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IMPORT PROBLEMS AND PUBLIC POLICIES:
THE US. TEXTILE INDUSTRY

I. INTRODUCTION

Increasingly, foreign products are displacing domestically
produced goods in the American marketplace. In recent years,
imports have captured a larger and larger share of the markets
for such products as textiles, automobiles, steel, and televisions;
in many cases, American firms seem to be rapidly losing their
ability to compete against foreign enterprise. Not so long ago,
American industry was the envy of the world -- the ingenuity,
"know-how," and efficiency of U.S. managers and their methods,
coupled with a commitment to research and development and a
skilled workforce had produced an economic engine that few nations
could even hope to emulate. Now, however, many sectors of the
nation's economy are on the defensive as they systematically lose
ground to lower priced goods produced by foreign manufacturers.

Since the time of Adam Smith more than two centuries ago,
economists have generally advocated free trade among nations.
Free trade, at least in theory, works to the advantage of both
producers and consumers in all nations because goods are produced
and sold at their lowest prices. Nations can exploit their
"comparative advantage" and employ their resources in the most
efficient production processes. For example, current technology
could undoubtedly make it feasible to grow domestically all of
the bananas consumed in the U.S., but it would be prohibitively
costly -- consumers would have to pay much more for domestic
bananas grown in an artificially created climate. It is cheaper
to import bananas from countries where the climate is ideal for
the cultivation of this fruit. Banana-producing countries, in
turn, import some goods from the U.S. Such trading patterns for
many agricultural commodities and manufactured goods have long
exlisted. In the U.S., few (i1if anv) resources have ever been
devoted to the commercial production of bananas, but vast domestic
resources have historically been devoted to the production of
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textiles, autos, steel, and other goods that are now being dis-
placed by foreign manufacturers.

wWhen an established industry is threatened by imports,
serious economic difficulties can result. At best, the growth
and expansion of U.S. industry is retarded; at worst, tens of
thousands of American jobs can be lost not only in the affected
industry, but also in other economic sectors that supply inputs
or use the outputs of the affected industry. Both white and
blue-collar jobs are lost when plants close because products are
being manufactured overseas. In the long run, the economic base
of the nation may deteriorate as basic industries that, in wartime,
play an important strategic role (steel, automobiles, and textiles)
lose productive capacity. To ease the economic dislocations
created by imports and to provide time for an adjustment to
changing economic conditions, constraints are often imposed on
the volume of imports. These constraints may be "voluntary,"
e.g., the import quotas negotiated with regard to automobile
imports between the U.S. and Japan, or binding, e.g., the Multi-
fiber Arrangment that limits the importation of textiles into the
U.S. and other developed countries. Without such constraints, it
is clear that the volume of imports would be much greater as
would the adverse economic effects that accompany the increasing
foreign penetration of domestic markets. Theoretically, there
are positive economic gains associated with free trade. But free
trade also involves the possibility of real economic losses and
adjustment costs in the short run as well as long-term problems
that could be associated with the decline in domestic capability
to produce if foreign firms became unreliable sources of supply,
e.g., in the event of war.

This study addresses two important guestions related to the
issue of the decline of U.S. industry as a result of increasing
foreign imports: Why have American firms been losing their
ability to compete with foreign firms? What are the policy
alternatives? The analysis focuses on the textile industry, but
the general findings are applicable to a number of industries
threatened by imports from abroad.



II. THE ECONOMIC SIGNIFICANCE OF THE U.S. TEXTILE INDUSTRY

Every individual is dependent upon the textile industry,
because some of its principal end products are among the three
essentials for human survival: food, clothing, and shelter.
Thus, throughout history, all civilizations have developed, in
one form or another, a means of fulfilling the functions of the
modern textile industry. Textile products are used by consumers
for a wide variety of purposes in the home and in recreation;
other consumer uses, such as cord for automobile tires, are less
apparent. The industrial and military demands for the industry's
output are equally wide ranging, because textiles are used for
such items as conveyor belts, hoses, and environmental pollution
control equipment. The average American now consumes almost 60
pounds of products from the textile industry each year, more than
twice the per capita rate of consumption in other developed
nations and several multiples of the per capita usage in less
developed nations of the world. 1In thus clothing the nation's
citizens, providing a wide array of products to maintain a high
standard of living, and contributing to the industrial and defense
needs of the nation, the role of the textile industry is critical
to the nation's well-being. It is also important to note the
recent, rapid growth of the consumption of textiles =- in the two
decades between 1960 and 1979, per capita consumption rose by
about 55 percent. Most of this increase occurred during the
1960s. Thus, improved living standards have resulted in a growing
dependency on textile products.

