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STATE OF THE U.S. TEXTILE INDUSTRY

TUESDAY, SEPTEMBER 18, 1984

 U.S. SENATE,
CoMMITTEE ON FINANCE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
., Washington, DC.

The committee met, pursuant to notice, at 9:40 a.m. in room SD-
215, Dirksen Senate Office Building, Hon. John C. Danforth (chair-
man) presiding.

Present: Senators Danforth, Chafee, Heinz, Long, Moynihan, and
Mitchell.

[The press release announcing the hearing follows:]

[Press Release No. 84-172—August 31, 1984)

SUBCOMMITTEE ON INTERNATIONAL TRADE ANNOUNCES HEARING ON THE STATE OF THE
U.S. TEXTILE INDUSTRY

Senator John C. Danforth (R., MO), Chairman of the Subcommittee on Interna-
tional Trade of the Committee on Finance, announced today that the Subcommittee
will conduct a hearing on Tuesday, September 18, 1984, on the state of the U.S. tex-
tile industry under the trade agreements program. -

The hearing will commence at 9:30 h.m. in Room SD-215 of the Dirksen Senate
Office Building.

Senator DANFORTH. This is a hearing on the state of the U.S. tex-
tile industry. Does any Senator wish to make a statement before
any of the witnesses are heard from?

No response.]

nator DANFORTH. If not, the first panel consists of Mr. Harry
Huff of Monsanto in St. Louis, Mr. Ray Shockley of the American
Textile Manufacturers Institute, and Mr. Duke Barr of the Nation-
al Cotton Coalition. \

STATEMENT OF W. RAY SHOCKLEY, EXECUTIVE VICE PRESI-
DENT, AMERICAN TEXTILE MANUFACTURERS INSTITUTE,
WASHINGTON, DC

Mr. SHockLEY. Mr. Chairman, if we may, I will lead off with
your permission, sir.

Senator DANFORTH. Any way you want to do it. .

Mr. SHockLEy. I am Ray Shockley, executive vice president of
American Textile Manufacturers Institute, Mr. Chairman, and
with me today are representatives of the American Fiber Textile
and Apparel Coalition, a coalition of 21 industry and labor organi-
zations representing the fiber textile apparel and labor parts of our
industry. With me are Mr. John S. Barr III, of Louisiana, who is
representing the National Cotton Council of America, Mr. Harry

)
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Huff of Missouri, the Monsanto Co., representing the Man-Made
Fiber Producers Association, Ms. Cornelia Swayze of Vermont, rep-
resenting the National Wool Growers Assgciation, dnd Mr. Carl
Priestland from the American Apparel Manufacturers Association
here in Washington. There will be a statement from the AAMA
which we request permission to submit for the record, and our
spokesmen today will be, in addition to myself, Mr. Huff and Mr.
Barr. Also, following us will be a panel congisting of Mr. Murray
Finley and Mr. Sol Chaikin. We certainly would associate ourselves
with their comments because they are a part of our coalition. Mr.
Chairman, our concern today is with an industry that does provide
more than 2 million jobs. It is a huge customer of American agri-
culture, a huge customer of much of American industry, and our
roots into this economy are substantial. Last year we bought 5.9
million bales of cotton coming from a base acreage of about 15.7
million bales. Since 1939, we have had a quota on the importation
of raw cotton of 30,000 bales per year, which is barel&; a 2-day
supply for us. We never complained about this quota. We under-
stand its essentiality. We don’t understand, though, why last year
we imported 2.4 million bales of cotton in the form of textile and
apparel products. This 5year we will bring in something over 3 mil-
lion bales. Only about 500,000 of those are our own raw cotton that
was exported and brought back as textile products. We represent
an industry that has done a good job of investment by pouring its
capital back into new plants and equipment. In each of the last 20
years, having invested more than $1 billion.

This year, in spite of the surge and the })’roblems we have, $1.7
billion is anticipated to be spent. Despite all of this, despite our in-
creasing productivity leading all American manufacturing industry
at about 4 percent a year compounded over the last 10 years, we
are competing with people who are operating under conditions that
in many instances are not legal here. We- are competing with
people who are finding various ways to get around quotas and get
more material in here than we, of course, can stand in our market
that is actually shrinking. We have had some help from the MFA
bilateral textile agreements, but not enough. The current surge of
1.8 million yards of growth in the first 7 months this year over last
year is hurting us tremendously.

The costs are jobs. The costs are investments. The costs run
throughout the entire economy and to every segment of our econo-
my that is represented here this morning. We are losing ground,

Mr. Chairman. One of the problems, for example, we are facing

right now is the idea of.a free trade zone for Israel. That woul
indeed move our customs borders to Israel without enforcement,
bringing potential serious transshipment and other problems, and
we are as a coalition opposed to this. We also are concerned that no
effort is being made to expand textile markets in other parts of the
world.”The effort tends to be to continue to slice up the American
and the Eurogean and the Canadian pies essentially without tx(‘f'ing
to see that the other countries that benefit from our trade, don’t
pass more of it back in benefits to their own people. Were we to
expand the per capita consumption of textile products beyond the
12 pounds globally to something that is considerably above that—
we are consuming 55 pounds—the problem would solve itself.
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We see no emphasis thére. We see no effort there. We would like
to see somethin hke that happen. Mr. Chairman, I would like now
to call on Mr.

(Mr. Shockley 8 prepared statement follows:]




TESTIMONY OF W. RAY SHOCKLEY, EXECUTIVE VICE PRESIDENT
AMERICAN TEXTILE MANUFACTURERS INSTITUTE

on behalf of the American Fiber/Textile/Apparel Coalition
Before the Subcommittee on Internatgonal Trade
Committee on Finance
’ United States Senate
Hearing on the State of ‘the U.S. Textile Industry

September 18, 1984

Mr. Chairman and members of the committee, on behalf of the
American Fiber/Textile/Apparel Coalition (AFTAC), thank you for
providing us with the opportunity to appear before you today to
discuss the state of the U.S. textile industry in international
trade. The American Fiber/Textile/Apparel Coalition is
comprised of 21 industry and labor organizations which
represent fiber, textile and appafel production in the United
States. Appearing with me this morning are representatives of

four other AFTAC organizations:

Mr. John S. Barr 111, representing the National Cotton
_Council;

Mr. Harry A, Ruff, of Monsanto representing the Man-Made
Fiber Producers Association;

Ms. Cornelia Swayze, representing the National Wool Growers;
Mr. Carl Priestland, of the American Apparel Manufacturers

Association.

I would like to begin our presentation by outlining the current
situation in the textile industry and international trade as we
sée it. Mssrs. Barr and Huff will then address issues of
special concern to their segments of the industry. All of us

will be available to answer any questions you might have.

SO
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As you are aware, we are currently in the midst of a masaivé
surge in textlile and apparel imports. We estimate that by the
end of this year textile and apparel imports will have more
than doubled since 1980 and will be 10.3 billion sye. The
actual increase this year alone through July was 44% over the
same period last year. In square yard terms this year's
increase is already 1.8 billion square yards and represents
180,000 job opportunities lost for American yorkers.
Obviously, an increase of this magpitude in an industry already
heavily imbacted by imports presents a serious problem' for the
industry itself. We believe that, given the position of the
fiber, textile, and apparel complex, the lmport surge poses a
problem for the entire U.S. economy as well, including the

agricultural community and domestic retalilers.

Few other manufacturing industries in the United States are as
widespread, employ as many people in manufacturing and
qgriculture, and contribute as much to the national economy as
the fiber, textile, and apparel industry. Fifty statés and 2.3
million Americans take part in our production. 1In addition to
the 2.3 million employees working in the industry, we support
as many as 2 million more jobs directly and indirectly in other
businesses and industries. To the gross national product, we
contributed $44.8 billion in 1983. This compares with $43.2
billion in autos, $36.9 billion in all primary metals, $32.9
btelion in aerospace and $28.9 biylion in petroleum. This is
not an isolated industry, but an industry depending on and

contributing heavily to the economic infrastructure around it.



As substantial consumers of agricultural products; especially
cotton, wool and cornstarch, we and the agricultural community
have long been closely linked. Historically& about 15 million
. acres of the most fertile U.S. farmland aré planted in cotton.
The U.S. textile industry purchases around 6 million bales, or
about half of the cotton which that acreage produces. We also
import no more than 30,000 bales of Upland cotton -- Just a
little more than the industry spins and weaves in one day --
because the U.S. government has had an import quota at that
level each and every year since 1939. That limit is set to
ensure a healthy domestic market for U.S. cotton and to protect
the government's pr}be support program: Let me hasten to note
that our iandustry has been supportive of these raw cotton
quotas because wé believe a strong U.S. agriculture sector 1is

esgential for this country.

However, with the import surge this year, it is estimated some
2.5 million bales of overseas-grown cotton will be imported
into the U.S. in the form of textile products. Last year we
brought in some 1.9 millfon bales of foréign-grown cotton in
imported textiles and apparel. It makes little sense to us
that the government would prohibit direct cotton imports to

' preserve a healthy market for cotton but allow enormous imports
of cotton in the form of textile products to affect the

market. Furthermore, when the highly productive acreage
devoted to cotton switches to other agricultural commodities,
such as wheat, the existing supply-and-demand balance in those
products is disrupted and the prices of those commodities would

plummet. As a matter



of fact, the more than 2 million plus acres of cotton acreage
already lost to imported cotton textiles are now growing other

crops and adding to excess production in many cases.

Faced with import competition since 1935, the U.S. textile
industry itself has become the most efficient and productive in
“the world. We have invested more than $1 billion annually in -
new plants and equipmﬁnt and this year will invest $1.7
billion. We have led other U.S. manufacturing industries in
productivity growth for the past 10 years; Nonetheless, return
on equity for textile plants producing apparel fabrics is 5%,
well below'returns for the fiber industé?, apparel méking, or
retailing. These are clear indicators of the highly

competitive nature of this industry.

Yet, even with these efforts, import competicion.continues to
erode our riarkets. Our foreign competitors produce with little
or no regulatory requirehénts, minimal labor costs, and
government financial and political support often in the form of
export subsidies. In short, our f;reign competitors produce
under conditions far different and often illegai when compared
to our own. This more than anything else has enabled them to
capture a growing share oé our market.

\
Moreover, our markets are steadily being eroded by imports in
spite of an 1nterndtioha1 agreement and numerous quoéaé on
textiles and apparel. The Multifibeg\Arrangement was

originally established in 1974 to

\

LAY Araaratane
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provide for the orderly development of textile trade, both for
the developiﬁg and developed countries. Under that
Arrangement, the U.S. has negotiated some 29 bilateral A
agreements with low-wage exporting countries to set quotas on
goods disrupting our market. The current import growth is
clear evidence that the MFA is not fulfilling this basic

objective.

In an attempt to restore order, the U.S. government responded
last year on December 16, by providing additional guidelines to
determine when imports are disrupting U.S._markets, and this A
year on August 3, by amending Customs regulations on textile
imports to prevent the circumvention of textile agreements. We
welcome these actions. Howevér, we do not believe that they

are sufficient to stop the current surge.

We have asked the Administration to freeze imports, to
negotiate country quotas with the major suppliers, and to set
up an import licensing system. We believe all of these can b;
done administratively, without the need for new leglslative
—;uthority.' We have also asked the Admiﬁiscfﬁfion to act to
curb the rapid growth of textile and apparel imports
constructed of fibers which are not covered by the Multifiber
Arrangement. These products are made of silk, linen and ramie
and are being shipped to the U.S. just to circumvent our

quotas.



'The most frequent excuse we hear for lnaction by the
Administration is that the MFA does not permit such actions.
If that is the case, and we are by no means sure that it is in
every instance, then the_MFA must be amended as soon as
possible, while there is still a viable U.S. apparel and
apparel fabric industry.

If imports continue at their pace over the past 12 months, this
country's domestic apparel and apparel fab;ic‘tndustry will be
dexastated by the early 1990's. And unless drastic measures
are taken to relate import growth to domestic market 3r?wth,
U.S. apparel and apparel fabric makers will inexorably join the
ranks of the unemployed. fhe costs of losing such an industry
are staggering: billions of dollars of investment in plants
and equipment; hundreds of thousands of minority and femadle
unemployed workers in small communities and inner cities with
_few, if any opportunities for work; a seriously weakened
national defense dependent on foreign supplies in case of a
national emergency; increased tax load on all citizens to pay

for the transfer payments made to the industry's unemployed.

The situation is rapidly becoming that grave. The irony of it
is that President Reagan promotes s§o eﬁthusiastically the
ffee—enhérprise zones he 1s seeking in our inmer citiés. The
U.S. textile and apparel industry 1s already the greatest
engine for free-enterprise employment in our cities and does
not add to anyone's tax burden. Yet, if the government fails

to act to curb ilmport growth, all of that and more will be lost.
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STATEMENT OF HARRY HUFF, MONSANTO FIBERS, ST. LOUIS,
MO, ON BEHALF OF THE MAN-MADE FIBER PRODUCERS ASSO-
CIATION, INC., WASHINGTON, DC

Mr. Hurr. Mr. Chairman, my name is- Harry Huff, and I am with
Monsanto from St. Louis. I am appearing today representing the
Man-Made Fiber Producers Association. I appreciate this opportu-
nity to appear before you today to discuss the state of the U.S. tex-
tile industry and the fiber industry in particular. The MMFPA
members produce more than 90 percent of all the man-made fibers
manufactured in the United States. This production amounted to
about 8 billion pounds in 1983, accounting for apgroximately 75
percent of all fiber consumption in U.S. mills. Our 15 member com-
panies employ approximately 75,000 people nationally. After sever-
al years of losses and unsatisfactory financial results, the man-
made fiber industry showed some significant improvement in 1983
and the first quarter of 1984. This improvement was primarily the
result of building up of inventories from the historic low following
the last recession and also as a result of strong markets in our
home furnishings and industrial segments of our business. Howev-
er, the pipelines are now full, inventories are high, and the market
is softening. Imports continue to gain a significant market share,
not only gaining sales from growth in the domestic market but
eroding existing markets of our member companies. As a result,
shipments are trending downward, and for the second quarter we
are lower than for the comparable period in 1983. We currently
predict a significant drop in business in the third and fourth quar-
ters and probably in 1985, particularly for apparel fibers. In July
1984, textile and apparel imports totaled over 1 billion square

ards, the highest level of imports in the history of this country.

e trade deficit in textile and apparel products for the January-
July L})eriod of this year rose to $9.3 billion, a total of 13 percent of
the U.S. merchandise trade deficit. July imports of man-made fiber
products were 64 percent over last year’s figures. For the first 6
months of this year, imports have increased 38.5 percent over last
year. This is tremendous growth especially in a slow or declining
market. My colleague from the apparel and textile industries can
better address the impact of imports on the apparel sector. Howev-
er, I would add that this sector has been particularly vulnerable to
im'{‘)ort penetrations.

he U.S. apparel industry, the largest single induced market for
man-made fibers, continues to face extreme T(ressure from imports.
While total growth in the U.S. apparel market is about 1 percent

r year, imports grew by 24 percent in 1983 from 1982, and they

ave increased 44 percent in the first half of 1984. This growth of
apé)arel imports obviously has had an adverse effect on the fiber
industry. The past 6 years, cagacitg in our industry to produce
man-made fibers for apparel has been reduced by 600 million
pounds to approximately 6 billion pounds in 1983. If the import sit-
uation does not improve, this trend will likely continue and will
probably accelerate. Several member companies have reduced ca-
pacity and production in the past 2 months, and if our projections
are correct, there will be further adjustments in the near future.
Meanwhile, production and capacity are rising rapidly offshore
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with more capacity projected to come online in the next 2 years.
For example, in China, production of man-made fibers was 1.3 bil-
lion pounds in 1983. Capacity in 1985 is projected at over 2.8 billion
pounds. One can only assume that these fibers will find their way
into the U.S. market, most likely in the form of apparel or other
finished products. As our customers in the textile sector, and conse-
quently their customers in the apparel sector, lose market shares,
the MMFPA members in turn must face the reality of a shrinking
market base.

The man-made fiber industry is also encountering difficulties in
export markets. In 1981 the U.S. exported approximately 1.3 billion
pounds of man-made fibers, approximately 16 percent of our total
shipments. We estimate that in 1984 this figure will be reduced to
around 550 million pounds or around 7 percent of our total ship-
ments. This reduction has been caused by the rising dollar and an
increase in foreign capacity, often with Government subsidies. This
has certainly contributed to the nearly $10 billion fiber textile mer-
chandise deficit for the first half of 1984.

I believe that this industry can compete with any fiber producers
in the world. MMFPA members utilize state of the art production
techniques, coupled with annual investments of several hundred
million dollars in research and development and capital invest-
ment. This industry, as well as those represented by my colleagues
here today, is committed to maintaining a competitive edge and
will continue these efforts as long as possible. If the current trends
continue, however, we will see an acceleration of the decline of the
entire fiber textile apparel complex with the resulting loss of bil-
lions of dollars annually to the U.S. economy. Mr. Chairman, I ap-
preciate this opportunity and thank you very much.

Senator DANFORTH. Thank you, Mr. Huff. Mr. Barr.

[Mr. Huff’s prepared statement follows:] )
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STATEMENT OF HARRY R. HUFF
- THE MAN-MADE FIBER PRODUCERS ASSOCIATION, INC. -
IN REGARD TO THE STATE OF THE U.S. TEXTILE INDUSTRY
SEPTEMBER 18, 1984

- Mr. Chairman and members of the Committee, my name is Harry Huff. [ am
Director of Planning and Administration of the Monsanto Fibers and Intermediates
Company, St. .Louis. Missouri, and I am here today representing the Man-Made Fiber
Producers Association, 1 appreciate the opportunity to appear before you to
discuss the )state of the U.S. textile industry and the fiber industry in particu-
lar. ) N
MMFPA members produce more than 90 percent of the man-made fibers manufactured
in the U.S. This production amounted to about 8 billion pounds in 1983, accounting
for approximately 76 percent of all ffbér consumption in U.S. mills. Our 15 member-
companies employ approximately 75,000 workers nationally.

After several years of losses and unsatisfactory financial results, the man-
made fiber industry showed significant improvement in 1983 and the first quarter
of 1984. This improvement was primarily a result of buflding up of inventories
from a historic Tow following the last recession, and alse as a result of strong
markets in the home furnishings and industrial segments of our industry. However,
the pipeline is now full, inventories are high, and the market is softening.

Imports continue to gain significant market share -- not only gaining sales
from growth in the domestic market, but eroding existing markets of our member-
companies. As a result, shipments are trending downward and for the second

quarter were lower than for the comparable period in 1983, We currently predict
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a significant drop in business in the third and fourth quartsys and probably
in 1985, particularly for apparel fibers.
In July 1984, textile and appare} 1rﬁports totaled over 1 billion yards,

“the highest level of imports in the history of this country. The trade deficit

in textile and apparel products for January-July of this year rose to $9.3 bitlfon,
a total of 13 percent of the U.S. merchandise trade deficit. July imports of man-
made fiber products were 64 percent over last year's figure. For t;e first six
months of this year, imports have increased 38.5 percent over last year. This is
tremendous growth, especially in a siow or declining market.

My colleagues from the apparel and textile industries can better address the
impact of imports on the apparel sector. However, I would add that this sector
has been particularly vulnerable to import penetration. The U.S.- apparel indus-
try, the largest single end-use market for man-made fiber, continues to face
extreme pressure from imports. While total growth in the U.S. apparel market_is
1 percent per year, imports grew by 24 percent from 1982-83 and have fncreased to
44 percent in the first half of 1984. This growth of apparel imports obviously
has had an adverse effect on the fiber industry. In the past six years, capacity
in our industry to produce man-made fibers foF“apparel has been reduced by 600
million pounds to a total of 6 billion in 1983. If the import situation does
not improve, this trend will likely continue and may accelerate. Several member-
companies have reduced capacity and production in the past two months and if our
projections are correct there will be further adjustments.

Meanwhile, production and capacity are rising rapidly off-shore, with more
capacity projected to be coming on line in the next two years -- particularly in

41-003 0 - 85 - 2
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China. Chinese production of fiber was 1.3 Bil11on pounds in 1983. Capacity in
1985 is prnjected at over 2.8 billion pounds. One can only assume that these
fibers will find their way into the U.S. market, most likely in the form of
apparel and other finished products. As our customers in the tex;ile sector

and consequently their customers in the apparel sector lose mar"ke}: share, MMFPA -
members in turn must face the reality of a shrinking market base. /

The man-made fiber industry is also eﬁéountering difficulties in export
markets. In 1981, the U.S. exported approximately 1.3 billion pounds of man-
made fibers, approximately 16 percent of’ our shipmenté. We estimate that in
1984 this figure will be reduced to 550 million pounds, or 7 percent of total
shipments. This reduction has been caused by a rising dollar and an increase in
_ foreign capacity, often with government subsidies. This has certainly contributed
to the nearly $10 billion' fiber/textile/apparel merchandise deficit for the first
half of 1984.

[ believe that this industry can compete with fiber producers in any country.
MMFPA members utilize state-of-the-art production techniques, coupled with annual
investments of several hundred million doltar§ in research and development, and
capital investment. This industry, as well as those represented by my colleagues
here today, is committed to maintafning a competitive edge and will continue
these efforts as long as possible. If current trends continue, however, we will
see an acceleration of the decline of the entire fiber/textile/apparel complex
with a resulting toss of billions of dollars annually to the U.S. economy.

Again, Mr, Chairman, I appreciate this opportunity and I would be pleased to.

respond to any questions you may have.
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STATEMENT OF JOHN S. BARR I1], PRESIDENT, NATIONAL
COTTON COUNCIL, MEMPHIS, TN

Mr. BArr. Good morning, Mr. Chairman and members of the
committee. I am John S. Barr III, a cotton farmer from Louisiana,
presently serving as president of the National Cotton Council in
whose behalf I appear here today. The council, as many of you
know, is the central organization of the cotton industry represent-
ing producers, processors, and handlers—all the way across from
the Carolinas to California. The matter before the committee is
having a major impact on more than one part of our industry. My
written testimony includes some charts to illustrate the numbers
which I will use. With economic recovery in 1983, the net domestic
consumption of U.S. cotton jumfzfl to 7.7 million bales, and this
year it is running at an annual rate of 8.6 million. That is our
entire market. The amount of that market supplied by U.S. textile
mills unfortunately has dropped below 6 million bales with the gap
supplied by imports having widened dramatically since 1982,
During the 1972 to 1984 period, cotton textile imports increased an
average of 9.1 percent a year, and I will refer to this ag the long-
term import growth rate. To show the more recent acceleration in
textile import growth, let’s look at the beginning of the 1980’s
when cotton textile imports were growing at an average annual
rate of 16.1 pertent. Assuming that import growth recedes to the
long-term annual rate of 9.1 percent, the amount of the L{.S.
market supglied by domestic mills would decline to 4.2 million
bales by 1989.

If nothing is done, however, and the more recent annual growth
rate of 16.1 percent continues, then the amount supplied by domes-
tic mills would drop to 2.5 million bales. Assuming that domestic
consumption stays above the historical trend, the long-term import
growth rate would result in imports taking over our entire domes-
tic market in 12 years. The most recent growth rate would result
in a total takeover in just 7 years. But look at what has happened
during the last four quarters. Cotton textile imports have soared an
astounding 32 percent. If that growth rate is allowed to continue,
our domestic market will be gone in just 4 years.

Clearly, the recent growth rates in textile imports are inconsist-
ent with the U.S. textile industry’s survival. The situation is
almost as serious for the U.S. raw cotton industry as it ig for the
textile industry. Research indicates about one out of every five
bales of cotton contained in foreign textiles and shipped into the
United States is U.S. cotton. The other four are foreign grown. This
means that by 1989 U.S. cotton farmers would lose a market of
about 1.3 million bales at the lower import growth rate but lose a
market of 2.6 million bales at the more recent growth rate.

For the producer, the most painful symptom of shrinking mar-
kets is to suppress cotton prices. If cotton textile imports had
grown only at the average quota growth rate of 6 percent per year
in the 1982-83 crop years, it is likely that the 1983 farm price
would be approximately 76 cents a pound instead of the 66 cents
that it actuaﬁy was, If so, the 12.7 million bales actually sold would
have brought an additional 10 cents a pound, or $48 a bale. This
means the total loss of cotton actually sold exceeded $600 million.
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Furthermore, total sales would have increased by more than a
million bales, which at 76 cents a pound makes the loss on cotton
not sold reach $400 million. Therefore, the total revenue loss to
cotton farmers from the avalanche of cotton textile imports may
have approached $1 billion in 1983 alone, and I might suggest to
you in light of current discussion of Federal deficits that this cheap
price certainly is reflected in direct Government cost in terms of
deficiency payments.

Cotton producers are making a strong effort to be more competi-

“tive. We have a market-oriented farm program, and we are invest-
‘ing some $20 million per year of our own money in advertising,

romotion, research, and other market development programs. We

ave had considerable success especially in the domestic market in
regaining apparel and other markets, but unless something is done
to moderate the textile import growth, it appears we will have
built markets for the benefit of only foreign cotton growers. Thank
you very much for asking me to be here today, and I have just a
few statistics which my colleague, Mr. Shockley, says that he forgot

. to include in his testimony. In addition to that 6 million bales of

cotton that the U.S. textile industry uses, they also use the entire
wool clip of the United States and some 200 million pounds of corn-
starch. Thank you.

[Mr. Barr’s prepared statement follows:]
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Testimony Of Joho 8. Barr, III .
Prasident, Wational Cotton Council
before the’
Internstional Trade Subcommittee
of the
Senate Committee on Finaance
September 18, 1984

I am Joha 8. Barr, 1I1I, & cotton farmer trﬁ Oak Ridge, Louisiana, presently
serving as presideat of the National Cotton Council in whose behalf I appear. The
Council is the central organisation of the cotton industry, representing producers,
processors, snd handlers of cotton from the Carolinas to Cslifornis.

The matter before the committee is having a major impact om more than one part of
our industry, and to better illustrate I will h\‘rctcrﬂu to charts attached to my
written testimony.

In Chart I, the solid upper curve is what we call cotton's net domestic
consumption, It represents U.8. mill conou-p.:lon plue textile imports of yarn,
cloth, snd menufactured products, snd pigus textile exporte. It spproxzimates U.8.
zetail sales on off-take of cotton from 1973 to date.

With economic recovery in 1983, net domestic comsumption jumped to 7.7 million
bales and this year is running at an ancusl rate of 8.5 million. This is the highest
in 12 years, and clearly reflects su improving retail demand for cotton products.

Ae dépicted by the lower curve, the amount of that market supplied by U.S,
textile mille -~ unfortunately =- has dropped belov 6 million bales, with the gep
supplied by imports having widened drameticelly since 1982,

During the 1973-84 period, cotton textile imports incressed an aversge of 9.1% a
year. I will refer to this as the "long-tera" import growth rate.

To showv the more recent accelerstion in textile import growth, let's look at the
beginning of the '80's when cotton textile imports were groving at' sn average annual

rate of 16.1%,
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Vhat sre some implications of this growth in cotton textile isiports? Let's
optimistically sssume that net domestic cotton consumption stays well sbove the
historical trend, snd goes from the 8,5-million-bale level of 1984 to 9 million bales
by 1‘989. (This is the dotted extension of the upper curve.)

Assuming tbat import growth recedes to the long-term snnual rate of 9.1%, the
amount of the U.8. market supplied by domestic mills would decline to 4.2 million
bales by 1989, 1If nothing is dome, however, snd the sore recent sanusl growth rate
of 16.12 continues, then the smount supplied dy domestic mills would drop to 2.3
million bsles. (These are the two extemsions of the lower curve.)

To put it snother way, the long-term growth rate would result in imports r-.ot-lly
teking over the domestic market in twelve years. The most recent grovth rate would
result in total takeover in just ggvan years.

But look vh-ct'o bappened during the u-i four quarters. Cottou textile imports
have soared sn astounding 32%. If that growth rate is allowed to continue, the
domestic market will be gous in four yesrs.

Clearly, the recent growth rates in textile imports sre inconsistent with the

‘U.8, textile industry's survival,

The situation is almost as serious for the U.8. rev co\tton industry as it is for
the textile industry. .

. c«uid;r again the net loss nu.s. cotton markets causéd by textile imports.
Research indicates that U.8.-grown cotton comprises only about 22X of cotton textile
imports. 8o this mesns ocnly about ome cut of every five bales of cotton contsined in
forofn textiles is U.8.-grown, The other four are foreign-grown. This means that
by 1989, U.8, cotton farmers would lose s market for adout 1.3 million bales at the
lower import growth rate, and sbout 2.6 million at the more recest growth rate.

Yor the producer, the most painful symptom of shrioking markets is depressed

cotton prices. Chart '\2 shovs there is & close relstionship between total cotton
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offtake relative to U.8. supply snd the average producer prices for cotton. Over the
11 yesre shown here, the association between these two looks suspect only in 1982,
Average price did not fall that yesar because the U.8. loan rate put s floor under
prices for a good part of the crop yur; Based on historical relationships, sverage
price probably would have !olia as shown by the dotted lines if the loan progres hed
not been svailable.

If cotton textile imports had grown only at the Resgsn Administrstion's target of ‘
6X per year in the 1982 and '83 crop years, it is likely that tbe 1983 fars priéc
would lu!c approximated 164contn a pound instesd of the 66 cents it actually was. If
00, the 12.7 aillion bales actually sold would have brought an sdditional 10 cests s
pound or 48 doilnn a bale. This mesns the total loss on cotton actually sold
exceeded 600 milliod dollare. ’

Furthermore, total uloi would have i.ncnhcd by more then 1 million bales, which
at 76 cente s pound makes the 1oss on cottonm pot s0ld reach 400 million dollars.
Therefore the totsl revenus lost to cotton farmers from the avalsnche of cotton
textile imports may have approached one billiop dollars in 1983 alone.

Cotton producers are making s strong effort to be more competitive. We have s
market-oriented farm program, and we are investing some 20 million dollars per year
of cur own money in advertising, promotion, research, and other market davelopment
progrsms. We bave had considerable success, especially in the domestic market, in
regaining epparel and other markets. But unless something is done to moderste
textile import growth, it appears we will have built markets for the benefit of
foreign cotton growers.

Thank you for providing us with the opportunity to bring this serious problem to

your attention.
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Senator DANFORTH. Senator Heinz.

Senator HEINzZ. Mr. Chairman, I have only one brief question,
which I will direct at Ray Shockley. I think most of us who have
seen what has happened to the textile and apparel garment indus-
try over the years recognize the concerns that ;you and the others
have expressed. What would be, as a practical matter, your first
preference that we—Government—whether it be the administra-
tion or the Congress do about it? :

We are about 7 weeks from a Presidential election, and we are
about 3 weeks from the end of the Congress. In that context, what
do you suggest—what are you urging most?

Mr. SHOCKLEY. Senator, in that context we would urge that order
be brought to the system, and one way to do it would be to freeze
imports at the levels of 1983, which were record levels. Another
way would be to put some sort of system in place on a global basis
that would allow access to this market by those developing coun-
tries that are assured access under the MSA and frequently are
nalized by the huge share of the market that the large ones like
Korea, Taiwan, Hong Kong, Japan, and China have. That would be
another way to do it. Some sort of a system of global control, but
we think that the freeze is needed. We are also very seriously con-
cerned about something that the Congress can do now, and that is
the Israeli free trade zone area. We see this as a very serious prob-
lem for our industry. We appreciate the help that some members of
this committee are offering and giving on this. We a.e very con-
cerned that this would be a very severe step backward for us, and
we certainly would like to see textiles and apparel exempt from
that. We think if you give it to Israel, then who is next? And how
can you then say when another country comes along and wants a
free trade zone that, no, we are not going to give it to you?

Senator Heinz. Mr. Chairman, thank you very much.

Senator CHAFEE. Senator Long. Senator Moynihan. Senator

. Mitchell.

Senator MitcHELL. Mr. Shockley, I would like to ask you, first,
whether you would conclude that the increase in imports in the
textile and apparel industry has exceeded the rate of growth of the
domestic market in those products.

Mr. SHOCKLEY. Senator Mitchell, it has indeed exceeded the rate
of growth. The market has been going at an annual rate of about
1.5 percent. Before this surge, it was going at about 8 percent. Now,
last year—I am talking about imports versus the market—against
the 1.5 percent growth, imports increased 25 percent last year. I
think any projection will show that they will increase 40 percent
this year. Per ca;ita fiber consumption in this country peaked at
60 pounds in 1973, and it has declined ever since then. It is now in
the range of about 54 pounds. So, the real offtake of all fibers is
down, but the share of imported fibers produced in other countries
has increased enormously. So, the whole structure is suffering.

Senator MiTCHELL. Let me see if I understand you because you
used several figures. Is it your understanding that the domestic
market—and I would like you to sgecify what domestic market you
are talking about—-grew last year by about 1.6 percent?

Mr. SHOCKLEY. Yes, sir, probably that, Senator. It has a historic
range over the last 10 years of no more than 1.5 percent. It might
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not have grown actually that much last year—if you look at the

~- —historic base. Now, last year was a recovery year from the reces-
sion when the industry was building inventory, and production did
go up. But now, we are building inventory much, much faster than
we are having offtake of our product.

Senator MITcHELL. And what domestic market are you talking
about? Could you be specific there? "1

Mr. SHockLEY. We are talking about textiles, Senator, that 'are
purchased for use in the United States from all sources. ]

Senator MircHELL. I see. And what rate of growtlr was there for
imports of those products last year? S

r. SHOCKLEY. Last year imports grew 25 percent across the
board. In some products, they grew much larger than that, and
some, of course, less. This year we are looking at a 40-percent in-
crease, and we think that conservative. We will bring in 10 billion
yards at least this year as opposed to 7.4 billion last year, which
was a record, as opposed to 4.9 billion in 1980, which is a doubling
in a very short period of time.

Senator MrrcHELL. All right. Now, could you tell me what were
the figures re‘?garding growth—comparable figures—in the previous
year? In 19827

Mr. SHOoCcKLEY. The growth in imports in 1982?

Senator MiTcHELL. And the market.

Mr. SHOoCcKLEY. Senator, I will check this and supply it for the
record. My colleague says it was 3 percent, and we will verify that.

- Senator MrrcHELL. That is imports?

Mr. SHOCKLEY. Yes, sir. :

Senator MiTCHELL. And what was the growth of the domestic
market in 1982? '

Mr. SHOCKLEY. In 1982 the market probably wasn’t growing at all
because there was a very deep recession. :

Senator MrrcHELL. So, would it be a fair conclusion that the do-
!1?)%82‘:‘;0 market experienced no growth or perhaps even declined in

Mr. SHockLEY. Yes, sir.

Senator MrrcHELL. All right. Now, you will recall in 1980 a com-
mitment was made by then-candidate Reagan to the industry re-
garding imports and domestic growth. Could you describe what
youg understanding of that agreement was—or that commitment
was

Mr. SnockLEy. Our understanding was that the commitment,
one, recognized at that point there were 2.3 million textile apﬁarel
jobs in the United States, and that those jobs should be kept here.
And, two, the way to do that was to relate the growth of imports to
the growth of the domestic market.

Senator MitcHELL. And what did you understand by relating?
That is, did you understand it to mean holding the increase in im-
porti ig)ughly comparable to the level of increase of the domestic
market?

Mr. SHockLEY. Yes, sir; we did understand that. Senator, if I
might just add there one point. The multifiber arrangement exists
as a viable instrument internationally on the basis that it gives the
truly developing countries access to the growth of the developed
country markets and conversely it gives the developed country in-
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dustry also access to that growth. We never asked that imports be
sbog:)ped, and if we did, we have done a miserable job.

- Senator MITcHELL. So, in fact, the growth in imports has been far
more rapid than the growth in the market to the extent that any
growth has occurred?

Mr. SHOCKLEY. Yes, sir.

Senator MitcHELL. Right. Mr. Huff, do you agree or disagree
with any of the answers given by Mr. Shockley to my questions?

Mr. Hurr. | agree. As a matter of fact, the penetration of im-
gorts as a percentage of the total apparel offtake in the United

tates has gone in the last 2 Eears from around 34 percent of all
the apparel offtake furnished by imports in 1983, and it is around
41 percent for the first 8 months of 1984. So, you can see the actual
penetration has gone up.

Senator MircHELL. And do you agree that there was a commit-
ment made in 1980? Are you aware of that?

Mr. Hurr. Yes.

Senator MiTcHELL. And at least as far as the figures that you
have given me, the only relationship between imports and growth
i189 ggat.imports grew 20 times faster than the domestic market in

Mr. Hurr. That has been the resuit.

Senator MiTcHELL. Mr. Barr, do ﬁ)u agree or disagree with the
answers given by Mr. Shockley and Mr. Huff toc my questions?

Mr. BARR. Yes, sir; I agree. If those figures seem to differ some-
what from my testimony, my testimony related only to cotton tex-
tiles. They are talking about the entire textile industry.

Senator MiTcHELL. With respect to cotton textiles, has there been
a substantial growth in the domestic market?

Mr. BAgrr. Tremendous. There has been a growth in the domestic
market in cotton textiles, but the imports have been far greater
than the growth in the market.

Senator MiTcHELL. They have?

Mr. BARR. Yes, sir.
lggg?amr MircHELL. Fine. Do you have the figures for 1983 and

Mr. Barr. If you will notice on the second page of m testimonsy,
there is a chart. We can extrapolate from that. It looks like 1982
was about the low of our consumption. It started growing rapidly
from that point.

Senator MircHELL. If it is in your testimony, Mr. Barr, I won’t
take up the time of the other committee members. I will get it out
of that. I thank you, Mr. Chairman.

Senator DANFORTH. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. Gentlemen. of
course, what you are presenting here is a classic problem that we

" deal with all the time in a host of industries. But I think that in

f'our industry it is somewhat different, for instance, from the prob-
ems that we wrestle with in the steel industry. That is, I don't
think anybody can say that in your industry we are dealing with
extremely profitable industries or extremely high paid workers.
Where do the textile workers rank on the wage scales of America?
I would say in the lower part, are they not? They are certainly not
in the higher part of the industrial ranking.
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Mr. SHoCKLEY. Senator, we can supply that precisely for the
record. I would say that our average wage is lower in the textile
industry and is even a bit lower in the apparel industry, in terms
of manufacturing industries.

In terms of other industries, such as retailing and others, our
. wage is much higher.

Senator CHAFEE. I would appreciate it if you could supply that,
and aiso if you could make some comparisons. Put it in some com-
parative figures so that we are working from a common base. In
other words, give us figures on what the steelworkers make, what
the autoworkers make, and where you rank compared with, say,
metalworkers, and so forth.

[The information requested follows:]



ESTABLISHMENT DATA
EARNINGS
NOT SEASONALLY ADVUSTED
C-3. Aversge hourly samings, exciuding overtime' of production workers on manufacturing peyrodle
Sept. Ny Avg. Sept.
induetry I‘;‘:@ 1983 1984 198¢ 1904
Manwutecturing $9.44 $8.52 $8.82 [ ] $0.64
Durable goode 8.90 907 .32 9229 2.3
Lumber and wood products 749 758 1.7% .72 ®
Fumiure and fiures 648 651 a7 (1] )
Stone, cley, and glass products (71} [X]) 9.10 9.07 O
Primary metal indusiries 10.85 1008 10.94 1092 v ]
e e s e | s 8
Electical and slectronic equipment ou T 685 .80 )
T Quip 1.9 "9 11.56 11.82 8
Instruments and relsted products 824 .30 .50 .60
.8 664 8.08 [ %, ] ®
goods .74 1 244 8.00 8.04 $8.00
Food and kindred products .74 1.74 802 702 %)
Tobacoo manufachures 10.07 9.74 11.48 10.53 [y ]
Tesdile mill products 591 8.04 6.20 622 0
Apparsl and other textile products 528 529 5.4 543 g
Paper and alied products 9.48 052 9.96 0.94
Printing and pudlishing o 8.80 8.07 8.08 9.00 8
Chemicals and alied products 1022 10 10.70 10.68
Petroleun and coal products 12.0¢ 1278 1283 12.70 (y]
Rubber and miec. plastics products 7.08 167 .04 192 (]
Leather and leather products 5.40 548 5.81 588 (v}
' Derived by sssuming that overtime hours are paid ol the rate NOTE: Establishment survey estimates are currently projected
of Ume and one-hat. from March 1583 benchmark levels. When more recent denchmark
* Not availadle. deta ere inroduced, all unadjusted data from April 1983 forward are
* = preliminary. subject
C-4. Average hourly and weekly ssmings of production or nonsupervieory workers'on private
nonsgricultural payrolie by major industry, in current and constant (1977) doltars.
Average hourly samings Aversge weekly samings
Indusry A | Sept | wy | avg | Sept Sept | Juy
1963 | 1963 | 1964 | 1984 | 1084° ::o‘a 1963 | 1984 1:3 1%
Totsd
Current dollers $705 | $8.12| $832| $8.30| $3.43 | $200.64] $206.64) $206.10] $204.65| $299.27
CONUtant (1977) GOBS ..c..ccooreccrccrirrecermnnnes] 4821 400 ) 491 485| ) 17008 17299 [ 17485 17231} ()
Sning:
Current dollers 1928 | 1130 1157 1157 $11.65] 47925 | 488.32 | 407.51 | 504.45 | $511.44
Conatant (1977) COBES .........ccmmicsssritrmsssmnen] 682 854 [ X [ %, ] (y] 20045 | 204.70 | 205.20 | 205.00 [y}
Current dollers 1106 [ 1204 | 11.97 | 1200 | $12.12 | 450.68 | 450.32 | 482.04 | 482.00 | $400.04 !
Constent (1077) GORErS ... cccocscssirmesiiee] 119 127 7.07 1.02 [y] 273.14 | 275.39 | 27275 | 27018 [y]
Menutacturing:
Current dollers a7 8.89 9.18 994 ] $0.22 ] 35208 | 362.71 | 300.05 | 360.28 | $375.2%
Conatant (1977) GOMS ........crsceemmecnssarsrsecemismn 532 837 5.42 838 213.02 | 21890 | 218.30 | 21504 (y)
Traneportation and public utiities:
1000 | 1088 | 11.18 | 10.17 1 $11.28 | 42226 | 420.67 | 447.20 | 44233 | $447.82
Constant (1977) dollars .........cov.u.. e B ¥ ] .57 6.60 653 (y] 26592 | 258.70 | 263.90 | 258.87 (y)
Wholesale trade:
Current 054 862 897 893 | $0.02 | 320.64 § 333.60. 340.04.| 340.48 | $349.08 - - . ..
Conetant (1977) ORMMD .........occvicsrmscssrsmscenan | 818 520 829 s22 [y ] 100.78 | 201.32 | 205.45 | 202.82 Iy]
Petall trade:
Current [—— [ %¢] 878 5.87 563 | $5.00 | 174.77 | 17262 ] 18029 | 178.40 | $177.50
COnstant (1977) AOBMS ........c...cecmcesomsncroreassesss - 347 349 47 34 ® 10502 | 104.30 | 108.38 | 104.23 v}
Finanocs, Ineursnis, and reel esstate:
Current do¥un 724 133 7.60 700 ] $7.80 | 201.96 | 264.01 | 278.92 | 278, $285.48
CONGIANE (1977) BOMME ..conromesccccmecerrmeemeemenr| 4391 442 448] 448 @ | 156.40] 15000 | 18485 ] 160.78 [ O
Servicos: :
Current dollers r.24 .97 7.58 753 | $7.70 | 298.92 | 241.00 | 250.24 | 248.49 | $252.58
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Mr. SHoCKLEY. I would be happy to do that, Senator. We also
could supply information that we haven’t given on who is working
in this industry. The ethnic minority is aﬁproximately 20 percent
in textiles; and apparel about 33 percent, that 80 percent and more
in apparel are female, and in textiles they are 40 percent and
more. Many of these people, particularly in the apparel industry,
are entry level skills. When they lose their jobs, they go on transfer
payments. They become part of the human misery scale that is al-
ready devastating. For example, in New York State——

Senator CHAFEE. Well, Mr. Shockley, I am with you. You don’t
have to convince me, but we are limited in time here. You have got
a good case there, I think. Now, you spoke in opposition to the Is-
raeli freetrade zone. I believe that was approved here unanimously,
although we had some misgivings about specific products. And
somebody on the committee can correct me, but as I recall the
STR, Ambassador Brock urged us not to make any specific restric-
tions on that because he thought the overall arran%:ament was good
for U.S. exports. If there were specific problems that we had—for
instance, I had some misgivings on imports of gold chain jewelry—
and Ambassador Brock indicated that that could be taken up sub-
sequently on individual negotiations with Israel in the context of
the freetrade zone. Is that the way other members recall it?

Senator MiTcHELL. Just to make the record clear, Senator
Chafee, 1 offered an amendment to exempt textiles and footwear
which was defeated in the committee. And then the committee ap-
proved, I believe, by unanimous or nearly unanimous vote the free
trade zone.

Senator CHAFEE. So, what is your concern about the Israeli free
trade zone, Mr. Shockley? That is something that is before us right
now, as you know, on the floor of the Senate. Are you concerned
that-this will set a precedent or that, in this sgeciﬁc matter, that
there will be textiles coming through that route?

Mr. SHockLEY. We are concerned about the idea of transship-
ments, when you consider where Israel sits on the trade route of
the world—of the Middle East, of the Indian Ocean, of North
Africa. The fact that textiles are such a huge part of our whole
trade thing. Senator Chafee the big lobbying effort here at this
point_is_fighting the _textile/apgarel exemption, which seems to
telegraph to us-that we are probably the biggest and most impor-
tant slice of pie in that whole package. We are also concerned that
it is going to move our customs border to Israel without any en-
forcement. -

Senator CHAFEE. I don’t think any of us in considering legislation
for the Israeli freetrade zone looked on it as being a route for im-
ports to come into Israel and then to come here duty-free. If that
was the arrangement, I didn’t understand it. J thought it was just
for Israeli manufactured products.

Mr. SHOCKLEY. Senator, transshipment is one of the very largest

roblems that we have in the whole trade area at this time. And it
is all over the world. The customs regulations in one sense tried to
deal with a phase of that, but if r3'011 set the freetrade area up, we
believe that it will happen. Mr. Nehmer, who is an economist, has
done some work on that, and he will testify later with more specif-
ics, but we see it as a very serious problem for us, and we don’t
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believe that the U.S. Government can successfully stop with just
granting Israel a freetrade area. The time will come when someone
else with a bigger problem and maybe a bigger stick over our heads
comes in and asks for the same thing. :

Senator CHAFEE. Let me ask {ou. In your testimony, Mr. Shock-
ley, you said that the U.S. textile industry purchases around 6-mil-
lion bales or about half of the cotton which U.S. acreage produces.

Mr. SHOCKLEY. Yes, sir.

Senator CHAFEE. In other words, the textile industry in the
gtr;ibed States takes about half the cotton production in the United

tes.

Mr. SHOCKLEY. Right.

Senator CHAFEE. What happens to the rest of it? Mr. Barr,
maybe you can address this.

Mr. SHockLEY. I might take a quick shot at it, and that is that
the rest of it—or most of the rest of it—is exported or some of it is
used for other purposes here, but most of it is exported. We are,
though, a residual supplier of cotton to the rest of the world. We
sell it when no one else can offer a better price. The U.S. textile
industry is the only.reliable customer. Were that not the case, why
has the Government every year since 1939 limited the importation
of upland foreign cotton to 30,000 bales a year? It.recognizes that
when cotton acreage isn’t growing cotton, it is growing wheat and
corn and soybeans, and that 1,900,000 foreign bales that we
brought in last year in the form of textiles meant that much U.S.
cotton acreage was displaced. That land did not lie fallow between
California and the Carolinas, it shifted to other crops.

Senator CHAFEE. Now, what do you say to the panel—the third
panel—of Mr. Hays from the m%'jor department stores and Mr.
Gluckson from the Association of Exporters and Importers and the
president of Zayre? All of them are going to say this is a marvelous
thing for the consumer, that he is getting a product—a quality
produgt—at a lower price, and that is what makes the world go
around.

hN{r. SHocKLEY. Senator, we in the first place don’t subscribe to
that.

Senator CHAFEE. No, I know you don’t.’

Mr. SHocKLEY. But we are aware of the markups that the con-
sumer does not get advantage of. We are concerned about that fact.
We have never tried to stop textiles from coming in. We have tried
to have an orderly system, and I would say to our retail customers
and our good friends that it is in their interest to have a strong
domestic textile industry. They don’t want to be in the hands of
cartels that can form in the Pacific and elsewhere. Remember that
textiles and apparel are an essentiality of life. You aren’t dealing
with a frivolous item. At some point in time——

Senator CHAFEE. They are going to dismiss the argument about
cartels, though. They are going to talk about Taiwan and Korea
and Singapore and Sri Lanka—how are they going to get together
on a cartel?

Mr. SHOCKLEY. I think that the history of OPEC is one answer to
that, Senator. ‘

Senator CHAFEE. ] think you need a stronger argument than
that, Mr. Shockley. I am sympathetic with what you are trying to



R

28

do, but these folks are going to present a very, very strong argu-
ment in behalf of the consumer.

Mr. SvockLEY. We don’t think that the argument flies. That is,
the argument on behalf of the consumer. Now, most people are
aware of the fact that you go into the average store and you buy an
imported shirt versus a domestic shirt of equal quality, and the
price is approximately equal. There may be some fractional differ-
ence. The consumer is not benefiting to the extent that people are
led to believe that he is, and I think that that can be clearly dem-
onstrated.

Senator CHAFEE. Then why are they buying these imports?

Mr. SHockLEY. I think if you can buy an item and mark it sever-
al times more than you can one domestically, I don’t blame them
for buying it. I say that our Government should——

.t.?Senator CHAFEE. No, I don’t mean that. Why is the public buying
it? -

Mr. SHockLEY. Because it is offered, and because it is there. You
see in many stores—not all—but many retail stores are heavily
tilted toward domestic products, but you will see in most stores, on
most racks—apparel racks—in women’s wear particularly, more
imported materials offered than domestic material.

nator CHAFEE. Senator Moynihan.

Senator MoyNIHAN. Mr. Chairman, you have a long mornin
ahead of you, and I won’t prolong it. The questions have been g
and the responses have been very helpful to me. If I may, I will
just speak to Mr. Shockley as the representative of this panel. As
my colleagues here have heard, I was one of the persons who nego-
tiated the long-term cotton textile agreement in 1962 for President
Kennedy. I also see Stanley Nehmer, who was a young diﬁ);omat at
the time, and is still young but no longer a diplomat——{Laughter.]

Senator MoyNIHAN. And I remember those concerns ve?r well.
Would you remember by any chance what we imported in 1962 or
1963 in square yards equivalent?

Mr. SHockLEY. Yes, sir. Senator, it was about 1.4 billion during
that general time period—somewhere between 1962 and 1964—
about 1 billion 400 million square yards equivalent.

Senator MoyNIHAN. And you said to Senator Mitchell that in
1980 you brought in 4.9 billion in that 1 year alone?

Mr. SHOCKLEY. Yes, sir.

Serg’ator MoyNIHAN. So you added 3.5 billion square yards over 18
years?

Mr. SHOCKLEY. Yes, sir. Some Kears it was higher than that.

Senator MoYNIHAN. But roughly speaking, in 18 years, you had
an increase of 3.5 billion square yards equivalent, correct?

Mr. SHockLEY. Yes, sir. :

Senator MoYNIHAN. Then last year imports totalled 10.3 billion
square syardxs equivalent? -

Mr. SHockLEY. This year they will.

Senator MoYNIHAN. So, in the 3 years 1981, 1982, and 1983, you
have an additional 5.4 billion square 1);:ax'cls equivalent in imports?

Mr. SHOoCKLEY. If you had 1984 in there. Between 1980 and 1983
we added——

Senator MoynNiHAN. 1981, 1982, 1983, 1984—those 4 {ears. So,
what you are saying is that in the 18 years that followed the long-
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term cotton textile agreement—then the other agreement came in
such as—the multifiber eement—there was an increase of 8.5
billion square yards equivalent in imports?

Mr. SHOCKLEY. Yes, sir.

Senator MoYNIHAN. And in 4 years of the present administra-
tion, imports have increased an additional 5.4 billion square yards
tf:>q11ti_v.¢.\l_;mt. Would you say you had been let down by this adminis-

ration

?'dtg‘ SHocKLEY. We would say we have had a huge surge of im-
ports. 4
Senator MoYNIHAN. Do you say that to the chamber of com-
merce?

Mr. SHOCKLEY. Yes, sir.

Senator MoyNIHAN. I will bet you don’t. [Laughter.]

Mr. SHoCKLEY. Yes, we do.

Senator MoyNIHAN. I will bet you don’t.

Mr. SHocKkLEY. Every time we get a chance, we do, Senator.

Senator MoyNIHAN. In print? Would you send us a copy of your
letterg to chambers of commerce? We would like to put them in the
record.

Mr. SnockLEY. All right. [Laughter.] Let me see if we can find
some.

Senator MoYNIHAN. If you can find one. I thought you said every
chance you get. I am serious. Mr. Shockley, there are real problems
in this industry, and we have known about them for a very long
~ time, and they are genuine and we share your concerns. Were you
- a member of the association when we were negotiating in Geneva?

Mr. SHockLEY. I was indeed. '

Senator MoYNIHAN. So, you and I are just about the oldest people
in this business? Is that right?

Mr. SHOCKLEY. And Stanley Nehmer, and Murray Finley and
Chick Chaikin.

Senator MoyNIHAN. And Stanley was in the State Department.
All right. We have been at this a long time. What has wrecked
your industry in the last 4 years is the exchange rate, sir. The
dollar—The Council of Economic Advisers in the report which the
Secretary of Treasury suggested we tear up, said that the dollar is
overvalued 42 percent. Now, do you suppose you can overcome a 42
percent difference in the exchange rate? That is why in the last 4
years you have had a larger increase in imports than you had in
the previous 18. If you don’t think so, say so, because that means
we don’t have to do anything about it. -

Mr. SHockLEY. No, Senator, we agree with you that the exchange
rate problem is a huge one for us. It has cost us about 700 million
pounds of exports. It has been a part of this surge. And for the
record, we have done some work on this. I don’t have it with me.
We believe that at least maybe 30 percent of this surge is attributa-
ble to the exchange rate.

Senator MoYNIHAN. 30 percent. What are exports?

Mr. SHoCKLEY. Now,.exports were running at about 3 or 4 billion
pounds—something like that—and they have fallen to——

Senator MoyNIHAN. Pounds? .

Mr. SHockLEY. Pounds. About 3.5 billion pounds, and the most
recent year they were down to——

41-003 0 - 85 - 3
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Senator MoyNIHAN. Could you help me, Mr. Shockley? We were
using square yard eiuivalent and you have turned to pounds.

Mr. SHockLEY. All right. We have it either in dollars or in
pounds, Senator, We don’t have il in yards. We can supply that for
the record though.

[Thglfollowing information was subsequently submitted for the
record:

Imports of Textile and Appare!
(Bition square yard equivalents)

ol imools s o
- (peent)

1979 L X J—
1980 “ 49 +5
1981 58 +18
1982 59 +3
1983 14 +25
1984 2 103 +39

1 January—Seplember at annual rale. -

Senator MoyNIHAN. All right. In 1980, what were you exporting?

Mr. SHockLEY. In 1980, we were exporting 1.3 billion.

Senator MoYNIHAN. And what are you exporting this year?

Mr. SnockLey. 700,000.

Senator MoYNIHAN. So, your exports have been cut in half?

Mr. SHOCKLEY. Yes, sir. _

Senator MOYNIHAN. And your imports have, by these same num-
bers, doubled?

Mr. SHoCKLEY. More than doubled.

Senator MOYNIHAN. More than doubled. Well, surely, the point is
that today the Government announced the largest quarterly trade
deficit in history. We are dealing with an elemental problem of the
mismanagement of fiscal and monetary policy in the last 4 years,
and it really doesn’t enlighten this committee very much if you
come in and talk quotas and limits and-things like that as if the
fundamental problem that has hit you in the last 4 years has not
been a different one all together.

Mr. SHockLEY. We don’t dispute your contention that the trade
deficit is %reatly enhanced by the currency, and the currency is a
huge problem for us, and we as much as anyone would like to see
something done about it. We despair about it, but we have not been
able to do that, Senator, and so our effort has been to try and get a
handle on the program any way we can. We have certainly talked
about the dollar—the fact that it is overvalued, that it has hurt us
hugely, and we would certainly like to see something happen to
correct that.

Senator MoyNIHAN. I thank you very much, Mr. Shockley. I just
think that one segment of American business after another comes
before this committee talking about very serious problems, but
never mentioning what the %rincipal origin is. So, I would like to
see that correspondence you have with the Chamber of Commerce,
and we would appreciate that.

Mr. SHockLEY. All right, sir.
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Senator MOYNIHAN. ] am serious. I would like to see something
that the textile industry has said on the subject of the management
of fiscal and economic or monetary policy and exchange rates.

Mr. SHockLEY. We will be happy to, Senator.

Senator MoYNIHAN. And what have you done?

Mr. SHOCKLEY. Our leadership has made speeches. I don’t know if
letters have been written to the Chamber of Commerce about it,
but we have certainly——

Senator MoyNIHAN. I would appreciate it, and I thank you very
much. And thank you, Mr. Chairman. '

Senator DANFORTH. Gentlemen, thank you very much.

The next panel Mr. Sol Chaikin, president of the International
Ladies’ Garment Workers’ Union, and Mr. Murray Finley, presi-
dcint_kgf ?Amalgamated Clothing and Textile Workers Union. Mr.

aikin?

STATEMENT OF SOL C. CHAIKIN, PRESIDENT, INTERNATIONAL
LADIES’ GARMENT WORKERS’ UNION, NEW YORK, NY

Mr. CHAIKIN. Thank you very much, Mr. Chairman.

Senator CHAFEE. Mr. Chaikin, you have got quite a lengthy state-
ment here, and we have a host of witnesses. Perhaps you could
summarize this, Mr. Chaikin.

Mr. CHAIKIN. I would draw your attention, Senator, and mem-
bers of the committee, to the statement because I have found in my
travels around the country and my discussions with Members of
the Senate and members of the Executive that there is very little
understanding of the industry, many of whose workers I have the
privilege of representing. And we have gone to some length to ex-
plain the nature of this industry. It is one of the reasons, for exam-
ple, that although we have an extraordinary community of interest
with employers in the textile industry and the workers—union and
nonunion—in the textile industry, why my colleague, Murray
Finley, and I are testifying separately in a separate panel. Because
there are very serious differentiations that must be made while we
talk about the textile and apparel clothing industry. There are
great distinctions betwecn textiles and then the making of appar-
el—the downstream product. Permit me, Senator Chafee, to de-
scribe for a few moments the nature of our industry. To begin with,
we are an industry that consists of well over 20,000 plus individual
entrepreneurs who can fairly be called the epitome of small busi-
ness. As a matter of fact, the competitive status is such that it
could fairly be said that the making of clothing and apparel are
among the last vestiges of a free democratic competitive capitalism.
There are thousands of individual entrepreneurs—no single entre-
preneur controls more than 1 percent of the market.

Senator MoyNIHAN. Mr. Chaikin, look out, you will get in trouble
with the Pope. [Laughter.]

Mr. CHAIKIN. I will be careful. The fact is that the people who
are employed in this industry in the major cities—many of them
are ethnic minorities and blacks, Hispanics, newly arrived Asiatics
into the country as a result of the more generous application of im-
migration quotas. And the small communities through New Eng-
land and Pennsylvania and going South and going out West, they
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have what we call indigenous Americans, and they represent the
communities which have settled there in the recent past and 200
years ago and more. They are employed in small factories, And
when these factories go down, they go down with hardly a whimper
and with very little public notice, unlike steel or unlike automo-
biles or machine tools, which generally employ thousands of work-
ers in any one single institution, and which have a macho image in
the United States. The demise of tens and literally hundreds, and
in recent 1years thousands, of these small factories and small busi-
ness people have hardly received the death notices to which they
were richly entitled.

These industries—textile, apparel, and clothin%‘-used to employ
a short decade or more ago 2.5 million workers. Today they hardly
employ 1,700,000, and those who are employed work much shorter
hours than indeed they would like to work or used to work. The 40-
hour weeks in the textile, apparel, and clothing industries are not
as frequent any more as they used to be. The average unemploy-
ment rate in these industries today is at least double the national
unemployment rate, over and above the short hours which they
have been working. It is a labor intensive industry, and that means
that a very large portion of the selling price—the wholesale selling
price of the product is paid over in direct wages. There were some
questions asked about the posture of the average earnings in this
industry compared to the average earnings across the country and
in relationship to the higher paid workers in auto and steel. Let me
say to you bluntly that the average earnings in the apparel indus-
try—union and nonunion—across the country is under $6 an hour,
with fringe benefits to match, which means that the benefits are
not very generous at all. Now, you compare that with the average
hourly industrial rates in the United States today of slightly over
$9.10 an hour with fringe benefits attached to that kind of earning
o .Qp;t)gggunit . And you compare that with the wages of steel and

auto, which exceed $10, $11, and $12 per hour with the most gener-
ous fringe benefits attached to it. So, you have an idea of the rela-
tionship. No. 1, the workers in the industry are not the fat cats of
American industry and by no stretch of the imagination could it be
claimed that they have priced themselves out of the market.

