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The objectives of the MFA are expressed in Article 1 as
follows:

"The basic objective shall be to achieve the
expansion of trade, the reduction of barriers to such
trade and the progressive liberalization of world trade

in textile products . . .".

The proposed amendment can reasonably be called an "addi-
tional trade measure which may have the effect of nullifying
the objectives of this Arrangement”, in violation of article 9
of the MFA quoted above. '

The third article of the MFA that may be in conflict with
the proposed amendment is article 5, which states, in part:

". . . The participating importing courntry should
take full account of such factors as established tariff
classification and quantitative units based on normal
commercial practices in export and import transactions,
both as regards fibre composition and in terms of
competing for the same segment of its domestic market.”
{emphasis added)

The proposed amendment appears to be inconsistent with
the provisions of the MFA quoted above. More important, however,
in terms of the immediate consequences of an inconsistency,
are the individual bilateral restraint agreements concluded
pursuant to the MFA. The consistency of the proposed amendment
with those agreements is discussed below.

Bilateral Restraint Agreements

Article 11(c) of the Agreement between the United States
and Korea, which apparently is representative of most or all -
bilateral textile agreements, states as follows:

"For the purposes of thlS agreement, textile
products shall be classified as cotton, wool or man-made
fiber textiles if wholly or in chief value of either of
these fibers. All other products /1 e. those not wholly
or in chief value cotton, wool, or man-made textlles/
shall be classified as:



(i) cotton textiles - 1f containing 50% or
more by weight of cotton, or if the cotton component
exceeds by welight the wool and/or the man-made fiber
component ; ' :

(1i). wool textiles -~ 1f not cotton, and the
wool equals or exceeds 17% by weight of all
component fibers; and

(iii) man-made fiber textiles -~ if neither
of the foregoing applies.”

The provisions quoted above sets forth two agreed bases
for identifying cotton textiles: (a) chief value of cotton,
or if the article is neither cotton, wool, nor man-made fiber
~in chief value, (b) 50% or more by weight of cotton. The
proposed amendment, calling for the identification of cotton
articles on the basis of their containing 65 percent or more
of cotton, directly conflicts with this key standard provision
in the bilateral agreements.

The effect of this conflict would be to establish, in
the TSUS, a requirement that Customs assign articles to "cotton"
or "man-made fiber" TS8US classifications on a basis that differs
from the one required by the bilaterals to be used for adminis-
tering the restraint agreements. As a practical mattexr, such
an inconsistency would render the restraint agreements incapable
of administration.

This result would occur because currently, with the TSUS
and bilateral agreement criteria identical, the textile restraint
categories are adnministered by Customs on the basis of TSUS
classifications - that is, each restraint category is applicable
to a specified list of TSUS item numbers. (see Schedule 3
Statistical Headnotes of the TSUS). By making the basis for
assigning TSUS numbers different from the basis for assigning
textile products to restraint categories, the Talmadge amend-
ment would leave Customs with no means of identifying textile
products subject to the differing restraint levels.

Three subsequent results are possible: (1) Customs would
have to apply the restraints on the basis of product identifi-
cations that differ from those required by our bilateral
commitments, thereby violating those commitments; (2) with a
large expenditure of money and manpower, Customs may, over a
period of a year or more, be able to develop a second set of



TSUS numbers for purposes of administering the textile
restraints, although there would be no means of administering
the restraints consistently with the bilateral agreements
during the period that the new numbers were being developed;
or (3) the administration of the restraint program would break
down into chaos.

Another possible course of action would be to renegotiate
the bilateral agreements to make them consistent with the TSUS.
Not only would this be a long and difficult process, but also
it would underscore the unilateral deviation from the agree-

ments by the United States.

It is relevant to explore what other consequences might
flow from that deviation from the bilateral agreements by the
United States. There is a general principle of international
law that a unilateral action by one party to an international
agreement that constitures a material breach of the agreement
gives the other party the right to reject the agreement as a
- whole. Whether the breach would be considered "material"” in
this case depends upon its overall effect. It is my under-
standing that, were the proposed amendment administrable, its
effect would be far greater than merely the maintenance of the
‘higher tariff rate for man-made fibers, but would also shift
a large number of textile articles from cotton to man-made
restraint categories, thereby causing a number of countries
with which we have bilateral agreements to exceed their quotas
for those categories. At a minimum, such countries probably
would demand higher quotas as the price for their agreement
to a renegotiated fiber-identification basis. At the maxinrum,
affected countries may attempt to reject the textile restraint
program as a whole.

