and growing trade deficit. In my view, Mr. chairman, the trade defi-
cit is one of the most pressing problems we face today.

Between 1982 and 1984, our trade deficit rose from $36.8 billion to $123.3 billion.
Based on the information I have, I think the trade deficit may reach $150 billion
during this year.

Deficits of this nature are unsustainable. They cannot continue without causing
serious disruption to our economy. We simply have to improve our overall trade per-
formance. The best way I can think of to do this is to see the dollar move down so
we can be price-competitive at home and abroad.

To do this, we will have to reduce our Federal budget deficit. Mr. Chairman, 1
have been making this point every way I know and in every forum I can find. 1
have made this point before this committee. There are no two ways about it: we
cannot continue to run up $200 billion budget deficits and exrect our trade perform-
ance and our competitiveness, as an ~conoiny, to improve. 1 know I can speak for
the President on this—bringing budget deficits under control is his top priority. I
know Ambassador Yeutter shares this view.

Now, Mr. Chairman, let me discuss for a moment why 1 am opposed to the legisla-
tion being considered by your committee.

61762 O-—-85—3
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The first point that needs to be made is that this legislation is not necessary to
achieve its goals.

Mr. Chairman, this administration is not advocating a sink-or-swim approach to
the problems experienced by any industry, and Xarticularly an industry as impor-
tant to our domestic well-being as the textile and apparel industry. We have taken
vigorous steps under the existing structure to ensure the continued health of this
industry. We believe our existing authorities are sufficient for this purpose. In fact,
in response to the accelerating import growth experienced in the industry, this ad-
ministration has taken unprecedented steps to strengthen controls over imports in
the textile sector. In 1981, we extended and strengthened the MFA and got the au-
thority to negotiate tighter bilateral agreements. We began using this authority in
1982 when we renegotiated the “big three” agreements with Taiwan, Korea and
Hong Kong. In these agreements, the increase in imports was limited to less than
1% for all products subject to quotas.

The Committee for the Implementation of Textile Agreements [“CITA"], chaired
by my Department, has actively responded to rising import levels.

In 1981, we established additional quotas in 18 separate instances on five supply-
ing countries. In 1982, 38 new quotas were established on 8 supplying countries.
With the import surge of 1983 and 1984, we established an additional 220 new
quotas on 23 supplying countries, includinfg 5 countries not previously subject to the
control program. Qur vigorous assertion of our rights under the program has contin-
ued during 1985. So far during this vear, we have made 51 new “calls” on 13 suppli-

ers.

During 1984 and 1985 we exganded the product coverage of our agreements to in-
clude new categories. We established a lower threshold for sounding the alarm on
increases in imports in specific instances. Beginning on January ! of this year, we
adopted a new “phased entry” policy which permits the customs service to release
embargoed goods only gradually after the end of the quota year.

We have taken significant steps to improve the technical administration of the
program:

e have made substantial new investments in computer technology and training
which will allow us to track the flow of imports more quickly and more accurately.

We have revised import document requirements to let us more easily identify dis-
cre&ancies between foreign government export data and U.S. import data.

e have established an automated visa verification system between the United
States and Taiwan which has substantially reduced the amount of fraudulent trade
in textiles and apparel from Taiwan. This system will soon be expanded to include
Korea and I intend to press for its extension to countries with whom we have bilat-
eral agreements.

The Customs Service has significantly expanded its enforcement program, with
emphasis in the textile/apparel area. Customs initiated its operation “trip wire”
program at the end of 1985. As a result, 1984 seizures of fraudulent textiles and ap-
Barel imports were up 300% over 1983 with $7.9 million in assessed penalties.

lurin 1984, 50 percent of Customs’ fraud-related seizures involved textile or appar-
el products.

inally, Mr. Chairman, on May 9, 1984, the President issues Executive Order No.
12475, instructing the Secretary of the Treasury to issue regulations clarifying the
rules of origin for textiles and textile products to avoid circumvention of our
ments. These regulations, issued in accordance with policg' guidance from ""CITA",
became effective April 4 of this year. Executive Order 12475 also called for the es-
tablishment of a Customs Task Force to provide better coordination between the
customs service and “CITA” on issues concerning the textile and appare! import
program. That task force is now in operation.

r. Chairman, these ster. and our vigorous enforcement of our agreements, have
begun to show results. So far this year, textile and apparel imports have leveled off,
actually showing a slight decline over the first 5 months of this year when com-
pared with the same period in 1984. This has been a welcome sign in a trade picture
that has not seen too many bright spots in recent years.

So, Mr. Chairman, I have no apologies to make regarding the performance of this
administration in vigorously enforcing our rights under the MFA. We have made a
number of changes that have brought about an improved and tougher administra-
tion of the present program. I believe we can deal with further threats of import
surges through the improvements already made.

owever, Mr. Chairman, S. 680, in addition to being unnecessary, is bad trade
policy and worse economics. Protectionism is expensive. Qur preliminary estimates
suggest that this legislation would result in a net loss to the U.S. economy which
may be measured in the billions of dollars. We estimate that this bill would cost
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American ¢extile and apparel consumers approximately $14 billion per year in in-
creased prices-—ar increase on the order of 10 percent or more. Low income families
would be particularly hard hit by this bill, since its greatest impact would be on
lower priced imports.

Any gains in domestic production and employment resulting from the bill would
be small and would come at a very high price. We estimate that every job saved by
this legislation would cost U.S. consumers $140,000. That's $140,000 per job, per
year. This figure does not take into account the employment losses we anticipate
would occur in related industries, such as shipping, rail, trucking and retailing.

Furthermore, Mr. Chairman, this bill—expensive as it is—would not have the ef-
fects intended by its proponents. The availability of textile and apparel products
from Asia and other areas would indeed be reduced; however, much of these import
sources would simply be transferred to Europe, where production costs are higher,
but exchange rate advantages still exist over domestic products. Thus, the legisla-
tion would not provide the full import relief sought by domestic manufacturers, but
would nevertheless result in more expensive textile and apparel products here in
the United States.

In addition, Mr. Chairman, there is no question that this bill would also violate
our obligations under the Multifiber Arrangement, as well as the 34 bilateral agree-
ments we have negotiated under the arrangement. In case there is any confusion on
this point, 1 should make that view unequivocally clear. Enactment of the legisla-
tion will cut us loose from the international framework under which international
trade in textile and apparel products has achieved some degree of stability. In addi-
tion, this legislation would almost certainly invite retaliation against U.S. exports of
other goods and services. Our exports to the 12 major textile and apparel suppliers
which would be affected most adversely by the bill totalled over $54 billion in
1984—much of it in agricultural products. Retaliation by our trading partners—re-
sulting in lost profits a~d further employment losses—would only add to the price
tag on this legislation.

Finally, Mr. Chairman, the legislation is contrary to the free market principles of
this administration, which have made our economy the envy of the world. Where-
ever possible, this administration has sought to reduce obstacles to free trade,
rather than create them. To further insulate our economy from the rest of the
world is just not the way to go. I simply do not believe that this protectionist bill is
(iin the national interest, or in the long-term interest of the textile and apparel in-

ustry.

That concludes my prepared remarks, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you very much.

Secretary Baldrige, first let me say to you that, with respect to
the budget deficit and the effect on the value of the dollur and the
effect of the value of the dollar on trade, I agree with your conclu-
sions. But if the administration had done as good a job dealing with
the budget deficit as the Senate has done, I think that we would be
in a much better position than we are right now.

- Secretary BALDRIGE. How about the House, Mr. Chairman?

Senator DANFORTH. Well, you can preach your sermon over
there, but I really think that the administration is to be faulted on
handling the budget deficit, and that we in the Senate, particularly
on our side of the aisle, have been the leaders in this area.

Let me ask you, if you could, to elaborate, Mr. Yeutter, on your
comments. You say that you would rather not have this problem of
textiles and apparel solved in the legislative forum, and that you
would rather have it solved administratively. I don’t disagree with
that at all; I think there are a number of problems with legistating.
The first problem is the one that was mentioned by Senator Rot
earlier. Clearly, when Congress enacts a major quota bill, it is
precedent for all kinds of industries. The shoe industry hasn’t
asked for special legislation; it has proceeded under section 201. I
think everybody and his brother is going to be coming. Maybe they
should. Maybe the previous panel was correct.
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I think, also, when you have a Brazil, for example, being cut
back 70 percent at a time when it is not exactly one of the great
economic centers of stability in the world, that poses real problems.

So I am sure that the administrative area, the executive branch,
has much more flexibility than we do in Congress. But where does
that leave us? I mean, if all the administration is going to do is to
talk about the budget deficit or to talk about the good job that it is
doing without recognizing that there has been a surge of about 100
percent since 1980, that doesn’t get us very far. I mean, it sort of
sounds like, “Let them eat cake.” I don’t think that Congress
would put up with that.

We get problems in Congress, generally, when there is a strong

rception that the administration is not doing its job, and there-
ore the Congress of the United States is a court of last resort, and
that is why there are 43 cosponsors in the Senate and more than
half of the Members of the House as cosponsors.

So what would you say to people in Congress who are very con-
cerned? They see factories in their States closing. And what would
you say to people like Senator Thurmond who said, “We have al-
ready been promised by President Reagan that textile imports are
going to go up no faster than the growth of sales in the economy as
a whole.” He says, “The President hasn’t kept that promise; so we
want legislation, not more promises.” How would you answer that?
Are we now in a position where this is a matter that is timely in
the court of last resort, which is the Congress?

Mr. YEuTTER. Well, my first response, Senator Danforth, would
be to suggest that as U.S. Trade Representative I have had only 2
weeks to deal with this problem, and I would hope you would give
me more than two. And in addition, we will have a new textile ne-
gotiator coming onboard within the next few days, and I hope he
gets more than 2 weeks as well to deal with what is obviously a
very intricate and delicate problem. And we will certainly concen-
treate on it to a very major degree, and I will concentrate personal-
ly on it, Senator Danforth, because of its importance to this grou&
to the nation as a whole, and to the industry that is involved.
that is one thing—it will just be the personal commitment to the
issue.

Second, with respect to the promise that was made by President
Reagan, I was not privy to the history of that commitment, al-
though I have read it and have been briefed on it by a number of
people. I am told, Mr. Chairman, that the promise is not as defini-
tive as some read it to be. Clearly, the intent that was involved is
clear to the President and to the administration, but that intent
has been interpreted a bit too liberally.

Senator DANFORTH. Well, I don’t tﬁink this is the proper forum
for adjudicating the precise language of the letter, but the fact of
the matter is there are people in Congress who would say to the
administration, “We wouldn't believe any representations that
you'd make.” And how would you answer that?

Mr. YEUTTER. | agree. I think my answer, Senator Danforth,
would be that I am pleased to put my own personal integrity on
the line any day to this committee or anywhere else.

Just two quick additional responses: One, in terms of the com-
ments you made about rollbacks, it seems to me that one of the
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major deficiencies of this legislation, other than the fact that it is
just here at all, is that it substantially rolls back access rights to
the American market. And this is the first time in the history of
the MFA that this has ever occurred.

Finally, I would simply embellish my earlier comments about
legislation to say, Senator, that the world changes too rapidly to
deal with the textile issue legislatively.

Senator DANFORTH. I understand, but you haven't given me
much basis for hope from your answer that the administration is
going to do anything other than stonewall on this.

Mr. YEuTTER. Not at all. I can’t give you a definitive response on
what we will do administratively, ause we have not taken it to
the Cabinet level as yet, Senator Danforth. But if all goes as I an-
ticipate it will, we sKould have an administrative position in the
next few days that will favor renegotiation of the multifiber agree-
ment.

Ser;}ator DANFORTH. Secretary Baldrige, do you have any com-
ment?

Secretary BALDRIGE. Yes, Senator. First, sometimes this isn't pal-
atable, I suppose, but I think it is important to put this in the
proper framework.

Textiles and apparel have the same problem as most of our in-
dustry does today. It is not an isolated case in any way, shape, or
form. By value, textile and apparel imports have gone up 50-odd
percent in the last 3 years. For the United States as a whole, our
total imports have gone up over 50 percent in the last 2 years. So
we are not looking at an isolated phenomenon; we are looking at
an overall problem that reaches most of the industries in the
United States.

Now, in dealing with that problem, if we are to take each indus-
try that is affected and put up protectionist legislation to try and
protect it, this could go on endlessly. and it would not solve the
problem, it would make it worse.

Now, with that background, let me say that, specifically with re-
spect to textiles, as the USTR said, we will be reviewing the MFA
to see what changes are necessary to assist our domestic industry.
We have already created a senior level task force to make recom-
mendations on improvement in the present MFA, and we will
review all aspects to see what we can do, including the increase in
imports of nonquota ramie apparel that I heard mentioned before
that has undercut the quota program for knitwear.

Second, we will examine new measures for improvement in the
implementation of the present textile program. We have submitted
a bill, HR. 2721, to require mandatory quarterly reporting of do-
mestic apparel production so we can better track it; we should be
reviewing Custom activities to see if we could tighten down more
there; and we are going to continue the kind of implementation of
the textile program that we have done in the last 2 years.

Now, it is beginning to work, and I think we ought to give it a
chance. It is not just happenstance that in the first 5 months we
have seen imports flatten out. They would have been lower if it
hadn'’t been for a 33-percent increase in imports in textiles and a
parels coming from E‘I)Srope. They are not covered by any quota. ﬁ
would be lower than flat if that were not the case.
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We have taken the steps that I mentioned in my opening state-
ment. There comes a point when you don’t know what else can be
done to strengthen the system, and when that point comes we will
admit it. But I think we can go further in strengthening it right
now.

I think that we have seen the dollar reach a peak—this is a per-
sonal opinion—and begin to go down. That could have a significant
effect on this. But I think for the first time we have seen a diminu-
tion, if not a cessation, of the tide of textile imports, and I don’t
think this is the time to enact protectionist legislation.

Senator DANFORTH. Senator Roth?

Senator RorH. Thank you, Mr. Chairman. I would like to carry
on just a bit in the same area because, gentlemen, I don’t really
feel that time is on your side.

The fact is that much of this industry, as I understand it, and 1
have a fair amount of the textile industry in my own state, has
modernized. I don’t think you can argue that their pay is exhorbi-
tant, as you may be able to in some industries that have suffered
adverse trade problems. But the fact is that they have already got
a majority, and I am not sure, even if you had a veto, that that
could be overridden. So I don’t think the answer is to say, “We are
going to negotiate.” I understand and sympathize with your prob-
lems, Mr. Yeutter, as you have barely been in the job. But I think
there has to be some pretty specific guidelines set forth as to what
you are going to do if you want to go the route of negotiation. I
would prefer that, myself. But I think at the present time increas-
ing numbers are questioning whether it can adequately cover the
situation.

[In talking about negotiation, I know you are starting them, but
is’ l:his? something that can be expedited so that quick action can be
taken?

Mr. YEuTTER. We have talked about that some already, Senator
Roth. That obviously depends to a considerable degree on the atti-
tude of our negotiating partners, because we can’t command them
to sit down at the negotiating table with us. But we have had inter-
nal discussions on that very point because of the time frame being
as critical as it is, and we have instructed our people to have fur-
ther discussions on that very issue in Geneva when the group of
nations involved in the MFA will meet a few days from now. I
can give you a better answer to that a few days from now. But that
clearly is one option—renegotiation of the multifiber agreement as
“rapidly as possible.

ow, I can’'t make any commitments to you, Senator Roth, as to
the ultimate content of that agreement; all I can say to you is that
I will make sure that we come out with a result that I would deem
to be in the long-term best interests of this country.

And I am perfectly willing to work both with the industry and
with you in that process. I think there has been a very good rela-
tionship in the past between USTR and all of those involved in the
negotiating process, and this committee, and the Ways and Means
Committee, and also with the industry. And that should continue.

But it just seems to me that we have got to deal with this prob-
lem in that format rather than in the legislative format. I just
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flon't lsee any way that is practical or feasible to do this legis-
atively.

Senator RoTH. I just want to underscore what the chairman has
already said, that time is of the essence, and I think that the solu-
tion has to be set forth in some particularity. I know that is not
easy. And if the other sides aren’t willing to sit down, there is no
question in my mind that then Congress is going to act.

But one of my concerns also is in trying to make a quick deci-
sion—and I am not going to go into organization today, as we will
do that at another time at another hearing. But I am concerned

- - --about who is going to call the shots. We used to have two trade
leaders in the executive branch. I think the textile letter was
signed by five Cabinet members, and I don’t think we have any
strong advocate in the trade area. That bothers me greatly. And I
am not sure the Secretary of State-—who has many serious prob-
lems, whoever he may be—is the one who is going to take the
toughest look at how we are going to be tough in these textile nego-
tiations.

So I am not critical of you or Mac in this area, but I am critical
of the splintering of the policymaking; I think something has to be
done in that.

One further question.

Mr. YEUTTER. Senator, I am not at all worried about my author-
ity in that area.

Senator RorH. Well, we are happy for you. [Laughter.]

I think it is important that we have a strong voice. And I know
tLlat you in your personality is such that you will try to give it
that.

Let me ask one final question, as my time is running out at least

— —for this round.

You heard me talk earlier. I am very concerned about the fact
that we include the Pacific basin, one of the fastest-growing areas
but leave out the European Community and Canada. It not only
sort of carries some racist overtones, and the Pacific area has
great potential for export growth. If we negotiate, are you going to
include such areas as Europe, Canada, and others?

And second, the same question with respect—I think'I am cor-
rect this time—such such matters as silk and some of the other fibers
that I think are not being covered in the multifiber.

Mr. YeEutTER. All right. I would like to ask Ambassador Imus to
respond to those more technical questions at the end.

As to whether we include Canada and the European Community,
that obviously could happen but has never been done traditionally
for a whole variety of reasons that are well known to all members
of this group. And certainly if Were to embark upon an inclusion of
Canada and the European Community, that changes the entire ne-
gotiation in a very dramatic way that we probably don’t want to
expand on now. But we can do so later.

j)ck, would you like to respond on the latter part of his ques-
tion?

Ambassador IMus. Thank you, sir.

Senator, the European Community and Canada are members of
the multifiber agreement and have been since its inception. We
have not, however, during the course of this multifiber arrange-
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ment, felt that it was necessary to issue requests for consultations

to put on Kuantitative limits. But for the record, they are members

of the MFA and have the same relationship to us through the MFA

in this trade as does an exporter from the Far East, Latin America,

or any other part of the world. It is because of the nature of their

products, the pricing, the competitiveness of their products versus

ours, that we have not asked for quantitative restraints. But we do-
have the authority, and we could if the trade warranted.

Senator RorH. Well, in conclusion, Mr. Chairman, I would just
point out that it is my understanding that 16 percent of the import
growth is from the EC and Canada, a not inconsiderable amount,
and that 20 percent of the import growth are in these products not
covered. So I think they are a critical part of the overall problem.

Mr. YEUTTER. Senator, I would like to just add a response to that,
because I had heard that brought up earlier. Sometimes we have a
tendency to forget that, if we put quotas on another nation, the
have certain rights to do things to us. And that becomes a very rel-
evant facter in terms of relationships with the European Communi-
ty. There is not quesion in my mind but that if we chose to apply
textile and apparel quotas to the European Community we would
gay a comparable price in other products flowing from the United

tates to the Community. And whether we end up being a net
fainer or a net loser in that in terms of jobs, which is an issue that

have heard raised repeatedly here today, is another question. The
Community is not without skill in this process and would clearly
recognize its own interests and protect its own interests.

Senator RotH. Well, I would just say that Europe has not hesitat-
ed to have some very tough policies with respect to agricultural
products, so maybe they are asking for a tough fight.

Mr. YEUTTER. | am well aware of those, Senator Roth.

Senator RotH. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Moynihan?

Senator MoYNIHAN. Mr. Chairman, I will be brief, because we
have a long afternoon ahead of us. With respect I will address
myself to Ambassador Yeutter and thank him for his candor and
his willingness to engage in a subject that comes new to him.

But I would say, if I can, sir, as Senator Hollings said earlier, 1
have been now 25 years with this subject, since the 1960 campaign,
and was one of the negotiators with Mike Blumenthal and others
of the Long-Term Cotton and Textile Agreement of 1962, which
was the predecessor of the MFA.

Now, sir, we had a very simple proposition. It was never to
impose a freeze on the importation of textiles or apparel in this
country; rather, it was to provide for orderly growth.

Mr. YEUTTER. Correct.

Senator MoyNIHAN. As you recognize. And we saw that growth
continue. Our market expanded. World markets expanded. This is
not an agreement between the United States and the rest of the
world; it was an agreement among all the producing and importing
nations, at least the major ones.

Between 1962 and 1980, the point was reached where about 25
percent of the American market was imported, quite a bit more
than when we began. The growth had taken (flace, but it was at
least to some degree orderly and moderate. And the kind of market
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disruption and community disruption and turmoil that we were
trying to avoid was avoided.

Now, sir, in 4 years we have gone from 25 to 50 percent. We have
lost some 300,000 jobs. Could I ask you, doesn’t that qualify as
market disruption?

Mr. YEuTTER. I would say that we have had a market disruption
in recent years, Senator Moynihan. I would not, however, conclude
that the MFA should receive all the blame for that. We have had
market disruption for a variety of reasons, some of which might be
attributable to the MFA but others perhaps are not.

Senator MoyNIHAN. Oh, I would much agree, sir. That is our
problem. We go through this situation, a major issue is the overval-
ued dollar, and when we ask about the overvalued dollar we are
told, ‘“‘Balance the budget.” And if we ever have the temerity to say
to a representative of the administration, “Well, if you want a bal-
anced budget, why don’t you send us one?”’ then they say, “Well,
we can’t do that because of the overvalued dollar.” [Laughter.]

And it seems to go round.

Sir, with the greatest respect to Secretary Baldrige who is a
friend of this committee and well regarded by its members, the
trade situation in the last 4 years has been disastrous, and you
know it, sir. We are losing industries that we won’t get back, ever.
A pattern of the next 60 years is being formed, and it is not one
that we look to with any prospect for chemicals, steel, or textiles.

This Congress is of a view to give you every chance, but I think
we are going to give you some legislation to encourage you as well.

Mr. YEUTER. Well, Senator, I hope that is not the case, because I
really believe that would not be in the best interest of this country
and not be in the best interests of the textile industry. It certainly
would not be in the best interest, in my judgment, of the Senators
who represent textile districts in textile States. And I would like to
embellish that, if I could. That is simply because, if we can have an
effective MFA, we can achieve much for our industry. You may
wish to call that into question now, Senator Moynihan, because of
the market disruption we have experienced over the last 2 years. I
can’t defend that other than to say, as I did earlier, that it is not
entirely attributable to the MFA. But if we can deal with market
disruption within the MFA, and I really feel reasonably optimistic
about doing that—perhaps not all elements of market disruption,
because as you well know the MFA does not encompass European
Community imports which have been a major factor here recently.
So some of these things cannot be handled unless we alter the
MFA or get at them in another way. But I am convinced that we
can do a reasonably effective job of dealing with market disruption
through the mechanism of the MFA—maybe not perfect, probably
not perfect, but hopefully better than we have been. It seems to me
that maybe we need to be a little quicker, a little more perceptive,
add products a little sooner, and all of these kinds of things.

To me, that is infinitely preferable to legislating because with
legislation we are inevitably going to pay a price in compensation.
We don't pay compensation with the MFA, and we have got to re-
member that. There is a lot difference between no compensation in
the MFA and compensation through legislation, whereby that com-
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gensation can come from export industries in your State or your
istrict.

Senator MoyNIHAN. Could I just say, Mr. Chairman, that Mr.
Yeutter comes to us as a friend and a person we have the greatest
respect for. But I am going to have to suggest there was the possi-
bility of a very subtle, but profoundly important, statement that he
just made. He promised he would at least do better than we have
done in the last 4 years. You have got to do a lot better than that,
sir.

Mr. YEUuTTER. Well, I am Qrepared to discuss with you, Senator
Moynihan, what “& lot better’’ means.

Senator MoyNIHAN. All right, sir.

Senator DANFORTH. Senator Matsunaga?

Senator MATSUNAGA. Sir, as I understand it, the MFA toda
covers only products of cotton, wool, and manmade fibers, while S.
680 would include other products not presently covered such as the
pr(éducts of all textile ﬁgers including those of silk, linen, ramie,
and jute.

You say that under existing MFA and other laws you will be
able to accomplish what S. 680 is trying to do. I would like to know
how you can do that if these other products named in S. 680 are
not presently covered under any quota program.

Mr. YEUTTER. You are beyond my technical competence in this
?rea, Senator Matsunaga. Let me refer that one to Ambassador

mus.

Ambassador Imus. Thank you, sir.

Senator, you are correct that the multifiber arrangement does
not include these fibers. This is an element, however, of great con-
cern to us in the MFA. In October of last year, in appearing before
the GATT Textiles Committee that oversees the operation of the
MFA, I underscored the importance and the urgency that we
attach to this issue.

When we renegotiate or reexamine at the MFA, obviously we
can look at a variety of issues, and it would seem to me, personally
again, that this is an issue that should be examined and looked at.

We have also, however, within the scope of our present author-
ity, attempted to induce our trading partners where we had negoti-
?tir&g leverage to cooperate with us in a reasonable control of this

rade.

By not having ramie in the MFA, we do not have the authority
to impose quotas like we do with the other fibers; however, we can
work toward mutually acceptable agreements, and we recently
achieved one with Indonesia.

Senator MATSUNAGA. Have you any figures as to the percentage
of the total imports now, which are covered and which are not
covered?

Mr. YEUTTER. I would like to refer this one to our Commerce col-
leagues, but I wanted to underscore Ambassador Imus’ answer,
Senator Matsunaga, in that, since we will presumably renegotiate
the MFA, there is nothing that would preclude us from addin
Eroducts like that if we sought to do so. Now, clearly we woul

ave to have the agreement of our negotiating partners to do that,
but you see this MFA, as you well know, expires 12 months from
now, so this is a question we can answer over the next 12 months.
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But let me now refer to my Commerce colleagues.

Mr. LENAHAN. Yes, Senator. At the current time, that is through
May 1985, imports of non-MFA fibers, mostly in the apparel area,
are equal to about 8 percent of total apparel imports under the
MFA--that is, cotton, wool, and manmade fiber.

Senator MATSUNAGA. Just 8 percent?

Mr. LENAHAN. Yes, sir.

Senator MATSUNAGA. And other fiber and garment imports are
not covered at all under the quota program?

Mr. LENAHAN. Well, if you are talking about the so-called non-
MFA fibers—ramie, linen, and silk imports—they basically come in
the apparel field. At the current time, the imports of those fibers,
apparel in those fibers, are equal to about 8 percent.

nator MATSUNAGA. Eighty?

Mr. LENAHAN. Eight.

Senator MATSUNAGA. Just eight?

Mr. LENAHAN. Eight percent of total apparel imports.

Senator MATsuNAGA. Do you mean to say that 92 percent of the
fiber import chen, are not covered by MFA?

Mr. LENAHA~. No, sir. The MFA covers cotton, wool, and man-
made fibers. Conversely, 92 percent of current imports are covered
by the MFA, and approximately 8 percent are not.

Senator MATSUNAGA. Are you going to propose any changes in
the MFA which expires in 1986; and if so, specifically what?

Mr. YEUTTER. There has been no decision on that yet, Senator
Matsunaga. As I indicated earlier, we have not yet taken that issue
even of renewal and renegotiation to the Cabinet level, but we will
de so within the next few days. So there won’t be any decision on
negotiating strategy or objections until that decision is made.

Senator MATSUNAGA. Since the administration is opposed to S.
680, and 1 know you represent the administration’s view, I pre-
sume, then, that you have no objections to exempting the provi-
sions of S. 680 application to Hawaii?

Mr. YEuTTER. Well, let us not draw immediate conclusions, Sena-
tor Matsunaga.

Senator MATSUNAGA. I see my time is up.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Gentlemen, Senator Danforth and Senator Moynihan were gentle
with you in saying one of the big problems we have here is the fail-
ure of the administration to act to reduce the budget deficit. Both
of you, time and time again—in fact the adninistration time and
time again—say, “No, we shouldn’t have restrictive trade legisla-
tion. The answer is get the dollar down; the answer is get the Fed-
eral budget deficit down.” My question is, Given the administra-
tion’s backing away from efforts to reduce the deficit last week,
how can the two of you in good conscience come up before us here
today as representatives of the administration and say that the def-
icit has to be reduced?

Secretary BaLDRIGE. Well, Senator, it takes three to tango in this
case.

Senator Baucus. I am talking about the administration. There
are three players here, that is right.
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Secretary BALDRIGE. There are three players including the House
of Representatives.

Senator BAucus. And you are not the House, you are the admin-
istration.

Secretary BALDRIGE. Yes.

Senator BAucus. Why did the administration agree to a proposal
which cut back on any effort to reduce the deficit?

Secretary BALDRIGE. Well, the best answer I could give you is be-
cause they didn’t see a chance of getting the House moving toward
specific lowered cuts that would make a difference.

Senator Baucus. Why didn’t the administration press on? Why
didn’t the administration press on to get the budget deficit reduced
more.

Secretary BALDRIGE. Well, I am not the Secretary of the Treas-
ury or OMB.

nator BAucus. But it is your administration. You come up
here, and you make the same points.

Secretary BALDRIGE. I couldn’t give a qualified answer to that
question. But that is our problem. And it is not just a problem for
textiles. As I mentioned before, textile imports have gone up 50-odd
percent by value in 3 years. All imports have gone up 50 percent in
2 years. And my simple point today is that, to use a piece of protec-
tionist legislation just for textiles is not going to get the job done.

Senator Baucps. That is exactly my point. Because it affects not
only textiles but also many other products, why isn’t the adminis-
tration being a little more determined to reduce the budget deficit?
d Secretary BALDRIGE. Well, I think they are determined to get it

own.

Senator Baucus. I am sorry, Mr. Secretary, that is not the fact.
The facts are, last week the administration backed away from ef-
forts to get the deficit down as much as it should have. Those are
the facts.

Secretary BALDRIGE. Well, I hope the last chapter in that story is
not written, and I don't think it is.

Senator Baucus. What you might do is reconsider and take
David Stockman’s job. Maybe you could do something there.
teS(lecretary BALDRIGE. You are a friend of Dave’s, Senator. [Laugh-

r.

Senator Baucus. It could be better than this—I don’t know.
[Laughter.]

Secretary BALDRIGE. I would like to make another point, if I may.

Senator Baucus. Sure.

Secretary BALDRIGE. It goes in looking to some of the causes. I
am a battle-scarred veteran of going through steel, tuna fish,
copper, and you name it. And the problem is always laid entirely
on the door of imports, that imports are the sole reason for those
industries not doing well.

In the case of textiles, that has been also said, and there is no
question but what imports are a serious problem. But I think
before we dive off with a bill like this, that we don’t feel is going to
solve the problem but as a matter of fact make it worse, before we
do that we ought to understand a couple of rather basic facts:

It is a sad and true fact that employment went down some
270,000 jobs in the last 10 years. That is about 12-percent loss in
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employment in the textile and apparel industry. Most of that was
in the textile industry. And a portion that we cannot measure, but
it must have been a substantial portlon of that, was because the
textile industry was doing a good job in modermzmg and reequip-
ping and making their plants more efficient. While employment
fell 12 percent, production increased 15 percent during that same
period in the textile business. They were hiring fewer people to get
more work out. And that is what they felt they had to do to get
competitive.

So you cannot say that all that unemployment can be laid at the
door of imports. I am not denigrating what has happened to im-
ports, but I am saying that there are other factors that we have to
consider here.

And in apparel, their production increased 20 percent over those
same 10 years. And the actual productivity increase in textiles
averaged 5.2 percent for the last 10 years. Now, that is way higher
than the U.S. average, which is atout 1.7 or 1.8 percent.

Senator Baucus. I appreciate that, Mr. Secretary.

Secretary BALDRIGE. So those factors have to be taken into ac-
count when you look at the job loss in this important industry.

Senator Baucus. I appreciate that. But I think the Chairman of
this committee put his finger on the key point here: people are
losing jobs, the President has made some assurances that certain
measures would be put into effect, specifically only 6 percent
growth in each of those years under the multifiber agreement, but
that has not happened. In the same vein, the administration talks
a lot about reducing budget deficits to get the dollar down, but not
much happens. It is a question of credibility. What are we going to
say to people who are losing jobs?

The fact is, as many have said, the administration does not have
a trade policy. If the administration had a trade policy with some
teeth in it, a little bit of bite along with the bark, it seems to me
that we wouldn t be here today. So we need a little more bite. The
trouble is, it is hard for us in the Congress to be reassured by state-
ments from the administration that you are going to do anything
meaningful. Without action by you we have virtually no recourse
but to pass protective legislation like this.

So I am encouraging you to act very, very strongly—and very
quickly, I might add—to come up with a little more bite along with
the bark so that we don’t have to go through all of this.

Mr. YEuTTER. May I just add a quick response to that, to supple-
ment what Secretary Baldrige said? First, with respect to a trade
policy, I committed to this committee a response on that issue at a
relatively early date, and I want you to know that that is a subject
that is under intense consideration at the moment, and I plan to
come back and talk to you about our over=(l sense ‘of direction on
trade policy relatively soon. It is an issue that is getting consider-
able attention at the moment.

Second, with respect to the budget deficit, I was not privy to all
of the earlier discussions; they preceded me. But this is an issue
that we are going to have to battle not only this year but in a good
many years to come, and this is one Cabinet officer that is certain-
ly committed to that battle for the future, Senator Baucus.
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And third, it seems to me it is important to recognize that what-
ever 'we do in macroeconomic policy is not going to resolve the
&r,'oblems of the textile industry overnight, or any other industry.

e are all going to face these protectionist pressures in the imme-
diate future, irrespective of how much progress we make on macro-
economic policy, because there is a lag time involved. So we have to
do what we can in the interim. And in my judgment the interim
here calls for the answer I gave Senator Roth earlier: We have to
respond through the administrative process, meaning the MFA.

Senator Baucus. Well, there is not much time. I appreciate that.

Senator DANFORTH. Senator Bradley.

Senator BRADLEY. Thank you very much, Mr. Chairman.

When Secretary Baker was here, he said, “Above all, what this
committee has to do is to avoid a wave of protectionism.” Mr. Yeut-
ter, you have said, “Above all, what we have to do is avoid a wave
of protectionism.” And Secretary Baldrige, you have said, “Above
all, what we have to do is avoid a wave of protectionism.”

I would like to ask you, Mr. Secretary, did you support the VRA
on automobiles in 19817

Secretary BALDRIGE. Yes, sir.

Senator BrAbpLEY. Did you support the large motorcycle duty
issue in 1982.

Secretary BALDRIGE. No.

Senator BRADLEY. You did not,@ven though it was administra-
tion policy? :

Secretary BALDR!'GE. Well, I thought you were asking about
during the deliberations before the final decision. Every final deci-
sion that this administration has made, as a Cabinet officer I sup-
port.

Senator BRADLEY. Absolutely. I am asking your position, though.
You did not support that?

Secretary BALDRIGE. In the deliberations ahead of time I was op-
posed to that.

Senator BRADLEY. OK.

Did you support the specialty stecl proposal in 19827

Secretary BALDRIGE. Yes.
lgggll;nator BrabprLey. Did you support the stainless steel proposal in

Secretary BALDRIGE. The stainless and the specialty were the
same.

Senator BrabLeEy. Did you support the change of rules of origin
for textiles in 1983?

Secretary BALDRIGE. That was our initiative.

Senator BrapLEY. Did you support the VRA steel quotas in 1984?

Secretary BALDRIGE. Yes.

Senator BrRADLEY. Well, would you call any of those a “wave of
protectionism”?

Secretary BALDRIGE. I wouldn’t call them “a wave.” [Laughter.]

Senator BrabLEy. OK.

Secretary BALDRIGE. If I can make this point, Senator, I under-
stand the humor involved, but some of that has not been very
funny. We are looking at a $120 billion trade deficit last year, and
the number of protectionist legislative actions that this Congress
and administration have actually taken—not just talked about but
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actually taken—is amazingly small. Any other country with the
same kinds of pressures that we have would have had these walls
covered with grotectionist legislation, and in my opinion we have
done a good job in holding that off.

Senator BrapLey. Well, I think there has been a great deal of re-
straint; I agree with that.

In your analysis, you attributed a great deal of the cause of the
deficit to the value of the dollar. Is that correct?

Secretary BALDRIGE. Yes. )

Senator BRADLEY. Would you: support jawboning the Federal Re-
serve to get the interest rates down, aggressively and publicly on
the part of the administration?

Secretary BALDRIGE. No, because I think they are.

Senator BrapLEY. OK.

Secretary BALDRIGE. If I thought they were departing from a
good course, I would.

Senator BRADLEY. I am just interested in listening to your view.
You would not support jawboning the Fed to get the interest rates
down. Would you support any intervention in the exchange rate
markets to get the value of the dollar down?

Secretary BALDRIGE. I think that is a useless exercise. There is
not enough money for a long-term sustained intervention, and a
short-term intervention won’t do any good.

Senator BRADPLEY. And you would support a deficit reduction
packa%e that has neither a tax increase nor a change in Social Se-
curity? In fact, you would ur%e that, as you did last week?

Secretary BALDRIGE. Yes, I think we have to take the hard cuts
before there is any discussion of a tax increase.

Senator BRADLEY. So you are presenting us with a situation
where we have a $120 billion trade deficit, and growing, where we
have to avoid a wave of protectionism although there are certain
selective reliefs to motorcycles, steel, and automobiles, and you are
saying that the problem is the value of the dollar but that you are
impotent to do anything about the value of the dollar coming down
in terms of interest rates or exchange rates, and you accept less
than what you had initially wanted in budget deficit reduction.

Meanwhile, you have as the testimony has confirmed 270,000
fewer people working in textile and apparel today and a lot of
other industries with very high unemployment.

Now, the purpose of this kind of legislation in the past has been
to provide relief intended for adjustment rather than permanent
protection. Do you agree with that philosophy, adjustment as op-
posed to permanent protection?

Secretary BALDRIGE. That is what 201 is about. Yes.

Senator BrapLEY. Would you describe for the committee the ad-
ministration’s “‘adjustment policy” that give those workers who are
displaced by these imports that are caused by the high value of the
dollar, about which you will do nothing, some hope?

Secretary BALDRIGE. Well, Senator, it is not true that we are not
doing anything about the high value of the dollar. I mean, that is a
complicated question. If you would like to go into that, I would be
glad to. But there are three reasons for the high value of the
dollar, and one of the major reasons for our increase in imports is
of course that high value of the dollar.
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But we also have the less developed countries, developing coun-
tries, where we are their biggest exporter, that have not been able
to take the imports from us that we did before, which has hurt the
trade deficit.

Senator BRaDLEY. No, my last question was not the value of the
dollar; my last question was;: What is the administration’s adjust-
ment policy? You have a hall full of people who just lost their jobs
because of imports. What do you say to those people? What is the
administration’s policy tx‘)"give those people some hope?

Secretary BALDRIGE. Well, first, Senator, it is uncertain how
many of those people lost their jobs because of imports. As I stated
before, there was definitely a modernization program going on in
the textile business, where they have increased their productivity
steadily, and as a result are emgloying less people.

Senator BrapLey. All 270,0007

Secretary BALDRIGE. No, no. No, no. But you can’t lay the whole
270,000 simply on imports. But those people who are laid off have
an administration policy that does not—we have been against, as
you know, adjustments to firms, because it has clearly been shown
that it hasn’t worked. Sixty percent-plus of the loans we have made
to firms who claimed that they were injured by imports have de-
faulted. So the company part of the trade adjustment simply hasn’t
worked; and if it had, we would have kept it.

On the workers, we have worker-retraining programs that you
are familiar with, and we have trade adjustment assistance there.

Senator BRADLEY. Well, what is the budget figure for that?

Secretary BALDRIGE. Well, I don’t remember offhand.

Mr. YEUTTER. Senator Bradley, could I add a couple of supple-
mentary comments?

Senator BRADLEY. That is up to the chairman. Sure.

Senator DANFORTH. You can, but let me just say we have a
number of additional witnesses and a number of Senators still to
ask you two questions. But if it is a pressing matter, of course.

Mr. YEuTTER. Well, only 30 seconds. I think there are some in-
complete issues involved here, and unfortunately there isn’t time
to embellish them.

But in terms of adjustment programs, I think we should recog-
nize the factual situation that exists in the States. Maybe it isn't
quite as troublesome in terms of alternative job opportunities, Sen-
ator Bradley, as your question might have implied. The eight major
textile-producing States gained 1,600,000 jobs in the 1980-84 period;
so there were some alternative job opportunities, obviously. Now,
whether the textile workers who were displaced could qualify for
those jobs is another question, and that gets into adjustment.

Clearly, it seems to me, adjustment is a major part of this issue,
one which perhaps deserved more attention and thought. It is one
that I wrestled with when I was Deputy USTR in the 1970's, and I
am wrestling with it again. And there are no easy answers.

Second, getting back to your comparisons of protectionism, Sena-
tor Bradley, I would like to point out that this is an industry that
has obviously been involved with protectionism for a long time.
Whether that is good or bad is something all of us could argue
about for hours, perhaps, but nobody here is suggesting that we not
have protectionism in the textile and apparel industry, irrespective
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of the philosophy that is involved. The question is, how much and
at what price? And my judgment is that this bill provides too much
and at much too high a price.

Senator DANFORTH. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman,

I would like to ask Mr. Yeutter and Mr. Baldrige the following
question:

It seems to me, when we are dealing with the textile industry,
we are dealing with something different than with the steel indus-
try or even the auto industry. In the auto and steel industries we
had workers paid at very high income levels with every kind of
imaginable benefit. At wages up to $22 or $23 an hour, they were
the highest-paid industrial workers in the world. No one will sa
that the textile workers are anything like that. They earn $7 or 38’:
$9 maﬁbe, with fringes. The management is not &etting high sala-
ries. The return on investment is extremely low. We all know those
statistics differ from those of the auto industry.

At the same time you both have acknowledged the tremendous
investment the textile people have made. Secretary Baldrige
touched on the industry’s increased productivity. As he acknowl-
edged, that didn’t come about by just some whim; it came about be-
cause of tremendous capital investment.

Therefore, it seems that they present a very sympathetic case in
that they have done everything that anybody could do. Indeed, the
Cranston Print Works, which has a home base in my State, has re-
ported that the employes in one of their branches in Fletcher, NC,
voluntarily took a 5-percent pay cut. We have never seen anything
like that in the steel or auto industry.

So, what more can they do? Why aren’t they entitled to some
protection, Mr. Yeutter?

Mr. Yeurter. Oh, I think they are entitled to some protection,
Senator Chafee. I implied that in mi response to Senator Bradley’s
question. The issue really becomes how much? How to do it? And
whether and for what period of time that is necessary?

I would just answer it in a simple way, like this: That because
the industry has been making some of the necessary capital invest-
ment that you alluded to, it is becoming increasingly competitive. 1
haven’t had a chance to visit those plants yet, though mani manu-
facturers have invited me to do so, but I am willing to take their
word for the fact that they are inherently competitive today in a
lot of those plants. That means that if we do the right things in
terms of macroeconomic policy, and they result in a lowering of the
dollar—and I agree with Secretary Baldrige; I think we have prob-
ably peaked out, and it is coming down—they are going to do very _
well. T think their import competition is going to slack off in the
next few years, and I think we might even see some improvement
in export opportunities for them.

The question is, What can you do for them in the interim?

Senator CHAFEE. You know, I don’t want to say that is wishful
thinking, but the dollar continues to be strong. Currently, we are
making valiant efforts to get the budget under control. We have
always said in Finance Committee that if we get the deficit under
conurol then the interest rates will fall and the dollar will slacken.
I am not sure that is the correct scenario; I think the country will
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appear more stable, and the dollar might strengthen. That is no
reason not to reduce the deficits, but, to predicate the health of the
industry on the fact that the dollar’s value has peaked and is going
to decline is like “grasping at a straw’ right now.

Mr. YEUTTER. Senator Chafee, it has come down substantially in
the last few days, and interest rates have come down even more
substantially in the last few weeks.

Secretary BALDRIGE. Senator, I think it is the proper perspective
to look on how much protectionism. There is nobody denying that
the industry is already protected; some would wish it were protect-
ed a good deal more. But we had about 60 percent—this was back
in 1982—of all of the developing nations’ imports under quota.
Today that figure is 80 percent. We have gone up that much. There
are 650 products under quota now—textile products and apparel
products; 300 of the 650 were put in by this administration, most of
them in the last 2 years, and we are continuing that process.

Senator CHAFEE. | appreciate that point and I think you made it
in your opening statement. However, there is one quick question I
would like to ask.

Mr. Yeutter, you said that this bill would be bad for the States
that have textiles or the districts in States that we represent. My
State doesn’t produce any airplanes or airplane parts, so we would
not be hurt by a retaliation. Why did you make that statement?

Mr. YEUTTER. Well, then, you are one of the fortunate ones, Sen-
ator Chafee, but a lot of others are not going to be in that categorg.

Si;nator CHarFee. Well, we would take Boeing any day. [Laugh-
ter.
Mr. YEuttErR. You know, it is an all-lose, no-gain proposition,
Senator Chafee, as compared to the MFA, because if we go with the
MFA there is no compensation involved for any State, so nobody
has a loss in terms of export opportunities. If we go the route of
this legislation, somebody is going to pay. It may not be your State,
Senator Chafee, but some State is going to pay, and some States
are going to gay more than they are going to gain.

Secretary BALDRIGE. The farmers are going to pay.

Senator CHAFEE. Well, I agree with that.

Secretary BaLprIGE. They are going to pay all over the country.

Senator CHAFEE. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Mitchell?

Senator MitcHELL. Thank you, Mr. Chairman.

I thank both the Secretary and Mr. Yeutter for their vigorous de-
fense of their position. I am, however, very deeply concerned about
what we are hearing here.

Essentially, I gather what you are saying is that you acknowl-
edge that to some extent there is a problem but suggest that this
legislation is not the answer, that it is best left to the workings of
the executive branch of Government. That might be all right, were
this a new problem, a new situation, new participants, as you may
be, Mr. Yeutter. But you are part of an administration. And since
the most relisble indicator of future human behavior is past
human behavior, it seems to me that we and the people of this
country are entitled to look at what has happened in the past.

In September 1980, Mr. Reagan made a commitment, a firm,
clear, explicit commitment. Senator Thurmond was here today. He
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was a principal participant in that. He understood it to be a com-
mitment. And the best indication that it was a commitment was
that, as this letter which I now hold in my hand was widely circu-
lated throughout the Southern and Northeastern parts of the coun-
try between September and November of 1980, nobody representing
Mr. Reagan stood up and said, ‘“Wait a minute; that’s not a com-
mitment.” It was intended to convey the impression of a commit-
ment, and it did convey the impression of a commitment. There is
in Anglo-Saxon law, and has been for 500 years, a principle of law
that says if a person makes a statement and others act in reliance
on it, and that person acquiesces in their action, he cannct later
say, “Well, wait a minute; you didn’t understand what I meant.”
Everybody knew what was meant then. It was intended to convey
the impression of a firm commitment to hold imports down to the
level of the domestic growth of the market. And it was not until
years later that administration sgokesmen began to say, for the
first time, “Well, wait a minute; that wasn't really a commitment.
That was a goal, or an objective, or something we are trying to do.”
And the commitment was not kept.

The domestic market has grown at an annual rate of about 1 per-
cent, and imports have increased at a rate of 19 percent. So the
commitment was not kent by 1,900 percent. And that is why we are
here. It is as simple as that.

And I think you have to understand how we feel hearing your
" testimony against that background. You said, Mr. Yeutter, “Let us
have a chance,” and if you don’t succeed, then have the President

et another Trade Representative. Well, of course, that is just what
e has done. [Laughter.]

Mr. YEUTTER. You can recommend that he get another one to-
morrow, if you would like.

Senator MiTcHELL. No, I don’t. As you know, I have great respect
for you, voted for l):ou enthusiastically.

r. YEUTTER. Thank you.

Senator MiTcHELL. But that is no answer. All you would have to
say 2 or 3 years from now, ‘“Well, Yeutter is out and someone else
is in, and let’s start anew.” And I don’t think we can do that.

I will say, one of the most alarming statements I have heard—
Mr. Secretary, I am not sure I heard you right, and I want to con-
firm it. In describing the textile industrrs problems as ‘“not bein
unique,” you said, “Imports in the textile industry have incre
50 percent by value in the past 3 years.” But you said all other
American industries have experienced an increase of 50 percent in
2 years. Did I understand that correctly?

Secretary BALDRIGE. Yes; I said that in the last 2 years the trade
deficit has gone up by 50 percent. In short, imports of other areas
in the economg' have gone ug 50 percent in the last 2 years; textiles
have gone Kf 4 percent, I think it is, in the last 3 years.

Senator MiTcHELL. Three years, yes.

Secretary BALDRIGE. I was trfving to make the point, Senator,
that the textile industry is not alone in this problem. And we can’t
solve it all, for every one of them, by putting a quota bill in.

Senator MircHELL. No; but you have to understand how the tex-
tile people feel. They feel like the guy who has been hit by a car;
now he is in a ditch; he has a broken arm and a broken leg. A
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fellow comes over and looks at him and says, “Well, there is a guy

on the other side of the road in a ditch that has two broken arms

and two broken legs, so you stay here for a while, and we will

:lvorry about him.” That is not much relief. Something has to be
one.

Secretary BALDRIGE. Senator, but so does copper, so does steel, so
do appliances, so do the industries of other countries around the
world. This is not jast an American problem. We are seeing in Eng-
land and on the Continent companies in the steel area, for exam-
ple, having tremendous trouble readjusting with all of the overca-
pacity and the worldwide problems. It is not just a U.S. problem,
and it is not just a textile problem. We are going through a diffi-
cult transition now.

Senator MITcHELL. 1 understand that. Let me just make a con-
cluding comment. 1 will just say that for 40 years our trade policy
has been to subordinate our economic interests to other consider-
ations, particularly the need to maintain a military alliance among
our allies. And while I am, as you obviously are, concerned about
what is happening in Great Britain and in other countries, and it
is in our interests to be concerned about that, I think we have to be
principally concerned about the effects among our own people.

Secretary BALDRIGE. Well, of course we do. I think the United
States has to be No. 1 with us. But on any kind of legislation, as
both Mr. Yeutter and I have pointed out, in trying to fix somethin
with a quota bill you can end up in twice as much trouble for U.S.
people—not abroad—with the kinds of retaliation that you can le-
gitimately expect. :

Senator MITcHELL. But the textile industry can't experience 4
more years of what they had and be any worse off.

Secretary BALDRIGE. | agree with that, absolutely.

Mr. YEuTTER. Can I embellish for just a moment?

Senator MitcHELL. Well, my time is over, Mr. Yeutter, and I
._apologize for that, but I want to defer to the other Senators.

Senator DANFORTH.- Well,. if you insist. We do have a number of
witnesses.

Mr. YEurteR. No, I don’t insist. Go ahead.

Senator DANFORTH. Senator Heinz.

Senator HeiNz. Thank you, Mr. Chairman.

I just want to make one observation, then I have a number of
questions. The observation is that, in view of the enormous growth
in textile and apparel imports from Hong Kong, Korea, Taiwan,
and the People’s Republic of China, it seems rather farfetched to
me to argue that were the dollar not to have appreciated by 30 or
40 percent, we wouldn't be having substantial surges of imports
from those four countries in particular. Does anybody want to con-
test that statement?

Secretary BALDRIGE. Well, those countries, Senator, are under a
very strict cap now.

Senator HeiNz. Oh, I am not talking about what they are under
now; I am talking about the performance over the last 4 years. The
argument has been “Solve the dollar problem; we'll solve the trade
problem.” And I have no doubt we will solve a lot of it.

Secretary BALDRIGE. Well, this has been in the last 2 or 3 years
that they have been under that cap. What we have seen, and the
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reason I related it to the dollar, partially, is, for example, in the -:
first 4 or 5 months of this year we have seen minus 4 or 7 percent
on the Asian countries’ shipments to us, and we have seen a plus-
33 percent in shipments from Europe. And that is directly due to
the price of the dollar.

Senator HEINZ. You would maintain then that, if the dollar had
never appreciated the way it had, if it had just strengthened mod-
erately, wé would not have had surges of imports from Hong Kong,
Korea, Taiwan, and the People’s Republic of China in 1981, 1982,
and so forth? Is that your position?

Secretary BALDRIGE. Well, since we put the cap on.

Mr. YEUTTER. But, Senator Heinz, tﬁe strength of the dollar does
have an impact on some of those exports, because they are tied so
closely to tﬂe dollar, which means when the dollar goes up they
don’t sell in Europe but sell here.

Senator Heinz. I understand that. But I am still trying to under-
stand the answer to the question, and I am hearing two different
stories ‘from you. What I am hearing you saying is that we
wouidn’t have those problems. But let's move along.

Mr. Yeurrer. No. Those are very competitive industries, and we
would have problems without constraints of the MFA.

Senator Heinz. Well, that is the point I really want to get across.

___Mr. YEuTTER. Sure.

Senator HEINz. You are going to have problems even if the dollar
problem were somehow cured tomorrow.

A lot has been made of the issue of compensation, retaliation.
What can the countries that would be most severely affected by
this bill, which I understand would be the big four, Korea, Hong
Kong, Taiwan, China. Where could they hurt us? How could they
retaliate? In what way would they seek compensation against us?
Mr. Yeutter.

Mr. Yeutter. Well, I would just say that all of them are signifi-
cant importers from the United States. So they would have to . .
make their-ewn decisions’as to where they wanted to apply the
pain and suffering to us. But they would have full rights to do so,
and they could make their product selection as they saw fit.
-~Indonesia, for example, is a major importer of cotton and other
agricultural products, and could easily cut those off. Korea and
Taiwan are two of our largest agricultural importers. Some of them
import chemical products and a lot of other things. So they could
choose their product mix on which to retaliate. Whether they
would wish to do so politically, Senator Heinz, is another matter.
But even the little &'u —

Senator HEiNz. We don't receive any foreign aid or military as-
sistance from Korea or Taiwan. Do they receive any from us?

‘Mr. YEUTTER. Well, you know.

Senator HEiNz. What?

Mr. YeurtER. Obviously they do, but obviously we have our own
national interest in mind in providing that aid, too. I doubt very
much that we are going to withdraw our foreign military personnel
from Korea over what happens in textiles.

§enator HEeinz. Do they receive any supporting assistance from
us?

Mr. YEUTTER. In terms of economic assistance?
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Senator HEINz. No, it is euphemistically called “supporting as-
sistance.” It is direct aid to their military.

Mr. YEUTTER. I can’t answer that question, but I assume they do.

Senator Heinz. That’s right.

Mr. YeEuTTerR. But as to whether they have leverage, Senator
Heinz, I don’t know. All I would say is that even a little guy, if he
is hit hard enough and long enough by a big guy, is going to some-
time hit back.

Senator Heinz. In 1977, did the European Community impose
quotas on a variety of apparel and textile products in Korea, Hong
Kong, and Taiwan?

Mr. YEurTER. | assume they did, but you are out of my time
period.

Dick?

Senator Heinz. I guess, Mr. Imus, you have been elected to
answer the question.

Ambassador Imus. Wel), that is also out of my time period. But I
did consult with a predecessor of mine who was around at that
time. The situation, as I understand it, is that what the European
Community did in 1977 was very similar to what they did immedi-
ately after this present MFA, and that was to negotiate these kinds
of cutbacks, but to negotiate them in a mutually acceptable ar-
rangement. They did not impose them as this legislation would.