No. 2. The averaie cost of clothing over the last 10 to 15 years in
the United States has increased half as much as the general CPIL
The industry itself has suffered tremendously because of the ex-
traordinary import penetration of goods made overseas into the
United States market.

Senator MoyNIHAN. Mr. Chaikin, could I just interrupt and ask
you to repeat something I heard, but I don’t think it quite regis-
{,er:d? The difference between wage rates and CPI changes in the
ast period—— ,

Mr. CHAIKIN. The difference between price increases of textile,
apparel, and clothing across the board is about half the rate of in-
crease in price——

Senator MoyNIHAN. Half the CPI?

Mr. CHAIKIN. Half the CPI over a long period—15 years or more.
As a matter of fact, even during years when the import penetration
was quite minimal and something which the industry could handle,
the increase in price of textile, apparel, and clothing has been ap-
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proximately half that of the increases in price or cost of all of the
other items that have made up the price index.

Senator MoYNIHAN. Your union is well-known, as is Mr. Finley's,
for its economic analysis of the industry. What do you attribute
that to? That could be just a huge increase in groductivity. Things
like that have happened. Or is it a lag in wages?

Mr. CHAIKIN. No, it is a lag in wages because of the extraordi-
nary competition that exists within this industry. We are not a
share monopoly. We are not an oligopoly. There are no 3, 4, or 7 or
- 10 producers which dominate the market, and so there has been no
opportunity for the employers in the industry to administer prices
or to set a standard or a price point to which others repair because
of the circumstances in the industry. It is labor-intensive, and you
don’t need much capital to get in, and a couple of bad seasons in
the industry will push you right out. And there is this churning
and extraordinary competition on the part of small businessmen
for a share of the consumer’s dollar. And that has a depressing
effect—a chilling effect on the ability—first of the employers to
command their price in the extraordinarily competitive market-
place and, second, downstream the ability of the workers to negoti-
ate or to command the kind of wages which would give them a
decent living. We characterize ourselves as very often representing
people who could be fairlfecategorized as being among the working
poor across the country. Let me say simply that our employers are
tough and they run lean and mean. The technoloFy in the industry
is simple, and we use the state of the art technology by and large,
as well as the new factories that have been set up overseas in
Taiwan or Red China or Hong Kong, or any of the other suppliers.
The designs, the creativity, the patterns, the size ranges are Ameri-
can made, American conceived, and they are sent overseas so that
the foreign producers use them, and they produce strictly for not
their own consumption but for the American market and the
common market as well for the Western industrialized societies.
So, it isn’t a case, as you might expect, for example, in Japanese
automobiles. The reason Japanese automobiles made a penetration
into the United States is that they made them for the Japanese
market, and they made them for a market that had no access to
energy and paid the world price for oil. They made them small.
They made them well. They made them good. And when they start-
ed to come into the United States at a propitious moment, the
Americans liked them and they bought them. That has never been
the case here—they didn’t produce items of apparel in Hong Kong
for the use of the people in Hong Kong and then have American
consumers see them in Hong Kong or see them in magazines and
order them by the tens of millions of garments. Quite the con-
trary—aﬁpare factories were set uﬁ to provide access to the Ameri-
can market. There are questions that may have been asked about
how come they are bought in the store? Merchandisers put the
stuff on racks and put them up front. They advertise them wide?.
The{ promote the sale of these items. Merchandisers have gone di-
rectly to these countries overseas and set up offices and buying of-
fices, and they buy directly—bypassing in many cases the Ameri-
can manufacturer, whether the American manufacturer is a part
time importer or not. They promote these goods, and they will con-
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tinue to do it because the profit margin in so great on imported
material as against domestic-made products. And I have testified
before subcommittees of the House Ways and Means Committee
and subcommittees of this Senate committee, and have had individ-
ual conversations, and have pointed out time and time and time
again that in a free enterprise system and in an open-market econ-
omy and where the Government does not intervene rationally and
important‘liy, in spite of the MFA, that this process will snowball as
it has. And next year and the year after, the products that come in
from overseas are going to be increased in volume, and concurrent-
ly and concomitantly, employment in the industry will go down
and down and down, and small businessmen ailK are being
washed out with the loss of their meager capital and the loss of op-
portunity to keep their communities alive and vibrant.

Senator MoyNIHAN. If I can interrupt just once more, in your tes-
timony you make the point that with women’s apparel, the market
penetration is now more than half.

Mr. CHAIKIN. That is right. More than half the value of all the
items of ladies and children’s apparel sold over the counter comes
fx;:lm overseas. And that is an import penetration which is unbear-
able.

Senator MoyNIHAN. This would be the first year—1983—that this
has hagpened?

Mr. CHAIKIN. It approached 50 percent in 1983. It is above 50 per-
cent now.

Senator MOYNIHAN. It has now gone past that?

Mr. CHAIKIN. In the first 7 months of this year, the surge of im-
forts of ladies and children’s a;:‘parel has been horrendous. Now, if

may, I would like to just read the last two %ages of the written
testimony. We talk about the MFA. We say that there are many
other needed areas for revision of MFA under U.S. Government
sponsorship. We need to eliminate minimum growth provisions in
view of our relatively static domestic apparel market in recent

ears. And the flexibility provisions should be eliminated. The

nited States maintains in words the right, as an importing
nation, to prevent market disruption, while allowing these provi-
sions to continue in effect. The simple fact is that an importing
nation should know its own market and should know how these
two provisions fly in the face of preventing market disruption.
Such changes in the structure of MFA may give the recent actions
of the administration some significance. Until this happens, howev-
er, these actions will serve primarily as window dressing. Imports
will continue to flood the country, increasing massively from
month to month and from year to year, and more and more jobs
will be lost in our country. You asked, Senator, about the relation-
ship of the high dollar as it concerns imports and/or exports.

Let me say that in the making of apparel, to begin with, the
dollar is linked, for example, to the currency in Taiwan and in
Hong Kon%3 that it makes no difference whether the dollar is weak
or strong. No domestic industry that pays as little as almost $6 an
hour can compete in labor-intensive products with wage rates of 16
cents an hour in the People’s Republic, wage rates of 63 cents an
hour in Taiwan, 57 cents an hour in South Korea. It makes no dif-
ference whether the dollar is twice as strong or three times as




35

strong. Now, on the other hand, in the making of textiles, the
strong dollar is a factor. It is a factor in exports of textiles, which
always took place historically in the United States, but so far as
the export of apparel is concerned, there was little or nothing ever
done in comparison with the strength of the industry or the sum
total of the value of the products of the apparel industry. With
us—a labor-intensive industry—the key to our lack of competi-
tion—competitiveness—which is the new buzzword—is not the
technology. We use the state-of-the-art technology. It is not our
style sense or fashion creativity. It is all ours and not theirs. It is
not anything except the comparative advantage which they have,
which is their abject poverty, and the wage rates are a reflection of
that. And it is impossible under any circumstances in a free and
open market to compete with those products.

Senator DANFORTH. Mr. Chaikin, thank you very much. Mr.
Finley?

[Mr. Chaikin’s prepared statement follows:]
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TESTIMONY OF SOL C. CHAIKIN,
PRESIDENT OF THE INTERNATIONAL LADIES' GARMENT WORKERS' UNION
AREFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE
UNITED STATES SENATE COMMITTEE ON FINANCE

September 18, 1984

Thank you, Mr. Chaitman and members of the Committee, for the
opportunity to address the question of America's apparel industry in the
context of'the trade agreements program. My name is Sol C. Chaikin and I
am President of the 270,000 member International Ladies' Garment Workers'
Union.

The apparel industry is an exemplar of light, labor-intensive
manufacturing., Labor-intensive employment represents 42% of American
manufacturing employment, roughly some 8 million out of 19 million jobs.
Indeed, the nation's single largest industrial employer is the
apparel-textile complex. These two industries are closely related, one
as a supplier to the other. with 1.8 million jobs today (a drop from
roughly 2.5 million in 1974), the textile-apparel complex employs -
approximately 1 out of every 8 American production Workers -- more than
basic steel, auto assembly, and chemical refining combined!

Labor-intensive apparel manufacture is, by and large, conducted on
a small scale, with the average firm employing fewer than S0 workers.
When an apparel factory, employing an average of 50 workers, mainly
women, closes, it attracts little media or government attention. Even if
200 such shops around the nation close ¢t or about one time, affecting

10,000 workers -- as is often the case -- the same lack of attention

©

prevails,
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The small firms which characterize the apparel industry are
generally undercapitalized., While most major corporations are able to
borrow funds below the prime rate, the typical firm involved in
labor-intensive production must seek funds at factored rates which
average far above the prime. FPFurthermore, fully half of all
labor-intensive firms are unable to secure any credit from conventional
sources. Capitalization, however, is not the crucial problem of the
labor-intensive sector., The major ptoSlem is the trade policy pursued by
the U.S. government.

At the height of foreign competition in the auto industry, 27% of
domestic sales went to imports. 1In the case of steel, import penetration
represents about 22% of the donestic market., I do not mean to minimize
the impact of imports on jobs in thése industries. I would, howevgr,
point out that such import levels were surpassed many years ago in most
labor-intensive industries, some of which have been virtually
eliminated. Home electropics is one such example and non-leather shoe
manufacture is rapidly becoming another. in the case of apparel, in 1983
fully 45% of the domestic market had been taken over by imports. In
women's apparel, the penetration rate was more than 50%. In the first
seven months of this year, compared with the same period in 1983, apparel
imports have increased a further 29 percent.

Some critics of American industry as a whole have contended that
growing concentration of ownership has led to management's failure to
invest domestically in state-of-the-art teqhno}?gxags well as to a
decline in the incentive to compete. They ;ssett that lack of

competition has resulted in such management decisions as "planned
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obsolescence,® and, perhaps more important, a general lowering of ihe
quality standards of American products. This is not the case in the
apparel industry.

In the appar&l industry, no single manufacturer represents as much
as 1% of domestic production and there are more than 25,000 firms engaged
in cutthroat competition. Competition and ease of entry characterize the
industry‘to such an extent that Adam Smith, were he alive today, would
use the apparel industry as a classic textbook example, perhaps the only
one remaining, of a truly competitive industry.

Minimal capital requirements provide entrepreneurs here and abroad
with extreme ease of entry into labor-inFensive industries, resulting in
an intensity of competition unprecedented in steel, auto, aerospace and
high tech.

The requisite machinery is low tech, of simple design and
comparatively inexpensive. In labor-intensive industries, a factory can,
quite literally, be set up overnight and no producer can exert any
measure of control over its market; instead effective control is vested
in a comparative handful of retailing conglomerates, which purchase the
overwhelmning share of output,

It is the adroitness of the individual worker, not the
sophistication of machinery, that determines product quality and
productivity. These circumstances characterize such industries worldwide.

In a labor-intensive industry, such as apparel production, wages
are the largest single factor affecting production costs. Indeed, in
labor-intensive industries, wages are among the lowest in domestic
manufacturing. Por example, American garment workers earn an hourly

average of $5.85 (Union and non-Union), plus fringes. This compares with
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an average wage in manufacturing of about $9.10 per hour. 1In auto and
steel, of course, the hourly rate of pay is considerably higher than the
national average. h

Despite an average wage in the lowest QSth percentile of U,S.
manufacturing worker earnings, and the resultant competitive pricing
practices of domestic manufacturers, importers of labor-intensive
products have sought out those parts of the world where wages and living
standards are even lower; where poverty effectively becomes the measure
of "comparative advantage.®

The loss of more than 300,000 jobs in the apparel industry during
the last 10 years is directly and primarily attributable to a surqge of
imports from nations where wages are abysmally low and human rights and
the right of worﬁers to organize are virtually non-existent. 1In the case
of women's apparel, more than 70% of imports originate in four nations:
Hong Xong, with an applicable wage rate of $1.18 per hour; Taiwan at
$0.57; South Korea, $0.63; and the People's Republic o} China, where a
garment worker earns the U.S. equivalent of $0.16 per hour.

In the developing countries, labor-intensive manufacture is made
possible with the use of design, machinery and techniques either copied
from the United States or freely given by U,S. importers. Marketing
networks are readily provided by the major retailers, who increasingly
have become direct importers. The "comparative advantage®" provided by
the developing nations is the great disparity in living standards between
America and the nations which provide the bulk of labor-intensive
products,

Por this reason, jobless apparel workers in this country will not

be reemployed as a result of "soft" loans, technological changes in
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manufacture or "shaking out® the industry., The only way American garment
workers could become more "competitive" with overseas producers is if
their wages were pushed below $2.00 an hour.

Parenthetically, it is no coincidence that American sweatshops have
resurfaced in the American apparel industry at this time. Apparently,
some unscrupulous domestic manufacturers seek to become more
"competitive® with imports by hiring undocumented workers to work in
garment shops for wages of $1 to $2 an hour. The reopening of this sad
chapter in America‘'s industrial history is primarily the result of
increasing imports., These workers come to the Uﬁited States to attain
reasonably better living standards. But many of them find that the wages
>§nd working conditions of their homelands have been transplanted to the.
United States via the peculiarities of the immigration laws and the
intense competition spawned by massive import penetration in the

labor-intensive industries.

"T;;;ty tells us that our consumers should benefit because low-wage
labor is reflected in retail prices. This is not the case in apparel.
.Invariably, imported goods retajil for the same price as domestically
produced items of precisely the same design and style.

How then have imports of labor-intensive goods captured excessive
shares of their respective domestic markets? Clearly, imports are
adVantageous to the importing retail chains which mark up imports to
bring the retail price to the same level as domestically produced
apparel, providing bloated profit margins. Imported apparel, therefore,
takes center stage in displays and advertising, as well as on the

clothing racks.
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Since 1956, imports of apparel have cost the nation more than
750,000 job opportunities and a consequent loss of many tens of billions
of dollars in Pederal revenue. To these losses must be added additional
losses to state and local governments from forgone payroll taxes and lost
property taxes which attend plant shutdowns. All these losses in
governmental income must ultimately be borne by the taxpayer, who is also
a consumer. In an era of alarming federal deficits, conserving every
productive, tax revenue-producing, private-sector job would seem not only
prudent but essential.

Sincere concern has been voiced about the effect of reduction of
imports from the Less Develoved Nations (LDC's) on efforts to eradicate
Third World poverty, Our national experience with the Marshall Plan and
with our policy toward Japan in the immediate post-World War Two period
demontrated the potential of trade as an instrument in promoting human
rights and in raising living standards.

But such benefits have not attended America's policy of permitting
what is rapidly becoming unrestricted imports from the Third World.
American trade policy toward post-War Japan, for example, was only one
component of a comprehensive plan that included the establishment of
institutions necessary to the existence of a participative democracy,
1601uding the establishment of an independent labor movement. Such
measures have been noticeably absent from our economic policies toward
the developing nations,

Despite greatly expanded exports to the United States and other
developed nations, a special report to the Secretary of the UNCTAD

entitled, "Trade ana Development in the EBighties," noted that income
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distribution in the Third World has become less equal and that the
poorest 10-20% are actually worse off than they were twenty-five years
ago.

In the developiné nations, ruled by autocrats, it is easy to keep
wages artificially low. In the developing nations, ruled by dictators of
the poi!tical Left or Right,\it is easy to keep the workforce in line.
Among the incentives for such repressive measures is the certain
knowledge that there are other developing nations eager to host foreign
investment where the living standards are-even lower. The outcome of
this competition among developind nations to pfovide conditions most
attractive to importefs, corporate investors and lending inst{tutlons has
been in stark contrast to our nation's original goal of fostering the
emergence of stable, prosperous demoeiac@es worldwide.

In addition to keepl#g living standards artificially low, the
emphasis on expott-léh Third World developm;nt in U.S. trade policy
diverts development rgsou}ces from the basic needs of the broad mass of
Third World pqpulations. Consider the frony of Communist China's
decision to raticn cotton cloth to its own people to permit ever higher
levels of apparel exports to the United States; or the case of the
~ Brazilian government, which ordered‘millions of acres of cropland shifted
to the production of sugar cane which would ihen be converted to a
gasoline substitute for the privileged few who own cars.

+The distortions which occur when poverty becomes the measure of
"comparative advantage" are amply demonstrated by the four major
apparel-exporting nations. Pour Asian regimes, as I have said, control

more than 708 of the American market for imported apparel. Three of

them, Korea, Hong Kong, and Taiwan, are demonstrably Newly Industrialized
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Countries. They are capable, according to conventional wisdom, of
sustaining economic growth without excessive depgndehce on
labor-intensive exports., They are producers of steel, auto and high
éech. The remaining 30% of the domestic apparel market is spread thinly
among 142 other nations. This lopsided relationship serves to undermine
much of whatever positive foreign policy benefits should flow from the‘
sharing of our domestic market.

If sharing such extremely large portions of the domestic American
market does not help either Third World workers, their American
counterparts or the American consumer, who benefits? I reiterate, the
evidence points to the retailing éonqlomerates in this country, t? the
banks and to the elites of the Third World.

A rational trade policy is crucial if we are to maintain what
remains of labor-intensive industries and the jobs they offer to our own
underprivileged. A policy based on the expendability of labor-intensive
manufacturing, one that views some industries as "sunset” industries that
should pass out of the picture and give way to high tech industries, is
clearly unacceptable. Such a cavalier attitude ignores the human lives
that lie behind employment and income statistics. Workers in
labor~intensive industries are overwhelmingly women, with
disproportionately large numbers of minorities and recent immigrants.
These workers, many of whom are additionally burdened by poor education,
and the inability to speak English fluently, have few other job options.
with few skills beyond manual'dexterity, they find a tough living in
iabor-intensive industry.

. while wages in labor-intensive industries may be low in comparison

to steel, auto, aerospace, rubber or refining, they are, nonetheless,
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higher than in comparable jobs in the service sector, which tend to
gravitate around the mininum wage. Are we truly prepared to have our
nation become one in which low paid workers will not he able buy back
what is produced by capital-intensive and high tech industries? Aré we
prepared to-see an America with ever-lower living standards?

The effects of joblessness among our well-paid workers, as well as
the downgrading of higher paid workers, will translate into gr;atly
diminished purchasing power. This should be a matter of deep concern in
an economy whose growth and prosperity is fueled by consume; purchases.

Nor can we depend on the panacea of "high tech.” While several
high-tech industries now post impressive percentage gains in employment,
during the remainder of the 1980's they wll} play a comparatively wninor
tole in new job creation in absolute terms. | ‘

Using a reasonably broad definition of high-tech industry,
including such sectors as electronics, petrochemicals, drugs, engines and
turbines and aircraft production, high-technology accounted for 6.2% of
average total wage and salary employment in 1982, By 1595, according to
the most recent forecast by the United States Bureau of Labor Statistics,
high-tech's share of employment will be only 6.6%, These industries will
account for less than 8% of newly created jobs during the next decades
Furthermore, a substantial percentage of jobs created by pigh-tech firms
are really low-skilled jobs providing less renumeration than work in
basic industries. '

The greatest number of new jobs are expected to be fn such
occupations as janitors and sextons, nurses aides and orderlies, sales
clerks, cashiers, waiters and waitresses. America's demand for fast-food

workers will far outstrip demand for computer operators., Only one
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high-tech occupation -- electrical and electronic technicians -- is
projected to be among the top 20 job-producing sectors in coming years,
and it ranks nineteenth, -

Moreover, the low-paid, unskilled or semi-skilled jobs in high-tech
are subject to the same external factors which have undercut employment
in basic industries. Atari's decision to relocate 1700 jobs to Asia
parallels similar decisions in autos, steel, refining, plastics and
apparel. Nor is Atari an isolatcd case. Tandon Corporation, a sizeable
supplier of computer components to IBM, with 1983 sales in excess of
$300,000,000, moved all of its production to India and the Far East;
Advanced Micro Devices recently announced the erection of a plant to
employ 3500 workers in Thajland. Many more high-tech firms, in pursuit
of the lowest possible wage levels, have expanded operations in the Thifd
World in lieu of new domestic investment.

While the textile-apparel complex is sometimes referted to as "the
most protected segment of the U.S. economy,” massive and accelerating
levels of import penetration demonstrate that existing measures are
wholly inadequate.

Textile and apparel imports in 1984 will almost certainly be 1.4
billion square yards more than in 1983, According to industry Eiqures,
this increase in imports is the equivalent of 140,000 American jobs.

This is the effect, however, in only one year. Cumulatively, apparel and
textile imports have cost our nation rnore than 750,000 job opportunities.

In a 1980 letter to Senator Thurmond, President Reagan said that he
would relate import growth from all sources to domestic market growth.

In 1983, the rate of increase in apparel imports reached staggering
levels. Apparel imports of all clothing (men, boys, women's, children's,

et cetera) were up 14,3% over the prior year and imports of women's and

41-003 0 - 85 - 4
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children's apparel alone, the industry in which members of my Union work,
were 20.4% higher than in 1982. 1In 1983, domestic consumption of apparel
and textile products grew at a far smaller rate and, over the long run,
the domestic market is projected to grow at a rate of no more than one
and one half to two percent each year.

The rate of quota growth of textile and apparel imports from the
Peopie's Republic of China alone will exceed 10% per annum during the
term of our most t;cently concluded bilateral agreement. This compares
with less than one percent average quota growth for Hong Kong, Korea and
Tajwan, which export to the United States about 60% of the total of all
imports of textiles and apparel,

A ratjonal system of fair trade is the first step in a policy which
will conserve the jobs provided by labor-intensive manufacture, Central
to such a policy would be negotiated import quotas, which would provide
for global ‘allocation of shares of the American market.

In the view of the ILGWU, reserving up to 25% of domestic
consumption of labor-intensive apparel products for the output of all
low-wage nations is more than an equitable amount. It assures the
consumer of “freedom of choice" and permits domestic producers needed
"breathing space”.

Imports based on global quotas should be licensed by the U.S.
Government as permitted in the Trade Act of 1979 as a means of insuring
better control and in order to limit fraud, transshipment and
counterfeiting., Amendment of Section 204 of the Agricultural Adjustment
Act of 1956 to provide increased authority for unilateral controls of
textile and apparel imports would also be helpful as a component of a

more far-reaching trade policy.
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Giobal allocation would also permit more of America's market to be
- gshared by developing, rather than newly industrialized, nations.
Moreover, developing countries would know the size of their U.S. market
in advance and be able to plan accordingly. This would also prevent the
disruptions which flow from the rapid shift of a developing nation's
market share to countries where living standards are even lower,

Such a po}icy yust also be maintained in force for as long as
necessary. In a global economy where capital, designs, technology and
*know-how" flow insggntly around the world, American garment
manufacturers will never be able to "compete® with low-wage overseas
production., It is illogical, then, to consider limiting apparel trade to
a reasonable share of the U.,S. market as a temporary measure.

Only when developing nations have achieved a higher standard of
living, and poverty is not their main attraction to American business,
will the American apparel industry be able "to stand on its feet®. Until
then,'quotas for apparel imports, as a key component of a rational system
of fair trade, are the only effective and fair way to head off impending
disaster for the apparel industry and its workforce, as well as for the
American liviang standard.

I would like to address several aspects of the United States trade
agreements program, specifically regarding the Multi-Fiber Agreement
(MPA). The accelerating losS of market shares by domestic textile and
apparel manufacturers has occurred despite the Multifiber Arrangement and
the 28 bflateral agreements we have negotiated with major suppliers under
MPA. .

Further, the President's measures of December 16, 1983 cannot be

fort to decrease the rate qg increase in imports,

P

taken as a serious ef
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nor can the new rules of origin accomplish that goal. Basic changes in
the import program are needed if the President's earlier commitments to
Senator Thurmond and other national political leaders are to be met.

We believe that the MPA requires some important revisions in order
to fulfill the purposes for which it and its predecessors were created.
And we believe that the U.S. government should take the initiative in
effecting these changes. I will concentrate on what I consider to be the
most important of these changes, although my proposals are far from being
exhaustive.

Perhaps the most important of all would be a recognition -- both by
MPA and our government -- of the right of all nations to protect their
own working people and industrial structures. This should be an
elementary premise. However, the fact is that our government does not do
so, at least with respect to the apparel and textile industries. We have
allowed imports to grow at astronomical rates from year to year, although
every other country continues to seek to protect its own people.
Certainly, in an industry such as ours, reciprocity in trade is not the
answer. Perhaps "reciprocity®” in recognizing the needs of a nation's
working people should be the basis of such a program in this industry.

Another critical revision needed in MPA is insuring that all fibers
-- natural, synthetic and blends -- be covered, not merely cotton, wool
and man-made fibre products. The exclusion of linen, ramie and silk from
controls is a loophole which permits exporters and importers to
circumvent established quotas.

We should, once and for all, recognize that if the MFA, among other
purposes, is supposed to assist underdeveloped countries to develop, some

of these countries may eventually become ®industrial nations.* This is
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already certainly the case with Taiwan, South Korea and Hong Kgng. all of
which have long ceased to be ®"developing nations.”™ As NICs -- newly
industrialized countries -- manufacturing autos, steel, ships and high
tech, not merely the éroducts of labor-intensive industries, they ar€® o
longer in need of MFA protection for their apparel and textile exports.

There are many other needed areas for revisicn of MPA under U.S.
government sponsorship. We need to eliminate minimum growth provisions,
in view of our relatively static domestic apparel market in recént
years. Flexibility provisions should also be eliminated.

The United States maintains in words the right, as an importing
nation, to prevent market disruption, while allowing these provisions to
continue in effect. The simple fact is that an importing nation should
know its own market and should know how these two provisions fly in the
face of preventing matket‘aiStuption.

Such changes in the structure of MPA may give the recent actions of
the Administtatgbﬁ some significance. Until this happens, however, these
actions will serve primarily as window dressing. Imports will continue
to flood the country, increasing massively from month to month and year
to year, and more and more jobs will be lost in our country. To suggest,
as some key Administration figures have, that we are the most protected
industry in the country, is farcical.

It is also no great secret that serious discussions are going on in
high government and some business circles to find a way to circumvent
effecttvel§ thé p?ovisions of Item 807. We continue to maintain, as we
have for many years, that Item 807 should be repealed to save jobs in our

own country.
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The effort to revise Item 807 and increase Caribbean and Central
American imports, is moving ahead at a rapid rate. If what we have heard
is accurate -- and I think it is or I would not be repeating it here -~
the plan is to increase imports from the Caribbean and Central American
countries by executive action, bypassing Item 807,

American apparel marketers, including some domestic apparel as well
as textilg manufacturers , would be encourages to move apparel production
to countries without quotas, those with unfilled quotas or to raise
quotas where they exist. There is even serious talk in some government
and marketing circles, including people on some very high levels, to
count five items of apparel as one item for quota purpos;s. Such a
program would offer importers lower labor costs and higher profits, as is
the case with imports from Asia., The quid-pro-quo is that importers and
marketers would lend their support to the Administration's CBI policy.
The damage to domestjic employment and to the many thousands of small
apparel manufacturers would be overwhelming. . ‘

The extent to which this seriously consjdered ptogram will harm
employment and manufacture in this country is underlined by the fact that
it does not provide taking away some of the Asian quotas, including those
of NICs, whose import role I have already mentioned. Over and above the
current import-to-consumption ration of more than 50 percent would be
added another 30 percent or more of imports from the Caribbean and
Central America.

As I conclude my tremarks today, I urge this Committee to
investigate this possible turn of events as a matter of the highest
priority -- before the program becomes a reality, and drives yet another

nail in the coffin pf domestic American apparel manufacture,
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STATEMENT OF MURRAY H. FINLEY, PRESIDENT, AMALGAMAT-
ED CLOTHING AND TEXTILE WORKERS UNION, AFL-CIO,
WASHINGTON, DC

Mr. FinLEY. Thank you, Mr. Chairman. I am Murray Finley, the
president of the Amalgamated Clothing & Textile Workers Union.
I hope to have reasonably equal time on this one.

Before I go into my own summary, of my submitted testimony,
Jjust in answer to some of the questions. The Bureau of Labor Sta-
tistics—figures—for the year 1983—all manufacturing—the aver-

e hour earnings of production and nonsupervisory workers was
$8.83. It was $5.37 in apparel, and $6.18 in textile, to give you the
exact figures for the year 1983. And then, with reference to the
dollar, about 20 percent of the increase in apparel is due to the
dollar. This is primarily from Europe—the Common Market. The
other 80 percent that has come in, Senator, is not due to the dollar.
It is due to the surge because of the administration of the multi-
fiber arrangement—to put the record straight. Now, I subscribe to
what has been said by the other ple who have lixfoken, but I
want to get to the point that you alluded to, Senator Moynihan—in
1962, the long-term cotton textile agreement. And I subscribe that,
as you look at the textile apparel industry around the world, it is
the major. manufacturing industry. It probably employs more
people around the world than any other industry and therefore has
dramatic impacts everywhere you go—the United States, the
Common Market, Central America, the Far East—you name it. The
textile apparel becomes a major and important thing because of
the numbers of people and the nature of who they are. And I sub-
scribe that because we have had internationally managed trade in
this industry, we have had less disruption and less problems than
we would have if we had gone under the so-called unregulated
trade. Since 1974, we have had the multifiber arrangement, and let
.us look what has happened outside of the last 4 years—and I agree
completely with your analysis of the letter of 1980 and the broken
promises—absolutely right. Since 1974, to give you the exact fig-
ures, in terms of the cost of living, the Consumer Price Index for
apparel rose to the compound annual rate of just 8.2 percent. Since
1974 to 1983, compared to 8.1 percent for the overall Consumer
Price Index.

So, the consumer has béen the beneficiary. The consumer has not
been hurt. The domestic industry has had a stability until the last
few years where they were willing—particularly in the textile in-
dustry—to invest heavily in plants and equipment so the average
increase in productivity has been double the American manufac-.
turing groductivity. And I will say this—that we are now doing the
same thing in apparel. We are going beyond the state of the art.
We are—my union—as you will see it in my testimony and as you
have seen it in the Wall Street Journal and the Washington Post—
join with the industry, both apparel and textile, in investing our
money with some Government help where we are now developing
robotization in the manufacturing of apparel. N

It is doable and doable, but we are fighting $60 billion of Japa-
nese, $24 million from the Common Market that are spending the
same thing. Now, what has happened around the world? In the de-
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veloping countries, as you can see, they have increased the number
of workers by millions in terms of textile and apparel. So, the MFA
as a broad internationally managed trade has been a workable pro-
gram. The problem we now have is that in the last 4 years the ad-
ministration of the MFA has been totally inadequate. The flexibil-
ity requirements, the renegotiation of the bilaterals with Hong
Kong, Taiwan, Korea, and China have been almost disgraceful rela-
tive to the renegotiation that was done by the Common Market. If
we do not readminister the MFA adequately—if you look at the
growth in the month of July alone, imports grew at the rate of 62
percent—41 percent for the first 7 months as you heard, 25 percent
last year—at a time I point out when the unemployment figures in
this industry are almost double the national unemployment fig-
ures. For the month of August of this year, unemployment rate in
textile is 10.2 percent, up from 9.5 percent in 1983. In apparel, in
the month of August, it was 12.5 percent, up from 12.1 percent in
1983, against the overall unemployment of 7.5 percent. So, you
have a 62-percent surge in imports at the same time as you have
an increase in domestic unemployment which gives you graphically
that the domestic is going down as imports are surging. And this is
because the administration has administered the MFA totally inad-
equately. My thesis is that the MFA is a sound principle, that
internationally managed trade is the answer if properly done for
an industry such as textile apparel which is worldwide, which has
tremendous effect. It permits growth—if it is administered proper-
ly—orderly growth. It prevents terrible dislocations with all the
‘costs of jobs and all the things that come with high unemployment,
but as is now administered, it has gone totally almost as an inter-
national agreement, not only without force but almost gives a lease -
~ to slug this market.

I submit that if we go back to the principles of the long-term
cotton textile, Senator, if we go back to the basic principles of the
MFA which provides for orderly growth, if we have a proper ad-
ministration of this, we can have a continuing healthy industry in
the United States with plants and equipment investment growing.
We can maintain almost 1.6 million jobs in the United States, and
yet we can let the Third World also share in the growth and bene-
fits so those people can live as well.

Senator DANFORTH. Gentlemen, thank you very much.

[Mr. Finley’s prepared statement follows:]
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TESTIMONY OF MURRAY H. FINLEY, PRESIDENT
AMALGAMATED CLOTHING AND TEXTILE WERS UNION, AFL~CIO

Before the Subcamittee on International Trade
Camittee on Pinance
United States Senate

September 18, 1984
Hearing On THE STATE OF THE U.S. TEXTILE INDUSTRY
SUMMARY

The approach to the problems of international trade, as exists today in
the U.S. textile and apparel industry, stands as a model for other
industries with similar problems. There are three essential elements
involved.

First, trade in textiles and apparel is managed by the Multifiber
Arrangement or MFA. Despite serious shortcomings in the implementation and
enforcement of the MFA, I believe internationally managed trade is the
right way to address serious industry or sectoral trade problems of inter-
national consequence, Import restraints provide some assurance of mana-
geable growth in imports and import penetration.

Second, with internationally managed trade moderating import impact, a
coordinated program of modernization and technological advancement, such as
exists in the men's and boys' tailored clothing industry, is vital for any
American industry if it is to remain viable within the world trading system.

Third, the cooperation of management and labor, in achieving both a
workable restraint system and a modernization program, is a prerequisite to
an economically strong industry.

It is my belief that this three-prong policy approach -- restraints on
imports, a modernization program, and management/labor cooperation --
offers the best possibility for satisfactory long-term resolution of the
ngt important trade difficulties facing American firms and their workers
today.

Yet, quite clearly, the MFA is not working as it should.

e Steps should be taken to strengthen the MFA while still allowing
orderly growth in textile trade.

e Stricter enforcement of established quotas to prevent circumvention
is absolutely necessary. The proposed ocountry-of-origin rules, at
least initially, will help in that regard.

e Circumvention of quotas through customs fraud -- mislabeling of
country-of-origin or of fiber content, and under-invoicing —— must
continue to be policed. The U.S, Qustoms Service "Operation
Tripwire" is a step in the right direction.

e Actions against surging imports must be immediate and decisive.
As a model for internationally managed trade, there is a major stake in

making the MFA a more effective solution to international trade problems in
textiles and apparel.
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TESTIMONY OF MURRAY H. FINLEY, PRESIDENT
AMALGAMATED CLOTHING AND TEXTILE WORKERS UNION, AFL-CIO

Before the Subcommittee on International Trade
Committee on Finance
United States Senate
September 18, 1984
Hearing On

THE STATE OF THE U.S. TEXTILE INDUSTRY

I. Introduction

My name is Murray Finley, and I am President of the
Amalgamated Clothing and Textile Workers Union, AFL-CIO,
which has a membership of approximately 360,000 workers who
produce various items of men's and boys' clothing and tex-
tile mill products,

The U.S., textile and apparel industry has attached to it

“many labels. Some call it a "sunset® industry. It is
called "labor-intensive" and “import-sensitivé.‘ One word
rarely associated with the industry is "pioneer." Yet, I
would suggest that this industry is appropriately labeled a
pioneer,

The approach to the problems of international trade, as
eﬁists today in the U.S. textile and apparel industry,
stands, in my judgement, as a model for other industries
with similar problems. There are three essential elements
involved. FPirst, trade in textiles and apparel is managed
by the Multifiber Arrangement or MFA. DNespite serious
shortcomings in the implementation. and enforcement of the
MFA, I believe internationally managed trade is the right

way to address serious industry or sectoral trade problems
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of inter;ational consequence. Import restraints provide
some assurance of manageable growth in imports and import
penetration. Second, with internationally managed trade
moderating import impact, a coordinated program of moder-
nization and technological advancement, such as exists in
the men's and boys' tailored clothing industry, is vital for
any American industry if it is to remain viable within the
world trading system. Third, the cooperation of management
and labor, in achieving both a workable restraint system and
a modernization program, is a prerequisite to an economi-
cally strong industry.

It is my belief that this -three-prong policy approach --
restraints on imports, a modernization program, and
management/labor cooperation -- offers the best possibility
for satisfactory long-term resolution of the most important
trade difficulties facing American firms and their workers
today. ' »

While many policy-makers, academicians, and business
leaders may balk at the word "managed trade®, I would note
that a large portion of international trade is already
"managed.” It is managed directly in government-to-
government trade, in trade controlled by multinational cor-
porations, and in countertrade arrangements. It is managed
indirectly through nationalistic economic policies such as
government export and other subsidies, most of which place
the United States at a disadvantage.

Still, the textile and apparel industry is a pioneer.
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The Multifiber Arrangementiis the only officially-sanctioned
international system of managed trade in manufactures in

the world today. Ep;vthis_reason, experience under the MFA
is useful in examining the ‘opportunities and challenges of

internationally managed trade.

II. Restraints on Imports: "Controlled import Growth"

The first elemént of a satisfactory solution to severe
international trade problems is import restraints., The MPFA
has generally not been viewed by the U.S. Government as an
instrument to reduce or maintain existing levels of textile
and apparel imports and import penetration, Rather, the
MFPA's stated aih is to promote the orderly growth of textile
trade among countries, albeit on a sound, nondestructive
basis.

while the MFA is a model for an internationally managed
trade solution to problems of international trade, in prac-
tice the MFA is far from perfect.

Almost without exception, overall increases in import
penetration, market disruption, and job losses have con-
tinued since 1974 when the MFA went into effect. This is
because the MFA is not a self-effectuating type of arrange-
ment. Rather the effectiveness of the MFA depends almost
entirely on how the United States and other governments
implement their rights and obligations under.the MPA, par-
ticularly under bilateral agreements,

Currently, the 28 U.S. bjlateral textile/apparel

agreements in force today vary widely in the degree to which
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they actually inhibit growth in American imports from indi-
vidual countries, and rest;ain individual products., 1In
general, only a limited number of highly sensitive products
are subject to specific restraints that effectively 1limit
the level of exports to the United States,

Bilateral agreements provide for consultations if
imports in uncontrolled product categories begin to threaten
or cause disruption in the U.S. market. However, in nearly
all cases these consultations take place only after actual
import surges occur. Moreover, in 1983, one-third of all
textile and appgrel imports into the U.S, market came from
countries with which the United States does not even have a
bilateral agreement. In the first half of 1984, only 56
percent of total textile/apparel imports subject to the MFA
were controlled,

Finally, the technical provisions of the MFA and the
bilateral agreements grant a tremendous amount of flexibi-
lity to exporting countries which create extensive oppor-
tunity for them to increase their exports to the United
States. Thus, it is hardly surprising that the system of
bilateral agreements spawned by the MFA has only constrained
trade moderately.

In 1983, total U.S. imports of textiles and apparel grew
by 25 percent over the 1982 levels, Through the first seven
months of 1984, imports surged a further 44 percent over
the corresponding period of 1983, 1In the month of July

1984, imports were a whopping 62 percent above levels one
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year earlier, These dramaticyimport increases, by them-
selves, speak volumes about the true restrictive impact of
the MFA as it relates to the United-sta;es. Clearly, much
needs to be done to make the MFA a more effective system,
These increases in imports have resulted in substantial
employment declines in the industry. Employment in textile
mill products fell by 155,000 jobs between 1978 and 1983
(from 899,000 workers to 744,000 workers), while employment
in apparel and related products fell by 168,000 jobs over
the same period {from 1:33 million workers to 1.16 million
workers). The combined job loss was 323,000, Further, the
1984 unemployment rate in this industry is both higher than
the national average and even higher than the , -
textile/apparel unemployment rate last year. The August
1984 unemployment rate in textiles was 10.2 percent (up from
9.5 percent in August 1983) and in apparel it was 12.5 per-
cent (up from 12.1 percent in August 1983), The overall
civilian jobless rate was 7.5 percent in August 1984 (down
from 9,8 percent in August 1983)., Thus, the unemployment
rate in apparel last month was fully 5 percentage points
higher, and the unemployment rate in textiles almost 3 per-
centage points higher, than the overall unemployment rate,
Until recently, the MFA has normally provided since 1974
a degree of predictability and certainty to the domestic
market and to the domestic industry that would otherwise

have been absent.
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This relative stability has without a doubt encouraged
investment and adjustments, thereby strengthening the most
competitive features of the industry. Because of rising
imports and increased productivity, the number of domestic
workers and firms is declining, indeed many more than we
believe is warranted. Certain products are now made in this
country in sharply‘reduced quantities., Others have
prospered on new product development, improved production
process technology, and productivity improvements., While,
on the one hand, imports have been allowed to grow adversely
affecting domestic production and employment, on the other
hand, the MFA has prevented even more serious dislocation
for hundreds of thousands of American workers, thousands of
firms, and hundreds of local communities, Such extended
dislocations would be highly disruptive, causing enormous
economic and social costs,

Importantly, the MFA and import restrictions have not
been accomplished at the expense of increases in consumer
prices, 1Increases in consumer prices for apparel have been
modest relative to price increases of other commodities,
Between 1974, when the MFA went into effect, and 1983, the
CPI for apparel rose at a compound annual rate of just 3.2
percent, compared to 8,1 percent for the overall CPI,.

The very size and scope of the MFA reflect many years of
painstaking negotiations on a massive scale, channeling a
wide range of conflicting economic interests into a workable

although imperfect solution, 1International textile and
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appérel trade has grown greatly under the MFA and many deve-
loping countries have successfully expanded their
industries. Third World countries have certainly prospered
unaer the MFA. There are millions of workers in the deval-
oping countries -- and the number is growing -- who have
prospered in the production of textiles and apparel for
export to the U,S. market, They have been the true benefi-
ciaries of the MFA,

At the same time, the mature economies have experienced
a much more stable and predictable competitive environment
than they would have otherwise. As a result, the MFA
remains in effect because the chief alternatives -~ chaotic
free trade or unilateral controls -- are unacceptable.

The MFA as a model for internationally managed trade
illustrates the advantages of internationally managed trade
over the current international trading system, particularly
in major areas of ongoing trade disputes.

e Internationally managed trade does not} nor is it
designed to, prevent long-term structural adjust-
ment In response to competitive conditions in the
world economy. Internationally managed trade should
be, and In the case of the MFA has been, structured
to assure continued but less disruptive growth in

trade, if clearly justified by international com-
petition,

e Internationally managed trade can provide perhaps the
only equitable means of allocating the negative
structural adjustment that results from increasing
international trade more fairly among those
countries that are less competitive. Political
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feasibility dictates that this burden be shared
within an internationally negotiated framework, as
opposed to the haphazard operation of market forces
and unilateral political intervention. Such a pro-
cess would facilitate unpleasant decisions and
moderate international competitive pressure, giving
countries sufficient time to adjust and giving indi-
vidual industries that stand to lose at the hand of
free trade a more stable environment in which to plan
their best investment strategies.

e Under internationally managed trade, pressure can be
brought to bear in a multilateral context on
countries to prevent an unrealistic or overly ambi-
tious investment in product areas already suffering
from excess worldwide capacity. Frequently, deve-
loping industries are located in countries that
already severely restrict foreign competition in
their own markets, thus distorting local investment
decisions. Moreover, certain countries, both deve-
loping and developed, target particular industries
for development either for noneconomic considerations
or to encourage selected goals, such as employment or
market share, at the expense of other economic goals,
such as wages or profits. Under a system of inter-
nationally managed trade, there would be greater
transparency of noneconomically based investment
which could prevent actions that would unnecessarily
worsen a trade problem.

e An internationally managed trade program could
potentially inhibit unfair trade practices such as
subsidizing and dumping. Since growth In imports
and import market share would moderate, the incen-
tives for exporting countries to engage in these
unfair economic practices might be reduced.
Internationally managed trade would also provide a
means to respond to the manipulated pricing practices
of industries in centrally planned economies, which
the international trade community has not yet
addressed adequately,

e Internationally managed trade is the only system
whereby alternative social, economic and political
ggals can be integrated with market processes. Under
the MFA, truly poor nations, such as Indonesia, India
and Haiti, get an opportunity to export to assist
their economic development which they would otherwise
never have. Hong Kong, Korea, Taiwan and China would
certainly oligopolize the U.S. textile and apparel
market under a totally unrestrained system.

41-003 0 - 85 - 5
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II1I. Efforts to Compete: A Modernization Program

Hand-in-hand with internationally managed trade must go
a coordinated program of modernization. Labor is willing to
do its part to work constructively to protect our industrial
base by making it more competitive. The continuous moder-
nization of American industry is, of course, basic £o main-
taining America's competitiveness in international trade.
U.S. labor is not blind to the need for technological advan-
ces to assist in bringing down costs and improving our com-
petitiveness. 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, with its roots so deep in the history and
traditions of the men's tailored clothing industry, is acti-
vely pursuing vhe goal of technological advancement. The
men's tailored clothing industry represents an outstanding
example of labor and management working together to reduce
costs and thereby improve its competitive position. The
Tailored Clothing Technology Corporation, or 'rc2 as it is
commonly known, was created through funding by our uUnion,
individual companies, and the U.S. Government. The union
and several participating companies are each investing
substantial sums each year in this program. Supported by

these funds together with grants from the U.S. Department of
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Commerce, the Taillored Clothing Technology Corporation is
conducting extensive research into reducing production
costs,

In this effort, the Tailored Ciothing Technology
Corporation is looking at ways of transforming the method of
manufacturing garments by looking outside the traditional
methods. For instance, 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. Therefore, the Tailored
Clothing Technology Corporation is addressing itself to the
* reduction in handling requirements and thus hopefully
resulting in an appreciable reduction in overall labor
costs, There have been real break-throughs here. We have
developed robotization 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 with the same objec-
tives as ours,

Our Union will have the responsibility with management's
cooperation for dealing with the robot-related problems of
compensgiion for workers who may be displaced or placing
them in other jobs. 1In this way and others, we expect to
make this industry more competitive and viable, and thus

help build a stronger domestic economy.,
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other industries faced with severe import problems simi-
larly have a major stake in increasing their competitive
stature. An effort to modernize is crucial, but is most
likely to achieve optimum results only when practiced in the

context of an internationally managed trade environment.

IV. Management/Labor Cooperation

The effort.to modernize the men's tailored clothing
industry is a good example of what can be accomplished when
management and labor cooperate. That kind of cooperat, pn
needs to be f&stered in all basic industries.

I1f management believes that corporate goals can be '‘met
only by winning out over labor interests, it is a mistdke.
Much more can be accomplished by management and lébor
working together. |

Labor is not opposed to companies making a profit.
Companies that are not profitable cannot expand, or even
mai&fain indefinitely, job opportunities, They cannot
invest in new plant and machinery.

For good reasons, labor is opposed to the failure of
management in too many industries to use its profits to
invest in more productive technology. The case of U.S.
Steel buying Marathon 0il instead of reinvesting in the
modernization of its facilities is probably the outstanding

case in point. Labor is also opposed to management policies
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that place the entire burden for the adjustment to tech-
nological changes solely on the shoulders of workers and
their union.

By and large, the textile and apparel industry has a
history of management and labor working together to solve
the problems posed by imports, We are both striving for
maximizing output, we both see the critical importance of
being competitive in our own market, and hopefully even in
markets abroad. We both understand the vital importance of
preserving America‘'s industrial base.

Neithgr management nor labor can accept policies which
prevent necessary adjustments to occur as our technological
development proceeds, We do not believe that any sector in
the American economy or any group of firms and workers
should pay the total costg f;r the presently inept trade
policies of the United States. 1In short, we understand the
importance of improving the competitiveness of American
industry.

In all of this, labor acknowledges its responsibility.
Management must share its responsibility. And above all
government policies must also share considerable respon-

sibility with labor and manégement.

V. Where Do We Go From Here?

There can be no doubt that a more effective import
restraint program is needed in textiles and apparel. Forty-

four percent import growth in the first seven months of 1984
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cannot be ignored, nor can it be accepted. We want the MFA
to work, and it simply is not working as it should.

The effectiveness of the MFA is directly related to the
will of those who administer the program. The U.S.
Government's will for an effective MFA must be
strengthened.

The rules governing country of origin which were pro-
posed by the Administration are, indeed, a step in the right
direction, 1Illegitimate practices to circumvent quota
restrictions should not go unnoticed nor unaddressed. Yet,
realistically, these country-of-origin rules do not offer
a long~-term solution to the import problems faced by the
domestic textile/apparel industry.

Two results can be expected in the long run from the new
country—ofjorigln rules,

® Those countries which currently perform the initial
manufacturing operations will take over the entire
production process. For example, currently China may
manufacture an item and send it elsewhere where a
minor part of production occurs, the finished garment
being considered a product not of China, but of the
country where only minor manufacture took place. The
proposed rules of origin change this, But, in the
long term, China will complete all steps of the manu-~
facturing process in China, so long as enough quota
exists,

e Alternatively, those countries which currently per-
form the minor part of production will take over the
entire production process. Here, some of the lesser
developed countries, such as Mauritius or the Maldive
Islands, currently the base for satellite operations,

will in the long term be able to manufacture the gar-
ments in their entirety.
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Either way, the proposed changes in the rules of origin
will only have a short-term effect on imports. The inter-
national textile and apparel trading system will merely
adjust to these new conditions. There is no monopoly on the

skills or equipment needed to produce textiles and apparel.

VI. Conclusion
Internationally managed trade, such as the MFA, offers
what we believe to be the optimal solution to the inter-
national trade conflicts caused by current trends in the
world economy and the changing competitive position of the
United States, Yet, quite clearly, the MFA is not working
as it should. .

e Steps should be taken to strengthen the MFA while
still allowing orderly growth in textile trade.

e Stricter enforcement of established quotas to prevent
circumvention is absolutely necessary. The proposed
country-of-origin rules, at least initially, will
help in that regard.

® Circumvention of quotas through customs fraud --
mislabeling of country-of-origin or of fiber content,
and under~-invoicing -~ must continue to be policed.
The U.S. Customs Service "Operation Tripwire" is a
step in the right direction.

e Actions against surging imports must be immediate and
decisive,

As a model for internationally managed trade, there is a
major stake in making the MPA a more effective solution to

international trade problems in textiles and apparel.
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Senator DANFORTH. Senator Moynihan.

Senator MoyNIHAN. Yes, Mr. Chairman. Let’s just go back at
this. I-thought it was necessary to deal with the question of ex-
change rates, because this is a very general problem for American
industry, and we read about it in the morning papers. And it has to
have affected you as well. I think Murray Finley’s statement that
it accounts for perhaps 20 percent of the surge and that it comes
from Europe, where you have nearly comparable wages, so that ex-
change rates would have an effect on trade is instructive. But that
is not the case for the People’s Republic of China and Hong Kong.
You can have 100 percent overvaluation of the dollar and 17 cents
an hour becomes 34 cents an hour, and you still haven’t got your-
self up to the $5.37. Let me also ask one general question because
our chairman is interested in this subject, and he and you and we
talked about these things in good conversations privately. We have
here the development of an institution—a new institution—of trade
in a new trading situation, and that is the idea of an ordered world
trade that permits growth and change but not disruption. And it
comes basically as a response to the radical differences in the cost
of production as between some countries and others. I mean,
today’s world simply does not fit Adam Smith’s frame of refer-
ence—northeastern Europe and, you know, the observation that
you can grow grapes in Scotland, and you can grow wool in Portu-
gal, but it is really better to do it the other way around, and com-
parative advantage works—where you are talking about small dis-
tances and fairly homogeneous regions. Now, we are talking about
a world economy where the factors of production can move over-
night anywhere—excepting one factor of production which cannot
move and that is your own working people in your own country.
And so, you think, do you not, that we have come upon a sane re-
sponse to a new economic situation? It is not heretical. It is simply
a changed response to a changed condition.

Mr. FiNLEY. That is exactly right, sir.

Senator MoyYNIHAN. Now, I ask the two of you: What has gone
wrong in the last 4 years? We had a pledge in 1980—and that is
nothing new—most Presidents have done that. But we have this
extraordinary surge. I mean, you are going to be reeling for the
rest of the decade.

Mr. FINLEY. Under the renewed MFA, it was permissible in the
bilateral agreements for the United States to negotiate cutbacks
with the major suppliers. That would mean Hong Kong, Taiwan,
Korea, and China. This was permissible. The European Community
did negotiate cutbacks. The United States, on the other hand, did
not do this. For whatever reason, they chose to permit some growth
in their quotas from the four major suppliers in the United States
even though, under the international agreement, they could have
done otherwise. And may I remind you that in 1979 the U.S. Gov-
ernment at that time got Hong Kong, Taiwan, and Korea to reopen
their bilateral agreements and pass up a whole year of growth.

This was during an existing agreement, and here this MFA has
been renegotiated in 1982 which specifically provides the authority
under that international agreement to negotiate cutbacks. The
Common Market did it with Hong Kong, Taiwan, and Korea, and
our Government chose to do the reverse. Then you have the call
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system from the so-called uncontrolled areas that you don’t have
bilaterals. And it calls for calls at such time as there is a market
disruption and increase of large commodities. This administration,
for whatever reason, has not used the call sfystem effectively. When
they finally did make a call, we were half-dead. They could have
done it much sooner. If you will now look at the surge, almost half
of it is now coming from the uncontrolled areas where it used to be
much less. This is an improper administration. We then had the
other thing—the transshipment—where you have goin% from one
area to another to hide the quotas. This is another parcel of admin-
istration. You have a trithing, all of which could have been done
under the framework of the MFA without violating it, and it has
not been done, for whatever the reason. Now, I don’t know how to
read the minds of the administrators, but the fact is that this is
what has happened, and this is in our judgment the cause of 90
percent of the surge that we have faced in the last 3 years.

Mr. CHAIKIN. Senator, may I just add something?

Senator MoyNIHAN. I know that you are concerned about this
807 question which has come up.

Mr. CHaIkIN. Now, very quickly, if I may, Senator, I subscribe to
every comment that my colleague, Murra FinleK;lhas made, and I
would like to add just one thing. I think you know that as new
countries come onstream—as new exporters come onstream—we
have a right under the MFA to discuss with them the volume and
category, etc. And in order to induce them to enter into a bilateral,
we have to be reasonablljy generous in offering them a quota for
their shipments to the United States, and you must be reminded
that that quota comes out of the domestic production. We don’t
have a view such as globalization which we tried to persuade this
administration to adogt where, indeed, we would say that of the
120 other countries which have the capacity to make ap[;larel and
clothing as they'come onstream as American importers shift their
base of operations from the Big Four which now controls 70 per-
cent of the exports to the United States they shift to other coun-
tries—whether transshipment or whether because of the job or con-
tractor relationship where a garment is started in one country, moved
on and partially assembled in a second country, moved on and com-
pleted in a third country in order to evade the quotas of the origi-
nating country. If we had globalization, we could say to the new-
comers—to those who are struggling to get onstream, to the less de-
veloped countries—yes, we are happy to have your imports into the
United States, but let’s cut down a little on Hong Kong. Let's cut
down a little on South Korea. Let’s cut down on Taiwan. These are
newly industrialized countries that have other sources of work for
their people, and they have engaged in tough competition in other
areas of manufacture. And so, I would add the lack of globalization,
the lack of a global view because, if we continue the way we are
with the importers moving their base of operations from countries
where the quotas are pretty well filled up and which have been
longtime suppliers to the United States, and move on to nations
whose names are difficult to pronounce, and they are located in
areas which are extraordinarily strange parts of the world—you
will find that the domestic share of the total sales and total manu-
facture diminishes daily—day by day by day. So, there are a few




70

things that ought to be done. I am concerned about one other
thing. I am concerned about the use of item 807, and I am con-
cerned about the thinking of some people in the administration
that because of foreign policy success is absolutely necessary and
because we have recently discovered our neighbors that are within
2 to 3 hours of jet travel from the United States, namely the Carib-
bean. There has been discussion in very high places in this admin-
istration of setting aside the prohibition of textile, apparel and
clothing coming in outside of quota from the Caribbean. There is
talk, for example, and serious proposals that by Executive order it
might be ible to count every fifth piece coming in and not
count the four which preceded it. There is a lot of discussion about
opening up the Caribbean for the setting up of apparel factories.
They are quick. They are easy. It takes very little capital. It is a
one-on-one situation—a sewing machine and one worker. And I am
terribly afraid that the projections of some people in the adminis-
tration that the Caribbean can be opened up—not alone to Ameri-
can entrepreneurs supplying American capital for the factories in
Haiti and Santa Domingo and Jamaica, etc.—but opened up for
third country entrepreneurs. There are geople from Hong Kong
and Taiwan who are becoming interested in setting up garment
factories in the Caribbean because they believe that there will be a
very open opportunity to export those garments that are made
there into the United States on a more favored basis. And that is
another concern.

Senator MoyNIHAN. Thank you very much. Mr. Chairman, I
wonder if we could just record that Mr. Herman Strobin, the direc-
tor of research of the ILGWU is here and Mr. Art Gundersheim
with the ACTWU is also present.

Senator DANFORTH. Senator Mitchell.

Senator MircHELL. Thank you, Mr. Chairman. Mr. Chaikin and
Mr. Finlelzl, you were present during the previous panel in which I
asked of Mr. Huff, Mr. Barr, and Mr. Shockley, who represent an-
other segment of the same industry, about the level of imports in
the last Iye:a\rs and their relationship to the growth of the market.
You recall, I assume, that almost exactly 4 years ago during the
last Presidential campaign, then-candidate Ronald Reagan made a
commitment to the industry in the form of a letter that was widely
circulated in the industry that pledged to deal with the problem by
relating the level of imports to the level of growth of the domestic
market. Now, I want to ask, did you understand that to mean—and
it was widely circulated in the industry—that if the domestic
market grew by 10 percent, imports would grow by 10 percent?

And if the domestic market grew by 5 percent, then imports
would grow by 5 percent, and so on. Is that your understanding?

Mr. FINLEY. Yes, it was, Senator. I don’t know if you were here
when I mentioned this. In August 1984, the unemployment rate in
textile went up to 10.2 percent, which was as against 9.5 in 1983—
August. In apparel, it was 12.5 percent, up from 12.1 percent of
August 1983. At the same time in the month of July—I don’t have
the August figures—imports grew in the United States by 62 per-
cent. So, here you have got an increase in unemployment domesti-

- cally when you have got a surge in imports. It seems clear as can
be what has happened to domestic production. Our plants now, the
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average hours have gone down in the last few months. The invento-
ry pipeline is filled. Retailing has dropped in terms of the last few
months. We are concerned, and our manufacturers are all con-
cerned about 1985. They see the soft orders—or soft reorders—in
the rear of 1985 both in the spring and fall. So, we see a domestic
leveling and dropping off in our industries at the same time as you
now see a surge in imports. You put those together and it becomes
clear—you have got a flat or downward domestic industry in terms
of domestic production, and you have got for the first 7 months a
44-percent increase in imports, 62 percent in the month of July. If
you look at the increase in unemployment domestically and the
surge, I think it answers the question that you are asking.-

Senator MitcHELL. Right. The figures that the previous panel
supplied were that in 1982 the domestic market declined, that
there was in fact no growth, but that imports rose by 16 percent.
Do Idrou dispute those figures, or do you agree with them?

r. FINLEY. No. Not at all.

Senator MiTcHELL. You agree with them?

Mr. FINLEY. In 1982, we had unemployment in our industry that
was almost 17 percent. We had a disaster. As I went around the
country talking to my members, I am telling you it was a tragedy
in the year 1982.

Senator MrtcHELL. Now, for 1983, the previous panel indicated
that the growth in the domestic market was about 1.5 percent but
that imports rose by 26 percent over the previous year. Do you dis-
pute those figures or do you agree with them? )

Mr. FINLEY. Not at all.

Senator MiTcHELL. Not at all? You don’t dispute them?

Mr. CHAIKIN. Not at all. It was 24.3 percent to be exact, from all
the available sources and estimates. By and large, it is absolutely
so whether it be textile, textile apparel, or textile apparel and
clothing—right across the board. The average increase in demand
domestically has rarely exceeded 1.5 percent. If you use 1.5 percent
as an average, on rare occasions it may have approached 2 percent.
Imports have been 10 to 15 times as large as——

- lnator CHAFEE. We do have other panels, but go ahead, Mr.
inley.

Mr. FINLEY. In both the textile and in the apparel, there was a
growth in 1983. There was a recovery. Now, you come to the rela-
tionship to the imports. The recovery was probably closer to 3 or 4
gercent on our side. I looked at average hours. They went up from

7.6 to 40.56—34.7 to 36.2, from 1982 to 1983; 1983 was an improve-
ment, but not 16 percent. It was much less than the imports, sir.

Senator MitcHELL. I have one concluding question. Each member
of the previous panel agreed that a commitment had been made
and that the commitment had not been kept. Do you agree?

Mr. FINLEY. Totally, Senator.

Mr. CHAIKIN. Absolutely.

Senator MitcHELL. All right.