In short, the potential consequences of the proposed

amendment are so far-reaching that they should deter supporters
of the amendment who also support the MFA program.

GATT Implications

A large number of the duty rates applicable to textile
items subject to the MFA and bilateral agreements were bound
in the Kennedy Round. These items are not identified individu-
ally here, because individual identification is not essential
to the basic conclusions.

The arbitrary change of the basis for identifying "cotton"
and "man-made" articles for the purpose of maintaining the
higher rate applicable to man-made articles very probably would,



if challenged, be construed as a "nullification or impairment”
o beneiits derived by trading partners from GATT trade agree—
ments. There are two principal ways of dealing with such an
issue under the GATT. '

First, it may be possible for the United States to re-
negotiate with trading partners the duty rates on textile items,
pursuant to Article XXVIII of the GATT. Such an action is in
the nature of an "amicable settlement®, but no doubt would
involve our granting compensatory concessions in return for
the tariff concessions effectively withdrawn from trading
partners.

Second, 1f there is no amicable settlement, other GATT
Contracting Parties may bring an action against the United
States under Article XXIII of the GATT. This probably would -
result in the formation of a panel, such as the cones formed
in the DISC, MIPs, and Non-Fat Dry Milk cases.

The usual test for determining whether a nullification
or impairment exists is to ask whethexr the action taken by a
Contracting Party defeats the reasonable expectations that
another contracting party had at the time a trade agreement
was entered into. It is reasonable to conclude that the
trading partners which entered into the Kennedy Round Protocol
had reasonable expectations that the "chief value" basis for
identifying cotton articles would not be changed, or more
specifically would not be changed for the particular purpose
of maintaining for most articles the hlgher rate of duty
applicable to man-made fibers.

Accordingly, the proposed amendment probably would not be
defensible if challenged under Axrticle XXIII of the GATT, and
may subject the United States to the requirement of compen-
sating affected trading partners or possibly suffering '
retaliation through the withdrawal by them of substantially
equivalent trade benefits.
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I. INTRODUCTION

At the request of several textile trade organizationms,
Senator Herman E. Talmadge, on September 22, 1976, introduced
an amendment to H.R. 2177 which, in effect, would change the
method of classifying imports of certain cotton and man-made
fiber blended articles for duty purposes. Whereas such
articles are presently dutiable at rates based on the fiber
component of chief value, the proposed legislation would
amend the Tariff Schedules of the United States (TSUS) as
follows:

"Notwithstanding any other provision of law, for

the purposes of the tariff schedules an article

to which this schedule applies, 90 percent or

more of the total fiber content of which consists,

by weight, of cotton and man-made fibers--

(a) Shall be treated as if it were in chief value

of cotton if 65 percent or more of the total fiber

content of the article consists, by weight, of

cotton (whether the article is in chief value of

cotton or not), and

(b) Shall be treated as if it were in chief value

of man-made fiber if less than 65 percent of the

total fiber content of the article consists, by

weight, of cotton (whether the article is in chief

value of man-made fiber or not)."

The rationale and the intent of the amendment were to
account for changes in the price relationship between cotton
and polyester since the time the establishment of the(TSUSV\
was being considered, in the late 1950's and early 1960's.

The price of polyester staple fiber was so much higher at

that time than the price of cotton that a blend of the two



fibers in an article would have had to contain only a
relatively small amount of polyester to make the article
dutiable at the man-made fiber rates. In most cases the
man-made fiber rates are higher than the rates applicéble
to articles in chief value of cotton. The increasing price
of cotton and the decreasing price of polyester fibers in
recent years have changed this relationship and have re-
sulted in the possibility of a smaller amount of cotton
being required in a blend to obtain the lower cotton rate
of duty. It is contended by Senator Talmadge that this was
contrary to the intent of Congress.