Senator HeiNz. Did they negotiate any rollbacks?

Ambassador Imus. They negotiated rollbacks in trade. They com-
pensated in some resrect for those rollbacks in other ways. It is in-
teresting, for example, in the case of Hong Kong, that the year
after they negotiated a rollback in trade, total Hong Kong exports
to the Community increased.

Senator HEINz. Was there a general pattern—this is my last
question, Mr. Chairman—was there a general pattern of compensa-
tion paid by EC or granted by EC to Hong Kong, Korea, and
Taiwan, as based on the rollbacks they received in 19777

Ambassador Imus. Since these rollbacks were mutually agreed,
they came under the aegis of the multifiber arrangement, and com-
pensation therefore was not relevant because the MFA cover got
them out, as it gets @ out from compensation.

Senator HEINzZ. One quick last question: Mr. Yeutter, are you
committed to negotiating significant rollbacks?

Mr. YEuTTER. No, sir; but I am committed to, if we make an ad-
ministration decision, Senator Heinz, to renegotiate the MfA, the
only commitment I will make to this committee is that as effective-
ly as I possibly can and in what I deem to be the long-term best
interests of this country. Whether that requires a rollback in a
given situation has to be decided as a later date, and I am not pre-
pared to commit to that now.

I want to say that the history of the administration of the MFA,
Senator Heinz, has been one of providing for orderly growth. This
country has never insisted on rollbacks. Now, if the committee be-
lieves that we ought to insist on rollbacks, I hope the committee
will say that to me. But I really think that it is going to be a bit
difficult to justify that. I think we would be making a major contri-
bution to the industry if we negotiate orderly growth.

Senator HEINz. Mr. Yeutter, I thank you.
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Mr. Chairman, I onlilwould observe that we wouldn’t be having
this discussion if the MFA had been properly policed and imple-
mented. The reason we are talking about rollbacks is not because
anybody likes the idea of having rollbacks but because the limita-
tions that were agreed to in principle, 6 percent growth per year,
turned out to be 19 percent growth per year. And the only way I
know that you can get back on some kind of an even keel after
that record of performance is to do what the bill does. Maybe there
are better ways; but I get a little discouraged when I hear you say
that, “No,” you are not committed to rollbacks.

So, I thank the Chair and my colleagues.

Mr. YeurtER. If I could just embellish that for 30 seconds, Sena-
tor Heinz, I think there might be some dispute over what the
growth has been over the last few years. Everybody has an inclina-
tion to play with numbers; but, irrespective of what that is, you
know, I am (Frepared to agree that conditions have been disorderly

that we have an obligation to try and make them as
orderly as ible.

Senator DANFORTH. Senator Bentsen?

Senator BENTSEN. Thank you very much, Mr. Chairman.

Mr. Chairman, I have a hunch that if these four gentlemen were
in charge of trade for our country, our trade deficit would be a lot
less. But, unfortunately, theﬂ are not. One day I think they are,
and the next day I am sure that the Secretary of State is, and then
the next day I know it just has to be the Secretary of Defense who
is. The problem is, nobody is in charge. And we do trade off eco-
nomic points for foreign policy points at the moment. “Don’t take
on France on their dumping of agricultural products in Egypt, be-
cause we are trying to put cruise missiles there.” And ‘‘certainly
don’t take on Japan, because they are an ally of ours.” We spend 6
percent of our GNP on defense, and Japan is totally dependent on
the sealanes, as an island, and spends less than 1 percent of their
GNP on defense.

I heard Ambassador Yeutter talking about manufacturing jobs
and talking about the increase in total jobs. Last month we lost
45,000 manufacturing jobs; we have lost 220,000 so far this year.

The history of this country has been that everybody thought they
were going to have a chance for a stepup in life. You talk about the
increase in jobs; well, what kind of jobs are there? They are jobs
generally that pay less than manufacturing jobs. So, folks are just
trying to hang on to the status quo if they are in manufacturing. I
see an erosion of the manufacturing base of this country, and that
deeply concerns me. And we cannot remain a strong nation with-
out a diversified manufacturing base.

Mercantilism is the new trade policy around the world. And for
us to go and say we are going to be a free-trade nation, alone, by
ours:lves, makes just about as much sense as unilateral disarma-
ment.

You talked about our buying from the lesser developed countries.
We do. Fifty-eight percent of their output. Japan takes 8 percent.

What we are looking at is a specific piece of legisiation to protect
one industry. And we have talked about that for specialty steel, we
have talked about it for heavy motorcycles. But what I am asking,
gentlemen, is would you seriously consider a comprehensive trade
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golicy? That is what we need. Some of us are working together
ere trying to come up with something that would be a comprehen-
sive trade policy to help us buy the time for this dollar to get back
in balance with the currencies around the world. It is making some
headway in that direction, but I am not sure it is going to get back
to where it was in 1980.

Mr. YEUTTER. Senator Bentsen, you were not here when I com-
mented on this issue earlier, but I indicated that, in accordance
with my commitment to the committee during my confirmation,
that both Secretary Baldrige and 1 are hard at work on that very
issue at the moment, and 1t will be discussed at the highest levels
of Government, including the President of the United States, very
soon. And I will be back to talk to you soon in teims of articulation
of trade policy, the sense of direction, and all of those things. That
is not an issue that is lying idle.

And while I am at it, I would like to just quickly respond to a
couple of aspects of your comments and question. I thoroughly
agree with you about the erosion of our manufacturing base in this
country. I have been giving speeches on that subject in my private
sector days over the last several years, and I believe I feel as
strongly about it as you do. It is important that we maintain that
base, even though in many cases the job transfer is an upgrade
rather than a downgrade. I want to add that.

Senator BENTSEN. Not most of them, from the numbers I have
been studying lately.

Mr. YEUTTER. Well, we are doing pretty well in the services area.
Not all services jobs are McDonald’s; there are a lot of high-technol-
?gy services jobs, too. But that is clearly irrespective of that trans-
er. :

Senator BENTSEN. I had some high-tech ple in my office 1
hour ago; that is why I was late coming to this meeting. And they
were telling me about how many people they are laying off.

Mr. YEuTTER. Yes; well, irrespective of that, [ happen to think
high tech has a lot of potential in this country, Senator Bentsen. If
we don’t become a high technology nation, we are in deep trouble. I
don’t think any of us want to go back to a nation that is——

Senator BENTSEN. I am about to run out of time. I want to get
parochial with you for just a moment here.

I would like to talk to you about the cotton industry. My State
rows a lot of cotton. And we are looking at China, and we are
ooking at Pakistan—s~lf-sufficient. We are looking at cotton man-

ufacturers in trouble in this country. What specifically do you plan
to do iq} seeing that cotton producers can stay in business in this
country?

Mr. YeurTER. Well, keeping this bill from becoming law will
probably help in that regard, because we are a cotton exporting
naticin, and some of those cotton exports come back in the way of
textiles.

Senator BeNTSEN. Well, I am looking at China right now, with 28
million bales of cotton, as I recall, and about 18 million of it avail-
able for export.

Mr. YeuTTER. That's right. As you well know, agriculture is my
background, Senator, and 1 have spent a lot of time with that.
Cotton is just indicative of the travail that we have in agriculture



85

worldwide today. It would take 1 hour to analyze that issue here,
but suffice it to say it is one that all of us have to confront. You
have a deep interest because it is a major factor in Texas; but it is
a global problem, and clearly it is going to be on my front burner
as a trade negotiator. I wish we had time to analyze it, but we just
don’t. I will be glad to come back and talk cotton with you for as
long as you would like.

Senator BENTSEN. Well, we'll take that hour. We had one the
other day, and I told you at your confirmation hearing that that
was probably the high point in your unified support. [Laughter.]

Senator DANFORTH. Gentlemen, thank you very much.

Senator MiTrcHELL. Mr. Chairman, may I ask if we would be per-
mitted to submit questions in writing? I have a long list of ques-
tions I would like to ask.

Senator DANFORTH. Of course.

Senator BRADLEY. I do, too, Mr. Chairman.

Senator DANFORTH. OK. I am sure a number of Senators will
have questions to ask.

Gentlemen, I want to just make one observation as you are leaving.
I think it is clear that trade policy, such as it is, is totally out of
control, and that there is a race going on between the administration
and the Congress to regain control of the trade policy.

I think that we are going to win the race. I don’t know that we
should win it, but I think we are going to, because I think the ad-
ministration is just limping along. And I think that this is really a
classic example of the problem, this hearing today. There is no
doubt that this is a bellweather—what happens in textiles and ap-
parel, as the Senators who testified made very clear, is a bell-
weather for what is going to happen in other industries. Everybodi
is going to be knocking on our door here in Congress. And I thin
there is a very good chance that this bill is going to be passed, and
perhaps by a veto-proof margin—I don’t know. But I don’t know of
any way the administration can forestall this development unless
the administration very aggressively takes control, not only on the
textile and apprarel issue but on trade policy in general. You
really haven’t indicated that yet, and therefore the lack of control
is an indication for the Congress to act.

Secretary BALDRIGE. I think we would agree with that, Senator. 1
think we would agree with that 100 percent. No question.

Mr. YEurTER. Senator, I have negotiated about two trade dis-
putes in 2 weeks, so I haven’t had a lot of time to devote to trade
policy, because we have to deal with those issues when they arise,
too. But I can assure you that we are going to do our best to get on
top of that. Both of us agree with that. I just hope that good sense
prevails on Capitol Hill and that we don’t do something foolish.

Senator DANFORTH. Don’t count on that. [Laughter.]

Gentlemen, thank you very much.

Next we have a Mpanel, a large panel but with one spokesman.
The spokesman is Mr. William Klopman, who is the chief executive
officer of Burlington Industries, and he is the chairman of the
board of the Fiber, Fabric, and Apparel Coalition for Trade.
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Ser‘x’ator MoyYNIHAN. Mr. Chairman, might we have order in the
room?

Senator DANFORTH. The other members of the panel are Mr. Sol
Chaikin, president of the International Ladies’ Garment Workers
Union; Jack Sheinkman, secretary-treasurer, Amalgamated Cloth-
ing and Textile Workers Union; Stephen Gillmor, chairman of the
board of the National Wool Growers Association; John Gregg,
chairman, Manmade Fiber Products Association; William Houston,
National Cotton Council; ES. McKissick, Jr., American Textile
Manufacturers Institute; Larry Shelton, American Apparel Manu-
facturers Association; and John Meinert, Clothing Manufacturers
Association.

This might go in the Guinness Book of World Records as the
largest panel ever to appear before a congressional committee.
(Laughter.]

Senator CHAFEE. With the fewest spokespersons for it.

Mr. KLormAN. Right.

STATEMENT BY WILLIAM A. KLOPMAN, CHIEF EXECUTIVE
OFFICER, BURLINGTON INDUSTRIES, INC., GREENSBORO, NC,
AND CHAIRMAN OF THE BOARD, FIBER, FABRIC, AND APPAREL
COALITION FOR TRADE

Mr. KropmMaN. Mr. Chairman, I would like to ask, in consider-
ation for the fact that we have bunched our testimony, that you
will be a little easy with me on that light. It makes me nervous
when you get to that yellow sign, because I am trying to cover a lot
of territory here, and I will do it as fast as I can, and I will try not
to be redundant, and that is going to be a little bit difficult.

Senator DaNForRTH. Do your best. We will give you 10 minutes,
and if you want to fudge on that because you represent so many
people, that is fine.

Mr. KLopMmAN. Fine.

I hope that Senator Bentsen takes note of the fact that the vice
president of the National Cotton Council is at the table with us. I
don’t know what that says about Ambassador Yeutter's testimony.

We are representatives of the Fiber, Fabric, and Apparel Coali-
tion for Trade, an organization that was formed 4 months ago to
support congressional efforts to stem the flood of textile and appar-
el imports. We are united in our support of the Textile and Appar-
el Trade Enforcement Act of 1985 currently under consideration by
this committee. .

We feel that the fiber, textile, and appatel-industries are a vital
component of our country’s industrial base. They are acknowledged
by the Department of Defense as fundamental to our defense. In
fact, the former U.S. Trade Representative Bill Brock stated in
April 1984 that, “Every U.S. industry insists it is essential for na-
tional security. Textiles is the only one we accept and that goes
back 20 years.”

Our work force of 2 million is one of the largest, if not the larg-
est, in the manufacturing sector. The industry’s contribution to the
gross national product is $80 billion. We don’t believe we can afford
to lose—or worse, to give away—this important component of our
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national economy. But in the present international trading envi-
ronment, that is exactly what is happening.

Over the past 4 years, imports of textiles and apparel grew at an
average annual rate of 19 percent. You have heard that several
times today. As a result of this growth, imports have doubled since
1980, seizing 50 percent of the domestic apparel market by some
measure3—even more by others. For example, recent comprehen-
sive surveys of retail outlets where over 1 million garments were
counted across the Nation indicate that the share may in fact be
much higher, on the order of 65 percent.

Now at this point I would like to comment on Secretary Bal-
drige's numbers. I don’t know whether he was confused or whether
he was just taking a few years, but the growth in textiles as reflect-
ed in the textile trade deficit has been from $4.7 billion in 1980 to
$16 billion in 1984. Now, that’s a far cry from the 50 percent he
mentioned in 3 years; that is 250 percent in 4 years.

The growth in units alone during this same period was from 4.9
billion square yard equivalents to 10.2. So, no way is it in that 50-
percent growth category.

Now, the Government has said that the problem is behind us,
and you heard Secretary Baldrige say that. We had a slight decline
in imports for the first 4 months in 1985 of 4 percent. In May we
had an increase of 16 percent, one of the largest monthly increases
in the history of the textile trade. Now, Secretary Baldrige takes
credit for the fact that we had a slowdown in the rate of growth of
imports for the first 5 months of this year. Let me tell you what
that slowdown is all about—business is lousy. You have all read
retail reports. I am sure that Senator Moynihan knows from his
friends in New York. Retail business is bad. That’s why the im-
?orts are not growing as fast as they were. But our production is
‘growing” by a negative 12 percent. So imports are still getting an
increased market share. And in fact, there were some Government
representatives here, one who was notably quiet, who alonf with
some of those in STR have predicted that 1mgort growth will be at
the magnitude of 15 percent at the end of 1985, in spite of the fact
that it is somewhat flat at this moment in time.

And import growth doesn’t always go like that; it does have little
plateaus from time to time, and then it shoots up. We feel that this
portends disaster for the balance of the year, with the increase, as I
said, expected to be of the magnitude of 15 percent for all of 1985,

This deluge of imports has a devastaiing impact. It contributed
$16 billion to our 1984 trade deficit, and the figure for 1985 could
well be $20 billion. And that is an administration number, not my
number.

In the last 5 years, as you have heard, we have lost more than
300,000 jobs, and more than 250 plants have been closed. Now,
that's not because we have modernized our facilities. Yes, we have
had some reduction in employment due to modernization; but the
bulk of it has been due to the impact of imports. More often than
not, such plants serve as a major employer in a small community,
and .their closing guts the local economy.

As bad as things are, they will in all likelihood get worse. Projec-
tions by Data Resources, Inc. indicate that at the current rate of
growth, imports will capture over 80 percent of the apparel market



88

by 1990, and that is not a very long way off. That will represent a
loss of another 1.9 million jobs. Now, half of those would be from
fiber, textile and apparel industry, and half of them would be due
to the ripple effect.

The forecasts %o on to show that these higher levels of imports
will cause the 1990 Federal budget deficit to increase by $24 billion,
in today’s dollars, and the merchandising trade deficit to worsen by
$21 billion, and the GNP to drop by $40 billion.

We are all investing heavily in state-of-the-art facilities and proc-
esses. Our productivity improvement, as you have heard, has n
more than double the average of all manufacturing. Despite this
commitment to excellence, our industries are under siege. The
reason is found in the way international trade is conducted by
nearly every country other than our own. The strategy of modern
trading nations ?erfected by certain countries on the Pacific Rim is
“managed trade’ through close business-government cooperation.
Unless the United States modifies its blind adherence to unrealistic
principles of free trade, we will never again regain our competitive
position.

Our foreign competitors go to great lengths to sell in this coun-
try. Tax rebates, currency manipulation, and dumping are some of
the abuses that characterize their marketing efforts. Low or no
quotas for competing goods, sky-high tariffs, and import licensing
controlled bi; industry associations are some of the more flagrant
means by which these countries protect their own markets. And I
think there has been some conversation around here about Brazil.
Their tariffs and import fees are in excess of 300 percent on textile
products. ;

Free trade advocates talk about comparative advantage, but Gov-
ernment actions can create comparative advantages. Furthermore,
in today’s world the free flow of technology and capital leaves
wages often as the sole variable. A

Administration officials would have you believe that they have
worked wonders on behalf of the fiber, textile, and apparel indus-
tries. You have heard about orderly growth. Now, there has been
no such thing as orderly growth—certainly not in the last 4 years.

You heard one gentleman mention they ;i‘ut a cap of 1 percent on
some countries, and I think he referred to Taiwan. Now, let me tell
you what that cap of 1 percent did: In 1980, Taiwan shipped 782
million square yard equivalents into this country, and in 1984 it
was up to 1.6 billion. Now, if that is 1 percent, I'il eat my hat.

They talk about calls. They talk about quotas. Ambassador Yeut-
ter talks about MFA. I don’t think he mentioned to you that the
MFA remains in its present position until July 1986. And gentle-
men, the clock is running; the ship is burning; we don’t have until
July 1986 to hope and pray that he is going to put in place an MFA
that is going to do something for us.

I think when we talk about these issues, when we talk about
what we ought to be doin%, equity plays an important part in it.
There is no equity in textile and apparel trade today. The United
States is the marketplace for the world, absorbing over 60 percent
of the developing countries’ apparel exports. The entire European
Community takes in only 23 percent while Japan, with a popula-
tion half the size of the United States takes in one-tenth the im-
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ports, a meager 6 percent. Japan in fact runs a net surplus in total
textile and apparel trade with developing nations. On a per capita
basis, Japan in 1984 had a surplus of $12 per capita. That compares
to a whopping $58 per capita deficit in the United States and a $17
per capita deficit in the European Community.

Now, the last word in this ongoing argument that we would have
with the administration as to what they have done and how all
these wonderfl things have worked for us is in the numbers. And
the numbers are horrible. 1 don’t have to tell you that; you all
know the numbers just as well as I do. Not only has the President’s
pledge to limit import growth to market growth gone unfulfilled,
but the administration has not even made full use of measures per-
mitted by the Multi-Fiber Arrangement.

The American fiber, textile, and apparel industries have the
spirit and the means to compete, but we need your help to ievel the
playing field. The bill you have before you will go a long way
toward that objective.

Let me say one more thing that has to do with what the Europe-
an Common Market did. The Europeans did roll back trade, and it
is in the numbers. In 1980, textile and apparel imports from the
developing countries into the European Economic Community
amounted to $34 per per capita. In 1984, they imported $28 per
capita. So, they clearly had a rollback.

In the United States, in comparison with that, in 1980 we import-
ed $37 per capita, and in 1984 we imported $67 per capita. So there
has been tremendous growth in the United States, while there has
léeen an almost 20-percent rollback of textile and apparel trade in

urope.

Now, no one has retaliated against our friends in Europe, and in
fact I would suggest to you that the retaliation issue raised by Am-
bassador Yeutter is kind of ridiculous when you are looking at a
$63 billion overall merchandise trade deficit for the United States
with the Pacific Rim countries. I can’t believe—and I think it was
aptly pointed out in some of your questioning—that Korea and
Taiwan and Japan are going to retaliate against the United States.
I don’t know what they are going to retaliate with, and I don’t
know of any other countries in that area that are going to retali-
ate.

So, at any rate, that is the end of my remarks, and I’ appreclate
the time.

Senator DaANFoRrTH. Well, Mr. Klopman, thank you very much.

Mr. KrorMAN. The group here is prepared to answer your ques-
tions.

[The prepared statements of Messrs. Klopman, Chaikin, Sheink-
}nﬁn, ?illmor, Gregg, Houston, McKissick, Shelton and Meinert

ollow:
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TesTIMONY OF WILLIAM A. KLOPMAN, CHAIRMAN AND CEO. BURLINGTON INDUSTRIES,
Inc.

s
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Mr, Chairman, my name is William Klopman, chairman and CEO of Burlington
Industries. With me at the table are E.S. McKissick, president of the American
Textile Manufacturers Institute; Bill Houston, vice-president of the National
Cotton Council of America; Sol Chaikin, president of the International Ladies'
Garment Workers' Union; Murray Finley, president of the Amalgamated Clothing and
Textile Workers Union; Larry Shelton, chaimman of the American Apparel
Manufacturers Association; and John Gregg, chairman of the Man-Made Fiber
Producers Association. We are here as representatives of the Fiber, l-‘abri.c and
Apparel Coalition for Trade, an organization formed four months ago to support
congressional efforts to stem the flood of textile and apparel imports. The
membership of this unique coalition is drawn fram the full range of our
industries — fram cotton farmers and wool growers; to producers of man-made
fibers; to fabric manufacturers; to apparel makers; and including labor
organizations representing men and wamen who work in these industries. We are
united in our support of the Textile and Apparel Trade Enforcement Act of 1985-
(S.680 and H.R.1562) currently under consideration by this camittee,

-~ The fiber; textile and apparel industries are a vibal component of our
ocountry's industrial base. They are acknowledged by the Department of Defense
as fundamental to our national defense. In fact, the former Special Trade
Representative, Bill Brock, stated in April 1984 that "Every U.S. industry
insists it is essential for national security. Textiles is the only one we
accept." Our work force of two million is one of the largest in the
namfactuting sector. The industries' contribution to the gross national
product is $80 billion. We can't afford to lose -- or, worse, give away — this
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important component of our national econamy. But, in the present international
trading enviromment, that is exactly what's happening.

Over the past four years, imports of textiles and apparel grew at an
average annual rate of 19 percent. As a result of this growth, imports have
doubled, seizing 50% of the damestic apparel market by saome measures. Recent
carprehensive surveys of retail outlets indicate that the share may in fact be
npch higher -—— on the order of 65 percent. Now, the government has sajd that
the problem is behind us, based on a slight decline of 4 percent in imports
during the first four months of 1985. This same period, however, brought nearly
a 12 percent decline in domestic industry's production, so imports continued to_
absorb market share., Furthermore, May imports surged 16 percent above last
year, one of the largest volume gains in history. This portends disaster for
the balance of the year, with the increase for the full year expected to be on
the order of 15 to 20 percent.

this deluge of imports has a devastating impact. It contributed $16
billion to our 1984 trade deficit; the figure for 1985 could be $20 billion. In
the last five years, more than 300,000 jobs have been lost in the textile and
apparel industries and more than 250 plants have been closed. More often than
not, such plants serve as the major employer in a small community, and their
closing quts the local econamy.

As bad as things are, they will in all likelihood get worse, Projections
by the highly respected econametric firm, Data Resources, Inc., indicate that at
the current rateéf growth imports will capture over 80 percent of the apparel
market by 1990, That will represent a loss of another 179 million jobs — half
of them in the fiber, textile and apparel industries and the other half
throughout the rest of the econamy due to a ripple effect. The forecasts go on
to show that these higher levels of imports will cause the 1990 federal budget
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deficit to increase by $24 billion, the merchandise trade deficit to worsen by
$21 billion and the GNP to drop by $40 billion.

Our industries have a long and proud heritage. American apparel makers are
world leaders in style. We are all investing heavily in state-of-the art
facilities and processes. In the textile industry alone, our capital
expenditures have averaged $1.4 billion annually over the past decade. For
1985, the amount will exceed $2 billicn. Our productivity irprovement has been
more than double the average for all manufacturing.

Despite this cmmit‘mnt‘ to excellence, our industries are under siege. The
reason is found in the way intermational trade is oondpcted by nearly every
country other than our own. The strateqy of moderr. trading nations, perfected
by certain countries on the Pacific Rim, is "managed trade” through close
business-govermment cooperation. Unless the United States modifies its blind
adherance to unrealistic principles of free trade, we will never regain a
competitive position.

Our foreign competitors go to great lengths to sell in this country. Once
they decide to export textiles and apparel, their goverrments make loans
available at ridiculously low rates. Tax rebates, currency manipulation, and
durping are same of the abuses that characterize their marketing efforts. Low
or nc Qquotas for campeting goods, sky-high tariffs and import licensing
oontrolled by industry associations are same of the more flagrant means by which:
these oountries protect their own markets.

Free trade advocates talk about camparative advantage, but government
actions can create comparative advantages. Furthermore, in today's world, the
free flow of technology and capital leaves wages as the sole variable.
Professor John Culbertson of the University of Wisconsin has written that "free
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trade” pulls wages down toward the lowest common denaminator. Nations like the
United States, with high wages, are bound to be losers in such a system.

America'’s private enterprises cannot ocampete with foreign govermments
without same assistance fram our own govermment. Administration officials would
have you believe that they have worked wonders on hehalf of the fiber, textile
and apparel industries. In reality, the steps that have been taken are too
little and too late. The last word in this ongoing argument is revealed in the
numbers. Not only has the president's pledge to limit import growth to market
growth gone unfulfilled, but the administration has not even made full use of
measures permitted by the Multi-Fiber Arrangement. The result is import growth
8 times greater than the president's commitment.

The American fiber, textile and apparel industries have the spirit and the
means to compete, but we need your help to level the playing field,

The bill you have before you will go a long way toward that objective. It
will permit us to meet our responsibility to the world econamy by continuing to
share our market, the world's richest, with nations that must export in order to
develop their economies. At the same time, it will allow us to fulfill our
responsibility to our own country, which is to maintain a viable, competitive
industry.

Let me stress that the Multi-Fiber Arrangement with its protocol
encarpasses the kind of actions that are called for in this legislation. In
fact, the Buropean Community's members, faced several years ago with an import
situation similar to ours, used the MFA to roll back imports. No one retaliated
against our mmpean friends. Exporters simply looked for other mtkets. and
found them in the U.S.A.

You have heard it said that enactment of this legislation would provoke

retaliation. The area most often cited is agriculture. But as you well know,

61.762 O—85——4



agricultural exports are tied to world market prices, not ideology, and the
overvaluved dollaxr is the chief culprit here. It is hard to imagine that the
Pacific Rim states would retaliate, since they enjoy a $60 billion trade surplus
with the United States. Even with this bill, cur market would remain more open
than most of those with wham we trade. Our trading pan.nex;s recognize this,
even while our critics in this country do not.

You have also heard that enactment of this bill would place an econamic
burden on the American consumer through higher prices. That is just not true.
The energetic campetition that exists among the thousands of damestic firms in
our industry is what has kept apparel price increases at half the inflation rate
over the pa&t ten years. In fact, there is often very little difference between
retail prices of foreign and American-made garments. The result is higher
profit margins for retailers, not lower prices for consumers. The real danger
of higher prices would came if deterjoration of the domestic industry were
allowed to continue, and if foreign suppliers had the predaminant market share.
Take the case of the Crampton Campany, America's oldest textile mill and our
last producer of velveteen. Crampton's bankruptcy last year was swiftly followed
by a 33 percent increase in the price of Japanese velveteen. Is the handwriting
on the wall plain enough?

There's ancther side to this question of the cost to the consumer. It has
to do with the cost of the unemployment resulting fram unchecked imports. We
have a serious unemployment problem, with what looks more and more like a
structural rate of over 7 percent. The opportunities for people who lose their
jobs are limited. Each lost job costs our country $40,000.

The federal g‘overment is d:eply concerned about issues of deficits, tax
reform and national defense. Yet public opinion polls shuw that the trade
question is among the greatest concermns of the American people. The Congress,



to its credit, is the only amm of the government that seems willing to take
action to s:)lve this nation's disastrous trade problem.

All of us in the fiber, fabric and apparel industries and major seqten-ts of

B retail comunity are gratified by the breadth of support for this bill that
has developed in both houses of Congress. We believe that your support is a
genuine reflection of the mood of the country.

The two million hard-working men and women of the American fiber, textile
and apparel industries will continue to serve the national interest and meet the
needs of the American people, but they labor under great difficulties. We are
here today because we have nowhere else to turn. We haVe exhausted all other
remedies available to us. Passage of S.680 (H.R.1562) is essential,

Mr. Chaiiman, menbers of the conmittex:, thank you for the opportunity to

appear before you this afternoon. -
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B8efore the Subcommittee on International Trade
Committee on Finance
U.S. Senate

STATEMENT
OF
SOL C. CHAIKIN, PRESIOENT
INTERNATTIONAL LADIES' GARMENT WORKERS' UNION, AFL-CIO
JULY 15, 1985

This statement is submitted on behalf of the
International Ladies' Garment Workers' Union, AFL-CIO. Our
Union has 250,000 members employed in the production of women's
and children's apparel in more than two-thirds of the states
spread throughout our nation.

This is a critical juncture for the future of our
nation's apparel and textile industries. Although it is often
alleged that our industry is the most protected in the U.S., the
rapid acceleration in apparel fmports in the last four years and
the dange}ously high import penetration level prove otherwise.
As administered by our government, the intended purpose of the
Multifiber Arrangement (MFA) quota system -- limiting the growth
of aggregate import volume to avert serious market disruption --
has not been fulfilled. Textfle mills and garment shops in our
country are curtailing production or closing down altogether and

thousands of workers are losing their jodbs.
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¥hen MFA was being negotiated in 1973, the import share
of the domestic apparel market was 21 percent. Today, after 11
years of MFA, the import share {s 50 percent and climbing. Had
domestic consumption grown proportionately, the problem would
have been of manageable scope. Unfortunately, this has not been
the case. Apparel consumption in the United States has grown at
only a fract!on\of the pace of imports.

The Textile and Apparel Trade Enforcement Act (S. 680)
has been introduced in an effort to restore crder to the U.S.
trade sftuation and to prevent further harm to the domestic
industry. This much needed legislation fs designed to serve the
twin objectives of MFA -- protection against market disruption
and orderly growth for the exports of truly developing countries.

The Textile and Apparel Trade Enforcement Act serves
these objectives by establishing more realfstic import levels
and growth rates for shipments from the major exporting
countrfes. The bi11 accomplishes two things: {1t lowers the
present devastating overall level of {mport penetration;
thereafter, it provides for aggregate import gEouth that s
consfderably closer to the rate of domestic market growth.

Under this legislation, the overwhelming dominagfon of
our fmports by a handful of countries would pe reduced to per@it
a more equitable sharing among truly developing countries. Many
of the present major textile and apparel exporting countries
have graduated to newly industrialized country status. They are
now actively engaged in the entire range of more sophisticated

industrfal activity and no longer require special incentives.
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On the other hand, there are those countries that are truly
developing. The most effective way to assist them without
further disruption of our market and more job losses is to allow
their exports to increase while reducing shipments from the
major exporting countries.

This bil) would extend MFA quota provisions to fibers
not presently controlled and provide for the licensing of yarn,
textile and apparel imports by the U.S. government. Licensing
by our government is needed to insure effective quota
enforcement, especially to limit fraud and transshipment for the
purpose of quota evasion,

The Act provides specfal treatment for the countries
covered by the Caribbean Basin Initfative, and for Mexico, by
exempting them from the tighter growth 1imits applicable to
"major exporting countries”. We support this provision because
the bill specifically spells out a decrease in shipments from
the aewly industrialized nations, which.:in turn, would provide
for our neighbors to the south as well as for other truly
developing nations and for new starters.

In arguing against this legislation, the Economic
Policy Counc#l discusses various Adminfistration attions and
other developments that supposedly obviate the need for a
significantly stronger approach, such as the Textile and Apparel
Trade Enforcement Act entails. [In fact, the administration of
MFA in recent years has been wholly inadequate; it is the
ineffectiveness of the Administration's actions that have

generated the need for this legislation.
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In {ts June 19, 1985 letter to the Congress, the
President's Economic Policy Council outlined the
Administration's position on the bill. The Council points to
the more than 300 quotas estadblished since 198T as an indication
of the Adminfstration's efforts on behalf of the domestic
textile and apparel industry. What {s important, however, fis
not the number of quotas but the level of shipments that is
permitted and the relationship of the aggregate volume of
shipments to the size of the domestic market.

Gfven the dfversification of production in the major
_exporting countries, the proliferation of foreign supply sources
and the speed with which foreign shipments can be increased, the
plecemeal administrative approach to regulating imports amounts
to a never-ending and ultimately futfle process of catch-up.
Indeed, considerfng that there are more than 100 fiber specific
MFA product categories (covering only the current MFA-subject
products made of cotton, wool or manmade fibers), and that more
than 100 countries ship textile and apparel products to the
U.S., the universe of possible quotas {s extremely vast.

Al too often quotas have not bee? introduced until
imports have risen to tremendously high 1e§els. In many
fnstances the Administration has moved very slowly. Import
cetlings negotfated by our government have been excessively
generous and are permitted to increase further, usually by
considerably more than six percent a year. _;yen where quota
growth is kept under six percent, unusually genérous inftial

restraint levels are permitted. This provides for very high
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base levels from which to subsequently expand by what {s claimed
to be "reasonable” growth ratés. An agreement reached with
China earlier this year provides at least two typical
fllustrations of the Administration's proclivity to establish
ifntolerably high ceilings.

In 1982, imports of cotton underwear from Chiﬁa
totalled 144,000 dozen. While imports of this product from
China rose rapidly fn 1983, the goverament did not act until
shipments reached 710,000 dozen, five times the 1982 level.
Consultations with the Chinese were requested in October of 1983
and, pending agreement, a 1imft of 740,000 dozen was set for
1984, In March of this year, it was announced that agreement
had been reached on quota levels for 1985 through 1987,
According to Wu Shudong of the Chfnese Embassy, the 1985 tevel
was set at 1,254,000 dozen, and is permitted to increase by 4.5
percent a year in each of 1986 and 1987, (Momen's Wear Daily,
March 12, 1985)

The 1985 import 1imit was thus raised by an

extraordinary 69 percent from the interim 1984 quota level.
While the growth rate in 1986 and 1987 1s only 4.5 percent
annually, the magnitude of the increase permitted between 1984
and 1985 makes a mockery of assertfons that import levels are
being controlled by\the many recent quota catls.

A simflar travesty was acted out regarding imports of
cotton dresses from China. Shipments had doubled in the first
half of 1983 over the same perfod a year earlier. Consultations

were requested and an interim quota for:l984 was set at 72,300



dozen. Yet, the final agreement reached earlier this year, as
"repo§ted by the Chinese, sets the 1985 restraint level 64
percent above the 1984 level, with three percent annua?lgrouth
permitted for each of the next two years. The low growth factor
should not obscure the real damage fnflicted in allowing the
base restraint level to rise to an extraordinarily high level.

_ The fundamental problem {s that {n implementing the MFA
the government's focus seems to be on 1imiting marginal quota
growth rather than restrafning the volume of import shipments by
setting quotas at reasonable levels fn the first place.
Regulating imports {s transformed into a charadz if the
effective impbrt growth {s far above growth 1imits compatible
with the avoidance of market disruption. The Textfle and
Apparel Trade Enforcement Act takes the much needed action of
placing aggregate growth limits on imports from the major
shipping countries.

The Economic Policy Council states that 80 percent of
all fmports from low-cost suppliers {s under quota. The
critical fact, however, is that the present import penetration
level {s dangerously high. Even with a quota in existence,
substantial fmport growth is still possible sfnce quota levels
often may be greiter than current shipping levels. Quota
ceflings also continue to increase even where shipments fal}
well below the restraint levels. A@though 81 percent of imports
from low-cost suppliers was reportedly under quota in 1982,
imports from these countries have increased by 59 percent since

then.
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The bila*eral agreements also build in a number of
provisfons that allow quata levels to be exceeded, provided that
a8 corresponding reductfon in square-yards-equivalent (SYE) {s
made in one or more other categories. Quota may also be
borrowed from future years, and unused quota carried forward.
These provisions heighten the potential for sudden large fmport
fncreases.

The Adminfstration's statement contends:
"Notwithstanding the cyclical nature of the textile and apparel
market, we are confident that our (textile and apparel) {ndustry
will continue to benefit from the unprecedented measures the
Adminfistration has taken to assist domestic producers."

The avajlable data make it evident that major damage
has been done to the domestic industry and its workers by errors
of commission and omissfon {n the negotir.‘on of bitateral
agreements, calls and enforcement.

The origina) MFA recognized a six percent a year growth
rate in bilateral agreements. Subsequent renewals accepted the
need for lower growth rates for sensitive ftems. However,
despite the adility to contro) import growth at rates much
closer to domestic consumption than six percent a year, apparel
{mports have not only exceeded the six percent mark but have
been rising dramatically.

Apparel imports increased 8.7 percent in 1981 and 7.9
percent fn 1982. 1In 1983 apparel imports grew by 14.6 percent
while the domestic market fncreased by only 6.8 percent. Last

year the onslaught worsened as total imports increased 2t.3
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percent, and domestic consumption grew but 5.9 percent. For
{tems of women's and children's clothing alone, imports grew
20.8 percent 1in 1983, and 19.9 percent in 1984, Taken together,
textile and apparel import growth has averaged 19 percent a year
in each year since 1981.

The domestic market growth of six to seven perceﬂf
recorded i{n the past two years has been highly unusual and {s
not expected to continue in 1985 because of the tremendous
inventory overhang accumulated in the last half of 1984, Over
the past ten years, domestic apparel and textile consumption has
grown at an average of between one and tws percent a year.
Imports, on the other hand, have been {ncreasing many times
faster, with double-digft growth rates all too common.

Growth rates for apparel {mports from fndividual
countries have been more outrageous than even the world totals
suggest, Major shippers continue to dominate the market while
newer entrants have shown spectacular growth. For ex:mple,
consider\the following apparel import growth rates between 1980
and 1984: Taiwan 43 percent, Hong Kong 30 percent, South Korea
39 percent, China 168 percent, Indonesia 2263 percent, Singapore
79 percent, India 89 percent, Malaysii 282 percent and Brazil
614 percent. ’

The Administration cites figures on the constant dollar
increase in domestic apparel shipments in the last four years
and {mplfes that our industry has held up well in the face of
this tmport deluge. However, data compiled by the ILGWU

Research Department, using Commerce Department informatfon,
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indicate that the physical volume of output in the women's and
children's apparel findustry declined by 5.5 percent from 1980 to
1984, Over the same perfod, total apparel {imports grew by 65
percent from 2.9 billfon SYE to 4.8 bi)lion SYE.

Import penetratfion has reached unacceptable levels in
numerous major ftems of women's apparel. Imports account for
approximately two-thirds of domestic consumption of sweaters,
cotton coats and many types of blouces and knft shirts. Many
other product areas are also marked by extraordinarily high
import penetration, including brassieres, rainwear and cotton
slacks and skirts. In other product lines, such as dresses,
playsufts ard man-made fiber nfghtwear and underwear, where
ifmports have traditionally played a less significant role,
astronomical {import surges of 40 to 50 percent or more annually
have been experienced in the last two years. In short, the
entire spectrum of women's apparel has been serfously undermined
by an unrelenting wave of imported goods.

The very slight recovery from the depths of the last
recessfon that domestic apparel production experienced in 1983
and early 1984 was reversed in the second half of last year.

For the year as a whole, 1984 production was below 1983 levels
in efght of nine women's and children's apparel product lines,
with the declines ranging from five to 24 percent. In women's
sufts, the only product area where 1984 production exceeded that
of 1983, production was still only haif its 1979 level. The
unemployment rate in apparel averaged 10.8 percent last year,

one-and-a-half times the overal) unemployment rate.
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In an unwarranted burst of optimism, the Administratfon
asserted: “substantial import growth experfenced during, the past
two years has been halted". While gpparel imports were
basically flat through the first f&:r months of the year because
of excessiveé retafl inventory levels and reduced retafl sales,
the most recent data show that apparel {mports skyrocketed
alm&st 20 percent in May of this year compared to May of 1984,
For the first five months of the year, imports of cotton, wool
and manmade fiber apparel were up 3.9 percent from 1984,

Imports from the three major low-cost supplfers
increased sharplty in May. Apparel imports from Taiwan increased
by 9 percent in May compared to a year ago; imports from Hong
Xong grew by 11 percent and South Korean fmports were up 14
percent.

Even though the five-month aggregate data suggest the
{mport surge may have moderated s11ghtly.§ompared to last year's
torrid pace, continuing market disruption is undenfably
evident. Retaflers continue to rely on imports at the expense
of domestic producers. For the January-May period, employment
in women's and children's apparel was off by 6.2 percent from
the same 1984 months. All nine of the major product areas
experienced declfnes. The apparel {ndustry unemployment rate in
this year's second quarter stood at 11.5 percent, more than half
again the 7.3 percent natfonal average. Total apparel industry
employment in June was 58,000 below the year earlier level,

The Economic Policy Council statement offers the new

textile rules of origin as an example of the Admintstration's
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efforts in behalf of the domestic industry. New rules of orfgin
were announced last year fn response to the spreading practice
of transshipping garment parts to evade quota. To get around
one country's quotas, partially finished garments were being
transferred to countries with open quota where they were
completed and marked to show the country performing minor
operations as the country of orfigin.

While the new rules are necessary to curb this type of
quota evasion, they cannot be expected to slow the import surge
for long. Production will either be transferred back to the
ortginal country or shifted to areas not yet subject to quota

restrafnts. As The Wall Street Journal put it last August,

“retaflers have become creative Marco Polos, roving the world
for suppliers 1n countries 1ike Sri{ Lanka and Bangladesh where
apparel exports are in thefr fnfancy and haven't been hit with\
many quotas”.

The Administration contends that the Textile and
Apparel Trade Enforcement Act would rafse costs to American
consumers by some $14 billion a year. While the Economic Policy
Councfl did not provide any documentation to support this claim,
such estimates typfcally are based on questionable assumptions
“derived from an academic economic model at odds with real world -
pricing and other busfness practices. Moreover, since these
nodels generally assume a full employment world their estimates
fatl to consider the entire range of costs and repercussions

assocfated with lost employment opportunities in the textile,

apparel and supplier fndustries. Nor do they take fnto account
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Job losses in industries that benefit from the consumer spending
of workers in the {ndustries directly affected. s

The many costs related to higher unemployment include
reduced coﬁsumer income, higher unemployment payments and
wel fare spending, reduced tax revenue, and, inevitably, various
forms of personal, physical, psychological and social
suffering. To consider just one mecasure of these costs: the
Congressional Budget Office estimates that a one million person
increase in unemployment entails a $29 billfon fncrease in the
Federal budget deficit because of higher unemployment and socfal
spending and foregone revenues. The costs of not passing this
bi11 are unquestionably great.

There {s no economic rationale for relinquishing the
1ivelfhoods of hundreds of thousands of garment and textile
workers for the sake of greater retaflers’ and importers'
profits. Apparel produced in countries with abysmally low
11ving standards and virtually no workers' rights is no bargain
for the American people.

Such low-cost imports threaten our living standards,
particularly those of low income groups, by destroying badly
needed employment opportunities for the U.S. apparel workforce.
The workers in our industry are 85 percent female, many of them
the sole supporters of their ﬂami]ies. In the major cities,
these workers are largely minorities -- Blacks, Hispanics,
Asians -- and new immigrants. Throughout the rest of the

country, where more than two-thirds of the workforce is located,

the fndustry is concentrated in small towns, often one-factory
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towns. When a shop closes down in such areas, there 1is
Titerally no other employment opportunity. s

Over sixty percent of apparel imports now originate in
Just four countries: Hong Kong with an applicable wage rate of
$1.18 per hour; Taiwan at $0.57; South Korea, $0.63; and China,
where a garment worker earns the U.S. equivalent of $0.16 per -
hour. WNages are simiiarlyvlow in other Astan countries, such as
Indonesfa, Malaysia, Sri Lanka. Thatland and the Phil{ppines,
which have boosted thefr garment shipmeants to the U.S.

Despite the grand assumptions of theoretical
economists, the use of low-wage labor abroad in garment
production does not translate fnto lower prices paid by
consumers. Retailers acknowledge they prefer to sell fmported
garments because of the higher markup taken on imports than on
domestically produced goods. To cite just one of numerous

examples, when asked by Women's Wear Daily whether retailers are

really buying markups when they purchase fmports, Allied Stores
president Thomas M. Macioce responded, "Sure, we are indeed
buying better markup, but that's our Sob. We would be delighted
to buy only American-made goods if we could make the same type
of markup”. Invariably, imported garments retail for the same
price as U.S. produced items of precisely the same design and
style, with the difference padding someone's profits.

Again, without any supporting evidence, the
Administration contends that passage of the Textile and Apparel
Trade Enforcement Act woulld tead to price increases of 10

percent or more. Such a claim could only be made out of
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tgnorance of the fiercely competitive conditions existing among
domestic apparel producers. The extremely low degree of
concentration in an industry with upwards of 20,000 firms
demonstrates that individual apparel firms have 1ittle or no
oppértunity to exert market power over prices, styles or
quantity of supply.

According to the Consumer Price Index, apparel price
increases since 1970 have averaged about two-fifths of the total
for all ftems. This relatifonship is just the same for the 1970
to 1980 perfad as ft is for the 1980 to 1984 perfod when apparel
imports skyrocketed. A lower level of imports should not in
ftself result in higher prices.

It s fndeed fronfc that to argue against this bill the
Administration would raise the possibility of reduced U.S.
exports as a result of retaliation. Largely as a result of
Administration econqnic policies, U.S. exports have been
battered by 3 tremendous fncrease in the foreign exchange value
of the U.S. dollar. Even with the increased value of the
dollar, the dolYlar value of U.S. exports was less in 1984 than
it was four years earlfier,

Moreover, total U.S. exports to the major appare)
shipping countries have not f§ncreased in the last four years.
Many of the countries that have increased textile and apparel
shipments to the U.S. the most have fn fact been buying fewer
U.S. goods as 1t is. U.S. exports to India and the Philippines
in 1984 were down by 11 percent from 1980, exports to China and
lngonesia were 20 percent lower, and Brazi) bought 39 percent

Yess from the U.S. fn 1984 than in 1980.
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U.S. exports have suffered as a result of a variety of
factors that have little to do with trade retaliation. ,Besides
the detrimental effects of the high valued dollar and such
factors as fofbed austerity in the case of Brazil, increased
fndustrial and agricultural production abroad have displaced
U.S. export-oriented production. For example, a U.S. Department
of Agriculture publication notes: “total Chinese agricultural
output has risen 50 percent since 1979, and record crops have
given China self-sufficiency in several fmportant U.S. export
commodities®. (Agricultural Outlook, May 1985)

It should be noted that while apparel exports have
never been of great significance for the U.S.\industry, even
that relatively small volume has declined preéipltously with the
appreciation of the dollar. Excluding the exporf of Item 807
garment parts, which eventually come back to the U.S. as
finished garments, 1984 U.S. :pparel exports were less than
one-third the 1980 levetl.

_ On the other hand, the dollar's rise has 1ittle to do
with the overall apparel fmport problem. It has led to sizable
percentage fmport fncreases from a number of Western European
countries but European Community countries accounted for only
2.4 percent of all apparel imports for the year ending Apri)
1985. The decisive factor behind apparel {imports from the major
shipping countries 1s labor -- the extremely low level of wages,
the lack of modern labor standards and tight restrictions on

trade unfon activities.
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The Administration {s disingenuous in stating that the
Textile and Apparel Trade Enforcement Act would viol&te‘the 34
U.S. bilateral agreements and our obligations under MFA. The
Act 1s fully consistent with the twin objectives of MFA to
prevent market disruption and provide‘for orderly growth for
developing country exports. In 22 of the bflateral agreement
countries the bill allows for~s|gnificant increases in
shipments. The remaining agreements could be re-negotiated, as
has been done in the past.

The Administration statement does not address the
growing problem of imports of non-MFA fiber textile and apparel
products. The MFA presently pertains only to textfle and
apparel ftems chiefly made of cotton, wool or man-made fibers;
ramie, silk and Yinen fibers are not controlled. Women's and
children's apparel imports of non-MFA fiber products that are
beyond control at present fncreased by 62 percent in value in
1983, and by 149 percent in 1984, Relative to the total value
of women's and children's apparel imports, non-MFA fiber
products fncreased from four percent ian 1980, to 14 percent in
1984. The chief purpose in using these fibers has been to
circumvent quotas on MFA fibers.

While the garment industry shares many problems with
other industries, fts simple technology, small capital
requirements and dependence on relatively low-skilled labor make
it particularly vulnerable to imports from low-wage countries.
Recognition of this acute vulnerability to low-cost imports was

an important justification for the special treatment that MFA
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accorded to the apparel and textile industries under the
auspices of the General Agreement on Tariffs and Trade.

We must address the severe appare! and textfle import
sftuation before it fs too late, Our industry employs women,
minorities, immigrants and so many others for whom few
alternative employment opportﬁnities exfst.' In many senses --
for example, the predominance of women, ethnic origins, and tow
skil) levels -- U.S. garment workers are similar to their
counterparts in third world exporting countries. As a diverse
society we have a collective responsidbility to ensure that our
economy provides & full range of job opportunities.

The government's approach to implementing MFA has been
made obsolete -~ if it ever truly reflected domestic needs -- by
vast changes fn world appare) and textile production and
procurement. We urge you to give careful consideration to the
Textile and Apparel Trade Enforcement Act in the interest of .
developing a more rational and reasonable approach to our trade

ifn textfles and apparel.
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SUMMARY STATEMENT OF

AMALGAMATED CLOTHING & TEXTILE WORKERS UNION, AFL-CIO

Today there are 250,000 fewer workers in the textile/
apparel industry than in 1980. One-hundred thousand textile
and apparel jobs were lost in the past year alone, These are
johs held by workers who do not have the kinds of skills that
allow them to get other jobs easily. They tend to wind up in
lower paying service sector jobs, if they can find jobs at
all, Conditions in this industry and the prospects of its
workers have never been worse. Because of this situation our
members are supporting the Textile and Apparel Trade
Enforcement Act of 1985 (S. 680). This legislation will
simply provide for the kind of import growth that we were led
to believe would be the case when the MFA was renegotiated in
1981.

The current import situation is out of control.
There are several reasons why the MFA as currently implemented
is not working to control imports effectively: the
President's directive of December 16, 1983 is being ignored;
there is no unity of purpose, or recognition of the importance
of the effective operation of the Multifiber Arrangement,
among the government agencies that administer this program; by
the time the call for negotiations is made, so much time has
passed that the country in question has increased its product
base by substantial proportions; the program takes a back seat
to foreign policy objectives; there is fundamental and
widespread fraud and abuse of the program; the U.S., imports
textiles and apparel from over 100 countries, while main-
taining bilateral agreements under the MFA with only 34
countries; and there is the growing problem with imports of
textiie products not covered by the MFA, These are the
reasons why we need the Textile and Apparel Trade Enforcemant
Act of 1985. It is a rational and thoughtful approach to
orderly trade in textiles and apparel., It will provide what
was promised under the MFA but what has not been delivered.

We have the most modern, technologically advanced and pro-
ductive textile/apparel industry in the world today. Given
the current climate of uncertainty brought by this flood of
imports, we are concerned that the remarkable efforts being
made to modernize, which our union supports and in which we
are fully participating, will come to a halt. Our union is
actively pursuing the goal of technological advancement. We
have developed robotization techniques for application to the
garment industry and we see further break-throughs ahead in
bringing down costs.

As currently implemented, the Multifiber Arrangement,
despite its promise, has clearly been a failure. There is now
only one solution: §S. 680,
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JACK SHEINKMAN
SECRETARY-TREASURER

AMALGAMATED CLOTHING & TEXTILE WORKERS UNION, AFL-CIO
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S. 680
TEXTILE AND APPAREL TRADE ENFORCEMENT ACT OF 1985

to the
Subcommittee on International Trade

Committee on Finance
United States Senate

July 15, 1985

The Amalgamated Clothing and Textile Workers Union,
AFL-CIO, has a membership of approximately 360,000 workers
who produce various items of men's and boys' clothing and
textile mill products. 1

The textile and apparel industry operates in forty-eight
states, employs directly slightly less than 1.9 million
workers, and indirectly another 1 million workers in sup-
porting industries. Tocday there are some 250,000 fewer
workers in the textile/apparel industry than in 1980. There
are almost a half million fewer textile and apparel workers
today than when the Multifiber Arrangement went into effect
in 1974, One-hundred thousand textile and apparel jobs were
lost in 1984 alone.

How does one calculate the loss of such jobs to our eco-

nomy? . A recent U.,S. Chamber of Commerce study* found that a

¥ U.S. Chamber of Commerce, What 100 New Jobs Mean to a

Community, 1985,
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community adding 100 new manufacturing jobs would derive an
increase of $1,948,353 in aggregate pe}sonal income. If you
reverse this scenario, using the Chamber formula, and calcu-
late the loss of manufacturing jobs in textiles'gﬂg;apparel
over the past five years, the loss of such jobs to our com-
munities at the wages paid to textile and apparel workers
adds up to an astronomical loss of $3 billion in personal
income. Textile and apparel jobs represent one out of every
tep manufacturing jobs in this country. Textile and apparel
firms are the lifeblood of many communities, When the
industry falls on hard times, the whole community suffers.

The men and women who work in our industry are people
with pride, pride in their craft and pride in their
industry, Many of them do not have the kinds of skills that
allow them to get other jobs easily. Unfortunately, they
tend to wind up in lower paying service sector jobs -- that
is if they can find jobs at all. Alternative job oppor-
tunities are not easy to come by.

Our workers in the textile and apparel industries have
been on the firing line of international trade for decades
and have borne the brunt, more than thése in any other
industry, of the tremendous growth in international trade
that the world has experienced since World War II. This has
occurred despite the existence for more iimcn two decades of
multilateral efforts to alleviate the hardships caused by

growing imports of textiles and apparel. Conditions in this
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industry are deteriorating rapidly and the prospacts of our
members have never been bleaker. This industry and its
workaers face a true crisis such as they have never
experienced before,

Because of the dire circumstances facing our workers and
their families, we urge the Subcommittee to favdrably report
S. 680, the Textile and Apparel Trade Enforcement A~* of
1985, More than half of the members of the Senate and
almost two-thirds of the membership of the House have now
co-sponsored this important bill, Given the existence of
the Multifiber Arrangement, whose sole purpose is to provide
for orderly and nondisruptive increases in imports of tex-
tile and apparel products, some may question why we need
legislation to deal with the current unprecedented crisis in
our indﬁstry. We would answer by saying look at the record,
examine what the MFA is supposed to do, and then see what
has actually happened. Then judge our case for S. 680,
legislation which simply provides for the level of import
growth that we were led to believe would be the case when
the MFA was renegotiated in 1981.

The current Multifiber Arrangement provides for an
annual growth rate of 6 percent when quotas are established,
as well as departures from this norm if negotiated between
countries. As a result, lower growth rates were negotiated
for the most import-sensitive categories shipped to us by

the major exporting countries,
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But what have actual growth rates been? Since 1980,
instead of an expected 6 percent or lower annual growth
rate, textile/apparel imports have doubled, averaging an
annual rate of growth of 19 percent at a time when growth of
the domestic market has averaged no more than about one or
one-and-a-half percent per year. In 1984 alone, imports
increased by 32 percent above the 1983 .level, producing
imports in such numbers that they now have captured 50 per-
cent of our apparel market. Thirteen percent -- $16.5
billion dollars -- of the nation's unprecedented trade defi-
cit in 1984 of $123 billion was textiles and apparel.
Imports in the first five months of 1985 have shown no
retreat from the record high levels of last year. The
textile/apparel trade deficit was 13 percent higher in the
first five months of 1985 than a year earlier.