Mr. CHAIKIN. May I point one thing out to you, Senator, so that
you will understand. When Murray Finley sgeak,s, he represents
not alone workers who are in the clothing industry, but he repre-
sents workers who are in the textile industry.

Mr. FINLEY. And shoe unfortunately.
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Mr. CHAIKIN. And shoe and leather. But there is a large differ-
ence between apparel and textiles. Now, there was perhaps a recov-
ery in the textile industry because they furnish—half of their cus-
tomers are apparel manufacturers—the other half are for homefur-
nishings—the other half of the customers are automobile manufac-
turers, etc., etc. In 1983 when there was a recovery of textiles,
there was also a recovery in home building, you will recall. There
was also the beginnings of ‘“domestic recovery of the auto indus-
try,” and so that is absolutely so. But in 1983 our industry was still
in recession, and in 1984 our industry continues to be in worse
straits—simply and clearly and precisely related to import growth.

Senator MitcHELL. Thank you very much, gentlemen. Mr. Chair-
man, thank you very much.

Senator DANFORTH. Thank you very much. The next witnesses
are Thomas Hays, vice chairman of the May Department Stores in
St. Louis, Sim Gluckson, chairman of the American Association of
Exporters & Importers of the Textile and Apparel Group, David
Seiniger, president of the Marisa Christina, and Malcolm L. Sher-
man, president of the Zayre Corp. Mr. Hays.

STATEMENT OF THOMAS A. HAYS, VICE CHAIRMAN, THE MAY
DEPARTMENT STORES CO., ST. LOUIS, MO

Mr. Hays. Thank you, Mr. Chairman and members of the sub-
committee. My name is Thomas Hays and I am vice chairman of
the May Department Stores. I am here today with Mr. Malcolm
Sherman, the president of Zayre Stores, on behalf of the Retail In-
dustry Trade Action Coalition to discuss the U.S. textile and appar-
el trade policy. The subcommittee has copies of our formal state-
ment, which I ask to be included in the official record of these
hearings. RITAC is a coalition of major independent retailers and
retail trade associations organized to counter trade policies which
we believe threaten the health of our industry and of the U.S.
economy generally through hi%her prices at home and reduced op-
portunities for U.S. exports abroad. Particularly important to re-
tailers are restrictions on imports of textiles and apparel. Duties on
textiles and apparel currently are the highest of any major product
sector. High tariffs and import quotas on textiles and apparel
impose substantial costs on the U.S. economy and U.S. interest
abroad. They increasé consumer costs as much as $23.4 billion in
1984, according to one study. They cost jobs in unprotected indus-
tries as a result of foreign retaliation against U.S. export policies,
relieve the domestic textile and apparel industries from pressure to
modernize and reassert their competitiveness in world markets,
and undermine U.S. international economic and political interests
particularly in developing countries which depend on textile and
apparel exports as a source of needed foreign exchange. I have four
points I wish to make this morning. First, the multifiber arranie-
ment will expire in 1986. We believe that any extension of the
MFA should reassert its original purpose to serve as a temporary
transition to assist importing countries in adjusting to global com-

tition in textiles and apparel without undue market disruption. -

ond, RITAC believes that textile policy should return to the
mainstream of U.S. trade policy formulation. For 20 years, textile
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trade has been made by people and via processes outside of the
normal trade policymaking process. Textile decisions often involve
billions of dollars worth of trade and should be considered with
other trade decisions of vital national interests through established
interagency policy review channels. Indeed, the recent, highly con-

troversial textile country of origin regulations issued by the Cus-

toms Service offer an excellent example of how textile and apparel
import decisions are taken without sufficient interagency and
public review. Third, the entire textile trade policymaking process
must be more open. Sound policymaking must reflect the interests
not only of the textile industry but also of retailers, importers, con-
sumers, workers, and other affected groups. And fourth, we believe
that any future import relief for textile and apparel industries
should be expressly linked to an industry labor effort to improve
productivity and to effective worker adjustment and retraining as-
sistance.

Government can facilitate this process by encouraging capital in-
vestment in more efficient plants and equipment. Employees who
lose jobs as a result of industry restructuring should be eligible for
retraining and job counseling services which will permit them to
move into other jobs. Before turning to Mr. Sherman, I want to re-
emphasize our concern that fundamental changes are needed in
the U.S. textile and apparel trade policy to bring into balance the
interests of all sectors of the American economy. We look forward
to working with you and this subcommittee in future hearings to
eﬁglore these changes and how these changes may be best brought
about.

[Mr. Hays' prepared statement follows:]
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Statement
by the
Retail Industry Trade Action Coalition (RITAC)

The Retail Industry Trade Action Coalition (RITAC) is
pleased to present testimony on U.S. textile and apparel trade
policy. )

RITAC believes that U.S. textile and apparel trade policy is
seriously flawed. This statement will address the need for
general reform of the textile trade policy process, and examine
certain fundamental flaws in the Multifiber Arrangement (MFA),
procedures for imposing restraints 6n non-quota products
("calls"), and the recently promulgated "country of origin"
interim regulations for textile and apparel products. It will
highljght the critical effects of U.S. textile policy decisions
on consumer costs and choice, on jobs for American workers, and
on U.S. international economic and political interests. Finally,
it will suggest options for textile trade policy reform designed
to make such policies more responsive to the needs of both

American industry and the American consumer including:

° Issues involving renewal of the
Multifiber Arrangement which expires
in 1986;

° Returning textile policy-making to the
mainstream of the U.S. trade policy
structure;

° Making the textile trade policy process
more open and accessible; and

° Linking import relief to improved
industry productivity and effective
worker adjustment.

.- e ncmtenn o e
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THE RETAIL INDUSTRY

RITAC is a coalition of major independent retailers and
retail trade associations organized in June 1984 to oppose
restrictive trade policies which threaten the health of our
industry and of the U.S. economy generally, through higher prices
at home and reduced opportunities for U.S. exports abroad. In
1983, the retail industry posted sales of over $1 trillion
(approximately one-third of overall U.S. GNP) with a workforce of
16.7 million representing over 2 million separate establishments.

The success of the retail industry and the standard of
living of its customers depend on its ability to provide the
widest posqible selection of quality merchandise at reasonable
prices. 1Its customers, especially low and middle income
customers, have insisted on fashion-right, high-quality,
competitively-priced products from all over the world. Domestic
import restrictians, however, have made it increasingly difficult

for retailers to meet these basic consumer needs.

THE COSTS OF RESTRICTIVE TRADE POLICIES IN TEXTILES AND APPAREL

- The textile and apparel industries are the most protected
sector of American industry. Eighty-five percent of textile and
apparel imports come from 23 countries with which the U.S. has
bilateral agreements which govern such imports. The duties on
textiles and apparel are the highest in the U.S. Tariff Schedules
for any major product sector, with a weighted average duty on

apparel of 25.9 percent compared to 5.2 percent for all dutiable
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products. Textile and apparel duties have been substantially
exempted from tariff reductions in successive multilateral trade
negotiations under the GATT. These products have also been
exempted from the Generalized Systems of Preference§ (GSP) and
the Carribéan Basin Initiative (CBI).

Moreover, the textile policy-making process itself further
frustrates these efforts. Because it i§ outside of the
mainstream of U.S. trade policy, textile policy-making is not
subject to automatic review by senior government officials in
such sectors as agriculture which may be significantly affected
by the results of such decisions. Nor is adequate notice and
opportunity for comment provided to retailets, importers, con-
sumers, and other interested groups. )

Barriers to textile and apparel imports impose substantial
costs on American society. These include increased consumer
prices, lost jobs in unprotected industries, reduced competi-
tiveness in the textile and apparel industries themselves, and
negative effects on U.S. international economic and political

interests.

The Hidden Cost to Consumers. Restrictions on textile and

apparel imports operate as a "hidden tax" on consumers, raising
prices and reducing the available quantity of imported goods.
For example, a recent update of a study completed in 1980 by
Michael C. Munger and Kathleen A. Rehbein, economists at

Washington University's Center for the Study of American
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Business, estimated the cost to.U.S consumers of import pro-
tectior for textiles and apparel to be $23.4 billion in 1984.
That is more than $1,000 for a family of four. Similarly, a
recent study by William R. Cline estimated that proposals to roll
back footwear imports by 20 percent would increase prices to

consumers by at least 13 percent and add $2 billion annually to

what American's pay for shoes.

ot ‘

Lost Jobs In Unprotected Industries. Existing tariff and

quota barriers on textiles and appatfl are double-edged. While
the domestic textile and apparel manufacturers lost about 400,000
jobs from 1978 to 1983, the retail industry created almost one
million. Too often, import restrictions "save" jobs in one
sector of the economy only at the expense of jobs in other
sectors. While restrictions may guarantee certain prices or
profits or market share to a favored industry, they penalize
consumers and oth;r unprotected industries. One of every eight
workers manufactures for export and-one of every three agri-
cultural acres ié planted for export. Exporters of agricultural
commodities, as well as other products and services, are vulner-
able to foreign trade retaliation in response to U.S. trade
decisions. Lost jobs and business opportunities in these sectors

must be recognized as a cost of U.S. textile and apparei trade

policies. *
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Bffects*nn*théwﬂextile and Apparel Industries. Import

. levels cannot be directly equated with the health of the domestic

“industry. Labor Department statistics show that domestic textile

and apparel employment is increasing despite rising import

levels. Moreover, recent articles in the New York Times

(7/30/84); the Wall Street Journal (9/6/84) and Fortune (7/9/84)

report strong earnings by the apparel industry since 1983, and
steady growth in net income for textile companies. Apparently,

consumers are buying both more imported goods and more U.S.

goods.
How much of this industry prosperity is the result of exist-

ing U.S. tariff and quota policies and how much is atttibutablg
to independent market forces (i.e. the end of a recession) is not
certain. While these statistics arque persuasively against
industry pleas for further import protection, they mask the
underlying negative effect of U.S. tthile and apparel trade
policy on the protected industries themselves. Experience has
shown that import restrictions rarely solve the-ptoblems of a
domestic industry in the way that they were originally intended.
Such restrictions can become a shelter from world competition and
an excuse to avoid dealing with the problems of productivity,
quality, innovation, and price. Rather than growing stronger,
the industry becomes dependent on government protection and falls

further behind its worldwide competition.
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Similarly, workers "protected"” by import restrictions rarely
gain long or even medium-term benefits. Apparel and textile
wages are typically well below the average for American manu-
facturing workers. Import tariffs and quotas help to encourage
these workers to remain in inefficient, low wage industries,
rather than to shift to higher paying jobs in growth sectors of
the economy. A 1981 study for the U.S. Labor Departmgnt:/ found
that textile and apparel workers who were permanently laid off
received higher incomes in the five years following their layoff
than they would have by remaining in their old jobs, even after

accounting for a period of unemployment.

Effects on U.S. International Economic and Political

Interests. Beyond the effects of foreign trade retaliation on
jobs in U.S. export industries, U.S. textile and apparel trade
policies have important international, economic and political
implications. For developing countries, open markets in the
industrial world are critical to economic growth and stability.
The effect of import restrictions on LDCs is crucial for several
reasons. Reduced earnings from exports by the developing
countries (who depend on textiles and apparel for 30 percent of
their export earnings in manufactured products).will mean a

reduced ability to import from the United States. The developing

*/ Arlene Holen, Christopher Jehn, and Robert P. Trost,
"Earnings Losses of Workers Displaced by Plant Closings," Public
Research Institute, December, 1981.
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countries, which now account for over one-third of total U.S.
exports and have been the fastest growing markets for U.S. pro-
ducts, have been severely affected by the recent world reces-
sion. Reducing textile and apparel imports from those nations
exacerbates their troubled economic condition. The current
massive debt obligations of the LDCs threaten not only their own
progress and the export fortunes of U.S. businesses but also the
foundationé of U.S. banks and the internatienal monetary and
financial system. Allowing foreign exchange earning through

trade is the best way to deal with the problem of LDC debts.

SPECIFIC ISSUES OF IMPORTANCE TO RETAILERS

The Multifiber Arrangement (MFA). Trade in textiles and

apparel is more restricted than trade in any other goods.
Bilateral agreements, negotiated under the rules of the Multi-
fiber Arrangement, place quantitative restrictions on trade and
permit discrimination among trading partners. The MFA provides a
framework for requlation whereby individual countries negotiate
bilateral agreements on how imports are to be restricted. The
resulting quota levels are derived according to category. 1In
cases where a category 1s not covered by quotas, the bilateral
agreements provide mechanisms for establishing such levels during
the term of the agreement.

The initial purpose of the MFA was to restrict imports from
low-wage countries temporarily so they would not disrupt

industries in the developed high-wage countries. The Arrangement
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had its beginnings in the late 19508, when Japan "voluntarily”
agreed to limit its exports of cotton products to the U.S. 1In
1973, the MFA was signed as an official multilateral "exception"
to GATT trading rules. The agreement was extended in late 1981,
to be in effect until 1986.

Arbitrary categories and rules-of-origin requirements under
the MFA provide a basis for complex and highly restrictivé
bilateral agreements affecting textile and apparel trade.
Exceptions to the basic MFA framework incorporated in the
Protocols of Extension add further to the complexity of these
requirements. RITAC believes that the debate on renewal of the
MFA should address these issues, while seeking to reassert the
Arrangement's original purpose to serve as a transition towards a

more open international trading system for textiles and apparel.

Textile and Apparel Calls. A "call" is a governmental

action to restrict imports of a category of textiles or apparel
not already under quota restraints. The Committee for the
Implementation of Textile Agreements (CITA) makes a call by
issuing a market statement intended to spell out the factors
which, in its judgment, have created a situation where domestic
apparel producers are being injured. '"Market disruption" is

to be determined on lhe basis of a finding of serious damage to
domestic producers or of an actual threat of such damage. 1In

making this determination, paragraph 1 of Annex A of the MFA

requires the United States and other importing countries to
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consider “turnover, market share, profits, export performance,
employment, volume of disruptive and other imports, production,
utilization of capacity, productivity and investments." More-
over, paragraph 1 specifically provides that "(n)o one or several
of these factors can necessarily give decisive quidance."”

"Market disruption" is a rigorous standard which places a
heavy burden of proof on a country seeking to establish restrictions
on textile and apparel trade. Frequently, however, CITA decisions
are based solely on increased import levels, without serious
investigation of actual "disruption" of U.S. markets.

On December 16, 1983, the President authorized a new
"trigger" mechanism for initiating calls. Under the new
procedure, the government will presume that "market disruption”
has occurred when the Eoliowing two-step test has been met: 1)
when global imports of a specific category of goods have grown by
30% or when the ratio of imports to domestic production is
greater than 20%; and then 2) when imports from a specific
supplier country equal 1% of total U.S. production in that
category. We believe that this procedure is inconsistent with
MFA standards.

Calls pose special problems for the retail industry. There
is frequently no advance notice or opportunity to review call
decisions, or to have any effective input into the decision-making
process. Moreover, such decisions frequently lack a reasonably

developed case against specific apparel imports as required under
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the standards and criteria of Annex A of the MFA and by Paragraph
8 of the Protocol of Extension. What information is made
available with formal "market statements" is generally inadequate

and is normally released after the call has been made.

Country of Origin Rules for Textiles and Apparel. Recently,

the Customs Service proposed interim regulations governing the
importation of textiles and apparel products. Under the guise of
combating import fraud,.these new regulations make substantial
changes in long-standing Customs policy which will affect
hundreds of millions of dollars of textile and apparel trade.
Moreover, the regulations were issued on an interim basis without
adequate notice or opportunity for public comment.

RITAC supports efforts to identify and curtail fraud in
textile trade. Where actual fraud is occurring, it should be‘
stopped. However, RITAC believes that these regulations
interrupt accepted, legitimate trade patterns that have nothing
to do with fraud. On August 29, RITAC filed a lawsuit in the
Court of Interﬁational Trade to enjoin enforcement of these
regqulations, which already are disrupting the textile trade.
RITAC's legal and policy objections to the regulations are fully

described in its complaint filed with the Court.

AGENDA FOR POLICY CHANGE -
Based on the problems described above, RITAC believes that
significant changes need to be made in U.S. textile and apparel

trade policy in four broad areas.
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First, the international framework for textile controls, the
Multifiber Arrangement, is up for renewal in 1986. Any extension
of the MFA should reflect its original purpose: to serve as a
temporary transition mechanism, a short-term measure to allow
industries in importing countries to adjust to global competition
without undue market disruption.

Although RITAC is still shaping its formal position on MFA
renewal issues, we believe that serious consideration should be
given to restructuring some elements of its current operation.
For example, products not produced domestically by the United
States might be taken out of the arrangement. There is no direct
domestic benefit to workers or consumers by such import resttic-
tions, and they appear inconsistent with the spirit of the MFA.
Similarly, exceptions to the basic MFA framework which have been
written into recent protocols of extension should be carefully
reviewed. Such exceptions have contributed significantly to
current world-wide textile policy difficulties.

Second, the domestic textilg policy-making process is in
urgent need of revision. For over 20 years, textile trade policy
has been made by people and via processes outside of the trade
policy-making process. Indeed, the recently-published textile
country-of-origin regulations offer an excellent example of how
textile and apparel import decisions, taken by the Committee on
Implementstion of Textile Agreements (CITA), are given insuffi-

cient interagency review. This decision was made without a clear
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understanding of its implications for U.S. exports, particularly
agricultural exports, and U.S. trade policy generally. Textile
policy-making often takes place in a framework that is not
subject to the same checks and balances as other trade policy.

RITAC believes that textile policy should be returned to the
mainstream of U.S. trade policy formulation. Textile decisions
often involve billions of dollars worth of trade and should be
considered alongside other trade decisions of vital national
iﬁterest through established interagency policy review channels.
All interested agencies should be given an adequate opportunity
to participate in the decision-making process.

Textile policy decisions should be made according to set
standards, with public participation, and subject to review by
the‘Trade Policy Review Group (TPRG). If an individual decision
is';f particular consequence,‘review by the Trade Policy
Committee (TPC) or the Cabinet Council on Commerce and Trade
(CCCT) may also be appropriate. CITA should not be the final
arbiter of U.S. textile policy decisions.

Third, the entire textile trade policy-making process must be
made more open. Sound policy-making must reflect the interests not
only of the textile industry, but also of retailers, importers,
consumers, workers, and other affected groupé. Too often, deci-
sions are made by fiat, in the dark, without adequate findings or
justification. Retailers and other interested parties often do

not receive the timely notice to which they are entitled before
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import restraint actions are taken. Such notice is not only
essential to permit comment on proposed restraints but also to
allow orderly adjustment of commercial arrangements. A more open
decision-making process will help to ensure that textile and
apparel policy decisions reflect the interests of all segments of
the economy.

Fourth, and finally, any future import relief for the
textile and apparel industries should be expressly linked to an
industry/labor commitment to improved productivity and, where
appropriate, to effective worker adjustment and retraining assis-
tance. Temporary relief should not become a permanent crutch for
manufacfurers or workers who are unwilling to take the necessary
steps to remain competitive in world markets,

Government can assist this process by encouraging capital
investment in more efficient plants and equipment. Labor-
management cooperation in seeking to improve productivity through
more efficient procedures and better working conditions should
also be encouraged. Most important, employees who lose jobs as a
result of industry restructuring should be eligible for effective
retraining and job counseling services which will permit them to
move into other sectors of the economy.

Only by linking import relief with improved productivity and
effective worker adjustment assistance can the government expect
tb resolve the current impasse.

RITAC appreciate; the opportunity to present its views to

the Committee. We look forward to working with the Committee in

future hearings on this very important subject.
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RITAC

- ~
REeTAILINDUSTRY TRADE ACTION COALITION

July 2, 1984

Mr, - Walter C. Lenahan

Deputy Assistant Secretary
for Textiles and Apparel

United States Department of Commerce

Room 3001

14th Street Between Constitution Avenue
and B Streets, N. W,

Washington, D.C. 20230

Dear Mr. Lenahan:

On behalf of The Retail Industry Trade Action Coalition (RITAC) which
consists of chief executive officers from 20 retail firms and six national trade retail
associations, 1 am writing to object to the restrictions imposed on man-made fiber
luggage. The members of RITAC are listed on the enclosed sheet. We believe the
call is fllegal and unjustified, The restrictions should be lifted as soon as possible.

- Backgroynd

On January 13, 1984, notice was published in the Federal Register indicating
that, pursuant to Article 3 of the MFA, the United States had requested consulta-
tion with the Republic of Korea to discuss trade in Category 670 (only T.3.US.A.
Nos. 706.4144 and 706.4152), covering man-made fiber luggege. The notice also
indicated that a "temporary restraint” of 18,435,270 pounds had been placed upon
imports of Categroy 670 {(only T.S.US.A. Nos 706.4144 and 706.4152) merchandise,
49 Ped. Reg. 1786 (January 13, 1984). :

The temporary restraint limit has nearly been reached, and in the near future
no more imports of man-made fiber luggage from Korea will be allowed to enter
the US. market. This action has resulted in serious damage to the business of
RITAC member companies, In our view, the merchandise does not fall within the
purview of the MFA, and therefore the restraint is not permitted. Moreover, even
if the merchandise does fall within the purview of the MFA, it is clear that the

-of—the-MRA—have-been—ignored
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Procedural Defects

The United States' failure to provide advance notice of the call and an
opportunity to comment violated our members' statutory and Constitutional due
process rights and caused them serious harm. As you know, the question of the
applicablility of Constitutional and statutory procedural safeguards to the US, textile
fmport program Is now pending before the Court of Appeals for the Federal Circuit
in the American Assoclation of Exporters and Importers - Textile and Apparel Group
(AAEl - TAQ) lawsuit. Regardiess of the outcome of that appeal there can be no
doubt as to the harm these procedural shortcomings have caused,

That harm includes additional costs and delays in entering merchandise subject
to the call, the actual embargo of merchandise already shipped and paid for, and
the curtaliment or delay of imports already ordered and paid for through irrevocable
letters of credit. Our members' economic losses were compounded by the lack of
notice because, until the day of the January 13, 1984, Federal ngg!ster notice, these
companies continued to engage in normal business transactions with no reason to
know that the United States government was poised to undo the benefit of their
transactions. Not only would a suitable notice period have given our members an
opportunity to comment on the merits of the prospective call, possibly causing the
United States to have refrained from its issuance, but equally important, such a
period would have allowed importers to avoid incurring additional economic loss
through the continuing conclusion of new contracts involving Category 670 (only
T.S.US.A. Nos., 706.4144 and 706.4152) merchandise, We can see no justification for
denying American importers and retailers the minimal procedural protection of a
suitable notice period.

Lack of Compliance with MFA Requirements

RITAC submits that much of the luggage which has been made the subject of
this call is not even chiefly composed of textile materials either by weight or value,
but are composed chliefly of vinyl or other products, This means, therefore, that
the United States has no authority to restrain the importation of such luggage, since
these products are not textile products at all, as they are defined by the MPA,

RITAC believes these products are not covered by the MPA., However, even if
these products were covered, the January 13, 1984, call was issued In blatant
disregard of applicable substantive requirements. The January 1984 market state- -
ment mechanistically enumerates import and production data end the import to
production ratios based upon these data, without fully expleining how these data

were obtained. 1n any case, the accuracy of the data relied upon is problematical,
since the import data prior to June 1982-are- -metho-
dology based on assumptions which are nat valld (i.e., constant product mix from
year to year,) Moreover, Imports are measured in pounds, not upits, which reises &
question as to whether the non-textile weight of luggage (which can be substantial)

A
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has been excluded or included in the import estimates. In addition, the statement
makes ursuppprted statements concerning price underselling and market disruption,
and thus, falls far short of meeting the standards for taking restrictive import
actions set forth in the MPA.

Paragraph 1 of Annex A of the MFA requires that "the determination of a
situation of 'market disruption' , . ., shall be based on the existence of serious
damage to domestic producers o actual threat thereof." (Emphasis added.) In
determining whether "serious damage™ has been caused by increased imports, the
MFA requires the United States (and other importing countries) to consider turnover,
market share, profits, export performance, employment, volume of disruptive and
other imports, production, utilization of capacity, productivity and investments.
Moreover, Paragraph 1 specifically provides that "(n)o one or several of these fact
can necessarily give decisive guidance.” y

The requirements for finding market disruption or threat thereof do not stop
there. For instance, in contrast with the rough price measures reflected in the
January 1984 Market Statement, prices compared must be for "similar goods of
comparable quality"” and they must be compared "with the prices which normally
prevail for such products sold in the ordinary course of trade and under open market
conditions by othér exporting countries in the importing country.” In the case of
Category 607 merchandise, it is not at all clear that the products compared are, in
fect, similar. Was the domestically produced item chiefly made of nylon or was it
made of some other, non-textile, material such as plastic or leather?

The MFA also requires the United States to take account of the interests of
the exporting country, including the exporting country's state of development, the
importance of the textile sector to the economy, the employment situation, overall
balance of trade in textiles, trade balances with the importing country concerned
and overall balance of payments. The January 13, 1984, call ignored this require-
ment, as well as the others previously mentioned, in clear contravention of the
committment made by the United States in the 1981 Protocol extending the MFA to
abide by the "discipline" of-the MFA's market disruption standard.

e

1t is tine, RITAC submits, for the United States to cease harming American
importers; retailers, and consumers by taking restrictive actions in blatant disregard
of the applicable standards established in the MPA, and made applicable by bilateral
agreement and fundamental principles of U.S. administrative law, As long ago as
December 28, 1981, the United States admitted in a United States Department of
Commerce solicitation to procure data from national consumer apparel panels,! that
there is a lack of sufficient and timely apparel production, sales, consumption and
price data . . . necessary to identify market disruption resulting from imports and
to determine and monitor current trends in apparel markets." Since the date of

1. No. SA-RSB-82-0011.
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that solicitation, there has been no discernible improvement in the United States
government's lnformauonal capabilities, as witnessed by the January 13, 1984, call -
on Category 670 (only T.S.US.A. Nos, 706.4144 and 706.4152) from the Republic of

Ko_)rea.

Absence of Market Disruption

Current published information concerning the condition of the domestic industry
and information that our members have been able to obtain demonstrate the absence
of market disruption or threat thereof to the domestic industry. The pertinent
lnfo;mation ldemomtratlng the absence of actual or threatened market disruption is
set forth below.

The threshold requirement for demonstrating actual or threatened market
disruption is that the domestic industry be seriously damaged or threatened with
serious damage, Although no data ars available on a category-specific basis, the
information that is available demonstrates that the domestic producers of textiles -
used in the production of Category 670 (only T.S.US.A, Nos, 706.4144 and 706.4152)
merchandise are part of an industry that is currently enfoying remarkedly healthy
business conditions, Thus, in contrast with the production and other Information
relied upon by the United States in finding market disruption, the June 1984 Federal
Reserve Board Report on Capacity Utilization and Output of U.S. manufacturing
sectors shows that output index for textile manufacturers had grown by .13.7 per-
centage points between the first quarter of 1983 and the first quarter of 1984,
Moreover, in May 1984 US. producers of textile products were operating at 88
percent of capacity utilization, up from 85.4 percent in the same month a year ago.
Recently issued Bureau of Labor Statistics data show, also, that employment of
textile mill workers was up 4 percent from May 1983 to May 1984. These statistics
create & presumption that the domestic textile industry is not experiencing market
disruption or threat thereof,

Moreover, there is no proof contained in the January 1984 Market Statement
that U.S. manufacturers of luggege products have, in fact been injured as a result
of import growth. Quite the contrary may be true. A February 1983 article which
appeared in Industrial Fabrics Product Review indicates, for instance, that U.S,
consumption of Nylon fabrics In the production of soft-side luggage increased from
6.1 million pounds in 1980 to 8.9 million pounds in 1982, A similar increase has
occured in the consumption of Cordura nylon and in cotton/polyester blend faivrics.
In 1980 U.S. consumption of these fabrics was 1.48 and 1.85 million pounds respect-
ively, in 1982 US. consumption had increased to 3.02 and 2.32 million pounds,
Moreover, the January 1984 issue of Industrial Pabrics Product Review report: that
~ total U.S. production of soft side luggage In 1983 Increased 5 percent and U,

production is expected to increase by 10 percent in 1984, g ‘

In addition to these astounding figures, Rl‘rAC“s‘t;mlts that a Substantial -
percentage of luggage imports are brought into the country by US. manufacturers,
themselves. .

2
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- In short, it is clear that, in violation of the applicable MFA requirements, the
January 13, 1984, call was not based on any demonstration of market disruption or
threat thereof to either U.S. textile or luggage producers. For the reasons set forth
above, we urge that the January 13, 1984, call be withdrawn before additional harm

is caused to our members as a consequence of the procedurally and substantively
defective action.

- Simerelf,
»

Wllr £, Boddice

Willilam A. Andres
Chairman

WAA:R WlL:edr
Enclosure

Y e > e eenid.

o
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RITAC

REmLINDUsrm{’IizADE ActioN CoauroN

Retail Companies
Associated Dry Goods Corporation
Associated Merchandising Corporation
Balliet's, Inc,

. BATUS Retail Group
Carter Hawley Hale Stores, Inc.
Dayton Hudson Corporation
Edison Brothers Stores, Inc.
FPederated Department Stores, Inc.
J. C. Penney Company, Inc.
K mart Corporation, Inc.
Proffitt's Inc.
R. H. Maey & Co., Inec.
Sears, Roebuck and Co.
Selber Bros., Ine.
Splegal, Inc.
Tandy Coeporation
The May Department Stores Company, Inc.
Walgreens
Zale Corporation
Zayre Corp.

Associations

American Retail Federation

Association of General Merchandise Chains, Inc.
Direct Selling Assoclation

National Association of Chain Drug Stores
National Mass Retailing Institute

National Retail Merchants Association
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For IMMEDIATE RELEASE

CONTACT:

Nancy Siebert
Rfl?A‘ (202) 833-3013

ReTaiLINDUSTRY TRADE ACTION COALITION

RETAIL COALITION TO FIGHT FOR FREER TRADE

Washington, D.C. -~ June 27 -- A coalition of large and small
retail merchants from across the country announced today that
it will press for freer international trade to ensure the best
possible choice and value for consumers. .
The Retail Industry Trade Action Coalition (RITAC) now consists
of the chief executive officers from 20 retail firms and eight
national retail associations. 1Its Executive Committee Chairman
is William A, Andres, Chairman of the Board of the Minneapolis-
based Dayton Hudson Corporation. Former J.C. Penney Chairman
Donald V. Seibert of New York is the Vice Chairman.

"Retailers are alarmed at the mounting pressure to restrict
imports”, said Andres in his opening remarks, "because consumers
end up paying billions of dollars more than is necessary for
clothing, shoes and other items they want from abroad."

RITAC's chief concerns, as expressed by Andres and other press
conference participants, are maintaining consumer choice and
value in the merchandise retailers stock and impréving the com-
petitiveness of American industiy to end reliance on import
restrictions. RITAC hopes to educate Congress and other key
publics that freer trade does not cost American jobs.

"We are concerned about jobs and about the adjustment American
workers and industry must make to new developments and increased
competition", Andres said, "but quotas on imports or other re-
strictions force us to trade jobs in certain industries for jobs
that could have been created elsewhere. And new restrictions on
imports invariably rebound to cut jobs here as other countries
retaliate.

" International Square, Suite 400[J 1825 Eye Street, N.W.0 Washington, D.C. 20006
o (202) 429-2015
Telex 440557 BRCORP

41-003 0 - 85 - 6
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Andres and a series of other speakers outlined the problems
retailers face in attempting to maintain the wide selection of
goods and the low prices that consumers demand in the face of

the highly restricted international trade in textiles and apparel.
They cited horror stories of merchandise embargoes Ly the United
States government that cut off shipments and force higher prices
for their customers.

Andres termed the textile and apparel import quota program
"a triumph of politics over economic common sense,” and estimated
the cost to consumers at over $4 billion in 1984.

"We are going té take a direct political approach to boost
freer trade," the\Coalition Chairman pledged. "We've written
the President, met with the Secretary of Commerce, and we're
expanding our contacts at the White House and on Capitol Hill."

The Coalition has been active since January 1984 mounting a series
of legal and political challenges to protectionist measures.

RITAC intends to challenge the validity of administration "calls"”
that have halted the shipment of apparel from abroad, and has
joined in an appeal of a ruling of the Court of International Trade.

"In the longer term,” Andres revealed, "the Coalition will work
to raise'consumer voices in opposition to the billions of dollars
in hidden taxes they pay due to import restrictions." Broadening
the Coalition to include more retail companies is another prime
objective. ‘

"Retailers are not ready to stop competing,” Andres continued.
"Bvery day in every retail store in America we take a consumer poll
of likes and dislikes. We want to continue giving them the fashion-
right, high quality, competitively priced products they want from
all over the world." . -

The U.S. retail industry employs 16.7 million people in about
two million establishments. Retail sales of over $1 trillion in
1983 accounted for almost one-third of the GNP.
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RetaiLInousTRY TRADE AcTioN CoaLrmion

Retail Companies

Associated Dry Goods Corporation
Associated Merchandising Corporation
Balliet's, Inc.

BATUS Retail Group

Carter Hawley Hale Stores, Inc.
Dayton Hudson Corporation

Edison Brothers Stores, Inc.
Federated Department Stores, Inc.

J. C. Penney Company, Inc.

K mart Corporation, Inc.

Proffitt's Inc.

R. H. Macy & Co., Inc.

- Searsy—Roebuck and Co.

Selber Bros., Inc.

Spiegal, Inc.

Tandy Corporation

The May Department Stores Company, Inc.
Walgreens

Zale Corporation

Zayre Corp.

Associations

American Rethil Federation

Association of General Merchandise Chains, Inc.

Direct Selling Association

National Association of Chain Drug Stores
National Mass Retailing Institute
National Retail Merchants Association
National Shoe Retailers Association
Volume Footwear Retailers of America, Inc.



SN
Y

TR L

96

RITAC

REeTAIL INDUSTRY TRADE ACTION COALITION

September 10, 1984

Mr. Walter C. Lenahan -
Deputy Assistant Secretary

= for Textiles and Apparel _ \

Room 3001 .
United States Department of Commerce
Washington, D.C. 20230

Dear Mr. Lenahan:

On behalf of The Retail Industry Trade Action Coalition (RITAC), which
consists of the chief executive officers of 20 retail firms and six national trade
retail associations, I am writing to object to the restrictions recently imposed on
imports of man-made fiber mens and boys shirts from Indonesia. The members of
RITAC are listed on the enclosed sheet, We believe the call is illegal and unjusti-
fied; the restrictions should be lifted immediately.

Background

On June 21, 1984, notice was published in the Federal Register indicating that,
pursuant to Article 3 of the MFA and Section 204 of the Agrf'c&ltural Act of 1956,
as amended, the United States had requested consultation with Indonesia to discuss
trade in Category 640, covering man-made fiber mens and boys shirts, The notice
also indicated that a temporary restraint of 49,801 dozen during the May 29 through
August 26, 1984 period had been placed upon imports of Category 640 merchandise.
49 Fed. Reg. 25498. This action has caused substantial economic loss to RITAC
member companies.

As we explain more fully below, the United States' action concerning trade in
Category 640 merchandise from Indonesia was taken in total disregard of the require-
ments of the MPA to show that imports of man-made fiber mens and boys shirts
from Indonesia are causing market disruption.

Procedural Defects

The failure of the U.S. government to have provided advance notice of the call
and a reasonable opportunity to comment was in violation of the due process rights
of our member companies and has caused them serious harm, As you know, the

Chanman Ve 4 hnman Drotumn Muanagow nen
WHTIANM A ANDRES DONAFDNA SHBERT SEAINER G HHEDBERG | ROBERT BROL St
Chaornan ot the Boand RemedClhmmanot the Board Cliwsra e Boed
Dt Hidkson Corgonnen TE Py A vampany b /e U oaponateen .
Internationat Square, Suite $00 1 11825 Eye Steeet, N.W. {1 Washington, D.C. 20006
\ (202) 429-2015
Tetes 440557 BRCORDP
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question of the applicability of Constitutional and statutory procedural safeguards to
the U.S. textile import program is now pending before the Court of Appeals for the
Federal Circuit in the American Association of Exporters and Importers - Textile
and Agpparel Group (AAEI-TAG) lawsuit. Regardless of the outcome of that appeal
there can be no doubt as to the harm these procedural shortcomings have caused.

That harm indludes additional costs' and delays in entering merchandise subject
the curtailment or delay of imports already ordered and peid for through irrevocable
letters of credit, Our members' losses were compounded by the lack of advance
notice, since they continued to engage in normal business transactions up to the
very day:of the June 21, 1984 notice. Not only would a suitable notice period have
given our members an opportunity to comment on the merits of the prospective call,
possibly persuading the United States not to issue the call, but, equally important,
such a périod would have permitted our members to avoid incurring additional
economic loss through the continuing conclusion of new contracts involving Category
640 merchandise from Indonesia. We can see no justification for denying American
importers and retailers the minimal procedural protection of a suitable notice period.

i L
Lack of Compliance with- MFA Requirements
§

Par:agraph 1 of Annex A of the MFA requires that "the determination of a
situation 'of 'market disruption'.. . . shall be based on the existence of serious
damage to domestic producers or actual threat thereof." (Emphasis added) In
determining whether "serious damage™ has been caused by increased imports, the
MFA requires the United States (and other importing countries) to consider turnover,
market share, profits, export performance, employment, volume of disruptive and
other imports, production, utilization of capacity, productivity and investments.
Moreover, Paragraph | specifically provides that "(n)o one or several of these factors
can necessarily give decisive guidance."

The requirements for finding market disruption or threat thereof do not stop
there. For instance, in contrast with the rough price measures reflected in the May
1984 Market Statement, prices compared must be for "similar goods of comparable
quality" and they must be compared "with the prices which normally prevail for such
products sold in the ordinary course of trade and under open market conditions by
other exporting countries in the importing country."

In addition to Paragraph 1 of Annex A, Article 6 of Appendix A of the MFA
acknowledges that based on ". . . the need for special treatment for exports of
téxtile products from developing countries, the criterion of past performance shall
not be applied in the establishment of gquotas for their_exports_of products from . . ...
those textile sectors in respect of which they are new entrants in the markets
concerned and a higher growth rate shall be accorded to such exports . . . ."
{Emphasis added.) The fact that in 1981 U.S. imports of Category 640 merchandise
from Indonesia only amounted to one thousand dozen is indicative of Indonesia's
"new entrance" of Category 640 merchandise into the marketplace. Furthermore,
when U.S, imports of Category 640 merchandise from [ndonesia are compared to the
total quantity of US, impor{s of Cutegory 640 merchandise for the year ending
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March 1984 (152 to 11,443 thousand dozen), it is very difficult to justify the
"serious disruption" that the U.S. domestic market is experiencing from U.S. imports
of Category 640 merchandise produced by Indonesia.

The June 21, 1984, call was Iissued in blatant disregard of these requirements,
The mechanistic enumeration of 1983 import data, 1982 production data, and import
to production ratios based thereon, coupled with conclusory and unsupported state-
ments concerning price underselling and market disruption, falls far short of meeting
the standards for taking restrictive import actions set forth in the MFA, Moreover,
_while the May 1984 Market Statement claims that there has been a "sharp and
substantial Increase of imports" of Category 640 merchandise, in fact in 1983 total ,
imports of this merchandise decreased, and for the twelve-month period ending
March 1984 the level of imports still remains below the 1982 level. As such, the
United States' action was in clear contravention of the commitment made by the
United States in the 1981 Protocol extending the MFA to abide by the "discipline”
of the MFA's market disruption standard.

The MFA also requires the United States to take account of the interests of
the exporting country, including the exporting country's state of development, the
importance of the textile sector to the economy, the employment situation, overall
balance of trade In textiles, trade balances with the importing country concerned
and overall balance of payments. In the case of Indonesia this additional informa-
tion is relevant, According to the Pederal Financlal Institutions Examination
Council, Indonesia owes U.S. banks more than $3 billion dollars, Indonesia depends
upon its textile trade to repay this outstanding debt. Moreover, based on Depart-
ment of Commerce statisties, the United States had a 1983 trade surplus of over $1
billion with Indonesia.

The United States improperly ignored this information, as well. Had it
examined this information, it would certainly have concluded that restraining trade
in Category 640 merchandise will affect Indonesia's future ability to purchase U.S,
exports,

It is time, RITAC submits, for the United States to cease harming American
importers, retailers, exporters and consumers by taking restrictive actions in blatant
disregard of the applicable standards established in the MFA and made applicable by
bilateral agreement and fundamental principles of U.S, administrative law. As long
ago as December 28, 1981, the United States admitted in a U.S. Department ot‘
Commerce solicitation to procure data from national consumer apparel panels. that
“there is a lack of sufficient and timely apparel production, sales, consumption and
price data . . . necessary to identify market disruption resulting {rom imports and
to.determine and monitor current trends in_apparel markets," Since the date of
that solicitation, there has been no discernible improvement in the United States'
informational capabilities, as witnessed by the June 21, 1984 call on Category 640
from Indonesia.

1. No. SA-RSB-82-0011.



Absence of Market Disruption

Current published information concerning the condition of the domestic industry
and information that our members have been able to obtain demonstrate the absence
of market disruption or theat thereof to the domestic industry. The pertinent
information demonstrating the absence of actual or threatened market disruption is
set forth below.

The threshold requirement for demonstrating actual or threatened market
disruption is that the domestic industry be seriously damaged or threatened with .
serious damage, Although no data are available on a category-specific basis, the-
information that is available demonstrates that the domestic producers of Category
640 merchandise are part of an industey that is currently enjoying remarkably
healthy business conditions. Thus, in contrast with the production and other informa-
tion reliéd upon by the United States in finding market disruption, the June 16, 1984
Federal Reserve Board Report on Capacity Utilization and Output of U.S. manufac-
turing sectors shows that the output index for textile manufacturers had grown by
almost 4 percentage points between the second quarter of 1983 and the first quarter
of 1984. Moreover, in May 1984 U.S, producers of textile products were operating
at 85.7 percent of capacity utlization, Recently issued Bureau of Labor Statistics
data show, also, that employment of textile mill Workers was up almost 2 percent
from July 1983 to July 1984, During the same time period employment for apparel
workers increased over 4 percent. This translates into a gain of over 60,000 jobs in
this sector of the U.S. economy. These statistics create a presumption that the
domestic textile/apparel industry is not experiencing market disruption or threat
thereof. :

Recent articles in the trade press confirm the favorable picture that official
U.S. government statistics paint of the industry's current condition. For example, a
May 7, 1984 Wall Street Journal article reports that U.S, textile manufacturers
experienced a 68 percent net increase in profits on continuing operations between
the first quarter of 1983 and the first quarter of 1984. Moreover, according to an
article published in the April 19, 1984 Daily News Record, U.S. man-made fiber
producers experienced an 8 percent increase In capacity utilization from 78.8
percent capacity untilization in May 1983 to 85.4 percent capacity ultilization in
March 1984. Similarly, on May 10, 1984, the Daily News Record reported that
shipments of man-made fiber by U.S. producers were 8 percent higher in the first
quarter of 1984 compared with the first quarter of 1983.

: Finally, data independently collected by RITAC and the National Retail
Merchants Association ("NRMA™) suggest that U.S. apparel manufacturers are, in
fact, responsible for a large percentage of the shipments of Category 640 merchan-
dise from Indonesia, RITAC and NRMA interviewed the senior merchants of 18
general merchandise retail firms with annual sales in excess of $80 billion dollars,
The merchants were questioned extensively about their firms' orders of Category 640
merchandise during the twelve-month period ending March 31, 1984. Only 20
percent of the respondents had actually placed any orders for this type of merchan-
dise in Indonesia. Moreover, the total number of orders placed during the twelve-
month period ending March 31, 1984, by responding firms accounts for only 25
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percent of the total shipments of Category 640 merchandise from Indonesia for the
period, and these same firms accounted for only only 12 percent of the shipments
made in the first three months of 1984. While the 18 firms interviewed do not
account for all direct orders of Category 640 merchandise from Indonesia placed by
retailers, we believe they account for the majority of orders directly placed by
retail firms for the period. This is because the firms in our sample include most, if
not all, of the major US. chain and department stores, and because most smaller
retailers do not directly import, but instead limit their purchases to domestic
sources, Thus, we believe that the bulk of the remainding trade in Category 640
merchandise from Indonesia — certainly well over 50 percent — must be the result
of orders placed by U.S. manufacturers, A finding of market disruption or threat
thereof cannot, we submit, be predicated even in part on such U.S. manufacturers'

imports,

In short, it is clear that, in violation.of the MFA requirements the June 21,
1984 call was not based on any demonstration of market disruption or threat
thereof. For the reasons set forth above, we urge that the June 21, 1984 call be
withdrawn before additional harm is caused to our members as a consequence of the
procedurally and substantively defective action. ’

Sincerely,

Wwilliam A. Andres
Chairman

: ed':

Enclosure
ce: . Honorable Malcolm Baldrige
. Ambassador William E. Brock
. Honorable Raymond J. Donovan
' Ambassador Richard H. Imus
i Honorable Donald T. Regan
_Honorable George P. Shultz

Mr. William E. Barreda
Me. Irvine I. Kramer
Mr. Paul Pilkauskas
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Retail Companies

Associated Dry Goods Corporation
Associated Merchandising Corporation
Balliet's, Inc.

BATUS Retail Group .
Carter Hawley Hale Stores, Inc.
Dayton Hudson Corporation

Edison Brothers Stores, Inc.
Pederated Department Stores, Inc.

J. C. Penney Company, Inc.

K mart Corporation, Inc.

Proffitt's Inc.

R. H. Macy & Co., Inc.

Sears, Roebuck and Co.

Selber Bros., Inc.

Spiegel, Inc,

Tandy Corporation

The May Department Stores Company, Inc.
Walgreens

Zale Corporation

Zayre Corp.

Associations

American Retail Federation

Association of General Merchandise Chains, Inec.
Direct Selling Association

National Association of Chain Drug Stores
National Mass Retailing Institute

National Retail Merchants Association

National Shoe Retailers Association

Volume Footwear Retailers of America, Inc.
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UNITED STATES COURT OF INTERNATIONAL TRADE

- " P S D W D S R D R W W e o

RETAIL INDUSTRY TRADE ACTION COALITION;
ASSOCIATED DRY GOODS CORPORATION; ASSOCIATED
MERCHANDISING CORPORATION; BALLIET'S, -
INC,; -BATUS RETAIL GROUP; DAYTON HUDSON
CORPORATION; EDISON BROTHERS STORES, INC.)
FEDERATED DEPARTMENT STORES, INC.; K MART
CORPORATION, INC.: R.H. MACY & CO., INC,)
THE MAY DEPARTMENT STORES COMPANY, INC.:
J.C. PENNEY COMPANY, INC.; PROPPITT'S, INC.;
SBLBER BROS., INC.; SPIEGEL, INC.; SALE
CORPORATION? ZAYRE CORPORATION,and AMERICAN
ASSOCIATION OF EXPORTERS AND IMPORTSRS

= TEXTILE AND APPAREL GROUP; ASSOCIATION OF
GENERAL MERCHANDISE CHAINS, INC.; NATIONAL
_RETAIL MERCHANTS ASSOCIATION,

Plaintitfs,
V.

UNITED STATES CUSTOMS SERVICE; UNITED
STATES DEPARTMENT OF THE TREASURY; COM-
MITTEE FOR THE IMPLEMENTATION OF TEXTILE
AGREEMENTS) UNITED STATES DEPARTMENT OF
COMMERCE); UNITED STATES DEPARTMENT OPF LABOR:
UNITED STATES DEPARTMENT OF STATE; OFFICE
OF THE UNITED STATES TRADE REPRESENTATIVE;
THE UNITEO STATES; and

WILLIAM VON RAAB, Commissioner of Customs;
- JOHR M, WALKER, JR., Assistant Secretary
of the Treasury; DONALD T. REGAN, Secretary
of the Treasury; WALTER C. LENAHAN, Chairman,
Committee for the Implementation of Textile
Agreements; MALCOLM T. BALDRIGE, Secretary
of Commerce; RAYMOND J. DONOVAN, Secretary
of Ladbor; GEORGE P. SHULTZ, Secretary of
State; and WILLIAM B. BROCK, United States
Trade Representative,

Defendants. 3

]
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COMPLAINT FOR DECLARATORY AND INJUNCTIVE RELIEF

Plaintiffs, by their attorneys, WEIL, GOTSHAL &

MANGES, for their complaint, allege:

Court No,
84-8-01204¢



108

NATURE Of THE ACTION

1. This is a civil action for declaratory and in-
junctive relief. It is brought by: the Retail Industry
‘lfradc Action Coalition ("RITAC*) on behalf of its members,
the members of RITAC noted below in their individual capacity
(nereinafter, the "Retail Pirms®),l and the trade association
members of RITAC noted below, on behalf of their respective
members.2 The Retail Pirms purchase, and import {nto the
United States, textiles and textile products which, on Auguit
3, 1984 become subject to new regulations idsued by the
United States Customs Service (the "Customs Secvice") under
the dircctmﬁ of the Committee for the Implzmentation of
Textile Agreements ("CJITA") (49 Ped. Reg, 31,248) (the "regqu-
. lationsg"). “

The regulations were promulgated without prior no-
tice of proposed rulemaking and without affording any oppor~

tunity for public comment, Moreover, the regulations have

1. Associated Dry Goods Oorporation; Associated Merchan-
dieing Corporation; Balliet's, Inc.; BATUS Retail Group;
D:zr.on Hudson Corporation; Edison Brothers Storea, Inc.;
Pederated Department Stores, Inc.; X mart Corporation, Inc.:
R.B. Macy ¢ Co., Inc,; The May Department Stores Company,
tnc.; J.C. Penney Company, Inc.) Prof€itt's, Inc.; Selber
qu:. Inc.) Spiegel, Inc.) 2ale Corporation: and Zayre Corpo-

2. American Association of Bxporters and Importers - Textile
and Apparel Groups ("TAG"); Association of General Merchan-
dise Chains, Inc. ("AGMC"); and National Retail -Mevchants
Association ("NRMA"), ,
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substantially changed the standards and procedures for deter-
mining“tht applicablltty‘bf quantxtaﬁlvo restrictions and the
-proper source of visas of export licenses utilized to effec-

tuate such restrictions, as well as countey of origin garktng

requirements for imported textiles and textile products. The

J regulations have also imposed new documontas}on, inapection

and enforcement provisions to effectuate the new standards.
Plaintiffs maintain that issuance of the regul a-
tions by the Customs Sexvice violated quutred administrative
procedures and was in excess of constitutional and statutory
authority. Moreover, the regulations themselves are arbi-
trary, capricious, an abuse of discretion, and otherwise con-
trary to law. On thege yrounds, the Court _should declare the

regul ations unlawful and set them aside ana enjoin Defendants

‘from enforcing them.

JURISDICT ION

2, This Court has jurisdiction over this action
pursuant to 28 U.S.C., § 1581(1i)(3)~(4) in that it is com
menced against the United States, its agencies, and its
officers, and arises out of Section 204 of the Agriculture
Act of 1956, as amended (7 U.8.C. § 1854), a law of the
United States providing for embargoes or other quantlcacive

restcictions on the importation of merchandise for reasons
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other than the protection of the public health or safety, and
the administration and enforcement of such embargoes or other
quanticative ctestrictions.

' 3. Plaintiffs seek declaratory and lnjunctlge
relief, which this Court is empowered to grant under 28
U.8.C. §§ 1385, 1631, and 2643(c)(l). There exists between
Plaintiffs and Defendants an actual and justiciable contro-
versy as to which Plaintiffs have no adequate remedy at law
and require a declaration of their rights by this Court.

4. Plaintiffs have standing to bring this civil
action under 28 U,8.C. § 2631(i), in that Plaintiffs are per-

sons adversely affected and aggrieved by agency action within

" the meaning of 5 U.S.C. § 702, in the manner described below.

THE PlﬁTIBS'

- 5. Plaintiff Retail Industry Trade Action Cbalt-
tion ("RITAC") is an unincorporated associatic’' with its
principal office in the District of Columbia. RITAC is com=-
posed of various rctai; trade associations us well as firms
within the retail industry. The members of those associa-
tions and thege retail firms import and sell, among other
articles, textiles and textile products, RITAC represents
its members' interests in public policy matters involving

international trade.
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6. Plaintiff Assoclated Dry Goods Cocrporation is a
corporition organized and existing under the laws of the
State of Virginia., Associated Dry Goods Corporation is piin-
cipally engagéd in- the business of selling merchandise at re-
tail, including textiles and textile products and acts as
importer of record for certain of the merchandise that it
sells, including textiles and textile products.

7. Plaintiff Assoclated Merchandising Corporation
is a corpoza&ion orgarized and existing under the laws of the
State of New York. Asesociated Merchandising Corporation
Terves as a buying office for firms within the cretail indus~
tey and, i{n this capacity, acts as importer of record for
certain merchandise, including textiles and textile productg.

8. Plaintiff Balliet's, Inc., is a‘corporation or-
ganized and sxisting under the laws of the State of Oklahoma.
Balliet's, Inc., is principally engaged in the business of
aolltﬂq merchandise at retail, including textiles and textile
products and acts as importer of record for certain of the
merchandise that it sells, including textiles and textile
producea; ‘
o 9.” Plaintiff BATUS Retail Group 18 a corporation
organized and existing under the laws of the State of -
Delaware. BATUS Retail Group is principally cngagog in the
business of selling merchandise at cretail, including textiles’
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and cextile products and acts as impor:or of record forvr
certatn of :ho merchandige that it sells, including textiles
and textile products.

10. Plaintiff Dayton Hudson Corporation is a
corporation organized a&nd existing under the laws of the
Seaﬁe of Hinnes&ta. Dayton Hudson Corpocration is principally
engaged in the business of selling merchandise at retail,
including textiles and tektile products and acts as importer
of record for certain of the merchandise that it sells,
including textiles and textile products,

11. Plaintiff edison Brothers Stores, Inc. is a
corporation organized and existing under the laws of the
State of Delaware, E&ison Brothers Stores, Inc., is princi-
pally engaged in the business of selling merchandise at re-
tail, including textiles and textile products and acts as
impocter of record for certain of the merchandise that it
‘sells, including textiles }nd textile products.

‘ 12. Plaintiff Federated Department Stoces, Inc, is
a corporation organized and existing under the laws of the
State of Delaware. Pederated Department Stores, Inc., is
principally engaged in the‘business of selling merchandise at
retail, including tgxttles and textile products and acts as
importer of record for certain of the merchandise that it

sells, including textiles and textile products.
1
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13. Plaintiff K mart Corpocation, Inc. 18 a corpo-
ration organized and existing under the laws of the State of
Michigan. K mart Corporation, Inc. is principally engaged in
the businees of selling merchandise at retail, including
textiles and textile products and acts as importer of record
for certain ot tho‘me:chandlno that it sells, including tex-
tiles and textile products,

14, Plaintiff R, H. Macy & Company, Inc. {s & cor-
poration organized and existing under the laws of the State
of New York. R. H. Macy & Company, Inc., is principslly en-
gaged in the business of selling merchandise.at retail, in-
cluding textiles and textile products and acts as importer of
record for certain of the mﬁrchandtse that it sells, in-
cluding textiles and textile products,

15, Plaintiff The May Department S8tores Company,
Inc. is a corporation organized and existing under the laws
of the State of New York. The Hay'ooparemenc Stores Company,
Inc. {8 principally engaged in the business of selling
merchandige at retail, including textiles and textile
products and acts as importer of record for certain of the
mervchandise that it sells, including textiles and textile
products,

16. Plaintiff J.C. Penney Company, Inc, is a

corporation organized and existing under the laws of the
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State of Delaware, J.C. Penney Company, Inc. is principally
ongaged.in the business of selling merchandise at retail,
including textiles and textile products and acts as importer
of record for certain of the merchandise that it sells,
including textiles and tgxtile products,

17. Plaintiff Proffite's, Inc, is a corporation
organized and existing under the laws of the State of
Tennessee. Proffitt's, Inc, is principally engaged in the
business of selling merchandigse at retail, including tegeilos
and textile products and acts as importer oX record for cer-
tain of the merchandise that it sells, including textiles and
textile products.

18, 'Plaintiff Selber Bros., Inc. i8 a corporation
orgatized. and existing under the laws of the State of
Wuisiana. Selber Bros., Inc. is principally engaged in the
buginess of selling merchandise at retail, including textiles
and textile products and acts as importer of recovd for
certain of the merchandise that it sells, including textiles
and textile products.

19, Plaintiff Spiegel, Inc. is a corporation or-
ganized and existing under the laws of the State of Delawave.
Splegel, Inc. is principally engaged in the business of sell-~
ing merchandise at retail, including textiles and textile

products and acts as importer of recocrd for certain of the
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merchandise that it seils, including textiles and textile
producis.

20, Plaintiff Zale Corporation is a corporation
organi zed and existing under the laws of the State of Texas.
Zale ébrporation is principally engaged in the businéss of
selling merchandise at vetail, including textiles and textile
products and acts as impocrter of record for certain of the
merchandise that it sells, including textiles and textile
products, ) _
2l. Plaintiff Zayre Corporation is a corporation
orvganized and existing under the laws of the State of

Delaware. Zayre Corporation is principally engaged in the
businesa of selling merchandise at retail, including textiles
and textile products and acts as importer of record for cer=-
tain of the merchandige that it sells, including textiles and
_textile products,

22, Plaintiff American Association ot Exporters
and Importers - Textile and Apparel Group ("TAG") is an
association of retailers and importecs engaged in the
importation of textile and apparel products and the sale of
such articles, The members of TAG import and sell textilaes
and textile products. _

23, Plaintiff Association of General Merchandise
Chains, Inc. i8 a retail trade association whose member firms

l-
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import and sell, avong other articles, textiles and textile
pzoducés.

24, Plaintiff Nacional Retall Merchants Associ-
ation is a retail tra&e asgociation whose members operate
retail stores which import and sell, among other articles,
textiles and textile products.

25. Defendant Customs Service is an agency of
Defendant :ﬁe United States, as defined in 5 U.,S8.C. § 701,
organized within Defendant United States Department of the
Treasury. Defendant William Von Raab is the Commissioner ot
Customs, and is being sued herein in his official capﬁcity.
The Customs Service is authorized and required by law to pro-~
mulgate and enforce entry requirements fov all imported arti-
cles and to enforce any applicable quantitative cestrlctions'
and marking requirements on the importation of articles,
including textiles and textile produgés (with respect to
which Customs receives and follows policy guidance and
directives from CITA). The Customs Service, through the
action of Defendant Von Raab and othorw{se,-promulqated the
regulations complained of herein.

26. Defendant United States Department of the
Treasury (the "Treasury Department®) is an agency of Defen-
dant the United States, as defined in 5 U,8,)C. § 701, Deten-~
dant bonald T. Regan is Secretary of the Treasury, rvespon-
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sible for the actions of the Treasury Department and Customs
service complained of herein. Defendant John M. Walker, Jr.,
is Assistant Secretary of the Treasury Department for oéora-
tions and Enforcement. The Treasury Department is authorized
and required by law to supervise and direct the activities of
the Customs Service and, through its membership in CITA, to
provide policy guidance to the Customs Service regarding the
impleamentation of quantitative restrictions on the importa~
tion of textiles and textile products. The Treasury Depart-
ment, through the actions of Defendants Regan and Walker and
otherwise, who are being sued herein in their official capa-
city, directed and approved the actions by the Customs 30}-
vice complained of herein. .

27, Defendant Qommittee for the Implementation of
Textile Agreements ("CITA") is an agency of Defendant the
United Statea, as defined in 5 U.S.C, § 701. Defendant
Walter C. Lenahan is its chairman and {9 being sued herein £q
his official capacity. CITA is authorized and required by
law to supervise the implementation of all textile trade
agreements. In this capacity, CITA issued policy guidance to
De fendant Customs Service and directed and approved the
actions complained of herein.

28, Defendant United States Department of Commerce

(the "Commerce Department®) is an agency of Defendant the
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United States, as defined in 5 U.S.C. § 701. Defendant
Malcolm T. Baldrige is the Secretary of Commerce, responsible
for all actions of that agency, and is being sued herein in
his official capacity. The Commerce Department is authorized
and required by law, through the membership and chairmanship
of its representative, Defendant Walter C, Lenahan, in CITA,
to provide policy guidance to the Customs Service regarding
the implementation of quantitative restrictions on the
importation of textiles and textile ptoducté. The Commerce
) Department, through the actions of Defendants Baldrige and
Lenahan and otherwise, directed and approved the actions by
the Customs Service complained of herein.