The Honorable Frederick B. Dent, the Special Trade
Representative, advised the Senate Finance Committee of
his concern that the amendment proposed by Senator Talmadge
could:

(1) 1Involve technical implementation problems and
result in violation of most U.S. bilateral
textile agreements, all of which depend for
their implementation on the tariff classifi-
cation of textile imports.

(2) Violate the rights under the General Agreement
on Tariffs and Trade of foreign suppliers of

textiles to the United States.



In a letter of September 29 to Ambassador Dent, Senator
Talmadge stated that he had withdrawn his amendment to per-
mit the government to study and evaluate his proposed
legislation and to report back to the Seffff,fjﬁfﬂfﬁijﬂzgl

mittee. The Senator asked for such a report "at the earliest

TTTT——

practicable date."



II. SUMMARY OF STUDY 4

The study is herewith submitted. 1Its principal findings

are:

(1) An analysis of the various fiber prices and
the types of blends being imported indicate
that the changes in fiber prices up to the
present time have had little effect on Customs'
classification of blends for duty purposes.

(2) Based on discussions with fiber economists and
such studies as are available, it does not
appear that cotton can command in the market
place for any extended period the premium
prices over man-made fiber which would require
large—scale‘change in classification practices
for blends. .

(3) Senator Talmadge's amendment, by changing the
classification of a substantial number of cot-~
ton and man-made fiber blended textile products,
would not only increase duties on these products
but would also result in some trade now classi-
fied in cotton categories of the bilateral
textile agreements being classified instead into
ﬁan—made fiber categories. This skewing of the
trade into man-made fiber categories could be

considered as violating many of the bilateral



(&)

(5)

(6)

agreements. It could lead to legitimate re-
quests by the bilateral partners to raise the
restraint levels of man-made fiber categories
and groups.

Although, on a theoretical basis, this problem
could be handled administratively, as a prac-
tical matter for textile import restraint
agreement purposes incorrect classifications

and statistics could not be avoided.

A large number of textile duty rates were bound
in the Kennedy Round and changes in classification
practices which changed some of these duty rates
would probably be construed as a nullification or
impairment of benefits derived from GATT Trade
Agreements. The United States would probably
have to negotiate compensation or face retailia-
tory action under GATT.

The study found that many of thé problems in-
herent in the classification system which would
be established by the amendment would be elimi-
nated if a chief-weight system were applied for
all textiles and apparel, that is, the blend

would be classified simply on the basis of which



fiber component was greatest by weight. The
study also indicated that such a system might
also have a substanfial number of other
accompanying benefits.

Recommendation

Any major changes in the present classification system
for textiles and apparel should be postponed until interested
agencies could review a detailed study which would be made by
the ITC, aided by other government agencies concerned, on the
consequences of a complete change to a chief-weight classifi-

cation concept for all textiles and apparel.



III. COTTON AND MAN-MADE FIBER MARKETS

Cotton's position in the world market for fibers has

- consistently declined as man-made noncellulosic fibers have
captured an ever increasing share. Cotton's share declined
from 62.3 percent of the total cotton, wool and man-made
fiber market in 1964 to 53.5 percent in 1975 while non-
cellulosic fiber increased its percentage from 9.9 percent
to 29.5 percent. The shares held by wool and cellulosic
man-made fibers also declined during this period.

Domestic Market

Mill consumption of noncellulosic fibers in the United
States has grown rapidly, increasing at the expense of
cotton, wool and cellulosic fibers. The following table
provides data on the changes in cotton and noncellulosic
man-made fiber market shares in the United States.