Why did this happen? Major suppliers moved into cate-
gories where they had no restraints, Large unused quotas
were allowed to continue building with enormous increases in
shipments thereby made possible. Secondary suppliers were
allowed to expand enormousl? before the government moved to
restrain them. Transshipments flourish because no penalties
exist to act as a deterrent, This is not the definition of
orderly and nondisruptive growth and it represents an enor-
mous failure on the part of the Administration to implement

the Multifiber Arrangement effectively.
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Why the MFA Has Ceased to be Effective

The Multifiber Arrangement acknowledges the need for
industrial countries to maintain their own textile and
apparel industries while allowing orderly growth in textile
and apparel trade. What has actually happened, however, is
that a handful of Asian countries dominate the U.S. market
for imported textiles and apparel leaving the truly needy
countries out in the cold. The current import situation is
completely out of control due in large part to the fact that
the Executive Branch is unwilling or unable to utilize the
full powers of the Multifiber Artaﬁéement in a timely and
effective manner, For example, what happened to the
President's directive of December 16, 1983 which established
specific criteria to automatically trigger a presumption of
market disruption and therefore a call for negotiations?

The directive's purpose was to ensure that appropriate
action regarding market disruption be taken on a more timely
and predictable basis. Obviously these criteria are being
largely ignored by those officials who implement the
President's trade programs. Based on the formula of the
President's directive of December 1983, textile/apparel
industry estimates indicate that well over 100 calls meeting
the criteria have not been made, representing perhaps 500
million square yard equivalents of imports that remain
unrestrained, adding to the disruption of the domestic

market. And, it is important to note, the making of calls
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for consultation is only a first step in a negotiating pro-
cess that results in a negotiated quota at least 20 percent
and sometimes more than 100 percent above the call levelf

Why is the President's directive being igncred? The}e
are many reasons., Pirst, there is no unity of purpose, or
recognition of the importance of the eféectlve operation of
the Multifiber Arrangement, among the government agencies
that administer this program. The President has apparently
failed to communicate his commitment to the agencies. What
exists among them is a lot of bickering, but not much con-
sensus, which has disrupted the administration of the
program,

Second, too often the operation of the program takes a
back seat to foreign policy objectives. There is a tendency
to be more generous in our negotiations with foreign govern-
ments than we should be for fear of irritating some foreign
country, Last April in testimony before the House Ways and
Means Trade Subcommittee, Walter Lenahan, Deputy Assistant
Secretary of Commerce for Textiles and Apparel, adﬁitted
under questioning that the State Department had refused to
transmit between 15 and 20 calls against Korea, Hong Yong,
and Taiwan which the President's December 1983 directive
authorized him to make. Even if a call is made, often, so
much time has passed that the country in question has been
allowed to increase its product base by substantial propor-
tions, to the great detriment of a specific sector of the

domestic industry.
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The MFA has also ceased to be effective because of the
fundamental and widespread abuse of the program, Last year
a Customs' official labeled it a "multi-billion dollar scam
by countries around the world to beat U.S., textile quotas"

'(see attached). The practices are plentiful including gross
understatements of quantity on visa documents, transship-
ments, manipulation of fiber content in order to circumvent
bilateral restraint agreements, and counterfeited visas.
Moreover, the major foreign supplying countries have abused
the Export Authorization system to run up a laige quota
base.

We have fresh examples of this fraud everyday. The
following story is a microcosm of all the failures of this
program's ability to control imports effectively. ACTWU was
directly involved in this matter as ACTWU mombers also pro-
duce men's and boys' headwear. In early 1984, the U.S.
Customs Service discovered that imports of man-made fiber
headwear from Taiwan and Korea were entering the U.S. ille-
gally. Both Korean and Taiwanese producers were purposely
understating visa weights on import documents, thus circum-
venting existing quota levels, Customs moved quickly to
halt the illegal overshipments, but prior to its discovery
the practice had been going on for some time. For over a
year the industry pressed CITA to move on redressing the
problem, The industry even called on Capitol Hill for sup-

port. Finally, in May 1985, the U.S. announced in the
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Federal Register that these overshipments, some 750,000

pounds, equal to about 25 percent of Taiwan's 1985 man-made
fiber headwear quota, would be deducted from Taiwan's 1985
quota., But the Taiwanese then requested that these
overshipments be spread over the three years (1985 to 1987)
;emaining in the bilateral with Taiwan. Despite the fraudu-
lent nature of these overshipments, which the Taiwanese did
not question, the agencies that administer the program
agreed with the Taiwanese -- to the detriment of domestic
headwear producers and their workers -- minimizing any
penalty that the Taiwanese might have faced.

This solution is virtually painless fo; the Taiwanese,
There was no reason why our U.S, negotiators had to give
Taiwan three years to make-up for these illegal imports.
Taiwan should have been required to deduct the entire amount
of the overshipﬁents from their 1985 quota, thereby giving
U.S. headwear manufacturers a chance to recapture their lost
market. Is not the entire purpose of the MFA perverted when
our Government bends over backwards to accommodate foreign
producers who have been engaging in fraud, fraud which puts
our firms and our workers out of business? This is just one
of many horror stories about the operation of the program.
No wonder some foreigners cheat and abuse the program,

. Crime obviously pays handsomely, and foreign producers know
that if a penalty is exacted, it probably will not hurt very
much., To add insult to injury, to date, no action what-

soever has been taken by our Government with respect to

51-752 O0-85——5
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Korea which was equally guilty as 7waiwan of understating
visa weights,

It is not surprising that imports under the MFA program
have grown when you consider the fact that the U.S. imports
textiles and apparel from over 100 countries, while main-
taining bilateral agreements under the MFA with only 34
countries,

There is also the qfowing pfoblem with imports of tex-
tile products not covered by the MFA, now running at over
10 million dozen garments a year! More and more foreign
producers are blending cotton with other vegetable fibers,
or shipping silk products to avoid the MFA altogether. Yet
these non-MFA products are directly competitive with
U.S.-made textile/apparel products. These blends, par-
ticularly of ramie, were created solely for quota circumven-
tion and not for market demand. Yet the power exists in the
hands of the President to restrain such imports under
Section 204 of the Agricultural Act of 1956, as amended.

These factors taken together demonstrate why the MFA as
ft is currently operated has failed so miserably to provide
the kind of orderly and nondisruptive growth which it pro-
mised, That is why we need the Textile and Apparel Trade
‘ gnforcement Act of 1985, It is a rational and thoughtful
approach to orderly trade in textiles, It will provide what

the MFA has promised, but has not delivered.
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International Trade Distortions

Even if the MFA were a perfect instrument to provide
orderly growth in textile/apparel trade, our industry,
indeed all U.S. industry, is confronted increasingly by
another problem =-- large volumes of trade aided and abetted
by government subsidization, dumping, targeting and coun-
tertrade arrangements, These practices which are either
ignored or ineffectively addressed by U.S. countervailing
duty and anti-dumping laws, have a profound distorting
effect on international commerce. One year ago our union as
part of a textile industry coalition filed countervailing
duty petitions against 13 exporting countries. Our peti-
tions alleged numerocus subsidy practices -- preferential
export financing, tax rebates to exporters, and a host cof
other tax and investment incentives.

In its preliminary determinations on these petitions,
the Department of Commerce cited 34 separate programs in
eleven different countries which were believed to confer
subsidies on textile mill and apparel products (see
attached), Commerce's final determinations in these cases
were profoundly disappointing. 1In cases where duties were
imposed at all, they were unbelievably low. In some cases
Commerce negotiated suspension agreements, These suspension
agreements no doubt will come back to haunt them and us as
so many have in the past wheh the commitments are not lived

up to, In other cases, the country simply signed the
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Subsidies Code, thereby requiring an injury test. Those
countries, under the terms of their Subsidy Code commit-
ments, will for varying periods of time be able to continue
to subsidize their textile/apparel exports to the U.S, while
receiving the benefit of an injury test in any counter-
vailing duty case brought against imports of these products
into our market. Subsidies provided by foreign governments
are unfair., No U.S. industry, no matter how productive or
technologically advanced, can compete with foreign govern-
ment subsidization or lack of cost accountability.

Efforts to Compete: A Modernization Program

Many economic theoreticians believe that certain
“sunset® industries should be allowed to fall by the
wayside, They believe that we should concentrate where we
have a competitive edge -- for example, in high tech
industries and in services. 1 believe the President's
Commission on Industrial Competitiveness, which recently
published its findings, speaks volumes on this point: The
U.S. has lost world market share in 7 out of 10 high tech-
nology sectors. This sends a message about putting all our
eggs in the high-technology industry basket. As far as ser-
vices are concerned, the report contends that a strong manu-
facturing sactor is vital to our nation's well being and
both services and manufacturing are essential to a com-
petitive U.S, economy. Indeed the biggest market for high-

tech applications and services is manufacturing industries.

.
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There are a lot of myths about the textile and apparel
industry today. Myths that it is not productive; that it is
technologically sluggish, and, therefore, not competitive;
and that capital investment is low. These are myths., The
reality is that we have the most modérn, technologically
advanced and productive textile/apparel industry in the
world today. Given the current climate of uncertainty
brought by this flood of imports, we are concerned that the
remarkable efforts being made to modernize this industry,
efforts which our union support3 and in which we are fully -«
participating, will come to a halt,

The continuous moderniza?ion of American industry is
basic to maintaining America;s competitiveness in inter-
national trade and U.S. labor is willing to do its part. We
understand the need for Fechnological advances to assist in
bringing down costs .and improving our competitiveness. It
would be foolish for labor to think otherwise, since the
alternative is rapid attrition of jobs and closed plants as
U.S. firms fail to compete with imports.

Our union is actively pursuing the goal of technological
advancement. The men's clothing, textile and fiber industry
represents an outstanding example of labor and ma&hgement
working together to reduce costs and thereby improve its
competitive position. The Textile/Clothing Technology

2

Corporation, or TC® as it is commonly known, was created

'through funding by our Union, individual companies, and the
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U.S. Government. The union and several participating com-
panies are each investing substantial sums each year in this
program. Supported by these funds together with grants from
the U.S. Department of Commerce, the Textile/Clothing
Technology Corporation is conducting extensive research into
reducing p;oduction costs.

'rC2 is looking at ways of transforming the method of
manufacturing garments by looking outside traditional
methods. For example, it has been determined that only 25
percent of labor requirements in the manufacture of tailored
clothing are in the sewing of the garment. Clearly, we must
attempt to reduce handling costs and 'rc2 is addressing
itself to the reduction in handling requiremente. There
have been real break-throughs here. We have developed robo-
tization techniques for application to the garment industry.

We see further break-throughs ahead in bringing down
costs in the tailored clothing industry. Significantly, the
Japanese are spending some $60 million for research and
development for its apparel industry, many times what we are
able to spend for the same program in the U.S., yet with the
same objectives as ours. The Japanese recognize that
apparel production represents the greatest value added per
unit of energy input of any manufacturing product.

Our Unlonvls willing to face the responsibility, with

management's cooperation, for dealing with the rolot-related

prqblems of compensation for our members who may be
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displaced. In thié way and others, we expect to make this
industry more competitive and viable, and thus help build a
stronger domestic economy.

By and large, the textilg and apparel industry has a
history of management and labor workinj together to solve
the problems posed by imports. We are both striving for
maximizing output, we both see the critical 1mpogtance of
being competitive in our own market, and in markets abroad.
We both understand the vital importance of preserving
America's industrial base,

we are doing our part, but the government makes the
market environment impossible to operate within., Without a
government policy that prevents the market from being
destroyed by imports, all of this cooperation and these
joint efforts will be rendered moot.

Conclusion

The textile and apparel industry is in a state of siege
today. This is not rhetoric. It is a fact. The implemen-
tation of the Multifiber Arrangemeht, despite repeated com-
mitments, has clearly been a failure. If this American
industry is to survive anywhere clcse to its presént
stripped down state, there is now only one solution: 8.
680. Our members will fight for this legislation., We need

this Committee to be our partners in this effort.
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Customs Says Textiles
Pose Serious Problem

By Stual'AdkiBich
‘Fashingion Pog Balkt Writes
When they.lagded in Los Ange-
Ses, the bolts of palyester fabnc car.
tied "Made in Kocea® labels. But 0a
the boxes they were shipped in, the
same  label had been crudely
trossed out and the documents ac-
companying the shipment declaced
that the fabric’s country of ongwn
was Japan.
J

Some countrics try to seR tex-
tiles and wearing apparel that ex-
ceeds their U.S. quotas by trans-
shipping the excess through anoth-
er country that cannot fill its own
quotas, senior oms  agent
Thomas Gray told the House Com-

Singapoce, Si Lanks, Thailand and
Turkey—and said other complaints
Rﬂpeﬂed against Mexico and the

Pacific Rim, Gray suid:

o Taiwan, the largest suppher of
apparel to the United States, is like-
Iy to remaia a problem as the quota
system exsts.

o South Korea, which has ws
moved up 35 the No. 2 suppher,
nu:.m m‘m of fraudulent xlivm“

t transshupping text
counterfeiting of trademacks and
brand name products, and musdi-

+ recting and undervaluing merchan-

duse to evade customs duties. Ko-

apaa, the Mi
© Hong Kuag, the No. 3 suppher,
cooperates beitr than any other
courtry with US. » ies lo
prevent fraud. Nevertheless, with
:u.boonmg textles industey, it is “a
primary source of transshipments.”
® China, the giant of the Pacific
Rim that has emerged an he
fourth-largest supplier of textiles to
the United States, 1s known for
R its excess prod
through & srumber of coutres.

merce Corunattee's investigations

Gray, who is, dased in Hoeg
Kong, said textjle products made s
Chuna are shipped o the United
States undsr the quotss of Bangla-
desh, Macao and couninies in the
Midd'e East and South ard Centeal
Amenca. Sumilarly, shipments of
garments orignatng i Taiwan
sometimes are labled a3 coming
!(em Japan, Singapore, the Phiip-
pines, South Alncs, Panama and
countries in the Middle East.

Gray 13id customs agents discas+
ered Korea's transshipment of the
polyester fabrc theough japan six
months ago 3ad have been sewing
illegally labled cartons of the prod-
ucts ever unce.

*They didn’t even bothet to re-
Paun it saud 2 somewhat nouplused
subcommittee Chazman Joha L.

® Japan, No. 5 amoag manr U S.
supph.ers, serves a3 a transshup-
ment point for praducts ongnating
in Korea, Taiwan and Macao.

o Singapore, which offers U.S
authorities the lowest level of co-
operation® in the Asian region,
serves 33 2 base for the transship-
ment of acrytic Xnit sweaters and
cotton sad synthetic jackets (rom
Taiwan, and for other apparel from
Malayu:a and China,

» Sei Lanka strictly monitors ws
own industry, 30 3 *Made m Sei

Lanka® label means it is the country
of origwn.
slnda,  whose government

"makes nice gestures but iv not
wvery cooperative with U S, author-
iea,” i 2 source of lextiles trans-
slupped through neighoring nations
of Nepal, Bhutan and Rangladesh.

o Bangladesh, wath 2 new textile
industry that fiest moved ints the
US. market in 1982, 13 increasng
expoets 10 get barger quotas, cur-
rently secves a2 a traasshiprient
point for shorts and pants that are
made ia Clina.

© Pakestan transships towets arsl
similar peaducts and poses prob-
lems 23 8 source of undetvatued art
misdescnbed poods.
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PROGRAMS PRELIMINARILY DETERMINED BY THE U.S. DEPARTMENT
OF COMMERCE TO CONFER A . JUNTY OR A GRANT ON TEXTILE MILL
AND APPAREL PRODUCTS IN FLEVEN COUNTRIRS

Malaysia

® Tax Incentives for Exporters
e Preferential Short-Term Financing

Turkey

e Export Tax Rebate and Supplemental Export Tax Rebate
Program
e Deduction from Taxable Income for Export Revenues
® Preferential Short-Term Export Financing
I

Thailand

e Export Credits

@ Rediscount of Industrial Bills

e Electricity Discount for Exporters

® Tax Certificates for Exports

e Assistance to Trading Companies

Argentina *

e Post-Financing of Exports Under Circular OPRAC-9
® Reembolso (Tax Rebate on Exports)
e Regional Tax Incentives

Indonesia

e Preferential Short-Term Financing for Non-0il Exports

e Tax Holidays, Accelerated Depreciation, and Other Tax
Benefits

¢ Import Duty Exemptions for Capital Equipment

Peru

e Certificate of Tax Rebate System (CERTEX)

e Nontraditional Export Fund (FENT)

e Law for the Promotion of Exports of Nontraditional
Goods (Exports Law)

Singapore

e Monetary Authority of Singapore Rediscount Facility
e Double Deduction of Export Promotion Expenses
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Sri Lanka

Investment Promotion Zone

e Export Development Board

e Pre-Shipment Export Refinancing Program

Colombia

e Export Rebates Under Law 67 of 1979

e Export Financing through The Export Promotion Fund

e Preferential Financing through the Industrial
Development Institute

Mexico

e Fund for the Promotion of Exportation of Mexican
Manufactured Products (FOMEX)

e Preferential Federal Tax Credits (CEPROFI)

e Export Credits at Below Market Rates (FONEI)

® Guarantee and Development Fund for Medium and Small

Industries (FOGAIN)

The Philippines

Preferential Export Credits

Preferential Tax Benefits

Development Rank of the Philippines Interest
Moratorium

1/ Source: Federal Register, Vol. 49, 49651-93 and 50753;

Vol. 50, 301 and 1607,
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Statement
of
Steue Girltimor
Chairman of the Board
Hatronal Wool Grovers Association
415 Judge Blidg.., Salt Lake Cit>, UT, R4t

before the

International Trade Sub-Committee

of the
Senate Commtttee on Finance

Let me te!l +ou 3 little about our Asscciation and :ts my: eup.
The Hational tJool Qr@ver; Aaceociation is a federation of State tloc’
Grorvers Atgsociations, be currentl)y have 32 state members and anc'Ser
ei1ght associated organizations, We have been around since 184% and
one of the major fsues we have confronted over the past 120 vears Mas
.been imports - 1mporte of weoel, 'amb, and now wool textiles., UWe
:01ned the coalition of fiber, fabric, and appare! workers and
manuéacturers supporting the enactment of $.680, the Text:ile Trade
Enforcement Act of 17385 because we are slowly, but surely., being pu*
cut of business. I~ the 1950 s, we had 50 million sheep in th's
countrr,. Today, we have ¢ million., The cause of this decline 13
economic, 1t guet Hagn’t been profitable for many pecple to raise
theep tn the U.S, 8ut there are stil) 120,000 peoplte out there wrth
sheep on the:r farm: and ranches, and for the most part, those pect'e
would 1ibe to stay there. One of the leading causes of econom:c
tcroblems 1n the sheep industry has been the effect of imports, or 3
especially imports of wool textiles that are swamping our marbets
right now. For example, in 19?25, 45 million pounds of wool and wcol
equivxlient came into the U.S,., Last year, 'n 1984, 190 mt!lion zcunds
cf wool and woo! equivalent came into this countrv, That is an

tncrease 1n nine vears of 322" That has made it damn taugh to slyy

BEST AVAILABLE COPY
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in the sheep business. Az you would Quess, the consumpticon of
dJomestic wool by U.S. mills has gone steadily down along with the
sheep numbers. If there had bven a reasonable and enforceable Vimit
on woolen imports, the U.S. mill consumption of domestic woo) wou'd
have increased because the demand for wool products has incrersed, as
18 pparent.,

w?uostnmate trat a 50 percent increase in demand for U.S, won!
way' Z vield an average price increase of 18 to 24 percent, (here wool
Trought an average price of 78 cents in 1984, with reasoradle |nd-
enforceable import levels, the price would have been 1n the range of

€2 to *7 cents,

This would have helped the average wcoo! producer to make some
money notAlose money, The average wool producer would have been in 2
ccsttron to expand his operation, instead of cutting back. The
sver pge wool producer would not have to rely on Woo' Act pasments to

ttar tn business.

The arverage wool producer would be a more agoresst:e corsumer of
domestic products, a more substantial taxparer, and 2 rel:able

Jontethution to the nation’s wavering eccmony.

However, 10 the absence of reasonabie restracnts on imported
textiles and apparels, the U.S, wool industry will almost certarnly

dwindle, and at some potnt become a hobb».

Let me c>!) »our attention to the two charts you have 1n froent of
you. The first dramatically shows how the imports of raw wool nto
the U.S. have been "converted®” into textile wocls because of the

4
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uncontrollec flow of woolen apparel into this countrv, lust qac %o ar
department store and look on the racks, and you'll see what vie mean,
The second shows the percentages of woolen imports from the le:d ng

expor ting countries to the U.S,

The U.S, sheep_indus!rv cannot remain 3 viadle force withagt 2
steady and increasing market for 1ts wool., The e''minat za 24 Sre
U.S, wee!l taxtile .ndustry would el minate 95 percent of cur marvet,

Wool gromers would Qo ocut of bustness. So would lamb producere.

Uithout the existence of a uuaé!o woel industry, Mow tong can ue
expect tc hold the domestic textile industry together. Although we
represent only halé of their consumptron, that halé 13 extrema’ -
impor tant to our textile cperations., Without some mearingful redref
from woolen imports, 1t can only be » matter of time unti' the st
woal groduzer wil) have been forced from the land because the 'ast

te«tirle firm will have been forced from the factory,
1

e must row resson together. We must now work together. ile bave
3n oppertunits, through $.$80, to help change the disastercur zzurse

upon which ve have set this nation’'s sheep industr>.,
There must be more reasonable means to accomnodate 't zoncerns,

Ue must find 1t
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DOM. WOOL. SUPPLY VS. TOTAL IMPORTS

TOTAL IMPORTS=NET RAW+TEXTILE WOOL IMP.

40 I T 4 ¥ 1 L T 13 i T )
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SOURCE: ASPC PRODUCER SERVICES / USDA
[a) NET DOMESTIC SUPPLY + TOTAL IMPORTS

881



1984 PERCENTAGE OF CARPET IMPORTS

BY CQUNTRY, RAW WOOL EQUIVALENT

CHINA (16.0%)

INDIA (14.3%)
OTHER (50.1%)

UNITED KINGDOM (7.2%)

JAPAN (6.4%)
SPAIN (6.0%)

681
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STATEMENT OF
JOHN N. GREGG
CHAIRMAN AND PRESIDENT
AVTEX FIBERS INC.
and
CHAIRMAN
MAN-MADE PIBER PRODUCERS ASSOCIATION, INC.
Before The
SUBCOMMITTEE ON INTERNATIONAL TRADE
Of The
COMMITTEE ON PINANCE
UNITED STATES SENATE

July 15, 1985

\

Mr. Chairman, my name is John N. Gregg. I am Chairman of
* Avtex Pibers Inc. In addition, I serve as Chairman of the

Man-Made Piber Producers Association, Inc., a trade association
whoie members account for over 90 percent of the man-made fiber
produced in the United States. I appreciate this opportunity to
testify before the Subcommittee on the reasons why enactment of
S. 680 is essential to our industry.

The American man-made fiber industry employs more than
70,000 workers in plants in 30 states. 1In 1984, our sales
totaled about $10 billion. The industry produces two basic

classes of fiber: cellulosic fibers, such as rayon, acetate and
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triacetate, that are produced from wood pulp, and non-cellulosic
fibers, such as nylon, polyester, acrylics, and olefin, that are
produced from petrochemical feedstocks.

Thése products serve three primary end-use markets --
apparel, home furnishings, and industrial ﬁéoducts -~ with
thousands of applications. Our firms maintain ongoing,
aggressive research and development programs continually to
engineer new and better fibers for the changing needs of the
American economy. Constant innovation and dedication to product
quality is essential to keep pace with rapid changes in fashion,
the ever increasing, varied uses in home furnishings, with
specialty industrial fabric needs; and with a wlﬁe range of
emerging high technology needs best served by new high
performance fibers. The U.S. man-made fiber textile industry is
a highly productive, capital-intensive industry. We believe our
industry is the most efficient of its type in the world.

Our productivity has increased nearly 2 1/2 times since
1967, far exceeding the performance average for U.S.
manufacturing industries. Given open and fair trading
practices, we would enjoy the benefits of this out-tandipg
record. Historically, the U.S. man-made fiber industry ha;
demonstrated its abjlity to compete effectively in the world
market. But, in recent years, the industry has found it
increasingly difficult to export fiber. The trade balance for
man-made fiber finished goods also has seriously deteriorated

under the disruptive surge in imports over the past few years.
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When added together, the aggregate trade balance for man-made
fibers and man-made fiber products amounted to an export balance
of 1.5 billion pounds in 1980. That has changed to an import
deficit of 325 million pounds in 1984. This swing in trade
balance in 'ust four years is equivalent to 23 percent of our
total 1984 production.

The growing strength of the dollar in recent years has made
it more difficult for our companies to export. It also has
contributed to increased levels of imports, but this is not the
primary cause of the industry's trade problems.

We, and our customers, are consistently excluded from
overseas marketa'by discriminatory government and industry
practices that protect inefficient 1néustries at home while they
target the U.S. market and often subsidize their exports, as
well as dump textile products in the U.S. market. The effects
are being felt across our industry. In 1984, while the rest of
the economy grew by 7 percent, shipments of man-made fiber
declined nearly 1.5 percent. Employment fell 4 percent, and
inventories at year-end were up 6.5 percent over 1983. Thus far
in 1985, we have seen further declines in production and
shipments. Several facilities have closed and we face more
shutdowns this year. In my own company, we have been forced to
shutdown our acetat; production facility in Meadville,
Pennsylvania. Over 700 employees have lost their jobs. The
tragic human costs involved are particularly frustrating because
we know that far less efficient plants worldwide are propped up

by subsidies and prctected by import bans.
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These practices are part of national strategies abroad that
are aimed directly at the U.S. market. Thelr success is clear
to all. Textile and apparel imports into the U.S. grew to
all-time records in both 1983 and 1984. In the third quarter of
1984, for the first time, imports claimed 51 percent of the U.S.
apparel market. A recent nationwide study carried out bf the
Merchandising Group showed a 59 percent import share for apparel
on retailers’ selves in June of this year. The American apparel
market has, until recent years, been the largest market for U.S.
produced man-made fiber -~ but with the exnlosion of imports in
recent years this critical market is being lost to overseas
suppliers.

The import problem is even more serious in view of the fact
that in fiber volume terms, the total U.S. textile and apparel
market has grown at a rate of just 0.1 percent annually from
1973-1964. Imports of yarn, fabric, and garments have grown at
an annual rate of 19 percent for the past five years -- and at a
devastating 65 percent over the past two years combined. Yet we
are excluded from important overseas markets by government
barriers ranging from prohibitive tariffs to absolute bans on
imports. These unfair trading practices are partlculatli severe
in the very countr{es that hold the largest shares of textiles
and apparel imported into the United States market.

Por éxample, in East Asia, major exporters such as South
Korea, Taiwan, and China impose tariffs on textile and clothing
imports that typically run ;; high as 100 to 250 percent. In
addition, imports in this sector uanal}y are subject to

cantral{zed raview and contral ta taka care ﬁf anv of our
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products that are competitive even in the face of these
exclusionary tariffs; South Korea maintains tariffs on textile
products that range from 30 to 85 percent, but most textile and
apparel items face outright import bans. 1In Taiwan, textile
tariffs run from 75 to }00 percent, but to cover situations
where we would be competitive eno-:gh to overcome these barriers
Taiwan specifies that many items may be imported only with
licenses approved by our competitors there -- to be absolutely
certain they are not the least bit harmed by us, or by any other
offshore producers. In China, the direct control of import
purchases is well known -- and on top of that textile tariffs
run up to 250 percent.

Many other countries that maintain high levels of textile
and apparel exports to the U.S. completely ban imports of
similar products in return. In our own hemisphera, Brazil
maintains textile and clothing tariffs at 205 percent, but most
items also ﬁre banned either directly, or indirectly via import
liceAsinq.

In general, these developing countries allow U.5. fiber and
textile products into their markets only when they are necessary
for export production and when there is insufficient local
supply. o

In short, Mr. Chairman, we face a world that consistently
prevents us from making use of the substantial competitive
advantage we have developed in many areas through consistent
investment, modernization, and product innovation. We simply
cannot continue to exist if we are the cnly open market in this

international network of restrictive practices.
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These practices not only stop our direct exports, they .
result in a major deflection of worldwide textile and apparel
producing capacity to the U.S. market. The massive import surge
in the U.S. during the past two years bears this out. We have
seen a 65 percent increase in textile and apparel imports to the
U.S., while most other major developed country markets have
maintained nearly flat, controlled import levels.

The European Community illustrates this best of all.
Notwithatanding a major export drive by the less devuloped
countries over the past two years to gain foreign exchange,
Burope has managed its import regime in a manner that has
allowed only aodest growth in textiles and apparel. Following
the last MPA, the EC negotiated much tighter agreements with
Hong Kong, Taiwan, and Korea resulting in rollbacks in their
trade levels -- just as they did after the previous version of
the MPA in the late 1970's. Since then, the EC has administered
1£s import control system in a tignt, carefuvl manner. This
provided room for some increases in imports from China and from
the Community's important trading partners in the Mediterranean
regions. Thus, the EC has Leen able to prevent disruption in
its own market while accommodating growing trade relationships
with its most important trading partners. Our Government has
done its part to heip them by allowing in all of the trade
diverted away from the EC market by these practices.
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Mr. Chairman, the U.S. practices duriag this period stand
alone in the worldwide trad;nq community -- and they have cost
hundreds of thousands of jobs with no end in sight.
Notwithstanding repeated comaitments to prevent disruption and
to relate import growth to growth in the domestic market, our
Government has in fact done neither. Imports have been allowed
to explode into the U.S. market from all sources, whether from
old established suppliers or from new entrants encouraged to

build textile and apparel producing capacity to target the one

. significant open market in the world.

This situation simply cannot continue if the U.S.
fiber/textile/apparel sector, and the four million workers who
depend upon it directly and indirectly, are to survive.

S. 680, the Textile and Apparel Trade Enforcement Act of
1985, will redreas the unfairness of the past four years. It
will impose order and stability in this critical sector, while
granting the smallest and poorest countries the major part of
U.S. import growth, now and in the years ahead. The impressive
co-sponsor list for the bill -- compromising more than a
majority of both Houses of this Congress -- attests to its
appeal as the best and most timely solution to the unfair,
targeted trading practices we face.

Mr. Chairman, 1 urge the Subcommittee to give this necessary
legislation the urgent attention it deserves.

Thank you for this opportunity to present the viewpoint of
the American man-made fiber producers on this critical topic.
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8. ement of
Willic R. Houston
Bafore the
Subcommittee on Internationsl Trade
Senste Committee on Finance
July 15, 1985

I am ¥William H. Houston, cotton producer from Tunics, Mississippi and vice
president of the National Cotton Council, in whose behslf I appear. The
Council is the centrsl orgsnization of the American cotton industry
representing producers, giooers, seed crushers, varehousemen, merchauts,

ssoufaccurers and cooperatives from the Carolinas to Csliforunis.

Because of the severe adverse impact of textile imports, the U.S. cottoa
producer finds himself o; s treadmill, trying to compensate fo} domestic aarket
losses with iocreased rav cotton exports. The rapidly acceleratiog speed of
the treadmill suggests it vill be next to impossible to keep up vith 'it in the

years ahead.

The situstion is summerized in Exhibit A. appended. Net domestic consumption
{mill consumption plus textile imports mious textile exports) is a fairly good
spproximaticn of tetlil_off(ake. Tvo recessions gave impetus to a dovotrend in
net domestic cotton con;uapcion between 1973 and 1982, But vith economic
recovery in 1983, net domestic coasumption jumped to 7.7 willion bales, and it
vas runpiag at ao apousl rate of oearly 8.2 willion in 1984, This is the

highest net domestic cotton consumption in 12 years. It clesrly reflects ao

improviog demand for cotton products at retail.
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Unfortunately, the amount of the total market supplied by U. S. textile mills
has dropped to just over 5.1 million bales, with the gap supplied by imports
widening dramstically since 1982. The implications of this are icdced omipous

for both the U.S. textile industry and che raw cotton iadustry.

During the 1973-84 period, the average annual rate of increase ie cotton

textile 1mporte wvas 9.1 perceat. For purposes of compsrison this will be

referred to as the “long-term” rate of growth in imports. For wsn-made fiber
.

textiles, the long-terw import growth rate vas 7.8 percent.

Usiong the begiuning of the '80s to capture the more recent scceleration in
textile import growth, we find the average snnual rate of iocrease for cotton
textiles to be 16 percent, It wvas even higher for man-made fiber textiles, at

18 percent.

To explore soms implications of such growth in cotton textiles imports, it is
optimistically avsumed that net domestic cotton consumption will stay well

above the historical tread, and go to 9 wmillion by 1989,

Assuming that import growth recedes tc the loog-term rate of 9.1 percent
annually, the amount of the U.S. market supplied by doaestic mills vould have
to decline to 4.3 willicn bales by 1989, If oothiag is done, however, and if
the more recent anaual growth rate of 16 percent were to contioue, then tLhe

amount supplied by domestic mills would have to drop to 2.8 million bales.
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To put it another way, the long-term growth rate io textile imvorts (chas is,
9.1 percent per year) would result in the domestic market being totally taken
ovar by imports in 12 years. The more recent grovth rate would reasult in gogal
takeover in just 7 years. Furthermore, duriog last year, cotton text}lo
importe sosred an astounding 29 percenr. If that growth rate is -llovea to

cortinue, the domestic market will be gone in just & years.

Mooe of these receot growth rates in textile imports is comsistent vith
survival of cotton's domestic morket nor, indeed, survival of » viable U. S.
cotton industry, considering that & out of 5 bale equivaleants of cotton in

imported textiles are foreigo-growa.

The sysptom of shrinkiog markece that is most psinful to cotton producers is
depressed cotton price. If <ottom product imports bad hald the ssme market
share in 1983-84 as in 1980, it is estimated that the farm price for cotton
would hsve approximated 75 cents per pound, rather tham the 66 cents that
actuslly occurred. 1f so, the 12,7 million bales actually sold would have
brought 9 cents per pound, or $43 per bale more (Exhibit B8). This makes the
total loss on cotton actually sold exceed $550 million. Furthermore, total
sales vould have increased by about a millica bales, which at 75 ceats per
pound makes the loss on cotton not sold reach $350 million. Therefore, the
totsl lost revenue to cotton farmers from the svalanche of cotton textile

imports may have approached 900 willion dollars in 1983 alone.
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Of ccurse some of that loss was offset by deficiency payments, dut that @-poa.d
nesyly & half billion cost on govermment which was directly sttributable to

cotton textile imports.

Without question, the cotton farmer's back is to the wall, He would bave to
expand exportvnnxlett vith & vengeance to offset the kind of losses he is
incurring from textile imports. And under even the most optimistic
expectations for the near term, significant expansion of export markets is not

in the cards. lo fact, & decline of 20 to )0 percent is expected next season,

Given that annusl textile import growth over the past four years should have
spproximated 6X upder ecisting bilateral agreements, and cousidering that
actual growth ex;eeded 16X over that period (and escalated to 29X in 1984),
there can be little doudt about the inadequacy of fede;-l enforcement of quots

lavs.

That's vhy some kind of relief — sigoificant relief ~- mugt be forthcoming,
and it must be granted soon, if the U.S. cotton industry is to survive long
enough for fair trade pdlicies to be implemented which will permit raw cottoa

apd cotton textiles to be traded competitively im inoternational markets.

L.
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Exhibit A

U.S8. COTTON TEXTILE MARKET
(Mil. Bates)
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Exhibit B
1983-84 Crop Year

Predicted Farm Price
with 1980 Market Share 75¢/1b.
Cotton Product Imports

Actual Farm Price 66¢/1b,
9¢/1b.
Difference
$43/bale
Loss on Cotton Sold $546 Million
Loss on Cotton Not Sold $350 Million

TOTAL LOSS - $696 Million
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TESTIMONY OF ELLISON S. MCKISSICK, JR.
PRESIDENT

AMERICAN TEXTILE MANUFACTURERS INSTITUTE

Mr. Chairman, members of the Subcommittee on
International trade, my name is Ellison S. McKissick, Jr. On
behalf of the American Textile Manufacturers Institute, I am
here today to testify at this critical moment in our history.

I am president of Alice Manufacturing Company, Inc., in
Easley, South Carolina, for 62 years makers of broadcloth and
printcloth for apparel. 1 am also president of the American
Textile Manufacturers Institute, the industry's national trade
organization representing 85 percent of the primary textile
mill products industry in the United States.

The American fiber, textile and apparel industry is a
significant player in the economies of 48 of 50 states. The
textile and apparel industry employs 2 million people
nationwide, more than automobiles and steel combined, and we
are a leading manufacturing employer of women and minorities.

The textile industry had sales of $55 billion last year
and is composed of large corporations and many smaller
enterprises, like my own company, where I know nearly everyone
of our 2,000 employees by name.

The American textile industry is tied closely to our
fiber suppliers. For example, we buy all of the wool produced
in the United States. We consume more than 40 percent of the
cotton grown in the United States and historically have been
our cotton industry's most reliable customer. Some 80 to 90
percent of the U.S. man-made fiber production is consumed by
the domestic industry. So, it is obvious that a slump in

textiles is felt all the way up the line.
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I wish I could say that the problems this industry faces
are just a slump, a dip in the road and nothing more.

But what this industry is up against is a crisis, nothing
less.

Oour markets are being flooded by imports of yarn, fabric,
clothing and home furnishings from Asian manufacturers whose
low wages and working conditions would be unlawful in the
United States.

We are competing not just against manufacturers, but
against foreign governments who routinely subsidize exports and
keep the door shut to American products.

Imports are marked up 300 - 400 percent more than
comparable domestic products, and therefore are almost
irresistable to mass merchandisers. According to governrent
statistics, more than 40 percent of apparel and apparel fabrics
now are imported. A recent survey of goods actually on the
racks of clothing stores shows imports are much higher. .

This one-way trade, 80 clearly out of balance, is the
product of a U.S.trade program that is both useless and
ignored. As a result, imports have doubled since 1980.

Textile employment is at 699,000, the lowest point since
records have been kept.

The last four years have been heralded as a period of
economic recovery, but the textile industry isn't sharing in it.

Since 1980, imports have grown at an average annual rate
of 19 percent. At the same time, the domestic market for
textiles and apparel ﬁas grown less than 3 percent per year.
This is despite P:es;éent Reagan's well-publicized commitment

to keep import growth:in line with market growth.
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The textile and apparel trade deficit of $16 billion for
1984 was fully 13 percent of the national merchandise trade
deficit. Already this year we are experiencing a 13 percent
increase over that record.

It is difficult to explain the virtues of the Reagan
economic recovery to the 300,000 textile, apparel and fiber
workers who have lost their jobs since 1980. During the last 2
years at least 90 textile plants have closed. Thus far in 1985
at least 40 have shut their doors.

Mr. Chairman, at this point I'd like to request that the
1984 and 1985 plant closings be inserted in the record of these
hearings.

This list of plant closings and jobless workers will
lengthen if the present trend continues.

The textile industry has seen this crigis developing for
several years, and we have been moving aggressively to do
everything we can to insure our survival.

For example, the industry has invested an average of over
$1 billion every year for the past 10 years in new plants and
the most modern equipment money can buy.

Even last year, with a record imports increase of 32
percent the industry invested a record $1.9 billion in capital
improvements. Spending for 1985 should top $2 billion.

The result is that the American textile industry is
universally recognized as the most productive and most
efficient in the world. The average annual increase in American
textile productivity has out paced that of manufacturing in

general.
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The industry is actively exploring new methods of
production, developing new products, improving quality and
trying to shorten lead time.

Private companies and the federal government are
financing, on a 50 - S0 basis, research by the Textile Clothing
Technology Corporation into machinery to automate apparel
production. The first of a new generatior of machines is
already being field tested.

We are going directly to the public with a marketing
effort called Crafted with Pride in U.S.A. aimed at heightening
awareness of American textiles and apparel.

But all the equipment, all the research, all the
marketing, and all the presidential promises in the world won't
matter if the text}le industry doesn't have the tools it needs
to compete in the world market.

That is why the Textile and Apparel Trade Enforcement Act
of 1985 is so important. It is the tool America needs to
restore balance to trade.

This legislation, which was introduced March 19, has been
endorsed by every major segment of our industry and it has been
co-sponsored by 53 Senators and 290 House members.

The objective of the bill is to achieve the goals of the
Multifiber Arrangement, which anticipated reasonable import
growth, by providing orderly and non-disruptive increases for

all fiber, textile and apparel products.
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The administration has raised some objections to this
legislation which simply are not valid. There, is for example,
the contention that the legislation would vioclate of the
Multifiber Arrangement (MFA). Yet, the Textile and Apparel
Trade Enforcement Act is fully consistent with the objectives
of the MFA, which are to prevent market disruption and provide
for growth of developing country exports. The bill would
mandate acticns similar to those taken unilaterally in 1977 by
the European Economic Community. The EEC cut back trade from
major suppliers, imposed low growth rates and astablished a
global approach to controlling key imports. Their actions were
accomodated by a memorandum of understanding agreed to by MFA
participants and there was no retaliation.

The administration further contends that actions it has
taken have brought import growth to a halt. I don't need to do
anything but submit for the record the U.S. Department of
Commerce's trade statistics for May 1985 to illustrate that
this is not true.

U.S. IMPORTS
(millions sye)

May

. 1985 1934 $Chg.
Total 953.0 821.8 +16.0
Textiles 504.7 447.5 +12.8
Apparel 448.3 374.2 +19.8
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The 16 percent growth hardly means that import growth has
been “halted.”

On the contrary, imports are clearly out of control.

The administation obviously is not willing to take
actions which will result in achieving the President's own
commitment to relate growth of imports to growth of the
domestic market. i

In view of this, it is up to Congress to act now and
provide the means for bringing about orderly trade in textiles.

It is absolutely essential that the Textile and Apparel
Trade Enforcement Act of 1385 be passed this year if we are to
maintain a textile ané apparel industry in this country.

Mr. Chairman, the essence of this legislation is that it
would strike that delicate balance so that textile and apparel
trade is on a level table. It doesn't guarantee that we will

prosper and survive, only that we have a fair chance.

He

51-752 O—85—6
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Statement
By
Larry B, Shelton
for the

American Apparel Manufacturers Association

Thank you, Mr, Chairman, My name is Larry B. Shelton. ! am Chairman of
the American Apparel Manufacturers Association and President of the Greif
Companies, a major manufacturer of tailored clothing located in Allentown,
Pennsylvania. AAMA is the central trade association for the American apparel
manufacturing industry. Our membership represents some two-thirds of U.S.
capacity for apparel manufacturing and é}oduces a1l lines of apparel in

virtually every state,

We very much appreciate your interest in our {ndustry and the prodbleas

caused by the flood of imports. It is our privilege to be here today,

The KAMA {s tn strong support of the Textile and Apparel Trade Enforcement
Act of 1985 which was introduced in both the House and the Senate on March 19.
We believe passage of this bill is necessary to bring order to a chaotic import
situation and to provide domestic garmeat manufacturers a reasonable share of

the Amerfcan market.

Despite our problems, our industry is a viable one, making an enormous
contribution to the domestic economy. We provide employment for about 1,2
aitlion people, about one n!liion of them women, Wages and benefits paid by
the apparel industry §n 1983 were about $16 dbillion. The industry creates two
to three times as many jobs in other {ndustries -- retail, transportation,
service, etc, The value of the fabric consumed by our industry represents 50
percent of the total value of the output of the domestic textile {ndustry.
forty percent of the fider consumed in the United States goes into the fadric

used to manufacture apparel.
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Qur industry has not been without government support and for that we are
grateful. Some form of international regulation of textile and apparel trade
has existed since 1957 when the Japanese vbluntarily limited their exports of
cotton fabric. It extended through three international agreements limitnig
imports of cotton products. In 1373, the first Multifiber Arrangement,
covering cotton, wool and man-made fibers, went into effect and it has twice
been renewed, The United States has negotiated zbout 30 bilateral agreements

under the umbrella of the MFA.

We also are appreciative of the efforts this Administration has made to
bring a measure of certainty and reasonableness to the import control program,
The guidelines issued on December 15, 1983, represented an effort to dbring
under control at the earliest possible moment imports in uncontrolled
categories from countries with which we have bilateral agreemerts and rapidly
tncreasing imports from non-bilateral countries. Likewise, the new rules of
origin pudblished on August 3, 1984, were a sincere attempt to cope with
transshipments and quota avoidance, [ might ada that the AAMA is most pleased
that these rules have been amended to close a large loophole they accidentally

created.

Despite these‘efforts. the Administration has fallen short of its
commitment to relate the growth of imports to the growth of the domestic
market. Imports of apparel in calendar year 1984 totaled four billion 722
million square yards equivalent, up 21 percent from the previous record year of
1983, Since 1980, the last year before this Adminfstration took office,

imports of apparel have increased 64 percent,
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In letters recently sent to each of you, the Administration noted that
imports during the first four months of this year were lower than last year.
Well, that honeymoon is over. Apparel imports in May, the fifth month, shot

upward, recording a 20 percent increase over May 1984,

It also is interesting to compare the current import situa’.ion with the
situation as it existed in 1973, the first year the Multifiber Arrangement was
in effect, (n 1973, the domestic industry produced 13.1 outerwear garments for
every American and imports provided 3.7 garments per gerson. Last year, the
domestfc industry produced an estimated 13,2 outerwear garments for every
person, an increase of one-teanth of one garment over 21 years. [n 1984, by
comparison, imports accounted for 8.1 garments per person, an increase of 219
percent since 1973, Put another way, in 1977 imports provided American 22
percent of their outerwear garments. In 1984, imports accounted for 39 percent

of those garments.

This import growth is the primary cause of the loss of 274,000 jods in the
apparel industry since peak employment of 1,438,000 in 1973. Many more jobs
have been lost in the textile, fiber and other industries. Currently, the
unemployment rate in the apparel industry is 12.2 percent, more than half again
as high as the national average. Unemployment in the apparel industry has

fncreased two percentage points in the last three months.

-3-
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By comparison, the European £conomic Community appears to have done quite
well {n controlling apparel imports. Between 1979 and 1983, apparel imports
into the EEC grew only 7.1 percent, compared to 45.6 percent into the United
States., The EEC actually rolled back tong Kong, Korea and Taiwan by 11 percent
in that time span while imports from those three countries into the United
States grew 44,3 percent; There is one area where apparel imports into the E£C
did grow rapidly and that is from a group of countries around the rim of the
Mediterranean which grew 30,2 percent, Significantly, these countries prodadly
are participating in outward processing -- the €EC version of our Tariff [tem
807 -- and the apparel deing imported is made of cloth manufactured in the EEC,

It becomes apparent tﬁat the Multifiber Arrangement and the bilateral
agreements negotiated under it are not bringing order to the American
marketplace. Import penetration has doubled during the life of the MFA and the

domestic industry is suffering from a new avalanche of imports.

One reason the MFA has not worked for the United States is that the
bilaterals negotiated under it are not comprehensive. There are 109 categories
of textile and apparel imports and none of the bilaterails begins to provide
full coverage. A brief case history may be interesting. [n 1981, the United
States renegotfated its bilaterals with the three largest suppliers -- Hong
Xong, Korea, and Taiwan -- to reduce the growth rate provided on specific
categor|ei‘to one percent or less. Yet in 1982 apparel imports from these
countries increased 5 percent and they grew another 14 percent fn 1983, This

growth came largely in categories not covered by quotas,
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However, the Administration action of December 16, 1983, resulted in a
significant increase in the number of categories with quota coverage from these
three countries. The result of this action? A shift in production to a group
of secondary suppliers. Imports in the following year, 1984, increased 52
percent from India, the Philtippines, [ndonesta, Singapore, Sri Lanka and

Thailand,

Another and more recent reason the MFA is not working {s because it covers
only products made from cotton, wool or man-made fiders, It does not cover
other fibers such as linen, silk and ramte. Until recently this has not been 3
problem, However, when quotas on sweaters began to bind, manufacturers in the
low-wage countries found a way around them. Imports of sweaters from Hong Kong ’
in 1984 totaled four million 967 thousand dozen, nearly doudble the quota
avatlable, However, of that number nearly 2.4 million dozen -- 48 percent of
the total -- were made of non-MFA fibers and not subject to quota. Imports of

non-MFA sweaters from Hong Kong in-ceased 284 percent in 1984,

Another 1.4 million dozen non-MFA sweaters come from Korea, while Taiwan
sent 378,000 dozen and China sent 250,000. Non-NFA imports of all products in

1984 were 8.6 million dozen.

finally, the NFA does not work for the United States because the U.S.
import control program is operated by a bulky interagency committee that is
slow and reluctant to act on rising imports and because the administration of

the program has been woefully inadequate.
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for these reasons, the American Apparel Manufacturers Association fs in
support of S. 680, the Textile and Apparel Trade Enforcement Act of 1985, This

bill would translate the intent of the MFA into law.

1t would limit 1985 imports to the levels they would have reached had we
not suffered the massive import increases of the tast four years. It would
restrict the largest exporting countries which have dominated our market and
allow for growth from the smaller countries which are seeking a share of the

American marketplace, It would provide for orderly growth in the future.

This bill would reduce the imports of the major low-wage exporting
“countries to their 1980 levels, then provide them six percent growth for each
year through 1984, This six percent growth figure is consistent with the
intent of the Multifiber Arrangement, Their authorized levels for 1985 then

would be 101 percent of the new 1984 level,

The smaller countries seeking to ship textiles and apparel to the United
States would receive dbonuses., Their 1985 export 1imits would be 115 percent of

their actual 1984 exports.

In years after 1984, import growth from the largest suppliers would be
limited to one percent a year, while the smaller suppliers would have six
percent growth limitations. This formula would have the effect of allowing the

smaller countries much greater access to our market.
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Also, S. 680 would provide quota coverage for the non-MFA fibers that have
appeared in large volume in the last two years, and {t would require the

estadblishment of an import licensing systeam,

Consistent with S. 680, AAMA has offered a proposal for the creation of an
import permit system which would provide a significant {mprovement in
monitoring imports of apparel and provide more certainty in the operation of
the import control program. This system could be implemented by the
Administration under current authority and it would be consistent both with the

MFA and the General Agreement on Trade and Tariffs,

Under this system, an exporting company would obtain a permit from the
United States Department of Commerce. A request for a permit must be
accompanied by legitimate evidence of an order for the goods. In the case of
goods covered by quota, the exporter must present evidence that he has bdeen
allocated quota. This would prevent a few mujor exporters from obtaining large
numbers of permits. A permit must be obtained no earlier than 18 months and no
later than 90 days prior to shipment. The Department of Commerce could charge

the exporter a reasonable fee for the permit,

Permits would be considered authorizations to import and their issuance
would be automatic-except in cases where quotas are filled. Permits also would
provide an early warning system under which their accumulation would alert
government and industry to 1mpending threats of market disruption., Permits

would be required for imports from all countries,
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The exporting company would be required to have the permit validated by an
appropriate government agency in its own country. This validation would affirm
that the goods are what they are purported to be and that they are goods of
origin in that country, This permit then would accompany the goods and no
goods would be admitted through U.S. Customs without an appropriately validated

permit,

The one thing that all persons concerned with the textile and apparel
import control program can agree on is that it is not working properly,
Domestic manufacturers ;re concerned about the rapid increases in imports,
Importers and retailers are concerned about embargoes and the inability to plan

their businesses,

We believe the system we propose combined with passage of S, 630 would
provide more certainty to the program, allowing both domestic manufacturers and

importers the luxury of advance planning.

Mr. Chairman, | would like to discuss for a minute the subject of the
effect of the apparel import control program on inflation, It often is claimed
that the prices of imported apparel are lower than the prices of garments
produced domestically and that any limitation on the amount of apparel imported

comes at the expense of the consumer,
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Recent data, however, belies that claim. The Marketing Research
Corporation of America is a respected consumer disry that reports regularly on
what American consumers buy. Data provided includes the description of the
garment, its fider content, its price and its country of origin. This data is
a real report on what American consumers are buying and what they are paying

for it,

[n 1984, according to this survey, the price of imported apparel in the
United States was virtually the same as the price of domestically-produced
garments. Compared item for item, men's and boys' garmeats cost $6.68 per
garment if they were made in the U.S.A. and $6.63 each if they were imported.
In women's wear imports actu(ally were more expensive, costing $7.72 each
compared to $7.65 for the domestic item, A copy of the study is attached to

this statement,

Mr. Chairman, [ want to thank the Subcommittee for the opportunity to
appear here today. We appreciate your interest in our industry and your
concern for our problems. [ would be pleased to answer any questions you may

have,
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AVERAGE RETAIL PRICE DOMESTIC Vs IMPORT
Men & Boys Garments
(At Domestic Mix)
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July 15, 1985

To: United States Senate, Finance Committee
Subcommittee on International Trade

Re: Textile and Apparel Tvade Enforcement Act of 1985
(S680)

From: John R. Meinert, Vice Chairman of Hartmarx and
its subsidiary, Hart Schaffner & Marx, and President
of the Clothing Manufacturers Association.

Hartmarx's corporate headquarters are in Chicago,
and its subsidiaries operate 33 manufacturing plants
and 460 retail stores employing 25,000 men and women
throughout the U.S.

As the representative of one of the nation's
oldest, largest, and most respected apparel companies
and as a leader in the tailored clothing industry, I
urgently request your support of this legislation.

My company, which will celebrate its centennial in
1987, has sales of over $1.1 billion annually and
25,000 employees about equally divided between
manufacturing and ‘retalling. Most of our production
is sold to independent retailers, and our stores sell
the apparel we manufacture as well as hundreds of
millions of dollars of goods purchased from other
manufacturers. - Our company has an international
marketing perspective in both manufacturing and
retailing, ranging from our worldwide selection of
goods and designs for our customers to recefving
millions of dollars annually froa international
licensing.

As a major presence in the apparel industry,
Hartmarx shares this committee's interest in promoting
a balanced econoaic perspective on the issue of
imports.

As a manufacturer, we provide retajilers with Hart
Schaffner & Marx, the nation's foremost brand of
tajilored clothing, and with many other brands such as
Hickey-Freeman, Christian Dior, Jack Nicklaus, Austin
Reed of Regent Street, Johnny Carson, and Plerre
cardin--all "Crafted with Pride in U.S.A."

As a retailer, we provide the best fashions for
American business and professional men and women.
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In acquiring our global view of imports, we have
many views that we wish t> share with you and your
colleagues.

Hartmarx does import some goods from abroad.
However, the thrust of our importing--and that of
others who share our view--is to provide the American
consumer appropriate access to fashion, quality, and
choice in apparel. The legislation before you is, in
our view, adequate to assure the continuation of this
intention among conscientious apparel retailers in
this country.

What must be emphasized most strongly is that the
absence of this legislation is an open dcor for
retailers and importers of lesser intentions--and the
effect will be to sacrifice the production and
economi~s well-being of American apparel workers to
their competitors in low-wage countries.

It is no secret that a big attraction of cheaper
imported goods is the exceptional mark-up available to
be taken by retailers. It is argued that such
low-base pricing is passed on to American consunmers
through lower prices. That argument has been
demonstrated incorrect. The high margins available on
these imported goods are used to benefit those who
import them, as the differential is retained by the
importer-seller. The American consumer does not
receive lower prices, and we know this to be true from
our information about companies which compete in our
retail markets.

If this committee accepts misrepresentations in
the name of consumer benefit, the consequence will be
distortions in trade, substantial sacrifice of
American competitiveness, and potential devastation
for hundreds of thousands of American workers and
their families.