29. Defendant United States Department of Labor
(the "Labor Department”) is an agency of Defendant the United
States, as defined in 5 U.S.(., § 701, Defendant Raymond J.
Donovan is the Secretary of Labor, responsible for all
actions of that agency, and is being sued hetoln\in his offi-
cial capacity. The Labor Department {a authorized and
required by law, through its membership in CITA, to provide
policy guidance to the Customs Service regarding the imple-
mentation of quantitative restrictions on the importation of
textiles and textile products, The Labor Department, through

the actions of Defendant Donovan and otherwise, directed and
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approved the actions by the Customs Service complained of
hotcln;'
30. Defendant United States Department of State

(the "State Department®) is an agency of Defendant the United
States, as defined in 5 U.S.C. § 701. Defendant George P.
Shultz {8 the Secretary of State, responsible for all actions
of that agency, and is being sued hevein in his official
capacity. The State Department i{s authorized and required by
law, through its membership in CITA, to provide policy guid-
ance to the Customs Service regarding the implementation of
quantictative restrictions on the importation of textiles and
textile products. The State Department, through the actions
of Defendant Shultz and otherwise, directed and approved the
actions by the Customs Service complained of hevein.
‘ 31, Defendant Office of the United States Trade
Representative ("USTR") is an agency of Defendant the United
States, as defined in 5 U.8,C. § 70l. Defendant William E.
'arock is the nited States Trade Representative, and is being
sued herein in his official capacity. USTR is authorized and
required by law, through its membership in CITA, to provide
policy guidance to the Customs Service regarding the imple-
mentation of quantitative restrictions on the importation ot

textiles and textile products. USTR, through the actions of
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Defendant Brock and othervwise, directed and approved the

actioné by the Customs Service complained of herein,

THE REGULATIONS

32, On August 3, 1984, the Customs Service,
through the actions of Defendant William Von Raab and with
the approval of Defendant Treasury Dopartment..through the
actions of Defendant John M. Walker, Jr., caused to be pub-
lished in the PFederal Register a document giving notice of
issuance and promulgation of certain ®"Customs Regulations
Amendments Relating to Textiles and Textile Products.* 49
FPed. Reg., 31,248 (1984).

33, The regulations were issued pursuant to prgsi-
dential divective (Executive Order 12,475, 49 fed. Reg.
19,955 (1984)), with policy gquidance from CITA pursuant to
;uch directive. The regulations were issued under c¢olor of
authority of Section 204 of the Agricultural ve of 19%6, as
amended, (7 U.S.C. § 18%4) ("Section 204"), ostensibly for
the purpose of preventing "circunvention or frustration of
viga or export license requirements contained in multilateral
and bilateral agraeements to which the U.8. is a party (n
order to facilitate the efficient and equitable admin-

istraction of the U.S. Textile Import Program."”

\
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34. The regulations as written became effective
immediately upon publication and applied to all textiles and
eextiie products exported from their "country of origin® as
defined therein on or after September 7, 1984, even if
produced and exported pursuant to binding contracts entered
into on or before August 3, 1984, the date of publication of
the regulations in the Federal Register. 1In a subsequent
press release dated August 23, 1984, Customs announced that
the regulations would not apply toatextile and textile
products shipped from their country of origin prior to
October 31, 1984 but only if contracted for befove August 3,
1984.

35. The regulations, and the de facto amendment
thereto by the August 23 press release, were not issued in
proposed form. No notice of pfopoaed rulemaking, atfording .
interested persons an opportunity to participate in the
rulemaking by the submission of data, views, or arguments,
was published in the FPederal Register prior to their
issuance, as required by Sections 553(b)-~(c) of the
Administrative Procedure Act (S5 U.8.C. § 553(b)-(¢)). The
regulations were claimed to be exempt from these requirements

on the grounds that they are "within the foreign affairs
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function of the U.S. and the foreign affairs exemption of $§
U.Q.C.’s 553(a) (1)."

36, The regulations amend the procedures and prac-
tices under which the Customs Service, under the direction of
CITA, requires the presentation of visas or export licenses
for importations of textiles and textile products which are
subject to quantitative limitations under curtain bilateral
textile trade agreements to which the United States is a
party or pursuant to unilaterally imposed restraints. With a
few exceptions, these bjlateral agreements were entered into
by the United States and its trading partners under the
auspices of the Multifiber Agreement ("MPA"), a multilateral
agreement entered ianto in 1873 to establish a framework for
regulating and facilitating trade in textiles and textile
producte among pacticipating countries. The MPA was renow‘d
in 1977 and 1981, and remains in effect,

37. The regulations disregard applicable
precedents of this Court and depart from long-established
Customs Service principles and practices, in the following
raspects among othera:

(a) The requlations disregavrd country of
exportation principles under textile trade agree-
ments and, instead, provide that “"country of
origin" rules are to be applied exclusively for
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purposes of applying quantitative restrictions on
textile products.

(b) 1In the case of textiles or textile prod-
ucts which consist, in whole or in part, of mate-
rials which originated, or were processed, in
another foreign country, the regulations impose a

.double requirement in determining their "country of
origin": i.e., the textile or textile product must
have undergone in the latter country not only a
"gubstantial transformation® into a new and dif-
fereant article of commerce wlth'a name, character,
or use distinet from the article or material from
which it was so transformed but, in addition, a
manufactur ing or processing operation which is
deemad substantial in comparison to the manu-
factur ing and/or processing operations performed on
the product in other countries,

(¢) The requlations purport to establish
cricteria for determining whether, as a result of a
manufacturing or processing operation, a new and
different article has been produced; i.e., whether
a change in commercial designation or identity;
change in essential character; and change in

commercial use has occurred. The regulations -
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contemplate that all of these criteria will be -
applied and considered in each instance and, as
contrasted with longstanding customs principles and
precedent, that the satisfaction of one of them

will not, {n and of ictsalf, be sufficient to
establish that a "substantial transformation" hasg
occurred.,

{d) The :egulation; state categorically that
textiles and textile products will not be deemed to
have been substaneially transformed by virtue of
having merely undergone any of the following:

(a) combining or packaq}ng operationsa) (h) the
Joining together by sewing, looping, linking, or
other means of attaching otherwise completed con-
ponent parts; (c} cutting or otherwise separating
of acticles from materials which have previously
been marked with cutting lines or which contain
lines oi demarcation, of any type, commercially
requiring that material be cut in a certain manner;
or (d) processing, such as dying, printing, shower-
proofing, auperwashing, or other finishing
operations. '

38. The "country of origin® standards ombodied in

the regulations apply to textiles and textile products not
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just for purposes of administering quantitative restrictions,
but alib for country of oxigin marking purposes, notwith-
standing 19 U.8.C. § 1304, Customs' cregulations contained in
19 C.P.R. Part 134 and pertinent decisions and rulings

\
thereunder.

39, The Customs Service intends to apply the regu-
lations to require that imports from foreign countries of
textiles and textile products assembled from U.S. components
be subject to quanélca:ive vestrictions and visa and export
licensing requirements even if they are deemed of U.S, origin
under the regulations. ‘

40. The regulations require that all imports of
textiles and textile products be‘accompanied by a declaration
containing comprehensive information regarding materials and
manufacturing and processing operations and the costs there-
of. This information is proprietary in nature and originates
with persons involved in the manufacturing and processing
operations, not with the importer. The CUstéms Service will
deny entry and not release merchandise fcom Customs custody
in the absence of a properly executed declaration which con-
:alns'1ntormation>sutf1c1enc and satisfactory to the Service
for its determination of country of origin., . .

'.41. The regulations require that visas or export

licenses be presented as part of the entry documents foc
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entries of textiles or textile products for immediate trans-
portation in bond without appraisement under 19 C.f.R.
§ 19,11,

IRREPARABLE INJURY
42, As of August 3, 1984, RITAC'S members had in

forxce numerous binding contracts to purchase textiles and
textile products tor'ahxmonc from their country of ovigtn on
or after October 31, 1984, Such contracts have therefore
been made subject to the standards and procedures of the
regulations on a retroactive basis, The merchandise covered
by such contracts was purchased with provision for compliance
with any applicable quantitative restrictions and the pro-
curement of any necessary visas or expoct licenses, as well
ag countey of origin marking, on the basis of judicial
precedent and longstanding Customs principles and decisions
and regulations in effect prior to August 3, 1984,

43. In many instances, the regulations have
changed the "country of origin" of such merchandisge frqn that
determined under the above-mention.od precedents, principles
and rvegulations, rendering the visas or export licenses
already procured useless as they will not permit the entry of
the merchandise into the United States under the new regula-

tions. RITAC's members havr thereby been deprived of the
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amounts already paid in respect of visas or export licenses.
In addi;lon, the changed country of origin rvequires remarking
of goods. Most important, RITAC's members are in jeopardy of
losing most, or all, of the value of the goods, payment foc
which has typically been secured by lrrevocable letters of
credit, This is because, to a large extent, the necessary
quwta from the newly designated country of origin is not
available, so the goods in question will be dqiayod or denie;
entry into the United States.

44, As applied to textiles and textile products
not wholly the manufacture, product or growth of a single
country, the regulations have eradicated the predictability
of country of origin determinations, which has been achieved
by the development of judicial precedent, Customs principles
and declisions and the marking regulations,

~ Because the regulations were promulgated without
prior notice, without regard for pre-existing contracts, and
without regard for prior practice, RITAC's members are exper-
fencing disruption and dislocation of their purchasing
arrangements for textile and textile products, and serious
interference with, and nullification of, their rights under
pre-existing contracts,

45. The regulations' declaration requirements

impose a heavy buvrden on RITAC's members and present funda-
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mental difficulties in gathering information which is usually
proprietary to the producer. Moreover, the regulations per-
ait the Customs Service to deny entry while Customs makes a
determination of country of origin based upon the declara-
tion, with no deadline set for this determination. Por these
reasons, the declavation requirements-threaten to cause sub-
stantial, and totally unnecessary, delays in the entry of
merchandise, leading to irreparvable logs of their value.

46, The regulations' requirements that 1npo£ts ot
textiles and textile products be accompanied by visas or
export licenses during in-bond movements greatly burden and )
restrict operations that up until now have been routinely
performed and acceptable in the trade and which RITAC's
members have utilized in-conducting their busineases,

47. Pinally, RITAC's members have an immediate and
substantial interest in any 6ow country of origin criteria
established for purposes of administering quantitative
cestrictions or for marking ‘purpoges. They would have par-~
ticipated actively in the rulemaking process had notice and
oppor:unfty to comment been affovded prior o the promul-
gation of the regulations, as required by 5 U,8,C. § 553(b)-
(c). However, because the regulaetons'ﬂnrc issued without
complying with these required procedures, RITAC's members
have been denied thelir fundamental legal rights, which rightes

S
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cannot be restored unless enforcement of the regulations is
onjolnéa.

48. for the apbove reasons, RITAC's members are now
suffering, and will continue to suffer, and are threatened
with, serious and irreparable injury, for which there is no
adequate remedy at law, Defendants should be ehjoined and

restrained from enforcing them torthwith,

FPIRST CAUSE OF ACTION
49, Plaintiffs cepeat and reallege the allegations

contained in paragraphs 1 through 48 above, as 1if set forth
in full herein.

. 50, The rogulatioas are “rules” as defined by
Section 551(4) of the Administrative Procedure Act (5 U.S8.C,
§ 551(4)), and their promulgation £y publication in the
godoral'gggigggs on August 3, 1984, constitutes "rulemaking®
under Section 551(5) of the Administrative Procedur; Act (S
U.8.C. § 551(5)).

' $1. Sections 553(b)=-(c) of the AMdministrative Pro-
cedure Act (S5 U.8.C, § 553(b)~(c)) require that an agency
publish general notice of péopoaed rulemakingltn the Pederal
Register, and give intereated persons an opportunity to par-
ticipate in the rulemaking through submission of wrictten

data, views or arguments, prior to promulgation of a rule.
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$2. The requlations were promulgated by the
Cuutoni-s.rvxce on Auguet 3, 1984, without prilor publication
in the Federal Register of a notice of proposed rulemaking
and without affording interested persons the opportunity to
participate in the rulemaking by the submission of written
data, views, or arguments prior to promulgation, as required
under 5 U.S.C. § 553(b)-(c).

$3. The regulations are not exempt from the
vequirements of 5 U.,S.C. § 553(b)=(c) in that they do not
involve a foreign affairs function of the United States with-
in the ﬁeaninq of 5 U.8.C. §553(a)(1), as claimed by the
Qustoms Service.

54, For the above reasons, promulgation of the
regulations by the Customs Service was without observance
6! procedure roquiéed by law. Accordingly, the regulations
should be held unlawful and set agide under S5 ".S.C.

§ 706(2)(D).

SECOND CAUSE OF ACTION
55. Plaintiffs repeat and veallege the allegations
set forth in Paragraphs 1 through 48 above, as if set forth
in full herein,
$6, The regulations op‘rate\and are appl ied to

determine the country of origin of textiles and textile prod-

41-003 0 - 85 - 9
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uces tqr purposes of the marking requirements of 19 U.8.C.
§ 1304, Such marking requirements are not within the foreign
affaivs function of the United States, and 80 the regulations
are not exempt from the requirements of 5 U.8.C. § 553(b)=(¢)
by vivtue of the exemption therefrom under S U.S8.C.
§ $53(a)(l), as claimed by the Customs Setrvice.

$7. Por the above reasons, promulgation of the
regulations by the Customs Service was without observance of
procedure required by law., Accordingly, the regulations
should be held unlawful and set aside under 5 U.S.C.
§ 706(2) (D).

* THIRD CAUSE OF ACTION
58, Plaintiffs repeat and reallege the allegations’
set forth in Paragraphs 1 through 48 above, as it set forth
in €ull herein.
59. The regulationa violate the terms of the MFA
in numerous vespects, including the following:

(a) The vegulations base guantitative re-
strictions on textiles and textile products on
their purported "country of origin®, in contra-
vention of MPA Article 3, which contemplates regu-
lation of trade in such products based upon their

country of exportation.,
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{b} The regulations constitute an addicional
non-tariff barrier to trade in textiles and textile
products, in contravention of MPA Article 3, para-
graph 7.

. (c¢) The ragulations constitute a scheme for
ehe_admintscration of quotas and cestraints levels
16 a manner to frustrate their full utilization, in
contravention of MPA Article 5.

(d) The regulations constitute a scheme to
frustrate the effective operation of the MPA, in
_ contravention of Article 7.

(e) The regulations treat as civcumvention
manufacturing and processing steps which constitute
subgtantial transformation of textiles and textile
products, in contravention of MPA Article 8, para-
geaph 1, which defines circumvention as trans-
shipment, rerouting or action by non-participants,
Moreover, the unilateral imposition of the regula-
tions contravenecs MFA Acvticle 9, paragraph 2, which
requires consultation among participating countries
cegarding issues of perceived circumvention.

(£) The regulations constitute addicional
action by Defendants which has the effect of nul-
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\
1ifying objectives Of the MPA, in contravention of

MPA Acticle 9, paragraph 1.

(g9) The regulations violate the terms of the
various bilateral textile trade agreements to which
" the United States is a party in the manner speci-
fied above and in other cespects, since these
agreements are based upon and were entered into
pursuant to the MPA,

60. The regulations were promulgated under color
of authority of Section 204 of the Mricultural Act of 1956,
as amended, That section authorizes the issuance of regu)a~
tions only to "carry out" the provigions of the MFA and of
the various bilateral textile trade agreements.

61. The regulations do not “carry out" the MPA and
the various bilateral textile trade agreements but, to the
contrary, violate them,

62. Por the above reasons, issuance of the regu-
lations was not within the delegated authority of Section
204, and the regulations are therefore in excess of statutorvy
authority. Accordingly, the regulations should be held
unlawful and set agide under S U.8.C., § 706(2)(C).

POURTH CAUSE OF ACTION
63. Plaintiffs repeat and reallege the allegations
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set !o;eh in Paragraphs 1 thrvough 48 above, as if set forth
in full herein.

64. The regulations purport to establish criteria
for determining the country which muat issue visas or export
licenses in ovder to permit the entry of textiles and textile
products subject to quantitative restrictions. These
criteria are directly contrary to the holding of the Court of
International Trade in Cavdinal Glove Co,; Inc v. United
States, 4 CIT 41 (1982),

65. Customs and CITA have no startutory authocity,
and are without constitutional power, to issue rules which
overcurn holdings of the Court of International Trade.

66. Accordingly, the regulationsg are contrary to
constitutional power and are in excess of statutory jurisdic-
tion and authority, and should be held unlawful and set aside
under 5 U.S.C, § 706(2)(8)=(C),

PIPTH CAUSE OF ACTION |
67. Plaintiffs repeat and reallegi the allegations

get forth in Paragraphs 1 through 48 avove, as {f set forth
in full herein,

68, The regulations were promulgated and take
action without a rational basis on the record, including the

following:
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(a) The regulations purport to overturn bind-
ing court precedent on the "country of exportation®
requirement for a visa or export license for tex-
tiles and textile products subject to quantitative
restrictions.

(b} rhe.rcquxaciona establish visa require-
ments, country of origin criteria, documentation
requirements, and other vequirements that violate
the provisions of the MPA and the various bilateral
textile agreements that the regulations purportedly
“"carry out,"”

(¢) The regulations establish country of ori-
gin rules that ace 1nc§nslatent with court pre-
cedent and depart radically from longstanding Cus-
toms principles and decisions and marking
regulations,

(d) The regulations are retroactive in their
effect, impacting upon transactions entered into
before August 3, 1984,

(e¢) The regulations were issued- without
developing an adequate record. No notice and
opportunity to comment was afforded to interested
parties, as required by 5 U.8.C. § $53(b)=(¢), The
requirements of the Regulatory Plexidbility Act (5
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U.S.C, § 603 ot 8eg,) were disregarded, as was the

requirement to prepare ‘a rogulatory.impact analysis

pursuant to Executive Order 12,291, despite the

recognition by Defendants of the significant impact

that the regulations will have.

69. The regulations bear no rational relationship
to the goals that they are purportedly designed to achieve:

(a) The regulations do not preveat circum-
vention and frustration of textile trade agreements
and thus carry them out; cather, they violate such
agreements,

{b) The regulations impose requirementa re-
lating to documentation, in-bond treatment and
other matters that are onerous and burdensome and
rvestrictive and are unnecessary to achieve their
stated goal of preventing circumvention and frus~
tration of textile trade agreements.

(¢) The vegulations ave discriminatory on
their face, in that they purport to apply general
principles respecting "country of origin" but apply
then only to imports of textiles and textile
products subject to quantitative limitations, and
to no other imported merchandise.

$
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(d) The regulations carve out an exception
from their "country of origin" criteria for mer-
chandise assembled abroad from U.S. components, so
as to subject imports of such merchandise to quan-
titative rastrictions,

({e) The regulations were issued not for the
reasons stated therein but for extraneous purpoges,
including to disrupt trade in textiles and textile
products and increase quantitative restrictions
thereon in furtherancea of political goals,

70. For the above reasons, the regulations are
arbitrary, capricious, an abuse oi discretion, and othecrwise
not in accordance with law, and so should be held unlawful

and set aside under 5 U.8.C. § 706(2).

S8IXTH CAUSE OF ACTION
71, Plaintiffs repeat and reallege the allegations
set forth in Parvagraphs 1 through 48 above, as if set forth

in full herein.
72. The requlations are vetroactively effective
with vespect to tox:tles-and textile products covered by con-

tracts entered into by RITAC's members on or before August 3,

1984.
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) 73. The regulations operate to alter the rules
under which the proper visas or export licenses for such mer-
chandise is determined and to exclude such nerchandise from
the United States in the event that the visas or export
l1icenses contemplated under the contracts in question are not
correct under the new standards of the regulations,

74. The vegulations thereby impair preexisting
contractual rights and obligations inuring to the benefit of
RITAC's members, in violation of Article I, Clause 10 of the
Constitution of the United States, made applicable to the
Pederal Government (and, accorvdingly, to Defendants herein)
by the Pifeh Amon:lmene to the Constitution,

75. The regulations are in excess of the authority
delegated by Congress under Section 204, in.thai that pro-
vision does not authorize the promulgation of regulations
that are retroactive in their effect,

76. Por the above reasons, the vegulations ace
contrary to constitutional power and are in excess of statu-
tory authocrity, and should be held unlawful and set aside
under 5 U.8.C. § 706(B)=(C).
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PRAYER FOR RELIEF

WHERBPORE, Plaintiffs pray that this Court enter an
Qrder:

1. Declaring the regulations to be .umnlawful, and
null, void and unenforceable;

2. Preliminarily and permanently enjoining each
Defendant and its officers, agents, servants, employees, and
attorneys, and all persons acting in concert with them, from
impl ementing or enforcing the requlations; and

3. Awarding to Plaintiffs such other and further

reljef as this Court may deem necessary and proper.

August 29, 1984

Of Counsel: WEIL, GOTSHAL & MANGES
767 #ifeh Avenue

Charles H., Bayar New York, New York 10133

Jeffrey P. Bialos (212) 310-8660

Bret E. Suval Attorneys for Plaintiffs
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STATEMENT OF MALCOLM L. SHERMAN, PRESIDENT, ZAYRE
CORP., FRAMINGHAM, MA ON BEHALF OF THE RETAIL INDUS-
TRY TRADE ACTION COALITION, WASHINGTON, DC

Mr. SHERMAN. Good morning. I am Malcolm Sherman, president
of Zayre Stores. The costs of quotas and restrictions in the textile
and apparel trade go far beyond the measurable tariff and direct
quota costs. Michael Monger in 1983 estimated tariff costs at $19
billion in current dollars. and quota costs at $4.4 billion, but what
we now see as the greatest cost is our inability as retailers to get
the goods our customers want at a price they will pay. As a mer-
chandiser, I know that we sign contracts to buy goods months, even
a full year, before we expect delivery. Qur carefully researched and
advertised price points for merchandise are critical in a highlg
competitive retail business. By that I mean we may sell a $1
sweater while a more exclusive store may sell one for $50, but no
one expects to pay $50 for a sweater in our stores, and no one holds
their breath waiting for a $156 sweater in that exclusive store.
Sudden policy shifts can cancel long standing orders or embargo
them. Without advance notice, we can’t simply find in weeks an al-
ternate source of supply when capacity has been locked in for
months. If new restrictions boost prices, if we can only get a $50
sweater, our price point is blown. Our customers can’t afford it, or
if they can, they would just as soon buy it at that exclusive store.
The impact of these restrictions is felt most by those who can
afford it least because middle and lower income customers will see
only hi{ner prices and little budget priced merchandise. In some
cases, there is no American-made substitute even at twice the
price. Customers end up paying more for less. I have brought some
examples with me.

(Mr. Sherman’s assistant is displaying the clothing.]

Mr. SHERMAN. This merchandise 1s representative of what stores
are now carrying for the fall season. It will cost 17 j)ercent more
than a comparable outfit did a year ago, $34 instead of $29. The
price difference is the direct result of higher quota charges. The

rice foreign manufacturers bid for the right to export to the

nited States. Our quota restrictions set up this futures market,
and Americans pay the bill. Now, what are these higher prices pro-
tecting? Of these three garments—one a fisherman-knit sweater—
is not produced in the United States. Comparable shirts and pants
are made here but at a cost of $7 higher in each case. The three-
piece imported outfit would cost the customer $34. The two-piece
domestic outfit would cost the same. Now, consider the effect if the
recent country of origin rule chokes off the sweater supply. Consid-
er what the price of the domestically produced blouse and pants
will rise to if there is no competition from imports. That is what we
have to explain to our customers. Some other examples. A retailer
bought sweaters from Taiwan that sold here in 1983 for $10. He
wanted 2,000 dozen to sell right now, but the manufacturer quoted
him a first cost 47 percent hlgll‘ler than 1 year ago and could prom-
ise him only half the order. The quota category was full. So, the
sweaters will cost $13.99 this year—made in the United States,
these sweaters would have to retail for between $25 and $35. The
girl’'s corduroy jumper was ordered a year ago. The U.S. Govern-
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ment called this category of imports in January, thereby stopping
deliveries. When the retailer sought an alternative source, he
found that his $11.45 imported retail would have to become a
$23.13 U.S. made garment. Because he did not want to double the
price of the jumper to his customers, he simp}l{ dropped the line.
And a retailer ordered 5,000 dozen shirts from Korea 1 year ago for
delivery by Christmas of this year. Korea ran out of quota in the
category, so the order was canceled and placed in Indonesia, but at
a price 13 percent higher. In June the Government called the
shirts from Indonesia, halting delivery despite the retailer's guar-
antee letter of credit. Disappearance of certain goods, shortages,
higher prices are the cost of protectionism to the consumer.
%ecause they are not visible, they are a hidden tax. We believe
that discussions are more visible if the trade debate proceeds out in
the open and then policymakers will pay more attention to choice
and value. Remember, people vote in our stores every day. We
listen. Thank you very much, gentlemen. '
Senator DANFORTH. Thank you, sir. Mr. Gluckson?

STATEMENT OF SIMEON GLUCKSON, CHAIRMAN, AMERICAN AS-
SOCIATION OF EXPORTERS AND IMPORTERS/TEXTILE AND AP-
PAREL GROUP, NEW YORK, NY

Mr. GLucksoN. Thank you very much, Mr. Chairman. My name
is Sim Gluckson. I am chairman of the Sunrise Knitwear Co., and I
appear before the committee in my capacity as chairman of the
Textile & Apparel Group of the American Association of Exporters
and Importers. I am accompanied by Michael Daniels, our counsel
to TAG, and Mr. David Seiniger, CEO of Marisa Christina, who is
also a member of TAG and will make a separate statement. The
members of TAG are leading importers, importer-manufacturers,
and importer-retailers of textile products, largely apparel. Our
members account for a substantial portion of the trade. I happen to
agree with the prior testimony that 1985 will be a difficult year in
the apparel trades. I think we have a very complex problem, and as
I admire you sitting there, I realize the complexity of the situation.
This is not a simplistic matter. It would be difficult to convey to
the committee our complete frustration with the Government tex-
tile [l)olicy on both sides. The Government's administration of the
textile program is unfair, arbitrary, and unjustified. These actions
are motivated almost solely by political considerations, at this
{)_oint, and are violative of both U.S. law and international obliga-

ions.

A careful analysis of the figures that you approached, Senator
Moynihan, will show that in 1984 everyone brought into this coun-
try in 6 months what they had planned to bring in for a total year
because there was no certainty of getting the merchandise entered
into the United States. I think the balance of the 1984 figures will
belie the fact of a 64-percent increase, and we have already stated
this to the Commerce Department much earlier in the year. What
started 28 years ago as a temporary program to give time for ad-
justment has become a program of permanent protection despite
repeatec{vpledges of liberalization embodied in international agree-
ments. We have experienced a constant tightening of the regime
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which accelerates in Presidential election years. It has become
almost intolerable to run our businesses and make forward plans.
On December 16, 1983, under pressure from the textile lobby, the
administration issued new criteria for calls leading to the imposi-
tion of quotas. There have been a tremendous number of new
quotas established. Since that time, there have been 119 calls lead-
ing to these new quotas. Since January 1, 1983, there have been
196 new quotas covering trade of $1.6 billion. At present, we esti-
mate that 90 percent of the apparel trade is covered by quota, and
so far in 1984, we have experienced 75 embargos. We have heard
that these actions are justified because of increasing imports. The
attached table—which we have submitted—demonstrates that in
this period of economic recovery and growth, the textile and appar-
el industries have also grown and prospered with no real evidence
of injury. The most recent bombshell has been the new rules of
origin promulgated in August. These rules completely overturn -
principles of law established since 1908, which were clearly enunci-
ated by court decisions and administrative findings. All of our
agreements with supplying countries were based on existing law,
and importers relied on these rules when entering into binding
contracts and forward planning.

These actions have created utter chaos in the marketplace. They
place impossible burdens of documentation on importers. We feel
they are unjustified and unworkable. It is important to emphasize
that the new rules were implemented without adequate notice or
the opportunity to comment or to contribute our ideas and exper-
tise. We are in the hands of a bureaucracy operating by fiat, unres-
trainted by the rule of law, subject to intense political pressure,
and isolated from the very people it affects. This is a bad trade
policy and bad domestic policy. Our trading partners have resorted
to retaliation which cost the American farmers over $0.5 billion in
trade with China. There are threats of further retaliation. The for-
eign suppliers came to believe that the only way to deal with tex-
tile protectionism is by fighting fire with fire-through retaliation.
We are not only hurting American exporters but threatening the
entire world trading order.

. It is imperative that the textile and apparel sections be brought
into the mainstream of American trade policy. These industries
should no longer be treated as an isolated industry, and the trade
policy should not be continually abused to appease the domestic
textile industry. The MFA has been a failure due to violations of
the agreement. The MFA must not be renewed in 1986, unless fair
procedures and a definite and reliable plan for the phasing out of
controls is formulated and guaranteed. We hope this committee,
next year, will take the lead in a thorough investigation of the tex-
tile program in light of the American trade policy and the econom-
ic objectives of our country. We stand ready to cooperate in such an
endeavor. Thank you for allowing me to make this presentation.

Senator DANFORTH. Thank you. Mr. Seiniger.

[Mr. Gluckson’s prepared written statement follows:]
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American Associstion of
N\ Exporters ind

— IMPorters 11wt azasveet, New York, Ny 10006 (212) 944.2230
Cadis: AAOEXIM

Textiie & Apparel Group
Statement of Simeon Gluckson

Textig: ::2°i§p3§e§h3roup
of the American Association of Exporters and Importers
before the
Subcommittee on International Trade
Senate Finance Committee
September 18, 1984.

Mr. Chairman, Members of the Committee:

My name is Simeon Gluckson. I am the Chairman of Sunrise
Knitwear Co., Inc. I appear before the Committee in my capacity
as Chairman of the Textile and Apparel Group (TAG) of the American
Association of Exporters and Importers. I am accompanied by
Michael P. Daniels, Counsel to TAG and David Seiniger, a member of
TAG, who will make a separate statment. . The members of TAG are
leading importers, importer/manufacturers and importer/retailers
of textile products, largely apparel. Our members account for a
substantial portion of the trade.

It would be difficult to convey to the Committee our complate
frustrations with government textile policy, the textile program
and its administration. Actions taken by governament are unfair,
arbitrary and unjustified. They are motivated almost solely by
political considerations, and are violative of both United States
law and international obligations of the United States.

What started, twenty-eight years ago, as a temporary program

to give time for adjustment has become a program of permanent
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protection. Despite repeated pledges of liberalization, embodied
in international agreements, we have experienced a constant
tightening of the regime, which accelerates in presidential
election years.

It has become intolerably difficult to run our businesses and
make forward plans. On December 16, 1983, under pressure from the
textile lobby, the Administration issued new criteria for calls
leading to the imposition of %uotas. These rules clearly violate
the Multifiber Arrangement. Since that time there have been 119
calls leading to new quotas. Since Jaunary 1, 1983 there have
been 196 new quotas covering trade of 1.6 billion dollars. At
present wé estimate that 90 percent of the apparel trade is
covered by quota; So far in 1984, we have experienced 75
embargoes.

We have heard that these actions are justified because of
increasing imports. As the attached table shows, in this period
of economic recovery and growth the textile and apparel industries
have also grown and prospered, with no evidence of injury.

The most recent bombshell has been the new rules of origin
promulgated in August. These rules completely overturn principles
of law established since 1908 and clearly enunciated by court
decisions and administrative rulings. All of our agreements with
supplying countries were based on existing law and importers
relied on these rules in entering into binding contracts and
forward planning. These actions have created utter chaos in the
market place. They place impossible burdens of documentation on

importers. They are unjustified and unworkable.
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It is important to emphasize that the new rules and quota
actions uero_taken without adequate notice or an opportunity to
comme-t or contribute our f{deas and expertise. We are in the
hands of a bureaucracy, operating by fiat, unrestrained by the
rule of law, subject to intense political pressure, and isolated
from the very people it affects.

This is bad trade policy and bad domestic policy. Our trad-
ing partners have resorted to retaliation, which cost American
farmers over one-half billion dollars in trade with China. There
are threats of further retaliation. If foreign suppliers come to
believe that the only way to deal with textile protectionism is by
fighting fire by fire through retaliation, we are not only hurting
American exporters but threatening the entire world trading order.
. In the end American exporters and consumers will pay the
price for politicali} expedient, but short-sighted actiong =--
exporters in lost markets and consumers in a hidden tax and a
concealed subsidy to domestic industry.

It is imperative that textile and apparel actions be brought
into the mainstream of American trade policy. These industries
should no longer be treated as an isolated industry, and trade.
policy should not be continuely abused to appease the domestic
textile industry. The MPA has been a failure due to violations of
the agreement. It either must not be renewed when it expires in
1986 or fair procedures and a definite and reliable plan of
phasing out of controls must be formulated and guaranteed.

We hope that this Committee next year will take the lead in a
thorough investigation of the textile program in the light of
American trade policy and the economic objectives of our country.
We stand ready to cooperate in such an endeavor.

Thank you.
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SELECTED STATISTIC

Textile Mill Products

Percent January - July Percent

1982 1983 Change 1983 1984 Change
All employees (000°'s) 749.4 743.5 (0.8) 730.5 760.9 4.1
Production Workers (000°'s) 642.1 641.1 (0.2) 627.9 658.9 4.9
Production Workers
Aggregate Average Weekly
Bours, Total (000°'s) 25,491 28,208 10.7 27,062 28,728 6.2
Production (million dollars) 46,562 52,918 13.7 29,318 32,983 12.5

Net Sales (million dollars) 41,653 47,993 15.2 22,604 1/ 25,131 1/ 11.2
Net Income (million dollars) 991 1,599 61.4 716 1/ 921 1/ 28.6
Apparel and Related Products

Percent January - July Percent
1982 1983 Change 1983 1984 Change
All Bmployees (000's) 1161.1 1164.1 0.3 1142.3 1208.8 5.8
Production Workers (000°s) 981.2 989.3 0.8 965.0 1024.1 6.1
Production Workers
Aggregate Average Weekly
Hours, Total (000's) 35,029 37,099 5.9 35,705 38,813 8.7
Estimated Production
{million dollar) 49,346 55,406 12.3 30,720 32,605 6.1

Source: Compiled by International Business and
- Economic Research Corporation (IBERC)
from U.S. Government Statistics

1/ First two quarters

44
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STATEMENT OF DAVID SEINIGER, PRESIDENT, MARISA
CHRISTINA, NEW YORK, NY

Mr. SEINIGER. Yes, Senator. My name is David Seiniger. I am
chairman, president, CEO, and owner of Marisa Christina of New
York. I am not a lawyer, and I don’t represent any organization. I
represent myself and my company, and I help the importers. I have
been an importer for 30 years, from Hong Kong, Italy, Uruguay,
and Scotland. I import not just to use cheap labor. I import because
my product is a quality product. Over the years—and I have lis-
tened to the testimony here about the production in the United
States—over the years and as recently as this last year, I have
tried to make things in Brooklyn, Pennsylvania, Puerto Rico, and
Maine. Unfortunately, it just does not work. It is not because of the
cheap labor. The labor that we need here does not exist today.
There is also an unwillingness on the part of most of the domestic
industry to work with us. They want big quantities, big runs, bi
production. The other thing is that the price is at least 40 to 8
percent higher, but what concerns me most is that I am an Ameri-
can, too. I am not the enemy. I pay taxes. I employ a lot of people.
These new regulations that have come out—I have seen the effect
of them. Last year there was an embargo put on skirts in August. I
had a division called Sonia Rykiel knits that I started in 1982. We
did $12 million. This year we do zero. I believe in free trade. I be-
lieve in trade with our allies. I think that wheat should be sold to
China, oranges to Hong Kong, and whatever other American prod-
ucts are made, but I cannot understand our Government being so
arbitrary with both foreign Xovernments and with myself. Again, 1
saelr\l am an American also. All I want is to be treated fairly.

he regulations as they are proposed particularly concerning
country of origin, which is a major switch in the Government’s
policy, have come about, I am told, primarily because the Govern-
ment is concerned with fraud and abuses, and I agree that they can
exist and some abuses do exist. But don’t find us all guilty. This is
like Kkilling a chiggmnk with a shotgun. To kill all importers be-
cause some can't be trusted seems to me to be ridiculous. Second, I
think the rules as they have been put out and have been extended
until the 31st of October are totally unrealistic and they cannot be
followed honestly. The forms to be completed are practically impos-
sible to complete. We already file quota statements, visas, all kinds
of redtape. Now, they are asking us to put out things that are prac-
tically impossible to do. We make sweaters that are sometimes
made from five or six yarns and made in five countries. I agree
with Ambassador Brock and Secretary L.enahan. We should find
these guilty people. I think if theﬁ can find them, fine—send them
to jail. I think that is marvelous, but I say don’t kill us all. I would
also like to help the Government, but no iy asks us. All we do is
get a rule. These calls that Mr. Gluckson talked about—they come
about overnight, and suddenly I wake up one morning and they
say, by the way, Mr. Seiniger, you can’t bring in skirts any more. I
say, well, that is nice—I am out of business. We have had a delay
in the implementation of these rules until October 31. This was to
save the Christmas season. I can tell you from personal experi-
ence—when I drove out to JFK yesterday—that the paperwork and
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the impossibility of clearing anything is horrendous. But most im-
portantly, what has happened is that I don’t always work on letters
of credit. I have been doing this for a long, long time. And my word
is my bond, and if I can’t go to these suppliers—be it Italy, Scot-
land, or Hong Kong—which they like to pick out—or Taiwan—then
I can’t make future contracts. I can’t do anything. No one in Hong
Kong wants to make a contract with me. Why? They don’t know
what the American policy is going to be in the next 2 hours, and I
find that that whole attitude that we are the guilty people, that we
are destroying America is really not fair. I also think that the
American consumer is really going to get hurt. Again, I have tried -
to make it here, and I have tried to the best of my ability. If these
regulations are not modified, I really believe that millions of
people—myself and yourself included—are going to pay at least 40
to 80 percent more for clothing over the next years. That is, if we
can get the quality that is made overseas.

Senator Danforth, I appreciate being allowed to testify before
you.

Senator DANFORTH. Thank you, sir.

[Mr. Seiniger’s prepared statement follows:]
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Statement of David Seiniger
on behalf of
Marisa Christina Incorporated
before the
Subcommittee on International Trade, Senate Pinance Committee
September 18, 1984

Gentlemen:

My name is David Seiniger. I sm Chairman, President and Chief
Executive Officer of Mariss Christins, Inc., a sweater importing
company and hss been in business for 15 years. Prior to that )
vas President ot Pmpire Imports, 81s0 a swester importing company,
wvhich was 1in business since 1929. "I import better price ladies'
sweaters and skirts from Hong Kong and Italy, and I am currently
negotiating with Israel. I import not, repeat, not to use chcap
lahor, but to make a prcdﬁct for the Americsn consumer that in
cold face cannot be made in the U.S. of the same quality or of
any compsradble price.

Over the years 1 have tried very hard to make our product fn this
country. As recently as leat year I attempted to make these
products in Peansylvania, Msine, New York and Puerto Rico. The
reasons it does not work in the U. S. are as follows:
(1) The labor force simply is not aveilable to do the hand work
and finishing that we require.
(2) American domestic mills will not and don't want to moke
the sanples we teqﬁire, nor the smaller quantities we
must make to give our collection a complete fashion picture.
{3) 1f 1 could find the labor or the willingness to work
with 8 domestie mill (which as I said before, 1 cannot)
the ultimate price to the American consumer would be from
sanywhere to 40-80X higher on those products due to higher
costs domestically.
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1 ar sppearing bdefore you to appeal to you to have the Covernment
reconsider the impact and the timing of the new regulstions con-
cerning country of origin. I have seen at first hand the impact

these regulations can cause. Only last year sn overnight "embargo"
on rkirts from Hong Kong in August, which is the height of the shipping
sesson, csused me to shut down & vhole division of my company. This
corpany was Sonia Rykiel Knits. 1In 1982 we produced $6 million or
$12 million at the consumer's level. This, incidentally, was our
first year in business. 1In 1983 we were fortunate to do $1k million
and in 1984 we are out of business.

As sn American, i feel very strongly that free trade with our allies,
underdeveloped gcountries and even countries behind the Iron Curtsin

is & fundamentel axfom of our whole business and governmenta) philosophy.
Certainly, we want to sell wheat to Russia and China, oranges to

Hong Kong snd tobscco to Jspan, and 8 variety of other products so
nccessary to the fundamental economic stability of our economy.

How then, can we be so arbitrary in dealing with our trading partnere?
Why antagonize such a large portion of the:-frec world over a prodblem
vhich, in my opinion, can be quickly corrected without such drastic
action. But sdove all, how can my own Government be so arbitrary

and untair with me ss an American businessman?

Let us take a2 100k at the nev regulation. The reason given by the Commerce
Department for this new regulation is that there ave fraudulent abuses and
circumvention relative to the present country of oriqin vules. These rules
have been in existence since the very beginning of the multi fibre arrangeaents.
I agree fully with Ambassador Brock and Assistant Secretary of Commerce Lenahan
that if there are abuses, they should be stopped and the guilty fined

or jailed. However to change basic rules and disasterously effect the
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whole system of importing can be compared to killing s chipmunk

vith & shotgun. I think equally important is the Government's
attitude vhich I f£ind morslly reprehensible vhich is to make the
assumption that we sre sll guilty of these evasions; sll oxporte?é,
sll foreig: Governments and all American importers. 1In every other
sspect of Americen life, we axe prasumed to be innocent and not
guilty, I, for one, resent an attitude that says, "No matter what
the effect on Americon Importers, and Consumers, the COVan;ent

must crack all the eggs to find the few rotten."

Let's look at the new regulations less emotionslly, although that
is difficult for me to do. Cercainly, as originally written, they
are neither fair nor is it reslisticelly possidle to comply with
them completely. In essence, they don't make any sense. As they
originally csme out, I could knit ia Brooklyn, send the pieces to
Hong Kong for them to be put together snd hand finished, and bring
them back duty free and quota free and label them "Made in USA".

On this interpretation, the GCovernment has reversed itself, I think,

Lat us look at the practical side of £illing out the various forms
vhich the Government would like us to submit. We already £11]1 out
quota forms, viss forms snd fibre content forms. For all practical
purposes, these new forms are not possidble to complete with total
accuracy. To take the case of just one of our sweaters = many times
these are made using 5 or 6 different yarns - some natural fibre,
some mon-made, all of which come from different countries. b@ are
nov being asked to give sn exact breakdown as to how much of each
yarn is vsed and wherc.it came from in each garment. It 4s not
that this is impossible to do, but the time required and the
bureauciatic red tape is such thet the timing is disasterous when
working with seasonadble fashion merchandise.
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- Let's analyze existing contracts, letters of credit and sbove al},
my own word of honor. Maving been in this dbusinress for as long as
I have, 90X of my committments are madc by me giving my word to
suppliers I have worked with for msny years. They shou)d be sble
to plan production, and count on & certain amount of business f-om
me. I will not be able to do this. I cennot take the rigk, nor
cen I gllow them to take the risks, of setting aside production
time or buying yarn when they don't know {rom on¢ moment to the
next what the U. S. Government might do.

In summation, let me say that I do sgree with Mr. Lenahan, Custons,
the Treasury and the Commerce Department that people who break the
tules should be stopped. But I ask you as I have agsked them - Why
don't they ask our help? Wny don't they ask our advice? Clearly
putting me out of business is not the answer. Not only is it un-
Anericen to treat me a3 if I am guilty, but olso to make contrascts
vworthless and to make my word meaningless. 1In short, I ask you to

' consider the overall and long range impact of these regulations.
Just to worry sbout Christmas 1984 which is what has happened up
until now with the October 31 extensfon is only a band aid on a
mortal wound,

One other factor which I hope you will consider., It is not only me
and other importers who will be hurt nor just my suppliers. It is
the people that I employ, the freight companies I use and the
retailers 1 sell. Millions of American consumers, all of us, you
and me, facing the facts thac if these rules are not amended, nor
if sufficient time is not given to ensdle a reasonsble transition
to c¢lose up the loopholes, that prices for the American consumers
on all clothing and textile products will raise at least 40-80%
over the next several years. Just yesterday morning 1 was advised

by telex from Hong Rong that, becsuse of the uncertsinty and fear
existing in Hong Xong, that 1if it necessary to produce everything

in Hong Kong, the prices on all our existing styles will be
increased 30-40%, which will be passed on to the American consumer.

Gentlemen, I apprecfate the right to appear before you and 1
appreciste ycur courtesy in listening to me and hearing my point
of view.
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Senator DANFORTH. Mr. Seiniger, you have pretty well answered
the question, but I would like the rest of you to tell us what you
think the result of the rule of origin regulation will be on your
business? '

Mr. GrucksoN. If you don’t mind, I will answer first, Senator
Danforth. At a meeting of IRTAG last Tuésday, I raised the May
Day signal. I think we are in tremendous distress. My son just
came back from Hong Kong where they refused to bid on any mer-
chandise for thsezpring of 1985 and won't even discuss the fall. We
have lost the credibility that we have built up after being in busi-
ness for so many years. I agree wholeheartedly with Mr. Seiniger.
It came as a great shock to us—if you sit on IRTAG or ISAC or
some of your other committees—that none of us were involved in
any of the discussions or any of the negotiations. Government does
ask and does provide a forum for American businessmen, but then,
for some reason, forgets to use or ask us of our expertise during
negotiations. I will tell you now that we have lost tremendous
credibility, not only in the Big Three or Four, but in the emerging
nations, and we have raised the wrath of our friends in Europe.
And free trade becomes a laughing matter when you look at protec-
tionism and nontariff barriers.

I think we have fought for years against nontariff barriers. We
are filling them up all over the place now. We have a problem.

Senator DANFORTH. Mr. Hays.

Mr. Havs. I would add only to that that the likelihood of retalia-
tion because of these kinds of interim regulations and the potential
they have to seriously alienate our important trading partners has
already been signaled by the Chinese, and I can only tell you that
last year in the dispute involving $50 million—not the $400 or $500
million we are talking about here—in Chinese textile groducts, the
People’s Republic of China retaliated by shiftin% $0.5 billion worth
of wheat orders to other countries. So, the problems are not only
technical, they are not only having a good deal to do with paper,
they are not only having a good deal to do with our lack of being
able to make commitments overseas with any degree of confidence
that we can honor, but also the other potential damage that can be
done to other American industries by the retaliation on the part of
the Chinese and others.

Mr. GLUCKSON. Senator Danforth, if you don’t mind for just one
moment, No. 1, I would like my remarks put on the minutes.

Senator DANFORTH. All the remarks and statements are auto-
matically put into the record. :

Mr. GLucksoN. Thank you. The other thing which is kind of in-
teresting. If you take Hong Kong, which cannot embargo any prod-
uct but can boycott, the knitwear industry there has started a boy-
cott of American tobacco—all tobacco products—which could run
anywhere between $700 million and $1 billion this current year.
We are opening ourselves to all sorts of retaliation, and as I said
before, I think the complexity of the situation takes much more
consideration than we have given to it.

Mr. Havs. I would add just one thing, Senator. I think the
impact will probably be a shortening of the supply of goods for a
period of time until there is some reallocation of resources world-
wide. If those reallocations cannot take place, clearly what is going
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to happen—and they will be much more difficult if not impossi-
ble—further what is going to happen is the consumers are going to
pay a higher price for the same kind of goods. The same kind of
issues that existed in the examples by Mr. Sherman are going to
become day to day, and no longer will the CPI on clothing be half
of that of the CPI, but in fact it may lead the CPI and clearly all of
the U.S. citizens use a lot of clothing, and it could have significant
impact on inflation, I would think.

Senator DANFORTH. Some people have said that the result of the
voluntary restraints on automobiles has been that the Japanese
auto producers have done even better than before because although
the number of units that tl}?_y sell decreased, the price per car in-
creased, making it more difficult for the consumer in the Uniied
States to buy a low-priced car as a result. Does that theory apply in
your opinion to your products as well?

Mr. SEINIGER. Senator, I would say so completely. General
Motors just came out last week—forget the Japanese cars—after
all, it is more profitable for the Japanese or anyone else to import
and export their most expensive models. They are under a quota.
But the domestic market has gone up. There was an editdrial in
Time about a month ago. The average price of American cars has
gone from $6,000 to $10,000 in a very short time. Here what will
happen is exactly the same thing. People will bring in whatever
they can at the highest price. As I said before, the domestic market
in this country is not geared primarily to quality. It is geared to
quantity. And at the same time, they want to brin(f their prices up.
I agree with them. I think the labor prices should come up, but it
will certainly end up in all of us paying a lot more.

Mr. SHERMAN. There was a classic example of this in the shoe
industry in this country when the orderly marketing arrangements
were put in—or agreements were put in—several years ago, the
end result of those was not to reduce the amount of low-cost foot-
wear that came into this country. What it did was attack the
higher priced footwear industry because with reduced availabili:fv
of quota, manufacturers overseas produced better and better qual-
ity product, competed with the better American manufacturers
rather than the low end ones and hurt them and hurt them badly.

Mr. GLucksoN. Senator Danforth, one of the illustrations I would
like to bring forward to you is the fact that in the children’s indus-
try—and I noticed Mr. Sherman held up mostly children’s gar-
ments—it is very difficult for anyone going overseas today to get
children’s garments made because of the price of the garment, and
with check point prices throughout the world, you find that very
few of the companies want to manufacture children’s garments.
You come back here and you find that the price that you have to
replace the merchandise for is greater than ladies’ apparel prices
and sometimes is staggering. As a result, the amount of children’s
merchandise being offered in the stores will significantly shrink in
the next few years. I think you would ugree, Mr. Hays?

Mr. Havs. Yes. It is possible it will go much higher.

Senator DANFORTH. Gentlemen, thank you very much for your
testimony. The next panel is Mr. Earl Pryor, president, National
Association of Wheat Growers, and Mr. Jerry Franz, vice president
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{;)r legislative affairs, National Corngrowers Association. Mr.
ryor.

STATEMENT OF EARL PRYOR, PRESIDENT, NATIONAL
ASSOCIATION OF WHEAT GROWERS, WASHINGTON, DC

Mr. Pryor. Good morning, Mr. Chairman. I am appreciative of
the opportunity to testify. UnfortunatelK, we don’t have a major
part of the committee present. I would like to have spoken particu-
larly to Mr. Moynihan. -

Senator DANFORTH. What do you mean—you don’t have a major
part of the committee present? [Laughter.]

N(Iir. PryoR. I am talking in terms of numbers, sir. Bad start al-
ready.

Senator DANFORTH. I am humble.

Mr. Pryor. You had mentioned you would like to have us com-
press our testimony and summarize it.

Senator DANFORTH. Your written testimony will be made a part
of the record.

Mr. Pryor. Yes. I will do that. We come here basically as an ag-
grieved party. Wheatgrowers are concerned about the transfer of
resources from the farm sector as a result of textile g;olicies, and
protectionist barriers are resulting in the loss of U.S. trade and
Jobs and farm income. The task of increasing farm exports depends
on selling more to the world’s developing nations. Trade is not a
one-way street. We cannot expect to achieve export gains while
building hi%her walls of protection around U.S. markets. We have
had several references to the Chinese boycott of the U.S. wheat
market during the 1983 textile negotiations, and the value of our
exports dropped 64 percent, resulting in losses to growers not of
$500 million but nearly $700 million. Since the country of origin
rules went into effect on September 7, China has warned of damage
to the U.S. PRC trading relationship. Retaliation in 1984 would
cost U.S. growers over $500 million in lost sales. China may also
decide against renewing its long-term sales agreement with the
United States which expires this year. Duty investigations of tex-
tile imports from 13 countries are valued at $1 billion a year, com-
pared to U.S. export sales to those countries valued at $2.78 billion.
This is in the “ag” community. This amount of trade equates to
88,000 U.S. jobs in that complex.

U.S. exports to these countries and those impacted by the new
customs rules represent 34.6 percent of the total U.S. wheat export
value. Wheatgrowers are relieved that the President rejected re-
straints on copper imports, and we still face a decision on steel
which could trigger retaliation. The farm export sector cannot
absorb the degree of injury that results from protectionist actions.

The United States needs to get its economic house in order by
dealing with macroeconomic problems, instead of .treating the
symptoms of the problem by increasing trade barriers. All trade
gensitive groups should work to accomplish this. I would like to

lace in the record for the benefit of Senator Moynihan our pream-
le and our policy statement regarding domestic foreign programs.
Domestic farm programs should be developed that at least partially
counteract and balance the effects of imprudent monetary and

\
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fiscal policies. These policies have created the high interest rate
which have led to increased cost burdens for farmers and a -
strengthened dollar which has eroded the competitive position in
-'world markets for U.S. agricultural products. Current economic

and trade policy must be redirected so as not to harm interest-sen-
sitive and export-dependent industries. The counterproductive ef-
fects of protectist policies on both national and international eco-
nomic activity and potentiality on the agricultural sector must be
fully recognized. The United States must adhere to an aggressive
consistent and open trade policy to the benefit of the overall econo-
my. Thank you.

Senator DANFORTH. Thank you. Mr. Franz.

{Mr. Pryor's prepared written statement for the National Asso-
ciation of Wheat Growers follows:]
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Summary Statement of Earl Pryor, President
National Association of Wheat Growers
before the
International Trade Subcommittee
Senate Pinance Committee
Septexber 18, 1984

-- Wheat growers are concerned over the transfer of resources from
the farm sector as a result of textile policies, and protectionist
barriers are resulting in losses in U.S. trade, jobs and farm income.

== The task of increasing farm exports depends on selling more to the
world's developing nations. Trade is not a one-way street. We cannot
expect to achieve export gains while building higher walls of protection
around U.S. markets.

-- China boycotted the U.S. wheat market during 1983 textile
negotiations and the value of our exports dropped 64 percent, resulting to
losgses to growers of nearly $700 million. Since the “country of origin®
rules went into effect on September 7, China has warned of damage to the
U.S.-PRC trading relationship. Retaliation in 1984 could cost U.S.
growers over $500 million in lost sales. China may also decide against
tenewing its long-term sales agreement with the U.S. which expires this
year.

-~ Countervailing duty investigations of textile jimports from 13
countries are valued at $1 billion a year, compared to U.S. export sales
to these countries which are valued at $.78 billion. This amount of
tfade equates to 88,000 U.S. jobs. U.S. exports to these countries and
those impacted by the new Customs Rules represent 34.6 percent of total
U.S. wheat export value.

-- Wheat growers are relieved that the President rejected restraints
on copper imports, but we still face a decision on steel which could
trigger retaliation. The farm export sector cannot absorb the degree of
injury that results from protectionist actions.

-= The U.S. needs to get {ts eccnomic house in order by dealing with
macroeconomic problems, instead of treating the symptoms of the problem by
increasing trade bacriers. All trade-gsensitive groups should work
together to accomplish this.



1568

Statement of Earl Pryor, President
National Association of Wheat Growers
before the
International Trade Subcommittee
of the
Senate Pinance Committee
on the
State of the Textile Industry
September 18, 1984

Mr . Chairman and members of the Subcommittee:

The nation's wheat growers appreciate this opportunity to present
their views today on the subject of the U.S. textile industry. I am Barl
Pryor, a wheat farmer from Condon, Oregon and president of the National
Association of Wheat Growers.

Pirst, 1 want to make it clear that I appear here today not as a
specialist on the textile industry or an an advocate of policies which
would weaken its viability. I appear because substantial resources have
been transferred from the farm sector as a result of textile trade
policies implemented by the Reagan Administration in 1983 and 1984, and
because, as a farmer, I can see that these protectionist barriers are
being paid for through substantial losses in U.S. trade, jobs and farm
income.

nlike the 1970's when rising world demand and a weak U.S. dollar
brought substantial gains in the farm export sector, we are currently
experiencing a steady reversal in export volume, and the U.S. Agriculture

Department projects that trade for fiscal 1984 will decline for the fourth
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consecutive year. U,S, agriculture, and the wheat industry in particular,
is export-dependent, and economic recovery will not occur unless farm
exports are increased.

Moreover, the task of boosting farm expurts depends in large measure
on selling more to the world's developing nations where substantial growth
potential exists. It follows, therefore, that developing countries will
not be able to purchase U.S. farm products unless they can generate
earnings from the sale of their own goods. Stated differently, trade is
not a one-way street. We cannot expect to achieve export gains while at
the same time building higher walls of protection around U.S. markets.

The most recent example of protectionist injury to the U.S. wheat
sector 1is also the most dramatic, During the protracted U,S8.-China
textile negotiations of 1983, the Chinese boycotted the U.S. wheat market,
and the value of our exports to this market declined to 8377 million from
a level of $1.05 billion in the previous year ~~- a 64 percent drop
representing losses to U.S. growers of nearly $700 million,

while the level of wheat exports to China improved during the first
part of 1984, and official statements were made that this year's minimum
six millfon ton purchase obligation and 1983°'s 2.2 milljon ton shortfall
would be met, China has not been in the U.S. market to cover these
commitments, and we fear that the so-called ‘®country of origin® textile
rules which took effect on September 7 will cause China to once again
abandon the U.S. wheat market and her purchase obligations. The Chinese
government {s very upset over the new customs service regulations, and it
has urged that they be withdrawn to *protect the normal trade relationship
between the two countries from being unecessarily damaged.®” If China does

retaliate, the cost to U.S. wheat growers will be over $500 million
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between today and the end of December. Purther, the real prospect exists
that China may decide not to renew the 1980 Grain Supply Agreement with
the U.S. which expires at the end of this year. If this happens, we can
expect to incur a substantial reduction in our market share and long-term
losses to growers.

In addition to the Customs Service's rule changes, there is also the
issue of the Commerce Department's countervailing-duty investigation of
textile and apparel imports from thirteen countries. These imports are
valued at $1 billion a year, and according to Commerce Secretary Baldridge
account for 3.7 percent of the total U.S. textile market. During 1983,
the thirteen countries named in this investigation imported $1.58 billion
worth of feed grains, $507.2 million of soybeans and $695.9 million
dollars of wheat from the U.S., for a total of $2.78 billion.

e value of these export markets can also be measured in terms of
jobs., The U.S. Agriculture Department estimates that for every additional
one billion dollars in farm exports 31,700 new jobs are created. Using
that figure, the $2.78 billion fa farm commodity exports represents 88,126
jobs, when U.S. wheat exports to the 13 courntries considered above are
combined with those countries which would be most affected by the Customs
Service's rule changes (China, Hong ©Kong, FKorea, Japan, Taiwan,
Bangledesh), the stakes in this controversy become even clearer, amounting
to $1.16 billion in 1983, or 34.6 percent of total U.S. wheat export value.

It is impossible to determine the degreee of retaliation these
countries might take when their textile and apparel exports to the U.S.
are restricted. Judging, however, from past experience they will likely
diversify their sources of food imports. We are not saying that we will

lose all of these markets, but we are all but certain to lose market
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share, as our competitors in the world wheat export market (Australia,
Canada, Argentina and the EEC) have dJdemonstrated their abflity and
willingness to absorb our lost or forfeited market shares.

Mr. Chairman, trade {ssues cannot be compartmentalized, and the
impact of protectionist decisions éan too easily spill-over into other
se?tors. Moreover, the cost of this fallout, as was seen in the 1983
textile dispute, can easily eclipse the value of the protection sought for
a domestic industry.

Right now, it appears as though the government is playing °®billiards®
with U.S. trade policy. We are thankful that no shot.was taken on copper
imports, but we have had a direct hit on textiles and we still face a
decision on steel which could bring retaljation. Our farm export sector
simply cannot stand the degree of {injury that results from such
protectionist actions, and we hope that this fact is realized before it is
too late.

We need to get our economic_house in order, for our trade dislocations
are the direct outgrowth of an overéalued dollar. We are treating the
symptoms of this dollar aberration. We believe that all trade-gsensitive
groups should pool their resources, working towards a solution to this
debilitating condition.

Thank you M. Chairman for this opportunity for the National
Asgsociation of Wheat Growers to appear before your subcommittee, 1 will

be pleased to respond to gquestions at the appropriate time.
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STATEMENT OF JERRY FRANZ, VICE PRESIDENT FOR LEGISLA-
TIVE AFFAIRS,  NATIONAL CORN GROWERS ASSOCIATION,
WASHINGTON, DC -

Mr. FraNz. Yes, sir, Mr. Chairman. I am Jerry Franz, vice presi-
dent for legislative affairs of the National Corn Growers Associa-
tion and a corn and grain farmer from Wisconsin. I am very
pleased to present the views of the National Corn Growers Associa-
tion in these hearings today, and I would be happy to summarize
my testimony at this point.

One, we are concerned about the U.S. textile industry’s effort to
further restrict textile imports from the People’s Republic of China
and other supplying countries.

Two, we passed a resolution to that effect at a recent board meet-

ing.

ﬁ‘hree, as was mentioned some time earlier, it is public knowl-
edge that PRC is dragging its feet on grain imports because of tex-
tile concerns.

Four, the most immediate casualty of such restrictions would be
the long-term grain agreement between the PRC and the U.S. Gov-
ernment. More importantly, such a development will begin to dem-
onstrate to not only the People’s Republic of China but other coun- .
tries that the United States is an unreliable buying customer—the
flip side of being a reliable supplier, which is something we in
grain have been struggling through the last few years. - ,

. Fi‘t’::’l the demand for protectionism is gaining momentum unfor-
unately.