Cotton and Noncellulosic Fiber U.,S. Market

Shares, Selected Periods
(Percent of Fiber Market)

Noncellulosic
Period Cotton Fibers Other
1964 54.6 20.0 25.4
1968 43.4 35.3 21.3
1972 33.9 51.8 14.3
1973 30.1 57.4 12.5
1974 30.4 58.5 11.1
1975 29.2 61.8 9.0

SOURCE: Cotton and Wool Situation, USDA

’




Polyester staple has provided the most direct competi-
tion for cotton during the period under review. Cotton's
direct losses to polyester staple occurred primarily in
markets where durable-press blends replaced fabrics wholly
of cotton due to the easy-care properties of the blends
and to changed price relationships. |

Cotton's losses were especially heavy in the shirt,
blouse and nightwear markets, where 657 polyester/357
cotton blends substantially replaced 100 percent cotton
fabrics and in the work clothing and in the sheet and pillow-
case markets where 507 polyester/507 cotton blends have been
increasingly substituted. Cotton producers, through their
organization, Cotton Incorporated, have waged an extensive
campaign to improve cotton's performance by developing and
promoting blends which contain higher percentages of cotton
than those mentioned above. Several of the major manufac-
turers of apparel and sheets and pillowcases are cooperating
with Cotton Incorporated by producing and aggressively
merchandising the so-called reverse blends, in which cotton
predominates. Colton Incorporated believes that this pro-
gram can be successful if cotton supplies are adequate and

prices are competitive,



1/

There is little doubt that changed price  relation-
ships have contributed significantly to the shift in the
domestic markets from cotton to polyester staple. The fol-
lowing table indicates the ﬁrends in the U.S. market for
these two fibers:

U.S. Landed Mill Point Prices
~- Cents Per Pound -

Period Cotton 1/ Polyester 2/
1964 .35 99
1968 35 56
1972 37 35
1973 61 37
1974 62 | 46
1975 52 48
Sept. 1976 78 33

1/ M 1-1/16" at group B mill point, net weight.
2/ Average market price for 1.5 denier polyester staple
for cotton blending. ‘

SOURCE: Cotton and Wool Situation, USDA

It should be noted that the above prices for cotton are
based on spot prices and may or may not reflect actual mill
costs since substantial portions of the cotton requirements
were contracted for in advance at prices below the spot

prices at delivery date.

l/ Prices and values hereinafter discussed are in terms of
current dollars unless otherwise specified.
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The present spread between the price of cotton and that
of competing staple fiber, while characterized as abnormal,
is certainly not unique. 1In 1973, for example, the price of
cotton rose from 39¢ per poun& in January to 88¢ per pound
in September. The price of polyester staple, over the same
period, rose from 35¢ per pound to 37¢ per pound. On the
other hand, the price of cotton in 1974 decreased from 86¢
in January to 45¢ in December, while the price of polyester
rose from 38¢ to 50¢ per pound.

Cotton prices as reported on the spot markets for the
Fall of 1976 were unusually high in relation to those for
polyester staple but it is expected that cotton will be
more competitively priced in the future. One indication
of the probable decline in the price of cotton is a middle
of November report of the future's market which indicates
that December 1977 contracts are being quoted at discounts
of about 14 cents below the December 1976 contracts. This
would indicate a spot price level of about 63 cents per
pound for December 1977. Another indication of a possible
decline in cotton prices is a report published in mid-1976
for member governments by an international organization
which projected 1980 cotton prices at a level of 53.5 cents
per pound based on constant 1974 dollars, or about 64 cents

per pound based on 1976 dollars.



An internationally recognized consulting firm, under
contract to the same international organization, prepared
projections of polyester costs for certain countries.
This study, based on 1976 constant dollars, and assuming
$12 a barrel oil costs, indicated polyester staple costs
for 1980 of 60¢ per pound in Korea, 58¢ in Taiwan, 73¢ in
Japan and 74¢ in the United States; sales prices could be
expected to be higher. While there have been and may in
the future be periods when price relationships between
cotton and polyester staple are abnormal due to temporary
supply and demand situations, it is anticipated that the
price levels of these two major raw materials of the tex-
tile industry will not be far apart over any extended
period.

Foreign Market

Cotton has been more successful in retaining its share
of markets abroad than it has in the United States. Much of
the mill consumption of cotton abroad is in the developing
orvsocialist countries where cotton is grown and man-made
fiber production has lagged or is nonexistent. Also, the
trends toward blends have been behind those in the United
States because of consumer resistance and different price
relationships. The following table indicates the chénges
in market shares of cotton and noncellulosic fibers in

foreign areas:














































































