My company's experience as a manufacturer of
apparel illustrates the importance of the point I
raise. Among the 12,500 people we employ in our
factories, many are first and second generation
Anericans who lack the language and skills to
participate in other sectors of our econoamy.
Employment in apparel manufacturing has been the means
by which generations of new Americans have raised
themselves from conditions they fled, and that remains
the case today, as our industry represents an
opportunity for those who have chosen this nation for
their future and the futures of their children.

Whether you visit our factories in the North or
the South, in Chicago, Buffalo, or Miami, we--and
othe: manufacturing companies--have provided and are
providing jobs, benefits, and dignity for Americans
whose origins were in scores of other nations. These
people are participating in the American heritage.
That heritage and its opportunities will be denied
without the assistance of the measure before you, and
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it would be ironic to penalize our fellow citizens by
providing additional economic benefits to the
countries they left.

Defeat of this legislation will seriously hamper
employment for those currently employed in apparel
manufacturing. As president of the Clothing
Manufacturers Association, I can testify that the
number of workers employed in clothing manufacturing
has declined by half over the past decade. This
declining trend will continue unless you and your
colleagues pass this measure. It is likely--if the
historical trend is permitted to prevail--that apparel
manufacturing can cease to exist as a viable industry
in this country and American companies will find
themselves marketing the production of other
countries.

The potential for damage is not only particularly
acute in our large industrial cities but also in many
small towns throughout the country.

For example, in addition to operating stores in
over 80 percent of the states and selling to
indepandent retailers everywhere, we also operate
plants in about 30 communities. About two-thirds of
these are in small towns, and the remaining are
substantial employers in larger cities, as we have
manufacturing plants in one-third of the states. Many
of cur manufacturing facilities are the principal
employer in areas ravaged by industrial
rerationalization.

While we employ over a thousand workers in each of
our large Buffalo and Rochester, New York, plants and
in Chicago, we also employ several hundred to over a
thousand workers in states such as Florida, Georgia,
Alsbama, Arkansas, Missouri, both Carolinas, Virginia,
Indiana, Maryland, Kentucky, Tennessee, Ohio,
Pennsylvaina, and California.

In the Quad Cities area of Iowa and Illinois, for
example, our manufacturing facility is a principal
employer in an area that has lost hundreds of jobs
through the decline of farm equipment manufacturing.
Without our presence, many important areas of the
American heartland--already badly hurt by declining
farm markets--would be virtually without a major
employer.

But even if we move our attention from such cases,
it should also be recognized that apparel
manufacturing jobs employ thousands of women who in
many cases are the sole support for families plagued
by structural unemployment. Of the approximately
12,500 total employees in our manufacturing
operations, almost 10,000 or close to 80 percent are
women. We provide the underpinnirg for the
maintenance of their families, and we give marginally
eaployable but earnest workers the skills to pursue a
lifetime of employment.
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Hartmarx is not alone in the manner by which we
contribute to the economic stability--if not
survival--of these citizens, their families, and their
communities. The clothing manufacturing incdustry as a
whole likewise serves this vital economic function.
This important American industry needs the legislation
before you. Hundreds of thousands of your
constituents need it. I urge you to act decisively in
assuring its passage.
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Senator DANFORTH. I have a couple of questions.

One thing that has puzzled me is, why don’t the textile and ap-
arel industries file a case under section 201 of the Trade Act? We
ave on the books a means of dealing with injured industries when

there are surging imports; for example the shoe industry has filed
a 201 case, there is a specialty steel 201 case. These are laws that
are on the books now; they are available to everyone who wants to
use them and to initiate the case and avail themselves of the reme-
dies provided by law. The textile and apparel industry has not uti-
lized the generic law, but instead has come to Congress and said,
“We don’t want to pursue the remedies available to everybody else,
we want special treatment.” Why don’t you use section 201?

Mr. KLoPMAN. Senator, could I call on some legal advice?

Mr. GREENWALD. Senator, my name is John Greenwald with the
law firm of Wilmer, Cutler & Pickering. We have looked into the
question of relief available under trade laws. You mentioned specif-
ically 201; I believe this committee knows full well the record of
the administration in dealing with 201 actions.

In January-February 1984, five or six 201 actions were filed on
behalf of industries. Each one cost several hundred thousand dol-
lars. The administration denied relief as a formal matter in every
single one of them, and only in steel did they grant any relief out-
side of section 201.

Based on that track record, it is very difficult as counsel to advo-
cate that the time and investment be put into a 201 case.

Senator DANFORTH. OK. Well, then, I don’t know, maybe Mr.
Klopman would want to come back, or maybe you would like to
answer. We are going to find out how the administration feels
about section 201 very quickly when the shoe case is decided, the
relief for the shoe industry is decided.

Would you agree that as a general principle it would be better to
follow the generic form of relief rather than ask for special legisla-
tion for your industrg?

Mr. GrReeNwALD. Sir, a 201 action would take 8 months. You
have seen the statistics. That would be before any relief whatso-
ever could be granted. You have seen the statistics.

Senator DanrorTH. Well, you could have filed 201 in January.

Mr. GREENWALD. There was very little basis on which to have
any credibility in the remedy afforded 201 action, given the persist-
ent pattern of denying section 201 relief by the administration. To
do so now would require another 8 months. By that point, the
damage becomes irreparable.

[Reply to Senator Danforth’s question as to why the industry has
not filed a section 201 case:] .

You have asked us to set forth reasons why we believe section 201 does not offer a
solution to the U.S. textile and apparel industry's current trade problems. While
section 201 cannot be wholly rulenf out as a useful tool in securing relief for some

ents of these industries, it is not an appropriate mechanism for achieving a sat-
isfactory resolution of the current trade problem. It is not a substitute for the enact-
ment of comprehensive legislation.

INADEQUANCY OF RELIEF AVAILABLE UNDER S8ECTION 201

The most important drawback to a section 201 action is that the relief which it
offers will not resolve the basic trade problems confronted by the U.S. textile com-
plex. In these industries, two problems are presented:
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Low wage countries enjoy a substantial labor cost advantage over developed coun-
tries. .

The progressive reduction in trade barriers envisioned by the GATT system is not
happening and is not likely to happen in this sector in any country, particularly in
the developing exporting countries. -

It is precisely because of these factors that the MFAMystem was established as a
derogation from general GATT principles to govern trade in textiles and apparel.
The experience of these industries represents an exception to the much faster liber-
alization of trade that has occurred in most other industrial sectors pursuant to the
GATT Most nations, particularly the low wage exporting countries, continue to
employ a substantial degree of overt protection on behalf of their domestic textile
andp apparel industries, a reality which will not change under any foreseeable set of
circumstances.

Given the remedy available under the statute, it is unclear what a section 201
action could be expected to achieve. Such an action seeks temporary relief—a maxi-
mum of 5 years—to permit the U.S. industry to “adjust” to international competi-
tion. How is the U.S. apparel industry expected to adjust to foreign wage rates of 18
cents an hour? Such phenomena will still exist 3 or 5 years from now, when tempo-
rary relief granted pursuant to section 201 would expire.

PROCEDURAL PROBLEMS

The procedural problems involved in bringing a section 201 action in this industry
would be substantial. For example, in past section 201 actions, the USITC has found
that industries much more homogeneous than textiles and apparel are actually di-
visible into separate sub-industries. In a 1976 stainless steel case the Commission
found that the U.S. stainless steel industry was actually four separate industries—
stlainless steel strip, stainless steel bar and rod, alloy tool steel, and stainless steel
plate. )

In this case, defining the domestic industry in an adequate fashion would present
a major hurdle. The textile crisis affects a major industrial complex consisting of
producers of fiber, fabric, and clothing. The upstream, midstream and downstream
sectors are segmented into a large number of subsectors. The textile complex is far
more diverse than the stainless steel industry, and the Commission could easily find
that it consists of dozens of different industries, some requiring import relief accord-
ing to the Commission's criteria, others not. If relief were granted pursuant to sec-
tion 201 in one “industry,” foreign producers could quickly shift their production to
other “industries” (e.g., from men’s shirts'to women's blouses)—presumably necessi-
tating additional section 201 actions. The relief which eventually emerged from such
a hodgepodge of section 201 decision could well be no more effective in addressing
the overall trade problem than the current U.S. import regime.

DISCRETIONARY NATURE OF RELIEF

Even if the USITC recommends relief for a broad ent of the industry, the
ultimate grant of relief is a matter for Presidential discretion. In a substantial
number of section 201 cases, the President has denied relief after the USITC recom-
mended that relief be granted, reflecting political, foreign policy or other concerns
unrelated to the merits of the industry's case. In this situation, the prospect of a
large number of separate section 201 decisions, coupled with the uncertainties cre-
ated by Presidential discretion—which could exacerbate the hz}j)hazard quality of
the relief granted—makes it highly unlikely that an effective U.S. import regime
could emerge from the section 201 process.

Senator DANFORTH. Well, I don’t know. My understanding is that
shipments of U.S. apparel were up last year rather than down, and
that emplozment was up a little bit—not much—rather than down.

I agree that there is a serious probleis, but I am wondering if it
is an 8 or 9 month problem in view of the fact that shipments and
employment were up a little bit last year.

Mr. KLoPMAN. Senator, I believe that if you take a look at more
recent statistics, you will find that the slight gain in domestic ap-
ﬁarel shipments and in textile and apparel employment in the first

alf of 1984 were only a temporary phenomenon. Once inventories
were built up, domestic activity fell off again. Mill consumption of
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fiber for apparel products was up 1.5 percent in the first half, but
fell sharply in the latter half to finish the year down 7 percent. In
like manner, textile and apparel employment was up 3 percent in
the first half of the year, but finished the year 2.4 percent below
year ago levels. The import problem is not a short-run problem.

Senator DANFORTH. But you understand the seriousness of the
question. The seriousness of the question is that it really is prece-
dential to get special relief for an industry when a general statute
is available and you haven’t ever made any effort to utilize the
general statute—ever—under any administration.

Mr. SHEINKMAN. If I may, Mr. Chairman, as I understand it, the
textile and apparel industry covers some 3,000 items, unlike the
shoe industry, unlike specialty steel, which deal with one or a few':
specific items. It would be very hard to bring an action involving
all countries on 3,000 items before the ITC.

Second, we sought relief in terms of countervailing duties, with
13 countries over a ﬁear ago. And the kind of relief we got was
meaningless, out of the Commerce Department and the U.S. Trade
Representatives Office. In some cases the countries agreed to abide
by the new injury codes, which in effect negated our cases. And I
would like to cite a specific case—we are talking about going the
administrative route—involving my own industry.

Now, we had a situation involving imports of headwear, where
the country involved was Taiwan sending into the United States il-
legally, a misrepresentation of hats made out of synthetic fiber. In-
stead of slapping a penalty immediately, the administration agreed
to spread it out over 3 years, which means the industry has no
time to recoup. So when you are talking about administrative
relief—and I might point out, the amount of relief that has been
granted by the ITC in terms of the 54 cases is minimal. So you are
dealing with a very complex industry which embraces many cate-
gories of products, and you can’t very well deal with this in terms
of an ITC remedy.

Senator DANFORTH. Senator Roth.

Senator RorH. Mr. Klopman, you make a very strong, hard-hit-
ting statement. Let me ask you a question or two as to where you
think we should have headed.

You of course have this specific piece of legislation; but in your
testimony you say, ‘“The strategy of modern trading nations per-
fected by certain countries on the Pacific rim is managed trade
close business-Government cooperation. Unless the U.S. modifies
its blind adherence to unrealistic principles, a free trade will never
reggin a competitive position.”

if I understand your testimony, and you have heard a lot of
criticism from up here about our lack of trade policy, I assume that
you are urginﬁ that there be some kind of business-Government co-
operation in the United States in these areas. I wonder if you could
expand on where you think we should be headed. Is it possible, if
you have the right textile trade negotiators, that they could do
what is necessary? Or do you think that sector-specific legislation
is the wave of the future?

Mr. KropMAN. Well, I have been at this for 8 years, and we have
avoided, except in one occasion where we dealt with Ambassador
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Strauss on tariff issues, we have avoided the legislative route be-
cause it is the most difficult.

Clearly, if the administration were doing its job, clearly if the ad-
ministration were enforcing the MFA and were using all the tools
at their ﬁngertips. we wouldn't be here today. But they are not.
And we don’t have any great confidence that they will. And frank-
ly, in listening to them testify I had less confidence, because they
are talking a year out. And a year out isn't going to cut it. And
then they are talking about no rollbacks, while the EEC did have
rollbacks—and you know, those rollbacks really had a great impact
on us, Senator Roth, because they deflected imports into this coun-
try. But when other people seem to find a way to do it and we
don'’t, we see the legislative route at this point as being the only
route.

Senator Roth. But if I understand what you are saying, then,
you are proposing some kind of—1 don’t know whether you want to
call it “‘an industrial policy” or what, but that the Government, not
only in the case of textiles but in other areas as well, should clear-
ly begin to work out some kind of quotas, as a general approach.

I am not either agreeing with you or disagreeing with you; I am
just trying to determine what you are proposing.

Mr. KLopMaN. Yes, I think that is basically true. I think we have
~ to take a look at what Secretary Baldrige refers to as a $150 billion

‘merchandise trade deficit for 1985 and say, “Can we live with
that?” And if we can’t, maybe we ought to get in the business of
tit-for-tat and decide that we are going to have a little bit better
balanced situation with the rest of the nations in this world. And if
we are going to give away trade, give it in the form of aid tc those
countries where we think it is needed.

Maybe I am stupid, but I just don’t see how we can exist as a
real strong nation being a debtor nation.

Senator RotH. If I may carry you just one step further: If you
had confidence in the negotiators, you would prefer that approach;
but using legislation is sort of a backup?

Mr. KrorMaN. Yes, sir. But the will has to be there. In the first
place, Americans are very poor negotiators, anyway. I think we all
know that. But you know, before you can have confidence in a ne-
gotiator, you have got to have confidence that the people behind
him really want to get the job done. And I haven't had that feeling.
I don’t think any of you around the table feel any differently.

Senator RoTH. Since my time is disappearing, let me ask you one
further question with respect to the specific negotiations. I have
touched on this twice before, but the proposed legislation does not
cover the European countries, which you say have already used a
rollback, and does not include, I gather, Canada and Mexico. The
same is true of certain materials such as silk. Why these omissions
when there are rather significant import increases in these areas,
and why shouldn’t they be covered?

Mr. Kropman. Well, I think you heard it said before that, if the
Congress wanted to do some of those things, we would accept it.
But we thought the exclusion of Canada and the EEC made sense.
(I:é'oducts of silk and other fibers not subject to the MFA are includ-
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First let's take Mexico, sir. Mexico is covered. It isn’t covered in
the same way that the other 1.25-percent import share countries
are. We covered Mexico the way. we did because we thought it was
a special case. It is on our border, and we read in the paper every
day about all the problems that are there.

nator RotH. But let me ask—Europe is not on our border. We
are talking about loss of business, and we are talking about loss of
jobs. Whether you lose it because of an export from Europe or
Canada or wherever, as far as the worker is concerned it is the
same. So I am curious about the strategy. Why the strategy of not
including them?

Mr. KropmaN. Well, it might have been r strategy, but the
thinking was that Europe or the Common Markst was a different
animal simply because we have an open trading relationship. From
time to time when the dollar situation is different our ability to
Eenetrate that market is much different. So our relationship with

urope is different.

Let'’s look at our relationship with the Pacific countries—Korea
and Taiwan, for instance. We can’t ship goods into Korea, because
we have to wget a license from the local textile industry to get those
goods in. We can’t ship goods into Taiwan unless we sign a docu-
ment that says they are going to come back out in some other
form. So there is no equity in that ﬁart of the world, as opposed to
EEC and Canada. I think that is why we treated those two groups
differently. Now, maybe we wcre wrong; we would be glad to con-
sider a change.

Senator Rorx. Mr. Chairman, my time is about up.

Let me just say that seriouslg concerns me. No. 1, the Pacific
basin is a great growth area; I think we want to do business there.
I think it is important that we do appear evenhanded and not even
give the suggestion—I know it is not intended—even the suggestion
that there 18 some kind of prejudice involved. But more important-
ly, if we need legislation, it seems to me that it has got to be per-
haps worldwide, because you are talking about a 16 to 18 percent in-
crease in imports from Europe as well as a substantial increase in
the products not covered by the MFA, such as silk, linen, and
ramie.

Thank you for your very helggul testimony.

Senator DANFORTH. Senator Moynihan.

Senator MoyNIHAN. Mr. Chairman, I would like to ask the panel
a question, which is largely for your benefit, if I can put it this

way.

elou very properly asked whether there was a precedential qual-
ity to the proposal we have here, and I think there is in some re-
spects, surely. But it is the fact that for 23 years we have had an
arrangement with the rest of the world, with our trading partners,
negotiated openly and agreed to, to provide for an orderly growth
of imports; but not the disruption that Mr. Yeutter granted had
taken place. And this began with the long-term cotton textile
agreement, of which I was one of the negotiators, as Mr. Chaikin
and Mr. Sheinkman know.

I want to ask you what has happened administratively. I mean, I
sat for 2 years on the committee that was chaired by the Secretary
of Commerce, to administer the long-term textile agreement. We
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managed our problems. Has there been an administrative break-
down? Has there been misfeasance? Has there been incompetence?
Has there been the deliberate intention to bring about the result?

I mean, that red bar in your second chart there says, “The full
use of MFA would have given you perhaps a 25-percent increase in
this 4-year period,” and there was a 100-percent increase.

Would you volunteer, if you feel you are competent—I know
Chick Chaikin has followed it with endless detail—what is going on
in the program’s administration? How did this breakdown occur?
This is in violation of an agreement, and wholesale—not slipping a
few extra things on edge.

Mr. CHAIKIN. Well, Senator Moynihan, if I may make a quick re-
sponse to your series of questions it would be, “Some of each.”

We suffer greatly from the fact that action by the U.S. Trade
Representative and his associates comes too little and too late in
almost each of the instances. And we suffer also from the syn-
drome of locking the barn after the cows have strayed a long, long
wa& from home.

hen new starters come on track, we don't call for consultations
in a timely fashion. It is after they have impacted us in a very
meaningful way that we then call for consultations. And then, in
order to bring them to the negotiating process, the quota offer that
we make is always very generous. And that generous offer comes
out of the domestic share of the market. There is no process where-
by we can say to the four major exporters, who in the question of
ladies and childrens apparel export about 60 percent of all of the
imports into the United States, “Would you please be content to
take 1 percent less so that we can give this new starter an opportu- -
nity to come into the domestic market?”’

Senator MoYNIHAN. Yes.

Mr. CHAIKIN. Every time a new starter comes on, he gets a share
of our portion, not a share of anybody else’s portion. And that is a

masg:cr problem.
ond, our industry, which is highly mobile within the United

States, is easily as mobile when importers buy in foreign lands.
And they move from one country to another, always in search of a
better deal, always in search of an area where there are subsidies
in the form of land, manufacture, equipment, training, lack of
taxes, and a country where there is no quota. So the importers
shift their production needs from one country to the another.
When that happens, we suffer, because, again, the goods come in.

They also search for new blends which were not covered. For ex-
ample, it was stated somewhat mildly that only 8 percent of the
total imports are now made of silk, linen, and ramie. But 8 percent
of the total imports is an enormous amount of ladies apparel
coming into the United States, in the last several years. Silk, linen,
and ramie are not covered by MFA and under our agreements and
are not about to be covered. If they were covered, you can take my
assurance that the ingenuity of apparel manufacturers and apparel
importers and retailers in the ‘{Pnited States is such that they
would invent additiona) combinations and blends which would not
éhen be covered by any agreement and bring them into the United

tates.
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Senator MoyNIHAN. Could I, Mr. Chairman, ask one quick ques-
tion of the panel?

Is it your experienced judgment—and there isn’t one of you that
hasn't been with this a long time—that the kind of agreement that
the MFA represents, given the mobility of the industry and the in-
creasing number of producing countries that, with the best of in-
tentions, you cannot Eet to your objectives by the administration of
such an agreement, that it just doesn’t work anymore?

Mr. CHAIKIN. Senator, the only way that you could guarantee the
existence of a domestic industry is, No. 1, if we negotiated under
the MFA aggregate totals of imports into the United States of
every item of textile, apparel, and clothing.

Senator MoyNIHAN. I see. I take it that would provide for your
new-entry problem.

Mr. CHAIKIN. It would not only provide for the new-entrgeprob-
lem but it would also provide for new blends, provide for fibers, et
cetera, or combinations of fibers not now covered.

Senator MoyNIHAN. But absent the aggregate total, you don’t
think we could administer that kind of agreement anymore?

Mr. CHAIKIN. Well, there are 140 nations the world around which
have the capacity to make textile, apparel, and clothing. And there
will always be movement of money, movement of technology, move-
ment of know-how to those countries with the lowest wage costs.
And here, parenthetically, permit me to make a statement.

A lot has been said about the strong dollar. The apparel industry
in the United States takes about half of the total-output of the tex-
tile fabricating industry in the United States. Our -problem is not
the strong dollar when our importers go the Peo;éles Republic of
China, they buy and bring in garments made for 16 cents an hour.
The problem is not the dollar. If the dollar were twice as strong,
the net effective cost of labor would be just 32 cents an hour, or 40
cents an hour. The problem is not the strong dollar when we
import from South Korea where the effective wage rate is 53 cents_
an hour. If the dollar were twice as strong, the wage rate would
still be only a dollar an hour.

The problem with us is that every one of these countries has the
capacity and the ability to make apparel, and they make apparel
according to American creativity. heﬂ use our styles, our size
ranges, our patterns in the factories of the foreign countries, where
the garments are then made uY and returned to the American
market. It is the unconscionably low wage rates that are critical in
a highly labor-intensive industry.

Now, you have heard a lot of talk this afternoon about the fact
that the textile industry has become highly productive and increas-
ingl{ capital intensive, and that is absolutely true. But the fact of
the loss of jobs in textile, apparel, and clothing is not due simply to
the fact that they have become more efficient, and, for example,
where 15 peogle were formerly employed only 3 or 4 may now be
em’lgzoyed with the same or higher output.

e fact is that in the apparel and clothing industry there has
not ‘been such a surge in J)roductivity. The industry is a highly
labor-intensive industry and it is not yet subject to capital intensi-
ty. And the fact is that we have lost these jobs, and the textile
manufacturers have lost their customers, because we cannot com-
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pete against the abject poverty of a number of billions of people the
world around in countries where they have the capacity to make
these garments.

Senator DANFORTH. Senator Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman.

Before 1 proceed to the questioning, I ask unanimous consent
that a letter from the ad hoc textile and trade legislation commit-
tee from Hawaii, dated July 12, 1985, addressed to you, Mr. Chair-
man, be inserted in the hearing record at the appropriate place.

Senator DANFORTH. Without objection.

[The letter follows:]
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AD HOC TEXTILE & TRADE LEGISLATION COMMITTEE

P.0. 8ox 419
Honolulu, Hawaii 96809
(808) 845-9921

July 12, 1985

The Honorable John C. Danforth

Chairman, Sub-Committee on International
Trade, Committee on Finance

219 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senator Danforth:

The Ad Hoc Textile and Trade Legislation Committee is an informal assocfation
of leading garment manufacturers, and the formal garment manufacturing group
(Hawaii Fashion Guild - representing some sixty firms) in the State of
Hawaii, formed with the specific purgose of opposing the Trade and Apparel
Enforcement Act of 1985 (5680 and HR1562). -

We have set forth our position herewfth, and would like to further state

that this position has received the endorsement of it by most of the state's
business associations to include the Hawaii State Chamber of Commerce,

Economic Development Corporation of Hawaii, District Export Council, Hawaif
Business Roundtable, Hawaii Visitors Bureau, National Federation of Independent
Business (Hawait chapter}, Smal) Business Hawaii. It is our understanding
that the Governor of the State of Hawaii will be joining in opposition to

the passage of this bill in the next day or so.

The primary provisions of these bills are:

A) To a greater or lesser degree, unfilaterally roll back the importation
of textile and apparel imports from Asian countries to 1980 levels
with various percentages of growth of 1% or more to 1984 levels, while
giving Canada, the EEC, Mexico, and the Caribbean countries free access
to the American market. This rollback will result in reductions of textile
and apparel imports from affected countries of between 20-30%, in some
cases 60-70%, from existing levels.

B) Provides for an import licensing scheme that would control all imports
of textiles and apparel at the port of entry by the Department of Com-
merce, as opposed to the worldwide systems which have been in place for
thirty years. The worldwide sgstems currently in place establish ex-
port control as per multi- or bi-lateral agreements (e.g., the General
Agreement on Yariffs and Trade).

The results of the proposed legislation would be as follows:

A) Consumers of textile and apparel products in the U.S., primarily in the
lower income categories, would be faced with increases in prices of at

ra Bora, A. Michaels; Fashion Guild, J. Smith; G. Yon Hamm, G. Von Hamm; Malia Inter-

ational, W, Foster; Pomare', J. Romig; Surfline, D. Rochlen; Torf Richard, S. Morketter
“tumullts, G, Watumyll
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8)

.C)

least 20%. The ultimate impact on the American consumer will be drama-
tically adverse.

The framework of the free world's international trade agreement system
will be effectively dismantled, resulting in retaliation by target
countries against U.S. primary exports (agriculture, electronics, etc.).
The proposed legislation contains specific bias against Facific Rim coun-
tries, giving favored treatment to Canada, €EEC, and the Caribbean.

The import licensing scheme, which is strongly opposed by the U.S. Depart-
ment of Commerce as umworkable, would unquestionably cause the complete
disruption of the import delivery system and che elimination of a great
many import companies almost overnight.

What will be the effects of the proposed legislation on the economy of Hawaii?

A)

B)

c)

0)

The mechanics of the licensing scheme, alone, will virtually shut down
completely the textfles and apparel industry in the State, fnasmuch as
85-90% of cur textiles come from Pacific Rim countries. The garment
industry employs 2,950 workers and has an annual gross product of ap-
proximately $80,000,000.

The Hawaii garment manufacturing industry has depended, almost from in-
ception, on imported textiles because of the quality, accommodation, and
prices which have made Hawaiian wear affordable. The proposed quota
rollback will effectively and dramatically reduce the total amount of
textiles needed to maintain current production.

Most of the major apparel manufacturers in Hawaii import apparel from
the Orient that cannot be manufactured here, to the extent of 20-30% of
total gross sales. These imported products are primarily targeted for
re-export to the mainland, and both local and mainland sales would be
adversely and severely affected by the proposed legislation.

The specific anti-Asian bias of the proposed legislation will have a
dramatically adverse impact on our tourism industry, with regard to
visitors from the Orfent.

It is our understanding that this legislation is responding to the following
conditions in the domestic industry:

R)

8)

Since 1981 textile/apparel imports have increased at an average of 19%
per year. 1984 imports increased 32% over 1983.

Since 1980, 300,000 workers have been displaced (fiber, fabric and apparel
workers),
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C) In certain categories, market penetration of some imports has been up to
50% of domestic production.

We believe that the following facts must be carefully considered in responding
to this situation:

A) Two million (2,000,000) workers in the textile and apparel industry are
stil"l)eemp}gyed - thus, in 5 years, the reduction in the number of jobs
has been 13%.

B) The Toss of jobs which has already occurred tn the domestic industry is
not due entirely to imports. This reduction is, in part, the result of:

1. increased automation

2. a reduction in U.S. textile and apparel exports to foreign markets,
due to the strergth of the U.S. dollar against foreign currencies.

C) The proposed legislation will only exacerbate job displacement in this
industry and, therfore, throughout the country. Specifically, it would
;esult in the elimination of most of the jobs in the Hawaiian apparel
adustry.

We believe that international trade agreements such as the General Agreement
on Tariffs and Trade (GATT) and specifically the Multi-Fiber Arrangement (MFA)
mandate the control of textiles and apfarel products among some 31 free world
countries. The negotfators for MFA will convene again in July 1986. If they
exist, problems involving the trade of textiles and apparel products in inter-
national markets should be addressed and solved in an orderly manner in this
international forum, which was established just for this purpose.

We do not believe unilateral legislation in the field of international trade
agreements is an informed or reasonable approach. Khereas the U.S. Congress
can, and must, insist on fair treatment of all its citizens, it should be
through clear signals to the nation's trade negotiators. As noted, aside
from this general mandate, the proposed legislation will protect the interests
of a few in the textile industry at the expense of the natiorn's consumers and
the import industry. Finally, the U.S. must maintain its leadership role in
promoting orderly international trade agreements.

Very truly yours,

i wl%liam G. Foster \J

WGF:tlc
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Senator MATsuUNAGA. Of course, I am as concerned about labor
conditions as any of you are, I'm sure, and my record of 23 years in
the Congress will support that view. [ am sure you are equally con-
cerned about what the labor forces in Hawaii will enjoy or suffer as
a consequence of the passage of S. 680 in its present form.

As I said earlier, the garment manufacturers in Hawaii, as you
well know, put out the so-called ‘‘aloha shirts and muu-muus” in
Hawaii, which are sold not only in the United States but in foreign
countries as well.

As the bill is presently written, the most recent estimate puts
the number of apparel-textile firms which will go out of business in
Hawaii at 138. Right now we have a gross shipment of goods esti-
mated in textiles and garments at $104 million annually, and em-
pl%ment is estimnated at 2,950.

ould you oppose—any of you, with Mr. Klopman as spokes-
man—the exemption of Hawaii from the coverage of the act as it is
presently written? I don’t know if it would amount to even 1 per-
cent—a fraction. Hawaii represents just a little speck in the middle
of the Pacific Ocean, in the Pacific rim area. We would hardly
make a dent in the world textile trade.

Mr. KropmaAN. Well, I guess I am having trouble with the num-
bers, Senator. Are you suggesting that because of the bill your
manufacturers are not going to have fabric available, so that they
are going to go out of business? Because, you know, we are not
eliminating imports; we are trying to make a little order out of
chaos, and we are reducing, not eliminating imports in certain
areas.

Senator MATSUNAGA. Well, the garment manufacturers in
Hawaii, right now, as you probably know, import the textiles that
form the basis for the aloha shirts and muu-muus principally from
Japan. As you well know, although Mr. Chaikin talked about 16
cents an hour wage, in Japan the wage rates are much higher, so
that it is not a case of competing too much with the US. wage
level. Most of our fabric for aloha garments is imported from
Japan. As I stated earlier, if you were in the audience, Hawaii gar-
ment makers import from Japan primarily because the American
manufacturers will not ship amounts less than 3,000 yards; where-
as, 5he Japanese manufacturers do sell in units of less than 3,000
yards.

Mr. Kropman. All right. I really don’t want to get into a mer-
chandising discussion with you. I would have to question those fig-
ures. But I would also like to get back to the Japanese issue.

The Japanese buy their cotton greige goods from China, and they
print and finish them and ship them on. So they do take advantage
of that 16-cents-an-hour labor. But nonetheless, there is going to be
a small suggested rollback in Japan. It isn't going to put 2,900
workers in Hawaii out of work; in addition to which, if they have a
problem, we’ll supply the Hawaiian manufacturers with those
short runs. We are doing so today. Give me the names, and I'll con-
tact them. Bl,aughter.]

Senator MATSUNAGA. Will you repeat that offer, please? {Laugh-

“
Mr. KLopMmaN. I think it is on the record.
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Senator MATSUNAGA. I would like very much to support this bill
just as a number of my colleagues do, but not if it means disaster
to the garment industry in Hawaii.

\Mr. KLormaN. I understand that.

Senator MATSUNAGA. I might even filibuster against the bill if
that were the case. Otherwise, I wouldn’t be worth the people of
Hawaii's faith in me.

Mr. KrorMan. OK.

Mr. MEINERT. Senator, we have the same problem, and we are
not in the textile business. Hart, Shaffner and Marx is an apparel
manufacturer and retailer. We buy our fabrics on a worldwide
basis, and we buy large quantities from Japan and from all over
the world. In fact, I was going to say to Senator Roth that there is
no desire in this bill to restrict the consumer selection of fashion
goods. In other words, we don’t want to hurt sales; we are trying to
do a good merchandising job.

The'difference is that, to have goods come here only because they
are cheap, only because they perhaps are inferior or at a lower
cost, and, therefore compete—whether they are fabrics or apparel
manufactured finished goods—would be unfair to the workers in
this country.

In our own company we have 25,000 people. We are evenly divid-
ed between retailing and manufacturing. We have about 12,500 in
each field. And we are very strong marketers. And we are a big
purchaser of goods from all over the world, and we have manufac-
turing plants in 17 States employing 12,500 people. So we would be
concerned, too, as you would. And this bill does not do that kind of
damage. It is not a problem.

Senator MATsSUNAGA. But you are not.2,000 miles off the coast of
California. ! i : A

Mr. MEINERT. So you are closer to Japan than we are.

Senator MATSUNAGA. That's right; we are much closer.

Mr. MEINERT. And we buy from Japan.

Senator MATSUNAGA. So if .you have a limitation of the coverage
of the bill to 1,999 miles off the west coast into the Pacific Ocean, I
would be happy.

Senator DANFORTH. Senator Bradley.

Senator BrapLEY. Thank you, Mr. Chairman.

I guess Senator Matsunaga wants to know from you, Mr. Klop-
man, how large are the short runs, and how long will they contin-
ue to run? (Laughter.]

Let me ask you about the bill as it is now written. It has a 1-
percent cap in import growth. And my question is: Do you see that
as absolutely essential to its passage? Or do you have some flexibil-
ity at that level? And do you have some flexibility as to whether
this should be permanent or not?

Mr. KLopMAN. OK. Let me address the import growth number
first, Senator Bradley.

The number is 2.5 percent. It is 1 percent for the large importing
nations, and it is 6 percent for others. And the whole package
allows for a growth of 2.5 percent, versus a market growth of 1 per-
cent.

I have a lot of colleagues involved in this issue with me who
would have opinions. You know, I think we would have a great

51-752 O—85——17
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deal of flexibility, but we certainly need some time. I can’t tell you
what is going to happen 5 to 10 years out and what our attitude is
going to be then.

Senator BRADLEY. So you are saying you are supporting only the
legislation if it were permanent?

Mr. KropmaN. No, I'm not, sir.

Senator BRADLEY. No?

Mr. KropmaN. No, I am not saying that. No.

Senator BRADLEY. So you are saying that in a few years it can
expire, as far as you are concerned?

Mr. KrormaAN. Well, I am saying that I am trying to avoid a spe-
cific response. [Laughter.] -

Senator BRADLEY.. Well, then, you know, the committee makes its

. decision, and you had your shot.

Mr. KrLopMAN. No, I realize that, and I am not trying to be
funny. But I agree that there should be some flexibility. But I can’t
sit here and tell you that 5 years makes sense, or 10 years makes
sense. Yes, I think there should be some flexibility, and I don’t
view it as a permanent thing, personally. Maybe there are eight
other positions at the table here, but that is my personal position.

Mr. MEINERT. I would think the condition would get worse rather
than better. I do not agree with the administration position in this
particular area, as much as I may agree with them in other areas.
This one—I think they are missing the point. I happen to know as
a manufacturer and retailer that European, Japanese, American
know-how is being spread all over the world. Our own company
takes in millions of :dollars in licensing income on know-how, and
brand name licensing, and we voluntarily restrict ourselves on im-
ports :so that we do not go overboard. We have a very, very tight
restri¢tion—-almost nothing in tailored clothing.

The point is, there are a lot of people out there all over the world
now with the resources and the technology to do it. And if the ad-
‘ministration doesn’t see fit to put any restraints on this, then there
is no feason why we can’t take our technology and know-how and
our capital resources and put it anywhere in the world where we
can make the greatest profit. We prefer not to do this. We would
rather keep the investment here. We believe that the investments
here are certainly safer and perhaps more patriotic. But if this is
not viewed that way, then what are you going to see in the indus-
try is an attitude that we should go where the low wages are and
bring in those low-wage imports, and use our marketing and retail-
ing know-how to do that.

And that means, even though you will have service jobs, you will
not have the manufacturing jobs that some of the Senators here
have said we need, a diversified manufacturing base.

Senator BRADLEY. So you think it should be permanent?

Mr. MEINERT. | think there should be some built-in growth
aligned with the growth of the market. But I think if we don’t do
that, the manufacturing jobs will gradually disappear.

I happen to know, in our case, the fact about employing women,
the lower-rung, as Senator Heinz indicated. It is very true. Eighty
percent of the 12,500 workers in our company are women, and we
are a large employer of minorities. These are people that do not
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have the language skills or the educational skills to move into
other jobs.

I have gone into villages and communities where we have em-
ployed people, women in particular, and they had been out of jobs
for 2 or 3 years. They weren't in your unemployment figures; they
weren't even regarded as being ready for employment. They had
given up. And they were at home, the wives and daughters of the
farmers in the smaller communities. And they came in and
worked. And if you don’t want that kind of employment in Amer-
ica, not passing this bill is a good way to do away with that kind of
employment,; it will just disappear.

Mr. CHAIKIN. Senator Bradley?

Senator BRADLEY. Mr. Chaikin?

Mr. CHAIKIN. Perhaps 1 might respond from our vantage point.

You have to understand that we start with an import penetra-
tion of 52 percent or more in the market for ladies’ and children’s
apparel. That is a terrible, terrible blow to the domestic industry.

cond, it is a fact that if this bill were passed there would be
future growth, going forward of 2.5 percent once the base was es-
tablished, as against the demonstrated growth in domestic demand
over the past 10 years of approximately 1 to 1.25 percent. So, once
the import penetration rolled back to where this bill would put it,
it would again be creeping upward.

Second, unless there is a long enough period of time to stabilize

" the situation, how could you expect additional capital investment
in the domestic industry, whether it be in the textile fabricating
part of the industry or in the apparel and clothing manufacturing
part of the industry?

Senator BRADLEY. I think that is a good point.

Mr. CHAIKIN. People putting in some money must have some rea-

“sonable assurance that they are going to be alive the next day or
the day after that.

Senator BrRaDLEY. I think that is a good point.

Mr. CHAIKIN. And the last thing I would say is, that we can
always come and take a look at it 10 years from now.

Senator BRADLEY. That might be a magic number.

If I could siust; follow up on what you said, let’s assume this
passes, that S. 680 passes. The panels have talked today about the
major investments that you have made and that you are the most
modernized textile industry in the world.

What kind of new pr uctivitgy-enhancement measures do you
see the industry putting in if S. 680 passes?

Mr. SHEINKMAN. I would like to speak about something that we
have been working on, sitting around this table, and that is called
the Textile-Clothing Technology Corp., which was started with

- union and management support, and some Government help, to
modernize the industry. We realized that in the apparel end, and
my own union has never opposed the introduction of technology,
provided of course that you have to take care of the people dis-
placed, and how you do it.

One of the things we have been working on is an automated
sewing system. We are putting in a paltry sum compared to the
Japanese that are putting $60 million in their automated sewing
project. We are puttin& in some $13 million to try to provide auto-
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mation in the apparel end where the handling constitutes 75 per-
cent of the work. Working with MIT and Draper Labs, we are at
the point now where we are going to have a machine available.
This is something we have been working on for the last few years.

So this industry, in the apparel end, is also interested in putting
in new technology. And I might indicate that while you have had a
4.5- to b-percent growth in productivity in the textile end, you have
also had a 3.5-percent growth in the apparel end as well, above the
national average, at a time when we were less than 1 percent in
productivity.

‘So this corporation, which is sponsored and supported and fi-
nanced jointly between the industry and the union involved, my
own, and Government helﬂ, is moving in a direction of tPying to do
things, not just sitting back.

And I might say, are we going to be punished because of this pro-
ductivity, which I heard Secretary Baldrige talk about? Because we
have tried to respond and have tried to do things, and the textile
industry has been putting in billions of dollars, are we to be pun-
ished and have it said because we have tried to help ourselves we
don’t get the help we need to survive? Because ordinarily you are
faced with industries that have not done anything, and you try to
help them. And here we are being asked to try to get some help
from the Congress at the same time we have been trying to help
ourselves.

Senator DaNrForTH. Well, nobody is punishing you; you are
asking for special legislation.

Mr. SHEINKMAN. Well, we are asking for legislation, Senator, in
terms of what we feel the MFA should try to give us. We are not
carving out something new. All we are saying is the MFA provided
us with something, and we are trying to get an enforceable instru-
menkt, in answer to Senator Moynihan, that would get the MFA to
work.

Senator DANFORTH. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman. , o

As the chairman has pointed out, what you are requesting is
something very special for your industry. Without being flip in any
way, I want to point out that my state makes textile machinery. 1
read recently, Mr. McKissick, an article about what you have in-
vested in your plant. I believe you bought 150 Swiss looms. I didn’t
greet that with as much enthusiasm as perhaps I should have. Is
there a difference between your industry—and I don’t know what
you have done, Mr. Klopman, with your modernization—buying
foreign machinery abroad to compete and those purchasing foreign
textiles for the same reason? Why shouldn’t our textile machinery
findust;y have the same protection that you are seeking for your in-

ustry?

Mr. KrormaN, Well, sir, we buy a mix. We buy everything we
can in the United States. There are some things that are no longer
produced in the United States, and looms are one of them. If I say
‘no longer,” I must note an exception, as the Draper Corp. has just
shown the first new loom they have made available for a number
of years. Draper and Crompton-Knowles largely went out of the
loom business, and the only place that looms are available is either
in Germany, Switzerland, or in Japan.
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Mr. McKissick. Senator, the Swiss looms that you are referring
to are the ones that our company purchased, and we are very
proud that we were instrumental in encouraging the Sulzer Corp.
to form the Sulzer-USA Corp. Now, granted, most of the parts of -
these machines were made in Switzerland, but the looms were as-
sembled in North Carolina, and they built a plant right above Gas-
tonia, NC; but unfortunately they are going to discontinue oper-
ation. But that is where those looms were manufactured.

As Mr. Klopman said, Draper Corp. showed, in April of this year,
the first new loom that has been shown in the United States in a
number of years. We are very proud of it. Draper has an order now
something in the order of 40 air-jet looms, and they will be selling
those in this country.

Senator CHAFEE. Whether it is accurate or not, what bothers me
a bit is the _testimong’l from Mr. Baldrige and Mr. Yeutter regarding
the imports from the European Community and Canada. I just
have great difficulty understanding why those countries should be
exempt, and similary why Mexico and the Carribean should be
exempt to a great degree. I just don’t understand it.

Mr. Chaikin, do you have membership in Canada.

Mr. CuaAIKIN. Senator, we do. But it is very, very small compared
to our membership in the continental United States.

Senator CHAFEE. How about you, Mr. Sheinkman? .

Mr. SHEINKMAN. We do, too. We have membership in Canada.
One of the things we should point out, at least with respect to
Canada, is that the wage rates that Mr. Chaikin referred to earlier
and was in some of the other testimony are not an issue, because
the rates are as high or higher in terms of the earnings of the
people there. »

S?enator CHAFEE. And that would be the rationale for Europe,
too?
hMr. SHEINKMAN. Yes. In many cases in Europe, there is the same
thing.

Senator CHAFEE. Was that statement of Mr. Baldrige or Mr.
Yeutter accurate, that the great share of certain influx came from
Canada or Europe? Or is this primarily a Pacific Basin problem?

Mr. Kropman. Well, I think if you look at it over time, and cer-
tainly look at it over the past 4 years, it has been primarily a Pa-
cific Basin problem, without question. In the past few years, im-
ports from the Common Market and Canada have grown, but we
don’t look at that the same way as we do the others. 1 think as I
mentioned before, first we look at it on the basis of equity. We find
that the people in the Pacific Basin use many different methods of
penetrating our market, including dumping. We have a situation
now where one of them is shipping in computer tape already put in
the cartridges. They are sending the tape in labeled as cartridges
or spare parts as opposed to fabric. So they get a much lower duty
rate. They know every trick in the world, and they penetrate this
nlilarket whether or not they make money, just to get the market
share.

Now, that type of situation does not exist with the Europeans.
We have had a very good competitive situation with them over the
years. I just don’t think it makes a great deal of sense in getting
them into this particular act. )
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Senator CHAFEE. Thank you.

Thank you, Mr. Chairman.

Senator DaNForTH. Senator Mitchell.

Senator MiTcHELL. Thank you, Mr. Chairman.

Mr. McKissick, would you describe for us what has happened
with respect to the closing of textile mills in the past few years?
And can you indicate to what extent that may be due to the 1mport
growth that has been described here?

Mr. McKissick. Senator, I have a list of the textile manufactur-
ing plants that have been closed in the last 4% years, and it is a
total of 225 with 45,035 employees. Out of that number, 48 were
closéd down in the last 6 months.

One thing that I think is so critical and so important for you to
hear before this committee is that, if we don’t get the legislation
that we are talking about today, there will be a lot more mills
closed down by this time next year. And that is what we are so
dreadfully afraid of.

Senator MitcHELL. Well, thank you.

Mr. Chairman, I wonder if that list might be made a part of the
hearing record?

Senator DANFORTH. Yes.

Senator MitcHELL. Thank you.

[The list follows:]
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Summary of Textile Mill Closings

1981 - 1985
L Other
Plants Employees Permanent
Closed Laid Off Layoffs
1981 25 5,191 N.Av,
1982 59 11,520 N.Av.
1983 47 8,646 1,162
1984 - 46 11,236 - 2,909
1985 (6 mos.) 48 8,217 N1,348
Totals 4-1/2 years 225 45,035 5,419

American Textile Manufacturers Institute

July 1985



COsrAnyY
J.P. Stevens

Lowenstein
Ryco fnitting

J.P. Stevens
J.P. Stevens
J.P. Stevens

Union Textile
J.P. Stevens

J. togan

“onsanto

EMC
J.P. Stevens

,J.P. Stevens
Greenwood

ot

“t. Vernon

Canton Mills
2urlington

Cone

J.P. Stevens
Bemis
Fabrics Am,

Springs

Surlington
3urlington

PLANG

Appalache
Crangeburg

Riverine

Repudlic #1

Republic #2
8utteknit

#1 plant
Cleveland

Greenwood
Plant

Cowan

Revolution Pl
Walterboro
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1901 - PLAKT CLOZINGS

frODUCY ary
corduyroy Apalache
Greer

greige § finished Simpsonville
warped knitted
cloth
carpet(n? Taylors
cotton flannels Jonesville
blended fabrics, Great Falls
corduroy

Union
blended fabrics, Great Falls
corduraoy
piece goods for Spartandurg
dresses, Jersey &
doudble knit
synthetic fiber
warping

Easley
pillowcases and Taylors

. towels

synthetic drapery Shelby
fab

corduroy Greenwood
Homestead

manmade fiber Columdia

4 yarn”

denin Canton

knitted apparel Marion
fabric

shirt division Greensboro
glass screening Walterboro
industrial fabrics Talladega
greige goods Enterprise
drills, jeans,twills Chester
dbatistes, blended

fabrics, sheetings

dye, finfsh knits Rocky Mt.
textured yarns Stoneville

HUMER OF €
215

143
36

71
237
400

12
549

1200
250
166
385
in
150
350

- 246

n7
123



COMPALY BANT

Dan River

fan River

J.P. Stevens

J.P. Stevens

wpPP Tanett
Bleachery

Dixfe Yarns (andlewick

Dixie Yarns

J.P. Stevens Administrative

Specialty Dyes
Burlington

K4S Processors
Guilford

Lynx

Texfi

Belding Lily
Unifi

it. Vernon
Dixie Yarns
London M11)s  Weaving Pl.
Alba-wald. Mr. Aldert
Genesco ESC Plant
Vel-Cord
Anderson
Plusa’
Cneirta
Milliken
Newberry
Mars Bluff
81bd
3urlington
Uniroyal
J.P. Stevens Industrial
Scattdale Mills

Phenix

Towell

Lanier

Excelsior

Goodyear Cedartown
gurlingtaon

Cone Tabardrey
“t. Vernor

Xillfken

Milliken

3urlington

jraniteville

Riegel Cons. Product
Riege) Apparel Fab
Crompton Pilot
varval Mills

Cannon 8
gurlington Cascade
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166 - FLANT CLGSINGS

_DROMUCT
textured yarn

LIy
Mebane

SUETE
NC

bland print cloth Norris/CateecheesC
polyestic & polyester

cashet cloth
synthetic yarn

Ferrun
W. Boylston

dyeing & finishing Tannett

carpet yarn
apparel yarn
division

carpet yarn
textured yarns

denim
automotive
fabrics

tire cord &
fabric
Industrial &
apparel fabrics
greige goods
blended fabrics
blended fadrics
greige goods
drapery

narrow denim
denim

yarn

oreige goods

sheetings
apparel fabrics

8elmont
Cedar falls

Greensbero
Concord
Kings Mt.
Crouse
Towell

Mt. Airy
fayetteville
Shelby
Burlington
Clarkton
Stonfield
Rocky Mt.
Yaldese
Burlington
Lunberton
Prosperity
Jamestown
Tone

Union
Newberry ~
Florence
Hanover
Goldsboro
Shelbyville
Rock Hill
Scottdale

Cedartown
Central Falls\

Hall River
Callassee
Gaffney
Machias
Galax
Warren
Walhalla
Ware Shoals
Raleigh
Williansport
China Grove
Moresville

VA
AL
AL

NC
NC

umrLe of
75
175

40
110
300

116
164



CQMPANY

Firestare
Acogside
Stevens
Burlington
“illiken

Qan River
[Vi£ 2]
Fieldcrest
Oan River
Circle Knit
Hilliken
Springs

PLANT
iorris
Yictor

Droyton

Seminole

Qttaray
Fr. MiV)
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1982 - PLANT CLOSINGS

PROQUCY

tire cord & fabrics Bennettsville

broadman fidbers

Industrial fabrics
greige woven &
knit fabrics
corduroy

rugs
yarns

(434

Cateechee
Greer
Rhodhiss
Spartanburaq

Greenville
Clearwater
Whiteville
Fountain Inn
Spartanburg
Union

Ft. MiN

NUMBER OF gnp

130
175
320
245
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CCMPANY

Cannon
Burlington

American Thread

Ti-Caro

Greenwood Mills

Little Cotton

Cone Mills

M. Lowenstein
Kendall

J. P. Stevens

Bloomsburg Mills

Milliken & Co.

Coats & Clark

Crompton
Crimptex of RI
Spartan Mills
Riegel

Carisbrook
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Plant Closings & Pegmanent Layoffs (L)
1983

CITY/PLANT

Social Circle
Postex
Statesville
Marion
Willimantic
Tallapoosa
Bennettsville
Marble

Clover

0ld fort
Wilmington
Khitmire
Greenwood
Orangeburg

Wadesboro (3)
Hamer
Roseboro
Timonium

Haw River
Hillsborough

Edgefield
Pelzer

- Randleman

Allendale
Bloomsburg
Monroe
Pacolet

Spartanburg
McCormick
Laurens
Union
Clarkdale
Aldany
Pelham

Thomasville
Ashburn
Douglas
Acworth
Griffin
Waynesboro
Woonsocket
Spartanburg
Enterprise
Fries
Wytheville
Luray

PRODUCTS

Muslin Shtg.
Sheets
Knits

Knits

Sewing Threads
Corduroy
Knits, Text.
polyester

Filterite/
Brunswick
Cotton Yarn
Grey Fabrics

Wound Mgmt.
Diapers

Sgn. Yarn
wWool Scouring
Text. Poly.

Ind. fabric,
Demin, Twills
Twstd. Yarn
Spun Yarn
Fil. Fabric
Pc. Gds.

Swg. Thd.
Hand Yarn
Thd. 8 Croch.
Yarn .
Swg. Thread
Hd. Knit Yarn

Swg. Thread
Corduroy

Woolen Yarns
Knit Fabric
Sportswear

Wool Spun Yarn
Text. & Twstd.
Yarn

STATE  NUMBER OF EMPLOYEES

SC, NC, AL
SC
SC
HC
SC
PA
NC

SC
SC
SC
SC
SC
GA

\

222
370
80 (L)
15 (L)
64 (L)
42 (L)
10 (L}
6 (L)
32 (L)
5 (L)
120
35
100

21
128 (L)



200

1983 PLANT CLOSINGS CONTINUED

COMPANY CITY/PLANT Product STATE  NUMBER OF EMPLOYEES
Mt. Vernon Mills Calhoun Woven Cotton
Fabric GA 126 (L)
Dan River Burltngton Wrp. Knit NC 300
wWestPoint
Pepperell Anderson Duck SC 280 (L)
Springs Ind. Fort Mill Sheeting SC 285
Mullins Finishing SC 85
Lancaster Appri. Fabrics SC 479
Graniteville Co. Graniteville Twills, grey cloth SC 207
Augusta Grey Goods, Duck, T
Twills GA 413

Graniteville Grey Mfg. SC 1

Varion Mfg. Marion Oxford NC 780
Parkdale Mills Gastonia Yarns NC 270
Prattville AL

Weave Corp. Berwick Necktie-Apprl

Woven Fabrics PA 38 -
Frank Ix Lincointon © Woven Text. Poly. NC 32 (L)

New York NY 15 {L)
‘anetta Mills Lando SC 0
Dartmouth Woolen Torrington Woolen Yarn cT 90
Perservance Text. Charleston SC 25
Finishers. Inc. Fort Mill SC 18
TASCO Calhoun Falls sC 16
Salem Carpet Trenton SC 75
Dixie Yarns Stonefield Carpet Yarn NC 152
Summary: 1983
Number of :
Plants Employees
Permanent Closings 47 _5'.31:32
Permanent Layoffs 25 1
Totals YH 7,306

Source: ATMI Survey
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1984 Permanent Plant Closings
and Permanent Layoffs (L)

COMPAKY CITY/PLANT PRODUCT STATE NUMBER OF EMPLOYEES
Adelaide Mills Anniston (C) ) AL 230
Amer{ican Cotton
Growers Littleton Denim ™ 60 (L)
American Thread Sevier NC 6 (L)
: Clover SC 53 (L)
Tallapoosa GA 29 (L)
Ames Cleveland Long Staple Yarn GA 150
Armmtex, Inc. Crowders Mtn. Yarn NC 30
Bloomsburg Abbeville sC 55 (L)
Burlington Bristo! Lining,
Text. Wvns. YA 350
Frankltnton Lining NC 295
Lincolnton {Dec.) Yarn NC 180
Cannon Mills Concord Upholstery NC 375
Kannapolis Cam Towels NC 400 (L)
Carisbrook Stehli/Carysbrook Double Knits VA 235
Caron Int'l Robbins/Silver City Long Staple Yarn NC 200
Needlecraft/Dalton Dyeing GA 200
Cone Hillsborough Greige Goods . NC 550
Crompton Several Velveteen,
Corduroy AR, VA 2,300
Dan River Greenville Poly/rayon
printcl. SC 350
Danville Yarn for Knitting
and Weaving
Operations YA 200
Danville Denim VA 123
Dixie Exeter Carpet Yarns CA 300
Doran Textiles Dora/Cherryville Sales Yarn NC 60 (L)
Dover/Shelby NC 60 (L)
J.C.Dyeing/Shelby Sales Yarn NC 12 (L)
Elk Yarn Mills Hope Mills Spun Yarns NC 22 (L)
Fitchburg Woolen Fitchburg Woolen System
Yarns MA 75
Glen Raven Mills (C) Yarn GA 76 (L)
Graniteville Graniteville Greige Mfg. SC 149 (L)
Dye, Finishing SC 37 (L)
Graniteville Greige Mfg. SC 31 (L)
Augusta Greige Mfg. GA 5 (L)
Augusta Security Dept. GA 10 (L
Graniteville Security Dept. SC 25 (L
Maintenance SC 52 (L)
Greenwood Mills Greenwood Spun Yarn SC 76
Ninety Six Greige Fabric SC 182 (t)
J. P. Stevens Great falls Shirtings SC 600
Piedmont Defense Uniform
Fabric SC 165
Gastonia (C) KC
Clemson (C) SC
Seneca {C) SC
Kendall Pelzer Diapers :g 382;?,
nyon Ind. Patersen Printer -
Kenyo New Jersey NJ 30



M. Lowenstein

Manetta Mills
Marion
Milliken

Mt( Yernon Mills

Parkdale
Reeves Brothers
Riegel

Springs Ind.
Taurus Textiles,
Inc.