Six, U.S. grain agriculture is not in any condition today to suffer
declines in lost export opportunity and/or sales because of special
narrow interest groups making uneconomic arguments for import
protection. And of course, here the initial impact is on wheat. But
that when wheat backs up in this country, it then depresses its
price so badly that it is a feed grain instead of a food grain. And
then, of course, corn comes into play.

Seven, the ultimate cost for the growing degree of protectionism
in the United States is the American consumer.

Eight, the consumer pa:lys twice. First he pays more for goods and
thenkagain for supply and management programs because of loss of
market.

Nine, knowing full well that U.S. agricultural exports are the
largest net contributor to our balance of trade accounts—and we
just heard this morning’s news that that is now determined to be
over $24 billion for the second quarter—short-sighted measures to
restrict imports from major foreign countries will only result in ad-
gipional grosion of U.S. corn and agricultural exports to those coun-

ries; an

Ten, to just summarize generally, protectionism hurts U.S. agri-
culture. We are competitive on the world market. U.S. agriculture
comprises over 20 percent of the total U.S. economy and I would
urge other sectors of the economy to also work to become competi-
tive. And 1 aggreciate this opportunity to present the position of
the National Corn Growers Association and would be pleased to at-
tempt to answer any questions. Thank you, Mr. Chairman.

Senator DANFORTH. Thank you, gentlemen.

[Mr. Franz’s prepared statement follows:]

41-003 0 - 85 - 11
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U.S. TEXTILE INDUSTRY: PLEA FOR PROTECTIONISMN
by
Jerry Franz
Vice President -~ Legislative Affafirs
National Corn Growers Assoclation
before the
Subcommittee on International Trade
Committee on Finance
United States Senate
oa

Septeamber 18, 1984

1 am Jercy Franz, Vice Presfident for Legislattive Affairs of the {fational Corn
GCrowers Assoclation (NCGA), and a corn and grain farmer from Poynette, Wisconsia.
Accompanying me today is Michael Hall, the NCGA Washington Representative, and
we are very pleased to present the views of the National Corn Growers Assocla~
tion in these Hearings today. 1In the interest of brevity, my remsrks are suc-
cinct and to the point with respect to the views of the National Corn Growers
usocu‘tion sbout the status of the U.S. textile industry and its "plea for

protectionisa,”

At a recent meeting of the Executive Comittee of the Board of Ditectors of

the Natfonal Cotn Growers Association, the following resolution was adopted



169

about the U.S. textile findustry's effort to further restrict textile imports
from the Peoples’' Republic of China and other supplying countries:

Whereas, the National Corn Growers Association is com-

mitted to working toward expanding demand rather than re-

stricting production; whereas demand incentive programs

are more cost effective than supply reduction programs;

and whereas the limited importation of Chinese textiles

last fall caused U.S. farmers an estimated half billion

dollars: Be it resolved that the National Corn Growers

Association strongly opposes any trade rules or changes

by the International Trade Commission and/or the Admin-

fstration that would jeopardize China's access to the

American market. Any further restrictions will have a

direct negative impact on already depressed net farm

income and ultimately, on the total U.S. economy.
During the past year, grain purchasing officials and government officials of
the Peoples' Republic of China have all but indicated that any unilateral ini-
tiatives by the U.S. Government to further restrict PRC textfle exports to our
market would be countered by reductions in PRC grain purchases from the United
States. As a matter of fact, the People's Republic of China i{s still lagging
behind in the ainimum purchése obligation of six (6) million tons of grain
from the United States each year., The simple reason for the lost grain export
sales last year, now continuing into this year, is the concern of PRC trade

officials that the United States will again restrict PRC textile exports to

the United States.

If the current recommendations of the International Trede Commission are put
into place vis-a-vis textile imports from the Peoples' Republic of China and
other developing country suppliers to the United States, the most immediate

casualty of such restrictions will be the long-term grain agreement between
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the PRC and U.S. gbvernments. But more importantly, such a development will
begin to demonstrate to not only the Peoples' Republic of China, but other
countries, that the United States is an "unreliable buying customer” -- the

flip side of the same coin of befng a "reliable supplier" of commodities.

With respect to the initiatives and petitions of various sectors in the U.S.
industrial community for fmport protection for any aumber of reasons, the
United States is rapidly becoming more protectionistic with each passing day.
The list of industrial sectors requesting import protection for foreign compe-
tition only grows with the success of each industrial sector pleading for im-
port protection:

automcbile

specialty steel

footware

copper

wine

textile
telecommunications

In each of the above sectors either requesting and/or obtaining import pro-
tection from foreign competition, the burden of bearing the adjustment and/or
cost of reduced trade lies with U.S. agriculture -- particularly the grain
sector of U.S. agriculture. And U.S. grain agriculture is not in any condi-
tion today to suffer declines in lost export opportunity and/or sales because
of special, narrow interest groups making uneconomic arguments for import pro-

tection.
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- The ultimate cost for the growing degree of protecticnism in ;he Untced States
is the Amlerican consumer. With the granting of inpor; protection to any in-
dustry, the American consumer only faces higher prices for @onestically pro-
duced goods sold at prices undisciplined from céupetition. Then the

_ consumer -- who i{s the ultimate tax payer -- pays again in terms of costly
supply management programs to reduce grain production in the United States be-
cause foreign countries turn to other grain supplying countries in retaliation

for these U.S. Government decisions.

On bghalf of Anerican corn farmers, we urge you, Mr. Chairman and Committee
members, to reject the avguments and pleas for "temporary" import protection
for the textile and other industries. Knowing full well that U.S. agricultural
exports are the largest net contributor to our balance of trade account (which,
I should mention, is now determined to be over $24 billion for the second
quarter), short-sighted measires to restrict imports frca major foreign coun-

tries will only result in additional erosfon of U.S. corn and agricultural

exports to those countries.

1 appreciate having the opportunity to present the position of the National

Corn Growers Association, and will be pleased to attempt to answer any questions.

.
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Senator DANFORTH. I have just a couple of questions. I take it
there is no doubt in your mind that protectionist policies in the
United States have in the past had a serious impact on agricultural
exptg)rts, and you believe that they will in the future. Is that cor-
rect?

Mr. Franz. No doubt about it.

Mr. Pryor. Absolutely. It has been demonstrated more than
once.

Senator DANFORTH. It has been clearly demonstrated, hasn’t it?

Mr. PrYOR. Yes.

Senator DANFORTH. I mean, there is absolutely no doubt about it?

Mr. PryoR. Correct.

Senator DANFORTH. Now, I don’t know the situation in the rest of
the country, but I do know we have a number of garment workers,
textile workers in the State of Missouri. We have had witnesses
testify from my State today—Monsanto, obviously, a major compa-
ny in St. Louis and a major e:xv?lo er, on how they are affected by
imports. I also represent an awtul lot of farmers. And the picture I

et when I travel around the State is nne of disaster. High costs,

igh interest rates, low commodity prices, and bankruptcies. We
had in Missouri a drought—virtually no corn crop. It is true that
there are a lot of people in various lines of work who have been
impacted by imports, but is my impression generally true, or is
that just in Missouri—that the farmers now—many of them—are
having a desperate time and that anything that impacts negatively
on the price that they can get for what they do produce is really a
case of kicking somebody when he is down.

Mr. FraNnz. I certainly would agree with you. That is very accu-
rate. There is a good percentage of farmers who are really up to
their eyeballs and at their wits’ end and they really are ready to go
down the tube, and it has just begun really. Just to mention Mis-
souri, I know of one corn farmer in Missouri who was flooded out
in the spring and now has been burned out. He just lost his com-
plete crop.

Senator DANFORTH. That is right. It is just typical of this year.
We had the deluge in the spring and then I was in one community
around Labor Day, and I was told that the last rain that they had
was on July 3, and that wasn’t much. So, one of the jobs we have
here is to try to do the best we can for all of our constituents, and
we will certainly try to do that for the people who make textiles
and make garments, and we understand the difficulty, but we also
have to weigh in the other part of the equation, and that is the
effect that whatever we do has on consumers and on people who
depend on exports. And that would certainly include agriculture.

r. Pryor. It has been our experience in doing some research,
Mr. Chairman, that generally if people in agriculture are leveraged
to any degree, certainly a maximum of 30 percent now with the
present interest rates, their return to investment is zero because of
the coincidence of the figures. So, coming off the 1970’s, there are
very few farmers who were good managers who did not take advan-
tage of that leveraging opportunity. As a result of the turnaround,
they are in a veng desperate situation even though they are good
farm managers. Of course, you always have some people who are
not the best managers in the world, and we expect people to come
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and go out of agriculture, but it is extremely hard to get back into
agriculture again because of the high capitalization that is now in
the farm community. We are more concerned in this particular in-
stance about equal opportunity. We don’t want to be burdened with
the results of some unjustified decisions, we feel, and we would like
to get equal treatment. I am talkini about the other people here
who are in the business who are making the same plea—that they
need fair treatment—and we only ask to be treated in the same
manner. .

Mr. FRANz. | might add that U.S. agriculture has been competi-
tive in the world market for a number of years and that has
become a large part of our market. We just can’t stand these
sudden jerks back and forth on our foreign markets—the impact of
taking it away and being looked at as unreliable suppliers.

Senator DANFORTH. Gentlemen, thank you very much. The next
Rgnel is Mr. Richard Fink, professor, George Mason University,

r. Stanley Nehmer, president, Economic Consulting Services, and
er. Sig‘r_lei Pulitzer, chairman of the board of Wembley Ties. Pro-
essor Fink.

STATEMENT OF RICHARD H. FINK, RESEARCH PROFESSOR,
GEORGE MASON UNIVERSITY, PRESIDENT, CITIZENS FOR A
SOUND ECONOMY, AND PRESIDENT, COUNCIL FOR A COMPET!I-
TIVE ECONOMY, WASHINGTON, DC

Mr. FINk. Mr. Chairman, I want to thank you for the opportuni-
ty to testify at these hearings on the condition of the textile indus-
try. My name is Richard Fink and I am president of Citizens for a
Sound Economy. We are a new organization, but we already have
more than 36,000 members. I am also a research professor in eco-
nomics at George Mason University in Fairfax, VA. As president of
Citizens for a Sound Economy, I am here to speak on behalf of our
members, American citizens who recognize the tremendous stake
we have in a free economy. The focus of my brief testimony is the
need for free and open commerce in the textile industry. As an
economist, I feel comfortable in stating that the advantages of free
trade are almost universally accepted at the theoretical level. Few
economists would attempt to argue that protectionist measures
benefit consumers or protect jobs. In fact, tariffs, quotas, and coun-
try of origin regulations have precisely the opposite effect. They
cause unemployment, raise prices, and diminish consumer choice.
In the case of textiles, the income and substitution effects that
result from protectionist measures hurt American consumers,
workers, and retailers. Ironically, we call tariffs protectionist meas-
ures. In reality, what they protect a consumer from are low prices,
more desired products, and a wider range of choices. In essence,
barriers to a free trade are a form of transfer payments to political-
ly favored domestic producers and workers from consumers, work-
ers in other industries, unemployed workers, and citizens of less-
developed countries. The secondary consequences of trade restric-
tions are borne by citizens in a number of different categories.
Trade restriction costs consumers in terms of increased prices and
decreased savings, which affects capital formation and economic
growth. Also, it costs retailers and retail workers. They lose sales
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on both the domestic and imported goods. The increase in the price
of domestic products reduces sales and decreases jobs in the retail
industry. The increased price of imports costs industries that use
these goods as an imput. It costs exporters because the fewer the
- imports, the less will be the exports. It costs all industries affected
by retaliation, and it affects all those workers in those industries
that are affected by retaliation.

The center for the Study of American Business estimates that
the cost to American consumers alone is $58.5 million in 1983 from
protectionist measures, $18.4 billion in trade restrictions on textiles
and apparel. If our goal is to aid the U.S. textile industry, it is not
appropriate to isolate them from competition; that will only fur-
" ther weaken them. It is not appropriate to damage other indus-
tries, which as a result will be clamoring for protection next be-
cause of their weakened state. Rather, if we want to aid the textile
industry, we need to create the best environment for these firms to
increase their competitiveness—and increase their competitive
health. Help the competitor build stronger muscles and sinew.
Make him train and sweat. Don’t strap weights on the legs of the
others in the race. Don’t slow down the race so that the racer can
pretend that he is viable. Rather use tax credits for capital invest-
ment and increase productivity. Perhaps base the degree of credits
on the success of its increased competitiveness. Remove regulations
that impede the development of firms, provide incentives for work-
ers to strive for perfection. Deal with budget deficits with a stable
monetary policy. Measures that increase the competitiveness not
restrict the competition are the only sound policies for economic vi-
ability in the long run. Thank you, Mr. Chairman.

Senator DANFORTH. Thank you. Mr. Nehmer.

(Mr. Fink’s prepared statement follows:]



165

TESTIMONY OF RICHARD H, FINK, PRESIDENT, CITIZENS
FOR A SOUND ECONOMY, AT HEARINGS BEFORE THE SUBCOMMITTEE
ON INTERNATIONAL TRADE OF THE SENATE FINANCE COMMITTEE
ON THE STATE OF THE U,S. TEXTILE INDUSTRY
September 18, 1982

Mr. Chairman and Members of the Subcommittee on International
Trade, I want to thank you for this opportunity to testify at
these hearings on the condition of the textile industry. My
name is Richard Fink and I am president of Citizens for 2 Sound
Economy. We are a new organization, dbut already have more than
36,000 members, I am also a research professor in economics
at George Mason University ih Fairfax, Virginia. As president
of Citizens for a Sound Economy, I am here to speak on behalf
of our members--American’ citizens who recognize the tremendous
stake we have in a free economy.

The focus of my brief testimony is the need for free and
open commerce in the textile industry. As an economist, I feel
comfortable in stating that the advantages of free trade are
almost universally accepted at the theoretical level., Few economists
Would attempt to argue that protectionist measures benefit consumers
or protect jobs. In fact, tariffs, quotas, and country-of-origin
regulations have precisely the opposite effect-~-they cause unemploy-
ment, raise prices, and diminish consumer choice. In the case
of textiles, the income and substitution effects that result
from protectionist measures hurt American consumers, workers,
and retailers. JIronically, we call a tariff a protectionist
measure, In reality, what it protects is the consumer from
low prices, more-desired products, and a wider range of choices.
In essence, barriers to free trade are a form of transfer payments
to politically favored domestic producers and workers from consumers,
workers in other industries, unemployed workers, and citizens
of less-developed countries. I shall briefly discuss how pro-
tectionist measures effect each of these four groups and conclude
with some alternatives that would better serve the interests
of both the textile industry and consumers in general.

1. Consumers ~- Here the case for free trade is most clear
cut. According to the Center for the Study of American Business,
protectionist measures cost American consumers $58.5 billion
in 1980 alone. Of this, $18.4 billion came from tariffs and
other restrictions on textiles and apparel. Some like to call
this a hidden tax--in reality it is a hidden transfer payment--
welfare--for the domestic manufacturers of the product, paid
by American corsuymers.

This price effect is only one of the costly effects of
trade restrictions. Protectionist measures--be they called
tariffs, quotas, or voluntary restraints--reduce the supply
of a product and thwart of consumers by restricting their freedom
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to choose. This is particularly true of the apparel and textile
industries, where many fashions lost by barriers cannot be replaced
by domestic suppliers,

2. American Workers -- By raising the prices of selected
goods, protectionist measures reduce demand, both for the product
in question and for other goods in the economy. Consumers must
either reduce savings or purchase less the when prices of some
goods, such as textiles, increase. This reduction in demand
has secondary effects throughout the economy: reduced corporate
earnings, lower pay, even layoffs and bankruptcies of marginally
profitable companies. The retail industry, for example, employs
more than 16.7 million people. Many Americans work in transportetion
and shipping, which are both directly affected by trade policy.
Certainly a reduction in consumer demand for apparel and other
textile products, even if due to well-intended protectionist
measures diminishes employment and earnings in retail and related
industries, and therefore reduces the economic health of the
entire economy.

Another secondary effect of protectionism is retaliation.
No one can predict what form retalistion will take should the
U.S. continue to restrict foreign imports which are frequently
the lifedblood of developing economies.

Finally, protection for labor-intensive, low-wage industries
means lower wages in the U.S. Competition induces American
firms to modernize and fncrease the capital invested per worker;
this increases productivity and wages. In the absence of competi-
tion, wages generally are lower than would otherwise be the
case, .

3. Unemployed workers -« One of the hidden victims of pro-
tectionist measures is the unemployed worker. Most economists
agree that protectionism is a negative sum-game--more jobs are
lost than are saved. As Daniel Webster stated in an eloquent
speech to the House of Representatives in 1824, "Commerce is
not a gambling among nations for a stake, to be won by some
and lost by others. It has not the tendency necessarily to
impoverish one of the parties to it, while it enriches the other;
all parties gain, 8ll parties make profits, all parties grow
rich, by the operations of just and liberal commerce."

Unfortunately, the victims of a quots or tariff are difficult
to identify. Rarely does the laid-off truck driver or sales
clerk make the connection between a country-of-okrigin rule and
his unemployment. ~“Protectionist measures demonstrate that the
benefits of & government acts are concentrated, while the costs
are greater and diffused. In a free market, capital shifts
to other uses when it is to our comparative sdvantage to have
fewer steel or textile mills and more computer stores or furniture
manufacturers. In the absence of protectionist measures, capital
moves to where consumer demand and, hence, return on investment
are greatest, Oveigall employment increases. The shrinking
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of one sector of the economy due to low priced foreign competition
would be offset by an expansion in productive capacity elsewhere
in the economy. Protectionism prevents the market process from
operating smoothly and thus inhibits innovation and job creation,
but we cannot count those jobs that were never oreated due to
well-intentioned actions of legislators. If the domestic textile
industry wvere to shrink, there would mostly likely be an expansion
in productive capacity elsewhere that surpassed that loss.

4, Less-developed nations -- Less~developed nations generally
have a comparastive advantage in low-wage industries. It is
to the advantage of American workers and American consumers
for foreigners to concentrete on producing these goods. Comparative
advantage doesn't mean foreigners can produce certain goods
more efficiently than us, but that the particular goods cannot
be produced domesticelly as efficiently as we can produce other
goods, In a very real sense, the textile industry's toughest
competition comes from other demands for capital, lador, snd
natural resources in this countrg:

When the principles of free and liberal commerce prevail,
foreign producers are able to earn dollars they can spend on
exports from U,S. By restricting textile imports to the U.S.,
foreigners have less to spend on U.S, exports and less capital
to use to develop.

5. Alternative Solutions -- The sensible policy of government
toward the textile industry is to remove hindrances that make
U.S. industries less competitive. Government need not encourage
competition--it occurs naturally. What government should do
is eliminate those barriers that already exist in the U.S, economy,
such as high levels of taxation and regulation, which prevent
the textile industry from being competitive in world merkets,
Moreover, corporate taxes are a cost to American producers that
is-uvltimately borne by consumers, We should adopt a sound monetary
policy that will reduce real rates of interest and the cost
of borrowing capital. We should expand incentives for saving,
so that capital is available for plant modernization.

In the push for protectionism, nobody has openly opposed
free trade., No one wants to be on record against it because
intuitively most people realize there is no more basic freedom
than the right of voluntary exchange, regardless of political
boundaries. So to justify their proposed interference with
freedom, the protectionists switch to the fair-trade issue.

Free trade is fine, they say, as long as it is fair trade.

People must stop fooling themselves on this fssue., They favor
either free trade or protectionism. They can't have it both

ways. Free trede is fair trade. In the name of both prosperity
and peace, let's seek solutions to the problems of American
industry, including the textile industry, that serve the interests
of American oconsumers and workers and enhance economic freedom,
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STATEMENT OF STANLEY NEHMER, PRESIDENT, ECONOMIC
CONSULTING SERVICES, INC., WASHINGTON, DC

Mr. NEHMER. Mr. Chairman, for the record, my name is Stanle
Nehmer. I am president of Economic Consulting Services. My full
statement, I gather, will be put in the record, so I would just like
to—in the 3 minutes that I have—make a few comments on what I
say in my paper and what I have heard this morning. I must say,
listening to the retailers, and some of the facts that were tossed at
the subcommittee, I wasn’t sure which industry they really were
talking about, but that is for another time.

You know, Mr. Chairman, this great country of ours grew on the
basis of various sectors—agriculture, industry, manufacturing,
transportation—all growing together. We have a different situation
occurring here where desgite the very close interrelationship in
economic growth among the different sectors of our economy, we
find what has happened is the development of a “beggar thy neigh-
bor” policy. What we just heard from the agricultural interests in
offect was not only farmers versus textile and apparel manufactur-
ers, but farmers versus farmers because it was the wheat farmers
and the corn farmers who were beggaring thy neighbor—the cotton
farmer and the wool grower. We have the same occurring with
regard to the retailer insofar as their attitude toward the textile
and apparel manufacturers are concerned. And yet we know that
retailers in many communities depend on the health of different
manufacturing industries for their own prosperity. Retail trade
cannot prosper when workers in these industries are without jobs.
This is equally true in the case of textiles and apparel. The domes-
tic textile industry is the largest purchaser of cotton, and virtuall
the sole purchaser of all the wool clipped in the United States. It
happens to be an important customer of the corn growers in the
United States. The equivalent of about 20,000 acres of corn is pur-
chased through the form of cornstarch by the textile industry, but
nevertheless, we have this beggar thy neighbor policy that seems to
have developed. With all respect to the retailers and to the agricul-
tural sector, I believe that their position is quite unfair. The retail-
ers raise the flag of consumer interests, and they formed a coali-
tion to seek freer trade in textiles and apparel. But the retailers’
alleged interest on behalf of consumers with regard to import
issues, I have to say, is a convenient smokescreen for maximizing
profit at the expense of firms and workers in the domestic textile
and apparel industry. As for ?friculture, Mr. Chairman, it benefits
{)?' the largest support in the U.S. budget by far of any sector in the

.S. economy to the tune of some $53 billion in the aggregate in
fiscal year 1983. The wheat farmers alone in this country received
during fiscal year 1983 some $5 billion in support from the Federal
Government. In the first 8 months of 1984, the prices received by
farmers rose 8 percent over the same period of 1983. Wholesale
prices for textiles and apparel in the same period rose but 3 per-
cent. I have a lot more to say. May I say a couple more things?

Senator DANFORTH. Yes.

Mr. NEHMER. Thank you, Mr. Chairman. With respect to the re-
tailers, I think we should note that despite their complaints, im-
ports of textiles and apparel have grown 44 percent thus far in
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1984, 62 percent during the month of July alone, and a 25 percent
growth in imports of textiles and apparel in 1983 over 1982. I have
to say: What'’s the beef? They have been able to increase their im-
ports of textiles and apparel by levels that are absolutely astronom-
. ical. With regard to consumers, I think it was Mr. Finley who
pointed out that the consumer price index between 1974, when the
MFA started, and 1983, the textile and apparel CPI grew at an
annual rate of 3.2 percent, while the overall CPI in the same
period grew by 8.1 percent.

With regard to the costs to the economy for protection of textiles
and apparel, what I heard from the retailers this morning was a
figure of $4.4 billion based upon some analysis done by a graduate
student at the University of Washington at St. Louis, a Mr.
Munger. Mr. Munger’s figure is based upon a statement made by a
Professor Martin Wolf of London of $3.4 billion in 1980, updated to
$4.4 billion. Now, Mr. Wolf as part of his forecast said that if the
MFA restraints were eliminated, there would be a decline in em-
plog'ment in the United States and European Community textile
and apparel industry of some 33 percent between 1980 and 1990.
Thirty-three percent loss in employment in this industry in the
United States is somewhere around 700,000 to 800,000 jobs plus the
jobs of workers in other industries. The payroll of those workers
alone whose jobs would be lost would be $10 billion a year. I think
I will conclude at this point. I think I have been very detailed in
my testimony, and you have been very kind to give me more time.

Senator DANFORTH. You have been very forceful in your summa-

Mr. NEHMER. I wish there were other members of the subcom-
mittee present in addition to yourself, but I know you will carry
the message. Thank you, Senator.

Senator DANFORTH. Mr. Pulitzer.

[Mr. Nehmer’s prepared statement follows:]
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SUMMARY

I am oconcerned about the aurrent import problems of the U.S, textile and
apparel industry, which are manifested so recently in the 44 percent import
growth 80 far this year. And I am equally concerned about the tremendous growth
in the U.S, trade deficit. .

1 an concermed as well with vhat is happening among the different sectors of
the U.S. econcmy, The United States has grown and prospered because of the com-
bined strength of the different sectors of the econavy.

Despite the interrelationship and interdependency of the textile industry,
the agricultural sector and the retailers, what we see happening is a "beggar-
thy-neighbor® approach on the part of the different sectors, when they feel
actions by one will adversely affect them,

Retaflers, raising the flag of oonsumer interests, have formed a ococalition
to seek freer trade in textiles and apparel. But the retailers' alleged
interest on behalf of oonsumers with regard to import issues is a convenient
amokescreen for maximizing profit at the expense of firms and workers in the
damestic textile and apparel industry. The retailers want the freedom to offer
maximmm choice of product. I do not take exception to this so long as, in the
process, it does not make the domestic textile and aspparel industry nonviable. .
We do not expect imports to be shut ocut of the U.S, market =~ they will continue
tolg:m-nordoweemect the doors to be flung aopen to imports indiscrimina-
tely.

As for agriculture, it benefits by the largest suppert in the U.S, budget by
far of any sector of the U,S. eoconomy, to the tune of same $53 billion in the
aggregate in fiscal year 1983, There are ocertainly good and substantial reasons
for these agricultural programs. We do no expect these programs to be aban-
doned, But that does not give the farmer the license to beggar his neighbor in
the factories and manufacturing towns of this ocountry.

There is no easy solution to the problem which has developed between the
textile and apparel industry, retailers, and agriculture. But, I do know that
this beggar-thy-neighbor approach must be abandoned. Their interests are, I
believe, more in common than in conflict.

The textile and apparel industry has in place the Multifiber Arrangement,
which is intended to be a program to allow crderly growth in imports. Neither
agricultural interests nor the retailers should expect the textile industry to
give up its only protection, as imperfect as it may be.
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TESTIMONY OF STANLEY NEHMER, PRESIDENT
ECONOMIC CONSULTING SERVICES INC.

Before the Subcommittee on International Trade
Committee on Finance
United States Senate

Hearing on the State of the U.S. Textile Industry

September 18, 1984

My name i{s Stanley Nehmer, President of Economic
Consulting Services Inc.,, a Washington-based economic con-
sulting firm. Our clients include a broad range of
industries, mostly those industries which havelbeen ad-
versely impacted by imports including various parts of the
textile and apparel industry. I ‘appreciate the opportunity
to appear before the Subcommittee today concerning the state
.of the U,S, textile/apparel industry. I have been involved
with the question of import problems of this industry for
many years, Prior to retirement from the U.S., Government in
1973, I was for more than seven years Deputy Assistant
Secretary of Commerce in charge of the textile import
program as well as other import programs. I have continued
my relationship with the U.S textile and apparel industry in
my capacity as consultant to several trade associations and
labor unions in the industry.

I am concerned about the current import problems of the
U.S. textile and apparel industry, which are manifested so
recently in the 44 percent import growth so far this year,

And I am equally concerned about the tremendous growth in
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the U,.S. trade deficit, and about increases in the trade
deficit for import-sensitive products,

Last year, the U.S, merchandise trade deficit reached a
record $69.4 billion., More than half of that was accounted
for by the trade deficit in manufactured goods, The $10.6
billion deficit in textile and apparel trade represented
more than 15 percent of the 1983 merchandise trade deficit,
This year, just through July with its single-month record
$14.1 billion deficit, the overall merchandise trade deficit
has reached $73.8 billion, exceeding the trade deficit for
all of 1983. Predictions are that the 1983 deficit will be
at least $120 billion and possibly as high as $140 billion.,
The textile/apparel trade deficit will likely reach $16
billion this year.

Ironically, from the standpoint of trade, the United
States now has something in common with developing countries
such as ‘those from which we import textiles and apparel. As
Alfred Eckes of the International Trade Commission observed,
the United States is importing more and more manufactured
products and exporting more and more raw materials and agri-
cultural materials, That, he said, was the definition of a
developing country, not the definition of an industrialized
country,

The U.S. merchandise trade deficit has contributed to
growing job displacement in the United States, Government

estimates show that in 1982, when the U.S. merchandise trade

41-003 0 - 85 - 12
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deficit reached a then-racord $42.7 billion, the United
States suffered a net job displacement from U.S. trade in
manufactures of more than one million man-years, Job
displacement only worsened in 1983 and 1984 as the trade
deficit continued to grow,

The Commerce Department rule of thumb is that every one
billion dollar increase in the trade deficit costs 25,000
jobs in the United States. Simple arithmetic tells you that
the $60 billion increase in the trade deficit expected in
1984 translates to 1.5 million additional jobs lost, °

1 am concerned as well with what is happening among the
different sectors of the U.S. economy. The United States has
grown and prospered because of the combined strength of the
different sectors of our economy, Agriculture, manufac-
turing, and wholesale and retail trade have all been able to
grow together as the U.S. economy has expanded over the
years, Perhaps the finest example of this relationship was
the development of the domestic iron and steel industry to
meet the demand for rails and railroad equipment and for
agricultural machinery as the Great Plains were opened to
settlement and farming. Conversely, the latter could not
have occurred without a growing indigenous iron and steel
industry to meet the needs of the agricultural west,

The different sectors are not autonomous. For example,
the health or lack of health of the U.S. textile and apparel

industry has a bearing on the health of other sectors of
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the economy as well, 1In fact, there is a high degree of
dependency of the U.S. economy on the textile and apparel
sector,

Our firm conducted a study in 1981 on the dependency of
the U.S. economy on the fiber/textile/apparel industrial
complex. We found that industries which are particuiarly
dependent on the fiber/textile/apparel complex include
various agricultural products, ﬁartlculatly cotton and woolj;
rubber products; industrial inorganic and organic chemicals;
paperboard; plastic materials and synthetic rubber; and
miscellaneous manufacturing industries., At least five per-
cent of the total employment of each of these industries in
i980 was dependent on final and inte}mediate demand of the
products of the fiber/textile/apparel industrial complex.
In total, 926,000 jobs were required from all industries,
plus an estimated 130,000 jobs related to the delivery of
the capital goods used by the fiber/textile/apparel complex
and its principal suppliers. Thus, we estimated that in
addition to the more than two million jobs directly
generated within the fiber/textile/apparel complex, another
one million jobs were dependent on this industry.

Retailers in many communities certainly depend on the
health of different manufacturing industries located in
those communities. Retall trade cannot prosper when
workers in these industries are without jobs, This is

equally true in the case of textiles and apparel -- the
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manufacturers, the workers, and yes, even the retailers --
have a stake in a healthy industry.

similarly, parts of the agricultural economy cannot
prosper if the textile industry is not healthy. The
domestic textile industry is the largest purchaser of cotton
(our study showed that 43 percent of the total employment
requirements in cotton were related to demand from the
fiber/textile/apparel complex) and wool. The textile
industry is also a major user, if not the largest user, of
corn starch, If the textile industry is not in sound
health, it has some not insignificant bearing on the health
of the agricultural sector.

Despite the obvious interrelationsnip and interdepen-
dency of the textile industry, the agricultural sector and
the retailers, what we see happening is a "beggar-thy-
neighbor® approach on the part of the different sectors,
when they feel actions by one will adversely affect them.

Both the retailers and agricultural interests are
strongly opposing textile/apparel import restraints.

I certainly don't want to be accused of joining in that
"beggar-thy-neighbor" policy. But, with all due respect to
the retailers and to the agricultural sector, their position
is somewhat unfair to the American textile and apparel
industry. Retalilers, raising the flag of consumer
interests, have formed a coalition to seek freer trade in

textiles and apparel, But the retailers' alleged interest
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on behalf of consumers with regard to import issues is a
convenient smokescreen for maximizing profit at the expense
of firms and workers in the domestic textile and apparel
industry. As for agriculture, it benefits by the largest
support in the U.S. budget by far of any sector of the U.S.
economy, to the tune of some $53 billion in the aggregate in
fiscal year 1983, We should also note that in the first
eight months of 1984, the prices received by farmers rose 8
percent over the same period of 1983, wholesale prices for
textiles and apparel rose but 3 percent in the same period.

I would like to comment more specifically on some of the

arguments set forth by the retailers and the agricultural
community.

Wwith respect to the retailers:

e Restrictions under the Multifiber Arrangement (MFA)
are not nearly so strin?ent as suggested by the
retailers. These restrictions have permitted growth
In Imports at rates substantially in excess of U.S.
market growth. Import growth of 44 percent so far
this year on top of 25 percent growth last year

raises serfous questions about the effectiveness of
the MFA.

® The interests of retailers and consumers are not the
same, As businessmen, the objective Of retallers is,
of course, profit, and the profits they gain on
imports are almost always higher than the profits
they gain on the sale of domestic-ally-produced
items.  Those Committee members involved in passage
of the Trade Act of 1974 might recall this statement
in the Senate Finance Committee Report relating to
import restraints: "Unemployed persons are not happy
consumers, The Executive should not confuse the
effect on consumers with the effect on importers or
foreign producers; they are not the same."

e 1Increases in consumer prices have been moderate.
Price Increases on textile and apparel products have
been far lower than the overall rate of inflation,
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Notwithstanding restrictions under the MFA, U.S. con-
sumers still get good value for their dollars spent
on textiles and apparel.

"Free"” trade in textiles and apparel will mean the
sacrifice of American jobs, Job creation iIn the ser-
vice sector is not a solution because many of these
service sector jobs are substantially lower-wage jobs
than in the manufacturing sector. To the extent
workers who lose their manufacturing jobs can find
jobs only in service industries, they suffer declines
in their standard of living. A strong manufacturing
sector is vital to U.S. economic growth,

Estimates of the cost to the U.S, economy of protec-
tion for textiles and apparel are grossly overstated.
These cost estimates ignore the cost of not providing
protection for the U.S. textile and apparel industry,
such as unemployment compensation costs, trade
adjustment assistance benefits, and welfare payments
to unemployed textile and apparel workers; the loss
of tax revenues derived from producers and workers;
and the impact on supplying industries and local com-
munities of lost revenues,

The retailers want the freedom to offer maximum choice

of product., I do not take exception to this so long as, in

the process, it does not make the domestic textile and

apparel industry nonviable as is occurring in the domestic

footwear industry. Proﬁ the point of view of retailers

themselves, it can only hurt their own health and prosperity

if the vital textile and apparel industry suffers major

attrition under the hammering of imports.

With respect to agriculture:

e U.S. farm policy, with its twin goals of the encoura-

gement of adequate and stable supplies of food and
fiber and the assurance to farmers that farm income
and prices will be protected and stable, has been
accomplished at substantial cost to the U.S. economy.
We estimate this cost to have been as high as $53
billion in FY 1983. This includes $43.5 billion for
Department of Agriculture farm-related programs and a
USDA estimate of $9.7 billion for the PIK program.
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e Farm programs cover production adjustment and price
support programs, including commodity loans and
purchases; production controls (including the
payment-in-kind or PIK program); export promotion and
credits; farmer-owned storage loans; and farmer-owned
grain reserve. Other programs which directly or
indirectly subsidize the agricultural sector are crop
insurance; the Parmers Home Administration agri-
cultural credit program; agricultural research and
service programs; marketing programs; animal and
plant health programs; special tax benefits for cer-
tain farm expenses and income; USDA food and nutri-
tion programs; and Public Law 480,

® Under Section 22 of the Agricultural Act of 1933,
imports of certain agricultural commodities are
restricted by quotas or tariffs to prevent inter-
ference with price support stabilization programs
operated under the auspices of USDA. Since Section
22 was enacted some 50 years ago, import controls
have been imposed on at least a dozen products.
Section 22 import controls currently exist on certain
dairy products (including cheese), sugar, cotton, and
peanuts,

e The meat import law, which dates back to 1964, per-
mits the President to place quotas on meat imports to
preserve the ratio of imports to domestic production
which existed during the 1959-63 period,

There are certainly\good and substantial reasons for
these agricultural programs. The farmer contributes impor-
tantly to the export earnings of the country., He is an
essential customer of American manufacturing industries,

Ris labor and efficiency, with import restrictions when
necessary, make it possiblé for the U.S. to avoid dependence
on imports., But that does not give him the license to
beggar his neighbor in the factories and manufacturing towns
of this country.

Agricultural interests have been citing what happened

with China last year, when it embargoed grain purchases
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from the United States in response to tightened controls on
textile and apparel imports, as evidence that the United
States should ease textile and apparel restraints., I would
suggest that China is a fickle customer, and will only
purchase U.S, agricultural products when its own domestic
supply cannot meet China's needs,

Take cotton, for example, China doubled its domestic
production of cotton between 1979 and 1983 and, in the pro-
cess, not only stopped buying cotton from the United States,
but also entered the world market as an exporter of cotton,
in competition with U.S. cotton exports. For American cot-
ton growers to rely on China as an export market would be
foolhardy, 1Its own major domestic customer, the
fiber/téxtile/apparel industry, has been, and will continue
to be, a much more reliable and dependable customer.

As for wheat and corn, according to a report from the
U.S. Embassy in Peking, China will not purchase enough wheat
and corn from the United States to reach it¥ guaranteed
minimum under the bilateral agricultural agreement with
China, This is primarily because of the hnexpected good
crop in China.

while it is not in the interest of the U.S. textile/
apparel industry for China to retaliate against textile
trade measures with an embargo on purchases of U.S. agri-
cultural products, in all fairness, China has available to

it other avenues for dispute settlements involving trade
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issues, 1t simply does not use them, It prefers to
threaten retaliation and, in the process, uses American
agriculture to fight its case, .

Obviously, there is no easy solution to the problem
which has developed between the textile and apparel
industry, retailers, and agriculture., But, I do know thag
this beggar-thy-neighbor approach must be abandoned. Their
interests are, I believe, more in common than in conflict,

The agricultural sector has in place huge U.S.
Government subsidies and a coordinated program of import
protection. We do not expect these to be abandoned, nor
should they be.

The retailers have available to them a wide, although
not limitless, choice of textile and apparel sources, We do
not expect imports to be shut out of the U.S. market =-- they
will continue to grow -- nor do we expect the doors to be
flung open to imports indiscriminately.

The textile and apparel industry has in place the
Multifiber Arrangement, which is intended to be a program to
allow orderly growth in imports. Neither agricultural
interests nor the retailers should expect the textile
industry to give up its only protection, as imperfect as it
may be.

1 The textile and apparel industry will, I am sure, con-
tinue its efforts to ensure the effective administration of

the Multifiber Arrangement and the bilateral agreements,
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STATEMENT OF SIDNEY PULITZER, CHAIRMAN OF THE BOARD,
WEMBLEY TIES, NEW ORLEANS, LA, AND CHAL(MAN, NECK.
WEAR ASSOCIATION OF AMERICA, NEW YORK, NY

Mr. Purirzer. Thank you. I am here to make a call on behalf of

a very small-industry that is in difficult times and in a year or so
will be in desperate times—the men’s neckwear industry in the
United States. My name is Sid Pulitzer. I am chairman of the
board of Wembley Industries, a large manufacturer in the country,
and also chairman of the board of the Neckwear Association of
America, which represents the great majority of neckwear manu-
facturers in the United States. And we want to urge the attach-
ment of S. 2712 to the present trade bill under consideration in the
Congress today. I would never have believed that I would be here
today urging a small increase in tariffs because philosophically I
am a free trader. I am still a free trader. You may figure that is an
unusual thing. How can you put those two philosophies together?
Well, when you go for free trade or fair trade, there is supposed to
be something called reciprocity. When there is no reciprocity,
somebody is getting hurt, and in this case it is our country. And
when we are being had, we should do something about it. Four
years ago the tariffs on neckwear were put into an orderly reduc-
tion. The tariffs on foreign imports of neckwear from us were also
reduced. And in that time span, the amount of imports of neckwear
into the United States have exploded, but the amount of exports
we have been able to produce and ship abroad and have purchased
are virtually zero. We are being had. We are a very small industry.
We do only about $330 million a year, so we don’t have the re-
sources to come to Washington frequently and place our case
before our Government. We do represent 7,000 workers, mostly
working in small establishments. The businesses are concentrated
on the east and west coasts, some in the central part of the United
States, and my business is in Louisiana. Noticeably different is that
the men’s neckwear industry has very little support in terms of
tariff protection. We have no subsidies either. While the textile ap-
parel industry as a whole has the benefit of the multifiber arrange-
ment, the neckwear industry has virtually no protection from im-
ports. More than half of the neckties imported are of material that -
is not covered by the MFA, particularly silk which accounts for the
bulk of the exploding imports. Unless we can do something to offset
this, we must accept the fact that the bilateral agreements we
made have worked for the destruction of our industry and there
has not been any reciprocity. Conditions in our industry are rapid-
ly deteriorating as imports are increasing at an alarming rate. Be-
tween 1980 and 1983 alone, imports of neckwear increased by more
than 250 percent, and this 4year while overall textile apparel im-
rts increased in excess of 40 percent, neckwear imports increased

y more than 100 percent. Four years ago, imports represented
only 4 percent of the market share. The last few months, the rate
at which the imports are coming in represents 30 percent of the
market share, a doubling over last year. The amount of imports in
this last year have increased from about 900,000 dozen to over
1,800,000 dozen, and our industry exports less than 5,000 dozen to
foreign countries. We are being had. Unless we can do something
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to try and modify this and stabilize it, if this trend continues,
within a year or two, a very small industry in this country will be
decimated. It is an industry that does not require Government to
pay any subsidies. It is an industry that pays taxes. Yet the profits
in the industry have been declining. I urgently request that genate
bill 2712 be added to the trade bill under consideration in the Con-
gress today. And we hope that another logical step can be taken
shortly in the future whereby most of the fabrics used for neck-
wear can be added to the MFA. But this bill that we ask be added
is a very moderate bill. It is supported by the neckwear manufac-
turers and all it represents is a return to the trade conditions that
existed before the MFA tariff reductions took place. It is an in-
crease from a duty of averaging 8 percent today to only 16 percent.
I don’t know if it is going to solve our problems, but it could help,
and we hope that the Congress and the Senate will see some help
for the neckwear industry.

Senator DANFORTH. Thank you very much. Excellent testimony.

[Mr. Pulitzer’s prepared statement follows:]
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Statement of
SIDNEY PULITZER
CHAIRMAN OF THE BOARD

WEMBLEY INDUSTRIES
NEW ORLEANS, LOUISIANA

and

CHAIRMAN
NECKWEAR ASSOCIATION OF AMERICA, INC.

Before the Subcamittee cn International Trade
Committee on Finance.
U.S. Senate
Hearing on the U.S. Textile Industry
September 18, 1984

SUMMARY

The neckwear industry shares many characteristics with other segments of the
U.S. textile/apparel industry. The noticeable difference between the neckwear
industry and other segments of the textile/apparel industry is in its lack of
import protaction, ‘ '

vhile the textile/apparel industry as a whole has the benefit of the
Multifiber Arrangement, the neckwear industry has virtually no protection from
imports, Only a few of cur products are of ootton, wool, or man-made fiber, the
products oovered by the MFA. More-than half of the neckties imported are of
materials not oovered by the MFA, such as silk, And nuch of the remaining
imports of wool or man-made fiber are from oountries with which the United
Statl-,es does not have bilateral agreements, generally developed ocountries such as
Italy.

This has left the necktie industry particularly wulnerable to imports.
Between 1980 and 1983 alone, imports of neckties increased by more than 250 per-
cent. While overall textile/apparel imports increased in excess of 40 percent
in the first half of 1984 compared to the first half of 1983, neckwear imports
increased by more than 100 percent over the same period.

Pending before this Committee is a bill (S. 2712) to return the duties on
necktie imports to the levels in effect as of January 1, 1981, for a period of
five years. oOur industry strongly supports enactment of this temporary legisla-
tion. We bolieve that this temporary vespite fram the tremendous import growth
will prevent imports from overwhelming domestic necktie producers. I urge the
Camittee to report cut S, 2712 favorably.

The neckwear industry is also looking further into the future, We think that
a logical step would be to seek coverage under the MFA for products that oampete
directly with those of cotton, wool and man-made fiber, namely silk and other
vegatable fibers. All neckwear should logically ba ocovered under the inter-
" national textile agreement. Then, we too can share the same protection as the
other segments of the textile and apparel industry.
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Statement of
SIDNEY PULITZER
CHAIRMAN OF THE BOARD
WEMBLEY INDUSTRIES
NEW ORLEANS, LOUISIANA
and

CHAIRMAN
NECKWEAR ASSOCIATION OF AMERICA, INC,

Before the Subcommittee on International Trade
Committee on Finance
U.S. Senate
Hearing on the U.S., Textile Industry

September 18, 1984

My name is Sidney Pulitzer. I am Chairman of the Board
of Wembley Industries, based in New Orleans, Louisiana,
Wembley is one of the largest producers of neckties in the
United States. I am also Chairman of the Neckwear
Association of America, Inc., the trade association repre-
senting domestic manufacturers of neckwear. :

The neckwear industry employs about 7,000 workers in
mostly_small establishments. Our businesses are con-
centrated in New York, which accounts for more than one-
third of industry employment, California, and Louisiana,
where my company is located. Substantial neckwear produc-
tion also occurs in New Jersey, Missouri, North Carolina,
Pennsylvania, Texas, Michigan and Massachusetts.

The neckwear industry shares many characteristics with
other segments of the U.S. textile/apparel industry, The
noticeable difference between the neckwear industry and
other segments of the textlile/apparel industry is in its

lack of import protection.
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while the textile/apparel industry as a whole has the
benefit of the Multifiber Arrangement, the neckwear industry
has virtually no protection from imports. Only a few of our
products are of cotton, wool, or man-made fiber, the pro-~
ducts covered by the MFA, More than half of the neckties
imported are of materials not covered by the MFA, such as
silk. And much of the remaining imports of wool or man-made
fiber are from countries with which the United States does
not have bilateral agreements, generally developed countries
such as Italy.

This has left the necktie industry particularly
vulnerable to imports., Producing neckties requires much the
same skills and material requirements as does the production
of other sewn-prohucts. Production start-up costs are mini-
mal, Virtually any country with an established apparel '
industry can quickly become a producer and exporter of
neckties,

Conditions in our industry are rapidly deteriorating as
" imports increase at an alarming rate. Between 1980 and 1983
alone, imports of neckties increased by more than 250 per-
cent, While overall textile/apparel imports increased in
excess of 40 percent in the first half of 1984 compared to
the first half of 1983, neckwear imports increased by more
than 100 percent over the same period., With the huge
increases thus far in 1984, imports of neckties in
January-June were already 86 percent of the import level in

all of 1983,
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This tremendous surge in imports can be directly attri-
buted to the tariff cuts negotiated in the Multifiber Trade
Negotiations, Tariffs on neckties were cut 20 to 50 per-
cent. The tariff on silk neckties, the product with the
largest import volume, was cut S0 percent.

This tremendous growth in imports has caused a substan-
tial loss in market share held by U.S. producers, The ratio
of imports to domestic shipments rose steadily and rapidly
from an estimated 4.3 percent in 1980 to 14,6 percent in
1983. As a percent of the U.S. market, imports grew from an
estimated 4,2 percent in 1980 to 13.0 percent in 1983. This
year, we are projecting substantial growth in domestic con-
sumption of neckties.- We had expected domestic production
to share in at least some of that growth, But, earlier pre-
dictions that domestic necktie shipments would grow by 15
percent in 1984 (compared to import growth in excess of 100
percent) have recently been proven far too optimistic. 1In
the last two months any improvements in domestic necktie
production have come to a standstill, and it is unlikely
that the industry will meet this earlier optimistic predic-
tion. 1In any event, imports as a pefcent of domestic ship-
ments are expected to approach 30 percent in 1984, or about
double the 15 percent import-to-domestic shipmént ratio in
1983,

The neckwear industry has available to it few options.to

fight the import problem. Some have suggested that the
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industry file an "escape clause" petition to get reliefifrom —
imports by demonstrating that the industry has been
seriously injured by increasing imports. While to me this
injury is apparent, there are some very valid reasons why we
are reluctant to pursue this.route. It wéuld take eight
months between the time we would file such a case and a
final dccision were to be reached, during which time
imports, even at current rates, would be swamping our
market, It simply takes too long to get needqd action in
the face of rapidly increasing imports, Further, the deci-
sion in June by the International Trade Commission that the
-nonrubber footwear industry was not injured by imports
leaves us concerned about what results would be reached in
the case of neckwear, Finally, even if we were to win a
case before the ITC, we have little assurance that the
President would agree to provide import relief. Wwhat hap-
pened with the much larger copper industry is evidence of
this,

The neckwear industry is trying another route as well.
Pending before this Committee is a bill (S. 2712) to return
the duties on necktie imports to the levels in effect as of
January 1, 1981, for a pqgiod of five years. oOur industry
We believe that this temporary respite from the tremendous
import growth will prevent imports from overwhelming
domestic necktie producers. I urge the Committee to report

out S, 2712 favorably.

)
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We would certainly like to see this legislation pass,
but the neckwear industry is also looking further into the
future. We have been asking ourselves what else can be
done, We think that a logical step would be to seek
coverage under the MFA forﬁproducts-that compete directly
with those of cotton, wool and man-made fiber, namely silk
and other vegetable fibers. All neckwear should logically
be covered under the international textile agreement., Then,
we too can share the same protection as the other segments
of the textile and apparel industry.

Beyond this suggestion that perhaps neckwear should be
covered more completely under th; MFA, I would also note
that the neckwear industry has a stake in seeing that the
MPA is effective. While there have been no "calls" relating
to wool or man-made fiber neckties under the current bila-
teral agreements, for the first time we are seeing more and
more imports from the developing countries. Unless action
can be taken, when appropriate, against rapidly increaslng
imports, the intent of the MPA is easily undermined.

1 urge yo@r support for S§. 2712 and for more effective

1hplementation of the Multifiber Arrangment.

41 003 0 - 85 - 13
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Senator DANFORTH. And excellent testimony from all three of
you from different perspectives. I don’t have any questions for you,
but I appreciate your fine testimony and also your patience in
waiting for 2% hours of the hearing before you got your time to
testify. Thank you very much.

That concludes the hearing.

[Whereupon, at 12:03 p.m., the hearing was concluded.]

[The following communications were made a part of the hearing

record:]
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Statement by
SENATOR NANCY LANDON KASSEBAUM
before the
Subcommittee on International Trade

September 18, 1984 \

I appreciate the efforts of the members of the International Trade
Subcommittee. This oversight hearing on the state of the United States
textile industry and existing international trading agreements will high-
1ight many of the tensions faced by the United States today in the inter-
national marketplace. 1 hope it also will focus attention on the inter-
dependence of various sectors of the U.S. economy and on the effects that
restrictions on free trade in one sector can have on other sectors.

The United States has taken signfficant stegs to protect the domestic
textile industry. Import quotas have been established, and bilateral
agreements assist in 1imiting the impact of textile imports on domestic
textile interests. In addition, Congress has been active in strengthéning
textile Iabelin? regulations to assure that U.S. consumers have the option
to choose intelligently between domestic and imported textile products.

The United States 1s also a party to multilateral agreements which
attempt to provide an orderly system of international trade in textiles.
The Multi-Fiber Agreement and the General A?reement on Tariffs and Trade
are important multinational efforts to stabilize world textile trade. It
is important that the United States live up to fts responsibilities under
these carefully negotiated agreements. Because of our dominant role in
international trade, the United States must continue to prove itself as
a reliable and trustworthy trading partner.

The problems in the textile industry should be addressed. Indeed,
as I noted above, Congress and this adminfstration have listened to the
needs of the domestic textile industry and have responded in several
important ways. We should not, however, sacrifice other, equally impor-
tant American trading interests in a too narrow effort to shore up
domestic textile producers and processors.

In August, the Customs Service issued proposed regulagions dramatically
altering customary international and U.S. practice for defining the
"country of origin" of textile products. Although these regulations wer¥
labeled "proposals," they became effective on September 7, 1984, nearly
one month before the public comment period ended. This is an unusual
method of promulgating federal regulations and raised serious questions
about the utility of such a hasty adoption of substantive rules. I share
the concern of many of my colleagues that regulations which implement
significant, dramatic changes in Customs Service policies, and which can
drastically affect the entire picture of U.S. international trade, deserve
a more thorough review. Efforts to enforce customs policies should be
comprehensive and should be developed through open debate and comment.
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Certainly, when regulatory action by the executive branch will have a
serious impact on the broad international trading interests of the United
States, this subcommittee,-and indeed the entire Congress, should have
the opportunity to review and evaluate that action.

The modifications effective September 7 will alter substantially the
United States' policies on imports of textile products, effectively
negating long-established customs policies and undermining multilateral
and bilateral agreements with our trading partners. Short-sighted regula-
tory efforts to minimize textile imports, even if in the name of enforcing
import quotas, will not enhance the status of the United States as a
reliable trading partner and will not promote the best interests of the
domestic textile industry. Recent discussions within the Textiles Committee
of the GATT indicate that our trading partners are concerned about unilateral
actions by the United States. -

I believe our trade policy should be comprehensive and integrated.
Our charge, as a Congress, is to develop a trade poTicy for the entire
Unfted States, rather than to fashion piecemeal remedies which play one
economic sector against another. Agriculture 1s an export-dependent sector.
It is a sector still hard-hit by the recent recession and by vacillating
U.S. trade policies. The agricultural sector does not need, and possibly
cannot survive, further disruption of its export markets. Textile-exporting
countries offer largely untapped markets for American farm and timber
products. Those markets will remain untapped, America's farmers will
continue to suffer, and our trade imbalance will grow if the tide of
protectionism rises on a sector-by-sector basfs. This hearing will, I
hope, underscore that danger and will emphasize again how unfortunate
it would be if we were to once more sacrifice America's potential agricul-
tural export markets for short-term domestic gains.

I urge the subcommittee to consider seriously the impact of these
newest textile-related regulations in l1ight of our multilateral and bi-
lateral agreements; the critical need to maintain export markets for
America's farmers, manufacturing, and high technology industries; and the
potentfal for retaliation by our trading partners. 1 joined 15 of my
colleagues in requesting that the President delay the effective date of
the Customs Service's regulations, and I renew that request before this
subcommittee today. If problems -exist, we should address them in a
comprehensive manner after thorough public debate, especially when one
sector's benefits may rebound to the detriment of another vital segment
of the American economy.

1 thank the subcommittee for the opportunity to submit this statement.
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SENATOR STEVE SYMMS - SENATE FINANCE COMMITTEE - SEPTEMBER 18, 1984

Good morning, Mr. Chairman. 1 would like to thank you
and-the-other Members of the Committee for holding these hearings.

While the hearings being held today are for the ostensible
purpose of airing the problems of the American texéile industry,

I believe that it would be an opportune time for us to review
the impact of the “country of origin" regulations recently imposed
by the U.S..Customé Service.

As a result of special interest lobbying efforts, the U.S.
Customs Service proposed on August 3rd that the "cé;ntry of
origin" rules for £Ext11e imports be redefined. This modification
is begihning to cause serious disruption of U.S. textile importé
and risks foreign retaliation against U.S. agricultural and
forest product exports, particularly to the Far East.

Although ostensibly designed to combat fraud, the proposed
_ regulations will also affect a significant number of legitimate
business Cransactions 1nc1uding many existing orders for Christmas
merchandise. Changing the*couhtry of origin requirements will
result in the émbpfgo of shipments from countries whose quotas
BﬁﬁveAalreadx been filled or committed for the year., It is estimated

‘ that hundreds of millions of dollars of textile products will

* be affected.

This change is having a dramatic impact on our relations
with important trading partners whase normal patterns of exports
to this country will be abruptly and radically altered. When '
retaliation for U.S. trade actions has occurred in the past,

American farmers have had to bear a heavy burden. Witness last

year's controvérsy‘over textile imports from China. The resulting
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halt in Chinese purchases of U.S. wheat alone caused a loss in

export earnings of over $500 million. The potential loss in

‘revehue that is likely to result from these regulations -- which

will affect many countries -- will be even greater.

Of the greatest concern to me is the‘ﬁanner in which the
regulations were put in place. No opportunity was provided for
gioups who are affected to offer comments on the impact of the
new rules. Also, despite the far-reaching effects of the proposed
regulations, no economic impact analysis was prepared.

If any analysis had been done, it would have been clear

that the new regulations complicate the textile trade and

. N
" probably will restrict further the supply of foreign textiles

available to American consumers, for the short term. However,
while the effect of these regulations is to reduce the amount

of imported textile products for the short-term, the loﬁg-term
impact will actually harm the domestic textile industry because
our trading partners producing textile products will simply
build integrated operations in each of their respéctive countries
and the overall capacity, abroad, will be greater -- therefore,
giving the American textile industry even more competition.

In my opinion, the new restrictions raise serious administrative,
economic and political questions, and furthermore, seem to
violate international treaties signed by the U.S. 1t is for this
reason that Hong Kong, Colombia, El Salvador, Indonesia, Jamaica,
Malaysia, Mexico, Pakistan, the Phillippines, South Korea, the
People's Republic of China, aqd other countries have lodged
diplomatic protests against the U.S.

The American textile industry does not need protection
at the expense of consumers and every other exporting industry

in the United‘States.
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HONORABLE VIRGINIA SMITH
Statement before the Senate Finance
Subcommittee on International Trade
Mr. Chairman and members of the committee, I certainly appreciate
this opportunity to address the timely issue of US textile trade

policy and its overall effect on US trade, particularly agricultural

exports.

My comments today relate specifically to the new country-of-
origin textile import interim regualtions which took effect on
September 7. My position on this issue, however, extends beyond this

current dispute to US trade practices in general.

As a result of President Reagan's Executive Order 12475, the US
Customs Service issued a new interpretation of international rules '
govetning textile import; which redefine what constitutes the "country -
of origin" for textile products bound for the United States.

i

These new regulations are objectionable for several reasons.
First of all, they represent a retreat to the dark days of
protectionism. Secondly, such action once again places an unfair
burden on the farmers of this natioh. In addition, the overall impact
of this decision on the US economy is clearly negative, and if not
reversed, will adversely affect employment, consumer prices, tax
revenués, government expenditures, and the bal. ‘ce of trade. Finally,

these new regulations appear to violate the 19.,; Multi-Fiber

Arrangement on Textiles.
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As world trade becomes increasingly competitive, the internal
pressure for protectionism is building steadily. Obviously American
business faces some unfair trade practices in the world today. These

barriers must be removed, however, not matched tit for tat,

To retreat into the dark isolakion of protectionism is to throw
in the towel economically. America's economic greatness develeped as
a result of our competitivness and the efficiency and ingenuity it
produced. An expanding economy cannot be maintained long when bound

by the chains of protectionism. \

. This country and this administration must take a firm stand now
or face a period of extended and painful trade disruption in the years

ahead.

As with the Carter-Mondale grain embargo, the consequences of the
new country-of-origin regulations will be an unfaér burden on American
farmers. History shows that our trading paétners will not stand
quietly by as the United States restricts their access to our markets,
Retaliation is nearly guaranteed, and the brunt of it will fall on

agriculture,

One of the nations affected most by the new textile regulations
will be the People's Republic of China. 1In 1980, 1981, and again in ]
1982, the PRC was the largest importer of US wheat. .Under a 1980 Long
Term Agreement, China has contributed $8.31 billion to US export

receipts from wheat and corn in the last four and one half years.
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China has demonstrated in the past that it will link restrictions
.on textile imports to its US grain purchases. As I'pointed out
toPresident Reaganrin a letter on Xugustlsg last year, in a dispute
over a US-China textile treaty involving $50 million in chinesg
textile products, the PRC retaliated by shifting half a billion
dollars worth of orders for US wheat and other agticultutal products

to Canada, France, Argentina, Australia’, and other nations,

Prior to the announcement of these new regualtions, Chinese

officials stated numerous times their intention to fulfill the

. agreement for grain purchases this year. The Chinese trade minister
promised Agriculture Secretary John Block last May that Chind would
also makeup for the shortfall in purchasesAlast year. If‘now, as a
_zesult of this unilateral protectionist action on the part of the
Unjited States, China chooses not to abide by its agreement, $500
million in grain sales will be lost. Chinese Ambassador 2Zhang Wenjin,
in a letter to US Trade Representative William Brock, has stated that
"The United States Government will bear the responsibility for the
consequences (of our action)." It would be more correct to say the

farmers of America will face the "consequences" of this policy.

The last time such a disput occurred, and that was just last
year, our wheat sales to China dropped 64%. Is our memory so short
that we cannot learn from the mistakes of the past? Thg\farmers of

this country can i1l afford the loss of this market.

b}
Just as we should expect the People's Republic of China to keep

its agreements to the US, the United States should also keep its word.
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The new country-of-origin restrictions appear to v{;late the Multi-
Fiber Arrangement of 1973. This arrangenment governs international
textile trade and requires members to hold consultations priot to
fﬁ‘ pplicy changes, .In making these regulations, however, the US acted

unilaterally,

On September 4 in Geneva, Switzerldnd, Canada, Japan, thé& Common

Market, and 28 developing countries demanded the withdrawl of the

regulations. This action occurred at an emergency meeting of the
Textile Committee of the General Agreement on Tariffs and Trade.
Sergio Delgado, representing Mexico, stated "The US has violated

assurances giveﬁ‘in the Multi-Fiber Arrangement on textiles.”