Because the products of the textile industry are of such
critical importance, the industry plays a major role in the
nation's economy. One indicator of the size and significance of
the textile complex is the level of employment or the number of
jobs which depend upon its output. Table II-1 shows that about
two and two-thirds million workers earn incomes from the production
of textiles, apparel, and textile machinery. The manufacture of
apparel (1.3 million workers) and textile mill products (884
thousand workers) account for more than 82 percent of the total,
while the fiber component employs 16 percent and textile machinery
only one percent of all textile workers. Textile mill products
and apparel producers are considered manufacturing firms by the
U.S. Department of Commerce. In 1979, the 2.2 million workers in
these two segments of the textile industry accounted for 10.5
percent of all manufacturing jobs in the U.S. economy -- one of
every nine workers in American manufacturing. Obviously, the
industry is large not only in absolute terms, but also in relative
terms. !

A widely accepted notion that the textile industry is located
almost exclusively in the industrial northeast and the south
might suggest that any economic dislocations resulting from a
decline in the industry or any economic benefits attributable to
expansion would be confined to these two regions of the country.
The data in Table II-1, however, clearly reveal that the industry
is more widely dispersed geographically. It is true that almost



two-thirds of total industry employment is located in nine states
(Alabama, California, Georgia, New York, North Carolina, Pennsyl-
vania, South Carolina, Tennessee, and Texas), and all but one of
these states (California) i1s in the northeastern or southern
regions of the U.S. But fiber, either man-made or natural, is
.produced in forty-five states, apparel is made in forty-four
states, and textile mill products are manufactured in thirty-six
states. There is also considerable diversity in the employment
locations of particular segments of the industry. For example,
whereas North Carolina, South Carolina, and Georgia are the three
states with the greatest numbers of employees in the textile mill
products category, New York, Pennsylvania, and California are the
three states with the greatest number of workers in the apparel
category. The regional economic impact of changes in the indus-
try's fortunes would then depend to some degree on the particular
industry segment in which the changes occurred.

A broader, and more appropriate, perspective on the absolute
and relative size of the textile complex and its geographical
distribution can be gained by recognizing that this industry doces
not exist in isolation, but is closely tied to other segments of
the economy. For economic purposes, the "boundaries" of this or
any other industry are rather difficult to define, even though
the basic processes of the textile industry itself are relatively
straightforward: Put simply, fiber (man-made or natural) is made
into yarn which, in turn, is woven into the fabrics for apparel
and other products for consumer, government, and industrial use.
This manufacturing chain represents only the '"primary" segment of
the industry. Each of these primary producers, however, buys a
whole range of products and services from other firms, e.g.,
cotton from cotton farmers. Cottorn farmers must purchase seeds,
pesticides, fertilizers, and machinery in order to produce cotton
so that all these other sectors of the economy, at least in part,
also depend upon the textile industry. Thus, an accurate assess-
ment of the economic significance of the textile complex must
take into account the firms and workers in these other sectors --
the '"secondary" output and employment produced by the textile
industry.

Estimates of the employment and output generated in other
sectors of the economy by activity in the fiber/textile/apparel
complex can be obtained from "input-output" tables developed by
the U.S. government. These tables contain information on the
economic links between the various sectors of the economy and can
be used to determine the output generated in one sector by the
output produced in another.. Distinctions have been drawn between
commodity or raw material inputs and capital goods such as machi-
nery and equipment. The total employment and output generated in
sectors outside the fiber/textile/apparel complex, therefore,
consists of the sum of the employment and output generated in the
production of both commodity inputs and capital goods. The
detailed estimates are presented in Appendix Tables II-A, II-B,
II-C, and II-D.