UM & M

Unifi

Union Bleachery

Vinton Weaving
Company

WestPoint

4

Rock Hi1l
Anderson
Honea Path
Columbia
Lyman
Huntsville
Konroe
Monroe
Marion
Clover

Manchester (weave)
Gainesville (weave)
Bostic/Garden Yalley
Greenville (weave)

Spartanburg
Hartsville
Calhoun

#68 Thomasville
Eastman (C)
Nare Shoals

Dallas
Trion
Chester

Asheboro (C)
Statesville (C)
Gastonia (C)
0d Fort
Yadkinville

Greenville Co. (C)

Vinton (C)}

Ahoskte
Fairfax/valley

Shawmut Cord./Yalley
LaGrange

Lumberton (C)
£11zabethtown (C)

Summary: 1984
Eiosings
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Dyeing & Finishing SC
SC

Greige

Greige
Dyeing/Finishing
Greige

Blankets

Sales Yarn

P/C Wover
P/C Moven
Textile Yarn
Home Furn/Outer-
wear
Textile Yarns
Spun Yarn
100% Cotton flat
woven goods
0.E. Yarns
Apparel Fabric
Knitwear,
Comm Fin.
Distrib. Network

Shirting

Knitting, Dyeing
Finishing, Sheet
Mfg.

Finished Fabrics

Tex Poly Spinning

Corduroy

Nylon Impression

Fabrics or Ribbons

Knit Fabrics
Terry

Corduroy

Terry Cloth and
Towels

Permanent Layoffs 36
82

Total

SOURCE: ATMI survey of its membership

plus newspaper clippings (C).

SC
NC

SC

NC
NC

NC
NC
SC

YA
KC
AL
AL

GA
NC
NC

E gl %
m ? ees

40-50

2,908
*

B

132 (L
14 (L

(L)

250
475

150
400

(L)
tw

(9]

126
21

448
65
12



COMPANY
American Thread

Ames

Avondale

Bamberg Textile
Mills
B.F. Goodrich

The Borden Mfg.
Burlington

Cannon Mills

Cranston Print
Works
Dacotah Mills
DePoortere
Dixie Yarns
Frank Ix & Sons

Graniteville
Greenwood Mills

Homestead Mills
Jackson Mills (C)
J. P. Stevens

Kayser-Roth
Marion Mfg. Co.
Milliken & Co.

Mt. Vernon Mills
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1985 Permanent Plant Closings
and Permanent Layoffs (L)

CITY/PLANT

Clover/Atco
Tallapoosa/Atco
Roseman/Sylvan

Lowell/Lawrence Mfg.

W. Warwick/Narrow Fabric

Lafayette/Lafayette
Sycamore/Sycamore

Bamberg (C)

Thomaston/Martha Mills

Goldsboro/Borden Mfg.

Dillon/D1ill0n
Lincolnton (C)
Calhoun Falls (C)
Raeford (C)
Vinton (C)
Greensboro (C)

Kannapolis
China Grove
Concord

Fletcher/Fletcher

Lexington/N. Dacotah

Wilmington (C)
Chattanooga {C)
Lexington
Chartottesville
Lincolnton
Augusta/Sibley
Graniteville
Graniteville
Enwood (C)
Joanna Greige (C)

Matthews/Greenwood (C)

West Swanzey

Goldsboro (C)
Anderson (C)
Rockingham (C)
Whitmire (C)

Dallas (C)
Piedmont (C)
Concord (C)

Marion/Marion Fabrics

Manchester
Gainesville
Willtamston
Red Springs
Calhoun/Echota

Clarkton/Lanier

PRODUCT

Hand Knitting Yarn
Greige Thread Yarn
Cotton Sewing Thd.
Knit Fabrics

Knit Webbing

100% Acrylic Yarns
Poly/Cotton Blend

Yarn

Gauze & Cheese-
Cloth

Sales Yarns, Hose
& Belting Fabrics
Yarn

Carpet Yarn
Corduroy

Sheeting

Worsteds

Computer Ribbons
Industrial & non-
Woven Finishing
Yarn

Sheeting

Yarn

Prints

Greige Goods
Fabrics

Yarn

Greige Woven
Greige Woven
Dyeing & Finish
Greige Mfg.
Greige Mfg.
Greige Mfg.

Worsted Fabrics

Apparel Fabrics
Fabrics

Yarr & Flannel
Yarn

Yarn, Cotton/
Polyester
Yarn

Yarn

Hosiery

Yarn & Weave
Yarn & Weave

Neave

Neave

100% Cotton
Fabric & Yarn
Synthetic Sales
Yarn

SC
GA
NC
MA
RI
AL

AL
sC

Number of

STATE Employees

117
170
45 (L)
100
35
84

241

200
180
180

250
120

270
16 (L)

264
178
281
184

100

(L)



Opelika Mfg.
Pottsville
Bleaching &
Dyeing

Reeves Brothers
Riegel Textile

Shuford Mills
South Fork Mfg.
Springs Ind.
Swift Textiles
Ti-Caro
Thomaston Mills
Tuscarora Yarns
UM & M

WestPoint
Pepperell

_SOURCE:

Hawkinsville (C)

Independence/Schulkill

Haven (C)
Eastman (C) Apparel Fabrics
Fries Yarn
Alto/Alto 1
L2 france Upholstery
Alto/Alto 11 Yarn
Whitmire Kitchen Products
Johnston
Johnston Diapers
Hudson/Spun-Set Carpet Yarn
Belmont (C) Cotton Yarn
Lancaster Apparel Fabric
Martha Mills (C)
Cleveland/Amtex Knit Fabric
Thomaston (C)
8ynum (C) Yarn
Clearwater {(C) Finishing
Atken Co. (C) Finishing
Dixie Mi11 (C)
Graniteville Mill (C) Towels
Summary 1985:
osings
Permanent Layoffs
Total _

ATM] survey of its membership

plus newspaper clippings (C).

GA 150
PA 120
GA 350
YA 56
GA 11
SC 3
GA 1
SC 2
SC )
sC 2
NC 12
NC 100
SC 106
GA 350
™ 180
GA 400
NC 150
sC 125
SC 450
GA 133
GA 275
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Senator MitcHELL. Mr. Shelton, I would like to ask you a ques-
tion. Because of the number of witnesses and the obvious length of
the hearing, only Mr. Klopman spoke, and we appreciate his testi-
mony.

I have read your testimony, Mr. Shelton, and you made one point
that I would like to inquire about, because we are going to hear it
from the next panel and we have heard it many times regarding
this legislation, and that is how much it will cost the consumer and
especiatly how much this will cost low-income Americans, the con-
cern e({or which always rises when matters of this type are dis-
cuss

In your statement at page 9 you refer to a survey, and you state
and I quote:

In 1984, the price of imported apparel in the United States was virtually the same
as the price of domestically produced garments. Compared item for item, mens’ and
boys’ garments cost $6.68 per garment if they were made in the US.A,, and $6.63

each if they were imported. In women’s wear, imports actually were more expen-
sive, costing $7.72 each, compared to $7.65 for the domestic item.

And you attach a copy to your statement that I ask, Mr. Chair-
man, also be made a part of the record.

I would like to ask you, then—we have heard references to 16
cents an hour and 53 cents an hour—where is that money going?

Mr. SHELTON. Obviously, based on these statistics and some other
ones that were also quoted as part of our record, they are finding
their way into longer profit margins at the retail level.

Senator MITCHELL. And if the data in the survey that you re-
ferred to are correct, is it fair to conclude that the restrictions pro-
posed in this legislation will have very little effect on prices
charged to consumers, if past experience as expressed in this
survey is any guide?

Mr. SHELTON. That is the position we take. Yes, sir.

Senator MitcHELL. All right. Thank you, Mr. Shelton.

Mr. Klopman, you stated in your testimony that the European
Community has rolled back its imports of such products, and you
gave some figures which I do not recall readily, you contrasted
them with the United States where there has been an enormous
per capita increase in imports.

I would like to have you tell us if you can now, and if not, in a
written statement following this, what steps were taken by the Eu-
ropean Community to accomplish this rollback? Was the action
taken within the framework of the MFA? Were threats of retalia-
tion made? Has retaliation occurred?

Mr. KLopmaN. I think we would rather do it for the record, Sena-
tor. I think we could answer most of the questions but we would
prefer to do it in written form.

Senator MiTcHELL. That is fine. I would appreciate that because
perhaps there is a lesson there for us here. .

[The information follows:]
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e REPORT

The EEC and the Multi-Fiber Arrangement (MFA)

" The 1977 Renegotiation

In 1977 the European Economic Community (EEC) was faced with a serious
textile and apparel import problem. Imports from a number of countries had
increased significantly under MFA 1 (1974-1977) as shown on the attached
gra;ih. Because import penetration had reached almost 50% in the EEC apparel
market, the European Commission was persuaded to take stronger measures to
control these imports. )

With MFA i due to expire at the end of 1977, the United States government

“in early 1977 adopted a position of renewal without change. This position
posed problems for the Europeans since they were seeking cutbacks in trade and
lower quota growth. Such measures were not consistent with the MFA as written,

By the end of 1977 the EEC had already negotiated tougher bilateral
agreements with 21 MFA countries and was looking for a means to justify those
agreements in MFA I1. The EEC was prepared to walk away if the MFA could not
accomodate the new bilaterals. In July 1977 the EEC proposed, as part of a
protocol of understanding to the MFA, a specfal clause which permftted
"reasonable departures" from MFA principles, provided those departures were
bilaterally agreed. The American negotiating team worked with the EEC to seek
acceptance of the reasonable departures clause on the part of the other WA
signatories. After extensive negotiations, agreement was reached on a
protocol which did contain the reasonable departures clause. At that time the
U.S. negotiator, Ambassador Michael B. Smith, assured the U.S. {industry and
labor advisors to the MFA talks that the U.S. would avail {tself of every
pm\\lislon of MFA 11 and {ts protocol.
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As the attached graph shows, the Europeans were successful in slowing
import growth under MFA II (1978-1981). The reasonable departures clause gave
them the needed "cover" so that there was no tatk of retalfation or
compensation, nor was any other controversial {ssue raised by the restrictive

actions which they took.

The 1981 Renegotiation

In 1981, when MFA 11 was due to expire, the situation was similar to 1977
inasmuch as the Europeans again were seeking a tougher MFA to deal with
problems of continued import surges and fraud. At the opening of the
negotiations in December 1981 Ambassador Peter Murphy of the Unfted States
stated before the GATT Textiles Committee that the U.S. would not support any
measures afmed at rolling back trade. This positioned the U.S. opposite the
EEC. Only after considerable political pressure in Washington from the U.S.
{ndustry did the U.S. agree to a rollback provision in the protocol of
understanding which was acceptable to the EEC. Paragraph 6 of the 1981
protocol indicates that countries which dominate text{le and apparel trade can
be treated differently than provided for 1n the MFA if those dominant
suppliers agree. This paragraph was not identical to the reasonable
departures clause put accomplished the same result. The reasonable departures
clause was modified because 1t carried such a connotation of restrictive
actions by the EEC that the developing countries would not permit it in the
new protocol of understanding.

At the conclusfon of negotfations on MFA III, the EEC delayed signing
unti) 1t had concluded satisfactory bilateral agreements with the 1ts 27 WA’
supplier countries, and made clear that it would withdraw from the MFA
altogether §f bilaterals which satisfied 1ts criterfa were not negotiated.

The Community had two basic negotfating objectives: 1) a reduction in the
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level of access to the Community market, and 2) a satisfactory mechanism for
preventing disruptive import surges. At the conclusion of its dilateral
negotiations, the EEC felt that these conditions had been met, and acceeded to
the MFA 111 accord in December 1982.

The EEC bilaterals imposed the most restrictive measures on imports in
efght “sensitive" product categorfes. These quotas were negotiated by
- reference to "global ceilings™ in the sensitive categories -- that is, a limit
on the cumulative imports from all countries combined in each product
category. The global ceilings negotiated for 1983 represented a net reduction
from 1982 levels. This was accomplished by cutting back the quotas of the
EEC's major suppliers: Korea, Taiwan, Macao and Hong Kong, by 6-8 percent
from 1982 levels. Lower growth rates in quota levels were also established.
Major suppliers' quota growth rates in sensitive product categories ranged
from 0.1 to 1.0 percent. Other suppliers' growth rates ranged from 0.9 to 4.5
percent, versus 1.0 to 6.0 percent under MFA II. (In contrast, U.S. quota
growth rates for suppliers other than Taiwan, Hong Kong and Xorea are usually
6-7 percent.)

The EEC bflaterals contained safeguards against disruptive surges in the
form of an "anti-surge" clause (for controlled categories) and a “basket exit"
mechanism (for uncontrolled categories). The anti-surge clause s aimed at
preventing a sudden increase in tmports in categories where quotas have not
been significantly used. It permits the EEC to request a supplier country to
“revise a quota (downward), or to suspend the use of flexibility mechanisms, if
fmports in a controlled category exceed the prior year's shipments by 20
percent. The anti-surge mechanism can come into play, for example, if a major
supplier seeks to circumvent its quotas by transshipping or shifting
production to a third country to take advantage of that country's unfilled

quotas.
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The "basket exit" mechanism is aimed at controlling growth in uncontrolled
categories not under quota. The mechanism permits the EEC to establish quotas
if imports in a category exceed a "trigger threshold," which is expressed as &
percentage of the prior year's shipments in that category. The trigger
thresholds are very low, ranging from 0.2 to 3.0 percent for major suppliers
to 0.5 to 5.0 percent for other suppliers. Thus, for example, the EEC may
call for establishment of quotas if imports from Korea in a sensitive category
exceed prior year levels by 0.2 percent. (In contrast, under current
guidelines, the U.S. may cal) for consultations ‘if imports in an uncontrolled
category exceed prior year levels by 30 percent or import penetration in the
product or category {s 20 percent or more, and imports equal one percenf or
more of U.S. production.)

The EEC bilaterals aiso contain an "anti-fraud” clause permitting the EEC
to deduct from the quotas of the genuine country of origin quantities exported
under a false declaration of origin. The U.S. bilaterals contain rs
comparable provision.

The results of these restrictive actions by the EEC are apparent from the
data in the attached table. The EEC's textile and apparel imports peaked in
1980. The reduction since then coupled with the maintenance of its exports
has allowed the EEC to reduce its textfle and apparel trade deficit from $4.7
billion 1n 1980 to $2.3 billfon in 1984,

In contrast, the U.S. has seen a continuing growth tn imports (up 103%)
and a decline in exports (down 34%). This has caused the U.S. textile and
apparel trade deficit to grow from $4.7 billton in 1980 to $16.2 billfon in
1984,
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Conclusion
During MFAs I and I the EEC was faced with import problems similar to
those which now face the U.S. The EEC's problems were dealt with effectively
and the MFA was modified through its protocols to accommodate the actions
required by the EEC. Those actions included quota cutbacks, lou‘bmwu\ rates,
special provisfons for countering fraud and a "global” concept. There was no

retaliation by the countries affected.

Further information on the EEC's system of import restrictfons is available in
a study prepared for FFACT by Dewey, Ballatine, Bushby, Palmer, and %Wood, “"The
Textile and Apparel Trade Crisis,” August, 1985.

42b/EECHA
Prepared by ATMI International Trade Divisfon
August 8, 1985
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U.s. vs. EEC
Textile/Apparel Trade with World
Years 1974-1984
(Bil1jons of Dollars)

U.S. - ¢ - EEC*

Tmports Exports Trade Trade

(CIF) {FAS) Balance Imports Exports Balance
1974 4.27 2.7 (2.10) 6.74 7.44 .70
1975 4.16 2.03 (2.13) 7.44 7.03 (.41)
1976 5.73 2.48 (3.25) 9.00 1.72 {1.28)
1977 6.43 2.57 {(3.86) 10.15 9.17 (.98)
1978 8.51 2.90 (5.61) 12.42 10.66 (1.76)
1979 3.69 4,12 (4.57) 16.73 12.64 (4.09)
1980 .53 4,83 (4.70) 18.49 13.83 (4.66)
1981 11.26 4,85 (6.41) 16.22 13.14 (3.08)
1982 11.70 3.74 {7.96) 15.13 12.32 (2.81)
1983 13.75 3.19 (10.56) 14,49 12.33 (2.16)
1984 19.39 3.19 (16.20}) 15.44 13.19 (2.25%)

*Excludes Trade Among EEC Countries

Source: U.S. Data from U.S. Department of Commerce
ata from GATT, International Trade; 1984 Data from
Turostat, Monthly External Trade Bulletin (FFACT
Study, August 1985) :

Prepared by ATMI International Trade Division
August 8, 1985
42b/EECt
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Senator MiTcHELL. Firally, I would like to ask some of the other
members of the panel who haven’t spoken to tell us as concisely
but candidly as possible: Is this a case of crying wolf? If this legisla-
tion isn't enacted and the admlmstratlon performs as it has in the
past 4 years, what is going to happen?

Mr. GREGG. Senator Mitchell, I will be glad to take a shot at
that. I am John Gregg with the Man-Made Fiber Association.

No; we are not crying wolf. And I can tell you about a good ex-
ample of this—you heard Senator Thurmond talk about losing
1,200 jobs in his State, South Carolina—I closed down a plant
roughly 60 days ago in the State of Pennsylvania that had 750 to
800 employees on a consistent basis, and when it was running at its
normal operating rate, it had over 1,000 employees.

This was a plant that was modernized in the last 3 years. A fair
amount of capital was put in it. One of the things that we did not
project as we worked in this modernization program was the fact
that this MFA wouldn’t be policed and that we would see the kind
of growth in imports that we have seen.

This plant was an acetate plant; it produced yarn that was sold
primarily to the ladies’ apparel trade. It is very difficult to lose
half your customer base, and that is what we are talking about—50
percent of the ladies’ apparel is imported. We never had a shot at
making a sale. We can’t export those fibers because those other -
countries who are weaving the goods, that are producmg garments
and sending them in here, won’t buy from us. We can’t get llcense
from them to import. They have those borders closed.

So here was the case of a modern plant—and when I say

“modern,” it was a reasonably modern plant by today’s standards.
The plant should have been successful. It had been quite profitable.
Here is a plant that got closed down. We never had an opportunity.
And I think that is what we are looking at, certainly from the
manmade fiber side.

I think it is going to be very difficult for manmade fiber compa-
nies—be it my company, up to the larger companies—to put new
capital in an operation today when imports are as far out of con-
trol as they are. The return on investment is just not there.

I think the only way we are going to keep this industry stimulat-
ed is to see some signs of control.

Senator DANFORTH. Senator Heinz.

Senator HEiNz. Mr. Chairman, let me just take up where George
Mitchell left off.

I want to wclcome John Gregg along with Mr. Shelton, Larry
Shelton, who are both constituents.

The plant which Mr. Gregg was referring to was in Meadpville,

A.

You had almost 1,000 employees there, John; is that right?

Mr. GREGG. Yes.

Senator HEiNz. Now, they have all been laid off. What has hap-
pened to them? Have they gotten any assistance from the Govern-
ment? Did they get any retraining, or are they benefiting from the
Displaced Workers Program? Di they get any retraining, or are
theyhbeingfitmg from the Displaced Workers Program? Did they get
any help
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Mr. GreGG. No, sir. To the best of my knowledge, they are not.
Meadville is a very difficult situation. As you know, we were one of
three industries there. There was a zipper company, Conrail had a
large repair facility, and then I had a plant there. We were the last
ones in Meadyville. The others are gone. The people have no chance.
The real estate values are obviously depressed, because there is
nobody who is going to buy. I am sitting there with a very large
plant. In order of magnitude, I have a plant that is 35 or 40 acres
under roof, with a powerhouse, and I have no idea what I am going
to do with it.

Senator HEinz. And, the employees, are they out of work? Do
they have any help other than unemployment compensation?

Mr. Grecc. They are out of work and are on unemployment com-

_pensation, yes, sir.

Mr. SHEINKMAN. Senator Heinz, we represent the workers there.
The help they are getting is essentially what the uaion is providing
through our social services program and unemployment. Other-
wise, they are getting no help at all.

Senator HeiNz. But they are not getting any help finding a new
job, and they are not getting any other assistance?

Mr. SHEINKMAN. They are not certified for trade adjustment as-
sistance. All they are getting, essentially, is their unemployment
insurance and whatever we have been able to raise through our
o;.:m funds, through our own social service program to try to help
them. .

Senator HeiNz. They are examples of casualties in a trade war,
where all the casualties are taking place on this side of the Pacific.

Mr. SHEINKMAN. Yes. And there are many cases, when you are
talking about all the workers, Senator, that I don’t know what you
would retrain them for.

I can tell you a story about another one in Pennsylvania.

Senator HEiNz. Don'’t go too far, because I only have 5 minutes.

Mr. SHEINKMAN. OK. Well, I will tell you the story very briefly. I
found a couple of steel workers working in one of our plants when
United States Steel closed its plant in that area. And they had a
choice between earning $6 an hour and earning $3.35. And you
eliminate that, and you are depressing the wages even further,
which was what Senator Bentsen was talking about.

Senator Heinz. I see Mr. Meinert flinching.

Mr. Meinert, one of the very interesting parts of your testimony
that you didn’t have a chance to give, on page' 2, was something
that Larry Shelton also mentioned a few moments ago. You con-
tend that American consumers are not benefiting from these im-
ports through lower prices. Would you like to elaborate a little bit
on that?

Mr. MEINERT. Yes; we have a balanced perspective, Senator, be-
cause we are in both manufacturing and in retailing, and we know
what we are competing against. And we know and we can testify
that the long markups are taken. And quite often the retailer is his
own worst enemy, frankly. He thinks he is getting a long markup,
he thinks he is going to make a bigger profit, and the fact is that
the goods are always not that good. He thinks he is getting a bar-
gain, and he thinks he is going to make more profit.
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The only way we have been able to compete against that is the
fact that we have a strong marketing arm, and we have strong
brand names, and we are able to sell against that. And we have
shown, the facts show, that actually the consumer gets a better
deal from domestic goods—there is a more normal markup taken,
the goods are more likely to fit his needs. We are aware of the
American public and the consumer, and we know how to satisfy
him. And many of the people who are trying to satisfy him from
imports are not as knowledgeable as we are. And the fact is that
we think the consumer is getting a better bargain today, and in my
opinilon this legislation will not increase consumer prices at all, not
at all.

Senator HeINz. You use the phrase ‘“normal markup.”

- Mr. MEINERT. Yes.

Senator Heinz. Can you demonstrate that the markups on im-
ported goods are above normal? Can you provide statistics?

Mr. MzINERT. Yes;, we know from empirical evidence, and we go
out and test this. 4

Senator HEINz. Can you provide statistics for the committee?

Mr. MEINERT. I think we could. There was an interesting article,
I think that was provided by the Wall Street Journal in the March
19 issue, where they actually went to the Orient and went through
plants and saw the goods marked, and even saw markdowns that
had already been pretaken on the ticketing. And it shows the kinds
of shenanigans that are going on with imported goods. .

I do not think the consumer is getting any better deal, in fact
qg(i):’e the contrary. I think he is getting a better deal from domestic
goods.

Senator HEINz. I would urge all of the people on the panel to
help the committee by supplying for the record all of the informa-
tion on this point that you possibly can. The administration’s con-
tention, and the contention of the retailers, whom we will hear
from, is that the consumer is getting a very good deal from these
imports. Occasionally they will say, “No; the imports are actually
subsidizing the sale of American products.” For that to be true, you
would expect that American products would be selling at a very
low markup, as opposed to a normal markup, and that somehow
the markups on the imports would be very, very high.

What you, therefore, need to demonstrate to prove that retailers
are gilding the lily, so to speak, is that American products are
being sold at near normal markups and that the imports are being
sgld at a much higher markup. And we need information about
that.

[Subsequently, the following information was provided for the
record:]
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John R Mewen! Mortnarx Corporahon
[ P AL SNSRI
R
PR July 31, 198¢

T0: United States Senate, Finance Committee
Subcommittee on International Trade

RE; Textile and Apparel Trade Enforcement Act of 1985
(5680)

FROM: John R. Meinert, Vice Chairman of Hartmarx Corporation
and its subsidiary, Hart Schaffner & Marx, and President
of the Clothinjy Mamufacturers Association

Elbert ¢, Hand, President and Chief Executive Officer,
Men's Apparel Groap, Hartmarx Corporation

Harvey A. Welnbery, Chairman and Chief FExe. ive Officer,
Hartmarx specialty Stores, Inc., Hartmarx Corporation

We have been asked to provide our informed judgment, as
1 conpany with 25,000 employees egqually divided between appares
manutacturing and retailing, on the comparative pricing and
cconomic benetits of i1mported apparel as compared to domestic
apparel, wWide selections of merchandise in broad price ranges
representinj the best values 1n quality and fashion may be
enhanced with the appropriate inclusion of some 1mported goods,
but 1t 1s not otherwise true that imported merchandise gives
better value to the consumer, or diminishes ainflation, or
provides the retailer with an overall profit to subsidize
the sale of Jdomestic apparel. The proportion of goods which
would contirue to be imported under the proposed legislation
is for more than adeguate to provide worldwide selectivity
for retailers and stronj competition to curtail prices in an
industry that is alr2ady efficient with highly productive
workers as well as extremely competitive.

wWe know from extensive empirical evidence what usually
happens in retailing when excessive amounts of apparel are
unpor ted and attempts made to gain lony markups while pro-
moting imported "bargains" to the consumer. Freguently, the
retailer starts with the hope that the imported goods will
bring large profits, and pricing starts with a long markup
so any purchaser woulld be paying a high price. The retailer
may plan an immediate price reduction, but the apparent "mark-
down" may still not sell cheap imported apparel that appears
superficially comparable to better-known domestic goods. It
of ten takes further, real markdowns to sell the goods and
the retailer finds that the biy profit disappears. When

BEST AVAILABLE COPY
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TO: United States Senate, Finance Committee
Subcommittee on International Trade

July 31, 1985

Page 2

the consumer buys imported apparel, thinking that the purchase
1s a bargain only to find that cheaper goods are not as satis-
factory as dependable domestic appavrel tailored to American
needs and tastes, the sad result for all concerned is that the -
retailer may not get the expected profit, the consumer may be an
unhappy customer or return the goods, and domestic manufacturers
and workers have lost an opportunity for producing the goods in
the U.s. The Wall Street Journal and other publications have
investigated some of the strange practices in the making and
pricing of imported apparel. Despite surveys showing the American
consumer's preference for domestic apparel, the games being
played with imported apparel, particularly cheaper, less iden-
tifiable goods, are diverting sales from more reliable domestic
apparel while not achievingy the profit, satisfaction or value
alleged.

The consumer has learned to rely on American apparel,
especially recognizable branded products, and has confidence in
retailers whose reputations were built by offering custome:s the
best selections and values provided by an extrenmely competitive
industry. Retallers must exercise a high degree of care and
appreciation for the needs of the American consumer in importing
apparel if the censumer is to be properly served. Otherwise,
bargain hunting for'cheaper products to dump on the American
market will backfire on both the retailer and the consumer, even
when attempts to copy better quality U.S. goods are made to take
advantage of the successful efforts of aomestic apparel manufacturers.

The opportunity to testify befcre your Committee was ap-
preciated. The President and Chief Executive Officer of our
Men's Apparel Group and the Chairman and Chief Executive Officer
of our Hartmarx Specialty Stores, Inc. join in urging legislation
to set appropriate balances of fair trade in the textile and
apparel industry.

Very truly yours,

\r‘w- A" n :}««w/
John R, Meinert, Vice Chairman

Hartmarx Corporation and

Hart Schaffner & Marx
President, Clothing Manufacturers
Association
" ’ at
db? \‘“‘ I
ert O. Hand, President and CEO Harvey A. Weinberg, Chairman and CEO
“'s Apparel Group Hartmarx Specialty Stores, Inc.

-tmarx Corporation Hartmarx Corporation
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RETAILERS' PROFIT AND PERFORMANCE

ON

IMPORTED VERSUS DOMESTIC

WOMEN'S SWEATERS

EXECUTIVE SUMMARY REPORT

of
A Study Prepared by
THE NATHAN KATZ CO.
for

THE NATIONAL KNITWEAR AND SPORTSWEAR ASSOCIATION
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INTRODUCTION

Objective
This is a summary of the findings of a study, conducted in

1984, of the relative profitability for retailers in importing
women's sweaters versus buying them domestically.

To date, much of the discussion over imports has been
focused on the legislative and political front. This study
moves away from those areas of controversy, and insgead,
focuses on more basic issues that affect retailers and domestic

manufacturers ~- relative profitability and competitiveness.

Lack of Present Knowledge

To date, the full facts on the retailer's profitability on
imports appear to be somewhat unevenly kﬁown and incompletely
analyzed even by many of the retailers themselves. While there
may be a few retailers who have done a complete, integrated
analysis on every cost element affecting the profitability of
importing, many have not. Providing an accurate assessment of
the profitability of imports versus domestic goods can be of
major assistance in allowing retailers to arrive at effective
merchandising decisions.

Realistic calculation of retail profit on imports entails
much more than just the initial markon -- the difference between
landed cost and selling price. Accurate comparison between

domestic and import goods must take into account many other
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factors that affect profitability, if a complete evaluation of
the relative benefits of these two sources is to be obtained.

This analysis has attempted to take a step forward in this
effort by going to a representative cross-section of retailers
themselves, As full a set of facts as possible was sought on
which to build an evaluation of profit .performance.

These findings should not be taken as the last word on
the issue. Retail accounting concepts are open to widely
varying interpretations. Retail finance and merchandising
executives can give quite diverse interpretations and treatment
tc the myriad of elements that enter into an evaluation of
profitability on imports.

This study can best be viewed as an aid, reference point
or benchmark for each retailer to structure his own inquiry
into the relative profitability of imported vs. domestic sweaters
for his own company. /

This executive summary and the study was conducted by the
Nathan Katz Co., management consultants and specialists in
retail analysis. For over 20 years, the company has served
many leading retailers and their vendors in cost, profit and
marketing analyses.

The study was commissioned by the National Knitwear and

Sportswear Association.

-2 -
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STUDY HIGHLIGHTS

A survey of 73 retailers, ranging in size from $20 million
in sales to over Sl billion, was conducted in 1984. The survey's
purpose was to analyze the relative profitability of imported
versus domestic knitwear goods. Women's sweaters were selected
as the survey's focus since this product is well repéesented
in the American market by both imports and domestic goods.

The survey measured gross margin, costs, profits as a
percentage of sales, as well as other factors inherent to both
imports and domestic goods. Major study findings:

o Despite substantially higher initial “"markons" on imports

than domestic sweaters, the gross margins for imports were

reported to be only 3.8 percent higher than domestic due

to less favorabhle purchase discount terms, sizeable

"markdowns® and other price adjustments.

o Offsetting the gross margin advantages of imports are the

operating, logistics and merchandising costs for imports
that ranged from 4.1% to 7.3% of sales higher on imports

than domestic goods.

o Inventory turnover was significantly lower for imports

than domestic goods, most retailers reported. 3 out of

4 stated that sweater imports were likely to remain in
stock for a longer period than domestic -- on average

5.6 weeks longer =-- and as high as 17 weeks longer..

51-152 O—85——8
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Retailers finance imports for approximately 15 weeks

longer than they do domestic sweaters, because of

early prior-to-shipment payment via letter of credit,
considerable ocean transit time and longer storage

time,

Imports "tend to create inflexible open~-to-buy position

and limit ability to respohd quickly to market develop-

ments," retailers reported by a margin of 5 to 1.

Inability to reorder caused the loss of more sales on

imports than domestics; 24% of domestic sweaters repre-

sent reorders versus 5% of imports.

The retailers themselves report that, given equivalént

product and price, 3 cut of 5 of their customers would

prefer domestic sweaters over imports.
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GROSS MARGIN AND PROFITABILITY

The underlying differences in the nature of the retailer's
process of buying and merchandising imports as compared with
domestic goods gives rise to cost, profit, and operating struc-
tures that can be measured with some accuracy and consistency.
These differences are reflected in such areas as:

* Elements of gross margin

* Rate of merchandise movement, turnover and interest costs

* Selected elements of ;xpense structure

In the following, these measurable aspects of retailer

profitability are examined.

Measurement Choices Needed

Measuring retailers' import profitability is a complex
process since so many factors are at work.

Determining which elements to measure in this analysis
meant concentrating on those which appeared the most significant
and would account for the biggest part of any differences in
pertormance between imports and domestics.

It is reccgnized, however, that other approaches might
modify, or add to the elements chosen. Since the present
analysis should be considered as an opening effort into this
profit measurement area, additional contributions by retailers
to further define methods of analysis and concepts would be

welcome.
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Gross Marcin Components Defined

Gross margin may be defined as the excess of sales over
the cost of sales., In computing the cost of sales these are
the main elements considered: The delivered cost of merchandise:
the resultant initial markon, markdowrs, purchase discounts
and shortages.

Respondents were asked for information on the major elements
that most affected gross margin in sweaters -- initial markon,
markdowns, and purchase discounts. Supplementary information
on differences in shortgage was also asked for and is presented
in later sections. Workroom cost is a part of the gross margin
but was not measured since it is not a significant factor in

sweater merchandising.

High Initial Markon on Imports

HOW DOES YOUR INITIAL MARKON COMPARE FOR IMPORTED VS. DOMESTIC

SWEATERS?

As expected, virtually all reporting retailers (95%) said
their initial markon, based on the initial retail price placed
on the goods, was substantially higher on imports than on
domestic sweaters.

About one in six reported markon higher by as much as 13%
to 22% of sales., The median performance was 9.3% higher.

Import initial markons were often substantial: one in
five reported them at 65-70% of sales. For some respondents

however, import markon was lower -- in the 50-59% range. These
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mainly reflected the lower markons realized by import of
sizeable quantities via separate importers rather than through
direct foreign purchasing; weight of such purchasing was a
factor in yielding a median initial ma}kon of 61.4%,

Retajlers reported domestic sweater markon at a median of
51.6%. However, numerous retailers had domestic markon ranging

from 52¢ to 61%.

Purchase Discount

HOW MUCH DOES PURCHASE DISCOUNT ON DOMESTICS VERSUS IMPORT
AFFECT GROUSS MARGIN ON SWEATERS?

A major element reported by retailers narrowing the dif-
ference in gross margin performance between imports and domes-
tics is purchase discount.

While more than two-thirds of respondents reported no
purchase discounts on imported sweaters, 76% reported obtaining
8/10/E0M discount terms on domestic sweaters,

On balance, there was an advantage equal to about 6% to 7%
of purchases favoring domestic goods which equals about 3 to 4
percent of sales. This represents a considerable offset to the
higher initial markon shown by retailers on imports and contri-

buted to the narrowing of the gap at the gross margin level.
Markdowns
HOW MUCH DO MARKDOWNS AND OTHER RETAIL PRICE ADJUSTMENTS OFFSET

ANY INITIAL MARKUP ADVANTAGE THAT IMPORTS MAY HAVE?

Higher markdowns were another element offsetting part of

-9 -
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imports' advantage in markon and contributing to the narrowing
of differences at the gross margin level. On reported markdowns,
by mcre than two to one, 50% vs, 22%, retailers stated that
import markdowns were higher than domestic.

Among the larger group reporting import markdowns higher
than domestic almost a fifth had import markdowns higher than

domestic by 10% of sales or more: the median amount higher

was 6%,

For the smaller group who said domestic markdowns were
higher than imports, the amount by which they were higher was
also about 6%.

About one in four retailers had import sweater markdowns
of o;er 30%. Only about one in six had domestic sweater
markdowns of over 30%. Median markdowns for all reporting

retailers were 17.0% in domestic and 19.2% in imports.

Markdown Accounting Note

It is probable that markdowns on imports are even larger
than reported. In the study, markdowns were intended to also
include "Other Retail Price Adjustments,” "Mark Up Cancella~
tions," and the like. However, in their accounting scme retailers
carry certain retail price adjustments and reserves on imports
separately from their usual markdown data and may not always
have included them in their reporting. Some of the earlier
reported initial markon import figures may also be somewhat
understated because some of these special price revisions may
have been recorded by reducing initial markon rather than

including them with markdowns.

-8 -
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It is therefore probable that applying all price revisions
to "markdowns®™ .would have resulted in a higher import markdown
figure than reported as well as a higher import initial markon.
However, these would have offset each other, and the reported

gross margin figure would not have been changed.

Gross Margin

HOW MUCH HIGHER IS GROSS MARGIN ON IMPORTED VS. DOMESTIC SWEATERS?

Overall, four out of five (81%) retailers reported th~ir
gross margin on imported women's sweaters as higher than on
aomestic; 9% said they were lower,

;pe median gross margin reported on imported sweaters was
49.1%, However, among one-fourth of the retailers it was under
43%. The median reported ;}oss margin on domestic sweaters was
45.3%; but among one-third of the retailers it was over 47%.

Some retailers were realizing higher gross margins on domestic

women's sweaters than others were realizing on imports.

The Difference Between the Median Gross Margins Favored

Imports by only 3.8%.

This relatively small difference reflected the fact that a
large beginning advantage in initial markon favoring imported
over domestic women's sweaters was strongly offset when the
other key gross profit elements of purchase discounts and mark-

downs came into play.

-9 -
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Offsets Narrow Gross Margin Difference

Retailers, then, begin with a high advantage in initial
markon (about 9.3%) favoring imports. However, heavier markdown
elements and a lower purchase discount structure than domestic
substantially ercde this initial advantage, and bring the gross
margin on imports to a point averaging under 4% of sales higher

than on domestic sweaters.

- 10 =
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COSTS AND PROFITABILITY

Areas of Analysis

It is now essential to look *"below" the gross margin line
to see if differences in operating expenses reflecting differing
modes of handling and merchandising imports vs. domestics
affect the profit gap further. .

The survey approach taken was to select primarily those
aspects where differences in the importing vecsus the domestic
merchandising process would seem likely to create meaningful
differences in operating methods and thereby in costs. 1In some
cases, cost areas were reviewed that might be somewhat beyond
the usual ken of merchants or buyers. For those areas a
supplementary sample group of Retail Financjal Executives

{referred to hereafter as “"Controllers”) was queried.

Sumrmary of Costs

A summary cf these differences in import operations costs
follows. They are ekpressed as a "range." This gives recognition
to the fact that responses were often based on estimates, since
numerous retailers do not keep ongoing detailed cost data on an
*import" versus "domestic" basis. The range shown is where

most of the responses would tend to cluster.
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Selected Operating Costs In
women's Sweater Retailing

Excess of Import Costs Over Domestic Costs
{As 2 § of Import Sales)

Range
Effect of Co-op Aa Allowances 0.4% - 1.0%
Foreign Travel (Out-of-Pocket) 0.5 - 0.8
Import Merchandising Services 0.4 - 1,0
Merchandise Extra Storage & Handling 0.1 - 0.4
Shortage Difference 0.1 - 0.3
Import Processing 0.9 - 1.1
In-Store Merchandise Prncessing 0.0 = 0.1
Total ®Other Costs" 2.4 -~ 4.7
Aod: Interest cost - Import Financing 1.7 - 2.6
Total Added Import Costs (Range) 4.1% = 7.3%
Midpoint 5.7%

The sum of these additional costs borne on imports over
domestic ranges from 4.1% to 7.3% on import sales, with the
midpoint at 5.7%.

These excess costs about equal or exceed the gross margin
advantage on imports earlier shnown of 3.8%. They indicate a

percentage rate of profit on sales about the same, or slightly

better for domestic as compared to import sweaters.

The basis for these cost estimates follows:

Inventory Patterns

WHAT ARE SOME OF THE TIME FACTORS AND WHAT ARE THEIR IMPLICATIONS
FOR THE COSTS OF IMPORTING VS. PURCHASING DOMESTICALLY?

-12 -
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&
FIRST, WHICH MERCHANDISE TENDS TO STAY IN INVENTORY LOMGER =~
IMPORT OR DOMESTIC SWEATERS? HOW MUCH LONGER?

Just about three out of four (74%) of the retailers reported
that sweater imports were likely to remain in stock for a longer
period than domestic sweaters. Only 7% of the total group held
that imports stayed in stock for a shorter time. The median
"additional® time reported by all retailers was almost a month
anc a half longer =-- 5.6 weeks, and for about one in four, 7 to

17 weeks.

Imports in Early for Most

Further underlining the "additional®™ time in stock,
retailers reported that on average imports came in and were
held in "special® storage for about 5.3 weeks before "their
actual selling period."

only one in five of those who received imports early put
them directly "on the floor™ to be immediately absorbed inteo
regular "selling” stock. The majority, 72%, held them in
"separate storage™ for some perjod of time until their selling
period was due.

Half the Controller Group also reported that imports were
held or recorded in a "special® corporate account for a time
until they were released and charged to a regular department
merchandise account.

Longer held import inventories contributed strongly to the
slower turnover and less flexible open-to-buy situation reported

by the majority of reporting retailers.
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Letter of Credit and Transport

HOW IS THE EFFECT OF SLOW-TURNING INVENTORY FURTHER COMPOUNDED
BY IMPORT PAYMENT TERMS AND TRANSIT TIME? TO WHAT EXTENT?

The considerable additional time imports are held in stock

entails correspondingly high interest on investment in inventory.

Barly'payment on imports adds to that financing load.

By far, the most frequent form of import payment -- reported
by two-thirds of retailers -- was immediate letter of credit.
Payment by deferred letter of credit or by “open account® (19%)
were mainly via groups buying from importers or through buying
offices.

This meant the qreat.majority of payments were made abroad
immediately at time of shipment from foreign vendors.

By contrast, domestic sweaters were usually paid for by re-

tailers well after receipt of merchandise on their own premises -=-

usually 20 to 30 days (or more) after. This compared to foreign
vendors who were being paid at iime of shipment, well before

delivery to the retailer.

Transport Time

An important element in the cost of financing imports is
the.time expended in transportation. In most cases, payment
has already been made via letter of credit, and the retailer is
financing the inventory while it is traveling.

The. great majority (85%) of the import goods come via

ocean freight ~- according to retailer respondents: only 9%

- 14 -
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come by air freight., This meant that import merchandise could
pfobably ce in transit for an estimated 4 to 6 (or more) weeks

including customs clearance and delivery to the retailer,

Calculating Costs of Inventory Financing

HOW DO THESE PAYMENT, TRANSIT, AND INVENTORY TURN FACTORS AFFECT
FINANCING COSTS ON IMPORTED VS, DOMESTIC SWEATERS?

Most import sweaters appear to bear higher financing

costs than domestics because overall a retailer is carrying the

cost of financing his import inventory for about 14 to 16 weeks

longer than he does on his domestic sweaters. The time period

breaks down as follows:

I, He usually pays for a éiven import shipment 3 to 10 weeks
earlier than for a given domestic goods shipment;

a. Payment is made "up front," at time of shipment from
foreign suppler via immediate letter of credit. Imported
goods are in transit via ocean (and custom's clearance)
for 4 to 6 weeks or more, conservatively, an average of

about S weeks.

b. Payment is made to foreign vendor; therefore, approximately
5 weeks before receipt of import merchandise by the

U.S. retailer.

c. By contrast, domestic merchandise is paid for approximately
20-30 days or 3-4 weeks or more after receipt of goods

by retailer.
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Retailer then carries the import goocds in stock about 6
weeks longer than his domestic goods. In total, then, the
retailers are paying for carrying these import purchases
about fifteen weeks longer than their domestic purchases.

(I plus II above.)

To estimate financing costs:

a. Assume an interest cost of 1.5% a month. (These rates
can vary depending upon a given retailer's policy, and
the business cycle.)

b, Multiply 1.5% times 3-3/4 months (15 weeks). This
equals a total added interest cost of 5.6% -- to be
borne by import purchases.

c. Since purchases are approximately 40% of sales in
imports, the estimated interest cost as a percent of
sales is 40V of S.6% -- or 2.2% in excess financing
cost of imports as compared to domestic sweaters. To
allow for varying practices, the “range™ is about 1.7%-
2,68, This finance cost is a critical element in

evaluating the retailers' profitability on imports.

Co-op Ad Allowance

WHAT ARE THE EFFECTS OF OTHER COSTS?

In addition to the cost of money, numerous other costs

affect the relative retail profitability of imports vs. domestic

sweaters.

- 16 -
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Vendors' co-op advertising allowances are important in
reducing costs. These are allowances paid by vendors tow;rd
offsetting costs of advertising their product by retailers,

Co-op advertising is reported by retailers as being
widely offered by domestic vendors; but hardly at all by import
sources.

1. More than 9 out of 10 retailers said the domestic
suppliers offered ad allowances -- and they were offered
by most vendors.

2. Only about one in five retailers said allowances were
obtainable from among import sources (mostly by
retailers buying through separate-importers).

An estimate of the co-op ad cost effect follows:

1. Among domestic vendors, typical co-op advertising
programs (according to trade sources) usually offer
between 3% to 5% of purchases.

2. Estimating that retajilers use anywhere from 1/3 to
1/2 of this available amount would yield a contri-
bution ranging from 1/3 x 3% to 1/2 x 5.0% o 1% to
2.5% of purchases. This would equal about 0.5% to
1.2% ot sales. "

3., With little co-op advertising, the import contribution
is estimated at 0.2% to 0.4% of import purchases -- or
about 0.1% to 0.2% of import sales.

4. This leaves an advertising co-op advantage for domes-

tic of about 0.4% to 1.0% of sales.

-17 -
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Other Costs

IN WHAT OTHER OPERATING COST AREAS ARE THERE DIFFERENCES FOR
RETAILERS BETWEEN IMPORT AND DOMESTIC SWEATERS?

*Other® areas were selected in which import and domestic

costs might differ reflecting differing operational factors.

Foreign Travel Costs

Foreign travel was estimated at about 8% of merchants and
buyers time.
' About 20% qf retailers reporting that it took from 10-25%
of merchants' and buyers' time. ’

The cost of overseas transport and lodging is estimated

to range between 0.5% to 0.8% of import sales.

Costs of Import Merchandising Services

This includes costs of internal personnel on imports:
offices and personnel maintained overseas; import services of
corporate or other buying offices., Almost all respondents
recognized such a plus cost factor on imports. Most coss

estimates ranged between 0.4V to 1.0% of sales.

Merchandise Storage and Handling Costs

More than half of the retailers responding held that
physical processing of imports created an extra cost in terms
of added storage, trans-shipping and handling. Some estimates
ranged as high as 3.0% of import sales. However, the central

range of estimates was between 0.]1% to 0.4%.



237

shortage Difference Noted

Of those responding, 40% said that import shortage was
higher than domestic; 60% said there was no difference. None
said domestic was higher, Some estimated import shortage as
high as 1,5% of sales more than on domestic. Overall, however,
the range is more conservatively estimated at about 0.1% to 0.3%

higher.

Import Processing Cost

Miscellaneous import processing costs include customs
brokerage, customs attorneys, insurance, bank service charges,
letters of credit., The central range is estimated between 0.9%
to 1.1%. (Accounting methods differ. Some of these import
processing costs are considered as part of landed cost by

various retailers.)

In-store Merchandise Processing Costs

These costs include added store "paper work"™ processing
factors on imports as in receiving, marking, and accounting
functions, As reported by controllers the difference in cost

appeared small, ranging from 0.0% to 0.1%.

Net Effect

When a full array of the relevant factors in imports versus
domestic goods are analyzed, a large difference in initial
markon favoring imports, is mostly whittled away by gross
margin and expense factors favoring domestic goods.

The net effect is that there appears to be little difference

in the actual "percent of profit earned on sales” as between

imports and domestic women's sweaters.

- 19 -
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MERCHANDISING

Merchanding Implications

HOW STRONGLY DO RETAILERS FEEL THAT IMPORTING CREATES DIFFICULTIES
IN MERCHANDISING?

Five times as many retailers agreed with as disagreed with
the statement: "A large commitment to imports tends to create
an inflexible Open-to-Buy condition and limits the ability to
respond quickly to current market developments and changes."

The predominant reasons:given by the retailers, cited by

6183, centered on the difficulties involved in buying far ahead.

Some Typical Verbatim Comments -- Why Importing is Difficult

"Domestics are at hand. Getting re-orders on imports are
difficule,.” :

“"You don't know 6 months prior to a season what will be
popular.”

"ln order to do import, you have to order 1 year in advance."

"No cancellation on import - locked in - if trerds cﬁ;ngé
you're still locked in with dollars.”

*"If they are cancelled you are in a lot of trouble. You
buy so far ahead of time."

"Tied up with merchandise and can't react. Have to turn
dollars by (special) sales and mark downs."
Reorders
HAVE RETAILERS LOST MORE BUSINESS ON IMPORTS OR DOMESTIC SWEATERS--
BECAUSE UF INABILITY TO OBTAIN REORERS? HOW MUCH MORE?
By about five to one, retailers stated that they lost more
sales on imports than on domestic goods because of their inability

to reorder.
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When asked why they were losing more import sales because
of reorder problems, most (about 80%) of retailers reported that
basically it was the long lead time needed in the import
operation that prevented reordering from foreign vendors.

Another 9% cited quota problems.

Typical Verbatim Comments-~Why Losing Reorder Sales on Imports

*By the time you could get delivery and the item back into
this country, the selling trend would be over."

*Can't reorder any import., Have to order 8-10 months in
advance."”

"You are completely closed off if you get a good seller.
It's a one shot arrangement.,"

*1f something should be good, I can't get back into it."

"When we hit on an item that is sensational, transit time
alone wipes it out. Production time. Takes too many weeks."

“There is basically no re-ordering.”

0of the few who saiq they could not reorder from domestic
suppliers, half based it on the fact that their funds were tied
up in imports:

"Our dollars are tied up in imports."

"Strapped by imports. Not able to buy; committed to imports

far in advance."”

Domestic Reorders Important

Five times as large a proportion of purchases of domestic
sweaters as of imports == 24% vs., 5% -~ represented reorders,
according to the responding retailers. The import reordering

ratio was thus about 20 percentage points lower for imports

- 22 -



240

than for domestic goods. 1In fact, almost 70% of all retailers
plice no import reorders against only 5% who placed no domestic
reorders.

"Reorder® business may be regarded as "premium®™ profitable
volume. It represents "market proven" merchandise with the
likelihood of moving quickly, turning inventory over rapidly,
and often selling at full price with few markdowns.

Reordering capability appeared as an essential element in

domestic merchandising, but not in importing.

Returns

TO WHICH SOURCES ARE. RETAILERS MORE ABLE AND LIKELY TO RETURN
MERCHANDISE -~ OFFSHORE OF. DOMESTIC.

By a ratio of more than four to one, 57% vs 13%, retailers
said their returns were higher to domestic sources than to

import sources.

Profitabjlity Effects

HOW DO THESE DIFFERENCES IN MERCHANDISING AND DELIVERY PERFORMANCE
REFLECT IN ADDITIONAL PROFITABILITY IMPACT FOR RETAILERS OF IMPORT
VS. DOMESTIC SWEATERS?
Despite their heavy import activity most retailers appeared
strongly aware that importing presented dilemmas and problems.
Considerable merchanaising inflexibility due to need for
making import commitments long in advance; difficulties in
reordering; difficulties in returning goods were reported by
retailers as much more prevalent in importing than in buying
from domestic sources.
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These drawbacks must be considered to have a considerable
impact in terms of loss of potential volume. They would appear
to offset some of the sales gains imports have been assumed to
bring.

The amount of this volume loss and the attendant loss of

profit on those unrealized sales, though sizeable, is difficult
to measure. However, these should be taken into account as
additional important, though unmeasured elements, in evaluating
retail profitability on impcrts vs. domestic women's

sweaters.,

Customer Preference

DO YOU THINK YOUR CUSTOMERS WOULD PREFER DOMESTIC OR IMPORT
GOODS == IF PRICE AND STYLE WERE EQUAL?

The retajilers themselves recognized aﬂ inherent preference
among their customers for domestic goods. -

on the average, retailers believed that three-fifths (59%)
of their customers would prefer a domestic over an imported
sweater -- provided price and styling factors were equal. And
numerous retailers believed over 75% of their customers would
prefer domestic.

As a further indication of customer preference, retailers

reported that the ratio of returns by customers :o retailers

was likely to be lower on domestic sweaters than on imports:

28% felt import returns would be higher against 19% for domestics.
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NOTE ON METHOD

Sample
This sample represents a sizeable cross section of U.S.

retailing., It was planned to be representative of the more
significant retail organizations. It includes many of the
nation's largest retailers -- including some with over $1 billion
in total retail volume. More than half were estimated to have
total volumes of over $100 million. The remainder were sub-
stantial medium-sized companies, $20-$100 million.

Interviews were conducted with a total of 73 retailers.
Uf these, 58 were with Merchants and Buyers and 15 were Financial
Executives (referred to in the text as “"Controllers).

The Financial Executive-Controller group sampl¥-was included
especially for responses in some of the more detailed cost
areas. They also provided answers on selected questions from
the basic guestionnaire.

Full confidentiality was assured to all respondents, No
individual data are revealed in this study. All figures are
based on composites. Only medians, averages or “"range" figures

are given.

—-

Questionnaire and Presentation

In preparing the questionnaire, on which this study was
based, numerous merchandising and financial retajl executives
were queried. The questionnaire was subjected to comprehensive

pre-testing where respondents were asked to express any comments
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on factors that may have been omitted, or that should have been
asked about differently.

The retail method of accounting is used as the basis for the
data. For non-retailers, the key fact to remember is that if
an item is purchased for $2 and sold for $4, the markup (markon)
is S0V, not 100t (i.e. 50% of selling price is markon).

In numerous tables, the median is used as the measure of
central tendency. The "median” is a variant of the more common
"average.” The median is the middle case in an array. Medians

are based only on those answering a given question.

Heavy Importers

Most of the reporting retailers are heavy importers of
women's sweaters. Since they were chosen at random this
characteristic can be expected to be representative of the
average retail industry.

Many retailers bought imports through a combination of
methods: (1) their own merchants and buyers; (2) a resident

buying office, (3) an outside import firm.
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DEFINITIONS

Markon or markup, is the difference between the delivered cost
of the merchandise (landed cost for imports) and the selling
price originally set, 1In retail accounting, if an item costs
$6.00 and its retail price is $10.00, the markon is 40%.

Markdowns are the reductions taken from the originally set
retail price of merchandise. (See detailed note in text and
aspects of markdowns accounting) .

Gross Margin is the resultant gross profit after the criginal
markon has been reduced by markdowns -- as well as other ele-
ments such as inventory shortages and alternative costs. It
also reflects purchase discounts earned from vendors.

Purchase Discountg are discounts or allowances granted by
vendors to retailers, usually in connection with prompt payment
of invoices, or as usual track practice:

Exanmple: 8/10/EOM are discount terms frequently available
in the domestic sweater industry. They indicate that there
is an 8% discount if invoices are paid within 10 days after
the end of the month in which goods are received by the
retailer or the invoice is dated.