It is my belief that textile policy should be set through

I negotiations, not through unilateral actions,

Finally, the overall effect of these new regualtions on the US
economy should not be overlooked. 1In 1981 approximately 57,510 US
jobs relied on the US-China wheat trade alone. This does not take
into account the jobs created by grain exports to the many other
countries affected by the new rules, It is also estimated that each
dollar of agricultural exports stimulates another $1.23 of output from
the the US economy. So; in addition to the direct benefits of the
Chinese trade, around $2 billion of economic activity outside the farm

sector depends on Chinese grain sales.

Several other economic consequences should also be considered.

Without the Chinese grain sales, tax revenue losses and increased
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federal social expenditures would total over $1 billion. The new
regulations themselves could cost consumers up to 17% more for some
clthiﬁg items according to one major retailer. Import curbs will
cost American consumers $4.4 billion this year according to the Retail

Industry Trade Action Coalition.

These figures point clearly to the’'fact that these new
regulations are not in the national best interest, and would in fact

harm our recovering economy.

In light of the burden the new country-of-origin textile import
regqaltiohé place on American farmers, the protectionist tilt they
represent, their violation of the Multi-Fiber Arrangewent, and the
overall adverse economic impact they will have on the US economy, I
urge you to join me in calling for the revocation or postponement of

these regulations.

aAgain, I thank you, Mr. Chairman, and members of the committee

for providing this opportunity to share these views with you today.
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Dear Mr. Chafirman:

Thank you for the opportunity to make a statement about the
interim rules-of-origin regulatfons f{ssued August 3, 1984
purguant to Executive Order 12475. I think this matter is
relevant to the subject of your Subcommittee's hearing earlier
this week on the state of the U.S. Textile Industry.

The territory of Guam, the Virgin Islands and American Samoa
have special economic problems and needs for which General
Headnote 3(a), TSUS, was established thirty years ago. The\

\ primary intent of that statute was to boost the local economies
of the insular areas and provide additional job opportunities to
local territorial residents, Recently the Commonwealth of the
Northern Mariana 1slands (CNMI), was included under Headnote 3(a)
by the terms of the Commonwealth Covenant (PL 94-241).

I am greatlz concerned about the affect of the interim
regulations on the territories, gartlcularly on existing textile
businesaes and the relatively substantial employment and revenues
they generate. These companies contend that the regulations will
force them to discontinue operations Iin the territories.

Further, the regulations appear to contravene the intent,
and perhaps the letter, of the Headnote 3(a). That statute has
been a principal element of the bipartisan national policy of
developing territorfal economies for three decades by giving the
insular areas a trade advantage over foreign jurisdictions. As
recently as the 1982 Caribbean Basin Initiative legfslation (PL
97-357), the Congress and the current Administration reaffirmed
this by 1nc1ud£n% a provision which raised the allowable foreign
content in certain Headnote 3(8) products to ensure the U.S.
territories would not be disadvantaged by the CBI trade
incentives.

In my contacts with members of the Committee for
Implementation of Textile Agreements (CITA) and their Department
Secretaries; the Secretary of the Interior, whose Department has
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responsibility for federal matters affecting the U.S, insular
" areas through its 0ffice of Territorial and International
.. Affairs; and Members of the House and Senate, 1 have tried to
- highlight the unique posfition of the American f{nsular areas, in
- relation to both the United States and this current effort to
© gtop textile import quota circumvention by foreign countries.
: "Readnote 3(a) is a statutory federal effort to help American
~ areas, If any change 1s to be made in the purﬁose and operation
# of the Headnote, I think this should be done through legislative,
" not regulatory, action,

For your information, I am enclosing copies of letters
. written by others of our colleagues to members of Administration
. about the territories and the regulations.

;e

Guam currently has one textile producer, Sigallo-Pac, Ltd,
In just three years' time, this company has grown sufficiently to
e:§lqy 275 workers, have an annual payroll of approximately $2.5
million, and be one of the major users of shipping out of Guam,
These statistics must be considered in the context of Guam’'s
small size: an island 32 miles long by 8 miles wide (about three
times the size of Manhattan); 9,500 miles from Washington, D.C.;
a population of only 110,000 (plus 35,000 military and dependents
stationed at the island military bases); a workforce of about
35,000; an economy principally dependent on the U.S. military
presence or the tourism industty. -

Mr. Chairman, 1 understand the need to respond to serious
concerns about textile quota abuses worldwide. But the U.S.
insular areas are American communities which must receive their
due consideration. The new rules-of-origin regulations should
not be applied to the territories, ‘

Please let me know if I can provide additional information
to you and the Subcommittee,

Sincere rs,

ANTONIO B.”WON PAT
Member of Congress

Enclosures
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Congress of the Enited States
" Touse of Representatives
Washingten, B.C. 20515 '

) September 4, 1984

Honorable Donald T. Regan
Secretary

Department of the Treasury
Washington, D.C. 20220

Dear Mr. Secretary:

As the Chairman and members of the Congressional Territorial
Caucus, we ask that you intervene on behalf of American Samoa,
Guam, the Northern Mariana Islands, and the Virgin Islands with
regard to the interim effect of the textile regulations issued in
response to Executive Order #12475. We are concerned that these
regulations, scheduled to go into eifect on September 7, 1984,
compromise the intent of General Headnote 3(a) of the U.S. Tariff
schedules, which is designed to provide a special incentive for
economic development in the United States territories.

Headnote 3(a), TSUS, was enacted to promote improvement in the
local economies of the U.S. territories and to create jobs for
their residents., The Congress and successive administrations
hava .reaffirmed this intent as a means of moving the territories
toward economic self-sufficiency. The Reagan administration has
been part of this effort, as evidenced in the Caribbean Basin
Initiative (PL 97=357), which included a provision raising the
allowable foreign content in certain Headnote 3(a) products to
ensure the U,S. territories would not be disadvantaged by the CBI
trade incentives. \

The rules of origln tests contained the new regulations nullify.
the trade preferences created for the territories under Headnote
3(a). In an attempt to address concerns about textile import
quota violations, the interim regulations fail completely to
distinguish the special commitment to the needs and concerns of
the American insular areas.
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We ask that the territories be exempted from the regulations
pending review of their impact on the territorial economies and
on this Administration's policy of promoting self-sutficiency in
the insular areas., The territories are U.S. entities which the
federal govermment is pledged to protect and support. To the
extent we are inhibited in our abilities to stand on our own, a
liabﬁity will be created which will suggest the need for federal
subsidy. B

Given the imminent Aeffect of the te~xt‘u.erequ1a;:lons Efus weok,
we submit this request for your immediate attention.

FOFO tg.‘. S ANTONIO B. WON PAT
Chairman Delegate, Guam

Delegate, American Samoa
BQLTASAR cgmm

Regsident Commissioner, Puerto
Rico \

' Sincerely,
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Honorable Donald T. Regan
Secretary

Department of Treasury
".'hlnqtoﬂc D.C. 20220

Dear SCEfO tary Regan

We are most concerned about the implications for the territories
of the United States of interim regulations on textilo imports

- {issued pursuant to Executive Order 12475 and which are scheduled
to go into effect September 7, 1984 and October 31, 1984,

An immediate concern is the impact that the regulations will have
on existing territorial textile businesses and the relatively
substantial employment and revenues that they generate. These
companfes contend that the regulations will make it impossible
for them to continue to operate.

Because of the federal responsibility for the territories, such
an impact coulu have consequences for the federal government in
addition to those which would be created for the economies a
governments of the territories.

Our more fundamental concern is that the rec'hauons appear to
contravene the intent, and perhaps the letter, of the General
Headrote 3(a) of the Tariff Schedules. The possiblity that the
standards contained in these regulations will be used to guide
policy in the future concerning the importation of other articles
deepens this concern.

As you know, Headnote 3(a) has been a principal element of the
bipartisan national policy of developing territorial economies
for three decades. It was fntended to give our territories,
which are outside the U,S. customs zone, a statutory trade
advantage over foreign jurisdictions. Such an advantage is
essential if the territories, as U.S. islandsiwith U.S. costs of
doing business, are to compete with their regional neighbors.
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The regulations would eliminate the Headnote 3(a) advantage on
textile products which has been a primary incentive for
territorial production., They would do this by substituting new
rules of origin tests for those currently applied to territorial
products under Headnote 3(a). They would do this irrespective of
the extent to which the territories are a factor in existing
textile gquota abuse.

We understand the need to respond to serious concerns about the
abuse of textile quota restrictions worldwide. But we do not
believe that new standards on territorial imports should be
imposed until the potential impact on the territories, the
implications for the continued viability of Headnote 3(a), and
the relationship of territorial production to quota abuse have
been svaluated.

Thus, we request that these regulations not be applied to the
territories until Congress and the administration have had an
opportunity to consider these questions. As leaders of the
committee of the House with jurisdictign over legislation
affecting the territories, we will commit to an expeditious
rovle: gf these questions with appropriate administration
officials.

Sincerely,

U Ledatt

MORRIS K. UDALL

Chajirman

Committee on Interior and
Insular Affairs

tee on Interior and
Bular Affa

ANTO B. WON PAT
Chairman .
Subcommittee on Insular Affairs

Affairs

- 3

Subcommittee on¥nsular

Identical letter sent 9/5/84 to: Secretary of Commerce Malcolm
Baldridge

Secretary of the Interior
william P. Clark

U.S. Trade Representative
William E. Brock

41-003 0 - 85 - 14



ANTONIO B. WON PAT, M.C.
Tonarroay of Quant

WASHINGTON OFFICE.
3123 MATIUR HOUSE QFPICE B0 Congress of the United Mtates
—p— Bousge of Representatives

219 MARTYA STREET

P v-vrof e IR ashington, B.€. 20315

OFFICE—MALING
P.0. 50X 3349
AGANA, GUAM 99010

September 24, 1984

The Honorable John C. Danforth
Chairman

Subcommittee on International Trade
Senate Committee on Finance

sSD219

Washington, D.C. 20510

Dear Mr. Chairman:

ARMED SERVICES
SUBCOMMTTIES:
MILITARY INSTALLATIONS AND
FACLITES
RESEARCH AND DEVELOPMENT
INTERIOR ANO INSULAR
AFFARS

SUBCOMMITTENE:
PUBUC LANDS AND
KATIONAL PANKS

Reference my September 20, 1984 letter concerning the
interim textile rules-of-origin regulations which adversely
affect my District, the Territory of Guam, and the other U.S.

Headnote 3(a) areas.

Enclosed are copies of two additional letters and addressing

this issue, which I would like attached to my earlier

correspondence.

Sincerely yours,

Enclosures
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September 6, 1984

The Honorable William P. Clark
Secretary :
Department of the Interior
18th and C Streets, N,.W.
Washington, D.C. 20240

Dear Mr. Secretary:

Enclosed is a copy of a letter which the Committee received
from the Resident Representative of the Commonwealth of the .
Northern Mariana Islands concerning interim textile regulations
issued by the Administration. We have recejved similar
expressions of concern from Guam, American Samoa, and the Virgin
Islands. ’

While the level of imports from the territories nay be

'1nsign1£1cant in the overall discussion of textile imports, that

does not mean that special consideration should not be afforded
the territorfes. On the contrary, both the Administration and
the Congress have sought to broaden the economic base of the
territories and decrease their dependence on the public sector.
The territories are in a difficult situation at present in
attracting new industry, and we are concerned that the issuance
of this regulation may have consequences beyond the few textile
manufacturers by indicating to any potential investor that they
should not rely on Headnote 3A nor expect a hearing or right of
appeal.

. We would appreciate it if you would provide the Committee
with an explanation of the reasons for the inclusion of the
territories under the regulation and what analysis of the impact
on the territorial economies was undertaken prior to the
decision. 1In light of the responsibility of the Secretary of the
Interior for the territories, we would also appreciate an
explanation of what role you had in this decis on, how this
regulation encourages the development of the private sector in
the territories, and what the impact of excluding the territories
would have had on the achievement of the objective of the
regulations,

.

cerely rours;
¢ m
J. Bennett nston ames A. McClure

Ranking Mindrity Member Chalirman

JAM: 3b/nm
Enclosure
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Gffion of lhe Residont Rofusasontalioe lo e Unitset Potes
Commonwealth of the Northern Mariana Islands

212) R STREET,N.W.

WASHINGTON, D.C. 20008 PHONE: (303 328-3847

TELEX: MARJANAS 64561

August 23, 1984

. o
Honorable James A. McClure '
Chairman . )
Committee on Energy and Natural Resources
United Stateés Senate .
S§D-358 Dirksen Office Building
Washington, D.C. 20510

Dear Senator McClure:

-This letter is to register my grave concern over interim .
textile regulations 49 Fed. Reg. 31248 (Aug. 3, 1984) recently
- issued by the Secretary of the Treasury (D. S. Customs Service)
pursuant to the authority of the Agriculture Act of 1956 as
amended (USC 1854). If allowed to take effect as scheduled on
September 7, 1984, these regulations will deal a crippling blow
to the developing economy of our smal}l islands. 1 solicit your
assistance in finding a legislative remedy to protect the
fledgling garmént manufactpring industry in the Northern Mariana

islands.

In the years since the start of self-government under our
Covenant with the United States, the Congress and federa)l :
officials have been exhorting us to wean ourselves away from the
government-dominated economy left to us by the Trust Territory .
and establish permanent, productive, taxpaying investment and
employment in the private sector. Our first response was to
accept a major increase in tourism,.at no small risk to our
culture and environment, and this has been quite successful. It
is not sound, however, to rely on a single industry, especially
one so volatile as tourism, as a basis for economic stability.

With this in mind, the Commonwealth of the Northern Mariana
Islands (CNMI) recently took the second major step to develop its
private sector economy. 1In order to diversify our economy, .
increase our tax base, and provide new types of jobs for which
our people could be trained, we actively sought investment from
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outside the Commonwealth in industries which would be entitled to
enter their CHMI products into the customs territory of the
United States without duty, as provided under Headnote 3(a) of
the Tariff Schedule of the United States. This is“glaranteed to
us by Section 603(c) of the Covenant. 1In fact, we have gone out
of our way to make the CNMI attractive to export manufacturers
through tax and other incentives.

In response to our efforts, and in réliance on the headnote
and on rulings of the Customs Service, three textile companies
have begun, and others will shortly begin manufacturing
_operations on Saipan. These are generally American-owned, with
some minority- foreign participation. ' Already, the new Aindustry
has crerted about 300 new taxpaying jobs in the private sector. .
Of these, some 70 are already being f£illed by newly-trained local
residents, and local emplocyment is expected to reach 100 before
the end of the year. We expect this upward trend to continue,
both in absolute terms and in proportion to our growing
industrial workforce. The new plants have already paid over .
$100,000 into the Commonwealth Treasury, and current projections
indicate that the companies should generate $500,000 in revenues
annually to the Commonwealth at current levels.

. The new regulations would nip this new industry in the bud.
The regulations change the definition of "substantial
transformation™ to make it far more restrictive. 1In order to be
-considered substantially transformed, and thus a product of the
Northern Mariana Islands, the article .must have undergone a
process so profound that it is considered to be a new and .
different article of commerce with a new use distinct from. the
original materisal. ’ . 4

The factories in Saipan are not friaudulently sewing labels
.on already assembled garments, or doing pre-shrink washing.. They
actually sew the garments together and treate a whole which is°
greater than the sum of its parts. 7o my knowledge all of these
operations are in ful) compliance with currently applicable.law
and regulatiops. Regardless, the new regulations will mean that
these garments may no longer carry the previously-approved label
identifying it as & "Product of the Commonwealth of the Northern
Mariana Islands (USA)®" and may not lawfully enter the United
st.t‘.o M
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One irony of the situation is that these regulations were
issued pursvant to “the foreign affairs function®™ of the United
States and were therefore issued without the normal kinds of
‘notice and due process afforded by the Administrative Progedures
Act (APA) 5 USC 553. When the people of the Northern Mariana
Islands approved our Covenant to Establish a Commonwealth of the
Northern Mariana Islands in Political Union with the United
States of America (P.L. $4-24]1) they expected to be treated as
members of the political family of the United States, not lumped
in with foreign nations where matters of economic developrent and
trade are concerned.. Section 603(a) of the Covenant requires,
according to the Section by Section Analysis, that "the United
States is obligated to seek appropriate waivers or modifications
of its international obligations", including specifically the
general agreement on tariffs and trade (GATT), when those
obligations impede the entry of CNMI products into the United
States. . _

I believe that these regulations are contrary to the United
States commitments made in our Covenant and in the United Nations
Trusteeship Agreement to promote econonic development in the
Rorthern lariana Islands. 1 also question whether they are a
legitimate exercise of the foreign affairs powers delegated by
Congress where the Northern Mariana Islands is concerned. 1In
light of the fact that the Depertment of' the Interior is without
a ‘'voice on the Committee for Implementation of Textile
Agreements, 1 feel that we must looXx to the Congress for
assistance in this matter. -'If we are to believe the Department
of Commerce that the foreign affairs function of the United
States is involved, then we are without the right to petition the
agency for amendment or repeal of these rules under the APA. 5.
USC 553(e). ) : N

I sam informed that the Senate's Committee on Finance has a
bill before it that might be an appropriate measure to legislate
. more equitable treatment for the -Northern Mariana Islands and the
territories and insuvlar péssessions in H.R. 3398. I believe that
all products of the Northern Mariana Islands which are eligible
for import into the United States pursuvant to 19 USC 1202 General
Headnote 3(a) should be exempted from the "country of origin"
restrictions of the new customs regulations. It would mean that
.products of the Northern Mariana Islands which contain foreign
materials of a value of less than 50% of their total value could
. continue to bear the label “Product of the Commonwealth of the
Northern Mariana Islands (USA)" and enter the United States
market.
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. Enclosed is.draft language to accomplish this purpose. The
draft is in the form ©f an amendment to H.R. 3398; however, I
would like to see this subject considered by the Committee on
vays and Means as vell. I understand that the Committee will
meet after the House of Representatives reconvenes in September
to consider a broad range of trade measures, including textile
quotas. WwWhile I realize that our difficulties are relatively
minor, the new customs regulations will increase the deficit and
1 hope that the Committee will include this item on its -agenda.

Please let me know if I may provide additional) information
or sassistance on this subject. ]

’

Respectfully yours,

T

Froilsh C.
Resident Re

Enclosure
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Proposed _Amendment to BE.R. 3398. Treataent of the Northern
Mariana 1Islands and other territories, possession and insular
:t.ll of the United States in relation to agreements limiting
.Dportl. *

Section 204. of the Agriculture Act of Mdy- %8&.1956, 70
Stat. 200, as amended by Public Law 87-488, 76 Stat. 104 is
further amended by designating- th{;ﬂ existing section as
‘subsection (a) oi section 204 and@ adding & nev subsection (b) to
read as followst: '

' (b). For the »curposes of subsection (a) of ‘thll
section the Commonwealth of the noribitn Mariana Islands
and the territories, possessions ané insular qrc;l of the
United Stnt;n, not including the Diltrlct of Columbia _hnd'
the cOnmonw;ilth' of Puerto Rico, shall be conlidcrea:tg
be "foreign governments® or “countries®. Agricultural
coﬁnodiqicl or products -nnufaetu}od therefrom or
tcxtilc; or textile .pzoduett which are grown,
manufactured or produced in the Commonvealth of the
Northern Mariana Islands and territories, possessions ‘and
insular areas of the United States shall ent;: tbo.dhttcé’
’States or be withpzawn from yatehousu as follows:

(1) A1l such articles which do not contain
‘foreign materials to the value of more than S0
pcrcené of their total value coming to the customs
territory ot- the Dnited States directly from the :

:Coﬁmonwcalth of the Northern Ha:iana- Islands and

the territories, possessions and insular areas, and
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all articles previously importeéd into the customs
territory of the United States with payment of all
applicable duties and taxes {mposed upoi or by
reason of importation which were shipped from the
United States, without zemission, " ictund} ot
drawback of such duties or taxes, dl:ectl} to the.
Conmonuaaitb of the Northern Mariana Islands or Eht
-territory, possession and insular area from which .
‘they are being returned by é&irect shipment,.- shall
be allowed to enter. ; )
-(2) In deteraining whether an article
produced or ghnutactu:od in the Commonwealth of the
t!ttit&ti!l,.pottlllionl or 4insular areas of the
- United States contains foreign materials to the
. value of 50 percent, no iatorin; shall be
_considered foreign which, at the time such article
is entered, may be inpotted into the 'cultéll
tirrito:y of the United States from a 'foqubn
country, - other than cdg- or the nopubliq of the
Philippines, and ehtered . free of duty.
t (3) All such articles wvhich do contain
foreign - materials to a value of more than S0
E:rpo;cf?g of thfiz-total value shall be considered to
be ‘the product of the forelgn country which
contributed the largest part of lts‘ foreign

materials and regﬁlntéd pursuant to the p:bvisiont

of subsection (a) of this section.

\
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LOWELL P. WEICKER, JR.
CONNECTICUT
Prout 102-124-4041

e o s Anited States Senate

APPRGPRATIONS 1
INERGY WASHINGTON, D.C. 20810

LABOR AND HUMAN RESOURCES

September 5, 1984

The Honorable William Clark
Secretary of the Interior
C Street & 18th Street
Washington, D.C. 20240

Dear Mr. Secretary:

Headnote 3(a) of the Tariff Schedul 28 of the United States
an impottant aspect of the nation's policy of encouraging
economic independence in the territorjes. However, textil
regulations recently published by the Treasury Department

STATE OF1CAS

BRIOGEPORT
US Fivan Bonome
15 Luaremrs Bownrvang D404
Prowt 203-375-3030
Tous Fass 1-000-972-4239
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O Coaroaurs Cintin OF O3
Puswe. 303-222-298)
Tou fas 1-800-9¢2-0120
WA
100 Gasng Sraery 04703
Pupat: 103-875-9437

Tou fout 1-000-192-3348
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response to Executive Order 12475, and due to become effective

Septembex 7, 1984, would supersede Headnote 3(a) and force
closure of wany important territorial textile industries.
additional concern is that these regulations will be used
guidelines for future regulations affecting other articles
produced in the territories.

Because these regulations were published using foreign pol
authority, domestic industry notification was not made and
public comments were not invited or reviewed, Apparently,
impact of these regulations on the territorial economies w
not given careful consideration, I ask that you exempt th
territories from these interim regulations pending review
their impact on the territorial economies. I understand t
need to respond to the abuse of textile quota restrictions
which was the intent of these regulations. However, the
territories are not a factor in said abuses.

We are pledged to protect and support the territories of t
United States. If we inhibit their developments we create
dependency on federal subsidies. Considering the impact o
these regulations, @ trust that you will give immedjate
consideration to an exemptian for the territories.

Thank you for your kind attpntior to this matter.

Sincarel

i \
Lowell Weicker, Jr.
United States' Senator
\
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STATEMENT OF THE PROGRAMME OF COOPERATION AMONG DEVELOPING

COUNTRIES, EXPORTERS OF TEXTILES AND CLOTHING TO THE

SUB-COMMITTEE ON _INTERNATIONAL TRADE OF THE SENATE COMMITTEE ON FINANCE

1, The Programme of Cooperation among Developing Countries, Exporteré of
Textiles and Clothing 1/ wishes to refer to the hearing recently conductgd
by the Sub-Committee on International Trade of the Committee on Finance on 18
September 1984, on the state of the US textile industry under the trade
agreements programme and would like to submit the following statement for

inclusion in the printed record of €he hearing.

2, Trade in textiles and clothing has been subjecé to a special restrictive
regime for over 20 years. At present, such trade is governed by the
Multifibre Arrangement (MFA), negotiated in 1973, renewed twice (in 1977 and
1981) and the second renewal being valid up to 31 July 1986. This Arrangement
allows importing countries to impose quantitative restrictions on imports of
particular textiles and clothing products from particular sources, 1i.e.
developing exporttﬁg countries or, in some cases, Eastern European countries.
It constitutes a major derogation from the rules and principles upon which the
prevailing multilateral system had been built, i.e. unconditional
most-favoured nation treatment, ‘trade based on comparative advantage and

preferential treatment in favour of developing countries' trade.

pv4 Programme members ares Argentina, Bangladesh, Brazil, China, Colombia,
Dominican Republic, Egypt, El Salvador, Philippines, Guatemala, Hong Kong,
India, Indonesia, Jamaica, Macau, Malaysia, Maldives, Mexico, Pakistan, Peru,
the Republic of Korea, Romania, Singapore, Sri Lanka, Thailand, Turkey,

Uruguay, and Yugoslavia.
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3. The crucial importance of textiles and clothing for the development of
the developing countries and the growth of the world economy has long been
recognized. 1In all of the lower~income countries that have succeeded in their
efforts at export-oriented industrialization, textiles and clothing have
infitially played a predominant role. The [mportance of these industries for
adding value to local raw materials, for absorbing surplus labour and for
obtairing foreign. exchange, has been demonstrated in a wide range of
developing countries, differing in size, climate, geographical location, level
of development and system of economic organization. These countries continue
to depend on exports of textiles and clothing to provide momentum for their

efforts to industrialize and to achieve faster rates of economic growth.

l.‘ 7 Xn an inter-dependent world economy, export earnings from textiles and
- *clothing- serve as a vital source of foreign exchange that enable developing
countries to import from developed countries the capital goods necessary for
their further industrialization. It should be noted, in this context, that
the developing countries are important buyers of manufactures from developed
countriesy their imports of "other manufactures®™ (among which machinery is
the most important category) increased from $ 25 billion in 1973 to over $ 100
billion in 1980. This growth took place in a context where the exports of
textiles and clothing by developing to developed countries rose from $ 5
billion to some $ 15 billion. The export earnings can also contribute towards
alleviating the current difficulties being experienced by many textile

exporting countries in servicing their external debt.
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S. Whilst it is obvious that both the volume of international trade and the
health of the international financial system stand to gain from buoiv“ahé;y; in
the textile and'clothlng industries of developing countries, the multilateral
textile regime has consistently expanded in px:grd_t_xgg and country coverage and
intensified in the restrictive and discriminatory Su;ects, regardless of ‘the
prevailing situation of the world economy. At present, vittualiy all of the
textile and clothing imports from developing countries, including those that
supply less than one-tenth of one per cent of developed country markets and
others fall into the category of the poorest countries of the world, are
subjeci to a vast and intricate network of restrictions. Such developments

have inevitably placed the credibility of the multilateral trading system, as

a whole, seriously in question.

6. Recent developments in the international trade in textiles witnessed a
sharper deterioration in. the adherence of importing countries to the
principles enunciated in ‘the MFA and the 1981 Protocol of Extension. One of
the most serious developments in this regard was the application by the
Government of the United States of additional criteria establishing
"presumption of market disruption or threat thereof®, which resulted in
restraints being applied on the basis of a unilaterally 8eternined automatic

trigger mechanism. The mechanism was announced on 16 December 1983.

o ——

7. It is the view of the developing countries, exporters of textiles and
clothing, that the above measures ate in violation of commitments undecrtaken
during the GATT Ministerial Meeting of November 1982, to resist protectionist
pressures, to give the fullest consideration to the objectives of trade

iibeulization and expansion, to pursue measures aimed at liberalizatjon of
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trade in textiles and clothing and to adhere strictly to the rules of the
MFA. They have also caused great uncertainty and undue hardsh}p for tr;de of
developing countries; especially for small suppliers and new entrants, on both
a short and long-term basis. Any efforts to expand trade are likely to be
frustrated and discouraged in view o} the looming calls., This is clearly
against the spirit and basic objectives of the MFA, particularly Article 6,
and paragraph 12 of the 1981 Protocol of Extension which specifically provide

for special and dxfferehtial treatment for new entrants, small suppliers and

cotton producers.

8. The developing countries, exporters of textiles and clothing, have
expressed their concern over the aforementioned measures at the various
meetings of the féxtiles Committee and GATT Council on 19-20 Januvary, 7
Pegruary and 15-16 May 1984. In response, the represéntative of the United
States stated at the January meeting of the Textiles Committee that the United
States remained committed to the MPA, intended fully to abide by their
obligations wunder the MFA and the bilateral agreements, and that
notwithstanding the use of internal procedures, the MFA remained the governing
framework within which the United States textile trade policy was conducted.

9. However, contrary to these assurances, the application of the US
additional criteria has confirmed the serious concerns expressed by the
developing countries at the January meeting of the Textiles Comittee, in

particular as regards the two following major issues:

(1) wWhile a strictly literal reading of the United States' announcement
asppeared to suggest that the decision would be applicable to all suppliers
including the developed countries, in practice the US actions have so far

been ain@d almost entirely at imperts
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from developing countries, including new entrants and small suppliers.
This the discriminatory character of the restrictions imposed under the
MFA has been reinforced by the way in which the US measures of December

1983 have been used to discriminate against the developing suppliers of

textiles ard clothing.

{(ii) Although it va's stated in the US announcement that if market
disruption or threat thereof was not demonstrated, quotas would not be
imposed, this has not hindered the Administration from making calls ‘as
. soon as they have been ‘triggered by the quantitative criteria. 1Indeed,
this element of automaticity in applying the criteria has certainly
contributed to the significant number of calls already made. Since the
announcement .of the criteria on 16 December 1983, the United States has
already issued more than 100 calls on more than 20 developing suppliers,

affecting a wide range of textile and clothing products.,”

10. The serious concern among the developing exporting countries, at both the
official level and among the producers and traders directly affected, caused
by the automatic and discriminatory application of the December measures,
deepened and widened considerably in the last two @nths because of the
initiation of legal procedures concerning two additional sets of measures of a
clearly protective nature, again principally directed against imports from
developing countries. In the third week of July countervailing duty petitions
were filed on practically all textile and clothing products imported from
developing countries. The Department of Commerce initiated investigations
within 20 days of the filing of the petitions. On 3 August new Customs

Regulations Amendments Relating to Textiles and Textile Products were
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officially published, which will radically transform the existing law and
practice on the rules of origin applicable to all textile and clothing

products subject to the MFA/

11. The fundamental legal aspects of ~the new additional measures should be
viewed in the context of the basic objectives of the MFA: "to achieve the
expansion of trade, the reduction of barriers to such trade and the
progressive 1liberalization of world trade in textile products...”. These
objectives were re-iterated in the 1981 Protocol of Extension, which under
Paraguph”‘z stateds *...a principal aim in the implementation of the
Arrangement is to further the economic and social development of developing
countries and to secure a substantial increase in their export earnings- from
textile products and to provide scope for a greater share for them in world
trade in these producta™. 1t should also be recalled that the CONTRACTING
PARTIES, in their Ministerial Declaration of November 1982 undertook, under
Paragraph 7 (i) "to make deterrined efforts to ensure that trade policies and
measures are consistent with GATT principles an;i rules and to resist
protectionist pressures in the formulation and implementation of national
trade policy... and also to refrain from taking or maintaining any measures
inconsistent with GATT and-to make determined efforts to avoid measures which
would limit or distort international trade™ and in paragraph 7 (viii) "to
examine ways and means of, and to pursue measures aimed at liberalizing trade
in textiles and clothing, including the eventual application of the General
Agreement, after the expiry of the 1981 Protocol extending the Arrangement
Regarding International Trade in Textiles (MFA), it being understood that in

the interim the parties to the Arrangement shall adhere strictly to its rules®.
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12, Before examining in more detail the basic legal aspects and the
implications of these two additional sets of protective measures, We should
like to highlight a few facts of the economic setting relevant to the
examination of the protective measures whicl'! have been taken. It has to be
admitted that there was a strong rise of US imports of textiles and clothing
during the course of 1983 and the first half of 1984 in percentages, i.e., in
relative terms. This, however, can hardly be considered a sufficient
Justification for the imposition of new restrictive measures that violate the
letter and the spirit of the MFA and of the Protocol of Extension, for the
following xeasbns: (i) The base period to which these comparisons refer.
namely 1982, was a period in which the level of jimports was quite depressed.
In fact, taking a longer-term perspective it is worth noting that between 1973
and 1982 the level of total imports actually declined in volume by 5 per cent
while consumer expenditure on clothing had expanded by more than 40 per cent
in real terms; (if) BEven if in relative terms total imports did increase
faster than consumption in the second half of 1983 and the first half of 1984,
in absolute terms - and this is a much more relevant indicator - the bulk of
the vigourous expansion in consumption continued to be covered from domestic
production. Therefore, the over-emphasis on import growth in relative terms

as an argument for the imposition of protective measures can be quite

misleading.

13, PFurthermore, it has to be emphasized that in 1984, to an even dgreater
extent than in the precedincj years, the volume of imports from the developing
—MFA suppliers have increased much less rapidly than those from non-restricted
sources. 1t can be seen from the annexed chart, that during the first seven

months of 1984, as compared with the correspording period of 1983, US imports

PR
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of textiles and clothing from the non-restricted suppliers have risen by 80
per cent (in square yard equivalent) at least twice more rapidly than imports
from the developing MFA suppliers.- The growing discrepancy between these twc
growth rates certainly reflects the discriminatory nature of the trade

measures directed against imports from developing countries,

14. A more general observation has also to be made. If in a period of slow
or stagnating demand, as in the period prior to the second extension of the
MFA, a rise iIn imports was to be considered an element relevant to the
recurrence or exacerbation of a sjituation of market disruption, one could at
least expect that the principles and rules of the MFA would be respected in a
period of buoyant demand. The more so if one considers the serious
balance-of-payments and domestic adjustment problems faced by most developing

countries reflecting, inter alia, falling commodlt% prices and high rates of

interest.

15. We would like to examine, in more detail, the two additional sets of
protective measures »tn the 1light of commitments undertaken by the United
States in international agreements. The Customs Regulations Amendments
Relating to Textiles and Textile Products dealing with the Rules of Origin as
well as the invéstigatlona on the countervailing duty petitions, conflict with
Article 9:1 of the MFA which states "In view of the safeqguards provided for in
this Arrangement the participating countries shall, as far as possible,
refrain from taking additional trade measures which may have the effect of
nullifying the objectives of this Argangement'. They also violgte the
provisions of Paragraph 5 of the Protocol of Extension which stipulates: "It

was agreed that any serious problems of textile trade falling within the
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purview of the Arrangement §hould be resolved through consultations and
negotiations conducted under the relevant provisions thereof®. These two sets
of measures are additional trade restrictions which have the effect of
nullifying the objectives of the Arrangement, and which, by virtue of Article
9 of the Arrangement, importing countries are obliged to refrain from taking.
In tﬁis regard, it is noted that Paragraph 23 of the 1981 Protocol of
Extension gives explicit assurances concerning the implementation of the
Arrangement, that: "All participants should refrain from taking measures on
textiles covered by the MFA, outside the provisions therein, before exhausting
all the relief measures provided in the MFA". Such actions by the United
States represent a flagrant violation of these assurances.

\
16. Purportedly, the Rules of Origin Amendments aim at circumvention.
However, cases of circumvention, e.g., origin fraud or transhipment, are
proslems of enforcement for 1pich legal provisions already exist in Article 8
of the Arrangement; these were further elaborated in Paragraph 14 of the
Protocol of Extension and in the bilateral Agreements. The unilateral
imposition of additional requirements on Rules of Origin blatantly ignore the
procedures specifically laid down for such matters. It follows, therefore,
that circumvention is oniy used as an excuse for this action, which can

therefore only be interpreted as being designed to seriously damage legitimate

trade.

17. Both the MFA and the bilateral agreements made under it refer to origin
of products. This can only be interpreted against the background of certain
known standards based on internationally accepted conventions, administrative

and trade practices as well as judicial decisions. 1Indeed these regulatioﬁs
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purport to reverse a quite specific chain of US court rulings, the sense of
which was expressly confirmed in the US Pederal Court of Appeal as recently‘as
21 August 1984. This framework of rules and understandings has grown up over
many years and was in existence at the time that the MFA and bilaterals were
signed and during the life of those arrangements up to the present. By
attempting through these unilateral Country of Origin Regulations, radically
and abruptly to alter these ground rules, the US is in effect frustrating
legitimate trade, thereby undermining the operation of the MFA and the
bilaterals and causing a further deterioration in the international trading

environment.

18. Many aspects of the Country of Origin Regulations, as published, are
unclear, The authority for the determination of origin will test in the hands
of . individual 'customs officials, guided only by vague criteria and such
information as can be obtained ngI import declarations. The net result of
this will be a situation of uncertainty, confusion, disruption and chaos. The

effect of the regulations on trade in the textiles sector is likely to be

devastating.

19. while legally infringing the existing rules concerning textiles and
clothing under the MFA, the Protocol of Extensjon, the Bilateral Agreements
and the Ministerial Declaration, the unilateral new Rules of Origin represent
a dangerous precedent which if applied in other sectors could seriously

threaten the entire 1nte}natlonaf trading system.

20. The Countérvailing Duty petitions filed against imports of textile and
textile products from 13 developing countries were of an unprecedented scope
and intensity, covering practically all textile and clothing items exported by

13 developing ccuntries, representing a substantial proportion of their export



225

earnings. They were obviously another reflection of the strong and increased
protectionist pressures exerted by the US textile and clothing industries,
translated into additional protecr ive measures since December 1983,

21. As with the case of Country of Origin regulations, the jinvestigations
which followed the filing of the countervailing duty petitions are again in
conflict with Article 9 of the MFA, with the Paragraphs 5 and 23 of the
Protocol cf Extension. They also infringe hpon the standstill commitments
taken in paragraph 7 (i) of the Ministerial Declaration. 1In this context,
when deciding whether a petition, once filed, is legally sufficient it should
include in its considerations the compatibility of the investigations with the
commjitments undertaken by the United States in international agreements, both

multilateral and bilateral.

22, Even if the Department of Commerce does not reach an affirmative
determination leading to the imposition of countervailing duties, the
investigations are in themselves impediments to trade, in view of the
harassment, deterring effects and costs involved. In this case, these
impediments are of an even more serious nature given the scope and intensity

of the measures envisaged, already referred to,

23. 1If, as a result of the investigations, the Commerce Department'reaches an
affirmative final determination and countervailirg duties are imposed, they
:would constitute trade restrictions additional to those imposed under the
MFA. Thus, for the products already restricted under the MFA the exports of
the developing countries would be doubly jeopardized.

24. The developing countries, exporters of textiles and clothing considered
these measures as discriminatory and designed to harass and restrain
legitimate trade for dorestic political reasons. They have called on the
Unjited States authorities, in a press statement issued in early Auqust, to
resist the countervailing duty petitions, to withhold implementation of
country of origin regulations and to afford adequate opportunity for prior
bilateral consultations with affected trading partners, with a view to seeking

satisfactory solutions to such problems as might exist.
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25, Despite the expression of such concerns by the developing exporting
countries, the United States authorities have accepted the countervailing duty
petitions and initiated the investigations accordingly. Furthermore, only
very limited exemptions from the application of new country of origin
requlations were decided, which are of little or no use to exporting countries

and in no way address the substance of the problem.

26. These actions were taken simultaneously during a period of intense
Vpol{rtical pressures in the United States, Moreover, in the case of the
countervailing d;:ty investigations, they are of a discriminatory nature given
the fact that they are directed against developing countries which do not
qualify, under the US legislation, for an injury test. The situation, as
described, clearly reflects politically motivated harassment of trade.

27. In these circumétances. it is the unequivocal view of the developing
countries, exporters of textiles and clothing that the operation of the MFA is
being seriously undermined, the international trading environment is being

further deteriorated, and the timely implementation of the GATT Work Programme

will be impaired.
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Imports of Textiles and Clothing

from Non-Restricted Suppliers snd from LDC MFA Suppliers

into the United States, in 1984 a/
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U.S. Council for an Open World Economy

INCORPORATSED
7216 Stafford Road, Alexandria, Virginia 22307
(202) 785-3772

Statement submitted by David J. Steinberg., President, U.S. Council
for an Open World Economy. to the Subcoamittee on International
Trade of the Senate Committee on Finance in a hearing on the
state of the U.S. textile industry under the trade agreements
program. September 18, 1984

(The U.S. Council for an Open World Economy is a private, non-
profit organization engaged in research and public education on
the merits and problems of developing an open international econ-
omic system in the overall national interest. The Council does
not act on behalf of any "special interest".)

This hearing, like all other hearings that have dealt in
some degree with the state of the U.S. textile industry, focuses
on the extent to which import controls on textiles and apparel
equitably protect the interests of U.S. businesses and workers
producing or selling such products. particularly those businesses
and workers engaged in manufacturing such goods in ¢ tition
with imports. While such an assessment is useful and indeed
important, it does not measure up to the kind of inquiry that
best addresses the problems and needs of this major U.S. industry
1: :ho context of the needs and objectives of the nation as a
whole. .

. Through one kind of textile import control or another., we
have had a textile trade policy for nearly 30 years, but never
a coherent, comprehensive, textile policy in the overall and
moat enlightened sense. Kor is there any evidence that the
formulation of such an overxll policy -=- such a textile-and-
apparel redevelopment strategy -- is in the making. To the
extent that government assistance of any kind is justifiable
for this industry, it should take the fora of such a strategy.
Import control in some degree miglt be essential to buy time for
such an initiative, but such trade restraint should be temporary
and only a last-resort component, not the permanent fixture that
import controls appear to havs become. A definitive free-trade
premise (planning for the ultimate removal of trade barriers)
should be factored into such a strategy. and firm, explicit
commitments should be forthcoming from management and labor

as well as government on things that need to be done to ensure
the success of such a policy. Government's involvement should
include reassessment of all statutes and regulations materially
affecting the industry's ability to adjust to new and rapidly
changing international economic realities. Any inexcusable
inequities should be corrected forthwith. .
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Our Council appears to be the only advocate of such policy
reform. To restrict or not to restrict imports -- and, if restric-
tion, then how much -- is not the sum and substance of our Council's
attention to the U.S. textile~and-apparel industry. We are con-
cerned with the real problems and needs of the people and com-
munities that are dependent on this industry in one way or another
-= & concern cast in the framework of concern with the needs and
aspirations of the American economy as a whole. We note with
regret that these dimensions of the textile-and-apparel issue
are neglected no less by other advocates of freer world trade
:han by those who defend restriction of textile-and-apparel

mports. ’
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Statement Before the Sub-Committee on International \
Trade,Committee on Finance, U.S.Sepate

National Knitwear and Sportswear Association
386 Park Avenue South
New York City, N.Y.

SUMMARY

The National Knitwear and Sportswear Association, representing
more than 450 member companies, submits testimony for the record

to make the following points:

1. Register stsong concern about the continuing erosion of the
domestic apparel manufacturing base by imports from very low wage
countries and from countries vhose economies are state
controlled,

2. Technology does not appear to offer any means of offsetting
the wage gap which $.16 per hour generates in the apparel fiald.
Knitting technology has advanced, and American producers have
made substantial investments in the latest computer controlled
electronic equipment, but the pricing and wage policies of the
Far East and other developing areas cannot be overcome in most
knitwear products. ' .

3. The present surge of imports, despite a .brief period of
increased action under the bilateral agreements based on the MFA
strongly suggests that fundamental improvements in the MFA
structure are needed if the U.S. industry is to remain viable.

4. The NKSA strongly supports the recent rules of origin
regulations and believes they represent a step toward better
enforcement of existing agreements and existing law. They will
not, by themselves, bring about lasting change in the import
situation, but will make the practice of quota evasion more
difficult. . ‘ )

5. Government policy on textile and apparel imports needs to
be stated more*affirmatively and clearly in the interests of .
preserving more than two million production jobs in a crucial
labor-training sector of the economy. Industry must know whether
to invest for the long pull, or whether to interpret recent
import surges and hints of further concessions to some countries
in the Caribbean as a signal of official indifference. Policy
formation on such matters as the Caribbeah Basin must reflect the
fact that the government has not reduced giant quotas held by
several Far East countries, and has not rolled back unfilled .
quotas in many countries.

6.The import situation must be controlled to prevent further
growth of textile and apparel imports, either through revision
of the MFA or through legislative means. As an immediate measure,
must be expanded to cover all textile products, regardless of fiber
‘content.
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TESTIMONY OF SETH M. BODNER, EXECUTIVE DIRECTOR,
NATIONAL KNITWEAR AND SPORTSWEAR ASSOCIATION
386 Park Avenue South
New York City, N.Y. 10016
Mr. Chairman, I am Seth M. Bodner, Executive Director, National
initwear and Sportswear Association, a national trade association
of manufacturers and related groups representing producers of
knitted outervear; including sweaters, knit dresses and shirts
and sportswear of all types. Our association has some 450
.regular ﬁembers. most of whom are manufacturing companies, and

300 additional associate members in the fiber, yarn, machinery

and related fields.

I am pleased to have this opportunity to bring to this
Committee's attention some of the concerns of our portion of the
textile and, apparel industrial complex. I am also\going to take
the liberty of suggesting some courses of action which might be
explored in the interests of improving the economic well being of
our industry and its workforce.

We are vitally éoncerned.with, and fundamehtallj threatened
by, the pressucre oé imports from low wage and state controlled
economy countries. y}ke many other manufacturing industries in
the United States, America's knitwear producers have found
themselsves and their markets confronted with a degree of

. competition which no available or forseen technology can
overcome. .

7 Fundamentally, that competition is based on the unlimited
availability of cheap labor in other countries, most notably

those of the Far East. This cheap labor--$.16-.18 per hour in
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china and Srj. Lanka. These low wages, closely matched elsewhere, are

combined with a lack of labor standards and working conditions
legislation which further reduce basic manufacturing costs and
together, permit the production of apparel on terms which
cannot be matched here. Obviously, many of these factors would
be prohibited by law in the United States.

America's knitwear manufacturers have adopted new
technology--much of it imported--and have applied modern
manufacturing methods to their work. We have taken advantage of
duty-suspension legislation to acquire computerized electronic
flat knitting machines, and we have installed other production-
improving systems. But the wage and labor practices.or
standards gaps are too great to overcome with available
technology. Furthe;, these are often coupled with lower raw
materials p;icea than are available in the United States.

“And too often, the commercial coup de grace is added by the
practices of political pricing and evasion of established quotas.
The latter have achieved particular notoriety of late as a
result of the }ssuénce of new country of origin rules by the
Customs Service,.acting pursuant to direct Presidential and
Congressional authority.

The evasion practiceé addressed in those regulations
have but one purpose--deféat of the entire system of
international bilateral agreements §y which the United States
attempts to bring about orderly marketing conditions for textiles

and apparel.
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Last year, these factors combined to help imports of the
ma jor products of our industry exceed one billion garments.
And that figure d;es not include similar products made with
fiber blends developed to fall outside of the international
textile agreements.

Imports of sweaters made with the fibers covered under the
MFA, reached a record-level of 175,000,000, or fourteen and one
half mll;ion dozen, excludiog infants.sweaters brought in as
parts of childrens sets. Knitted shirts amounted to 398,628,000
garments, and knitted headwear imports reached

Mr. Chairman, imports}are rising in 1984. Total apparel
imports through July of this year a;e up more than 28% over the
comparable months of 1983. A table on éhese imports, their -
growth during the past few years, and their penetration of the

U.S market is attached. This penetration continues to advance.

In addition to the principal product areas c?vered by the
MFA, that is products of cotton, wool and man-made fibers,
and blends which are principally of those fibers, nearly seven
million dozen garments of non-MFA covered fibers'have entered
- during the first seven months of 1984. Of these,3.8 mililion dozen
were knitwear items, the product of a truly stirring combination

of greed and imagination.

The MFA and the bilateral agreements stucture built upon it
are, like Humpty-Dumpty, falling off the wall . The drum beat
criticism of quota "calls" and new rules of origin by the retail

and importing communities obscures the harsh sl
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fact that the MFA is not providing adequate protection for
domestic industry or its workers. It is not establishing o#derly
markets for world trade or for United States trade in textiles
and apparel. Indeed, the combination of existing tariff and quota
programs has not been adequate to keep pace with the imagination,
speed and daring of the importing coﬁmunity. nor with the demand
of the retail community for merchandise which can be bought low

and sold high.

All the forces of the Committee for the Implementation of
Textil; Agfeéments, its policy-making superiors and its
enforcers, the U.S. Customs, have not been able to ;eep the
humpty-dumpty of MFA based restrainks together. The MFA
egg is cracking from the blows of evasion, transhipments,
outright criminal fraud and the manipulation of every part of
the textile'producing process to avoid controls and bring into
the market place the cheapest-first-cost- highest-mark-up-

potential garment or product possible.

In addition to these preséuras, we are faced with the

natural demands of the developing countries to seek a place in

the world's largest integrated apparel market.

American consumers, K American workers and firms
will continue to pay a heavy price if thé apparél and textile
import situation is not corrected. Either the MFA must be
restored to a high degrce of effectfbeness, or some other
mechanism ﬁut be developed which will assure the preservation of

.

the American fiber, textile apparel structure.
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Make no mistake about this point, American consumers

benefit most from the maintenance of a strong domestic textile
and apparel industry. As this industrial complex shrinks, it
loses the ability to provide effective domestic competition and
an alternative resource for American retail establishments.
Deprived of that resource, the very firms which now rush to
import will confront ;oreign controlled supply, higher prices
and an altogethef different business environment than they might
have anticipated. They will also be short some of the customer
buying pover of the more than two million Americans who make

their living ﬁroducting Anerica's textile products.

This erosion is taking place aiready. Do not look solely to
the statigtics. Consider your own experience. Take a field tribp.

Go Shopping.

Mr. Chairman and members of the Committee, go and see for
yourselves how difficult it can be to find Americin apparel
in the.stores. If you can't, neither can other consumers. Will
your preference then be to buy imports, or will that be a result
of simply not having the time to search and search for American
. goods? The consumer, especidlly the time-pressed career woman or
child-rearing housewife, far from dictating to the stores what
she shall buy, is much more their prisoner in having to deal with
the choice; they have made. Having made the import choice, the
retail outlets are putting themselves on the road to becoming the

prisoners of the overseas suppliers.

These retail choices are dictated by a basic profit motive,
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which in turn has led to a global search for merchandise
available on a wholesale basis to the retail store at prices low
enoughAto ensure a very large mark-up and higher resulting
profit. Take a look at recent import volumes and rising retail
profits and consider for yourselves vhether importing has not
paid for the stores, even if it has not so much helped

American conéumers. éhe difference between prices paid by
retailers for the imports they buy and the prices they charge
American consumers is appearing in those retail industry

and importer profit figures. It is not being passed through to

American consumers.

A recent article in Newsday qubted Hong Kong businessmen as
saying that a sweater sold to an American retail store from Hong
Kong . went at $8.00 and was sold to the U.S. consumer for between
$35.00 and $40.00. Such mark ups abound. 3ear in,mind$ when the
retaii witness speaks of a 50% mark up; vhat he really means, by
ordinary arithmetic standards, is 100%. Buying -at $10 and
selling at $20, he refers to a 50% mark-up, meaning that
S0% of the final selling price was mark-up. That {s the so-called
"keystone" mark-up. In these days of import selling, it is not
" uncommon to see goods move at four and five times their cost to

the retail store.

With these mark-ups in view, defeating the quota system has
become a game of high stakes. Modern communications and
transportation make possible the rapid exchange of design and

production information, and loophole ridden quota and tariff

41-003 0 - 85 ~ 16
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programs make possible a degree of exploitation not hitherto

dreamed of. And we are not yet at the end of this process.

In the words of one attorney engaged in the field Customs
practice, after he described advising clients to put female
buttons on male sveaters and vice versa to change
classifications and aYoid qﬁota or embargo problems, such
manipulation of the system brings, "What I call sex and violence"
to Customs practice. To domestic knitwear manufacturers, it

sounds more like fraud,

And there have been prosecuted examples of more blatant
corruption and fraud affecting quota administration and the
Customs Service, cases uncovered by the Service--to its

nonetheless . .
credit—-butAsolid examples of criminal activities affecting both
the collection of duties 1nd the evasion of the quota system. The
large dollars involved in this trade add an element of potential

corruption which only the blind can ignore.

Recently, the Customs service issued new regulations
concerning the movement of goods to the market, and the
datermination of the appropriate country of origin for imported

© textile and apparel products. Instructions to the field for the
operation of these regulations shed some light on the
background.. This memorandum was included in a recent court
filing challenging the new regulations. As an official statement
of the nation's front line law enforcement officers for trade

matters, it is worth pondering.

- The Customs Service has identified textile importations as an
area of consistent and persistent fraudulent abuse of guotas and duty
rates. 1In order to protect U.S. Business interests from unfair Yractices

and the public from inferior or mislabeled goods we are institut ng a

program of intensive examinations at the port of arrival for all shipmént

of textiles.
e -
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Similarly, the statement accompanying these rules an+
regulations in the Federal Register offers insight into the
beliefs of the federal officials most directly concerned. They
said, in part,

®* ,..in recent months the U.S. Customs Service has

been faced with an ever increasing number and variety of
instances whare attempts have been made, either intentionally
or otherwise, to circumvent the textile import program.®

Also..ur. Chairman, the committee should be familiar with
the hearings and testiqony developed by Mr. Dingell in the House
of Representatives. The tariff and quota enforcement problems
identified there are not new, nor are they the fault of a
particular administration. But they have expanded with apparent
geometric progression. Indeed, the cries of anguish from the‘
importing and retail community not only are lacking in
justificati&n under the circumstances, they strongly suggest that

the problem was greater than anyone knew. The shoe has pinched.

Furthermore, Mr. Chairman, the recent import figures give
the lie to any notions of shoréages of merchandise for holidéy or
subsequent seasons. Imports through July are at record levels,
the government has deferred the effective date of the new

expdérts made on or before
regulations until,October 31, and we have no doubt that the
. and November
August, September, Octoberpapparel arrivals will be very

large. Consumers will find plenty of goods, and there is no bassis in the
quota program on which they should expect to find significant price®

icreases on imported goods.

Hong Kong complains, and even China growls, but any apparel
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actually made in these countries and appropriately labeled can
be imported without difficulty into the United States under the

massive quotas they nov enjoy.

The real difficulty being faced by Hong Kong and China is that its
frauduent labeling is over. Goods described as coming from the
*British Crown Colony" will now, in fact, have to have their

origins there and not in Communist China. Is that wrong?

similarly,lChina will not be able to export massive

quantities of goods by the simple expedient of moving them

'through thizé countries for minor treatment or processing to
change their legal origin for quota purposes. The miliion
dozen total for sweater quotas to which they agreed will have to
‘suffice. Is that unfair? The New Zealand sweater fiasco will hot
be repeatable, and that no doubt bothers the Communist free
enterprisers who seem to have taken éontrol recently. But those
schemes surely were not part of the undeistandtngs inherent in
the bilateral agreement, No U.S. negotiator would spend his time .
negotiating a deal to limit imports of Chinese made apparel to a
given level, only to have as part of the understanding that China
could ship as much as it wanted to the U.S. through third

: countrieé; Nor would the U.S. simply agree to a process which
compelled it to chase over the entire worid, from island to: -

island, to plug loopholes in the agreement with China. To argue the
contrary ig to fly in the face of common sense.

The basic premise of all of the United States bilateral
textile agreements is that the goods are produced in the

countries concerned in the negotiations. To have meaning, the
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quota agreements can be intespreted in no other way.

Mr. Chairman, it is well worth noting that the effect of the
rules of origin criteria recently set out by the Customs
Service pursuant to court cases and to carry ou; policies of the
President will directly benefit many smaller developing countries

3 in Asia and Latin America.

Now, quotas held in these countriés will have to be used for
actual manufacturing there. No longer will the local economic
benefit be confined to that attending marginal procéssing of a
Chinese made product. It will be done locally, benefitting the

local economy and workforce.

Repmarkably enough, we do not see the State Department ouﬁ
making this point forcefully. We do not see any publicly
expressed understanding of this in Geneva or elsevhere y the
small developing couﬂtries. What we appear to be seeing is the
direct result of pressure from the Hong Kong entrepreneurial .
community which has invested in quota in these cantries and
vhich vants badly to continue to manipulate the system from a
Hong Kong base using China -the cheapest labor source available-

- as its producer. A

Is this the interest worth the concern of the U.S.,or of
thies Congress? We think not, and believe that eventually, the force of
this Hong Kong lobby in the international community will pass,
and the basic benefits of these regulations to the smaller
countries as well as to the United States industry then will be

seen by all concerned.
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In summary, the present system was sending an unmistakable
signal to many apparel manufacturers based in the United #tates.
The signal was that U,S. government policy in fact, if never
in word, was to transfer the industry‘'s apparel manufacturing
activities off shore., Put more kindly, it was to stand by while
the industry transfers itself off shore. But the new rules of
origin regulations, and the recent efforts to crack down on
customs fraud through Operation Tripwire are beginning to.sound a
more encouraging note. Nevertheless, the record is not inspiring,
and the industry waits, watching each move with skepticism and

concern.

Lax enforcement of bilateral agreements, schemes to expand

»
-

imports from the CBI countries without corresponding reductions
in the massive duofas already held in the Far East, refusal to
. give seribu; consideration to regional or global restraints on
even the most heavily impacted prqduc;s, and finally, an apparent
reluctance by Cabinet level officials to defend in public the
actions they have taken on behalf of the domestic industry and
its workers all send discouraging signals.
There is 1itt1e_evidence in official comments, speeches or
actions that those in authority truly understand the
importance of this fiber; textile and apparel industry to the
conomy, to the training and development of our people, and to
the ability to support the premier international political role

for the United States which has been central to American foreign

policy since World War II,
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This industry is vital to national security in the
most fundamental ways. It will not survive current pressures
wvhich compel short term decisions to manufacture in cheap labor
countries in order to compete with imports from cheap labor
countries which appear to be running essentially out of control.
¥When manufacturers of-.apparel in America decide to become

marketers of overseas made apparel to Americans, America loses.

Sector ~-by-sector the industry has been weakened; in some cases all
but destroyed. Even now, textile manufacturers scramble to leave the
apparel fabrics business for eﬁgrﬁf?f harbor of home furnishings,
but can that work, even for them? When others comnent about
conditions in the sweater industry, vhere more than 60 % of .
consumption is imported, it is not only out of concern about the
lost opportunities for garments, ya}n and fiber that these
imports represent, it is out of concern that the same process not
be repeated elsevhere in the industry. -
What can be done?
1., Government, and particularly thg congress, caq'tell the
. domestic industry and its workers that maintenance of the
domestic fiber-textile-apparel industrfal base is nationair .
policy. There must be a halt to further growth in textile and

.

apparel imports,

-

2, The policy will be carried out through negotiated

agreements if possible, but unilaterally if not,

3. To the extent that international political circumstances
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must dictate particular settlements with particular countries, p
those will not come at the expense of further penetration of the
U.S. market. If necessary, other agreements will be adjuséed
downward, especially those of the very largest suppliers, and
those which have been unfilled.

4., The MFA must be revised to conform with the conditions of
trade today--hiéh volatility, rapid exchange of technical and
fashion information, difficulty of enforcement, and the slowing
of growth in basic markets in the industrialized importing
countries. United States negotiators must seek appropriate
changes in the MFA which will assure the ability of the Unitgd
States as an industrial country to carry out the basic policy
commitments set out above. -

5., Textile products not now covered by the MFA must be '
brought into its framework .without delay. This can be done
through negotiation, and/or by legislation. Authérity presently
exists to negotiate agreements on these products, (Section 204 of
the Agricultural Act of 1956, as ;mended.), but it is doubtful
that unilateral controls can b? established thereunder in the
absence of negotiated agreements. This lack of back-up authority
is 1ikely to make negotiations difficult and costly, if not
impossible. The dramatic growth of the end-run-non-MFA trade
cohpells action on both the legislative‘and negotiating fronts.

No doubt other steps can be devised. But these represent
feasible starting points. . 4
On behalf of our industry, I thank the Committee for

receiving these comments.
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%” weme HEEW  PRESS

" SPORTSWERR ‘ INFORMATION

ASSOCIATION . |

For Release: STATEMENT OF NKSA_POLICY ON INTERNATIONAL TRADE

The Board of Directors of the National Knitwear and Sportswear Association
has adopted the following. policy statement on international trade. This
statement will guide Association activities vis-a-vis all governmental and
other groups concerned with international trade.

[ 111 . (1 3 1] L 1 2]

In view of the continuous record setting growth and presence of apparel
imports from low-wage and state-controlled-economy countries, and the
fundamental threat these pose to the continued viability of American pro-
duction, to the jobs of more than one million Americans and to the
hundreds of communities in which these jobs and businesses axe located.

‘The Board of Directors of the National Knitwear and Sportswear Association

resolves that every practical and legal effort niust be made by the
Association to prevent further growth b4f knitwear and other apparel imports
from low-waged based or state controlled economies, and from cospanies
benefitting from subsidies or -other trade practices in-violation of U.S.
law and/or international.practice. .

The NXSA shall urge the gové;“ﬁhe_ne to take account of the heavy penemtion
of imports 'in certain product markets and to prevent a repetition of these
conditions in other categories now coming under similar impoxt pressures.