Shortage is often referred to as inventory shortage. It is
the citference between the “book"™ value of the inventcry and
the actual physical inventory.

Open~-to-buy is a basic tool of retail inventory managenent.
It represents the amount of merchandise a buyer is permitted
to purchase during a given period.
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TELEPHONE (112) 479904
THE NATHAN KATZ CO.
200 MADISON AVENUE
NEW YORK, NEW YORK 10014

Nathan Katz - Biographical Note

Mr. Katz is President of The Nathan Katz Co., Retailing
and Consumer Goods Analysts. -

Prior to forming his own Company, Mr. Katz spent several
years as & Senior Marketing and Financial Analyst for R. H. Macy
.and Co. There his responsibilities centered on snalyzing Market-
ing, Merchandising and Financial problems in major apparel and
home furnishings departaments.

The Nathan Katz Co., in business for over twenty years,,
continues to be strongly Retail oriented in its Research and Con-
sulting assignments but serves many manufacturing and service ‘
organizations as well. It is rather uniqﬁe in that it conducts
not only ﬁnrket!ng Studies, it is also continually involved in
Retail financial and profitability analysis.

The Nathan Katz Co.'s clients include many major and
mediun size retailers in the U.S, In additién‘it has con&ucted

" many analyses for leading vendors in the apparel related and
other consumer goods fields, analyzing their retail markets,
their relatjons with retailers, their profitability for retaiiers.
and their consumer markets,

Mr. Katz is a graduate of C.U.N.Y. School of Busin;ss Admin-
istration and took Graduate Work in Economics and Finance at
American and New York Universities. He conducted the Retail

Research Thesis Seminar at N.Y,U.'s Graduate School of Business.
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Mr. Katz has addressed numerous groups such as the National
Retail Merchants Association, Frederick Atkins Buying Group,
and the Retail Research Association.

Studies among retailers have covered such companies as
Davison's, Atlnﬁta. Bamberger's, Strawbridge, Bergdorf Goodman,
Assoclated Merchandisine Corp., B. Altmans, Macy's, Cherry and Webd,
¥. R. Grace, Hernln';, Alexanders, F. A, 0. Schwarz, J. B. Ivey and
Co., Lord and Taylor, Frederick Atkins, and many others.

Others include, Celanese Corp., Cannon Mills, Warnaco,
Springs Mills, Allied Chemical Corp., G. E., Conso, Jockey,
Patchogue-Plymouth Propylene Fibers and additional vendors in
varied fields.

A Nathan Katz Company recent study, '"Women Look at Apparel
Retailing," ctonducted for The Celanese Fibers Corp. was a
featured presentation at the National Retail Merchants Association

snnual convention.
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Mr. MEINERT. Senator, they are trying to plant in your mind that
something is going to happen, that there will be less selection, less
supply, and this shortage of supply will raise prices, and there will
be undue profits and higher prices—this is simply not true. This is
a highly competitive, an extremely competitive industry. We have
excess capacity, we have excess labor supply, and the fact is that
even without imports the prices would not rise.

But the fact is that there will be substantial imports under this
legislation; they are not being done away with. And if they want to
import, the selection will still be there, and there will still be a
strong restraint—if that is a restraint—on our pricing.

Senator HEINzZ. Mr. Meinert, 1 hate to cut you off, but the chair-
man is going to cut me off. I thank you very much.

Thank you, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you very much.

Mr. KLormaN. Thank you.

Senator DANFORTH. Well done, by a large group in close
harmony.

Mr. KLopMAN. Incidentally, our Common Market imports of ap-
parel amount to less than 1 percent of our total market, so it is one
of the reasons it wasn’t——

Senator DANFORTH. Let me say this, Mr. Klopman, in my own
opinion, it would be very hard to pass legislation directed only
against brown and yellow people.

Mr. KropMAN. Well, I think someone asked me why the act ex-
cluded the EC and Canada and I was just trying to give you the
answer. I didn’t say it was right.

Senator DaNFoORTH. Thank you, sir.

The next panel—Mr. Larry Mounger, Northwest Apparel and
Textile Association and the Northwest Free Trade Alliance; Mr.
Thomas Hays, Retail Industry Trade Action Coalition; Mr. Sim
Gluckson, Textile and Apparel Group of the American Association
of Exporters and Importers; and Mr. Peter Phillipes, Levi Strauss.

Gentlemen, let me thank you for your extreme patience in wait-
ing here for over 4 hours to testify. If the previous panel was in the
Guinness Book of World Records for the size of the panel, you are
in itffor the length of time spent in this hearing room waiting to
testify.

Mr. Mounger, would you like to proceed?

STATEMENT BY LARRY C. MOUNGER, PRESIDENT, PACIFIC
TRAIL, SEATTLE, WA, ON BEHALF OF THE NORTHWEST APPAR-
EL AND TEXTILE ASSOCIATION, SEATTLE, WA, AND THE
NORTHWEST FAIR TRADE ALLIANCE

Mr. MouNnGeR. Thank you, Mr. Chairman.

My name is Larry Mounger, and I am the chief executive officer
of Pacific Trail, a 40-year-old Washington State based apparel com-
pany. I am testifying today on behalf of the Northwest Apparel and
Textile Association and the Northwest Fair Trade Alliance.

The alliance is a coalition of industries in the Pacific Northwest
which will be impacted if the Textile and Apparel Trade Enforce-
ment Act of 1985, Senate bill 680, is enacted into law.
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The Northwest apparel industry will be signficantly impacted by
this legislation. Our importing industry is relatively new in terms
of other large industries in the Northwest. Many of our companies
have been in existence for less than 10 years and have experienced
excellent growth. These companies source almost exclusively in the
Far East, the area most impacted by this legislation. Quota roll-
backs as proposed in this legislation will not allow for a continu-
ation of the basic lines of many of these companies without a sub-
stantial transformation of sources and apparel design. In effect, the
legislation will close the door to scurces of supply for many North-
west apparel companies, jeopardizing the existence of the compa-
nies themselves.

Northwest industries are almost universally opposed to the provi-
sions of this bill. This bill is a substantial departure from the
present philosophy of multilateral cooperation and bilateral imple-
mentation. Senate 680 will restrain imports of all fibers but will
impact Pacific Rim countries most severely. Exports of other
Northwest products to Pacific Rim countries could be severely im-
pacted by the countries’ reaction to this bill. In addition, the bill
proposes a new regulatory burden for importcrs with the corre-
sponding supporting bureaucracy to enforce it.

For my own company, this bill, if enacted, would result in a sub-
stantial increase in costs and decrease in gross sales and force yet
another realignment of our company.

My father started Pacific Trail in 1946, with a prayer and a
dream, six sewing machines, and very little capital. We produced
domestically for 30 years, never going overseas. In the 1970's we
saw an increase in operating costs occasioned by Government regu-
lations—OSHA—cost of working capital when we got that tremen-
dous inflation of the late 1970’s and, correspondingly, increased
labor costs.

At the same time, we began to see new apparel with higher
levels of workmanship being manufactured in the Far East. Much
of this manufacturing was with the help of U.S. aid and technolo-

The administration reacted properly to these new economic shifts
by calling for and instituting the arrangement regarding interna-
tional trade and textiles, also known as the multifiber arrange-
ment. These new controls, along with changing factors of competi-
tion, prompted Pacific Trail to look at different sources of supply in
order to continue to provide products of a value and a quality de-
manded by our customers. In 1974, Pacific Trail made the corpo-
rate decision to secure some lines in the Far East. We made that
decision to ensure that we would continue to be competitive and to
preserve our business. We looked at other domestic sources in addi-
tion to our own production but determined that alternative sources
would not produce the product our customers demanded. Pacific
Trail products are sold in over 4,000 retail outlets, and we have
sales offices in 20 cities in the United States. We are a healthy,
viable company today because we made the correct corporate as-
sessment of U.S. policy in the world economy. This bill changes
that assessment and provides for additional Government interfer-
ence in an already highly protected and regulated marketplace.
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The principles of free trade are signficant to the growth and sta-
bility of the Northwest economy. We are composed of the ports of
Seattle, Tacoma, and others, freight forwarders, customs brokerage,
trucking companies, and I might add unions and warehousemen,
and a lot of labor people.

The Pacific Northwest also relies on imports to strengthen its
economy. We are the doorway for $12.3 billion worth of goods that
are imported into the Pacific Northwest that go into the Midwest
and then into the Eastern part of the United States. In short, the
economy of the Northwest depends on international trade, and
international trade depends on the concept of free trade.

The alliance recognizes the problems of domestic textiles and ap-
parel manufacturers but feels strongly that these problems should
not be solved by unilateral implementations or protectionist legisla-
tion.

Four years ago I started a domestic apparel company that pro-
duces swimwear exclusively in the United States. We have grown
by over 100 percent each of those 4 years, and we only make it in
the United States, so we have no plans to change from the United
States. But we work in a competitive atmosphere, and it is in our
best interests to produce domestically in the United States with
this swimwear company, and it is in our best interests to import
our outerwear.

In sum, Mr. Chairman, the passage of this legislation will seri-
ously threaten the viability of the apparel industry in the Pacific
Northwest and have a severe negative impact on many related in-
dustries.

I appreciate the opportunity to testify, and I am prepared to
answer your questions. Thank you very much.

Senator DANFoORTH. Thank you, sir.

Mr. Hays.

[Mr. Mounger's written testimony follows:]
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July 15, 1985
TESTIMONY OF )
LARRY MOUNGER
BEFURE THE COMMITTEE ON FINANCE
SUBCOMMITTEE ON INTERNATIONAL TRADE

UNITED STATES SENATE

Good afternoon, my name is Larry Mounger and I am the
chief operating officer of Pacific Trail, a forty-year-old
wWashington State-based business. I am testifying today on
behalf of the Northwest Apparel and Textile Association and the
Northwest Fair Trade Alliance. The alliance is a coalition of
industries in the Pacific Northwest which will be impacted if
the Textile and Apparel Trade Enforcement Act of 1985 (S. 680)
is enacted into law. )

The Northwest apparel industry will be significantly
impacted by this legislation. Ouc¢ importing industry is
relatively new in terms of other large industries in the
Northwest. Many of our companies have been in existance for
less than ten years and have experienééd fantastic growth.
These companies source almost exclusively in the Far East, the
area most impacted by this legislation. Quota rollbacks as
proposed ipn this legislation will not allow for a continuation

of the basic lines of many of these companies without a

substantial transformation of sources and apparel design. In
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effect, the legislation will close the door to sources of
supply for many Northwest apparel companies, jeopardizing the
existance of the companies themselves.

Northwest industries are almost universally opposed to
the provisions of this bill. This bill is a substantial
departure from the present philosophy of multilateral
cooperation and bilateral implementation. S. 680 will restrain
imports of all fibers but will impact Pacific Rim countries
most severely. Exports of other Northwest products to Pacific
Rim countries could be severely iTpacted by the countries'
reaction to this bill. 1In addition, the bill proposes a new
requlatory burden for importers with the corresponding
csupporting bureaucracy to enforce it.

For the Northwest apparel industry, we are concerned
that this precipitous action will increase our costs, reduce
our choices in the marketplace and cause long-term business
instability. For my own company, this bill, if enacted, would
result in a substantial increase in costs and decrease in gross
sales and force yet another realignment of our company.

The world marketplace is coﬁgtantly shifting as a
result of economic and political factors. Pacific Trail has
been successful because of its ability to adjust to those
changes. When my father founded Pacific Trail in 1945, there
was no multifiber arrangement. Control over cotton imports did

not begin until after the Korean War. Major competition in
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outer wear, Pacific Trail's primary product line, was from
Europe and other domestic manufacturers. We built our own
factories, developed our own product lines, and instituted
distribution and sales networks. 1In the early '60's, we began
to notice a decrease in worker productivity; and in the '70's
we saw an increase in operating costs occasioned by government
regulations, costs of working capital and increasing labor
costs. At the same time, we began to see new apparel with
higher levels of workmanship being manufactured in the Far
East. Much of this manufacturing was with the help of U.5. aid
and technology.

The Administration reacted properly to these new
economic shifts by calling for and instituting the Arrangement
Regarding International Trade in Textiles, also known as the
Multifiber Arrangement. These new controls, along with
changing factors ot competition, promgpted Pacific Trail to look
at different sources of supply in order to continue to provide
products of a value and quality demanded by our customers. In
1374, Pacific Trail made the corporate decision to secure some
lines in the Far East. We made that decision to insure that we
would continue to be competitive and to preserve our business.
we looked at other domestic sources in addition to our own
production but determined that alternative sources would not
produce the product our customers demanded. Pacific Trail

products are sold in over 4000 retail outlets and we have sales
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offices in 20 cities in the United States. Wwe are ‘a healthy,
viable company today because we made the correct corporate
assessment of U.S. policy and the wocld economy. This bill
changes that assessment and provides for additional government
interference in an already highly protected and regulated
marketplace.

The implications of this legislation are so
significant to the economy of the Northwest that an alliance of
related industries has been formed to oppose the bill. The
Northwest Alliance for Fair Trade is composed of the members of
the Northwest Apparel and Textile Association; the Ports of
Seattle, Tacoma and others; Freight Forwirders: Customs
Brokerages; trucking companies; and other impacted industries.

Each of the cospanies composing the Alliance have
always shared the common goal of fair trade in the world
marketplace that is growing more interdependent every day. The
principles of free trade are significant to the growth and
stability of the Northwest's economy. The Pacific Northwest is
rich in natural resources. Timher, wheat, fruit and fish are
major export commodities from the Pacific Northwest. Most of
our exports are to Pacific Rim coutries which are the targets
of this bill,

The Pacific Northwest also relies on imports to
strengthen its economy. The Northwest is not a large consuming

center like the Northeast, yet because of its throughput

61-762 0—85—9
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capability $12.3 billjon of goods were imported through the
Ports of Oregon and Washington in 1984. These imports resulted
in jobs not only at the Port but in all of the related
industries. 1Inland transport from the Northwest is highly
dependant on international trade. 1In short, the economy of the
Northwest depends on international trade and international
trade depends on the concept of free trade.

This bill represents a substantial.deviation from the
Nation's long-term position favoring free trade. The Alliance
recognizes the problems of domeétic textiles and apparel
manufacturers, but feels strongly that those problems should
not be solved by unilateral implementation of protectionist
legislation. As the-Administration correctly pointed out in
its June 19, 1985 letter to all Members of Congress, the
domestic textile and apparel industry is protected by
relatively high tariffs in comparison to other domestic
industries and has benefited from this Administration's
aggressive imposition of quotas. These new quotas have
resulted in coverage of approximately 80 percent of all imports
from developing countries. These quoEEs have all been
established consistent with our international responsibilities
under the Multifiber Arrangement. Our trading partners have
participated in these negotiations as they will in the upcoming

Multifiber negotiations.



255

I have already indicated the implications of
unilateral action to the Northwest economy. Those impacts mean
more than just the short-term loss of dollars and jobs. It
will mean a change in the way the United States is viewed by
its trading partners and will produce long-term economic
losses. Retaliatory action has already been rumored in China,
a country that the Northwest is aggressively pursuing as a
customer for high technology, agriculture and timber exports.

In sum, Mr. Chairman, the passage of this legislation
will seriously threaten Ehe viability of the appacel industry
in the Pacific Northwest and have a severe negative impact on
many related industries. Our companies have been built on
successful business strategies which rely on high quality
imported products. I should point out that I am not unaware or
unsympathetic to the concerns of domestic manufacturers. 1In
addition to Pacific Trail, my family company awns a domestic
apparel manufacturing company in California and a chain of
fourteen retail apparel stores on the West Coast. From that
perspective, I have looked at this issue from.every angle. I
am convinced that the Northwest industry's cutrent strategy is
productive and effective and in the best interests of the
American consumer and the American economy. 1 appreciate the
opportunity to testify and am prepared to answer your

questions. Thank you.
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STATEMENT BY THOMAS A. HAYS, VICE CHAIRMAN, MAY DE-
PARTMENT STORES CO., ST. LOUIS, MO, ON BEHALF OF RETAIL
INDUSTRY TRADE ACTION COALITION [RITAC]

Mr. Hays. Good afternoon, Mr. Chairman, and members of the
subcommittee. .

I am Thomas Hays, vice chairman of the May Department Stores
Co. May has its corporate headquarters in St. Louis, MO, but over
70,000 of its employees are located in 145 department stores, in-
cluding the Hecht stores here in Washington, DC, and other retail
stores in 38 States within this country.

I appear today on behalf of the Retail Industry Trade Action Co-
alition [RITAC], whose member companies employ in excess of 1
million Americans, with stores located in all 50 States. As a matter
of fact, there are about 3 million people employed in general mer-
chandise and apparel saies in the United States, many of whom, in
fact most of whom, are women, and many of whom are minorities.

My purpose here today is to underscore RITAC's opposition to S.
680 and to demonstrate why the bill would, if enacted, impose a
tremendous and unnecessary cost on the U.S. economy.

Before discussing our specific objections to the legislation, let me
first mention RITAC’s most immediate concern, the concerted
effort by some to rush this bill through Congress quickly without
substantive congre.sional hearings. ‘

We are deeply concerned that all of the facts are not out and
that certain aspects of the bill have been understated, both in
terms of its effects on jobs and the cost it would impose on the
economy.

RITAC thanks this committee for beginning the process of ana-
lyzing thoroughly all aspects of this precedent-setting legislation.

At this point let me emphasize that textile and apparel workers
are among our valued customers. We as retailers are hurt when-
ever workers in any industry, in any business are unemployved.

Retailers are also supportive of strong domestic apparel and tex-
tile industries, because we purchase the vast majority of our goods
from domestic sources. Simply put, we all prefer to buy domestical-
l{\. U.S. apparel manufacturers still account for three-quarters of
the finished apparel that retailers sell in this country—three-quar-
ters, not one-half as some may have led you to believe.

In the total retail sector, an average of 78.5 percent of all textile
and apparel merchandise is purchased domestically.

My written submission contains a detailed discussion of the re-
tailers' objection to Senate bill 680. Today I will summarize that
discussion by describing the effect of the bill on retail customers,
retail employees, and retailers.

From the customer’s viewpoint there are two important issues—
first, a decrease in the availability of variety and value; and,
second, significant cost increases. As to variety and value, the pro-
posed additional restrictions would cut trade dramatically. Based
on the estimates by the International Business and Economics Re-
search Corp. [IBERC], apparel imports from countries targeted by
the legislation would be reduced by 20 percent. Similarly, total tex-
tile imports would fall by 36 percent. Because of these restrictions,
many of the products our customers currently demand simply will
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not be available. Domestic manufacturers either cannot or will not
fill this need.

Also, as foreign manufacturers change their product mix to
adjust to the new quota limits, they will increasingly concentrate
on producing higher priced items to garner the higher profit on a
limited number of products that they can export—not dissimilar to
the automobile industry. As a result, many of today’s lower priced
items will not be available, and of those items that will be avail-
able in retail stores, many will be too expensive for persons on a
limited budget. In fact, without imports, many lower income cus-
tomers will simply have no alternative but to go without certain
basic clothing essentials or to spend a bigger percentage of their
income on clothing, and thus reduce their standard of living.

The increased costs resulting from these restrictions are stagger-
ing. IBERC estimates that the restrictions will cost apparel con-
sumers an extra $2.4 billion annually, and textile consumers $1.0
billion annually. This is on top of costs of existing restrictions on
apparel and textile which have been estimated to currently cost
the consumer $23 billion annually.

In the first 5 years of the proposed legislation, the total cost to
the apparel consumer and the textile consumer is about $15 billion,
in 1984 dollars.

From the retail employee’s point of view, the additional cost of
this proposed legislation is jobs. According to the IBERC study, the
additional import restrictions on apparel would support 36,000 jobs
in domestic apparel manufacturing, at a cost of $66,000 per job. For
the domestic textile manufacturing industry S. 680 means 35,000
jobs at a cost of $27,000. The IBERC study found that the bill would
cause the retail industry to suffer a decline in retail sales that
would mean a loss of some 62,000 jobs in the retail industry. If you
offset the gains against the losses, there is a net gain of 9,000 jobs
at a cost of $360,000 per job.

The State-by-State analysis of these employment changes by
IBERC shows that the vast majority of the States would experience
net job losses if the legislation were enacted.

Finally, from the retail company’s point of view, the proposed li-
censing provisions would be extraordinarily expensive to imple-
ment and administer—indeed, the compliance with the proposed
program may be impossible. In any event, this scheme would entail
an extra level of cost and, with all other product costs, would un-
doubtedly result in higher prices for the retail customer.

The competitive situation in retailing is fierce. Value is a ke
factor in this competition. Import restrictions proposed by the bill
would seriously inhibit retailers in providing variety, value, and
choice to their customers. Also, retailers’ volume would be down,
and price competition would be more limited. The results of this
scenario are obvious—increased prices, less variety and value,
dwindling retail employment, and increased store closings. Many of
these store closings would undoubtedly be in inner cities, in part
because of the lack of lower priced merchandise for these stores.

To conclude, Mr. Chairman and members of the subcommittee,
American retailers support strong, viable domestic textile and ap-
parel industries. The bill is not the answer. To date, this bill has
not received thorough consideration. We believe that the bill
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cannot and will not withstand careful and objective scrutiny by
this Congress. The bill will impose an extremely high and unneces-
sary cost on U.S. consumers, inviting retaliation against U.S. ex-
porters, spur inflation, violate our international obligations under
the MFA, and provide to the domestic textile and apparel industry
an unprecedented level of protection.

For the sake of retailers, a nation of retail customers, and mil-
lions of retail employees, you should not report out this legislation.
It is time to put an end to this year’s apparel and textile pilgrim-
mage for protection.

Thank you, Mr. Chairman. I would like to add at this time, if I
may, to add the IBERC study into the record.

Senator DANFORTH. Fine. Thank you, sir.

Mr. Gluckson.

[Mr. Hays’ written testimony and the IBERC study follow:]



259

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE
U.S. SENATE

Testimony of
Thomas A. BRays
Vice Chairman
The May Department Stores Company

on behalf of
RETAIL INDUSTRY TRADE ACTION COALITION
’ (RITAC)

on
S. 680

The Textile and Apparel Trade Enforcement Act
of 1985

ted: July 15, 1985



260

SUMMARY OF TESTIMONY

The Retail Industry Trade Action Coalition (RITAC), whose
member companies employ in excess of one million Americans in retail
stores located in all 50 states, is strongly opposed to S. 680, If
enacted, this bill will --

° decrease the selection and variety of merchandise
available in retail stores. Preliminary estimates
indicate that apparel imports from countries targeted by
the legislation would be reduced by 20 percent. As a
result, many of the products our customers currently
demand will not be available. Moreover, as foreign
manufacturers change their product mix to adjust to the
new quota limits, they will increasingly concentrate on
producing higher priced items to maximize their profit on
a more limited number of exports;

° increase consumer costs by an estimated $3.4 billion
annually. In the first five years of the proposed
legislation, the total cost to apparel and textile
consumers has been estimated at $15 billion in 1984
dollars. Apparel import prices would increase on average
by 16 percent at wholesale. Textile import prices would
increase on average by 33 percent;

° for the majority of states, cause net job losses, while
primarily benefitting three southern states. The decline
in overall textile and apparel consumption would mean the
loss of some 62,000 jobs in the retail industry. These
losses offset the estimated 71,000 jobs supported in the
textile and apparel industries by new import
restraints. Thus, the economy gains a net 9,000 jobs at
a staggering cost;

° create an expensive and complex licensing scheme that
would further raise costs to the retail customer and
unduly complicate the importing process; and

° require the creation of a bureaucrec¥ and cost the U.S.
Governnent nearly $800 million annually in reduced tariff
revenues, :

with an insatiable appetite for protection, the domestic

textile and apparel industries have successfully erected over the

years more barriers to competition than any other sector of our

—

economy. Retailers, their customers, and their employees should not
be forced to bear the substantial costs that will result from this

year's textile and apparel pilgrimage for protection.
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July 15, 1985

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE
U.S. SENATE

Testimony of
Thomas A. Hays
Vice Chairman
The May Department Stores Company
on behalf of
Retail Industry Trade Action Coalition .

Good Afternoon, Mr, Chairman and Members of the
Subcommittee. I am Thomas A. Hays, Vice Chairman of The May
Department Stores Company. May has its corporate headquarters in
St. Louis, Missouri, but over 70,000 of its employees are located
in 145 department stores--including the Hecht's stores in the
Washington, D.C. area--and other retail stores in 38 states.

I appear today on behalf of the Retail Industry Trade
Action Coalition--RITAC--which is composed of 38 large and small
retail companies and ? re:=i1 associations which have joined
together to encourage the development of an equitable and
productive system of international trade. RITAC's member
companies employ in excess of one million Americans, with stores
located in every state in the United States.

Having carefully reviewed S. 680, the "Textile and Apparel
Trade Enforcement Act of 1985," RITAC is convinced that the
legislation, if enacted, would be extremely harmful to retailers

and their custcmers, invite retaliation against IJ.S. exports,-
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violate our international obligations, and legislate a guaranteed
market share approach totally at odds with this country's free
enterprise system. In short, S. 680 represents a costly and
dangerous initiative that could very well lead to extremely
damaging (and irreversible) consequences.

Before discussing our specific objections to the
legislation, let me first mention RITAC's most immediate concern:
the concerted effort by some to rush this bill through Congress
as quickly as possible without substantive Congressional
hearings. As you know, the legislation now has a majority of
both Houses of Congress listed as cosponsors. We are deeply
concerned that all the facts are not out and that certain aspects
of the bill have been understated (if not misrepresented), both
in terms of its effect on jobs and the cost it would impose on
the economy. RITAC thanks this Committee for beginning the
process of analyzing thoroughly all aspects of the legislation.
Serious questions regarding the true cost of the bill, its net
impact on jobs, and its effect on the American consumer and U.S.
exports must be addressed through careful deliberation before any
final action is taken. )

In April, RITAC representatives appeared before the Ways
and Means Trade Subcommittee in opposition to H.R. 1562, the
House counterpart to S. 680. My purpose here today is not only
to underscore RITAC's continued opposition to this proposed
legislation, but also to demonstrate why the bill would, if

enacted, impose a tremendous--and unnecessary--cost on the U.S.
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economy. This substantial burden would far outweigh the
additional relief bestowed on two industries which already enjoy
far more protection from import competition than any other
sectors of our economy.

There are several serious problems with this bill. If
enacted, this bill will-- )

1. dramatically decrease the selection and

variety of merchandise available in retail
stores;

2. increase consumer costs by an estimated $3.4

billion annually;

3. for the majority of states, cause net job

losses while primarily benefitting three
southern states;

4. create an enormously expensive and complex

licensing scheme that would further raise
costs to the consumer and unduly complicate
the importing process; and

S. cost the U.S. Government nearly $800 million

annually in reduced tariff revenues, which
is certainly inconsistent with Congressional
efforts to reduce the national deficit.

At the outset, let me emphasize that textile and apparel
workers are among our valued customers. We as retailers are hurt
whenever workers in any industry or business are unemployed.
Obviously, it is in the best interests of retailers to have

strong doméstic industries with full employment.



Retailers also are supportive of strong domestic textile
and apparel industries because we purchase the vast majority of
our goods from domestic sources. Simply put, we prefer to buy
domestically. U.S. apparel manufacturers still account for about
three-qu}tters of the finished apparel that retailers sell in
this country--three-quarters, not one-half, as some may have
tried to lead you to believe. In the total retsil sector, on
average 80 percent of all textile and apparel merchandise is
purchased domestically. Speaking for the May Company, in our 145
department store locations nearly 88 percent of textile and
apparel merchandise is purchased domestically. Indeed, major
segments of the textile market are free of competition. For
example, American-made textile products for home furnishings and
for industrial uses enjoy 97 percent of the U.S. market. Such
sectors hardly need more protection from imports.

Now let's return to the textile quota/licensing bill, As I
mentioned earlier, we think it is critical that this Subcommittee
carefully analyze the impact this legislation will have on our
economy. Our concerns are as follows: (a) because of changes to
the present balance béetween domestic and imported sources of
supply, wholesale prices will increase dramatically and lower
price point merchandise will be less available, (b) disruptions
and confusion over the new licensing system will delay shipments
from abroad and add even additional costs to these products, and
(c) because sales will no doubt drop drastically, retailers

ultimately will be forced to eliminate jobs. To detail our
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concerns, let us review the five serious problems which I just

mentioned,

1. Decrease in selection available to customers. The

additional restrictions being proposed would cut trade
dramatically. Overall, based on preliminary estimates by the
Internationatl Business and Economic Research Corporation (IBERC),
apparel imports from countries targeted by the legislation would
be reduced by 20 percent. Similarly, total textile imports would
fall by 36 percent. Several countries would be particularly hard
hit. Imports from China, for example, would be reduced by 57
percent from 1984 levels; Indonesia by 85 percent; Brazil by 66
percent. Moreover, while the legislation does not roll back
imports from the many smaller suppliers serving the U.S. market,
it effectively eliminates any meaningful growth opportunities for
them in the future.

As a result of these substantial decreases in imports,
retailers and their customers will be hurt in a variety of
ways. First, many of the products our customers currently demand
simply will not be available. Domestic manufacturers either
cannot or will not fill this need. Buyers for the May Company
estimate that the availability of children's wear and budget
department items in particular will be substantially reduced, if
not eliminated. Second, as foreign manufacturers change their
product mix to adjust to the new quota limits, they will
increasingly concentrate on producing higher priced items to

garner the higher profits on the limited number of products they
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can export. As a result, many lower-priced items will not be
available and those jitems that will be available in retail stores
will be too expensive for persons on & limited budget. 1In fact,
without imports, many lower-income customers will simply have no
alternative but to go without certain basic clothing essentials.

2. Increased costr, to the consumer. The costs of these

restrictions to the American consumer are significant. Based on
IBERC's initial assessment, the restrictions will cost apparel
consumers an extra $2.4 billion annually and textjile consumers
$1.0 billion annually. This extra cost comes on top of the gains
of prior apparel and textile industry pilgrimages to Washington,
which have been estimated by economists to currently cost the
American retail customer over $23 billion annually.

In the first five years of the proposed legislation, the
total cost to the apparel consumer has been estimated at $11
billion in 1984 dollars, and to the textile consumer, $4 billion
in 1984 dollars.

Where does this increased cost fall? Apparel import prices
would increase on average by 16 percent at wholesale. Textile
import prices would increase an average of 33 percent. These
increases reflect both quota-induced price increases and product
upgrading as foreign producers concentrate on the export of
higher unit-value goods. These increases will also have an
upward effect on domestic product prices. 1In short, our
customers will be faced with higher prices and will necessarily

be forced to forego purchases currently possible.
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3. Net job losses. Does anyone “"gain® from this
legislation? According to the IBERC study, the additional import
restraints on apparel would support 36,000 jobs in the domestic
apparel manufacturing industry, at a cost of $66,000 per job, and
35,000 jobs in the domestic textile manufacturing industry, at a
cost of $27,000 per job. Bowever, the quota-induced decline in
overall domestic textile and apparel consumption (i.e., retail
sales are down) would mean the loss of some 62,000 jobs in the
retail industry; If you offset the textile and apparel
industries' gains in jobs with the retail sector's losses, it
would appear that the economy will gain 9,000 jobs, but at a
staggering cost of over $360,000 per job.

A state-by-state analysis of these employment changes by
IBERC shows that the vast majority of states would experience net
job losses if the legislation were enacted. Although, as one
would expect, labor in three southern states (North Carolina,
South Carolina and Georgia) would be the prime beneficiaries of
additional quotas, lebor in many other states would on net
decline substantially. For example, additional quot;s will
reduce employment in Oregon, Missouri, Kansas, Wyoming,
Minnesota, Colptado, Idaho, lowa, Louisiana, Texas, Hawaii,
Montana, Oklahoma, and Arkansas. In other states, such as New
York, Pennsylvania, Rhode Island, New Jersey, and Maine, the

legislation will only marginally increase net employment.
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4. Import licensing scheme.' The proposed licensing

provisions would be extraordinarily expensive to implement and
administer., Moreover, it would c;use disruption to import and
retail operations. 1Indeed, the proposed program may be
impossible to comply with, since the legislation seems to require
a separate license for each product line on each of the
approximately 250,000 textile and apparel entries made every
month in the United States--that would be millions of licenses
each month. Finally, regardless of how the licenses are
allocated, serious disruptions will occur~-if by auction, small
importers and retailers will be hurt and, if based on historic
levels, newcomers to the trade will be most adversely affected,.
In any event, this scheme would entail an extra level of cost
and, as with all other product costs, would undoubtedly result in
higher prices for the retail customer.

5. Revenue loss to the government. The U,S, Government

will incur significant costs, a factor totally ignored by
supporters of the legislation. Because the quota will reduce
imports, the qbvernment will lose nearly $800 million dollars
annually through reduced tariff revenues, as estimated by
IBERC. Moreover, it will be necessary to expand bureaucracy in
order to handle this licensing scheme at somé significant but
unknown cost.

In view of these substantial costs to consumers and the
marginal impact the legislation will have on employment levels, I

would hope this Subcommittee will assess carefully the need for
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further protection. After all, the domestic textile and apparel
industries currently enjoy more protection than any other sector
ot our economy. Through multilateral and bilateral agreements,
unilateral government actions, high tariffs, and exemptions from
trade liberalizing measures, the domestic textile and apparel
industries have successfully obtained protection from foreign
competition for decades. They now are asking for even more
protection through this far reaching legislation, which would
further stifle trade in textiles and apparel.. Adding yet one
more layrr of protection, particularly at such an astonishing

cost to the rest of the economy, is simply unconscionable,

[ ] " L]

Before concluding, I would like to tell the Subcommittee
about the business of retailing.

I mentioned earlier that retailers purchase the vast
majority of their goods from domestic sources. Of course,
retailers also purchase from overseas., Every purchase, whether
domestic or foreign, is driven by our customers' needs.

Sometimes ;hat need is price. Sometimes it's quality. Sometimes
it's innovation. Sometimes it's fashion uniqueness. We are
purchasing agents for our customers, and our primary objective is
to bring value to those customers., Unfortunately, the retailer's
ability to fill those customer needs has been increasingly and
severely restricted by a combination of import controls, quotas,

High tariffs, and administrative directives which now regulate
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trade in textiles and apparel to a degree unmatched by any other
commodity or manufactured product. As a result, retailing has
been severely hurt not only by all of the economic vagaries that
have beset the nation, but also by the additional problem of
unnecessary, unfair, and often unpredictable restrictions on our
purchase of goods from abroad.

Retailers deal with the existing restrictions and other
trade problems everyday. Competition in the retail business is
fierce. Retailers do not have the luxury of the guaranteed
market share system sought by the domestic textile and apparel
industries. 1In fact, 1 know of no other industry in this country
that enjoys this unprecedented system of legislated market
share., Retailers know all too well the effects of jJob losses and
business shut-downs, but we have not made a practice of
continually pleading for more protection from the government
under such circumstances. Retailers have not made annual
pilgrimages to wWashington for protection from competition. Look
at the many retail establishments that have been forced to close
their doors forever. Just as some American textile plants have
gone out of business, so have formerly large and successful
retailers--Grant's, Korvette's, Robert Hall--and literally
hundreds of other local retailers, all out of business because of
competition., Those of us who have not gone out of business have
had to improvise, innovate, and adﬁust in order to survive.

Because retailing is such a competitive industry, profit

margins have historically been very low. For example, according
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to the most recent study prepared by the National Retail
Merchants Association, the pre-tax earnings of department stores
as a percent of sales were 5.83 percent, and for specialty stores
only 3.76 percent. This compares with 7.4 percent for non-
durable manufacturing and 5.6 percent for textile mill

products. Incredibly, you are being asked once again to provide
relief to an industry that has higher pre-tax earnings than the
businesses it seeks to hurt through this legislation,

The competitive situation in retailing means that
everything is in constant change, especially prices. If one
company tries to increase prices, you will quickly see the store
down the street advertising lower prices, Retailers rely on
volume to create profits--that is, retailers are competing to
attract the greatest number ur consumers to the widest scope of
merchandise. Value is a key factor in this competition. Each
retail company has its own strategy for pricing merchandise.
Each retailer would like to think he is the exclusive purchasing
agent for all of the customers in his market area. The
customer's purchasing decisions indicate whose strategy in
combining variety, value, and choice was successful.

I would like to try to correct some fundamental miscon-
ceptions about the term "markup." First of all, there are four
retail accounting terms that are sometimes confused or used
incorrectly. The first is "gross margin," which is basically the
difference between what was received for a sale and what the

direct costs associated with that sale were. In retail
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accounting this involves a consideration of purchases, discounts,
shortages, and ending inventory. The second term is "profit,"
which is basically the gross margin number minus all other
expenses. The third term is "markup,” which is not gross margin
and not profit, but an arbitrary number that is applied to the
retailer's purchase price for goods to arrive at an initial
selling price., 1If the selling price is later changed (and when
products are not sold the price is reduced in order to promote a
sale), this change is effected in retail accountinj) terms by a
"markdown." Keep in mind that the retailer's goal is not to have
the highest markup--his goal is to sell the product. Thus, if
his initial markup is too high, a markdown must be taken in order
to reach the desired goal.

Let me further note that the "first cost"--the price the
retailer pays to its vendor, whether domestic or foreign--
contains different elements for a domestic product than for an
import. As a result, the "markup" on these products will vary to
adjust for these different components. A domestic product
typically comes with direct advertising by the manufacturer, a
co-op advertising offer for the retailer, some or all of the
transportation paid, a return option, shorter lead time for
ordering, and other items, as well as a discount for payment
within certain agreed upon time frames. None of these are
available when a retailer goes overseas to buy a product. The
"markup” on imports, thus, tends to be higher to cover those
costs and a variety of expenses not included in the cost of a

domestic product,
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It is misleading and disingenuous to compafe the markup on
imported and domestic products. First, imports involve
significantly higher buying expenses. Second, the long lead time
required on imports raises their cost to retailers. Third, risk
factors are substantially higher on imports, especially in terms
of changes in fashion trends. Fourth, the final cost of imports
is harder to predict because of currency fluctuations, changes in
customs valuation, and the like. Fifth, retailers directly
assume many costs on imports borne by manufacturers on domestic
products,

Keep in mind that the details of this Jiscussion regarding
markups on imported products relates to about only 25 percent of
the products that retailers presently sell. 1In the case of the
May Company, these details apply to less than 13 percent of the
apparel and textile products that we sell in our department
stores. I think it is obtvious that retailers prefer to buy

domestically.

Conclusion )

Mr. Chairman, as the Members of this Subcommittee analyze
this legislation and, at the same time, take into consideration
the possibility of the renewal of the MFA next year, we hope that
you will keep some fundamental policy questions in mind.

First, do you wish to sanction arbitrary and unilateral
trade restraints designed to stifle growth and competition? The
proposed bill is much more than a mere "enforcement" measure to

advance the purposes of the Multi~-Fiber Arrangement. It is
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inconsistent with and contrary to the MFA and, if enacted, would
have far-reaching effects totally at odds with our country's free
market system, It is an extreme proposal which would radically
alter the extensive regulatory system now in place to restrict
textile and apparel imports. ‘

sécond, do you wish to invite retaliation against those
sectors of our economy so dependent on exports, simply to provide
further protection to the most protected of our industries? As
the Administration recently pointed out in a June 19, 1985 letter
from five Cabinet officials to all Members of Congress, S. 680
would cause affected countries to retaliate to the detriment of
our exporters. Given the strength of the dollar, many of our
most important sectors--for example, wheat and soybean growers
and the shipping companies that move their products--already face
a bleak export market. Do you want to crush whatever hope they

——have left of exéapdinq exporc markets?

Finally, do you wish to raise substantially the costs of
clothing to consumers, in particular families with school
children and families who have a limited clothing budget? Are
they to be asked to pay higher prices simply to provide further
relief to industries with an insatiable appetite for
protection? Similarly, are retail employees from a majority of
states to be put out of work solely to create jobs in a few other
states?

To conclude, Mr. Chairman and Members of the Subcommittee,

—

American retailers support strong, viable domestic textile and
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apparel industries. S, 680, however, is not the answer. To
date, this bill has not received thorough consideration. We
believe that S, 680 cannot~-and will not--withstand careful and
objective scrutiny by this Congress.

As you know, the concerns of retailers are fully shared by
members of the President's Cabinet., The Secretary of State, the
Secretary of Treasury, and the Secretary of Commerce were among
the Cabinet officials to jointly sign that June 19 letter of
opposition to this bill, in which they stated that,

if enacted, this leyislation would impose a

very high cost on U.S. consumers, invite

retaliation 2g9ainst U.S. exports, spur

inflation, violate our international

obligations, and provide the domestic

textile and apparel industry an

unprecedented level of protection.
RITAC joins the Administration in urging opposition to S. 680 for
these reasons.

For the sake of retailert, a nation of retail customers,
and millions of retail employees, RITAC urges you not report out
this legislation. 1It's time to put an end to this year's textile

and apparel pilgrimage for protection.

Thank you.
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THE RETAIL INDUSTRY TRADE ACTION CCTALITICN

Re=a:. Tcmranies

Asscciazed Jry Goeds lorperation
Assccrated Merchandising Corporact:cn
2alliez's., Inc.

2ATUS Rezail 3roup

Carscen Pirie 3coct & Co.

Carcar Hawley Hale Stores, Inc.
Cole Natizcnal Ccrporation

County Seat .
Dayton Hudson Corporaticn

Edison Brothers Stores, Inc.
Evans, Inc. N
Pederated Department Stores, Inc.
Generation One Apparel

Hills Department Stores

Hutzler Brothers Company

Jamesway Corporation

Jacobson Stores, Inc.

J. C. Penney Company, Inc.

J. L. Brandeis & Sons, Inc.

K Mart Corporation

Laura Ashley

Liberty House

Montgomery Ward & Co., Inc.
Nordstrom, Inc.

G. C. Murphy

Palais Royal of Houston, Inc.

Parisian . . .

Proffitt's, Inc. e ) ] .
R. H. Macy & Co., Inc. s . . .
Scarbroughs ’ N .

Sears, Roebuck and Co.

Selber Brothers, Inc.

Spiegel, Inc.

Strawbridge & Clothier

Sunrise Knitwear Company

Tandy Corporation

™he May Department Stores Company
«oodward & Lothrop

Zale Corporation

Zayre Corporation

Assoc:.ations

American Association of Exporters & Imporzers - Textile § Arparel
Group

American Retail Federation

Association of General Merchandise Chains, Inc.

National Mass Retailing Institute

Natiocnal Retail Merchants Association

National Shoe Retailers Association

Footwear Retailers of America, Inc.
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STATEMENT BY SIM -GLUCKSON, PRESIDENT, SUNRISE KNIT-
WEAR, NEW YORK, NY, AND CHAIRMAN, TEXTILE AND APPAR-
EL GROUP OF THE AMERICAN ASSOCIATION OF EXPORTERS
AND IMPORTERS [AAEI-TAG), ACCOMPANIED BY MICHAEL P.
DANIELS, ESQ., COUNSEL FOR TAG, MUDGE, ROSE, GUTHRIE,
ALEXANDER & FERDON, WASHINGTON. DC

Mr. GLucksoN. Thank you, Senator Danforth. And I also greet
you-with a good evening. It is indeed a pleasure to have both Sena-
tor Moynihan and Senator Bradley here for our testimony. Thank
you, gentlemen.

My name is Sim Gluckson. I am chairman of the Sunrise Knit-
__wear_Co., New York City, and we have been in esistence approxi-
mately 61 years. | appear before this committee in my capacity as
chairman of the Textile and Apparel Group of the American Asso-
ciation of Exporters and Importers, known in Washington as
AAEI-TAG. I am also a member of the Importers and Retailers
Textile Advisory Committee, and there, Senator Moynihan—if I
may insert a note—I think you will find that when we get our in-
formation 6 months late, that is the reason that the Government
cannot give better figures to the domestic industry. And both
MLTAC and IRTAC would greatly urge you and your colleagues to
‘look into the updating of information based on imports and ex-
ports. It would make a very interesting subject for discussion. I am
sorry; I took that as a moment of personal privilege.

I am accompanied today by the counsel to the group, Michael P.
gar:iiels of the law firm of Mudge, Rose, Guthrie, Alexander &

erdon.

While the supports of S. 680 have managed to obtain a sizable
number of cosponsors, we believe a great deal of this support is
predicated on information that is often misleading and not totally
accurate. We would like to take the cpportunity today in appearing
before this committee to present not just the other side of the story
but what we and the many other groups opposed to the bill believe
to be the facts concerning S. 680, especially with regard to the real
costs and job effects of this bill.

The textile and apparel industries have received ever-increasing
protection for almost 30 years, including numerous quotas, high
tariff rates, and the exclusion of imports from programs such as
GSB and CBI.

In its recent comments on the MFA submitted to the Office of
the USTR, AAEI-TAG described these protections in detail, and we
woult(li like to submit a copy of those comments here today for the
record.

Mr. GrLucksoN. The problems confronting the domestic textile
and apparel industries are part of a larger problem affecting the
U.S. economy generally, such as the budget and trade deficits, and
to some extent the overvalued dollar. It makes no sense to focus on
a single industry already received special protection as a way of re-
solving the broader problem.

Not only is S. 680 an inappropriate way to attack the problems of
the domestic industry, but it is also extremely harmful to many
segments of our economy.
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One of the hardest-hit areas will be that of the importer such as
myself, and many of the larger firins. There are many more in the
import-service area—shippers, longshoremen, carriers, warehouse-
men, carters, custom brokers, port personnel, et cetera. If an im-
porting company must cut back its business or is put out of busi-
ness completely as a result of this bill, not just those who work di-
rectly for the company but the workers in those related industries
will also suffer.

While the exact number of jobs which would be lost in these
areas cannot be calculated precisely, a recent-study-found that
62,000 jobs in the retail sector alone will be lost solely because of
the increased costs and diminished sales resulting from the bill as
passed in 1985. We believe the job losses in other importer-related
sectors would be in the thousands. And therefore, the net job gain
of S. 680 in the economy as a whole will be minimal, if at all.

Moreover, the import licensing scheme proposed by this bill
would not only be an administrative nightmare costing millions of
dollars to administer but would constitute a severe nontariff bar-
‘rier to textile trade. The fee would be like imposing an additional
tax on the very group harmed by the bill in the first instance. Li-
censing would also create a great deal of uncertainty for importers
trying to do business. Whether it be similar to a Treasury auction
or a line up at the desk window on January 1, no plan devised can
do anything but interfere with businessmen trying to make busi-
nesslike decisions in order to protect their very survival.

Another sector of our economy which will suffer greatly as the
result of this bill is the export sector, both in agricultural and in-
dustrial goods. This bill would severely cut back textile imports
from many developing countries, and some of our largest trading
partners. '

I heard Mr. Klopman say, “Well, give them aid if we can’t give
them trade.” I have always believed it is trade and not aid that we
really strive for in this country.

We estimate that as a result of these bills, these countries will
lose nearly $3.5 billion in foreign exchange each year. For example,
in the case of China alone, over half a billion dollars will be lost.
These foreign exchange losses will inevitably result in large job
losses in the United States in export industries such as agriculture,
aerospace, locomotives, fertilizers, chemicals, et cetera.

Another cost of this bill is the increased prices to the American
consumers, which I won't reiterate since I think Tom Hays did an
excellent job on that.

AAEI-TAG believes that the best course of action for the United
States to follow is not the enactment of still greater protection as

rovided in S. 680, but the negotiation of the extension of the MFA
or a final additional period, with a binding provision of phaseout,
and a definite termination of the bill. With the assistance of the
Government and domestic industries, we should work together to
resolve the problem confronting our economy generally, so that our
industries may once again regain their competitive position with-
out the need for protection.
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The elimination of trade deficits and a strong domestic economy
is our mutual goal, based upon a positive comprehensive trade
policy. Thank you.

Senator DANFORTH. Thank you, sir.

Mr. Phillipes.

(Mr. Gluckson’s written testimony follows:]
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Exective Summary of the
AABI-TAG Statement on S.680

The Textile and Apparel Trade Bnforcement act of 1985

Introduction

S. 680, one of the most contfoversial bills of this session
. of Congress, has obtained a large number of co-sponsors. However,
AABI-TAG believes that this support is predicated on misleading
and inaccurate information. The purpose of AARI-TAG's statement
is to present a more accurate picture of the current situation and

the effects of S. 680,

I. The Domestic Textile and Apparel Industry Is Not "Dying"

Because of Imports.

Claims by the domestic textile and apparel industry that
hundreds of thousands of jobs will be lost and that the industry
will vanish because of imports are not true. The domestic indus-
try, which still controls 75—89 percent(of U.S. textile fabric
consumption, generally followshthe condition of the U.S. economy.
Imports react {n a similar manner, but with a slight time lag due
to their inherent inability to respond to market condition changes

as quickly as domestic production.
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To the extent that imports may have actually displaced some
domestic production, the causes are basically the overvalued
dollar and the lower quality of workmanship and/or the inflexibil-
ity of domestic production and marketing. In addition, as textile
and apparel plants modernize and shift production to be more

competitive, job losses will occur.

II. The Bill Will Not Result in a Net Benefit of Jobs, Nor Will

It. Benefit the U.S, Bconomy as a Whole.

According to the administration, this bill will cost American
consumers $14 billion annually. Taking into account the jobs lost
in the import-related and retail sectors (shipping, warehousing,
importing, advertising, etc.), it is obvious that the United
States as a whole will not benefit from this bill, and that
Amer{can consumers in particular are hurt by the bill,

In addition, the import licensing scheme provided for in this
bill would be an administrative nightmare costing many millions of
dollars and requiring hundreds of employees.

Finally, the job loss pickure under the bill becomes even
bleaker if one conaiders the loss of exports which will result
from this bill either through conscious retaliation by foreign
suppliers or because of the detrimental effects this bill will

have on the economies of the developing countries.
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III. The Provisions of S. 680 Are Not Consistent With U.S.

International Agreements, Bspecially the MFA,

Almost every provision of this bill abrogrates the MFA and
the various U.S. bilateral textile agreements. The MPFA provides
that quotas can only be 1néosed after a finding of market disrup-~
tion and consultations have been had, and that generally 6 percent
growth must be allowed. S, 680 imposes quota levels across the
board (except for certain develoﬁid countri~s) and provides only
1 percent growth for most textile and apparel imports. The bill
also extends its coverage to fibers such as silk, ramie and linen,
which are not covered by the MPA, and the bill violates the

most-favored-nation clause of the GATT.

Conclusion

The arguments being used by the domestic industry to promote
S. 680 must be reexamined and scrutinized for what they are --
myths which hive little or no basis in reality. The reality of
the situation is that this bill is unnecessary and uanwarranted;
that it imposes a heavy burden on the American economy especially
American consumers and importers; that it violates many of our
international agreements and will hamper our trading relations
with other countries. The potential adverae consequencg; from
this bill on both a national and international level are over-
whelming. Hopefully, the realization of these consequences will
never be allowed by this Congress and this Administration.
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STATEMENT OF SIMEON GLUCKSON, CHAIRMAN OF TEXTILE AND APPAREL GROUP,
AMERICAN ASSOCIATION OF EXPORTERS AND IMPORTERS

Mr. Chajirman, members of the Subcommittee on International
Trade: )

My name is Sim Gluckson; I am Chairman of Sunrise Knitwear of
New York City. I appear before this committee in my capacity as
Chairman of the Textile and Apparel Group of the American
Assoclation of Exporters and Importers of (AAEI-TAG). I am also a
member of the Importers and Retailers Textile Advisory Committee.
I am accompanied today by counsel to the group, Michael P, Daniels
of the law firm of Mudge Rose Guthrie Alexander and Perdon.

On March 19th of this year, a bill was introduced into
Congress, the Textile and Apparel Trade Enforcement Act of 1985,
which has become one of the most controversial bills of this
session. It has managed to obtain a sizable number of co-sponsors
in both Houses of Congress. We believe that a great deal of this
support was pred!_u.ted on information that was often misleading
and not totally accurate. We would like to take the opportunity
you have given us today in appearing before this subcommittee to
present not just the "other aside of the story" but what we and the
many other groups opposed to the bill believe to be the more

accurate facts concerning S. 680,

I. The Domestic Textile and Apparel Industry Is Not "Dying®

Because of Imports. e
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The Jomestic textile and apparel industry claims that it has
been severely and i1rreparably damaged by imports and that without
this bill it will vanish. It claims that hundreds of thousands
of jobs 1n the textile and apparel industry have been lost because
of imports.

These allegations are simply not true for a number of
reasons. In the first place, the domestic textile and apparel
industry, which still controls 75-80 percent of U.S. textile
fabric consumption, is not in such dire straits as it ciaims. The
condition of the industry has for the mcst part mirrored the
condition of the economy. For example, 1983 and the first half of
1984 saw an strong upswing in the U.S. economy. During this
period, personal consumption expenditures were way up, and as a
result, so were dorestic industry production, shipments,
employment and profits. By any measure, this was a good period
for the economy and for the domestic textile and apparel industry.
Yes, imports also increased, but domestic manufacturers were the
primary beneficiaries of the econocmic recovery as evidenced by
their 80 percent share of the increase in the aggrngate textile
fiber consumption.

The recent slcw down in domestic textile and apparel industry
activity, beginning in the second half of 1984, has been largely a
reaction to changes in domestic market conditions. All of the

primary components of domestic textile fiber demand -- apparel,
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home furnishing and industrial uses -- recorded lower rates of
growth or negative growth in the third quarter of 1984. Sales at
retail have failed to regain the upward momentum of the prior
years and this has been reflected throughout the distribution
pipeline i1n the form of decreased manufacturing/importing
activities.

While imports continued to grow in the third quarter of 1984
even as donmestic output and employment deteriorated, that
short-lived phenomena was simply a reflection of the fact that
imports do not respond as quickly to changes in market conditions.
Overseas purchases require longer leadtimes than domestic pur-
chases and generally cannot be cancelled, being made on the basis
of irrevocuble letters of credit. The import pipeline cannot be
shut off easily or quickly.

Taking i1nto account the difference in leadtime, imports have -
rasponded to the same general market conditions which have nega-
tively influenced domestic industry activity. Import growth began
to decline 1n the fourth quarter of 1984, just one quarter behind
the decline in U.S. industry growth. The change in the trend of
imports has become even more evident in 1985. Aggregate textile
and apparel imports were down 0.6 percent in the first five months
of 1985, compared to the period in 1984. {An 1nteresting side
note here is that if one excludes imports from the develcped

countries, €.g., the European Community member countries, which

61-752 O—85——10
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the domestic textile and apparel industry insists be excluded from
the provisions of this bill, the decline in imports would be even
more pronounced.)

To the extent that domes;ic goods have been displaced by
imported goods, the causes of such displacement are not ones that
this bill evén attempts to deal with. Many of the job losses and
plant closings are the result of the domestic industry doing
exactly what it should be doing in order to more effectively
compete with imports. Plants and factories are being modernized
which results in increased prcductivity and decreased labvor.
Companies are also shifting production and closing certain plants
80 that resources can be utilized in developing other areas. For
example, J.P. Stevens & Company is shutting down most of its
finished apparel fabric producing plants in order to place more
emphasis on their home furnishings business. The chairman of J.P.
Stevena & Co. was quoted in an interview a couple of weeks ago as
saying that the main reason for its decision to divest itself of
its finished apparel fabric operations is not imports. Although
he admitted “the import issue, of course has had some effect on
the decision we are making, to conclude than'it is the main reason
would be totally wrong...Our qoal is to shift the focus of our
business to home furnisnings - towels, sheets, btedroon
accessories, carpets - away from finished apparel [fabric), and

one step closer to the consumer." (Women's Wear laily, July 2,
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1985, p 1.) As much as the domestic industry would like us to
believe it, their bill would not have saved even one of the job
losses due to this shift in production.

In &4 recent interview with key sportswear executives, other
probiems of the domestic industry were discussed. The sportwear
executives were quoted as aaying:A "If the domestic industry
improves the quality of its workmanship and agrees to smaller
minimums, it could effectively compete against imports:” These
executives went on to predict increases in domestic sourcing if
the dollar drops. (Womens Wear Daily, June 17, 1985, p.8).

What it comes down to is, first, the domestic industry is
severely hampered by the overvalued dollar. The U.S. dollar is at
very high levels against other international currencies, and as
such, acts as a double-edged sword cutting against the domestic
industry in two ways. Because the cost of imported goods relative
to the cost of domestic goods is of course lower, imports are
encouraged while at the same time exports by the domestic industry
are discouraged. In fact, many of the job losses cited by the
industry are not due at all to an increase in imports but caﬁ more
accurately be traced to a decrease in exports. From 1980 to 1984
exports of textile\fibers dropped from 1,318.4 million poﬁnda to
699.2 million pounds -- a cut of almost 50 percentl

The problem of the overvalued dollar is a complex one and is

not easily solved. However, the imposition of additional quotas
-
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on imports will do nothing to alleviate the cause of the problem,
and by attempting to treat only the symptom of the problem, the
bill's provisions will actually exacerbate the real underlying
problems relating to the dellar.

The second major rgaaon cited above by the sportwear
executives for the non-ézmpetitiveneas of the domestic industry
relates to the quality of their workmanship and the flexibility of
their production and marketing. Indeed, the domestic industry
itself has recognized this problem. John Fennie, President of
Celanese Fibers Operations is quoted as saying: "[é]he industry
won't go down the drain, but we must decrease lead times, make
more specialties, institute shorter runs, have quicker responses,
manufacture quality products, lower costs and INVEST." (Women's
Wear Daily, June 17, 1985, p.7.) It is essential that thesg
changes be made, but the bill before us will do absolutely nothing
to encourage and assist in such changes.

II. The Bill Will Not Result in a Net Benefit. of Jobs, Nor Will

It Benefit the U.S. Economy as _a Whole.

lﬁ its recent letter to members of Congress, the Administra-
t.ion stated that enactm-at of this bill would cost the American
consumers of textiles and apparel as much as $14 billion éer year.
This cost is on top of the $23 billion that already existing
tariffs ana quotas on textiles and apparel cost the American

consumer annually. The administration found in that same letter
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that the increase in domestic production would be small, a maximum

of four to five percent over present levels. Taking the upper
figure of five percent, we find that the bill would save 98,000
jobs in the textile and apparel industry. However, what is not
accounted for here is the obvious fact that a bill such as this
will also result in substantial job losses in other areas. Many
jobs will be lost in the import-related sector. Not only import-
ers out warehousemen, cartmen, customs brokers, shippers, and so
forth will feel the adverse effects of this bill. One area where
jobs will be lost that can be readily quantified to some extent is
that of the retail industry. Studies have shown that, even when
ignoring all of the other job losses resulting from the effects of
this bill and focusing only on the retail jobs-which will be lost
as a result of the cost of these goods going up and the American
consumer not being able to buy as much, 62,000 retail jobs will be
lost. Under this analysis, which does not begin to calculate all
the jobs lost in our economy as a result of the bill, the number
of net jobs gained by virtue of the bill is really only 36,000.

As one would expect, the effects of the bill are very
regionalized. Comparing the textile and apparel jobs gained to
the retail jobs alone which would be lost, the South would experi-
ence a net gain of about 27,000 jobs, but the ¥id-West and West
would have a net loss of 16,500. while the Northeast comes out

almost even under this analysis, one has only to walk down to the



docks of the Port of New York and Newark to realize that New York
and New Jersey, too, would be big losers under the bill. More-
over, Aven the job losses in the West do not adequately reflect
the additional jobs lost at the ports and in the import-servicing
industries of that region. What becomes obvious if one looks
closely at this bill and its effects is that some regions of the
country, some sectors of our economy, and American consumers in
general are being asked to subsidize some of the workers in one
industry in one region of our country.

The effects of this bill fall particularly hard on American
consumers. Nontariff barriers, especially quotas of this nature,
impose teméndous costs on consumers, especially on lower and
middle class groups. First, these controls invariably result in
higher prices to consumers. Based upon information contained in a
1978 study by the Council on Wage and Price Stability, two World
Bank analystg estimated that in 1980, the cost to the consumer of
existing restrictions was 10 percent of the value of all apparel
consumption in the United States. Given the tremendous increase
in restraints this bill would impose, the cost figure would be
considerably higher. Moreover, increases in prices like this, act
as a regr§§szve tax (like a sales tax on the alternative merchan-
dise), thereby having the greatest effect on low and middle-income

consumers. -
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In addition, ccnsumers choices, especially consumers of lower

income and of children's wear, are severely decreased.. This is
because restrictions on a manufacturer's production invariably
result in upgrading products to maximize profits. Accordingly,
production of the lower end of the line and children's wear will
suffer.

Another very important aspect of this bill to be considered
regarding the benefits and costs of this leqi:lation. is the
import licensing scheme. Requiring import licenses for the many
products involved in each of these entries would be an adm}niatra:
tive nightmare costing many millions of dollars and requiring
hundreds of employees. - Walter Lenahan, the Commerce Department's
Deputy Assistant Secretary for Textiles and Apparel, has stated
that import entries of textiles and apparel amount to 250,000 per
month or 3,000,000 per year -- half of all import entries of all
products. (Testimony before House Government Operations,
Cormexce, Consumer, and Monetary Affairs Subcommittee, March 6,
1985.) 1In these times of government cutbacks in expenditures and
resour?es. when the agencies administering the textile program,
especially the Customs Service, are already understaffed and
overworked, the establishment of an import licensing scheme makes
no sense.

Moreover, tne establishment of an import licensing system and

the fees for funding it would constitute another nontariff
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barrier. The fee, in essence, would be like imposing a new tax on
the very group harmed by the legislative proposal in the first
place. A licensing system would create an enormous amount of
uncertainty for importers trying to do business. There would be
inequities and unfairness associated with any method finally
chosen for the allocation of impcrt licenses. Import licensing
schemes have been tried in other countries, such as Canada and
Norway, and have not proved successful.

The above analysis on the cost of the bill does not include
the effects of retaliation and decreased exports which would
result from this bill. An examination of the effects of S. 680 on
the affected exporting countries shows that many of our large
trading partners will have their levels of textile trade severely
cut back. According to the Administration, the major suppliers,
which are defined under the bill as those having 1l.25 percent of
the total textile and apparel imports to the United States (in
other words, those countries contributing one-quarter of one per-,
cent to total U.S. textile and apparel consumption)}, will see a 40
percent cutback in their textile trade to the United States. Cer-
tain developing countries will experience especially severe cut-
backs such as 90 percent for Indonesia, 81 percent for Brazil, and
64 percent for Thailand. China, one of our largest trading parc;
ners with a potentially large market for many of our exports, will

be cut back by 56 percent.' One certain result of these cutbacks
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will be a marked decrease i1n U.S. exports to these countries. How
significant will these decrease¢s be? In 1984, U.S. exports to the
12 major suppliers alone was spproximately $50 billion. While no
one knows for sure how these countries will react, the following
factors should be kept in mindﬁ

To Eeqin with, this bill will stifle the development of many
developing countries by hitting an industry that has traditionally
been considered a "take-~off" industry, i.e., a labor-intensive
industry common to the first stage of industrialization, and
accordingly of utmost importance to the labor-abundant LDC's.
Moreover, the pill will drain them of important foreign exchange
currency, and threaten debtor countries with insolvency. Without
such necessary currency, their ability to develop will be cur-
talled further.

In adgitxon, one cannot take lightly the probability that
these countries will consciously restrict their purchase of U.S.
exports in retaliation for the bill's adverse effects against
them. An instance where retaliation was used under similar
circumstances was in 1982 when over $5C0 million of wheat sales to
China were lost because of restraints the U.S. unilaterally
imposed against certain textile imports from China. The
Administration anticipates that the U.S. products most likely to

be targets of retaliation would be: corn and wheat (5.1 billion
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in 1984 exports to the 12 major suppliers); aircraft (nearly $3
billion); and cigarettes and tobacco ($750 million).

The potential exports which could be lost as a result of this
bill, whether because of the adverse effects of this bill on the
foreign countries' economies or because of retaliation, are
mina-boggling. At a time when exports are already experiencing
difficulties imposing such additional and unnecessary hardships is

intolerable.

I1I. The Provisions of S. 680 Are Not Consistent with U.S.

international Aqreements, Especially the MFA.

Again and again the U.S. textile and apparel industry has
stated that the purpose of the bill is to enforce the Multifiber
Arrangement (MFA) and the various bilateral textile agreements.
However, in reality, almost every provision of the bill abrogates
the MFA and the bilateral agreements. For example, the HFA
provides that, the annual rate of growth in such quotas which are
imposed must be not less than 6 percent except in exceptional
cases, and can be imposed only after there has been a determina-
tion of market disruption and consultation between the exporting
and importing countries. This bill allows only one percent growth
in all categories for the major suppliers (t?is alone accounts for
70 percent of all textile and apparel importé) as well as for what

the bill designates as»"impor:—sensitive" categories in the other

f
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exporting countries (except Canada and the E.C. which are excluded
from the bill's provisions altoqether). Import-sensitive
categories are estimated to cover approximately 40 percent of all
imports. Only in the remaining nonimport-sensitive categories
from nonmajor suppliers will 6 percent growth be allowed.

Moreover, the MPA provides that quotas on textile and apparel
products can be imposed only on particular imports from particular
countries which have caused, or are determined likely to cause,
serious economic injury to a particular product made in the
importing country. Even then, quotas cannot be established until
certain notification and consultation procedures between the two
countries have occurred. S. 680 simply imposes strict quota
levels across the board with no specific determination of market
disruption by that product or country and certainly no consulta-
tion with the countries.

The provisions of this bill will totally abrogate the many
bilateral agreements the United States has with foreign countries
as well. The bill affects not just the absolute numbers and cate-
gories restrained under the provisions of the bilateral aqree-
ments, but also the consultation mechanisms and the enforcement
mechanisms which have been agreed to by the countries.

In addition, the bill violates the MPA and the bilateral
agreements by extending its coverage to all natural and man-made

fiber products, including fibers such as silk, ramie and linen

5
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which are not covered Ly the MFA or other international agree-
ments. The bill also provides for import caps where the level of
trade, as determined by a formula which relates back to 1980 trade
levels, is currently below certain minimum levels. Trade even
from the smallest suppliers would be held to these absurdly low
levels irrespective of the sensitivity of the product. Nowhere
does the MFA or the bilaterals provide for such unwarranted treat-
ment of textile imports. Moreover, the bill is a patent violation
of the mosé-favored-nation clause of the GATT, which provides the

basgsic framework for international trade.
)

Conclusion

As discussed above, many of the premises upon which this
legislation has been introduced and promoted are lacking in
substance. -

The U.S. textile and apparel industry is not dying, nor is it

)

even in the dire straits it portrays itself as being in. The
industry has had problems, but the basis of the problems is the
overvalued dollar, the failure to adequately adjust to changing
market conditions, and the failure to provide the necessary
aogiatance to workers when adjustments result in job losses -~ not
1m§orts.

This bill will not henefit the textile and apparel sector
nearly as much as it will damage many other sectori of the Ameri-

can economy. The jobs lost by retailers, shippers, customs
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brokers, importers, and other port personnel, as a result of this
bill, far outweigh the jobs gained by the one isolated sector this
bill is intended to benefit. The cost of providing the additional
jobs in the textile and apparel sector, even when one nets out
only the jobs lost in the retail sector, -is astronomical., Ameri-~ -
can consumers are particularly hard-hit By the effects of the i
bill. In addition, the imposition of an import licensing system
would be extremely disruptive and costly for importers.

Moreover, the bill will further hurt U.S. exports which are
already feeling the adverse effects of a high dollar. Huge losses
in exports also manifest themselves as losses in jobs -- e.g., the
producers, the carriers, the shippers, the exporters.

The severe restraints against textile exporti of developing
coun'ries will further weaken and hamper the developmnent of their
econoriies. - This, compounded with a decrease in the available
foreign exchange, will act to discourage and perhaps effectively
prohibit the establishment and promotion of these countries as the
large export markets they could be. In addition, the United
States will risk widespread retaliation by all the countries
adversely affected by the enactment of this legislation.

Finally, it is beyond question that this bill does not merely
enforce the MFA and our other international agreements. It is

ludicrous to believe that the bill does anything but totally and
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completely abrogate every one of the bilateral textile agreements
as well as the MFA.

This last point is especially important at this particular
time when tne United States is attempting to expand market access
for U.S. prcducts and 3ervices in foreign countries. If the
United States wishes to proceed in negotiations (either bilater-
ally or multilaterally) regarding trade issues it considers
important, such as trade in agriculture, services, and technology,
and intellectual property, as well as improve its access to
foreign markets, it must realize that now is not the time to be
abroyating its foreign agreements and erecting more severe trade
barriers for textile imports.

All of the arguments bheing used by the domestic industry to
promote tﬁis legislation must be reexamined and scrutinized for
what they are -- myths which have no or little bhasis in reality.
‘The reality of the situation is that this legislation is unneces-
sary and unwarranted; that it imposes enormous burdens on the
American economy, consumers, and the public in general, as well as
on the specific sectors such as retailers, shippers and importers:;
and that it violates bilateral and rmultilateral international
agreements, and will hamper our trading relations with all coun-
tries. The potential adverse consequences from this bill on both
a national and international level are overwhelming. Hopefully,
the realization ot these consequences will never be allowed by

this Congress and this Administration.
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STATEMENT BY PETER M. PHILLIPES, ASSOCIATE GENERAL
COUNSEL, LEVI STRAUSS & CO., SAN FRANCISCO, CA, ACCOM-
PANIED BY RICHARD BURNS, DIRECTOR, DOMESTIC AND OFF-
SHORE CONTRACTING, LEVI STRAUSS & CO, AND JAMES KIL-
GORE, CUSTOMS MANAGER, LEVI STRAUSS & CO.

Mr. PHirLipes. Thank you, Mr. Chairman.

My colleagues and I from Levi Strauss & Co. appear before you
today in opposition to S. 680. We believe that this proposal will not
improve the apparel industry’s long-term economic health, may en-
courage retaliation by our trading partners, and will prevent ap-
parel companies from operating in the American consumer’s best
interest.

Levi Strauss & Co., is the world’s largest manufacturer of appar-
el and has produced high quality garments in the United States for
over 130 years. We are also the largest domestic employer of gar-
ment workers, with 26,000 workers in over 60 facilities. More than
90 percent of the products that we sell domestically are made in
the United States and are likely to be made here for the foreseea-
ble future.

The original fabric used in Levi's overalls in the 1850’s was im-

ported from France. Today, for the domestic market we rely on
American denim and other U.S.-made fabric to produce our jeans.
We looked worldwide, but we have found that when it comes to
~denim and corduroy, domestic textile mills are both competitive
and quality conscious. However, to remain competitive and success-
ful we must be flexible and free to explore new raw material and
product sources both here and abroad.

Our opposition to the bill is based upon our belief that first the
apparel industry receives substantial protection from imports
under present law; second, that further protection will prevent ap-
parel companies from providing consumers with the best available
product at the best price; and, third, that more desirable alterna-
tives are available to improve the international competitiveness of
our industry.

Apparel is one of the bagic needs of the American consumer.
That consumer expects and deserves value—the best product at the
best price. Levi Strauss & Co. has responded to the needs of its cos-
tomers hy producing a broad range of products efficiently and eco-
notically. In most cases, this has resulted in production in or near
the market where the goods are sold; but in selected cases, the con-
sumers’ needs are better served through foreign sourcing.

A good contrast is provided by Levi’s jeans and woven shirts. In
the case of basic jeans, our domestic production costs average
nearly $3 per unit below that at which we could produce a compa-
rable product in one of our own facilities in the Far East. Woven
shirts provide a different result. By producing these garments
through contractors in the Far East, we have reduced our produc-
tion costs by over $3 per unit. In each case, the results translate
into considerable savings for the retail consumer.

Conversely, we believe that this legislation would create higher
retail prices for many apparel products. It might mean a $30 shirt
as against a $20 shirt.
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We believe this legislation will prevent apparel companies from
operating in the consumer’s best interest by imposing an inequita-
ble quota system and establishing a massive new licensing bureauc-
racy. More effective solutions can be found elsewhere. One lies in
more efficient internal operations. For example, Levi Strauss & Co.
has streamlined its domestic business and invested heavily in new
production technology. We faced problems not created by imports
but rather by changes in market demand. We responded at the pro-
duction and at the marketing ends of our business. Today we are a
stronger domestic producer than we were when this investment
process began.

A second potential solution is offered by the administration’s tax
reform proposals. The apparel industry currently pays the highest
effective tax rate of any major U.3. manufacturing industry—it
averages nearly 40 percent. In our own case it is about 43 percent.
Contrast this with the rates paid by manufacturers in Taiwan: 25
percent, in Korea: 21 percent, and in Hong Kong: 14 percent. This
disparity translates to a wholesale price difference of nearly 8 per-
cent. Reduction of the U.S. corporate rate from 46 to 33 percent
would narrow this competitive advantage for imports.

Another solution is offered by the upcoming MFA negotiations,
which provide an excellent Ofmrtunity to address the specific prob-
lem areas relating to apparel imports within the framework of our
international trade agreements.

There are other arguments as well which indicate to us that this
legislation will not solve the apparel industry’s problems. Amonﬁ
these, let me note very briefly: (1) The bill’s major provisions woul
force the United States to violate its commitments under MFA and
" the GATT, thu: exposing us to retaliation; (2) present trade imbal-
ance is more the result of the inflated U.S. dollar and the huge
budget deficit than any failure to Flace further curbs on apparel
imports; (3) the unrealistic import limits that are encompassed in
this bill could set off a chain reaction of protectionisrm; and, (4) suf-
ficient domestic capacity to meet market demand in some products
simply is not there.

e share the Congress’ concern that the U.S. apparel industry
remains viable and competitive in world markets and that domes-
tic jobs be preserved. We differ, however, both with the bill's propo-
nents and some members of our own industry as to the most desir-
able and effective solutions to the problem.

History has shown that restricting competition is not a long-term
solution to the temporary disruptions caused by competitive pres-
sures. One need only loock back to the Smoot-Hawley Tarifff of the
1930’s to learn that severe protectionism leads to retaliation, re-
duced exports, and ultimately a slump in domestic production and
unemployment. There are better ways to preserve and protect the
economic health of the American apparel industry. None requires
sacrificing the interest of the American consumer or the obliga-
tions of the United States under international agreements.

Mr. Chairman, we trust you and the members of this subcommit-
tee will thoroughly examine the alternatives, and we hope that
your conclusion, like ours, will be that this legislation is neither
necessary nor desirable.

Thank you.
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Senator DaNFORTH. Thank you very much.
[Mr. Phillipes’ prepared testimony follows:]

TESTIMONY OF PETER M. PHILLIPES, AsSOCIATE GENERAL COUNSEL, LEVI STRAUSS &
- Co.

Summary of Principal Points in Testimony

of Levi Strauss & Co.

Levi Strauss & Co. opposes S. 680 because the bill will
not improve the apparel industry's economic health, may
encourage retaliation and is not in the American consumer's

best interest.

History has shown that protectionism inevitably leads to
retaliation, reduced exports and ultimately a slump in

domestic production and unemployment.

The American apparel industry already receives substantial
protection from imports under present law. EBighty percent

of apparel imports are subject to quﬁta restrictions. Duties
average 22.3 percent and a market disruption mechanism exists
to prevent unccntrolled import g}owth from new supplier

nations.

The American consumers should be offered the best apparel
products at the best price. A program of flexible sourcing
enables an apparel company to shop the world to find the best
value. Further protection will prevent apparel companies '

from doing this.

-1 - KK04



302

More desirable alternatives are available to improve the
international competitiveness of our industry and preserve

domestic jobs:

* Apparel companies. first must commit sufficient resources
to insure that their organizations are operating at a high

level of efficiency.

* Second, adoption of the President's tax proposals will
remove a significant competitve advantage enjoyed by many

foreign apparel producers.

* Third, the upcoming MPA negotiations offer an excellent
opportunity to address specific problem areas relating to
appafel imports within the framework of our international

trade agreements.

* Pinally, we believe that reduction of the federal budget
deficit and the over-inflated U.S. dollar are far more
likely to improve our industry's long term economic health

than are further curbs on imports.

-2 - KKO04
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My name is Peter Phillipes. I am Associate General
Counsel of Levi Strauss & Co. I am accompanied by
Mr. Richard Burns, Director of Domestic and Offshore

Contracting and Mr. James Kilgore, Customs Manager.

I am appearing before you today in opposltion-to

S. 680, The Textile and Apparel Trade Enforcement

Act of 1985, Levi Strauss & Co. believes that this
proposal will not improve the apparel industry's long-
term economic health, may encourage harmful retaliation
by our trading partners and will prevent apparel
companies from operating in the American consumer's

best interests,

Levi Strauss &\Co. is the world's largest manufacturer
of branded apparel. The Company has produced high
quality garments in the United States for more than

130 years. -

We are the largest employer of apparel workers in the

United States, with 26,060 workers in over 60 domestic
facilities., Bach year these workers produce more than
150 million garments for sale primarily in the U.S. We

employ an additional 11,000 workers in other operations

-1 - 0019/14
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around the world. They produce approximately 35 million

garments for sale primarily outside the U.S.

We produce apparel in more than 40 countrie;‘and
market our products in 30 countries around the world.
However, more than 90 percent of the products we sell
domestically are "Made in the U.S.A." and are likely to
be made here for the foreseeable future. The remainder

are gsourced offshore,

Our product mix includes not only our famous jeans, but
also mens, womens and childrens jackets, slacks, shirts
and sweaters. We also have a role in the designer
apparel business with lines created by Perry Ellis,
Alexander Julian and Andrew Fezza. Our annual sales
volume is in excess of $2.5 billion. $2 billion of

this is sold in the U.S.

An international approach to our business is nothing
new, The original fabric used in miners overalls in
the 1850's was serge de Nimes (denim), a strong cotton
cloth loomed in Prance. The then new fabric was sewn
in the U.S. to produce the first Levi's® blue jeans.
Today, for the domestic market, we rely on American

denim and other U.S. made fabric, such as corduroy, -

-2 - 0019/14
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to produce our jeans. To make the best jeans, we look
worldwide, but we have found that when it comes to
denim and corduroy, domestic textile mills continue

to be both competitive and quality conscious.

To remain creative and a leader in our industry, we
search the world for new products and new fabrics, for
we are more than a jeans company. Levi Strauss & Co.
produces a wide variety of apparel for all age groups
and life styles., Many of the fabrics we use for these
non-jeans products are from U.S. mills, but some are
not; often because domestic mills decline to produce
the short runs of more specialized fabrics that are
required for fashion garments. Most of the non-jeans
products we sell in the U.S. are sewn here as well, but
some are not. We believe, that to be successful in one
of the most competitive industries in the world, we must
be free to explore new raw material and product sources
both here and abroad. 1In this way we insure that our
customers are offered products which are innovative,

of high quality and represent the best possible value.

our opposition to S. 680 is based upon our belief that:

-3 - 0019/14
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1) The apparel industry receives substantial protection

from imports under present law;

2) Further protection will prevent apparel companies
from providing consumers with the best available
product at the best price;

- and -

3) More desirable alternatives are available to improve

the international competitiveness of our industry.

Present Controls are Adequate

The American apparel industry has operated under a
heavy blanket of protectionism for many years. As the
Administration noted in a recent letter to the Congress,
80 percent of all imports from low cost suppliers

already are under quota and duties average 22.3 percent.

In the case of mens cotton trousers, a category with
which we are very familiar, 78.4 percent of U.S. imports
are under quota. Trousere made from synthetic and

blended fibers are protected at an even higher level.

-4 - 0019/14
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Similar figures can be found in other segmenis of the
apparel industry. For example, 80 percent of imports
of mens woven cotton shirts are under quota. So are
73.3 percent of womens cotton blouses and 96.1 percent
of mens gsynthetic knit shirts. There hardly seems a

need to further restrict imports in these categories.

There also exist3 a market disruption mechanism under
present law by which the Administration can prevent
uncontrolled growth from new supplier nations. Under
that mechanism, more than 300 quotas have been
established since 1981.
S. 680 would significantly rollback current import
levels and severely limit expansion by imposing very
low growth levels on most developing countries,
Virtually no growth levels would be available to our
more established apparel trading partners. In addition,
the bill would place our.neighbors in the Caribbean
Basin at a particular disadvantage. Since apparel
imports from the Caribbean are comparatively low, the
special 15 percent annual growth rate for 1985, with
\

6 percent thereafter would do little to encourage

further production in this region,
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,The licensing system under the bill would force every
importer of every product from every country including
Canada and the EEC to obtain an import permit before
any apparel product could be landed. For‘the u.s.,
such a system would be unprecédented and would cause
substantial disruptions in the flow of imported products
for both large and small companies., Even the Secretary
of Commerce, in whose department thé massive new
bureaucracy would reside, has unequivocally registered

his opposition,

We believe the government al;eady is administering a
program to control import levels, under the provisions
of the MPA, which can provide an adequate level of
protection for domestic apparel producers. Further

controls are unnecessary.

The Needs of the Consumer

Like food and shelter, apparel is one of the basic needs
of the American consumer. A significant portion of _
family income is devoted to apparel purchases, both

for reasons of necessity and to express individuality.
Consumers worldwide, and the American consumer in

particular, have become increasingly demanding with

-6 - 0019/14



309

regard to their apparel purchases. Theé expect and
deserve value -- the best product at the best price.

As a marketing oriented company, Levi Strauss & Co. has
attempted to respond to the needs of its customers by
producing a broad range of products efficiently and
economically. In most cases, for us, this has resulted
in production near or in the market where the goods  are
sold; but in selected cases, the consumers' needs have
been better served through foreign sourcing.

A good contrast is provided by Levi's jeans and woven )
shirts. In the case of basic jeans, we have determined
that our domestic production costs on average are nearly
$3.00 per unit below that at which we could bring in

a comparable product from one of our own facilities

in the Far Bast and $3.50 below the price at which

we could obtain it from a Far Eastern contractor,

Woven shirts provide a different result. By produc}ng
these garments principally through contractors in the
Far Bast, we have been able to reduce our production
cost by over $3.00 per unit. In each case the results
translate into considerable savings for the retail

consumer.,

-7 - 0019/14
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Perhaps Levi Strauss & Co.'s approach can best be
described as one of flexibility. To the extent we can
remain flexible and effectively shop the world for the
best value, the consumer's interest in the best product
for the best price can be protected. And, of course,
if we fail to manage our business in this manner we
quickly will find our customers moving to other apparel

suppliers.

We believe S. 680 will prevent apparel companies‘
from operating in the consumer's best interest.

It will iméose an inequitable guota system, which
unrealistically restricts sourcing options. EBEven
production under Tariff Item 807, which was intended
to encourage U,S. producers to utilize U.S, fabric
in offshore operations, would be affected adversely.
Many of these operations are in the Caribbean Basin.
Furthermore, the massive new licensing bureaucracy
within the Department of Commerce can only aggravate
the problems created by the existing methods of quota

allocation.

-8 - . 0019/14
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Other Options Are Available

More effective solutions can be found elsewhere without
damaging international trading relationships. We
believe our industry thrives on competition. It is an
industry wherg entry is easy, ~mployment is substantial
and domestic producers number in the tens of thousands.
One solution lies in more efficient internal operation.
For example.‘over the past five years lLevi Strauss & Co.
has streamlined its domestic operations and invested
hundreds of millions of dollars in new production
technology to become more éfflcient, and thus more
competitive. These investments have increased our
efficiency in an amount equal to one new plant per
year., We faced problems not created by imports, but
rather by changes in market demand. We responded both
at the pronFtion and at the marketing ends of our
business. Today we are a stronger domestic producer

than we were when this investment process began.

A second potential solution is offered by the
Administration's tax reform proposals. As noted in our
industry's testimony before the Ways & Means Committee
on June 27, the apparel industry currently pays what

we believe to be the highest effective tax rate of

- -9 - 0019/14
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any major U.S. manufacturing iandustry. It averages
39 percent. Many companies, like Levi Strauss & Co.,

pay an even higher rate,

Contrast this with the rates paid by manufacturers in
the major apparel exporting countries. FPor example,

the effective tax rate in Taiwan is 25 percent. 1In
Korea it is 21 percent and in Hong Kong only 14 percent.
This rate disparity translates to a wholesale price
difference of 6 to 8 percent. Reduction of the domestic
corporate tax rate from 46 to 33 percent under the terms
of the President's proposal would go a long way toward

eliminating this competitive advantage for imports.

The upcoming MFA negotiations offer an excellent
op&ortunity to address gpecific problem areas

relating to apparel imports within the framework of
our international trade agreements. Por the short-
term we believe that extension of the MFA in a format
similar to the one under which it now operates, but
with a conmitment by signatory nations to strictly and
consistently adhere to its principles and teras, will
provide sufficient control to insure the stability of
apparel markets as we move toward a more realistic

system of world trade.

- 10 - 0019/14
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Additional Reasons Why S. 680 Should Not Be Adopted

There are other arguments, as well, which indicate to us

that the proposals encompassed in S, 680 will not solve

the apparel industry's problems:

1)

2)

3)

We have no doubt, nor does the Adminfstration, that
the bill's major provisions would force the U.*

to vinlate its commitments under the Multi Piber
Agreement and the GATT, thus exposing ‘the U.S. to

retaliation,

We agree with the U.S. Trade Representative that

the present trade imbalance is more the result of
the over-inflated U.S. dollar and the huge budget
deficit than any failure to place further curbs on

imports.

1f the U.S. establishes unrealistic limits upon
imports from developing countries, these nations are
likely to dump products into the BEC, which in turn
will be forced to adopt new limits on imports, thus

setting off a chain reaction of protectionism.

-1t - 0019/14
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4) Por many imported products, such as full fashioned
wool and acrylic sweaters, embroidered blouses, and
garments made from silk there is not sufficient

domestic capacity to meet market demand.

We share the Congress' concern and that of the American
Apparel Manufacturers Association that the domestic
apparel industry remain viable and competitive in
world markets and that domestic jobs be preserved.

We differ, however, both with the bill's proponents

and some members of our own industry as to the most

desirable and effective solutions to the problem.

History has shown that restricting competition has never
proven itself to be a long-term solution to temporary
dlsruptioné caused by competitive pressures. One need
only look back to the Smoot-Hawley tariff of the 1930°'s
to learn that severe protectionism inevitably leads to
retaliation, reduced exports and ultimately a slump in

domestic production and unemployment.

We doubt neither the sincerity nor the concern of those
supporting this legislation. However, we believe there
are better ways to preserve and protect the economic

health of the American apparel industry. None of these

- 12 - 0019/14
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requires sacrificing the interests of the American
apparel consumer or the obligations of the United States
under international trade agreements.

——
Mr. Chairman, we trust you and the members of this
subcormittee will thoroughly examine the alternatives
and we hope your conclusion, like ours, will be that

this legislation is neither necessary nor desirable.

- 13 - 0019/14
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Senator DANFORTH. A number of people have mentioned prob-
lems with the legislation, but I am wondering if some of the esti-
mates as to the adverse effects haven't been overstated as well.
After all, while this is a signficant rollback from today’s import fig-
ures of apparel and textiles, it really is a recasting of the multi-
fiber arrangement, with a 6-percent compounded growth of imports
from 1980. So, it is a rollback to what growth would have been had
it been on a 6-percent incline since 1980.

Is that so shocking to you, so surprising, that irstead of 100 per-
cent increase since 1980 we would have only a 6-percent compound-
ed growth?

Mr. Havs. The problem, Mr. Chairman, is that what you will end
up with is a 20-percent change from the current conditions that
were operating in the market.

Senator DANFORTH. But I mean in other words, isn’t this a blip
right now? Haven’t we been undergoing a very strange—for what-
ever reason; I don't know, I think the committee is going to have to
find out more about why this has happened—but there has been a
very definite change in the course of textiles and apparels over a
very short period of time.

Mr. GLucksoN. Senator Danforth, if I may, when you started the
country rules of origin legislation, when we started other legisla-
tions, each time hoping to patch some element of tear in the freine-
work, we found that we encouraged people to move to other coun-
tries, to offshore, to developing places.

As entrepreneurs and businessmen, we were taught that it was
the right thing to do to look to save your business and also to
produce the garment at the least expensive price. As a result, I am
sure when Senator Moynihan was working on the MFA, nobody
thought there would be non-MFA fibers. Non-MFA fibers only ac-
count for an 8-percent growth, but that is a tremendous blip. You
couldn’t sell cotton sweaters in this country until about 3 years
ago. The import answer, because cotton was under quota, was
ramie, cotton-ramie blends, ramie-acrylic blends, which gave the
same hand. So, what you had was the entrepreneurial insights to
move into vacuums, and there were tremendous vacuums which
were created. In the last few years, as more countries came on-
stream, I think you had this blip.

And the other thing that helped, of course, was the increase in
our economy, which made it even more attractive to sell here, and
we were the world’s marketplace.

Senator DANFORTH. But my guess is that there would be a lot of
people—well, 53 people in the Senate are cosponsors of the bill—
there would be a lot of people in the Senate who would like to fix a
blip, but they would not like to create a precedent for all kinds of
protectionist legislation. My guess is it is for that reason that a lot
of people would rather accomplish this through the MFA than
through some special leéislation.

Is it your view, Mr. Gluckson, that the MFA just doesn’t work,
that it is so riddled with loopholes? I mean that is what the previ-
ous panel believe.

Mr. GLucksoN. No; I say there are rips, and there are tears, and
there are breakthroughs. And it is any kind of interpretation you
want to put on it.
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%en'ator DANFoRTH. Can we sew it up and patch it up and darn it
up?

Mr. GLucksoN. And weave it. Very good.

Well, you made a very good comment before which I really en-
joyed: We don’t know how to negotiate. We as businessmen do
know how to negotiate, but unfortunately I don’t think our govern-
ment knows how to negotiate. We have given away a great deal,
and it woulc be my thought, and I really thought the intent of this
bill when it first got started, to strengthen our hand in Geneva. [
think it has become a runaway bill. I am definitely against the bill.
I am not against toughening up our negotiating policy, and let it be
known overseas.

Senator DANFORTH. Right. Well, wouldn’t some rollback be less
draconian than it would appear? If all you use is 1984 figures, then,
my gosh——

Mr. GLucksoN. They are going to use 1980 figures. They want to
roll back 4 years.

Senator DANFoOrRTH. But what I am saying is that, in the attacks
that are made on the bill by the administration and others, they
say, ‘Well, this is going to be a rollback of 30 percent,’ or whatever
it is. And it appears to be extremely draconian. And then they
have some countries that are rolled i\;ack 90 percent, 70 percent,
whatever. It really appears to be very tough legislation; but when
viewed from the standpoint of a major blip that has occurred in im-
ports, it doesn’t seem to be that far out, does it?

Mr. GLucksoN. Well, the point, Senator Danforth, is that in 1980,
China had no quota. So, if you are cutting them back now, you are
cutting them back by 56 percent of what they send out. If you do
the same thing with Bangladesh, you are running into the prob-
lem, or Brazil. It was interesting before, but Hong Kong gets hurt
the least. Hong Kong gets hurt something like 11 percent, because
they have owned this quota for so very long.

My problem is, it is not a fair bill. Knd 1 agreed with the Senator
from Hawaii tremendously. This is shot right at the Japanese, the
Koreans, the Taiwanese. And gentlemen, we are going to have a
tough time to do something in the Far East if this bill ever goes
through.

Senator DANFORTH. Well, there is absolutely no doubt it has
some political problems, you know? I mean, the PRC, the effect on
the People’s Republic of China; Brazil, which has this tremendous
debt problem. There is no doubt that it would have a tremendous
effect on that. On the other hand, I think there is a great concern.
Everybody has textile plants in a State, and there is a great con-
cern for an industry which has fallen on hard times, and a desire
to do something to provide some relief.

Mr. MouNGeR. Mr. Chairman, if I might offer, there are in-

stances of American innovation and creativity that are happening.
today. I think you are seeing a slimmed down, in-fighting-weight
American textile industry that has made some great strides over
the past 5 years.
- Change i1s inevitable in the American competitive society. A man-
by the name of Mr. Gore came up with an idea called Goretex, and
the world is literally beating a path to his doorstep, with American
creativity.

61-762 O0—85—11
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I just returned from a conference in St. Paul, MN where the 3-M
Co. came up with an idea called thinsulate, which is an American
product that we buy. And that is an example of American innova-
tion and creativity.

One of the reasons this whole thing happened with the imports
was because we had an industry that had not changed, an industry
that needed changing, and an industry today that I believe is
changing to the positive.

Senator DANFORTH. Senator Moynihan.

Senator MovyNIHAN. Mr. Chairman, our panelists have been very
patient. They have been here since 2:30, and I don’t want to keep
them here much longer.

I do want to thank Mr. Phillipes. I want to thank you especially.
You have to come away from an afternoon or an evening like this
with something special, and I now know where the word denim
comes from—serge denime.

Mr. PHiLLIPES. Serge denime, exactly.

Senator MoYNIHAN. And the idea that all of those goldminers are
wal]king around in fancy French clothes. Think about it. [Laugh-
ter.

Mr. PuiLLipes. And we have gone the other way. We are now
doing it domestically. v

Senator MoyNIHAN. That's right.

I would say to Mr. Gluckson—and all of this testimony has been
very helpful and very thoughtful—you have a point here when you
asked about the licensing procedure, if we are going to do this we
have to pay very close attentior to what that would mean.

More fundamentally, I want {o note we are not bad negotiators.
We are pretty good negotiators. It was American negotiators who
thought up this system of world trade in the midst of the 1930’s,
and it brought enormous benefits to everybody and all of us here.
And the trade system that we have today is vastly larger—vastly
.- larger—than anything anycne ever would believe. And it was con-
ceived by American negotiators, through reciprocal trade agree-
ments under Cordell Hull, and then the GATT, and so forth.

And with textiles—from the first we have basically been dealing
with the problem of wage scales. I mean, the American technolo,
that Mr. Mounger speaks of very wonderfully, and I am sure Mr.
Gluckson is a good example of it, it is American design and very
much American technology that is moving around the world at
whatever the speed of a 707 is. It is just that 19-cent-an-hour labor
that is a problem. It is a condition that technology has brought to
us. Nineteen cent an hour labor in China didn’t make any differ-
ence when the only thing you could get to the United States was
under sail.

Now 6 percent compounded over 4 years would make for a
growth in 4 years of about 26 percent. You know, we are not talk-
ing about anything small. There are very few countries who would
put up with what we are doing, as a matter of social policy.

May I just make that point, sir, that between 1969 and 1975 we
lost 500,000 jobs south of 59th Street in Manhattan. Now, there just
isn’t any other major country in the world that would allow that.
About a third of those jobs were in the garment industry. And they
are gone. Now they aren’t going to come back. But to continue as
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we have with this 100-percent increase in 4 years, has this commit-
tee concerned. Finally, not one of you hasn’t made important
points. I want to thank you for them and say I shall read with
great care the question of how you assess the impact on employ-
ment in your industries and the related industries.

Now one question: In terms of the price of apparel, which is what
people end up buying, don’t imported goods rise to the level of
Ame}:‘i’can prices? Do imported goods keep the prices down here
much?

Mr. PaiLLipes. I might start the response. In our case we have
moved only one significant portion of our production offshore, and
that was our shirt business, because we found we could not com-
pete effectively domestically. When we moved it offshore, we did so
that we could maintain the same price when we brought it into the
United States. So, at least at our end, whether we make a shirt in
the United States or we make it overseas, we apply the same
markup to it, and we pass it on to the next person in the chain of
distribution that way. There is no greater profit in it for us by
making it overseas; we are just able to compete in the marketplace.
If we made that same product here today, we would be out of that
business. .

Senator MoyNIHAN. You couldn’t sell it. I see.

Mr. Havs. I think I am the only’ retailer here, so I will have to
speak for the retailers. When you talk about goods that are pur-
chased overseas and domestically, frankly, within the May Co. the
markup that we apply to either of those goods is very similar.
There are substantial differences in the costs incorporated in the
cost of the goods purchased in the United States versus the cost of
the goods purchased overseas. And you have got to put all the costs
in to be comparable; and when you do, you have got about the
slzzme kind of markup. And there is no significant difference in
those.

For instance, if you were to buy a shirt from Levi Strauss, or
let's talk about jeans here, there would be an advertising allowance
that would be included as a part of the cost of the goods. There
would be a discount that would be included in the cost of those
goods. If we bought those same denim trousers overseas, we would
not get an advertising allowance, and we would have to put it into
the cost of the goods ourselves; we would not get a discount, nor-
mally; and we would have several additional costs that we wouldn’t
have in terms of goods shipped from their warehouses to our stores.

So when you lay the goods down with the appropriate compara-
tive costs, there is no significant difference in markets.

Senator MoyNIHAN. Thank you very much. It is a good thing I
am not in the retail business; I didn’t quite follow you all on that.

Senator BrapLEY. If it’s your time, why doesn’t he go over it
again?

Mr. Hays. You didn't follow me?

I think there is one other thing. One of the things that Senator
Hollings said early in the testimony today is that the average cost
of arparel oods has gone up half the the Consumer Price Index.
Well, I'll tell you, if it only went up half the Consumer Price Index,
the retailers particif)ated in keeping that cost down just like the
manufacturers did. I mean, they are not putting any more prices
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in. Within your fair state you have a guy who is no longer in busi-
ness but who started the whole discounting concept, Korvettes. If
you look at the apparel business today, one of the most aggressive
things that is happening to apparel prices in the United States is
companies like Marshalls and T.J. Max that have forced depart-
ment stores to change drastically their approaches to the pricing of -
goods. You just look in the newspaper and look at how many times
there are women’s goods that are sold at 30-percent off, that is
caused by some other guy coming in and saying, “I can deliver
those goods at a- lower gross margin than you can.” If you don’t
react to that, you are going to lose your customers.

.Senator MoynNiHAN. | understand that. Thank you very much,
sir.

Mr. GLucksoN. May I respond, Mr. Chairman?

Senator DANFORTH. Yes.

Mr. GLucksoN. Senator Moynihan, I think the difference is be-
tween gross markup and the bottom line. I think what Tom was
saying, and I for one know, is that if you include your buyers’ trips
overseas, the risk factor, the insurance, and everything else, by the
time the garment comes in the markup is not any greater, if you
come down to the bottom line with all expense factors in.

The other thing, selling these major stores and chains, they are
competitive. I think that is the biggest thing that has kept prices
down. And if you make a mistake or you are overbought, immedi-
ately the price goes down. So you have no guarantee that this auto-
matic high markup when you brought goods in from_ overseas
exists. ’

At the end of the season, after you have taken your. invéntory,

ou know how much money you have made or you haven’t made.
ou really don’t know it beforehand. It is a calculated decision like
any other businessman would make.
nator DANFORTH. Senator Bradley?

Senator BRaDLEY. Thank you, Mr. Chairman.

You made the point about the industry and the major break-
throughs that it has made. And I think it was Mr. Mounger who
made the point that this could not have been envisioned 10 years
ago, 5 years ago, 3 years ago. To what extent do you attribute the
competition from abroad as stimulating that kind of innovation?

Mr. Mounger. I think without the competition from abroad that
we would not have seen some of the innovative things that are hap-
pening in the industry today. I think the American textile industry
is going to survive until 1995, and it is going to survive indefinitely.

The people that appeared on the panel before you from the tex-
tile industry are good people, able people, excellent people, and
they are going to realize their American dreams and be around for
a long time, but it is going to be with a different textile company
than they had 25 years ago. They are now ready for the competi-
tion. And we are a lot better, totally, as a country and as an appar-
el industry, because of the competition that we have had from over-

seas.
Senator BrRapLEY. All right.
Well, you have sat here as long as we have in the course of this
day, and I think that the driving issues for us is the question of the.
loss of jobs. And if one believes, like you, that American inventive-
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ness and innovation will carry the industry through to yet another
kind of industry, in the sense of maybe a different kind. of struc-
ture, different products, but it will always exist, the question then
is what happens to the people who have the jobs now? To what
extent have you given that any thought?

Always in this committee we hear from the group that wants its
side of the bread buttered. Now, you are retailers, you are not tex-
‘tile manufacturers or apparel people. So you don't have to face
that, but I wonder if you have thought about it?

Mr. MouNGeR. Sir, I do. If I could answer just very quickly, we
had two factors in Washington State, in Wenatche and Spokane,
WA, and I took my general manager there 3 years ago, and I said,
“Mark, how would you like to be an entrepreneur and buy these
two factories from us for $1? And we are going to put you into busi-
ness, and we are going to be your primary contractor, because we
don’t want the people, the sewers who work here, to lose their
jobs.” And today he has a company called All-Seasons Apparel, and
he is actually employing more people than we did, and he contracts
for people like Levi Strauss and Pacific Trail and Jantzen, and a
lot of other people, making goods in the United States.

In Utah I took one of our factories and sold it to Pike Manufac-
turing at a very discounted value, because they are not only a man-
ufacturer but they are a retailer. And so we try to be innovative so
we would not lose American jobs in this situation. ]

Mr. PHiLLipEs. We went through a bit of slimming down last
year, not because of problems with imports but because we had
more capacity than we could use, given the market situation the
way it is. We are in a very mature market for many of our prod-
ucts. When we closed the plants, and we closed them hoth domesti-
cally and overseas, it wasn’t just a U.S. operation, we made every
attempt to either place the people, sell the plants to people who
would pick up our employees, or engage in retraining. And so far,
of about 3,800 U.S. employees that were involved, about two-thirds
of those have been picked up through one of those operations, and
we are still working on the remainder.

Senator BRADLEY. I want to get to Mr. Gluckson, but since you
are speaking, Mr. Phillipes, 1 noticed in your testimony that you
said tax reform would help the domestic industry. How is that?

Mr. PHiLLIPES. We believe that very strongly. If the basic rate for
our industry was lowered significantly, and a 33-percent level is
certainly a significant reduction for us, that gives us much more
benefit than any of the special advantages that appear in the
present Tax Code. And since out industry is labor intensive and we
can't take advantage of many of the special provisions, a general
lowering of the rate will make us enormously more competitive. It
will do much more than the trade bill for us.

Ser;ator BRrADLEY. Mr. Gluckson, did you want to make a com-
ment?

Mr. GLucksoN. Yes, I did. One of the major eastern firms--the
gentleman isn't here today, but it is Art Ortenberg, who is presi-
dent of Liz Clairborne, who I believe has some warehouses in your
area, and the like and is certainly in New York—has flown down
to Wake Forrest, North Carolina, North Carolina State, and South
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Carolina, met with the various deans in their industrial schools,
and is working out new plans and programs in training.

I think the one thing that I come away with—everyone knows
there is a problem. It is not a simplistic problem. I sat here for 5
hours only absorbed in the dilemmas you are in. I wondered why I
ever wanted to be a Congressman. It is ridiculous what you gentle-
men go through. .
S]enator BrADLEY. You don’t want to be a Congressman. [Laugh-
ter. :

Mr. GLUcCksON. It is easier being a Congressman.

Senator BRADLEY. Are you from New Jersey, Mr. Gluckson?

Mr. GLucksoN. No, I am from New York, and upstate New York.

But the other thing, seriously, Senator Bradley, there are no men
that I know who are not altruistic to the point that they really are
concerned. And that is one of the reasons we are here.

Senator BRADLEY. Not to belabor the point, and I have heard the
buzzer, but you have heard a couple of Senators here today, and
you have heard the previous panel assert that if this bill passes it
will have no impact on prices whatsoever, and the retailing indus-
try is essentially ripping off the American public with high profit
margins.

Now, you are in a political context, not in a retail seminar. What
is your answer to that charge?

Mr. Havs. Well, first of all, the retail industry—and there are
studies put out every year—makes about 5.8 percent before tax in
the general merchandise stores. They make about 4 percent before
tax in the specialty stores. I think those numbers are not dissimilar
to the textile industry, and they are less than much of the manu-
facturing industry. So it is not a business where you make a tre-
mendously high profit, and we are not ripping off the customers.

The other piece of it is, it is pretty damned—and I made the
point about Marshall’s and T.J. Max. You would say, ‘“Gee, could
they get at every department of the United States?”’ You damn
betcha they could. And in fact, what has happened, you are seeing
a significant change in the way department stores promote because
of this discounted operation.

I'l giveegou another one. There is an operation out on the west
coast called the Price Club. It is a wholesale club. They run a retail
business that has margins of about 15 percent. They are not selling
basically apparel merchandise; they are selling food and hard
goods. Those stores, at 15 percent margin, do $60-$70 million. The
profitability out of a $60- or $70-million operation that has a 15-per-
cent gross margin is very good, and they play hob with the com-
petitive prices. There are more people out there who want to start
a shop, who want to sell cheaper than you can run across. And we
do not have business that we can just say, you know, “We'll rif off
the people,” because you start ripping them off, and they will go
somewhere else because they have plenty of alternatives. We are in
a very competitive business. And we don’t ask for somebody to
come and protect us, as such.

Senator DANFORTH. Senator Mitchell?

Senator MrrcHELL. In pro basketball, points scored after the
buzzer do not count. {Laughter.]
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Senator BRADLEY. In preparation for this question {laughter] but
that doesn’t answer the question. I heard the rationale that you
have expenses when you go abroad—you have travel, you have in-
surance, and so forth. Then you have markup. And the markup, if
it is the same, why wouldn’t you want to buy here? What is the
advantage?

Mr. Hays. Well, as a matter of course, we do want to buy here. |
mean, we buy better than 70 percent of our goods here.

I will just give you an example. Let me take the May Co., OK?
You know a little bit about it, because we have got some stores
where you used to be from, all right?

Senator DANFORTH. He has forgotten; he has forgotten his roots,
Mr. Hays. [Laughter.]

Mr. Hays. OK. I'm sorry, Senator. You certainly know plenty
about it.

Senator BRADLEY. I have taken enough abuse in this hearing.

Senator DANFORTH. He used to be a humble Midwesterner. but
not anymore.

Mr. Hays. We have an inventory investment of somethmg about
$1,200 million. And to buy goods—if we were to buy all of those
goods, let’s say, let’s take the far-out example—all of those goods
overseas, we would have to commit for-those goods—let’s see, this
is July—we would be committing for—what, Sim?—6 to 9 months
out, or 9 to 12, depending on the kind of goods that you have got.
And the risks that we would have in that, the product development
costs that we would have in that, would be staggering. We cannot
run our business that way.

One of the great advantages of a very strong apparel market
group here, manufacturers and a very strong textile industry, is
that they take a lot of the risks. They do know the customer in the
United States very well.

And we are not—we are not—interested in becoming an industry
that buys 100 percent of ils goods overseas. What we are interested
in doing is having the freedom to make the choices, when in fact
that is the innovation the customer wants, that is the price the cus-
tomer wants. That is what we are after. And that is what our ob-
jection to the bill is.

Senator DANFORTH. Senator Mitchell?

Senator MitcHELL. Well, Mr. Hays, I have spent many years in
the courtroom, both trymg cases and as a judge, and I have heard a
lot of conflicting evidence in my day; but I must say I haven’t
heard testimony as sharply conflicting on a subject as between you
and the previous panel on preclsely the subject you are discussing.
And with all due respect, I don’t think you answered Senator Brad-
ley’s question, because he asked you about the comparative advan-
tage, and you responded with gross margins and figures that relat-
ed to overall operations of retail organizations in thir country, as
opposed to comparative advantages.

I thought I understand you and Mr. Gluckson say earlier that
when you factor in expenses of a salesman going to the Far East
and fransportation, that there was no financial difference.

Mr. Hays. There is very little financial difference.

Senator MrrcHELL. Then why do you do it?



324

Mr. Havs. Because there are products there that the customer is
asking for that we cannot get in this country, or that the manufac-
turers will not produce.

Senator MrrcHELL. Would you gentlemen identify specifically, in
writing, the products that you are talking about, that you can get
that you can’t get in the United States, or that can't be made here?

Mr. Havs. We will gather information and submit it to you for-
mally.

[The information follows:]
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July 16, 1985

(2021457-5244 BY HAND

Ms. Betty Scott-Boom

Committee on Finance

Room SD-219

Dirksen Senate Office Buiiding
ZWashington, D.C. 20510

Dear Ms. Scott-Boom:

During yes*erday's hearing on S. 680, the Textile
and Apparel Trade Enforcement Act of 1985, Senator Danforth
accepted the request of Mr. Thomas A. Hays (testifying on
behalf of the Retail Industry Trade Action Coaliton) that
a certain economic study be included in the record. Accordingly,
enclosed for submission 1n the record 1s the "Analysis of
the Impact of the Textile and Apparel Trade Enforcement
Act of 1985" conducted by the Internaticnal Business and
Economic Research Corporation (IBERC).

Please do call me if you have any questiosns.

Sincerely yours,

ank R. Samolis

FRS:ca
Enclosure

cc: Leonard Santos
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INTERNATIONAL BUSINESS AND ECONOMIC RESEARCH CORPORATION
2121 TREET.NW
WASHINGTON. D C. 20037
(202) 955-6155

June 28, 1985

EXECUTIVE SUMMARY

ANALYSIS OF THE COST OF THE TEXTILE
AND APPAREL TRADE ENFORCEMENT ACT OF 1985

1. The Textile and Apparel Trade Enforcement Act of 1985
would further restrict imports of textile and apparel products by
rolling back current import levels from 12 major foreign suppliers
and reducing future growth possibilities for all remaining
suppliers, These new limitations would be over and above already
existing tariffs and guotas that are estimated to cost the
American consuimer some $23 billion annually.

2. The additional restrictions being proposed would cut
trade dramatically. Overall, zpparel imports from countries
targeted by the legislation (all but Canada and the EC) would be
reduced by 20 percent. Similarly, total textile imports would
fall by 36 percent. Several countries would be particularly hard
hit. Imports from China, for example, would be reduced by 57
percent from 1984 levels; Indonesia by 85 percent; Brazil by 66
percent. Moreover, while the legislation does not roll back
imports from the many smaller suppliers serving the U.S. market,
it effectively eliminates any meaningful growth opportunities for
them in the future.

3. The costs of these restrictions to the American consumer
are significant. It will cost apparel consumers an extra $2.4
billion annually and textile consumers, $1.0 billicn annually.

In the first five years, the total cost to the apparel
consumer would be an estimated $11 billion in 1984 dollars, and to
the textile consumer, $4 billion.

4. Apparel import prices would increase on average by 16
percent at wholesale. Textile import prices would increase an
average of 33 percent. These gains reflect both quota-induced
price increases and product upgrading as foreign producers
concentrate on the export of higher unit-value goods.

Lower-income consumers would pay the heaviest penalty as product
upgrading reduced or eliminated the availability of less expensive
merchandise. -
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S. Weighted average apparel prices (domestic and imported)
will rise by a minimum of 3 percent; textile prices will increase
by 3 percent. These estimates understate what may actually happen
because they do not take into account the domestic price response
to rising import price levels.