The NKSA considers that garments produced outside the Customs Territory of
the United, States, including those produced only in part in the lo-caﬁed
insular possessions, shall be considered imports subject to such quota or
other limitations as may be established. Articles produced under Section:
807 of the U. S.- tariff shall be cdonsidered imported for purposes of poliocy.

' To carry out this poliéy. the nxsa' will work with the Executive and

Legislative branches of government to gain firm, effective negotiated limits
on imports of knitwear.and other apparel. It vin consider and support

such additional legal or legislative actions as may from time to time -
appear necessary and appropriate to achieve these ends.

The NKSA shall. demand rigorous enforcement of quota arrangements now in
place or to be negotiated, including rational assignment of country-of-
origin for quota purposes, correct labeling of imported and domesticall:
produced merchandise, and such further measures as may be needed to fully
enforce and carry out the purposes of the quota program. In particular,
the Association shall seek to prevent exgloitation of Customs loopholes
by establishing that the country of origin for knit-to-shape garments
shall, for quota purposes, be the country in which the knitting is per-
formed, and to obtain clarification of present rules and full enforcement
thereof so that partial production operations do not disrupt or undermine
the import limitations in force under the textile quota agrxeements.

L2 2 1]
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INTRODUCTION

For nearly a quarter of a century U.S. producers of apparel and textile products
have enjoyed extraordinary protection from foreign competition. Today, almost 80
percent of total US, imports of apparel products and 75 percent of textile imports
are covered by some kind of quota arrangement established by bilateral treaties with
our trading partners. In recent months, as a result of new procedv ‘es for imposing
trade restraints on non-quota countries and categories — the "call trigger mechanism"
established by the Reagan Administration in December 1983 — trade in textile and
apparel products has become even more difficult,

This restrictive administration of the U.S. textile program harms consumers in
very tangible ways. As the purchasing aéents of U.S. consumers, retailers have seen
th;se effects first hand, Embargoes, unilateral quotas resulting from the "call trigger
mechanism™ and changes in country of origin rules have made the market unpredictable,

This document details these effects. It is based upon first hand accounts from
the member-firms of the National Retail Merchants Association (NRMA), Interviews
with senior merchants of NRMA member-firms were conducted during the spring of
1984, and the case histories compiled hérein apply predominantly to marketing decisions
made during 1983 and early 1984 for the fall 1984 and spring 1985 selling seasons,

The data is displayed via "Consumer Effects Statements” which provide a one-
page summary of each case including the category of the apparel, the exporting country
or countries, the cost differences from one year to the next, and a short description of
the difficulties encountered by the retailer in attempting to source the particular
merchandise,

Individual case histories have been grouped into four categories: (1) Those that

demonstrate how the textile quota system reduces consumer product choice; (2) those
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that demonstrate how quotas inerease consumer prices either because of increased
"quota charges,” so-called "floor prices," or exporting nations "trading up" into higher
priced lines of merchandise; (3) those that demonstrate how quotas cause the elimination
of lower priced or "budget" merchandise; and (4) those that demonstrate how quotas
result in poorer product quality and less product innovation. In addition Appendix A
provides some basic data on "quota charges® — the Intangible costs associated with
purchasing the "right” to export products from a foreign country.

NRMA is composed of 3,700 companies representing approximately 45,000 leading
chain, depm;tment and specialty stores in the United States, and an additional 1,000
retail firms in 50 nations abroad. Member firms have current annual sales in excess

of $150 billion and employ nearly 3 million workers.
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REDUCED PRODUCT CHOICE



Case No: 1-003
Consumer Effects Statement
Category: 446 Countryr Malaysia/Hong Kong/Italy
Piber: Wool Description: Shetland sweaters (jrs./miss.)
COSTS PER UNIT
1982 1083

Country FC LC____Quota Domestic Country FC LC Quota Domestic
Malaysia 4.29 Italy 6.40

H.K. 6.60

COMMENTS: The Increased demand for sweaters has put severe pressure world-wide on
Category 446. Price increases first became apparent in October 1983 for sweaters purchased
for fall 1984 delivery. These increases are showing up for retaflers and for domestic importers,
In the example above, the tight quota situation in Malaysia forced this retaller to seek sweaters
elsewhere, The Hong Kong price was 53 precent higher. The retailer got a slightly better price
in Italy. The high price of sweaters in Hong Kong is the result of the US. import program
coupled with increasing demand for these products, and the inabllity of merchants to :ind

comperable goods produced in the US,

FC= FIRST COST including quota costs !

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right® to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of ¢loth and clothing.

DOMESTIC = The actual or quoted price of a US, manufacturer to produce [dentical merchandise.

41 003 0 - 85 - 17
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Case No: 2-002 .
Consumer Effects Statement
Category: 648 Country: Taiwan
Fiber: Acrylic Description: Sweaters (girls/infants)
COSTS PER UNIT
1983 1984

Country FC_LC _ Quota Domestic  Country FC _LC __ Quota Domestic

Talwan 3.29 - Taiwan  4.84 1.25
3.25 4.79

COMMENTS: The retailer {n this example had a long history of dealing with a single Taiwan
manufacturer of girls and infants sweaters. These sweaters sell for between $12.00 and $15.00
retall and are relatively detalled garments containing jacquard patterns. In this example, when
the retafler approached the manufacturer for an order of 2,000 dozen for the fall 1984 selling
season, the retaller was advised that the manufacturer would have to charge 47 percent more
than the year before. The new selling price included a $1.25/unit quota charge which represented
25 percent of the garments' first cost, Moreover the retaler was advised that the manufacturer
would not be able to supply the full 2,000 dozen, but only 1,000 dozen. If these garments could
be manufactured in the United States they would cost, at retall, between $25.00 and $35.00.

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or qu—oted price of a U.S, manufacturer to produce identical merchandise.
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Case Noc 2-004

Consumer Effects Statement
Category: 348 Country: Singapore
Fiber: Cotton _ Description: Pants (infants/girls/y teen)

COSTS PER UNIT
1983/84

Country FC LC_Domestic Average difference bet. LC and domestic
Sing. (3/6x) 3.23 3.92 6.22 59%
(1/14) 3.65 45¢ 119 58%
(y teen) 4.08 5.00 8.88 93%

COMMENTS: The retafler placed an order with a proven manufacturer for 3,890 dozen at a
total first cost of $157,000. The manufacturer cancelled the order after it was placed because
he couldn't obtain a sufficient quantity of "quota" to ship the order at the original quoted
price. Domestic replacements are dramatically more expensive and delivery dates for domestical-
ly produced substitutes are in September 1984 — far too late for the fall 1984 selling season
originally intended.

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a US. manufacturer to produce identical merchandise.
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Case No.t 3-001
Consumer Effects Statement

Category: 646 Country: Korea

Biber: Acrylic Description: Sunda a_sweaters
B drﬁ y 'Ieen!

COST8 PER UNIT

1983

Countr FC LC Quota Domestie
Korea 3.80- .

4.28

COMMENTS: The retailer placed orders for 740 dozen at a first cost of $35,600. The order
was cancelled by the manufacturer because he could not obtain sufficient "quota" from the
Korean government to ship the garments, No domestie replacements are available because the
80 precent acrylic 20 precent nylon yarm is not avaflable in the US. childrens market. The
retaflér will not carcy this line of goods in fall 1984,

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the 'ﬁght" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted priocs of a US. manufacturer to produce identical merchandise.
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Case No: 6-002
Consumer Effects Statement
Category: 359 Country: Hong Kong
Piber: Cotton Description: Corduroy jumpers (juniors/girls)
COSTS PER UNIT
October 1983 Pedbruary 1984

Country FC LC Quota Domestic Country FC LC Quota Domestic

H. K. 7.00 - 8,58 - 14.50 H. K. 13.00 - 6.00 14.50 -
(juniors) 8.60 10.54 15.60 (juniors) 15.60 19.00

H. K. 3682 438 8.25 (ave)
(girls) )

H.K. 3.79 4.58 . 9,25 (ave)
(girls)

COMMENTS: In December, the US, government imposed a new quota on category 359 from
Hong Kong as a result of its "call consultation" trigger mechanism announced on December
16, 1984, Two examples of what happened to retailers are presented above. In the first
example, the retailler placed orders for juniors corduroy jumpers in October 1983, at a time
when there were no quota charges on these gonds, As a result of the call, additional quota
charges of $6.00 per fument were added to the costs, The additional charge was almost as
much as the original first costs quoted by the manufacturer. The retailer cancelled some of
the original order and shifted the remainder to Bankok, where the retailer gambled on an
unproven manufacturer's ability to meet quality and deadine.

In the second exanple, the retailer placed orders In October 1983 for 874 dozen girls corduroy
jumpers at a first coet of $39,000. Jumpers were for fall 1984 selling season. As a result of
the US. call on the nategory the order was cancelled. The retaller sought replacements from
domestiec sources at prices 88 to 120 percent higher than the import prices, and with unacceptable
delivery dates. Au a cesult the jumpers were never replaced. .

PC= FIRST COST incluling quota costs

LC= LANDED COST, inciuding: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing. ‘

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise,

41-003 0 - 85 - 18
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Case No: 6-003
Consumer Bffects Statement
Category: 640 Country: _Korea/Taiwan/Indonesia
Fiber: _Synthetie Description: Broadcloth Shirts (Boys)
COSTS PER UNIT
Fall 1983 Fall 1984

Country FC LC Quota Domestic Country FC LC Quota Domestic

Korea 3.00 4.21 Korea 3.73 5.03
Korea  1.98  2.80 : Taiwan  2.66  3.62
Korea 2.23- Indonesia 2.41-

: 2.60 3.05

COMMENTS: Three separate examples of what happens when prices increase are presented
here. In the first case, the retailer faced a 19 percent increase as a result of increased
pressure on gquotas, In the second case, the retaller was forced by the higher 1984 Korean
prices to move production to Taiwan. In this example landed costs actually increased by 29
percent,

In the final example, the retailer placed orders in Korea In October 1983 for boys woven dress
shirts which were intended to be sold during the Holiday, 1984 season. Orders for 5,000 dozen
were placed. In January, the retaller was advised by the manufacturer that the order could not
be delivered because the manufacturer did not have enough quota avallable at the retailer's
Initial price point. The retailer went in search of substitute shirts in Tafland, Singupore and
Indonesia — countries where the retailer had little prior experience. The order was finally
placed for 5,000 dozen In Indonesia, at an average first cost increase of 13 percent. In May,
the US. "called" this category, placing a new restrietion on its export. The chances are that
this retailer will not recelve these shirts even though he has opened up a guaranteed letter
of credit, and essentially paid the manufacturer for the goods. Replacing these shirts with
domestically produced garments is impossible at this late date — moreover the cost of
domestically produced garments with equivalent detafl and fabric would be much higher. The
retailer estimates that for the price he peid in Indonesia, he could not even get a basic shirt
made in the US, .

FC= FIRST COST including quota costs .
LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation In foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.
DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise,
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HIGHER PRODUCT PRICES




Case Nox 6-001
Consumer Effects Statement
Category: 848 Country: _Taiwan/Singapore
Fiber: Synthetic Description: _Shorts (jrs/miss/girla/infants)
COSTS PER UNIT
1983 1984

Country FC _ LC Quota Domestic Country FC LC Quota Domestic
Taiwan  3.10- Taiwan  4,10-
(uniors) 3.50 4.80
(misses) 3.20- 3.70-

3.45 4.20
{(girls) 2,75~ 3.54

2.91 , 3.70
Sing. 1.50 " 8ing. 2.12

COMMENTS: Taiwan prices increased by 32 to 37 percent for junior shorts, by 16 to 22
percent for misses shorts, and 27 to 29 percent for girls shorts in just one year. Increases In
this category were not limited to Taiwan. Similar items purchased in Singapore also increased
in price by 41 percent, These increases are a result of the "floor” prices which governments
are now charging. With quota levels so tight, the governments of exporting countries are
attempting to get the most dollar amount for the quota level availlable.

FC= FIRST COST Iincluding quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing,

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a US. manufacturer to produce identical merchandise,



261

Case No: 5-001
Consumer Effects Statement
Category: 648 Country: Korea
Fiber: Synthetic Description: Sweaters (girls)
L]
COSTS PER UNIT
1983 1984

Country FC__LC  Quota Domestic Country FC LC Quota Domestic
Korea  1.79 Korea 3.08

COMMENTS: Price increase of 72 percent due to Korea's "floor price" system, Floor prices are
a result of exporting countries attempting to "trade up" into higher priced lines of merchandise.
Trading up Is common when goods are governed by quotas. Because exporters cannot increase
the number of units they may sell, they attempt to maximize profits by increasing prices.

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry {brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right” to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise.
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Case No: 2-003

Consumer Effects Statement
Category: Country: Singapore
Fiber: Synthetic Descriptions Roll cuff top (kids)

COSTS PER UNIT
1983 1984

Country PC __LC___ Quota Domestic __ Country FC _ LC __ Quota Domestic
Sing. 1.52- Sing. 2.03

1.63 2.16

COMMENTS: Prices are up by 33 percent, This represents and inerem at retail of between
$2.00 -~ $3.00 per garment, and is due to "trading up."

FC= FIRST COST Including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country, In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise.
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Case No: 4-004
Consumer Bffects Statement
Category: Countryr Hong Kong
Fiber: Descriptions Womens Jacket
- COSTS PER UNIT
Fall 1983 Fall 1984
Countey FC LC Quota Domestic Country FC LC Quota Domestic

HK 6.00 8.50 HK 8.90 10.60

COMMENTS: Price increased by 25 percent directly as a Eesut of tighter quotas. The increase
in landed cost will translate into & retail increase of about $4.00. Quotes for Fall '85 ere
already much higher (8.00 F.C./ 11.50 L.C.).

FC= FIRST COST including quota costs

_ LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
~“éountry, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "rlghi" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a US, manufacturer to produce {dentical merchandise,
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Case No: 1-002

Consumer Effects Statement

Categoryr 345 Country: Hong Kong

Piber: Cotton Description: Sweaters (junfors)

COSTS PER UNIT

August 1983 1984
Country FC LC Quota Domestic Country FPFC LC Quota_Domestic
H. K. 3.50 - H, K. 12,00 5.00
4.00

COMMENTS: The 1984 prices quoted to this retailer included a charge for quota licenses of
$5.00 per sweater. This represented a 25 percent increase in the cost of 3uou In just one
year. Moreover, the $5.00 quota charge is 41 percent of the first costs of the sweaters in
this example, This charge is completely intangible — it is unrelated to the costs of manufacturing
these garments and is the direct result of the textlle and apparel import system.

FC= PIRST COST Including quota costs

LC= LANDED COST, including: cost of merchandbe, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise,



Case Nox 1-001
Consumer REffects Statement

Category: 639 Country: Korea
Fiber: Man made Description: Knit blouses (jrs./miss.)

COSTS PER UNIT
1983 1984
Country FC LC Quota Domestic Countey FC LC Quota Domestic

Korea 1.35- Korea 3.00
2.70

COMMENTS: 47 percent price increase in one year, as a result of the Korean "floor price"
system,

FC= PIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of ctoth and clothing.

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise.
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Case No: 5-003
Consumer Effects Statement
Category: 340 Country: Hong Kong
Fiber: Cotton Description: _Woven sportshirt (Boys)
COSTS PER UNIT

1983 1984
Country FC LC ta Domestic Country FC LC uota Domestic
HK 4.30 .50 HK 6.90 2.00

COMMENTS: As a resut of the 75 percent increase in quota eharées the first costs of these
garments increased by 80 percent in one year,

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota s actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a US. manufacturer to produce identical merchandise,
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Case No: 5-004
Consumer Bffects Statement
Categoryr 347 Country: Hong Kong
Piber: Cotton Description: Pants (boys)
COSTS PER UNIT
1983 1984
Country ‘FC_ LC __ Quota Domestic Country PC LG Quota Domestic
HK 5.5 .20 HK 8.30 2,00

COMMENTS: As a result of the 900 percent increase In quota charges, the first costs of this
merchandise increased by 50 percent from one year to the next,

PC= PIRST COST including quota costs

LC= LANDED COST, incuding: cost of merchandise, quota costs, inland transportation In foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right” to export products from the forelgn
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise.
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Case Not 6-005
Consumer Effects Statement
Category: 645 Country: Korea
Fiber: Acrylic Description: Sweaters (boys)
COSTS PER UNIT
Fall 1983 Fall 1984

Country FC LC ___Quota Domestic Country FC LC Quota Domestic

Korea 275 4.83 Korea .71 6.25
Korea 3.33 4.80 . Teaiwan  3.70  5.20
COMMENTS: Two retallers responded differently to the increases in prices in the Korean
market for boys sweaters, The first retailer purchased sweaters at a 29 percent increase in

landed costs, The second retaller moved purchases to Taiwan at an increase in landed costs of
8 percent,

PC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation In foreign
country, duty, cost of entry (brokerage (ee), ocean freight, bank processing.

QUOTA = the costs mo'clﬁed with purchasing-the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise,
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Case No: 3-002
Consumer Bffects Statement
Categoryn Country: Hong Kong/China
Piber: Description: Baseball jacket (boys)
COSTS PER UNIT
1984 delivery 1985 delivery

Country FC LC Quota Domestic Country FC _ LC Quota Domestie

China 5.90 11.75 China 6.40
H.K. 7.85 1.82

COMMENTS: Spring '84 program booked in China because of price. Although the Spring 85
price from China is better ‘han from Hong Kong, delivery was not available until 1/1/85 — too
late for this retailer's spring selling season. The retaller glaced the orders in Hong Kong
which resulted in a 35 percent price increase, 23 percent of the first costs were for quota
charges alone. The domestically produced jacket does not include the same knit rib inset at
the armhole wh!ch is available on the import,

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right" to export products from the foreign
country, In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise,
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Case Not 5-005
Consumer Effacts Statement
Category: Country: Hong Kong
Piben: Description: Walking shorts (mens)
COSTS PER UNIT
1983 1984
Counttry FC LC Quota Domestic Country FC LC Quota Domestic
HK 4.82 96 HK . 5.84 2.50

COMMENTS: Because of a 160 percent increase in quota charges for this category the price
of these items increased by 21 percent.

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right” to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and dlothing.

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise,
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Case No: 1-004
Consumer Effects Statement
Category: 341 Country: Hong Kong
Fiber: Polyester Description: Budget woven blouses
COSTS PER UNIT
1983 purchases 1984 quotes

Country FC LC Quota Domestie Country FC LC Quota Domestic
H.K. 3.60 - 4.43- 6.25 H.K. 4.00- 5.45-

3.80 4.75 470 5.80

COMMENTS: The blouses in this example were women's "buget" or basic short sleeves blouses.
The price increases of 11 to 24 percent put this product out of reach for the targeted "budget”
customer, who is typically a lower-income individual, The retailer in this example is thinking
about shifting to Sri Lanka for supply where the level of restraint on this category is very
tight (507,261 dozen as oppised to the Hong Kong quota level of 827,977 dozen.) The result
may be that in spring 1985 these blouses simply will not be available for this retaller's budget
customers.

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise.
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Case Not 2-001
Consumer Effects Statement
Category: 348 Country: Hong Kong
Fiber: Cotton Description: _Shorts (funiors)
COSTS PER UNIT

1983 1984 quotes
Country FC _ LC Quota Domestie Country FC LC Quota Domestie
H.K. 3.80 4.69 5.70 H.K. 4.80 2.45

COMMENTS: The shorts [n this example were basic, unadorned garments. In 1984, when the
retaler returned to the Hong Kong manufacturer to repeat a sucessful 1983 m, the
retaller was advised that, due to restrictions on this category, the cheapest price for shorts
would be $4.80 per unit — a 26 percent increase over the previous year, (Note that in this
example quota charges account for over 50 percent of the garment's first costs. in 1984.)
Because of this increase, ‘the retailer dropped the basic short program and substituted a much
more detalled garment containing pockets and zippers in order to justify the price. This
retafler's basic customer will not find basic shorts at this store next spring. As a result of
tightened trade restrictions an entire line of garments have disappeared from the selling shelves.

PC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sald by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a US. manufacturer to produce identical merchandise.

41-003 0 - 85 - 19
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Case No: 6-004
Consumer Elfects Statement
Category: 348 Country: China/ Sri Lanka
Fiber: Cotton Description: pants and shorts (girls)
COSTS PER UNIT
" Spring 84 Spring 85
Country FC LC Quota Domestic Country FC LC Quota Domestic
China 1,96 3.32 Sri Lanka 2.13 3.55
(shorts) (shorts)
China 5.17 China 6.21
{pants) {pants)

COMMENTS: As a result of foreign manufacturers "trading up" retallers have seen dramatie
price increases, especially for pants and shorts from China, In the first example, the retafler
was forced to move his program from China to Sri Lanka in order to maintain his price point,
The retailer Is gambling on the quality of the merchandise which will utimately be shipped.
In the second example, prices for girls basic cotton pants have soard as a result of the the
Chinese system of "floor prices." In 1983 the pants in this example had a first cost of only
$3.67. In Spring 1984 the same pants had a first cost of $5.17 — up 41 percent. The prices
which China is quoting for 1985 are up an additional 21 percent.
¥

PC= PIRST COST including quota costs

LC= LANDED COST, including: cost of merchdndise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right” to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise.
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Case No: 3-003
Consumer Effects Statement
Category: Country: Hong Kong
Fiber: Description: Twill pant (boys)
‘ COSTS PER UNIT
1984 delivery 1985 delivery
Country EC LC Quota Domestic Country FC LC Quota Domestic
H.K. 4.30 .50 6.90- H.K, 5.80 1.50

7.90

COMMENTS: The quota charges for a basic, pull-on pant with no piping and little detall has
tripled as a result of the U.S. import program, The quota charges now represent 26 percent of
the first costs of the garment. The 35 percent total increase in price Is several price points
higher than this retailer wanted for this kind of basic garment.

PC= PIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing,

QUOTA = the costs assoclated with purchasing the "right" to export produets from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise,
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Case No: 3-004
Consumer Effects Statement
Category: Country: China/U.S./Mexico
Fiber: Description: Boys 8/16 camp short
COSTS PER UNIT
1983 1984
Country FC _ LC Quota Domestic Country FC LC Quota Domestic
China 2.02 US/Mex (807) 3.85

COMMENTS: As a result of China's system of "floor prices,” the retailer was forced to find
an alternate source for his camp shorts, The floor price is much higher than the retaller
would have accepted for the production of these shorts, and is the direct result of the exporting
country attempting to "trade up" into higher priced lines of merchandise. The retailer purchased
camp shorts from a domestic manufacturer who had the garments assembled in Mexico using
US. piecegoods. The 1984 first costs of the shobts were 90 percent higher, and the domestic
shorts were of lesser quality, For instance the Chinese shorts had 4 pockets, a swivel key
holder and a higher number of stitches per inch. The U.S./Mexican shorts had only 2 pockets, a
1 piece key holder and relatively poor sewing quality. In addition the U.S. vendor encountered
production problems because the pockets which the retailer wanted on the shorts were more
complicated than the manufacturer had been making. As & result the vendor would not ship
until the end of May — extremely late for the intended selling season,

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in forelgn
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S. manufacturer to proiﬁiéifj'ldentlcal merchandise,
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Case No: 4-001
Consumer Effects Statement
Category: Country: Taiwan
Fiber: Description: Merona type pant (boys)
COSTS PER UNIT
Spring 1983 Spring 1984

Countey FC LC Quota Domestic Country FC LC Quota Domestic
Taiwan 3.75  5.08 Taiwan 450 6.13

COMMRENTS: The prices quoted to this retailer for spring 1985 are 21 percent higher. The
retailer decided not to place orders with the Talwan vendor, and Instead ordered merchandise
from Malaysia at approximately the same costs as the 1983 program. However, the retaller
is fembllng that the new producer will be able to provide comparable quality and acceptable
delivery dates, and that the merchandise placed in the smaller, less developed country will not
be embargoed.

FC= FIRST COST Including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right" to export products from the forelgn
country. In Hong Kong, quota 18 actually bought and sold by the producers of dloth and clothing.

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce identical merchandise,
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Case No: 4-002
Consumer Effects Statement
Category: Country: Hong Kong
?»
Piber: - Description: _Jacket (girls 3/6x)
COSTS PER UNIT
Spring, 84 Spring 85
Country FPC LC Quota Domestic Country FC LC °* Quota Domestic
H. K. 4,60 6.67 Sri Lanka 5.2 8.80

Malaysia $5.15 6.81

COMMENTS: Although the Hong Kong manufacturer quoted & price 21 percent higher than
the previous year, the manufacturer was still unwilling to produce_the jackets in children's
sizes, principally because quota for this category is at a premium, The retailer shifted to Sri
Lanka and Malaysia at an average price increase of less than 2 percent, However, the retailer
s concerned that in order to hold price points, he will lose quality,

FC= FIRST COST Including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right” to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise.
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Case No: 4-005
Consumer Effects Statement
Category: Country: Taipei/Indonesia
Piber: Description: _Yarn died blouse (girls)
COSTS PER UNIT

Fall 83 Fall 84
Country ¢ FC LC Quota Domestie Country FC LC Quota Domestic
Taipel 2.62 445 Indon, 2.75 4.67

COMMENTS: Entire blouse program out of Talpel was no longer feasible because the manufactur-
er was unable to get quota licenses at retaler's price points, The program was shifted to
Indonesla at a modest price increase, However the indonesian garments are of much Foorer
quality, with flat pack instead of more expensive stand pack, and with other details m ssing.

FC= FIRST COST including quota costs

LC= LANDBD COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota Is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S, manufacturer to produce fdentical merchandise,



281

i Case No: 5-002
Consumer Bffects Statement
Category: ' Country: Korea/Singapore
Piber: Synthetic Description: Knits (girls)
COSTS PER UNIT
1983 ) 1984
Country FC LC Quota Domestic Country FC LC Quota Domestic
Korea  1.79 Korean vendor would not repeat program
Singa., 2.73

COMMENTS: The retailer was forced to switch suppliers from Korea to Singapore at a price
increase of 53 percent. The retafler is gambdling on the delivery dates and the quality of the
new supplier,

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of merchandise, quota costs, inland transportation in foreign
country, duty, cost of entry (brokerage fee), ocean freight, bank processing.

QUOTA = the costs assoclated with purchasing the "right” to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing.

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical merchandise.



282

. Case No: 4~003
. Consumer Bftgqts Staggment
Category: _ Country: _see below
Fiber: Description: Mens quilted shirts
. COSTS PER UNIT
Fall 83 Fall 84

Country FC LC Quota Domestic Country FC LC Quota Domestle
Taiwan 6.66 6.66 Taiwan 5.25 7.00
China ave, China ave ave
Phillippines Haiti

Romania

Pakistan

COMMENTS: Because of limited quota, retailer was forced to source merchandise in a variety
of lesser developed, emerging source countries. Retailer is concerned that quality will not be
malintained.

FC= FIRST COST including quota costs

LC= LANDED COST, including: cost of mere;gfndise, quota costs, Inland transportation in foreign
country, duty, cost of entry (brokerage lee), ocean freight, bank processing.

QUOTA = the costs associated with purchasing the "right" to export products from the foreign
country. In Hong Kong, quota is actually bought and sold by the producers of cloth and clothing,

DOMESTIC = The actual or quoted price of a U.S. manufacturer to produce identical-merchandise,
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QUOTA CHARGES IN HONG KONG .
SPRING, FALL, AND HOLIDAY 1983 vs. 1984 n blom, Kone -Doll'ws
Quota Category # and Description 5 January April- . October
. (HOLIDAY) (SPRING) (FALL)
3 1984 % Change 1983 1984 % Change 1983 1984 % Chang_
333/4 Cotton Coats M, B 0 -~ o - 0 0 - 0 0 -
Cotton Coats H.G 1 180 g .290. +61 220 340 +55 88 * n/a

338/9 Cotton Knit Shirt/Blouse(all) 250 110 (56) 90 13 +26 100 * n/a
340 Cotton Woven Shorts M,B, 0 - 0 . 0 - 0 * -
342 Cotton Skirts 26 185 +611 36 190 +427 316 * -
345 Cotton Sweaters 230 400 +74 220 348 +58 600 * -
U7 Cotton Trousers M,B, 74 190 +116 162 214 +32 220 * -
348 Cotton Trousers W,G,! )
435 Wool Coats W,G,I n/a 800 +800 n/a 480 +480 700 * -
436 Wool Dresses 32 780 +234 20 510 +2450 300 * -
438 Wool Xnit Shirt/Blouse 15 730 +4167 10 150 +1400 20 * -
442 Wool Skirts Susp. 450 +450 Susp. 430 +430 Susp. * -
444 Wocl Suits W,6,I Susp. 550 +550 Susp. 1200 +1200 Susp. * -
445/6 WNool Sweaters 170 450 +164 270 380 +407 900 * -
448 Wool Trousers W,G,I n/a 300 +300 n/a 360 +360 Susp. * -
633/4 M M Coats M.B 0 0 - 0 0 - 0 * -
635 M M Coats W,6,1 12.5 10 +780 20 122 +510 150 * -
638/9 M M Knit Sh'l rtlslouse(all) 3.5 70 +1900 5 53 +960 80 * -
640 M M Woven Shirts M,B, 0 0 - 0 0 - 0 * -
641 M M Woven Blouses 45 220 +388 90 190 +in 330 * -
642 M M Skirts 0 200 +200 Susp. 150 +150 Susp. * -
645/6 M M Sweaters 22 200 +809 55 153 +178 270 * -
648 M M Trousers W,G,1 10 n/a n/a 25 n/a n/a 80 * -

W,G,I 1{s Womens, Girls, Infants
M,B is Mens, Boys
* October ‘84 prices not yet available.



Category
333/34
335
336
338/9
M0
73
2
s
k2]
s
as
436
431
4%
442
443
444
445/6
448
633/4
635
636
638/9
640

642
644
645/6
648

¢ November = .1282

July
83

31.29
17.96
9.12

12.35
20.06

1.9

4.3

77.59

6.31

Aog

23.61

17.06

1.78
14.06
28.)9

37.26

3.4

113.70

8.46

19.58

15.61
10.72
16.93
30.16

43.39

2.38

93.01

7.81

.42

10.72

Oct
8)

10.15

11.07

10.61

21.10
37.82

23.64

3.00

100.66

9.24

40.12

11.07

HONG_KONG (UOTA COSTS

Dec
83

26.90+

12,80

12.81

13.58
23,06

21.14

118.24

10.38

21.78

7.94

Jan
84

22.58
30.79
43.62
12.19
13.86
15.40
25,66
46.19
21.30
23.09
7.85
100.07
25.66
20,91
$1.32

64.15
51.32
35.92

15.40
25.66
1.70
6.%4
11.55
12.83

32.08
10.26

Feb
84

.64
46.19
51.32
14.11
17.711
17.32
30.79
S$1.74
21.68
23.09
100.07
110.98
48.75
26,04
59.02

76.98
57.74
51.32

19.25
30.79
10.91

6.80
25.66
29.51

21.81
11.60

Mar
84

29.19
54.01
68.80
18.65
23.15
20.58
27.01
57.87
24.43
25.72
104.17
115.74
45.01
43.85
64.30

128.60
69.44
61.73
24.43
21.86
29.58

9.65
27.13
29.58
29.58

24.34
12,22

o
8

3331

43.94
65.33
14.86
21.65
17.42
24.72
44.96
27.80
27.80
64.05
76.86

19.60

49.06

5124

19.34
16.01

26.90
7.17

18.32

26.90

19.98
8.38

May
N

38.40
46.08
57.60
“14.98
20.10
17.28
19.20
40.96
21.78
21.78
44.%0
44.80

11.65

June
84

q8%



ESTIMATED HONG KONG QUOTA CHARGES

BASED ON 1983 TRADE LEVELS

Category

333/4 - Cotton Coats, MsB

335
336

= Cotton Coats, WGEI
- Cotton Dresses

338/9 - Cotton Knit Shirts & Blouses,

340
342
345
347

348

MsB, WGl
- Cotton Woven Shirts, MzB
= Cotton Skirts
- Cotton Sweaters
- Cotton Trousers, MsB

- Cotton Trousers, WGSI

1983 Trade
218,953 az.
245,136 dz.
165,216 dz.
3,757,257 dz.

2,500,378 dz.
477,883 dz.
361,178 az.

2,046,559 az.

4,753,441 az.

January 1984
Quota Cost

22
30
43
12

14
25
45
21
| 23

TOTAL QUOTA COST FOR
COTTON APPAREL IMPORTS

Estimated Quota Costs
(Based on January 1984

Quota Charges)
$4,816,966
$7.354,080
$7,104, 268

$45,087,084

$35,005, 292
$11,947,075
$16,253,010
$42,977,739
' $109,329,143

$276,874,677

98¢



Category
435 -~ Wool Coats, WGLI

i

436 - Wool Dresses

438 - Wool Knit Shirts & Blouses
442 ' - wool Skirts

44 - wool Suits, WGI

445/6 - Wool Sweaters

48 - Wool Trousers, WGI

. ESTIMATED HONG KONG (UOTA CHARGES

BASED ON 1983 TRADE LEVELS
' Estimated Quota Costs
January 1964 (Based on Janunry 19684

1983 Trade Quota Cost Qota Charges)
53,082 dz. L $3,715,740
63,005 dz. % $6,174,490
545,411 dz. 20 $10,908, 220
61,237 dz. 50 $3,061,850
12,779 dz. 63 $605,077
1,290,670 dz. 50 $64,533,500
42,516 dz. 35 $1,488,060

TOTAL QUOTA QOST FOR
WOOL APPAREL IMPORTS - $90,686,937

L8¢ —



%

Category
633/4 - M- M Coats, MiB
635 ~ M- M Coats, WoilI
636 - M- M Dresses
638/9 - M- M Knit Shirts & Blouses
640 - M- M Woven Shirts, B
641 -~ M- M Woven Blouses
642 - M- M Skirts
645/6 - M- M Sweaters

64‘8 - M~ M Trousers, WGLI

1963 Trade
374,060 az.

573,224 az.

215,656 dz.

4,538,244 dz.

623,089 az.
853,632 Qz.
140,102 dz.

1,309,655 az.

918,965 az.

Estinated Quota Costs

January 1964 (Based on January 1964
Quota Cost Quota Charges)
24 98,977,440
15 $8,598, 360
1$5,391,400
8 4 $36, 305,952
6 $3,738, 554
2'4 $20,487,168
13 © $1,821,326
K} $40,599,305
10 $9,189,650
TOTAL QUOTA QOST FOR
M-MF APPAREL, IMPORTS — $135,109,135

TOTAL QUOTA COST
ALL APPAREL, IMPORTS

FROM HONG KONG —  §$502,670,749



Dear Senator Danforth:

Knowing of your keen personal interest in combatting fraud
in textile importations, I am writing to update you on what the
U.S8. Customs Service is doing and what we have accomplished so
far in this area. When I became Commissioner, I made law
enforcement the number one priority of the Customs Service.
About 18 months ago, we started Operation Tripwire, our
commercial fraud program. We also began a reform of Customs
commercial operations, and we are bringing our automated systems
into the modern world through comprehensive integration and
expansion. All of these efforts are contributing to our anti-’
fraud campaign.

A8 you know, the United States textile and apparel industry

{ is one of our Nation's largest industrial employers. - The

Administration has identified unrestrained imports of textiles
and wearing apparel as a critical threat to our domestic
industry. The United States regulates the growth in apparel and
textile importations through the Multi-Piber Arrangements and
negotiated quotas. The intentional circumvention of these trade
controls is the primary target of Customs textile fraud
initiatives. Case referrals and intelligence gathering clearly
indicate that the problem of textile fraud is one which deserves
a continued concentration of Customs enforcement efforts.
Widespread conspiracies exist to circumvent quota and other
import restrictions. The problems include counterfeit visas,
fraudulent export documents, phony copyrights, bogus trademarks,
undervaluation, understatement of weights and quantities, and
transshipment of quota merchandise from "tight"™ guota countries
to evade quota restrictions. The Customs Service has always
treated these importations seriously and with caution. Because
of quota sensitivity and the relatively high rates of duty on
most of this merchandise, significant sampling and other special
handling has occurred for many years. However, Operation
Tripwire has formalized, defined, and escalated fraud detection
and prosecution of violators in textile importations.

41-003 0 - 85 - 20



In Pebruary 1983, Custons gftablished the Customs Praud
Investigations Center (CPIC) at our Headquarters office in
Washington, D.C. as the focus for Operation Tripwire. We also
established 41 special fraud teams, including special textile
teams, composed of 235 people in ports throughout the United
States. We established two special task forces and detailed a
senior special agent to Hong Kong assigned to textiles
exclusively. These resources are in addition to our normal
cadre of professional employees processing high-risk merchandise
as part of their regular assignments. In order to prevent the
frustration of the multilateral and bilateral agreements to
which the United States is a party, the Textile Fraud Program
was established as a major enforcement target within the Center.

The CPIC and its correlating fraud teams are truly unique,
because they are utilizing the inter-disciplinary talents of
special agents, import specialists, inspectors, regulatory
auditors, attorneys, and professional laboratory personnel-~-
virtually every operational discipline in Customs. The primary
mission of CFIC is to provide field units with the best possible
support in their efforts to seek out and prosecute, civilly or
criminally, violators.

A8 part of the textile program, CPIC personnel have
identified and disseminated primary source countries and
manufacturers, transshipment countries, probable ports of entry,
complex circumvention schemes, and other intelligence indicating
trends in apparel and textile fraud. Por example, the Center
recently completed a 22 Asian nation study of textile fraud,
This document contains much valuable information, including
production capabilities, quota availability, and local
government control efforts.

This kind of information, combined with other intelligence,
is of enormous value to our field staff, and it has other
significant uses. For example, a Textile Fraud Conference was
held in June 1984 between the United States and the European
Economic Community (EEC). Unlike the 1980 conference, which was
quite gengtal and diplomatic in nature, this conference was -
enforcement~oriented and. sought to establish possible remedies -
to the textile fraud problem. As a result of shared
intelligence, participants at the conference determined that the
U.S. and the EEC are plagued with frauduleht -importations from
the same sources, and an agreement was reached to exchange lists
of proven violators.
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2« TpCustend Fravd Investigations: Center- coordinates frauvd
roldoG UNtivitiuirdetveen headquarters and the f£isld and among

ahe 2UBMING-VILIVey in Headquarters involved in the program.

If logel et®andit assistance is needed quickly in the field,
CPIC: expeditew the aid and ensures all necessary pacties are

T advised. Through its automated tracking system, CPIC ensures
,‘agngprintc investigation and prosecution takes place in a
time

manner. CPIC also instituted a speaker series to provide
training to Center personnel and, via videotape, to field fraud
teams. Speakers visit the Center. to discuss such topics as
vhite collar crime, civil vs criminal prosecution, and the use
of the Customs sumsons. Lros v - »

*

« As import restraints and cooperation between countries
inc.:ase and effective enforcement becomes a reality, ever more
sophisticated schemes for circuavention of import requirements
develop. Current intelligence data, examination of shipments,
and document scrutiny have established that importers are using
the toiloving methods to fraudulently import textiles and
apparel: .

1. Transshipment: Textile and ‘apparel products are frequently
marked with a false country of origin and then transshipped
through a country which has a liberal quota or no quota,

~making it appear that the merchandise was produced in the
intermediary country.

2. Misclassification/Misdescription: Garments are frequently
misdescribed on invoices. Often, there are feeble attempts
to make temporary modifications on merchandise, when it is
apparent the merchandise will not be sold as entered, to get
a more available quota or a lower rate of duty or both.

3. Understatement of Quantities/Weights: The declaration of
false quantities to circumvent quota/visa restrictions
continues to be a common area of textile fraud. This
results not only in less duty paid but in misrepresentations
in the actual amounts imported under bilateral agreements.

4. Split Shipments: One way of circumventing quota
restrictions is to split shipments into small quantities,
valued at $250 or less and enter the merchandise by means of
informal entries, thereby avoiding the requirement for a
valid debited visa.

BEST AVAILABLE COPY
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s As in othes
atical copies of copyrighted and trademacked
. to flood the U.8. market. Aside fiom he

importations catse to the owners of the
c!ghtt and trademarks, the products are usually :
1nfczio: and danngos thn logitilnto ounot's name.

6. mndecvaluation: rhouqh not as cosmon as the other methods
of textile fraud, this 11103|1 practice is still being used
to sinimise tho paysent of duty.

Of the 406 major cases currently being tracked, 23 parcont
are in the textile area. Priority is given to investigation of
cases Customs terms “Class 1°. A Class I case is gcnotallx ono
where there is a potential loss of revenue (duty) of $50,000 o
more, or where the case may be svrious enough to prosecuts
criminally.. This classification may also include non-revenue
cases involving a serious violation of trade laws. Por example,
importing counterfeit wvearing apparel say result in no loss of
revenue to Customs, but may justify criminal prosecution.

Of course not all cases are Class I, but Customs is
striving to detect all Jllegalities, no matter how small.
Aside from the overall protection this affords U.S8. industry and
the public welfare, sometimes a number of relatively small
instances of circumvention can result in uncovering trends that
may constitute an industry-wide problem. Such is the case with
polyester sport caps. The caps, mostly from Hong Xcng, Taiwan,
and Pakistan, are subject to quota based on weight. The visa
weights have been found to have been understated b{ as much as
508, CPIC is monitoring the situation and has advised Customs
field officers to be on the alert. In addition, alerts have
been circulated through the Office of Enforcement's Intelligence
Division, the Customs Information Exchange, and other vehicles
Customs uses to prevent "port shopping.® Numerous seizures have
been made at more than 15 different ports. The Taiwan Hat
Exporters Association has expressed concern and has furnished a
list of Taiwanese exporters who are potential violators.
Investigation continues and the caps are now routinely examined
and weighed.

Enclosed with this letter are samples of various seizures

- of apparel and textile shipments since January 1, 1984. The
list demonstrates the variety and complexity of the methods used
to circumvent import restrictions on these articles.
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UETHODA. 20 CQNRAR _APPARRL AND TEATILR PRAUD

== Iatelligence indicates Asia is the largest source of
frauduleat importations. 1In 88% of the incidents of discovered
fraudulent apparel and textile importations, the couatry of -
origin has been Hong Kong (45%), the People's Republic of China
(308), and Taiwan (138). BEuropean countries join Asian ones as
serious offenders 1: the area of transshipment. Detection
efforts emphasise attention to importations from these areas.

8pacial_Zask Porces

Special inter-disciplinary textile task forces were
established in New York and Los Angeles to intensify textile
enforcement in these high-volume, high-risk areas. The New York
task . :ce has been so successful that it has been extended to
the « . of the fiscal year. Through June 30, 1984, its
activities have resulted in 90 seiszures and one arrest. The Los
Angeles task force made 19 seizures and initiated investigation
of 30 cases, including four referrals for criminal prosecution.
While the formal task force concluded operations after 90 days .
in Los Angeles, the techniques discovered are still being used
and cases initiated will be follqycd to conclusion.

Notwithstanding the success of the task forces themselves,
residval benefits have accrued in increased awareness and
cooperation among Customs disciplines. Such task forces are an
important enforcement tool and will continue to be used as
necessary.
dutomated Systems and Selectivity

Vie are making important advances in our ability to target
selected merchandise for intensive cargo and document
exasination. ACCEPT, our current system for identifying
shipments requiring thorough examination prior to release, is
operational in an automated mode in 22 ports, with an additional
38 ports using ACCEPT in a manual mode. This system ensures
that textile importations receive appropriate attention at all
times. _

Most textile and apparel shipments subisct to. quota and
vigsa restrictions require an intense documer! review by an
import specialist and intensive examination .nd sampling prior
to release of the merchandise. ACCEPT allows such criteria to
be quickly established and changed at both the national and
local level.
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We in the process of enhancing and integrating ACCEPT
and of bu @ sophisticated, automated -oloctivtt{ systes
fox eat ecessing as part of cur Automated Commercial System
(ACS). 8 will free our professional resources to concentrate

even more inteasely on our enforcement mission. Phase I of this

 system is already implemented and Phase II is currently in

development.

In addition to the enforcement data bases alread
established in CPIC, an automated Pines, Penalties an
Porfeitures system is being developed, also as part of ACS,
When fully implemented, this module will improve our ability to
track penalty and seizure cases, identify repeat offenders, and
ensure equitable treatment of violators. Elements of this
module are currently being tested in Houston and Chicago.

FPor several years Customs has monitored and enforced a
14%9e number of textile import quotas through our automated
import quota system. These activities are conducted in
conjunction with, and under the guidance of, the Commerce
Department's Office of Textiles, Committee on the Implementation
of Textile Agreements (CITA). Customs and Commerce have held
constant interagency meetings, communicated in writing and
orally on a daily basis, and sent representatives to high-level
international conferences dealing with implementation of the
Textile Bilateral Agreements.

Customs has established an Automated Visa Verification
Program with Taiwan, whereby visas are verified via satellite by
the Taiwanese Government, enabling Customs to identify
counterfeit visas prior to release of the merchandise. We are
investigating the feasibility of establishing similar systems
with Hong Kong and Korea. Customs has also added the
requirement for the textile visa number on the revised formal
entry, Customs Form 7501, for textile enforcement purposes.

Examination at Arrival - In-bond

When the ultimate destination of merchandise is other than
the first U.8. port of arrival and the importer wishes to enter
(or export) the shipment at the final U.S. port, the law allows
that merchandise to travel via Customs bonded carrier to its
final destination. Historically, these "in-bond" movements have
merely been controlled by Customs to ensure that they are not .
diverted into the commerce. No invoice and only the most basic
paperwork was required. In the near future, Customs plans to
implement a program to perform any necessary examination of
textile and apparel shipments at the first U.S. port of arrival.
To facilitate these examinations, an invoice with a tariff :
classification, rate of duty, required visa and other
information necessary for ACCEPT processing will be required.
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8hi ta found ia violation of quota, visa, copyright,
m5=m or othet requirements will be detained and/or seised
at the fizst port. Shipments found to be in compliance will be
allowéd te move forvard in-bond. The invoice with the
inspector's findiags will travel with the merchandise to the
destination port where entry, subsequent examination and other
processing prior to release occurs. The purpose of this program
is to detect circumvention efforts as early as possible, and to
ensure that the condition of the merchandise and of the
attending invoices remains the same while the merchandise is
travelling: from port to port.

Banaltias

Customs is aggressive in the prosecution of violators.
Guidelines for mitigation of penalties have been tightened, and
the criteria which constitutes a violator's "prior disclosure”
of information in fraud investigations is more difficult to
meet. In civil cases, Customs is settling serious violations
for very large amounts of money. In one recent apparel fraud
case, Customs has not mitigated the original penalty of over
$1.5 willion, even on a“supplemental petition from the violator.
And, it is now policy not to accept a second supplemental
setitlon until the offender has complied with the original

ecision.

EXECUTIVE ORDER 12473 - TEXTILE IMPORT PROGRAM

On May 9, 1984, the President issued an Bxecutive Order
establishing policies and procedures for the implementation of
an even more stringent textile jimport program. As mandated in
the Order, Customs has established a Textile and Apparel Task
Porce consisting of members of the various Customs disciplines
and representatives from the Office of Textiles, Department of
Commerce. Task Force members have provided recommendations on
implementing all the provisions of the Executive Order, received
and discussed recommendations from CITA, and are drafting and
reviewing new regulations to further toughen our enforcement
posture on textiles.

A number of new regulations will be issued. Included are
tighter rules of origin, definition of processes which must be

-performed to constitute "substantial transformation® of an

article in a second country, and better control of articles
changed or manipulated in a Customs bonded warehouse prior to
withdrawal for consumption. More stringent provisions for such



other procedures as the Customs rulings process are also being
considered. Although Customs attorneys cannot\ ignore the law
and foreign manufacturers are amazingly astute at fashioning
garments and blending fabrics to legally get the most favorable
" quota treatment, Customs attorneys are attuned to upholding
trade policy and spotting da facto quota evasion.
COOPERATION WITH XNDUSTRY

In mid May, I met with several representatives of six
different textile and apparel associations to brief them on our
accomplishments deterring illegal importations into the U.S.
commerce. Customs maintains an open door policy with the
industry we are protecting. The assistance of the textile and
apparel industry is crucial to our success, At formal and
informal meetings with me and with members of my staff, industry
representatives identify problems and provide leads that often
have far reaching implications. Recently, at the request of the
American Textile Manufacturing Institute, wool-blend fabrics
f;ogolgaly were sampled under controlled procedures for a period
o ays.

The Institute contended that there were marking
discrepancies in both the wool content and in the amount of
virgin vs recycled wool contained in the fabric. While some
samples are still under analysis, our laboratory personnel have
advised that there are indeed significant problems in this area.
The national examination and sampling criteria in ACCEPT have
been extended indefinitely to counteract the fraud.

Another area where the industry has been critical to our
success is in the detection of counterfeit and piratical

trademarked and copyrighted articles. The industry has provided _

samples of the genuine article and training on how to detect

bogus copies. Representatives from the Anti-Counterfeiting

Coalition participated in the production of a £film designed to

gelghten awareness of the huge problem counterfeiting has
ecome.

On July 25, testifying before the Oversight &
Investigations Subcommittee of the Bouse Energy & Commerce
Committee. I announced that the Customs Service will add 64
;e:asgsitions to textile fraud efforts as a part of Operation

r re.
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At first, this special enforcement program was too new for
us to make an intelligent deployment of additional people. I am
confident that today as a result of 18 months of activities, we
know where these people will be most effective, and we are
taking action to move them into place.

\

We will add 31 Special Agents assigned to investigate fraud
both domestic and foreign, 25 import specialists, at various
locations throughout the United States, 2 attorneys, 1 economist
assigned to the commercial fraud center in Customs Headquarters
and 5 laboratory technicians.

Enforcement is Customs top priority, and we will continue
in our efforts to ease the burden fraudulent importations cause
American industry through more effective enforcement of our
nation's trade and tariff laws. If you have any questions about
gur ptogram or would like to discuss this issue further, please

et me know.

Yours faithfully,
(Signecu) William von Raad

The Honorable

John C, Danforth
Senate Textile Caucus
United States Senate
Washington, D.C. 20510

Enclosure
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PARTIAL LIST OF VARIOUS TYPRS
OF TEXTILE RELATED SBIIURES

JANUARY 1984 - PREGENT

_Seizsed Jansaxy 9, 1984 - 400 dozen men's cotton jeans - Hong Kong
Port Blizabeth, NJ Value -~ 867,767

The jeans were invoiced and entered as
products of Israel. ' Bzamination
revealed .residue of a label originally
sewn into the waistband, but
subsequently cut out. Purther
exanination found labels stating °Nade .
in Hong Xong.* 19 USC 1592

mmfﬁ‘ﬁy‘?ﬂg‘f‘ﬁnﬁ’ X

»f
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L

Seised January 24, 1984 - 1396 cartons wearing apparel - Taivan

Niami, Pl Value - $153,117
The apparel wvas subject to quota
and visa restraints. The isporter
bad entered the shipments for
exportation and then attespted to
divert thes to a domestic .
consignee. 19 USC 1592

Seized January 16, 1984 - 28,800 pieces tovels - Taivan

Los Angeles, CA Value -~ $86,400
4800 pieces had the logo "Super
PAC-NAN®, in violation of a registered
copxrlqht. These pieces were commingled
:;g ‘gon-copyriqhted articles. 19 CPR

Seized January 26, 1984 - ‘4125 dozen women's apparel - Taiwan

Los Angeles, CA Value - $19,770
The merchandise was invoiced as dresses.
Examination revealed the merchandise was
skirts and blouses, flimsily sewn
together to use lower cost visa and
larger quota. 19 USC 1592

Seized FPebruary 2, 1984 - 12,526 pieces wearing apparel - Hong Kong
Los Angeles, CA Value - $178,500
The shipmsent was invoiced as men's
cotton swim trunks. Examination
disclosed merchandise was shorts with
flimsily constructed liners. The scheme
was contrived to obtain a more readily
avajilable and lower priced visa.
19 USC 1592+



SEISURE BIGBLIGHTS

Seized Nay 17, 1984 - 250 cartons ladies tops and bottoms - Taiwan

Newark, W Value - $106,149
The shipsent was invoiced and entered as
bodysuits. When examined, they were
found to be tops and bottoms attached by
a single stitch at the shoulders, easily
torn apart. Construction of the garment
made it impossible to put on without
separating the pieces. Tops and bottoas
are subject to quota/visa restrictions.

19 vsC 1592
Seized Nay 24, 1984 - 13,200 pieces children's jeans - Taivan
Newark, NJ Value - $160,512
) The fiber count on the invoice was linen
- 438, rayon 39%, cotton 18%. Laboratory

analysis showed cotton 568, rayon 448,
The potential loss of revenue was 85,688
and the merchandise was aisrepresented
to avoid quota. 19 USC 1592

Seized June 8, 1984 - 99,500 yards polyester fabric - Korea

Los Angeles, CA Value - $§195,024
Fabric was transshipped through Japan
and claimed as a product of Japan to
avoid quota/visa restrictions pertaining
to Korean fabric. 19 USC 1592

Seized June 13, 1984 - 24,768 pieces headwear - Taiwan
Los Angeles, CA Value - $99,815
. Caps had "Star in Motion,® the five

interlocking rings, and the words °“Los
Angeles 1984 Olympics®. The importer
was not an authorized licensee of a
Customs registered trademark. 19 CPR
133.42, 17 USC 602, 17 USC 603

Seized June 22, 1984 - 4572 ladies dresses - Pakistan

Chicago, IL Value - $160,020
The merchandise was entered as ladies
100% cotton handloomed dresses. The
invoice contained a stamp "handloomed
products of the cottage industry,® a
condition which exempts the merchandise
from visa requirements. Visual
exanination and laboratory analysis
revealed that the items were machine
sewn. 19 USC 1592
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SEISURR BIGELIGRTS

Seised Februazy 15, 1984 - 134 bozes counterfeit °I0D" shirts -
niami, PL Thailand - Value $246,240
_The shizts vere marked *Made in Prance®
19 08C 133.42 (C) .

Seized Narch 13, 1984 - 40 bales cotton dish towels

Charleston, 8C Value - $32,000
The towels are visa items from Pakistan
based upon weight. They were invoiced
and visaed as 2975 pounds; the actual
weight was 8398 pounds. 19 08C 1592

Seised April 17, 1984 - 55 cartons gg%yoltct hats - Hong Kong

Baltimore, MD Value ~ 823,
Seized for understated weights for
- . merchandise subject to a quota based on

weight and for violation of the "Harley
Davidson® trademark. 19 USC 1592, 19
UsC 1526 .

N.B. 84 cartons of the same merchaadise
for the same importer were seised the
following day, and two additiomal
seizures were made in early May. See
explanatioa of the weight problem ea
sports caps in narcative.

Seized April 30, 1984 - 100,000 yards fabric - Korea
Los Angeles, CA Value - $205,000
' - The merchandise was transshipped through
Japan to avoid quota. The method of
packing wvas common td Korea. The seal
on the. shipping container was changed to
--& Jdpanese seal and a nev Japanese bill
of lading was issued. 18 USC 542, 18
USC 545, 19 0SC 1592 .

Seized tay 14, 1934 - 3600 pieces wearing apparel - Korea

Newark, NJ ‘ “Value - $90,435
The shipment was invoiced as separate
pants and safari jackets. The pants and
jackets were hung together as leisure
suits which require a different visga.
19 UsC 1592

s
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SEISURE HIGELIGHTS

\

Seised July 2, 1984 3000 neckties - Hong Kong

Mev York, WY Value $21,150
The ties were invoiced as ornamented.
Examination disclosed “bat they were
non-ornanented, thus subject to quota
and visa restrictions. 19 08C 1592
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STATEMENT OF THE AMERICAN APPAREL MANUFACTURERS ASSOCIATION
The America:n Apparel Manufacturers Association appreciates the opportunity
to join the other members of the American Fiber, Textile, Apparel Coalition in_
testifying on the state of the text‘;ile and apparel import control program., AAMA
is tbe‘centtal trade association for the American apparel manufacturing
industry. Our membership represents scme 70 percent of U.S. capacity for
apparel manufacturing ard produces all lines of apparel.

We are appreciative of efforts this Administration has made to bring a
nsasure of certainty and reasonableness to the import control program. The
quidelines issued on qecenber 16, 1983, represented an effort to bring under
control at the earliest possible moment imports in uncontrolled categories from
countries with which we have bilateral agreements and rapidly increasing imports
fram non-bilateral countries. Likewise, the new rules of origin published on
August 3, 1984, were a sincere effort to cope with transshipnents and-qwta
avoidance.

Despite theée efforts and the best of intentions, the Administration has
fqll_en far short of its comiitment to relate the growth of imports to the growth
of the damestic market.

Imports of apparel in July of this year amounted to 532 million square
yards equivalent, the largest single month in history. On an annual basis,
current apparel imports equate to 5 billion ya.rdé for the year. Coambined
inpor{;e of textiles and apparel in July were 1l billion yards, also a rgggrd. At
the current rate, imports of yarn, fabric and garments will total 10.3 billion
yards in 1984. This figure is 39 percent higher than the then record high of
7.4 billion yards of imports in 1983.
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Statement

It is interesting to compare the current import situation Qith the
situation as it existed in 1973, the first year the Multifiber Arrangement was
in effect. In 1973 the domestic industry produced 13.1 outerwear* garments for
every American and imports provided 3.7 garments per person. In 1982, the
domestic industry produced 12.8 garments per capita and imports provided another
6.2. While domestic production has not grown much if at all in 1983 and 1984,
imports in 1983 provided 7.1 garments per person and, at the current rate, will
provide 8.6 §arments per person in 1984, Put another way, in 1973 imports
provided Americans 22 percent of their outerwear garments. In 1984, imports

will account for about 40 percent of those garments,

This fmport growth has resulted in the loss of 274,000 jobs 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.

It becomes apparent that the Multifiber Arrangement and the bilateral
agreements negotiated under it are not dringing order to our marketplace.
Import penetration has virtually doubled during the 1ife of the MFA and the
domestic industry currently is suffering from an avalanche of imports that
brings into question the very viability of the industry and the Jobs of its 1,2

million workers.

The MFA expires in July 1986 and the first discussions on its renewal begin
next month in Geneva. We hope that this Administration will consult closely
with industry and labor and set about to negotiate a.hew MFA that will enable us
to bring order to our marketplace and a reasonable degree of certainty to our

business planning.

We are grateful to this Committee for its interest in this severe problem,

and we would be pleased to respond to any q&estions the Committee may have.

*A11 suits, coats, dresses, shirts, knit and woven shirts, sweaters,

trousers, slacks, and shorts.
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HOUSE OF LLOYD, INC. 11901 Grandview Road -+ Grandview, M0.64030

UNITED STATES SENATE September 28, 1984
COMMITTEE ON FINANCE

Subcommittee on International Trade

SD-219 Dirksen Seffate Office Building

SUBJECT: The State of the U.S. Textile Industry
Tuesday, September 18, 1984

Thank you for allowing us to present our views concerning the U.S. Textile
Industry and the new Country of Origin Rules fssued by the U.S. Customs Service.
Specifically we wish to address our comments to the new Intrim Customs Textile
Regulations as published in the Federal Register on Friday, August 3, 1984,

I believe our Government owes the public an explanatfon why these rules were
fmplemented without a public hearing in advance to determine the need ‘for such

regul‘ations. We feel the U.S. Customs has failed to follow the federal rule making

e

procedures required by law to give adequate notice and a period for comment to the
effected parties. I applaud the Subcommittee for taking up thi‘s issue now, but be-
lieve action should have been taken before implementation of the rules.

It seems obvious that U.S. Customs is targeting a specific industry as fre-
quent violators of the Country of Origin requirements. If this {s the case then
I suggest that Customs take a closer look at the specific violators instead of
burdening the entire industry with additional paperwork. The new textile re-
gulations seem clearly aimed at the garment industry. This is fairly evident to
me because of a recent publication which was received from the Department of Treasury
U.S. Customs Service dated September 6, 1984. This bulletin was presented in

"Question & Answer® format regarding the new Customs Textile Regulations published

Phone:816-763-7272 Cable:*CONSFIRE® Telex:4-2561
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in the Federal Register on August 3, 1984. All1 8 pages of this document covered
“Questions & Answers" as it relates to the garment industry. The bulletin re-
ference number is 84-26 (ENT-1) P. A copy of this documentation is enclosed.

Our company, an importer of general toys and merchandise will suffer for the
transgressions of a few importers who have violated quota restrictions by altering
the Country of Origin. We do not import garments, however, we will still be bur-
dened with the new textile regulations since we import many nevelty tyre items
that fall under Scheduled 3 Tariffs. These items include Christmas decorations,
place mats and other household furnishings all of which are chiefly made of tex-
tile materials. Many of these items already require-Form A Certificate of Origin
and it seems redundant now for Customs to also ask for a Certificate stating that
the products are wholly the growth or manufactured of the Country of Origin. With-
out a public hearing we can't be certain that Customs was actually targeting these
specific items under their new textile regulatfons.