6. The additional import restraints on apparel would support
only 36 thousand jobs in the domestic apparel manufacturing
industry, at a cost of $66 thousand per job. Moreover, the quota-
induced decline in overall domestic apparel consumption would mean
the elimination of some 58 thousand jobs in the retail- industry.
In the apparel sector, therefore, more jobs would be lost in the
retail sector than would be supported in the apparel sector.

7. The legislation would support 35 thousand jobs in the
domestic textile manufacturing industry, at a cost of $27 thousand
per job. The quota-induced decline in overall textile consumption
eliminates almost 4 thousand jobs in the retail industry.

8. A state-hy-state analysis of the distribution of
employment benefits and costs shows that at least 36 states would
experience net job losses if the legislation were enacted.
Although, as one would expect, labor in three southern states
{(North Carolina, South Carolina and Georgia) would be the prime
beneficiaries of additional quotas, labor in numerous midwestern
and northeastern states, as well as California, would be prime
losers from additional quotas.

9. The U.S. government would incur significant costs, a
factor totally ignored by supporters of the legislation. The
government will lose nearly $800 million dollars annually through
reduced tariff revenues. The proposed licensing provisions would
be extraordinarily expensive to implement and administer and would
further raise costs to the consumer because of the disruption to
import and retail operations. Increased costs would feed
inflation, widen the budget deficit, and perhaps ultimately put
upward pressure on interest rates, -

10. Competitive U.S. exporters would face the risk of
retaliation by textile and apparel exporters.
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AND APPAREL TRADE ENFORCEMENT ACT OF 1985
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I. Introduction

Tﬁe Textile and Apparel Trade Enforcement Act of 1985 (S.680
and K.R. 1562) would place additional limitations on the
importation of textile and apparel products. The present system
of import protection would be intensified by substantially
reducting existino trade or future growth prospects for all
textile trading partners except Canada and the European Community
(EC), by broadening the scope of produacts that are subject to
restraint, and by implementing a new import licensing scheme.

This analysis focuses primarily on the first of these changes
and measures the costs and benefits associated with the reductions
in existing trade and/or future growth required by the
legislation. It {s confined by data limitations to cotton, wool
and man-made fiber textile and apparel products, the products
currently subject to restraint under the Multifiber Arrangement

{KFA) .
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Section II considers the impact of the proposed legislation
on current and future import levels. Section III evaluates the
probable impact of the legislation on American consumers and
workers., Section IV provides estimates of costs to the U.S.
Treasury. Finally, Sectionbv suggests other costs to tﬁé u.s.

economy.

IXI. Impact on Textile and Apparel Trade

The legislation would_reddiré changes in existing textile and
apparel trade levels and future rates of import growth for
individual exporting c0untties.l/ In addition, import
restraints would be extended to {nclude silk, ramie and linen,
products which are not covered by the MFA. The analysis here is
necessarily confined by data limitations to cotton, wool and
man-made fiber products. Bistorically these have been the only
products subject to restraint., . .-

... .. In establishing new restraint and growth levels, the
legislation divides foreign suppliers into three groups: major
exporting countries, represented initially by the 12 largest
textile suppliers to the United States in 1984 (excluding Mexico);

exporting countries, covering all other developing country

1/ . A summary of the operative provisions of the legislation is
provided in Appendix A.
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suppliers plus Mexico; and unrestricted countries, encompassing
Canada and the EC.

The legislation would reduce aggregate apparel imports from
all resitained countries by 20 percent, and textile imports 36
percent.z/ (See Table 1.) These figures do not consider
trade from the EC and Canada, which would not be subject to
restraints.

Apparel imports from major exporting countries, whicp
collectively accounted for over 80 percent of total U.S. apparel
imports in 1984, would be cut back 26 percent. Textile imports
from major exporting countries, which accounted for 60 percent of
all textile imports, would be cut by 48 percent.

The reduction in trade required of a number of major
exporters would be particularly severe, Imports from China, for
example, would be reduced by 57 percent from 1984 levels;
Indonesia by 85 percent; Brazil by 66 percent. (See Table 2.)

On a product basis, the legislation's impact on trade levels
i{s very uneven. Certain categories of textile and apparel
products would be hit much harder than others. For example,
imports of men's and boys' manmade fiber trousers from the 12
major exporting countries would be reduced by 50 percent under the

proposed legislation, women's cotton dresses by 34 percent, and

2/ The methodology employed in dgtermining the legislation's
impact on future trade levels is described in Appendix 8.
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TABLE 1

AVERAGE PERCENT CUTBACKS IN APPAREL AND TEXTILE TRADE
BY MAJOR EXPORT GROUP

Apparel Textiles
Major Exporting Countriera/ -26 -48
Exporting Countries,—él excluding
Mex ico + 7 +11
Mex ico 4 +10 +14
Trade Weighted Average -20 -36

- -

a/ Brazil, China, Hong Kong, India, Indonesia, Japan, Korea,
Pakistan, Philippines, Singapore, Taiwan, Thailand.

b/ Based on a sample of eleven countries: Colombia, Dominican
Republic, Israel, Sri Lanka, Lesotho, Spain, Bangladesh, Egypt,
Hatti, Malaysia, and Peru.

¢/ Although the Act classified Mexico in the "exportiny country"®
category, its contribution to the trade weighted average cutback
has been calculated separately so that the size and composition of
Mexico's trade relative to the other smaller suppliers in the
category would not bias the results disproportionately.

SOURCE: 1International Business and Economic Research Corporation.
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TABLE 2

REDUCTIONS IN TRADE REQUIRED FROM MAJOR EXPORTERS

Reduction In Trade

Country Percent
Indonesia -85%
Brazil -66
China -57
Thailand -55
Taiwan -47
Pakistan R ~-36
Rorea -33
‘Japan -8
Philippines -14
Hong Kong -12
Ind ia -1
Singapore -9

SOURCE: International Business and Economic Research Corporation.
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men's and boys' cotton knit shirts by 36 percent. The change in
aggregate trade levels from the 12 major exporters on a
product-by-product basis is shown in Appendix B, Tables B~2 and
B-3.

The legislation would not reduce current import levels from
the many smaller suppliers serving the U.S. market. It would,
however, reduce future growth potential. For countries that have
a small export base, restrictions on future growth eliminate the
opportunity, or incentive, to develop an economically viable
industry. Most small exporters will be barred from ever achieving
this goal. Had the proposed legislation been enacted_in 1983,
for example, imports from Bangladesh in 1984 would have been only
3 percent greater than their 1983 volume -- and 78 percent smaller .

than their actual 1984 level.

III. Impact on Consumers

The costs to the U.S. consumer arising from the proposed
legislation and the distribution of those costs among different
segments of society have been’estimated. The model and data upon
which the costs are based are described in Appendix C. The
results are summarizeq inﬁ;able 4.

The legislatioﬁ-would increase domestic manufacturing pro-
duc}ion ana employment, but the net effects for the U.S. economy

would be negative after taking in to account decreases in
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TABLE 3

REDUCTIONS IN TRADE IN’SELECTED PRODUCTS
FROM MAJOR EXPORTING COUNTRIES
(Millions of Square Yard Equivalents and Percent)

™ Product Quantity Percent
Category Description Reduction Reduction
Apparel Praducts:
639 RKnit shirts and hlouses, WG&I 43,045 17.5%
647 Trousers, etc., M:B 46.745 50.0
648 Trousers, etc., WG&I 50.M7 36.2
652 Underwear 68.288 65.6
359 Other cotton apparel 100.067 52.5
659 Other MMF apparel 175.116 40.9

Textile Products:

313 Sheeting 109. 466 31.2
314° ropl in & broadcloth 54,508 78.4
315 Printcloth 215.356 65.5
320 Woven fabrics, n.e.s. 188.862 63.2
612 Continwus non-cellulosic woven fabrics 98,932 35.4
613 Spun ron-cellulosic, woven fabric 94.615 72.7
669 Other man-made manufactures 96.710 58.3
670 Flat goods, handbags & luggage 354.101 97.0
369 Other cotton manufactures 204. 686 52.4

SOURCE: International Business and Economic Research Corporation.
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TABLE 4

SUMMARY OF THE COSTS OF ADDITIONAL PROTECTION

CONSUMER COSTS

Immediate Effects Apparel Textiles
1. Total Annual Cost (millions) $2,386 * $ 950
Quota Rent 2,121 741
Deadweight Loss 265 209

2. Net Employment Effect (millions) -$24 - +81 7
Manufacturing Benefit +106 +178

Retail Cost -130 - 8

3. Net Cost (1 less 2) $ 2,410 $ 779
Cost/Benefit Ratio §23:1 $5:1

Net Jobs Supported -21,790 31,695
Manufacturing Jobs Supported 36, 141 35,272

Retail Jobs Lost -57,931 -3,577

Cost to Consumer per
Job Supported ($) $66,019 $26,934

Future Effects (millions 1984 $)

Consumer Costs, over 5 years $11,047 $ 4,398

"'Ret Cost to Economy, over 5 Years $11,07 $ 4,227

>

GOVERNMENT COSTS

Foregone Tariff Revenue
(millions) $ 629 $ 166

Import Licensing Program Not Available

SOURCE: International Business and Economic Research Corporation.
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consumer welfare, declines in retail employment, and higher
inflation in the textile and apparel industries. The costs borne
by the rest of the economy would exceed the benefits received by
the domestic textile and apparel industries.

Apparel. The legislation would reduce imports of apparel
from restrained countries immediately by 20 percent., As a result,
the wholesale price of imported apparel from restricted countries
would increase 16 percent. Weighted average apparel p;ices in the
U.S. market (domestic and imported) would increase at least_3
percent. This estimate understates what would actually happen,
because data limitations prevent the analysis from considering the
extent of any domestic apparel price rise in response to rising
import price levels.

The legislation-would decrease consumer wel fare by imposing
higher prices on a smaller selection of goods., The total annual
cost to the consumer of additional apparel quotas would amount to

$2.4 billion annually. The direct impact on apparel manufacturing

[
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employment would be 36,141 jobs supported.zf The cost to

the consumer per job supported would be $66,019, or roughly :ix
an& a half times the averag. annual salary of an apparel
manufactating employee, Consumers would pay $23 for every $1 of
benefit received by labor.

While the quotas would benefit manufacturing labor, they
would impose a disproportionate cost on the retail industry labor
force. The quotas would result in a net reduction in the amount
of apparel demanded by U.S. consumers, and apparel retail sales
would decline by at least 3 percent. As a result, retail employ-
ment would decline by approximately 58 thousand workers.i/

Adjusting the total consumer cost estimate for both the value

of increased employment in domestic manufacturing and decreased

3/ These estimates consider direct employment effects only.
Indirect or secondary effects were not estimated. An increase in
domestic manufacturing employment will generate additional
employment in upstream and supplier industries. Similarly,
changes in import volume effect employment levels in
import-related activities.

Moreover, changes in relative price and consumption patterns
in textiles and apparel will impact on the economy generally.
Pinally, changes in import volume will impact on U.S. export
industries either directly through retaliatory measures by foreign
suppliers in response to additional U.S. restraints or more
indirectly from the inability to purchase as much from the U.S.
because of declining foreign exchange.

4/ The decline in retail employment exceeds the gain in apparel
manufacturing employment largely because of the very different
output-to-labor relationships of the manufacturing and retail

sectors.
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enployment in retailing leaves the final net annual cost to the
U.S. consumer at $2.4 billion.

Over the first 5 years of the quota, the net cost to the U.S.
consumer of additional apparel quotas totals $11 billion in 1984
dollars. }

Textiles. The legislation would reduce imports of textiles
immediately by 36 percent. As a result, the price of imported
textiles subject to restriction would rise 33 percent, and the
average wholesale domestic price of textiles by at least 3
percent.

The total annual cost to the consumer of additional textile
quotas would be roughly $1.0 billion. The direct employment
impact would total 35 thousand jobs. Subtracting the benefits to
.S. textile manufacturing workers, the net total cost to the
U.S. consumer would become $77t million, or $5 of cost for every
dollar of benefit, The cost per textile job supported would be
§26,934, double the average annual salary of the average textile
worker.

As in the case of apparel, the increase in textile prices
would cause a decline in domestic consumptioﬁ of textile products
and a concomitant decline in related retail employment. The
analysis indicates that retail employment would fall by almost

4,000 jobs, at a cost to retail workers of $8 million.
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Over the first 5 years of the quota, the total cost to
gsociety of additional quotas on textiles amounts to over $4
billion in 1984 dollars.

Regional employment impacts. Most of the jobs supported in

the textile and apparel manufacturing sector would occur in the
South, pariticularly North and South Carolina and Georgia. The

retail job losses, however would be distributed throughout the
country. At least 36 states would suffer net job losses -- every
state in the Midwest, Mountains, West aqg Southwest regions would
experience more retail job losses than textile and apparel manu-
facturing gains. For many states with net job gains, including ’
New York, Pennsylvania, New Jersey and Massachusetts, the surplus
would be marginal at best.

Lower-Income Consumers. The adverse impact of quotas on

lower-income consumers has long been recognized by both academi-
clans and by industry specialists. The impact {s particularly
harsh when quotas limit amounts of basic, less expensive imports
and domestic substitutes of similar quality and price are not
readily available.

Morkre points out another effect on low-income consumers:

the quota would alter the mix of imports against low-priced
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articles and in favor of high-priced items.éf This results

he explains, when each quota category encompasses a variety of
substitute products that vary in price (e.g., cotton jeans). If
low-income consumers are the principal buyer: of inexpensive pro-
ducts, the quotas impose a relatively greater adverse effect on

these consumers.

IVv. Additional Costs Borne by the 0U.S. Government

As a result of the legislation, the %.S. government will
incur costs in several areas. Because the quota will reduce
imports, the government will suffer a loss in tariff revenue. If
apparel imports from restrained suppliers are reduced by 20 per-
cent by the legislation, the tariff revenue lost by the government
would total $629 million. Similarly, the foregone tariff revenue
resulting from adqitional textile tariffs is estimated to be $166
million, for a total loss to the government of $795 million.

The import licensing provisions will impose additional costs

on the U.S. government. They will requice the creation of a whole

5/ "The application of a quota introduces a quota price that is
the same for all items in the quota category. This raises the
price of all items by the same absolute amount, which means the
relative price of inexpensive items increases." Morris E. Morkre,
Import Quotas on Textiles: The Welfare Effects of United States
Restrictions on Hong Kong, Bureau of Economics Staff Report to the
Federal Trade Commission, Aua. 1984, p. 2.
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new bureaucracy, either in its own right or within an already--
existinq agency, to set up the licensing program, auction or
otherwise distribute the licences, monitor the system, and police
it for violations of any type. The precise cost cannot be calcu-
lated because the exact scope and purposes of the licensing system
are undefined in the proposed legislation. The magnitude of the
problem is apparent, however from testimony by Walter Lenahan, the
Commerce Department's Deputy Assistant Secretary for Textiles and
Apparel before the Subcommittee on Comme?ce, Consumer, and
Monetary Affairs of the House Government Operations Committee,
{March 6, 1985). Mr. Lenahan stated that import entries of
textiles and apparel amount to 250,000 per month, or 3 million per
year -- equal to half of all entries into the United States each
year. Superimposing a licensing system on this process would
force a significant increase in staff, computer cap&bilities and

administration."
V. Other Costs

The estimated costs to the consumer represent "static® costs
that would arise from the implementation of the proposed legis-
lation. While significant, especially to particular segments of
society, the more important costs of the legislation are those
whose valhe cannot be estimated, but can be predicted. These

include the further isolation of both the U.S. textile and apparel
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industries from outside {international) stimulus to technological
change, the reduction in overall growth in demand due to infla-
tion, and the distinct possibility of foreign retaliation and its

repercussions on the growth of U.S. industries for which export

markets are important.



343

Appendix A

SUMMARY OF THE PROVISIONS OF THE TEXTILE
AND APPAREL TRADE ENPORCEMENT ACT OF 1985

The Textile and Apparel Trade Enforcement Act of 1985
réstricts imports from two categories of exporters (exempting
Canada and the European Community altogether). A country is
classified in one or the other depending on its relative share of
total U.S. imports. The first category, so-called "major
exporting countries," is composed of countries whose exports to
the United States account for 1.25 percent or more of total U.S.
textile and apparel imports. 1In 1984, countries falling into this
category were: Brazil, Chira, Hong Kong, India, Indonesia, Japan,
Korea, Pakistan, Philippines, Singapore, Taiwap and Thailand.

The second category is composed of "exporting countries,”
those countries whose exports represent less than 1.25 percent of
total U.S. apparel and textile imports. This category essentially
includes all countries not in the first category. Mexico is auto-
matically given "exporting country" status.

In the first year the Act is implemented, imports from major
exporting countries would, on a product category basis, be limited
to 1 percent growth from the level that would have occurred in
1984 if imports had grown by 6 percent a year from 1981-84, or, {f
the exporter had an agreement with the United States limiting
growth to less than 6 percent, the country's 1984 level of

imports. (1984 is assumed by proponents to be the base year,
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with 1985 the first year of implementation). Thereafter, imports
from those countries could grow by 1 percent per year.

Imports from category II countries in the first year of the
new quotas would be permitted to increase on a product category
basis no more than 15 percent above their 1984 levels, except in
categories defined as import sensitive. Import sensitive
categories are those in which imports equal 40 percent or more of
U.S. production. Growth in imports of these categories would be
restricted to 1 percent above 1984 levels, and could increase 1
percent annually thereafter.

The Act also contains provisions which would require the
Commerce Department to issue regulat;lons governing the entry of
textile and apparel imports, and also to establish an import
licensing system, in which all importers of textiles and appareli
would be charged a fee for import licenses.

An annotated text of the major provisions of the Act
follows:

Be it enacted by the Senate and House of Representatives of
the United States of America in Conaress assembled, That this Act

may be cited as the "Textile and Apparel Trade Enforcement Act of
1985"...

SEC. 4. DEFINITIONS.

For purposes of this Act--
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(1) The term "textiles and textile products” includes,
but is not limited to, all man-made fibers, tops, yarns,
piece goods, made~up articles, garments, and other textile
manufactured products (which derive their chief characteris-
tics from their textile components) made in whole or in part
from any natural or man-made fiber, or blend thereof,...

{(3) The term "import sensitive category" means a
category (other than a category applicable to textiles and
textile products that are a product of a country in the
_Caribbean region) for which the ratio of imports to damestic
production, as reported in the Department of Commerce
publ ication "U.S. Production, Imports and Import/Production
Ratios for Cotton, Wool and Man-Made Fiber Textiles and
Apparel”, equals or exceeds 40.0 for the preceding calendar
year;

(4) The term "Country"™ means a foreign country (other
than Canada and the Member States of the European Econamic
Community as constituted on January 1, 1985), a foreign
territory, or an insular possession of the United States;

(5) The term "major exporting country" means a country
{other than a country in the Caribbean region) from which the
United States imported an annual aggregate quantity of
textiles and textile products under all categories that
equalled or exceeded 1.25 percent of all textiles and textile
products under all categories imported into the United States
from all countries and from Canada and the Member States of
the European Economic Community during calendar year 1984;

{6) The term "country in the Caribbean region" means
the United Mexican States and a country eligible for
designation as a beneficiary country under section 212 of the
Caribbean Basin Economic Recovery Act (19 U.S.C. 2702);...

(8) The term "exporting country®™ means a country other
than a major exporting country;...

SEC. S. LIMITS ON TEXTILE AND APPAREL IMPORTS

{(a) Calendar Year 1985.--Notwithstanding any other provision
of law, the aggregate quantity of textile and textile products
classified under each category that is entered during calendar
year 1985 shall not exceed--

(1) in the case of textiles and textile products that
are a product of a major exporting country, the lesser of an
amount equal to 101 percent (A) of the aggregate guantity of
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such products from such country classified under such
category that would have entered during calendar year 1984 if
the aggregate quantity of such products from such country
classified under such category entered during calendar year
1980 had increased by six percent annually during calendar
years 1981, 1982, 1983 and 1984, or (B) if the United States
has an agreement with such country providing for an annual
growth rate for such category of less than six percent, of
the aggregate quantity of such products from such country
classified under such category that entered during calendar
year 1984;

(2) in the case of textiles and textile products that
are a product of an exporting country, an amount egual to the
aggregate quantity of such products from such country
classified under such cateqgory that entered during calendar
year 1984, plus an amount equal to (A) fifteen percenrt of
such quantity, in the case of a category that is not an
import sensitive category, or (B) one percent, in the case of

« a category that is an import sensitive category.

For purposes of this section, if during any calendar year after
1984 the United States imports from a country, other than a
country in the Caribbean region, that is not a major exporting
country an aggregate quantity of textiles and textile products
under all categories that equals or exceeds 1.25 percent of all
textiles and textile products under all categories imported into
the United States from all countries and from Canada and the
Member States of the European Economic Community during such
calendar year, then such country shall be considered to be a major
exporting country for all succeeding calendar years.

(b) Growth Adjustment.--For calendar years after 1985, the
aggregate quantity of textiles and textile products classified
under each category that may be entered during each such calendar
year shall--

(1) in the case of such products that are a product of
a major exporting country, be increased by an amount equal to
one percent of the aggregate quantity that could be entered
under such category during the preceding calendar year; and

(2) 1in the case of such products that are a product of
an exporting country, be increased by an amount equal to--

(A) 1in the case of a category (other than an
import sensitive category) not covering a wocl product,
six percent of the aggregate quantity chat could be
entered under that category during the preceding
calendar year, and
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{B) in the case of an import sensitive category
and a category covering a wool product, one percent of
the aggregate quantity that could be entered under that
category during the preceding calendar year.

{c) Minimum Quantities.-~If, under subsection (a) or (b),
the aggregate quantity of textiles and textile products from a
country that may be entered during a calendar year under a
category is--

(1) 1less than 1,000,000 square yard equivalents, in the
case of a category covering yarn, fabric, made-ups, and
miscellaneous products, other than wool products;

(2) 1less than 700,000 square yard equivalents, in the
case of a cateqory covering apparel, other than wool products
apparel; or

(3) 1less than 100,000 square year eguivalents, in the
case of a category covering wool products,

then, notwithstanding subsection (a) or (b), the aggregate
quantity of textiles and textile products that may be entered from
such country under such category during the calendar year shall be
1,000,000, 700,000, or 100,000 square yard equivalents,
respectively. The amount prescribed in the preceding sentence
shall be accorded growth subject to the provisions of subsection
(b) beginning the first calendar year after the aggregate quantity
of imports from such country under such category equals the
minimum quantity prescribed under this subsection.

(d) Enforcement.--The Secretary of Commerce shall prescribe
such regulations governing the entry, or withdrawal from
warehouse, for consumption of textiles and textile products as may
be necessary to carry out this Act.

SEC. 6. IMPORT LICENSING.

In order to ensure the equitable and efficient administration
of section 5 of this Act, the Secretary of Commerce shall, within
six months after the date of enactment of this Act, establish and
administer an import licensing system under which an importer of
any textiles and textile products from any country and from Canada
and the Member States of the European Economic Community, will be
required to present an import permit as a condition of entry. The
Secretary shall charge a fee for import licenses in such amount as”
may be necessary to cover the cost of administration of the
system, ...
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Appendix B

SUMMARY OF THE METHODOLOGY FOR, AND RESULTS OF,
APPLYING THE PROVISIONS OF THE LEGISLATION
TO 1984 TEXTILE AND APPAREL TRADE

I. Introduction

This appendix describes the methods used to apply the
provisions of the Textile and Apparel Trade Enforcement Act of
1985 to 1984 textile and apparel trade in the first year that the
new restrictions are implemented. It then presents the results
tor major exporting countries and for specific textile and apparel

product categyories.

II. The Methodology

A category by category analysis was conducted of the proposed
restraint levels for each country deemed a "major exporting
country" under the provisions of the leyislation, as well as for
eleven of the s;aller exporting countries and Mexico. This analy-
sis provideda for each of these countries in each product category:
(l)ractual 1984 trade, (2) trade that would -have occurred in 1984
if 1980 trade had grown by 6 percent per year from 1981 to 1984,

(3) the minimum 1984 trade upon which one percent growth would be
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applied to determine the first-year restraint level, (4) 1984
trade plus allowable growth (1 percent or, for minor exporters, 15
percent in certain categories), (5) 1985 restraint levels that
would result if the bill's "minimum quantity" limit provisions
were in force. Square yard equivalent data were employed.

For major exporting countries, the estimated cutback was based
on item 3; for other exporting countries, growth was based on item
4. In categories where there was no trade in 1984, the restraint
was set to zero. It was assumed that countries would completely
fill quota limits in all individual product categories where any
trade was recorded in 1984. To the extent that countries do not
increase trade to the maximum amount permitted in every instance,
the calculated reductions in traae would be larger than shown
{or the gains would be smaller).

The total estimated cutb;ck in imports from major exporting
countries of textile and apparel is the sum of each country's
separate cutback. In the case of exporting countries, eleven
individual countries were chosen as a proxy for these countries 1in
the aggregate. Mexico, because of its size relative to other
exporting countries, was evaluated separately.

After separately calculating the percent cutbacks for both
apparel andutéxtile products for each group, a net trade-weighted
change .in trade was computed for all three groups: major
exporting countries; exporting countries; and Mexico. This

yielded the percent reductions in imports shown in Table 1 and in

51-762 O—85——12



Appendix C, Table C-1. These percentages were then applied to
1984 trade in pounds to derive the total volume of imports after

the new restraints.

III. Impact by Country and Product Category

The results are summarized in Table 1. The detailed results
for major exporting countries are shown in Table B-1. The impact
on textile and apparel trade by individual product category is

shown in Tables B-2 and B-3.
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IMPACT ( THE PHOPOSED LEGISIATION
ON TRATE FROM MAJOR EXPORTERS
+ (Millions of Square Yard Equivalents & Percent)

Textiles Apparel Total

New Actual Chamje New Actual Change New Actual Chare
Conary Restraint 84 Trade Quantity Percent Hestraint 84 Trxle Quantity Percent  Restraint 84 Trade mﬁ-ﬂn‘rcmz
Brazil 36.1 162.3 -126.1 =78% 30.4 32.7 -2.2 -Nn 66.7 195.0 =-128.1 664
Chaary 22).2 545.5 -324,4 59 205.9 445.) -239.4 -54 427.0 990.8 ~563.8 4#7‘
see) KONy 221.0 2342 =23.1 -10 nsa 814.8 -49.7 -12 9R26.1 1048.9 -122.8 -l2.
Irdia 121.7 122.0 - 0.3 - 103.4 1310 =207 =21 225.2 253.1 -27.9 -
Intonesia 4.4 139.5 =125.\ -0 26,0 128.4 ~102.3 -80 40.4 262.8 -227.4 -85
Japan 486.1 599.8 -13.7 -19 120.3 137.9 -17.6 -13 606.4 .7 -131.3 ~18
Korea 202.0 480.3 -278.1 48 576.2 686.5 .-110.3 -16 778.2 1166.8 ~588.6 -13
Pakistan 158.5 241.5 -83.0 -4 372.2 63.2 -26.0 -41 195.7 304.7 =109.0 =36
Phulippines 21.0 2.5 #1315 +«179 188.0 234.4 6.4 -20 209.0 241.9 -32.9 -14
Singagore 48.6 12,1 +36.4 #1300 103.8 127.8 =24.1 ~-19 152.3 140.0 +12.0 +9
Ta ywan 143.7 647.1 -503.4 ~18 694.4 935.5 =241,1 =26 838,1 1562.7 ~744.5 -7
Thailand 394 105.2 %63 63 56.9 106.3 9.5 7 6.2 2.0 -ns58 35
Tocal 1,N3.9 3,297.4 -1,593.8 ~48 2,857.6 3,843.9 -486.3 =26 4,561.) 7,131.4 -2,580.) -6

*leens then 0,50 percent.

SOURCE: International Business and Economic Research Corporation.
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300
301
310
311
312
313
314
315
316
317
318
329
320
360
361
362
363
369
400
410
411
425
429
464
465
469

Table B-2

Projected Change in Textile Imports from Twelve Major Exporting Countries,
By Product Category
(Quantities in Millions of Square Yard Equivalents)

Actual New Quantity Percent .
1984 Restraint Gain/ Gain/

Product Description Trade Level Cutback Cutback
Carded Yarn 34.901 10.773 -24.128 -69.13%
Combed Yarn 39.965 8.000 ~31.965 ~79.98%
Gingham 17.247 11.64) =-5,.606 -32.50%
Velveteen 0.524 4.489 3.965 756.68%
Corduroy 3.906 4.000 0.094 2.41%
Sheeting 345.80) 237.351 ~108.450 -31.36%
Poplin & Broadcloth : 69.568 15.060 -54.508 -78.35%
Printcloth 328.958 113.602 =215.356 -65.47%
Shirting 3.435 6.000 2.565 74.67%
Twill & Sateen 140.250 119.539 -20.711 ~14.77%
Yarn-dyed, n.e.s. 18.128 15.548 -2.577 -14.22%
Duck 82.238 ' 75.785 -6.453 -7.85%
Woven Fabrics, n.e.s. 298.801 109.939 -188.862 ~63.21%
Pillowcases 4.717 11.214 6.497 137.73%
Sheets 19.126 9.000 -10.126 -52.94%
Bedspreads & Quilts 4.911 12.791 7.880 160.46%
Terry & Other Pile Towels 41.521 31.035 -10.486 -25.26%
Other Cotton Manufactures 390.443 185.757 -204.686 -52.42%
Tops & Yarn 7.982 0.989 -6.993 -87.60%
Woolen & Worsted 16.053 9.382 ~6.671 -41.56%
Tapestry & Upholstery 0.190 0.500 0.310 163.16%
Knit 0.092 0.200 0.1C8 117.39%
Other Fabrics, n.e.s. 0.000 0.000 0.000 0.00%
Blankets 0.010 0.400 0.390 3783.50%
Floor Coverings 4.473 2.914 -1.559 ~34.86%

Other Wool Manufactures 0.180 0.630 0.450 249.65%

ase
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600
601
602
603
604
605
610
611
612
613
614
625
626
627
665
666
669
670

Source:

Table B-2 (cont'd)

Projected Change in Textile Imports from Twelve Major Exporting Countries,
] By Product Category
(Quantities in Millions of Square Yard Equivalents)

Product Description

Textured

Continuous Cellulosic
Continuous Noncellulosic
Noncontinuous Cellulosic
Noncontinuous Noncellulosic
Other Yarns

Centinuous Cellulosic, Woven
Spun Cellulosic, Woven
Continuous Noncellulosic, Woven
Spun Noncellulosic, Woven
Woven Fabrics, n.e.s.

Knit

Pile & Tufted

Specialty

Floor Coverings

Other Furnishings

Other Manmade Manufactures
Flat Goods, Handbags & Luggage

Total

Actual
1984
Trade

39.338
5.602
136.755
1.054
40.907
27.688
10.078
18.689
279.670
130.197
73.867
10.486
1.127
50.883
4.399
62.560
165.830
365.101

3297.648

New
Restraint
Level

16.085
2,303
108.212
l1.522
34.594
16.361
19.077
14.579
180.738
35.582
33.243
21.083
6.000
95.574
8.196
29.045
69.120
11.000

1704.854

International Business and Economic Research Corporation

Quantity
Gain/
Cutback

‘-23.252
2.701
-28.543
0.468
-6.313
~11.327
8.999
-4.110
-98.932
-94.615
-40.624
10.597
4.873
44.69)
3.797
-33.515
-96.710
-354.101

-1592.794

Percent
Gainy/
Cutback

-59.11%

48.22%
~-20.87%

44.45%
~15.43%
-40.91%

89.29%
=-21.99%
~35.37%
~72.67%
~55.00%
101.06%
432.39%

87.83%

86.31%
~-53.57%
-58.32%
-96.99%

-48.30%

£ce
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330
331
332
333
334
335
336
337
338
339
340
341
342
345
347
348
349
350
351
352
353
354
359

Table B-3

Projected Change in Apparel Imports from Twelve Major Exporting Countries
By Product Category
(Quantities in Millions of Square Yard Equivalents)

Actual New Quantity Percent
1984 Restraint Gain/ Gain/
Product Description Trade Level Cutback Cutback
Handkexchiefs 4.857 8.568 3.71) 76.41%
Gloves 46.307 37.127 -9.180 -19.83%
Hosiery 2,183 4.200 2.017 92.40%
Suit-type Coats, M&B 4.702 8.459 3.757 79.90%
Coats, Non-suit, M&B 31.955 23.392 -8.563 -26.80%
Coats, WGLI 65.806 56.637 -9.16¢ -13.93%
Dresses 47.310 31.335 -15.975 -33.77%
Playsuits 61.210 43.732 -17.478 -28.55%
Knit Shirts, M&B 62.583 40.324 -22.259 -35.57%
Knit Shirts & Blouses, WG&IX 55.084 47.158 -7.926 ~14.39%
Shirts, Not Knit, M&B 158.897 131.691 -27.206 -17.12%
Blouses, Not Knit, WG&I 110.904 95.550 -15.354 ~13.84%
Skirts 32.331 20.635 -11.696 -36.18%
Sweaters 30.417 22.223 -8.194 -26.94%
Trousers, etc., M&B 74.178 66.577 -7.601 -10.25%
Trousers, etc., WG&I 175.656 148.418 ~27.238 -15.51%
Brassieres, etc. 0.656 4.900 4.244 646.95%
Dressing Gowns 20.695 11.625 -9,070 -43.83%
Nightwear 95.819 69.953 -25.866 -26.99%
Underwear 62.894 31.027 -31.867 -50.67%
Down~filled Coats, M&B 0.595 3.500 2.905 488.24%
Down-filled Coats, WG&I 0.495 4.200 3.705 748.48%

Other Apparel 190.794 90.727 =100.067 -52.45%
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Table B-3 (cont'd)

Projected Change in Apparel Imports from Twelve Major Exporting Countries
By Product Category
(Quantities in Millions of Square Yard Eguivalents)

Actual New Quantity Percent

Product 1984 Restraint Gain/ Gain/
Category Product Description Trade Level Cutback Cutback
431 Gloves 0.755 0.602 ~-0.153 -20.26%

432 Hosiery 0.136 0.500 0.364 267.65%

433 Suit-type Coats, M&B 1.904 1.156 -0.74¢8 -39.27%

434 Coats, Non-suit, M&B 2.079 1.512 -0.567 -27.30%

435 - Coats, WG&I 8.008 5.189 -2.819 -35.20%

436 Dresses 5.653 4.523 -1.130 -19.99%

438 Knit Shirts, M&B 12,823 12.064 -0.759 -5.92%

440 Shirts, Not Knit, M&B 5.647 6.374 0.727 12.88%

442 Skirts 3.570 1.990 -1.580 ~44.26%

443 Suits, M&B 2.847 2.446 -0.401 -14.07%

444 Suits, WG&IX 3.477 1.287 -2.190 - -62.98%

445 Sweaters, M&B 8.750 7.486 ~1.264 -14.45%

446 Sweaters, WG&I 14.676 14.988 0.312 2.13%

447 Trousers, etc., M&B 2.921 2.281 -0.640 -21.90%

448 Trousers, etc., WG&I 2.150 1.860 -0.290 -13.50%

459 Other Apparel 5.587 4.782 -0.80% -14.41%

51



Table B-3 (cont'd)

Projected Change in Apparel Imports from Twelve Major Exporting Countries,
By Product Category
(Quantities in Millions of Square Yard Equivalents)

Actual New Quantity Percent
Product 1984  Restraint Gainy/ " . Gain/
Category Product Description Trade Level Cutback Cutback

630 Handkerchiefs 1.195 4.200 3.005 251.46%
631 Gloves 32.047 18.813 -13.234 -41.30%
632 Hosiery 14.666 6.607 -8,059 ~54.95%
633 Suit-type Coats, M&4B 6.706 7.181 0.475 7.09%
634 Coats, Non-suit, M&B 121.684 88.052 -33.632 -27.64%
635 Coats, WG&I 133.537 95,537 -38.000 -28.46%
‘636 Dresses 81.337 51.872 -29.465 ' -36.23%
637 Playsuits 22.737 19.720 -3.017 -13.27%
638 Knit Shirts, M&B 141.85¢ 108.268 -~=33.591 -23.68%
639 Knit Shirts & Blouses, WG&I 245.964 202.919 -43.045 -17.50%
640 Shirts, Not Knit, M&B 302.606 274.323 ~28.283 -9.35%
641 Blouses, Not Knit, WG&I 73.306 51.473 -21.833 -29.78%
642 Skirts 19.174 11.398 ~7.776 -40.56%
643 Suits, M&B 8.745 8.129 ~0.616 -7.05%
644 Suits, WG&I 18.214 10.207 -8.007 ~43.96%
645 Sweaters, M&B 73.902 70.118 -3.784 -5.12%
646 Sweaters, WG&I 285.227 279.157 -6.070 -2.13%
647 Trousers, etc., M&B 93.507 46.762 -46.745 -49.99%
648 Trousers, etc., WG&I 139.982 89.265 -50.717 -36.23%
649 Brassieres, etc. 26.197 23.648 -2.549"° -9.73%
650 Dressing Gowns 10.541 9.043 ~1.498 -14.21%
651 Nightwear 31.258 12.928 -18.330 -58.64%
652 Underwear 104.052 35.764 -68.288 -65.63%
653 Down-filled Coats, M&B 6.046 4.200 -1.846 ~30.53%
654 Down~-filled Coats, WG&X 4.268 4.200 -0.068 -1.59%
659 Other Apparel 427.904 252.788 -175.116 -40.92%

Total 3843.972 2857.567 -986.405 -25.66%

Source: International Business and Economic Research Corporation
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Appendix C

THE MODEL AND EMPIRICAL RESULTS

This appendix describes the theoretical model used to
calculate the impact of the Textile and Apparel Trade Enforcement
Act of 1985 on the textile and apparel imports it would restrict.
It provides estimates of the legislation's annual cost to con-
sumers, the costs and benefits to U.S. workers, the cost to the
U.S. government and the impact on prices. 1Ir addition, estimates
are provided of the costs of the bill over the first 5 years of
its term.

Section I outlines the model and presents the empirical
results of the costs to consumers. Section II discusses the
impact of the»legislation on employment, and Section III, on
prices. Section IV estimates the loss to the U.S. government of
tariff revenues which would result from the legislation and dis-
cusses the costs associated with an import licensing system.
Finally, Section V focuses on the longer-run impact of the bill,

particularly over the first 5 years of its operation.

I. Costs to Consumers

A partial equilibrium model was used to estimate the total

cost to consumers of additional quotas on apparel and on
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textiles,l/ Yy and the distribution of those costs among

the government, foreign suppliers, and society in general. It was
assumed that domestic imported apparel and textiles are each
imperfect substitutes for domestic apparel! and textiles, and tﬁe
domestic and import supply curves of each product category are

infinitely elastic (i.e., horizontal).g/ An infinitely

1/ "Textiles" encompasses fabrics, yarns, and madeup and
miscellaneous textile products other than finished apparel.

2/ The Textile and Apparel Trade Enforcement Act of 1985
divides imports into three categories: 1) Canada and the EC; ‘2)
major exporting countries; and 3) all other. The latter two
groups are the categories which would face higher quotas under
this legislation. This analysis focuses on the impact of the
legislation on restricted imports only. It is assumed that
imports from unrestricted countries are sufficiently differen-
tiated from those of restricted countries that additional quotas
on the latter will not substantially change the overall demand for
the former. Import and apparent consumption data are therefore
net of imports from the EC and Canada. The estimates of the
impact on prices, for example, therefore apply to prices of
imports from restricted countrxes only

3/ The literature on estxmates of the costs of protection to
consumers of textiles and apparel is extensive. Most of the
authors of these studies postulated differentiated product models
with flat domestic supply curves for apparel and textiles. See,
for example: Morris E. Morkre and David G. Tarr, Effects of
Restrictions on United States Imports: Five Case Studies and
Theory, Federal Trade Commission, Bureau of Economics, June 1980;
Randolph C. Martin and Joseph Pelzman, "The Regional Welfare
Effects of Tariff Reductions on Textile Products," Journal of
Regional Science, Vol, 23, No. 3, 1983, pp. 323-336; Morris E.
Morkre, Import Quotas on Textiles: The Welfare Effects of United
States Restrictions on Hong Kong, Federal Trade Commission, Bureau
of Economics, August 1984; Joseph Pelzman and Charles E.
Bradberry, "The Welfare Effects of Reduced U.S. Tariff
Restrictions on Imported Textile Products,"” Applied Economics,
Vol. 12, 1980, pp. 455-465; Joseph Pelzman and Randolph C.
Martin, "Direct Employment Effects of Increased Imports: A Case
Study of the Textile Industry,” Southern Economic Journal, Vol.
48, 1981, pp. 412-426.
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elastic supply curve means that no individual producer can affect
the price the consumer pays for imgorts or for domestic produc~
tion, particularly over the relevant range of import quantities
under consideration.

The traditional analysis of the welfare effects of a gquota
are shown in Figure C-1. The diagram at the top depicts the U.S.
market for imports, with dd the demand curve for imports and p.S
the supply curve. The-import supply curve is assumed to be
infinitely elastic (flat) at the prevailing price i/,
signifying that no foreign supplier is large enough to singly
affect the prevailing market price. Equilibrium is at point a,
where qg, is the volume of imports supplied in the U.S. market at

Po Price in the base year.

{Footnote 3 continued)

Within the relevant range, a completely elastic domestic
supply curve is realistic. Both industries are more labor-
intensive than the average for manufacturing. According to data
in the 1984 Statistical Abstract of the United States (pp.
768-769), value added per emplnyee for all manufacturing in 1981
was $41,330; for textile mill products, $24,794, and for apparel
and other textile products, $20,596. Thus, because the industries
are relatively labor-intensive, barriers to entry are fairly easy,
relative to the manufacturing average, for new textile or apparel
firms, especially in the long run (after 2-3 years, e.g.). For
apparel producers, especially, capital barriers are virtually
nonexistent. For textile producers, a case can be made that, in
the short run, enough excess capacity exists in the industry that
an increase in immediate demand could be filled easily by existing
capacity. Over the long run, there is no reason why new suppliers
cannot avail themselves of existing technology and resources and
move into production fairly quickly.

4/ 1In this case, the prevailing price is not the world price
due to already existing quotas and tariffs in United States.
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The diagram at the bottom of Figure C-1 represents the U.S.
market for the domestic substitute. DD is the domestic demand
curve, and P,S the supgly curve. At the domestic price of Py
U.S. produceréuére willing to supply only Q, units, and
equilibrium is at point A.

The Textile and Apparel Trade Enforcement Act of 1985 would
impose additional quotas on textile and apparel imports. In the
import product diagram in Figure C-1, the quota is represented by
the vertical line at q;, the new, reduced, volume of imports
permitted by the legislation in the first year. As imports are
reduced, import prices rise to p;. The new import supply curve
is pybs'. A new equilibrium position is established at b. The
decrease in imports available shifts the domestic demand curve of
the substitute good to D'D'. This shift reflects the substitution
by consumers of the competing domestic good for the now more
expensive import. The extent of the shift from DD to D'D' depends
on the degree of substitutability between the two goods. The new
domestic substitute equilibrium position occurs at point B. The
quantity of imports has decreased Erém qp to gy and domestic
output has increased from Q4 to Qq.

The cost to the economy of a quota results from the reduction
it causes in consumer surplus. Consumer surplus is the excess of
what consumers would have been willing to pay for a product over
what they actually paid (the market price). When the price of a

product increases due to, for example, a gquota, consumer surplus



is reduced. The reduction in consumer surplus is a loss in real
income to consumers because the price of a product has increased.

In a differentiated product moiel, the reduction in consumer
surplus has two elements. One is called quota rent, and the
secord, consumer deadweight loss. The former is represented by
rec&fnqie "c" in Figure C-1, the latter by triangle "d". The
totSl cost to consumers of the new quotas on imports is the sum of
areas "c" and "d". It is the excess of what consumers had to pay
for imports at the quota-induced increased price, over what they
would have paid in the absence of the quota.

Quota Rent. Quota rent may be a transfer of real income from
consumers to foreign suppliers (who now receive a higher price
selling in the U.S. market), or a transfer from consumers to the
government. The transfer of real income goes directly to foreign
suppliers if import licences are distributed to them without cost.
But if tﬁe‘government auctions off import licences to domestic
‘ inpotters, the transfer is to the government, which earns revenues
2qual to the area of "c¢". If the government distributes the quota
rents to U.S. textile and apparel importers at no cost, the gquota

rent remains in the United States.éf

S/ 1In certain situations quota rents could accrue separately

to domestic and foreign interests at the same time. This would

. occur, for example, whrn licenses are distributed to historical
importers of record in the United States, even as foreign
suppliers establish their own restrictive export licensing
schemes, especially schemes emphasizing the export of higher unit
value goods. In this case ‘the consumer could pay twice for the
restraints.
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It should be emphasized that even if the quota‘rent remains
in the United States, the total cost of the quotas to U.S. con-
sumers will not diminish. The quotas will always reduce consumer
surplus, directing some portion of it either abroad, to the
government, or to U.S. importers. Not every American is a bene-
ficiary. Too often, discussion of the co;ts of a quota is
diverted to net costs, and soon forgotten is the fact that the
total cost to the average consumer has not been reduced.

The formula to measure quota transfer is:

QR = A\ play)
where A\p = the change in price
qy = the volume of imports permitted under the quota,
A\p is calculated by:
AP = Po (AN\In/d0)/n
where
Po = the initial price of imports
/\dn = the cutback in imports (in volume)
qo = the initial level of imports
n = the import elasticity of demand

Using the data provided in Table C-1, the immediate increase

in the price of apparel imports resulting from the quotas is:

A\ p = ($810.94)(-.20)/(-1.24)
= $1.76

For textiles:

DNp= ;53.10)(-.36)/(-1.10)
= 1



364

Table C-1

U.S. Apparel Data

Trade Data
Total 1984 imports (including finished apparel)

(go), (millions of pounds) 1/ 1,506
Total 1984 imports (millions of dollars} 2/ $16,469
Unit value of imports, 1984 (pg) $ 10.94
Elasticity of import demand (n) 3/ : -1.24
Imports after quota (qq), (millions of pounds)4/ 1,205
Percent cutback in g, 4/ -20%
Domestic apparel consumption, 1984

(millions of pounds)5/ 5,802
Domestic apparel production, 1984

(millions of pounds)5/ 4,423

Employment Data 6/

Manufacturing employment (SIC 23), 1984 (in 000s) 1,202
Retail employment, 1984 (in 000s) 2,001

U.S. Textile Data

Trade Data
Total 1984 imports (excluding finished apparel)

(qo), (millions of. pounds) 1/ 1,147
Total 1984 imports (millions of dollars) 2/ $ 3,552
Unit value of imports, 1984 (p,) $ 3.10
Elasticity of import demand (n) 3/ -1.10
Imports after quota (q;), {millions of pounds)4/ 734
Percent cutback in g, 4/ -36%
Domestic textile production, 1984

{millions of pounds) 5/ 7,109
Domestic textile consumption, 1984 3,959

(millions of pounds) 5/
Employment Data 6/

Manufacturing employment (SIC 22), 1984 (in 000s) 753
Retail employment, 1984 (in 000s) 177
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Footnotes to Table C-1

Net of the European Community and Canada, since they are
excluded from the legislation, Estimated from Textile
Organon, various issues.

Net of the European Community and Canada. From the U.S.

Department of Commerce, Bureau of Labor Statistics, Highliahts

of U.S. Export and Import Trade, FT 990, Dec. 1984. ~The
customs value of imports was increased by the 1984 trade
weighted tariff rates calculated by the U.S. International
Trade Commission as follows:

Apparel 23.0%

Textiles - 13.05%
Then the estimated value of insurance, freight and handling
costs were added to get the total market value of imports.

For apparel, the elasticity is from Joe A. Stone, "Price
Elasticities of -LCemand for Imports and Exports: Industry
Estimates for the U.S., the E.E.C. and Japan,” The Review of
Economics and sStatistics, Vvol. 61, No. 2, May 1979, p. 308.

For textiles, the elasticity is from Margaret Buckler and
Clopper Almon, "Imports and Exports in an Input-Output Model®,
American Statistical Association, Proceedings of the Business
and Economic Statistics Section, 1972, pp. 175-84.

See Appendix B.

Net of imports from Canada and EC. Derived from Textile
Organon and U.S. Department of Agriculture, Cotton and Wool
Outlook and Situation Report, April, 1985.

Department of Labor, Bureau of Labor Statistics, Employment
and Earnings, March 1985. The number of employees in the

Department Stores" category that is apparel-related or
textile-related was calculated on the basis of apparel and
textile sales shares by type of store from Jay Scher,
Department and Specialty Store Merchandising and Operating
Results, Financial Executives Division, National Retail
Merchants Association, p. xviii.
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Therefore, for apparel, the value of the quota rent is:

QrR = $1.76 (1,205)
= $2,121 million

For textiles,

QR = $1.01 (734)
= $741 million

Consumer Deadweight Loss. Deadweight loss is a measure of

the cost to society of inefficiencies resulting from the need for
consumers to purchase less satisfactory substitute products than
they otherwise would have bought if the import were available at
its former price. It is a cost incurred every year the quota is
in place (it is an annual flow). While quota rent represents a
"reshuffling™ of one part of the total cost to the consumer of a
quota from one group to another, deadweight loss is so-called

because it accrues to no one, It is represented in Figure C-1 by

area "d".
-~ H
The consumption deadweight loss formula is:8/
DWL = 0.5 (A am) (A P} ’ -

where Adn * 9 = q

6/ Substituting the appropriate definitions for Agy and N\p
into the formula and simplifying, we get:

DWL = 0.5[polao=q1)2/(nge}]

The simplified version of this formula shown in the text is
straight substitution of the appropriate values for Aag, and Ap
calculated for the quota transfer. The results obtained with
either formula are exactly the same,
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For apparel, F

OWL = 0.5 (301)($1.76) VNS
= $265 million

For textiles,

0.5 (413)(s1.01)
$209 million .

DWL

Total Cost to the Consumer. The total cost to the consumer

of additional quotas on apparel and textile products is the -sum of
the quota renl and deadweight loss. These costs are summarized in
Table C-2. For apparel, the total cost to consumers amounts to
$2,386 million. For textile products, the total cost to consumers
is $950 million.l/ gach of these costs also represents the
welfare cost to society (employment benefits are discussed later)
if all of the quota rent goes to foreign suppliers.

Note on Elasticities. Two import demand elasticities for

apparel appear in the economic literature, -1.24 from Stone and
-3.77 from Buckler and Almon. For textiles, import demand

elasticities range from -2.43 (Cline), -1.10 (Buckler and Almon},

1/ The cost of apparel quotas should not be added to the cost

of textile quotas, because in reality changes in the textile
sector will result in changes in the apparel sector (and vice
versa). For example, a quota on textiles will ultimately increase
the cost of U.S.-made apparel, which shifts outward the demand
curve for imported apparel and changes the cost estimate reported
for apparel. Such intersectoral impacts are not considered

here.
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and -0.73 (Stone).¥

In the sherter run, which is considered here, the import
demand elasticity will be more inelastic than in the longer rua.
In the longer run, consumers and firms have the time they need to
fully adjust to changes in price and demand so the domestic demand
changes will be larger in the longer run than in the shorter run.
Therefore, the most appropriate apparel elasticity for the
purposes of this study is that of Stone. For textiles, the middle
range estimate of Buckler and Almon was chosen. Had the more
inelastic estimate of Stone been selected, the estimates for the
costs of the legislation would be significantly higher than those
presented here. To the extent that the more inelastic estimate is
appropriate for the shorter run in textiles, the estimates
presented here of the costs of the bill are understated.

II. Employment Effects

A, Apparel Manufacturing Employment

A methodology derived by Morkre/ was used to calculate

8/ See Table C-1 for citations for Stone and Buckler and
Almon; William R. Cline, Noboru Kawanabe, T.O.M. Kronsjo and
Thomas Williams, Trade Negotiations in the Tokyo Round: A
Quantitative Assessment (Washington, D.C.: The Brookings
TInstitution, 1378), p.>58.

9/ Morris E. Morkre, Import Quotas on Textiles: The Welfare
Effects of United States Restrictions on Hong Kona, Bureau of
Economics Staff Report to the Federal Trade Commission, Aug. 1984,
Appendix H.
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Table c-2.

TOTAL COST TO CONSUMERS OF THE PROPOSED LEGISLATION
(Millions)

Apparel

QuUOota ReNt....eovvuencesaaeesa$2,121
Deadweight LOSS...seecearcnan 265
Total COSt.eeeecscensacessess$2, 386

Textiles

QUOtA ReNt..iseeecesssennesasd 741
Deadweight LOSS..ciccececaanns 209
Total CoSt..ivvercescsccacaes$ 950
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the impact on madufacturing apparel employment.lg/ According
to that methodology, the change in U.S. apparel output is given
by:
d0/Q = e {dp/p) -~ egq(dp/p)
where dQ/Q = the percent change in domestic output
eq = the cross elasticity of demand
dp/p

eq = the domestic elasticity of demand

the percent change in import price

dp/P = the percent change in the domestic price
But given a horizontal domestic supp%y curve, dP/P will equal
zero, so that the last half of the formula disappears.
Now,
e, = (WC)(F - eq)

where M/C = total apparel imports' share (in value) of domestic

10/ The discussion of employment effects focuses on direct
Impacts. Only secondary employment effects in upstream and
supplier industries are not considered hore. These effects would
be felt on both sides.

On the domestic side, for example, employment in related
supplxez industries could be expected to benefit from the increase
in demand for domestic textiles and apparel.

On the importing side, reductions in textile and apparel
imports would result in layoffs in such service sectors as
warehousing, shipping, brokering. Additional employment would be
lost if U.S. exports decline as a result of foreign retaliation to
increased textile and apparel protection, or more indirectly as a
result of the inability to purchase as much from the U.S. because
of declining foreign exchange,
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consumptionll/

G = elasticity of substitution between foreign apparel
and the domestic substitute

Using Morkre's value for U of 1.41,13/ and Houthakker's
estimate of ‘eq, .282 12/,

e. = ($10,883/965,168)(1.41 ~ ,.282)
= 0,188

Substituting into equation (1), we have:

dQ/C = (0.188)($1.76/510.94)
= 0.03

Therefore, domestic apparel production increases by 3 percent, or
133 million pounds.

In 1984, the domestic output to manufacturing labor
coefficient for apparel was 3,680 pounds.li/ APPlying this
coefficient to the increase in domestic apparel production gives
manufacturing employment estimates of:

(133,000/3.680) = 36,141 jobs

Dividing the total cost to consumers of additional quotas by

11/ The values of apparel imports and apparent consumption

were averaged for 1982-84. From U.S., Department of Commerce,
International Trade Administration, 1985 U.S. Industrial Outlook,
pg. 45-3.

12/ 1bid, p. 66.

13/ H.S. Houthakker, "New Evidence on Demand Elasticities,”
Econometrica, Vol. 33, No. 2, April 1965, p. 280.

14/ (4,423/1.202) = 3,680 pounds per worker.
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manufacturing employment supportedlé/ gives costs per job of
$66,019 in the first year of the quota.

The value of the benefit to apparel workers is computed by
multiplying the number of supported jobs by: the average hourly
wage for apparel manufacturing workers ($5.53), the average hours
worked per week (36.4), and the average number of weeks of apparel
unemployment per year (I4.5).l§/ Thus, the employment
benefit resulting from the additional apparel guotas is:

(36,141)($5.53)(36.4:(14.5) = $106 million

Subtracting benefits to apparel workers from the total cost

to the consumer yields net costs of:
$2,386 million - $106 million = $2,280 