We import thousands of items each year. The documentation and reporting re-
quirements are already mammoth and add a considerable amount of cost to-the end
product. In our shipments from the Orient we may have dozens of ftems mixed in
one container and under past regulations, if all of our documentation was not in
order, we were able to post bond for the shipment and allow it to be unloaded at
our warehouse. Under the new textile regulations this bonding procedure will no
tonger_be possible whenever a textile item is included in the container. This
can mean that merchandise may have to be held in a foreign trade zone or the con-
tajner may be stopped and held at the Port of Entry until proper documentation
arrives. A1l this will add substantial cost to the product.

The present method of reporting procedures for items fn Schedule 3 and

JUN— 41-003 0 ~ 85 - 21
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Schedule 7 make it very difficult for us to operate our business. Our company
places orders in February. We order a textile product then and the supplier in
Taiwan, for example, confirms the order and confirms that the quota assigned to

the Country of Taiwan is available. We then publish this item in our catalog and
begin to sell the product in June. When our product is delivered to us in July
and August suddenly quota from that Country is not available and we have had to

put that item into a bonded warehouse and watt unt{l additional quota fs available.
Now we have an item in our catalog that;

1. We have to refund money to customers who bought it in June and July.

2. Is going to cost us a possible loss because of additional handling and

storage.

3. It may go off ;aIe in our catalog for the balance of the year because

we can't get the product released or because we can't rebuy it with

the quota used up in the country.
We can't afford to have these kinds of anxieties and disruptions in our flow of
product to our customers. Our business is planned six and efight months in advance
and it is important to have an uninterrupted flow of merchandise. .

House of Lloyd is a company that sells products on a direct basis to con-
sumers through party plan programs. We provide year round employment to 300
people in our offices and uarehohse and over 6,000 people in our sales staff. Our
peak season is June Ist to December 15th. ODuring this perfod of time our warehouse
and office staff swells to 1,200 people and our sales force grows to between 40
and 45,000 people. The United States Department of Labor compieed statistics in
November of 1983 that only 700 people were emp]oyed in the Textile-Mi11 Product

Industry in the State of Missouri. The sales and taxes that our company generates
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surpassed the Textile Industry in Missouri.

Please look at item number 61, Clown Shoebag (TSUS 386.1343) in the House
of Lloyd catalog. This item is made of textile material and has a [ot of hand
decoration. It could not be bought in the Unfted States at a low reasonable
price so we could sell it for $9.90. Item number 106, Frosted PotPouri (TSUS
386.1343) is a frosted glass container. The only textile product is the lace
which fs used to wrap scented dried flowers and some pink ribbon. Item number
220, Cardle Wreath (TSUS 386.1343) #s another item that §s a handcrafted product
made of textile material and is labor intensive in its creation. We cbuld not
buy this item fn the United States and sell it for $9.90. I've included catalogs
from two of our sales divisions and listed all the varfous items that are effected
by the new textile regqulations. The catalog number listed by the item is shown
to help yoﬁ find each item in the catalog.

I think you can see from studying the items in these catalogs that;

1. The material content is insignificant in terms of the general textile

market.

2. The items would be tod expensive to make fn the Unfted States because
of the high degree of labor cost. This would make the selling price un-
reasonable.

What happened to House of Lloyd when these regulations hit us in August?

1. Item number 179 Tissue House went into storage in the International
Trade Zone. It was later released because of additional quota being
made avaflable. This caused us additional expense for paperwork,

storage and transportation.
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Several products were switched to PVC material (plastic). This fs not
desirable because our catalog usually states the material conient of

the product being sold. Customers are not always willing to accept
material substitutes and refuse delivery of the product. We have been
able to do this on several of our jtems, however, we are not happy about
this because it reduces the quality of the products we sell and creates
customer dissatisfaction. »

We are sitting on pins and needles the balance of the year for additional
items that will be received during October and November. There is no
way we can predict when the quotas will run out again and we could be

faced with loss of product on several items the balance of the year.

We would recommend to the Subcommittee that language be adopted in the new

textile regulations which excludes items that are non-wearing apparel. Specifically

we would list such items as Christmas Decorations, housewares, games, toys, decora-

tive items and gift items which conta$n textiles and/or textiles and other types

of materfals. The following reasons will support the exclusion of these handi-

craft type products from textile quotas:

1.

The amount of textile product used 1n.manufacturing these items is
incfgnificant in comparison to textile used in garments.

These items are manufactured with a high degree of labor intensive cost
which could not be supplied in the United States. The same items in the
United States would be outpriced and realistically could not be sold in
the werket place.

If necessary the textile product can be changed to another material (PVC-
Plastic). The business remains in the undeveloped countries that can
provide Yabor at a low cost and ways can be found to change material

content. This type of business will not return to the United States.
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4. The U. S. Government in the past few years has made an effort to.reduce
red tape and paper expenses for business. This would be a positive way
to continue in that direction.

The two catalogs enclosed picture the ftems that are problems for our company.

You can see the 1ist of items we have in these catalogs is rather extensive. We
can not afford to have these items out of stock or off sale during our selling
season. We appreciate the opportunity and time this Subcommittee is taking to
hear our arguments and opposttion to the new Country of Origin Rules and Textile
Quotas. We have long supported International Trade and feel these new rules

are protectionist measures that are not in the best interest of Wortd Trade.

Thank you for your consideration of our position.

Sincerely yours,

/0 e

Nefl Grant
Executive Vice President

NG/kr

Enc. U.S. Customs Bulletin
House of Lloyd Toys and Gift 84 Catalog
Christmas Around the World Catalog
Product Lists A and B
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This is a cover memo that will explain the attached
information concerning items imported by House of Lloyd.

There is an "A" 1ist and a "B" 1ist forgboth of our -
catalogs. You will see on the 1ist the Catalog Item Number,
Name of the Item and the TSUSA Classification Number and
description. Everything fs organized for your quick re-
ference.

T.S.U.§.A. is the abbreviation for the Tariff schedules
of the United States annointed. This publication is used
by Importers, Custom Brokers, Customs Officers and other
interested persons to:

1. Determine the classifications and rates of duty

applicable to imported articles and,

2. The requirements for reporting statistical data

with respect to such imports,

We hope this\mater1a1 and information will be helpful
in your better understanding the handcrafted articles which

are made and imported into the United States.
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HOUSE OF LLOYD, INC.,
LIST A"

Articles on 1list "A" are items previously imported
into the United States of America by House of Lloyd, Inc.,
under the T.S.U.S.A. Classifications as noted.

These T.S.U.S.A. item numbers are cited in General
Headnote 3(G)(III)(C)(1). It is our understanding that
the items on List "A" will require a " Declaration\of
Manufacturer, Producer, Exporter, or Importer ", and are
subject to textile country of origin Criteria regardless

of country of origin.
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LIST "A"
House of Lloyd Toys & Gifts - '84

Catalog for T.5.U.S.A, Classifications

Item # Item Name Number Description

T 146 Strawberry Pot Holder Set 366.7700 other furnishing of vegetable
fiber| other, of cotton, other,
plain woven, wholly of cotton.

T 162 Placemat Set - Napkins only 365.7865 other furnishings, ornamented,
of cotton, other,

T175 Babies Don't Keep Plaque 386.0430 Textile materials not specially
provided for, ornamented, of
cotton, other,

T177 Lace Photo Frame 386.0430

T 179 Tissue House 365.8680 other furnishings, ornamented,
of man-made fiber.

T 218 Door Knob Cover 389.6270 Textile articles not specially
provided for, rot ornamented,
of, other, man-made fibers.

Page 44 Fundraiser item

Calico Ornaments : 389.6270
Christmas Around the World

X 24 Stick Horse Ornaments 389.6270

X 54 Holly Pillar Ring 389.6270

X 58 Christmas Quilt Tree Skirt 389.6270

X79 'Tis the Season Xnit Stocking 389.4000 Textile articles not specially
provided for, not ornamented,

_ of man-made fibers, knit.

X 109 Calico-Print Stocking , 386.5050 Textile materials not specially
provided for, not ornamented,
of cotton.

X 130  Knit Stocking Garland 389.4000
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HOUSE OF LLOYD, INC.
LIST "B"

Articles on List "B" are items previously imported into the

United states of America, by House of Lloyd, Inc., under the T.S.U.S.A.

classifications as noted.

These T.S.U.S.A. item numbers are cited in General Headnote
3(G)(III)(C)(2). It is our understanding that the items on List "B"
will require a "Declaration of Manufacturer, Producer, Exporter, or
Importer, " and are subject to textile country of origin criteria

regardles of country of origin, if such importations are:

1) Textile and apparel articles in chief value of cotton,
wool, man-made fibers, or blends thereof in which those fibers,
in the aggregate, exceed in value each other single component fiber
thereof, or

2) textile and apparel articles in which etther the cotton
content or the maﬁ-made fiber content equals or exceeds 50 percent
by weight of all component fibars thereof, or

3) textile and apparel articles in which the wool content
exceeds 17 percent by weight of all component fibers thereof, or

4) textile and apparel articles containing blends of cotton,
wool, or man-made fibers, which fibers, in the aggregate, amount

to 50 percent or more by weight of all components fibers thergof.
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LIST "B*
- House of Lloyd Toys & Gifts - '84

Catalog T.5.U.S.A, Classifications

Item # Item Name Number Description

T 54 Betty Barrette Holder 386.1343 Textile articles not specially
provided for, other articles,
ornamented, other. of man-made
fibers.

T 61 Clown Shoe Bag 386,1343 -

T 106 Frosted Potpouri 386.1343

T 162 Placemat Set - Napki\n Rings only 365.8400 other furnishings, ornamented,

: of vegetable fibers, except

cotton, other.

T 162 Placemat Set - Coasters only 366.8400 other furnishings, not ornamented,
other, of vegetable fibers,

! except cotton, other.
T 220 ‘Candle Wreath 386.1343
. Christmas Around the World

X 36 Holly Berry Tree Skirt 386.1343 .

X91  Baby's Stocking 386.1343

X 110 Green Satin Stocking 386.1343

X 111 Calico-Print Tree Skirt 386.1343

X 121 Scented Velvet Ornaments 386.1343

X 149 Satin Candle Wreath 386.1343

X 153 Santa Sack Ornaments 386.1343

X 155 Starring Bear Ornaments 386.1343
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ECONOVIEWS INTERNATIONAL INC.
BUSINESS FORECASTS  PLANNING ® TEXTILE FIBER ECONOMICS

RICHARD D. KARFUNKLE
PRESIDENT e -

EXPORT-IMPORT PROBLEMS
of the
U.S. TEXTILE-FIBER ECONOMY
(A Statement submitted to the U.S. Senate Committee on Finance,

Subcommitee on International Trade, which held Hearings on the
- State of the U.S. Textile Industry on September 18, 1984 in D.C.)

Introduction:
First, let us define the textile economy as an economic
microcosm, consisting of these levels or layers of activity:

raw materials: fibers - natural or man-madej
- domestic or imported.

fabrication: spinning, weaving, knitting, tuftings
domestic or imported.

cutting & sewing: the apparel business}
domestic or imported.

end-use marketing! retailing of products}
domestic or imported.
Now, let us attempt to quantify the textile-fiber
economy, first using sales dollars as a parameter:
fibers..s sseseses¢$8,0 billion
YarnNS.seosncssscreses0:5
fabrication........17.0
apparel mfQ.issses«38.0
retail sales......135.5
The above ltstiqg is approximate and incomplete.
Obviously, the most accurate numbers are at retail, where, in
current dollars, the U.S8. consumer is |penaf3;vabout 6.27% of his
disposable income on textile-fiber containing products, or, in
constant dollars, about 9.5%.

At least 4 million workers, earning from about $5.00

106 DOE LANE, KENNETT SQUARE, PA 19348 U.S.A. @ (215) 444-3197

'
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U.8§. apparel market were as follows:

1973 19%
1978 257
1983 34%
1984e - 41%

~ For anather Qiew of the ominous tendencies of imports to
inundate U.S. markets, data, again from the U.8. Department of
Commerce, Office of Textiles & Apparel, International Agreement
and Monitoring Division, show the following:

IMPORTS OF COTTON, WOOL & MAN-MADE FIBER TEXTILES
(MILLIONS OF EQUIVALENT SQUARE.YARDS)

TOTAL . -PCT.CHB.
1980 4.8 n.a.
1981 5.78 +3.5
1982 5.94 +2.8
1963 7.44 +25.3
7mos.83  4.17 +23.0
7mos.B4  6.0Q +43.9
1984e  10.00 +34.4

Note: e=estimated by Econoviews Iﬁternational, Inc. )
Within the total mix, shown above, in calendar 1984, it is likely
that fabric imports will rise +50%, apparel imports +22%, yarn
imports +63Z and made-up goods & misc. +356&%.

Rates of incr;aase in textlle—ral;ted imports by exporting
country are shown below: - : )

198371982 1984/1983e
Hong Kong +i3% +587%

Japan +31 +27
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China +17 +33
EEC +40 +82
Taiwan +26 +18
S.Korea +28 +22
Controlled +25 +31
Uncontrolled +27 475
TOTAL +25% +43%

Longer Term Perspective‘

The U.S. textile economy, in concert with the macro
U.5. economy, has suffered a series of traumitic "shocks" since
1973’8 0il dislocation. The following data comparisons put the
past, present and future in a secular perspective:

cpd.annual rates

1960-73 1973-79 1979-82 1985-90
GNP (728) 4.05 2.5 -0.1 3.3
DispPerslnc (72¢) 4.4 2.6 1.7 3.5
Indust,Product. 5.3 2.7 -3.0 3.0
Textile Prod. 5.7 2.1 -4,7 2.0
Fiber Cons. (#) 5.3 1.1 -5.8 2.0
NonCel 1IFibShip (#) 12.1 4.2 -8.8 3.5
TexDemandRetail (72%) 4.3 3.2 1.2 3.5

Between now and mid;decade, further cyclical expansion
is expected, at both the macro U.S. and the micro textile levels,
at faster than the "trend" rate shown for the 1985-90 period.

Of course,more than a less exuberant trend projection
for the macro economic parameters is involved in the subdued
trend for textile production and processing paramet;rs -- namely,
the continuing and growing negative textile trade balance, which
may support real retail comparisons period-to-period, but can,
has and will-wreak havoc at certain LEVELS of the textile
pipeline (i.e. appare} cutting) and in certain textile PRODUCTS

ti.e. cotton T shirys),
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per hour to $10.00 hour -- at retail and at the fiber producer
level -- are encompassed within the textile-fiber economy. This
comparos-to the ¢8.90 per hour that the average U.S. factory
worker currently earns. [In addition, an fndeterminate number of
workers owe their jobs to trade —- far more to imports than to

exports. . :
To provide an initial feel for trade flows in the

textile~-fiber economy, U.S. Debartment of Commerce data indicate

the following deleterious trends:

IMPORTS
(millions of dollars)

1981 1982 1983 1984e

Apparel 6515 73110 8190 11050

Textiles 2155 2043 2382 3450

TOTAL 8670 9153710573 14500
EXPORTS

Apparel 876 629 520 495

Textiles 2935 2218 1425 1425

TOYAL 3811 2847 2348 1920

U.S. TRADE BALANCE

Apparel «~5639 -6482 -7670 -10535
Textiles 780 176 - 554 - 2025
TOTAL -4859 -46306 -8224 -12380

Note: e=estimated by Econoviews International, Inc.
Obviously, record levels of imports have been recorded,
practically on a monthly basis, in recent quarters. Moreover, The
Textile Economics Bureau reports (in the August, 1984 issue of

their "Textile Organon") that improrts as a percent share of the
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MORE DIMENSIONS OF THE TEXTILE-FIBER ECONOMY
In the peak period of 1978-79, approximately 12 billion

pounds of fiber and product were available for consumption in
four broad end-use textile market categories:
apparel: 4.4 billion pounds
home furnishings: 3.8 billion pounds
industrial,etc. ! 3.2 billion pounds
export: 0.6 billion pounds

Thus, five percent of the pbundage traceable went to
the export market.' .

Traceable imports of raw fiber and fiber manufactures
averaged 1.466 billion pounds, or 12.5% of the pounds available
for consumption in the U.S. textile economy in that period,

Incidentally, U.S. pé; caput fiber consumption reached
a world record 55.6 pounds in 1978 and held at 54.1 pounds in
1979, before the period of cyclical adversity knocked it down to
about 45 pounds in 1982. By mid-decade, assuming no re-emergence
of discretionary income-eroding inflation, U.S. per caput fiber
consumption should rebound to &8-60 pounds. At the same time,
however, textile-apparel imports should account for more than 20%
of domestic fiber consumption, unless, somehdw, the seemingly
inexorable import growth is slowed, halted and,yes, even
reversed. (See Exhibit I for a detailed Fiber Summary matrix
covering the period from 1976).

A TRADE MONITORING SYSTEM FOR TEXTILE & APPAREL PRODUCTS:

The U.S. Department of Labor’s Bureau of Labor
Statistics has produced product and employment data from 1980 to
1982, with further updates 1£k§ly. that are useful in judging the
impact of imports.

Bearing in mind that the cyclical peak for the textile
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o
economy occurred in mid-1979, it is not surprising to observe in

these daga that TEXTILE product imports (in dollars) finally
declined about 114 in calendar 1982, to $2.2 billion, albeit
after rising 21% in 1981. However, APPAREL product imports, such
‘as coats, ‘suits, shi}ts and outerwear, rose 19Z in 1981 and an
additional 10% in 1982, to reach $B.4-billion.

The adverse employment impact from 1980 to 1982 of the
recession AND incremental imports was the loss of 160,000 TEXTILE
jobs (SIC 22) and 105.006 APPAREL. jobse (SIC 23). 1In particular,
mens’and boys® shirts and nightwear lost almost 8,000 jobs and

women’s and misses’ suits and coats lost 12,000 jobs.
\
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U.8. TRADE POLICY & THE TEXTILE-FIBER ECONOMY

The U.S. textile import control program is aimed at
preventihg disruptive increasvs in imports. Article 204 of the
Agriculturai Act of 1956 provides the &omestic authority for
conérolling imports through bilateral agreements. The U.S.
successfully suppo}ted the extension,_through July, 1986, of the
Multi fiber Arrangement (MFA) whihc fﬁlfils the Section 204

requirement.

The MFA is a derogation from GATT, the General Agreement on
fari(fs & Trade, providing guidelines for control of disruptive
imports of (low-priced) textiles and apparel. Contrary to normal
GATT rules, the MFA sanctions limiting certain imports through
bilateral agreements which, currently, exist between the U.S. and
important supplying countries such as Taiwan, the Republic of
Korea, Hong Kong and the People’s Republic of China.

During the formative stages of our textile trade policy, it
was correctly assumed that th; textile-apparel industryf was
important to large, industrialized countries in terms of
employment ~- numbers and types of workers, i.e. low skilled,
women, minorities, etc. It was also recognized that the
industry was one of the easiest to enter in the early stages of
economic growth for the spectrum of less developed and developing
countries.

The situation, then as now, was recognized as a volatile
one, frought with potentially disastrous gluts, market -
instabilitiees, bankruptices and rising unemployment in the

industrialized world.

41-003 0 ~ 85 - 22
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FOLICY RHETORIC & INDUSTRY REALITY

While it is true that a U.S. cyclical boom acts as a
magnet for imports, it also has been true from a political
posturing point of view that all U.S. Presidents, certainly from
{ennedy on, have, at least in oratory, come out in support of a
"strong domestic textile industry” which, in the eyes of some
observers, couid be interpreted to mean a "lean and mean" textile
economy.

In many Administrations, including President Reagan’s,
at one time or another, the political promisé was made to relate
growth in textile-apparel imports-to growth —- if any -- in the
domestic textile-apparel markets. The policy intent could be
stated thusly: to allow the domestic industry to SHARE in any
domestic market growth, ratherlthaﬁ permit all growth and then
somr: to be consumed by '‘a tidal wave of imports.

But, all the statistics I’ve cited already indicate
that a tidal wave of imported-products has swept away countless
domestic markets, jobs and firms within the textile econonmy.

Industry spokesmen are much more passionate and
outepoken in their appraisal of U.S. textile trade policies!
"give away" is a phrase used over and over again as specific
quotas are breached again and again and quota circumventions
become far more prevalent, i.e. a quota nation will ship praduct
to a non~-quota nation for a "finishing” operation before re-
exporting the product to the U.S.

Clearly there is a large and destructive chasm between
the views of any branch of the Administration’s trade policymakers
& the industry iteelf. There is nothing visible on the
horizon yet to indicate a narrowing of this potentially

calaamitous gap.
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CONCLUSIONS

Econamic trade theory would allow (even encourage) a
domestic industry to be displaced by foreign~-produced products
with a comparative economic advantage. Economic reality would
acknowlwedge tha the U.S. textile pipeline is mature.
Nonetheless, new capital inflows have been available when, for
example, double knitting became the fabrication rage, laser
technology moved into apparel cutting, the cémputer creéted
fabric designs and spinning technology advanced in a quantum
leap, even though the industry’s profit margins generally have
far below the U.8. industry average.

Legitimate comparative advantage is one thing}
gqvernment subsidization of exports —-- directly, or indirectly
through a multi-tiered currency (as is the case with China today)
or through a starvation-level ‘wage structure-- is Another.

Trade-offs are inevitable, given the political
intrusion into an industry’s international facets. Such trade-
offs usually are expedients, from a political perspective, but
inefficient and even destructive from an economic point of view.

Yes, "survival of the fittest’ is a golden rule of
capitalism, but long-term policy biases have so distorted the
ideals of free enterprise that today’s “mature" in&ustries -
textiles, steel autos -- seemingly can only survive through the

beneficence of the political system.
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'So, the textile economy’s future, in large measure,
will be a reflection of today’s political policy-making AND
policy-enforcement. This truism leads to two conclusions:

the U.S. textile economy will continue to struggle

to survive as a below-average earnings performers}

import penetration, especially in products where
there is a considerable labor-intensive value-
added component, i.e. apparel, will continue, but,

hopefully, at a damped pace.
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EXHIBIT I
FIBER SUMMARY MATRIX
(Millions of Pounds)
1976 1979 1983 1986e

NATURAL FIBERS-MILL CONSUMPTION 3535 3201 2980 3270

CELLULOSICS-CONSUMPTION 830 a02 595 705
NON-CELLULOSICS-DOM. SHIPMENTS#H 6166 7510 7066 8000
MAN-MADE FIBER WASTE CONSUMPTION 306 274 280 300
MAN-MADE FIBER IMPORTS## 192 122 195 270

AVAILABLE FOR U.S. MiLL CONSUMP:

MAN-MADE FIBERS 7457 8709 8175 - 9275

ALL FIBERS 11103 11909 11135 12545

NET IMPORTS OF MANUFACTURES - 476 2463 1230 2035
AVAILABLE FOR U.S. DOMESTIC ‘

FIBER CONSUMPTION 11579 12172 12365 14580

(IMFORTS OF ALL TEXTILES- 1285 1352 2050 3215

PCT OF DOM. FIBER CONSUMP) 10.87% 11.17% 16. 6% 22.0%

POTENTIAL U.S. DOMESTIC FIBER
PER CAPUT CONSUMPTION (LBS) 53.1 S4.1 S52.8 60.4

\
#Excludes textile glass
*% excludes rayon staple & waste

Noncellulosics include: nylon, polyester, acrylic, spandex,
olefins, etc.
Cellulosics include: rayon and acetate

e=ggtimated by Econoviews International, Inc.
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DEPARTMENT OF THE TREASURY . : _
U.S. CUSTOMS SERVICE - '\:‘

CHICAGO, LLINOIS '

wero 84-26 (ENT-1) P
September 6, 1984

NORTH CENTRAL REGION PIPELINE

10 : A1l Brokers, Importers, Customs Officials and Other
Interested Parties

SUBJECT : Customs Regulations on Textiles (7.D. 84-171)

THE l-"U;.LOl-IlN(a 15 TO SEFVE A5 INFORMATIONAL EACKGROUHID MATERIAL
IN "QUESTION” AND "ANSHER" FORMAT REGARDING THE NEH CUSTUIS TEXTILE
REGULATIONS PUBLISHED IN THE FEDERAL REGISTER ON RUGUST 3, 1934.

QUESTICH: HHRT HERCHANDIZE IS AFFECTED BY THE NHCH REGULATIONS?

ANSHER:" THE HEW REGULRTIONS PUBLISHED BY THE UNITED STATES CUSTOIS

SERVICE 1N THE AUGUST 3, 1884, ISSUE OF THE FEUERAL REGISTER, AT FAGE 31248,
ARE APPLICRELE TO ALL TEXTILE PRODUCTS WHICH ARE SUBJECT TO THE MULTIFIBERS
ARFRIHOENEHT, IN GERERAL, THIS COUERS MOST FRODUCTS HHICH ARE EITHER IN
CHIEF UAile OR CHITF HEIGHT GF COTTOH, UDQL UR iMN-MAGE FIBERS, OR HAICH
CONTAIN OUER 1?7 FERCENT &Y HELIGHT OF HOOL. 3 :

JQUESTION: 00 THE REGULATIONS APPLY TO MERCHAHOISE WHICH 1S PRODUCED IN
"COUNTRIES HETH THE UNITED STRTES HAS NO TEXTILE AGREEHCNTY

AHSHER: UNHOER ATUTHORITY OSLEGATED BY THE COHGRESS, THE FRESIUENT HA:

THE POHES TO PROMJLGATE RECULATIONS GIUERNWIHG THE THE ENTRY OF TEXTILES

HuO TERTILE PRODUCTS HAICH WRE SUBJECT TO 7t NULITVILATERAL THTERHATICHAL
HOREEIIENT, KEGARGLESS OF MHAETHER THAT HERCHINOISE EHANATES FROH N WSREEHENT
COUNTRY, 11 GROER T0O EFFECTURTE THE FURFOSE OF THAT ROREENEIT. "TH ShoRT,
THE AMBHER IS YES. .

QUESTIONI WAMT 1S5 ThHE EFFECTIVE OATE OF ThE tIEH REGULATICHSY

Sk THE REGULGT LGNS ARE EFFECTIVE FOR (IERCHANDISE EXFORTED FR'.IH.
":;:?'EOUITRV oF ORIGIN, QS DEFINED IH THOSE REGULATIGHS, OGN RNO HFTER 1TED
SEPTEHIBER 7, 1934, HUHEVER, FOR !ERCHQIIDIS-E'SOLQ TO A FERSON IH THE UN
STRTES FURSUMT 10 & istITTEN N0 BINOING COHTRACT, OR WRITTEN PURCHASE
UROER, WAICH WA3 EAECUTED PRIOR TO AUGUST 3, 1934, FOR A FIXED Gl_lt_cNTlT‘t' T
OF HERCHRGIDISE @0 A1CH HAS HOYT BEEN HATERIALLY MODIFIEQ ON OR FAFTER THR
DATE, THE FFGLLATIOHS, RS THEY RELATE TO THE CGUNTRY OF ORIGIN WD ROM
DECLARATION REQUIRTHMENTS, HRE EFFECTIVE FOR SUCH MERCHANDISE EXPQRTEO Fi
THE COUNTRY OF OA(GIN Gil OR AFTER OCTOBER 31, l%ﬁ.qﬂ CQP? OF SUCH
COMTRACT UR PURCHYSE DROER SHALL EE F‘R:SSN:I'EQ T0 CUSTOMZ AT THE; TIHS -
OF ENTRY, GLONG HITH THE CERTIFICATION OF YhE UNI'IED_STQTEE INFORIER U
CONSIGHEE THAT THE MERCHANDISE IS EEING IHFORTED PURSUANT 70O THRT RGREE~

HENT,

.
REALY TO REGIONAL COMMISSIONER OF CUSTOMS, CHICAGO. RLINOIS 60403
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CUESTION: IF LOUNTRY “R" HANUFACTURES GARMENT PRARTS AHO SHIPS THOSZ PARTS
PRIOX TO SEFTEHZER 7, 1984, TO COUNTRY."B* FOR SHERE ASSEHBLY INTO GARMENTS,'
HHICH RRE THEN SHIPPSED TOpTHE UNITED STRATES ON COR RFTER SEPTEMBER 7, 1984,
ARE THE NEN REGULATIONS W‘le TO THAT MERCHANDISE?

ANSHER: NG, UHUER THE NEW REGULATIONS COUKTRY “"R® 18 THE COUNTRY OF QRIGIN
AND THE ME/CHANIISE LEFT THAT COUNTRY BEFORE SEPTEHBER V. 19684, THEREFORE,
FOR MERCHANOISE THAT FALLS HITHIN THIS SITUATION, COUNTRY ."B" HOULD STILL
BE THE COUNTRY OF ORTGIN RND ANY QUOTA RESTRAINTS AND VISA REQUIREMENTS
HHICH MAY BE APPLICAELE TO PRODUCTS @ THAT COUNTRY HUST BE SATISFIED.

GUESTIONS 0O THE tISH REGULATIONS mw CHANGE THE COUNTRY OF ORIGIN
RULES RFFLICRBLE 10 TEXTILES?

ANSHER: NO. THE NEH RULES OF ORIGIN RRE, FOR THE MOST PRRT.

CODIFICATION OF EXISTING COURT DECISIONS IN THIS AREA. THE RULES 00

CONTRiH CERTR IN CHIWGES THRT DO NOT DERIVE DIRECTLY FROM RECENT COURT
DECISTONS. THOSE CHANGES CE.G.. MERE ASSENBLY OF COMPLETED PRRTS, OR MERE
DYING OR PRINTING) REFLECT THE UIEH OF THE CUSTOMS SERVICE THAT IF THE COURT
HAS TO RULE O4 THOSE OFERATIONS OR PROCESSES AT THIS TIME, BGIVEN THE FACTS
HHICH THE CRITERIA SET FORTH 1M IN REQULATIONS AND THE REQUIRED
DECL " ARAT4ON RRE DESIGNED TO ELIC RESULYS OF THE ERRLIER COURT ODECISIONS

HOULD BE ORFFEREMT,
GUESTICH: BRIEFLY, HHAT ARE THE NEW RULES OF ORIGIN?

Filsnaits SINFLY FUT, 1IN ORDER TO CHANGE THE COUNTRY OF ORIGIN OF MERCHANDISE
PROOULED TH GE COUNTRY GHD SENT TO A SECOND COUNTRY FOR PROCESSING, THE
HERCHANDISE HUST BE SUBSTNTIALLY TRANSFORMED IN THE SECOND COUNTRY INTO

A HEI AHD DIFFERENT MRTICLE OF COMMERCE BY A SUBSTANTIAL MANUFACTURING OR
FROCESSING OFERMTION, CRITERIA TO BE USED IN DETERMINING IF R NEH AND
OIFFEREN! MR .TICLE dAS SHERGED AHD IF THERE. HAS BEEN A SUBSTANTIfL
CRHUFACTURING OR PROCESSIHNG OPERATION RRE INCLUDED IM THE REGULATIONS.

QUESTIOH: HILL AODITIONM. DOCUMENTATION BE REOUIRED UNDER THE NEWS
REGULATICN?

RlSHFRE IN ORDER FOD STHE CUSTOMS SERVICE TO DETERMINE THE PROPER COUHTRY

OF ORIGIN OF IMPOKTED TEXTI AND TEXTILE PRODUCTS, THE REGULATIGNS REQUIRE
‘THAT A DECLARATION CGHTAI TINENT .. TION MUST BE FILED HITH ERCH
REQUIRED RARE ENPRESSLY

It FORTATION, THE FORMAT TO B SON
oect S "MAY BE SIGNED BY THE MAH-

SET COUT IN THE REGULATIONS.
UFRCTURER, ESPORTED, OR IMPORTER. IF ALL THE INFORHATION CALLEO FOR BY THE

DECLIwsRITICH CiikidT BE SUPPLIED, THE TIIPORTER MILL SUBMIT A CERTIFICATION
ATTELTING TU TR FACT THAT AFTER THE EAERCISE OF DUE DILIiGE NCE THE
INFORTER 1S UNARLE TO PROVIGE FURTHER INFORMATION. IN THAT EVENT, CUSTOMS
HILL UTILIZE TH® BEST 1HFORIATION AVHILABLE, INCLUDING THE EXPERIENCE

uF OOHe =T IL THGLSTRY, 10 OSTERIIHE THE COUNTRY OF ORSIGIN OF .nd

INFORTED 4:ERCH DI tE.

BEST AVAILABLE COPY
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QUESTION: IF EVPENSIVE FABRIC 18 EXPORTED FRON COUNTRY : A" TO
COUNTRY "B," WHERE IV 16 CUT RND SEHN BY CHEAP LABOR TNTO GRRMENTS,

lHRT 1S THE COUNTRY OF @RIGINT

QNSHERI COUNTRY B. THE NEH RULES MAKE NO CHANGE.. IH THIS SITUATION.

THE FACTS HAKE CLEAR IN-THIS INSTANCE THAT THE MATERIAL HAS SUBSTRNTIALLY
TRANSFORMED INTO R NCH ANO DIFFERENT ARTICLE OF COMMERCE BY A SUBSTANTIAL
MANUFACTURING OPERATION., 1T SHO JLD BE REMEHBERED THAT .COSTS OF HATERIAL
IS ONLY ONE OF SEVEN LISTED CRITERIA AND, AS THE REGULATIONS STATE., ANY
ONE, OR fiLL OF THE CRITERIA OR RDDITIONAL CRITERIR MAY BE CONSIDEREO.

THE FACT THAT THE COST OF THE FABRIC MY EXCEED THE TOTAL COSTS OF ALL
SUBSEQUENT OPERATIONS DOES NOT DETRACT. IN THIS TNSTANCE, FROI4 THE RERLITY
THAT THE GARMENTS CAHE INTO EXISTANCE IN COUNTRY "B."

QUESTION: UNDER THE NEH REGULRTIONS, BIRE UNITED STATES .COFPONENTS RHIC}i
ARE SENT ABROAD FOR ASSEMBLY OR ING NOH CONSIDERED ON THEIR RETURN

TO BE PRODUCTS OF THE UNITED STATES? -

ANSHER:s THE PROVISO CONTRINED IN SECEKION 12.136CA) OF THE NEW REGULATIONS,
THAT THE ORIGIN RUWES DO *FOREIGN mnca.e' STATUS OF TEXTILES
AND TEXTILE PRODUCTS UNDER ‘PARY 1, SCHEOWE 8, TARIFF SCHEDULES
OF THE UNITED STATES, 18 m THAT PRODUCTS OF THE UNITED
STATES, HHICH HAVE BEEN FURTHER PROCESSING OR MANFACTURING
ASROAD HILL COMTINMUE TO BE COISI PRODUCTS OF THE COUNTRY IN HMICH THAT
PRUCESSING OR MANUFACTURE TOUK PLacE THE EXISTING PRACTICE OF TREATING
SUCH RRTICLES IN THIS MANNER-HRS NOT BEEN CHANGED BY NEH REGULARTIONS. THE
NECESSITY OF MAINTAINING THIS PRACTIOE 18 BASED UPON THE CLERR LEGISLATIVE
INTENT E¥PRESSED IN HERDNOTE 2, PART 1, SCHEOULE &, HHICH STATES THAT

SUCH AN RRTICLE BE- TRERTED RS A “FOREIGH ARTICLE." IN ADOITION, THE

AGREEMENTS BETHEEN THIS COUNTRY AND FOREIGN COUNTRIES RRE NEGOTIATED HITH
THE UNDERSTANDING THAT SUCH PRODUCTS HILL BE SUBJECT TO THOSE RGREEMENTS.

QUESTION: HUST THE MERCHAHOISE HHICH 1§ SUBJECT TO THE HEW REGULATIONS BE

 LABELED GR HARKED IM RCCORDANCE HITH THE HEW RULES OF ORIGIN?

ANSHZR: AS STATED ABOVE., THE ORIGIN RULES SET FORTH IN THE TENTILE S

"REGULATIONS HERE DERIVED PRINCIPALLY FROM COURT DECISIGHS, SOME OF

HHICH HERE CONCERNED NITH THE MARKING OR LABELLING OF MERCHANDISE.
ACCORDINGLY, THE ORIGIN PRINCIPLES STATED BY THE COURT AND CODIFIED
IN THE REGULRTIONS RILL GE FOUMED BY THE CUSTOMS SERVICE IN MARKING
DECISIONS INUOL:VING N.L TEXT e

GUZSTION: FIECE i:lJubo Hm: SEIIT FROM TRIHAN 7O HEAICH, HHERE THEY WRE CUT
AND ASSFMBLED INTO COMPLETED GRRMENTS. 1S MEXICO THE COUNTRY OF GRIGINT
AS A RELATED QUESTION - IF P1ECE G00DS ARE SENT FRON TRINAN HARKED HITH
CUTTIN3"LINES GR LINES OF DEMARCATION FOR THE MATERIARL TO BE CUT AND
ASSENBLED IH NEAICO, i3 HENICU THE COUNTRY OF ORIGINT I8 THE COST aF THE
FABRIC RELEVANT TO THESE DETERHINATIONST



;; 16, SoNT i ewcrunes
MEMUFRCTURING PROCESS 70 W ' SUBSTANTIALLY TRANSFORHS THAT
FABRIC. A CCROINOLY. IN THE-#3 | OF “THE QUESTION, THE ONSHER 16
MERICD, THE SECOH) [36UE 16°MONE ME DO NOT BELIEVE THAT
SUFFICIENT, INFGRATION. 16 AURILIALE FOR B RESPONGE. THIS 1o ol INOIRNCE
HHERE THE INSOR'ATION, INCLUDING THE COST OF THE FRBRIC. REGUIRED T0 EE
SUBHITTED Cn THE NECESSARY DECLARATION, SECTION 12, 130{GX2) OF THE NEW
SIS, Sl T, S RS B i
COUNTRY OF ORIGIN OF mmﬁ&" ho e

QUESTI0H31 YARN IS HOUEN INTD: c lN m AHD SENT T0 HONG KONG FOR
CUTTING, THE COMPOHENTS ARE -SENT T"!ﬂlﬂ FOR RSSEMBLY, HHICH
COUNTRY 18 THE COUNTRY 1F ORE HOKE R OIFFEREME !F THE PIECE

600US SENY FROM JAFAN TO HOWS ‘m “HRAKED FOR CUTTING

ANSHER: IT IS DIFFICULY TO RESPO?O T0 'n! FIRST PART OF THIS QUESTION
HITHOUT SAHPLES AND, AT THE UERY LERST, MORE FACTS. HHSRE UNMARKED FABRIC
IS SFNT YO R SECOND COUHTRY FOR CUTTING INTO COHPONENTS, THAT HOULD USUALLY -
RESULT IN THT SECOND COUNTRY BEING THE COUNTRY OF ORIGIN OF THOSE

- COMFOUNENTS AHD AN ASSEHBLY. BY ITSELF, IN R THIRO COUNTRY., RS STATED IN
THE INTEK] 4 REGULATIONS, SECTION 12.130XBX 1 X 11>, ROULD NOT NORHALLY
CHANGE THE COUNTRY OF GRIGIN OF THOSE CORPONENTS.

IN THE ALTERMATE SITURTION, FRBRIC WOVEN ANO HARKED FOR CUTTING IN ONE
"COUNTRY, CUT IN A SECOND COUNTRY, RND RSSEHBLED IN R THIRD COUNTRY, THE
ANSHER /S THAT THE FIRS. CUUNTRY IS THE COUNTRY OF ORIGIN. SECTION

12, 13(BX 1> 111) PROVIDES THAT MERLY CUTTIHG OF MATERIAL PREVIOUSLY
MARKED HILL HOT CHANGE THE COUNTY OF MIOIN. OF THAT THAT MERCHANDISE ANOD,
AS STRATEL ABOVE, ASSEHBLY. BY IYGELF, OF WNYS IS ALSC NOT

ANSHER: THE PROCESSING OF
"TART FRBRIC INTO £ C

. SUFFICIENT TU CHANGE THE COUNTRY :OF DRIBIN, THE ESSENSE OF THE IMPORTED
"ARTICLE CAME INTO BEING IN WHE HHERE ‘THE FRBRIC WAS MALE A
HARKED IN A COHHERCIALLY NERNI HANNER.

QUESTIONI DO The HEW REGULATIONS APPLY TO HO-HFR PRODUCTS SUCH RS APPAREL
MANUFACTURED FROI4 SILK. LINEN AND RﬂﬂE?

ANSHER: THE REGULATICNS 00 NOT DIRECTLY RPPLY TO Paowms NOT COVERED 8Y
THE HULTIFIBERS ARRANSEHEMT. RHICH IS AN INTERHATIONAL AGREEMENT TO HHICH
THE UNITED STRTES IS R SIGNATORY, -THE PRESIOENT’S AUTHORITY TO PROMULGRTE
THESE REGU-.ATIONS DERIVES FRGN SECTL0H 204, 2RICULTURBRL ACT OF 1535 (7
U.S.C. 16%4), HHICH EXTENDS ONLY TO MERCHANDISE WHICH 13 COVERED BY THE
HFA. HOWEVER, SINCE THE mgms IN THE REGULATIONS USED TO osremnue
THE GRIGII' OF HERCHANDISE ¢ TAREH FRON COURT DECISIONS, THOSE

FRINCIPLED HWILL 6 APPLIED YO ALL wrm.ss AHO TEATILE PRODUCTS, IT SHOUD
RE NOTED THAT IF A DISTRICT DIRECTOR 18 UNSURE WHETHER THE NEW Rssumnous
ARE APPLICHBLE TO canmmr%nse. 'HE HAY REQUEST ANY INFORMATION HE
oc.ens RFPROPRIRTE. UNDER THE 1TV OF 19 U.8.C. 1481.



* OR ARTICLE RRE NOT REQUI

. "-; s -
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QUESTIONS DO THE HEH REGIAATROHS COVER TEXTILE AND APPQREL PRODUCTS FROM .
ALL COUNTRIES, INCLUDING VHE BUROPERN CORHUNTTY RHD CRNADA?

ANSHER: YES. IN SECTION 234 OF THE AGRICULTURAL ACT OF 1936, CONGRESS
SPECIFIGIALLY GRAIITED AUTHORITY FOR THE PRESIDENT TO ISSUE REGULATIONS
GOVERHIIFS THE ENTRY OF RRTICLES SUBJECT TO A HULTINATIONAL .AGREENENT (IN
THIS CRSE, THE HFH) WHICH NRE THE PRODUCTS OF COUNTRTES NOT PARTIES TO THE
AGREEHEHT, THIS IS IN RDDITION TO THE RUTHORITY BIVEN TO THE PRESIDENT TO
ISSUE REGULATIONS GOVERNING THE ENTRY OF MERCHANDISE TO CARRY OUT SPECIFIC
AGREEHENTS BETHEEN THE UNITED STATES.AMHD FOREIGN BOVERNMENTS, I.E.. THE
WFfi @ND BILATERAL TEXTILE RGREEHENYS, -~ -

QUESTION:  FRE_ THE HEH COUNTRY OF .ORIGIN AEGULATIONS APPLICABLE FOR HARKING
FURFOSES S HELL AS QUOTA PURFOSEST - -

ANSHZR1 YES, AS STATED ABOUE, THE ORTGIN PRINCIPLES EMBODIED IN THE
REGUJAT!O%S’S FRE DERIVED FROH.COURT CA8ES.- SOHE OF THOSE CASES lNUOl:U:g THE
IWRKTiG STRTUTE G0 REGULATIONS, RCLOADINGLY, CUSTOMS BELIEVEC THOSE COURT
NECISINS AS CODIFIED IN THE REGULATIONS SHOULD BE AFFLIED TO ALL TEWTILES
AND TEATILE PRODUCTS. \
CUESTIU hiis FOR BuCh 11i THE CHRIN OF iMHUSACTURING MUST Ml [HFORTER o0
tu MEET THE GECLORITIO AECGIREHENTS UNOER THE NRH REGULATICHS. FOR
EXMIFLE, ASSUIIE COTTON FRGIt FAKISTAN 1S SFUN TNTO YARH [ JiPRii. LWGUEN THTO
FRERIG TN TAIHAN, SENT TO HONG KONG FOR CUTTING ANO TO RNITI FiR SEHING.
AT _HAAT FOINT HAY TnE DECLARRTION STOPT THE COMPONENTS, THE FABAIC, THE
"?:::TE:? THZ ORTGIHEL COTTONT ARE SEPARATE DECLARATIONS REQUIRED FOR:EACH
0 & . N .

FNSHERs THE CUSTOHS SERVICE BELIEVES THAT IT SHOULD TAKE A FLEAIBLE
. POSITICH TH REGRRU TO THE INFORMATION REQUIRED OH A DECLARATIGH. IN 1OST
INSTANCES, AN EXAMINATION OF THE FIBERS JMICH MAKE UP THE VARN IN A FRBRIC
USEU 1il A GRRYENT T5 NOT HECISSARY TO DETERNINE THE COUNTRY OF ORIGIN OF
THAT GARMENT. GENERALLY., INREGARD YO COMPLETED ARTICLES, SUCH A5
GRRNENTS, THE INFORUATION ON THE DECLARATION SHOULD GO BACK AF LEASE A3 -
JAR A3 THE LIANUSACTURE OF THE FRABRIC. THEREFORE, IN THE EXGHPLE GIUEN, THE
PROCESSTHG IN FHRISTRH AN JAPAN HEED NOT BE STATED ON THE DZCLARRTION.
HOHEVER, IF THE FRERIC HAS HARKED HITH CUTTING LINES IN TRIHAN, THEH ALL
THE_PROCESSES OR MANUFACTURING OPERATIONS PERFORMED IN TAIHRH SHOULD BE

STATED SO THAT WSTW SUFF, T JNFORMATION TO DETERMINE IF

THE ARTICLE HAS ThE Higs + R or&mu. SEPARATE

DECLERNTIONS FROH EagM ! : OF A FABRIC
BY THE REGULATIONS.

QUESTION® IN RN 807 ASAENMLY UPERATICH, 18 THE UNITED STATES THE COUNTRY
OF ORIGIN? T :



" - ' [ ¢
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ANSHERT 117, THE PROIISO. I8 SECTION 12, 130CA) OF tHE NEW -
REGULATION3, YHAT THE ORI S DO NOT CHAWGE THE “FOREIGH RRTICLE®
STATUS OF TELTILES AYD TEATILE PRODUCTS UMDER HERONOTE 2, PART 1, SCHEODWLE

8, TARIFF: SCHECGLES UF THE WITTED STATES, 1S SHTENDED TO EHSURE THAT
PRODUCTS OF "hI WIITED STATCS WHICH WE BEEN RETURNED-RFTER FURTHER
PROCESSING OR HFEILARCTHAT ABROAD HILL CONTINUS TO BE CONSICERED PRODUCTS
OF THE COUNTR¢ 1H HHCH TRAT PROCESSIIG OR HANI FACTURE TOGK FLACE. THE.
EXISTING PRA.TICE OF TREATING SUCH RR1ICLES IN THIS HANMER HAS NOT BEEN
CHANSED BY N:iH REGULATIONS, THE NECESSITY:GF MAINTRINING THIS PRACTICE 18
BOSED UrOls THE CLERR LEGISUATIVE INIENT EYPRESSED IN HERONOTE 2, PART 1.
SFHEDULE 6, 'HI1CH STRTES TFRT AN ARTICLE BE TREATED AS A "FOREIGH
QAKTICLE™. IN QDDITION, THE COMMERCE HRS INDICATED THAT THE
TEXTILE AGREEMENTS BETH:IEH THIS: ANO FOREIGN COUNTRIES IN HHICH 867
A33EHBLY OFEXATIC!'S TAK: FLAE .ARE NFBOTIATEO MITH THE UNDERSTANOING THAT
SUCH PRODUCTS HILL BE SUBJECT “YO 'WHOSE MGREEMENTS.

GUESTIONt IN AN 607 ASSEHBLY OPERATION, 1S THE IMPORT CONSIDERED TO BE
HHGLLY THE GRONTH PRODUCT OR MANUFACTURE OF A SINGLE CUUNTRY FOR FURPOSES
OF THE DECLARATION, OR 1S 1T CONSIDERED TO BE MANUFACTURED OR PROCESSED
IN HORE THAN ONE COUNTRV?

GHSHERT HEAMIOTE 2, vaRT 1, SCHEODULE R, TSUS. CITED IN THE PREVIOUS
fuldheRs FROVTDES THAT 1 PRODUCT OF THE UNITEG STATES HHICH IS RETURNED
AFTER WAVIIS BETH ROUANLED IN WILUE, OR THPROUED IN CONDITION RBRURD BY
K THG BEEN N35SHE_EN WiROND [N HHOE GR IH PRRT OF PRODUCTS OF THE UNITED
STATES, M) BE TAEATED AS A FOREIGH ARTICLE. SINCE., UNDER THAT HERGNOTE,
ZUCH AND ART,CLE 1S AUTOMATICALLY A FOREIGH FRODUCT, CUSTOHS BELEIVES THAT
THE WORDS PERTATMING 10 THE DECLARATION REQUIREC BY SECTION 12,130¢CX 1),
“HHOLLY THZ ®acsilH, 1sidUFACTURE, OR PRODUCT, OF & SINGLE FUREiGH TERRITORY
OR COUNTRY DR TNSULRR PGSSESSION", MAY INCLUDE WERCHANDISE SUBJECT TO AN
807 ASSEMRLY OFERATION IF ALL THE PROCESSING, MANUFACTURE., RSSEHELY
GPERUTIG IS, A0 ML Tae HATERIAN S HMESE INCURRED IN OR OERIVED FRON THE
AT TED STATES 70 THE n:3ELSLY COWITRY. 1F A THIRD COUNTRY SUPPLIED
HETERIALS FND/OR PROCESSED OR WAS OTHERMISE INVOLVED HITH_THE COiWFLETICH
OF THE- ARTICLE, THAT ARTICLE HOULD T BE CONSIDERED TU BE HHOLLY THE GROUHTH.
TRNUFICTURE , OR FROGUCT OF R SINGLE COUNTRY.

SUEST I0vs VHiRG 13 PRODUCED IN MDIlS hOHG AND SENT TO CHIrM HHERE IT IS KNIT
INTO POHELS, IT I8 THEH SHIPPED BACK TO KONG FOR A3SEMBLY HND

FINISHING. NHAT 1S THZ COUNTRY OF ORIGINT 1S THE RELATIVE COST GF YRRN
PROCUSTION RELEUANT TO THE COUNTRY OF ORIGIN DETERMINATDN. IF S0, HOR?

ANSHER: Cluwdts 1T S "R VIEH THAT 1N THIS SITURTION, THE ESSENCE OR

ESSENTIR. TANRACTER G THE €D ARTICLE -GRIGINATED IN CHINA HHERE THE
PANELS WERF FORMED W‘:m Y A SUBSTANTIAL MRNUFACTURING PROCESS.
CHINA 1§ THE COUNTRY

TICLE, ag FACT, TOOK SHAPE. IT IS NOT -
HECESUARY 70 COHSIDER THE COBT &F VAR TJON IN THIS SITUATION SINCE
gth-'c‘ ﬁ?s‘g_ri;T?éFz CRITERIA il SECTION 12.130{B)2) RHICH ARE CLERRLY
ETERITIEATIVE,



OUESTIGH: CONPGHIHT PiRTS FROM THO COUNTRIES ARE RSSEMBLED IN A THIRD
COUNTRY. 1S THE THIRD COUJTRY THAT COUNTRY OF ORIGIN? IF HOT, HHAT 1S THE
COUNTRY OF ORIGIII fuhs HoH IS IT DETERMINED? WHAT IF THE COMPONENTS ARE THE
SRIE Ut AL ITRRIS. RESPECTS AND OF DOUAL WALUE? -

ANSHERS THERE 1S [HSUFFICIENT DN T0 f{SHER SSUE
PGSED 1 ThIS QUESTiON. IN A€ 70, :&ﬂ PO0UE  HOHEVER , Sone

EE PORSYRLE YHAT IF ALL THE COHPOHENTS
' NOE A, ALL THE

2108, MRS IO mma"s

INCIGEHTALS HERE MADE TN COUNIR A - FT0s BNTIRELY ROSENBLED
AND FINISHZD IH COUWTRY. o itich TUNRN -SBETORS - BEING BOUAL, THE COUNTRY OF
ORIGIN COULD, CONCEIURBLY ;™ YR, THE RATIONALE EEHIND SUCH A
OETERHINATION 18 THATy IF JINMEINER -ORIBSTURTEON 010 EX1
AND FINISHING INTO P8 NOUHENTE SEN TAEN IN THE CONTEXT OF THE

R SHIEINTED 79 A SUBSTAHTIAL HANUFACTURING
IEA <3 PQ THO OR MORE

o ENTS OF
O OF WHICH D10 NOT EXIST
RS-DBNE 'IN COUNTRY O MAY BE

PRIOR 70 THAT ASSENGLY. o
CONSIOERED HORE THRN W GAG +6 -
QUESTIC!: HOH RAE .HOHSE SO PMIORD TN THE COUNTRY OF ORIGIN
DETERHINATION? su»oi 1N} 47, FRON A ECONO COUNTRY RARE SENT
T0 A THIRD COUNTRY FOR’ AGSENBMY. RIE QOUNTRY OF ORIGIN BE DIFFERENT
THON IF TEXTILE HATERTALS RERE, SENT NI THE THO COUNTRIES 70 THE THIRD
COUNTRY FOR RSSEMBLV LT :

ANSHER: NONTENTILE WATERIALS IN AN IMPORTED ARTICLE ARE TREATED THE SAHE

3 TEATILE IMTERIFLS FOR THE FURPOSES OF THE REGULATIONS. BOTH ARE

REOUIREC TG BE FEFOATEC OH THE DECLARATION REQUIRED IN SECTION 12.130{CX2).
* THE SECOND 1SSUE PRESENTED IS NOT CLEAR HITHOUT A SPECIF1L FRCTUAL
SITUATION OH HAICH HE CRit FOCUS, :

QUESTiOHs HNAT 18 TilZ DF.FIH{TlON OF FULLY COMPLETED COHPONENT PARTS?

ANSHER: THE LENGUAGE YOU FRE REFERRING TO CONTAINED IN SECTION
12.136¢B>1 X 11) QD DOES NOT INCLUDE THE HORD "FULLY", THAT SECTIOH
STATES. IN ESSENCE. THNT HERE ASSEHSLY OF "OTHERWISE CONPLETED PARTS" HILL
NOT COWSTITUTE A SUSSTANTIAL TRANSFORIATION. HHAT CONSTITUTES *OTHERHISE
COIPLETED PARTS™ MILL, OF MECESEITY, BE DETERMINED Oil A CASE BY CASE BASIS.
OBUIOUSLY, NORMAL REGUIRED TRIMMMG.QOF COHFONENT PRRTS INUGLVED IH AR
ASSEHBLY HILL NOT FRPEVEM1 THOSE PARTS FROM BEIN3 "OTHERHISE COMPLETED™.

QUZSTIONE: N8SGIE Mid7 o FROGUCT IS CUT IH TATHAN ARD ASSEMBLED IN COSTA
RICh €43 YHAT TAILAW 15 THE CUMITRY OF ORIGIHIL. ASSUHE ALSO THAT THE
COMPCHENT PPRTS ARF CLASSIFIED 11 DIFFESENT TEXTILE CATEGORY THAN THE
COMPLETED GRRMENT. MUST AN EXPORT LICENSE QWD VISA BE OBTAINED FOR THE
FARTS CATEGORY OR THE FIHISHED GRRHENTS CATEGORY? :
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. FNSH:R: THE w0k STA7U3 AND THE REQUIRENENTS FOR A VISR OR EXPORT LICENSE
RCCRUES fiT HE TIIE OF IHPORTATION INTO THE UNITEO STRTES,, HE DO NO
CLASSIFY COI PONENY FARTS HHICH PRE SHIFPED FROM ONE FOREIGH COUivITRV TO
RANOTHER FORE:G'l CONTRY. HOR DO HE DETERHINE THE QUOTR. UJSA. OR EXPORT
LICEH3E REGU.REIENTS OF HERCHANDISE EAPORTED FROM ONE FOREIGN COUNTRY TO
AIDTHER FUCE .G COLIRY, ANISA OR ENPORT LICENSE RILL BE REQUIRED FOR THE
HERCHANDTSE (N 1TS CONDITION RS IHPORTEO INTO THE UNITED STATES.

QUESTION: WILL *TRIN" (E.G. UNQERLIN » LOOPS, » SHAY3, mpss.
CIPPERS, ETC.) BE COUSILERED IN I!TERH!NING OOIMTRV OF lBlN? ARE
DOCUMENTARY REQUIREHENTS EGUALLY APPLICABLE TO TRIN?

ANSHERT AGAIN, THIS IS SONETHING THAT HUST BE'CONSIDERED ON R CASE-BY~CASE
BAS1S, GEN:IRALLY, lIIHOR CONPOHENTS FROM COUHTRIES HOT DIRECTLY CONCERNED
HITH THE HORE SUSSTANTIAL HANUFACTURING OR PROCESSING OPERATIONS PERFORMED
ON AN PARTICLE OR ON HORE !W COMPONETS IH AN ARTICLE NEED NOT BE
REPORTED ON THE DECLAKATION. HOWEVER, IF FINDINGS AND OTHER MINOR

COMPONENTS ORIGINATE IN A COUHTRV RHERE THE HORE SUBSTANTIAL HANUFACTURING
OR PROCESSIHG OPERATIONS OCCURe THEN THEY HILL BE CONSIDERED AND SHOULD
RE REPORTEN ON THE DECLARATION.

QUESTION: DO ENTRIES FOA IHHEDI YE
REQUIRE & GAIGINK. OR N COPY
AT THE PCRT OF RRRIVALT.

RTATION HIYHOUT APPRAISEMENT
@PORT LICENSE TO BE SUBHITTED

AJCENEHAY BE SUBHITTED AT
THE FORT OF ARRIVAL. aox ot .

QUESTIOH: DO THE 1'EH REGULATIONS ON IMMEDIRTE TRANSPORTRTION HITHOUT
APFRAISEMENT RPPLY TO AIR ESHIFHENTS STOFPING IN R U.S. CITY PRIGK TO
ARRIVAL (T THE AIRPORY l'HERE THE 6000S ARE ACTURLLY ENTEREOD?

ANSHER: Y€ 5 HOVIEUER» iNSFECTION QF THE IHPORTED HERCMANOISE AT THE PORT

. OF ARRIUAL WILL PE DONE ON R SELECTIVE BASIS.

QUESTIOH: HRE THESE NEH REGULATIONS FIMALT

MISRER: THESE fIRE INTERIH REGULATIONS, WHICH HILL GO INTC EFFECT
SERTEMBER 7, 1384, NLL INTERESTED FPARTIES ARE INVITED TO SUBMIT THEIR
CUHNENTS ON THE REGULATIWNS, IN TRIPLICATE, ON OR BEFORE OCTOBER 2, 1984.

L COMMENTS HILL BE ‘FILLY CONGIDERED “.o HHERE HARRANTED., AFFROPRIATE
CHANGES WILL BE MRDE.

Y

R RS ".:l *:‘- .-'-—

lruce €. 8enedict ‘
Deguty Assistant Regional Commissioner
Classification and Value)
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September 17, 1984

U.S. Senate Finance Committee
Subcommittee on International Trade
U.S. Capitol, Washington, D.C.

Dear Sirs, RE: Sec. 204 Rules of Origin
Executive Order 12475 of May 9, 1984
Regulation 12130, Paragraph B

The new regulations that includes the fabrics that are dyed and printed is unfafir
and flaunts every law and the fairness of American justice.

The reason given by our government for the implementation of these new regulations
is that there has been flagrant violations of the previous law, although no signifi-
cant evidence to support the inclusion of fabrics in this regulation has been pro-
duced.

S. Shamash & Sons,inc., who have been exporting and importing fabrics since 1947,
is a member of the U.S. Department of Commerce. To our knowledge there have been
no violations in our last 34 years of doing business of existing law.

We belleve the inclusion of fabrics is strictly a political ploy which serves none,
and only harms the interest of the U.S.A. among its global partners. Most fabrics
that are produced in the Far East are in the greige or unfinished state and are
shipped to developed countries such as England, France, Germany, Italy-and Japan
where they are dyed and finished and are considerably higher priced than fabrics
found in the U.S.A., and are sold at prices that are from two to six times higher
than U.S.A. fabrics. This does not create any substantial increase of imports
because of higher prices, and these imported fabrics are basically sold to the
couturier trade which {s relatively a small segment of the apparel industry.

The U.S. exporter of fabrics is algo harrassed by the new ruling since many greige
fabrics imported into the U.S.A. are domestically dyed, printed and finished for
the export market.
We believe the law was hastily written without thought, and will damage our
relationship both in the East and West. The present law shculd be rescinded
and rewritten more carefully so as to address only the fraudulent practices
that the government contends now exist.

Yours very sincerely,

S. Shamash & Sons,inc.

Jack Shamash, President