Table II-1
Employment in the Textile Industry by Industry Segment!
and by State, 1977-1980

Fiber Production

Textile Mill , Textile Total
State Products Apparel Man-made Cotton Wool Machinery Employment
Alabama 44,200 52,800 7,358 104,358
Alaska 20 20
Arizona 5,700 16,545 400 22,645
Arkansas 4,400 13,900 15,614 33,914
California 16,000 111,900 44,776 5,400 178,076
Colorado 3,900 2,600 6,500
Connecticut 9,200 11,500 310 300 215310
Delaware 700 1,400 2,100
Florida 4,800 34,700 39,500_
Georgia 122,900 74,700 3,159 1,300 202,059
Hawaii 3,300 3,300
Idaho ' 2,000 2,000
Illinois 2,800 22,500 6,800 D2 32,100
Indiana 800 12,500 4,400 17,700
Iowa 1,200 4,200 11,500 16,900
Kansas 3,700 2,200 5,900
Kentucky 6,800 27,200 700 D2 34,700
Louisiana 2,500 10,900 9,533 700 23,633
Maine 8,900 4,400 i 590 13,890
Maryland 1,000 16,300 770 18,070
Massachusetts 27,200 41,100 480 3,200 71,980
Michigan 2,500 25,400 2,700 30,600

Minnesota 2,500 5,800 7,900 16,200



Table II-1 (continued)

Fiber Production

Textile Mill Textile Total
State Products Apparel Man-made Cotton Wool Machinery Employment
Mississippi 6,300 40{600 28,115 75,015
Missouri 600 29,900 4,540 3,000 _ 38,040
Montana 2,200 2,200
Nebraska 2,300 3,000 5,300
Nevada 300 300
New Hampshire 5,300 2,800 410 500 9,010
New Jersey 21,700 57,300 700 700 80,400
New Mexico 3,800 4,021 1,400 9,221
New York 37,300 180,900 2,200 1,300 221,700
North Carolina 255,900 88,800 15,800 1,890 400 5,800 368,590
North Dakota + 1,900 1,900
Ohio | 5,900 18,700 8,000 D? 32,600
Oklahoma 1,900 11,700 8,018 2,100 23,718
Oregon 2,100 3,600 4,800 10,500
Pennsylvania 48,400 128,800 ' 4,700 1,400 183,300
Rhode Island 12,500 3,600 1,500 17,600
South Carolina 142,400 47,800 18,400 2,688 D2 211,288
South Dakota 1,100 5,600 6,700
Tennessee 27,200 69,300 450 éOO 104,505
Texas 6,000 75,000 76,303 9,000 166,303
Utah 7,000 2,400 9,400
Vermont 600 1,700 500 2,800
Virginia 44,600 34,700 14,800 2,800 96,900

Washington 1,000 7,200 2,000 10,200



Table II-1 (continued)

Fiber Production

Textile Mill Textile Total
State Products Apparel Man-made Cotton Wool Machinery Employment
West Virginia 700 | 5,200 3,400 9,300
Wisconsin 5,300 6,500 3,600 15,400
Wyoming 1,200 1,200
Not Reported
by State 40,900 158 6,000 9,100 56,158

Total 844,100 1,316,100 89,900 229,473 121,530 25,900 2,667,003

TData above are based on latest available statistics for years 1977 through 1980.
2Data withheld to avoid disclosing figures for individual companies.

Source: American Textile Manufacturers Institute

In Table 1II-2, the total employment generated in other
sectors of the economy by the output in 1980 from the fiber/
textile/apparel industry is given by major industrial sector
disaggregated by selected components of the textile complex that
were required to support the output of fiber, textile products,
and apparel. The manufacturing and services sectors were the
primary beneficiaries in terms of employment, accounting for
about 55 percent of the total employment generated. The apparel
component of the textile industry requires the greatest amount of
employment in other sectors of the economy: 490.6 of the 925.5
thousand jobs created or 53 percent.

Appendix Table II-B summarizes the value of output in 1980
generated in industrial sectors other than in the textile complex
by the 1980 output of textiles and related products. The total
output of the fiber/textile/apparel groups listed in the table
was approximately $102.3 billion and, of this, apparel alone
accounted for $60.8 billion or 59 percent. The output requirements
of industrial sectors other than textiles in 1980 that are attri-
butable to textile output amounted to $43.5 billion, of which
apparel production was responsible for $22 billion, or 50.6
percent. Along with the fact that the apparel segment is respons-
ible for nearly half of the employment in the fiber/textile/apparel
industry itself (see Table II-1), this clearly indicates that the
apparel component of the industry is the most important in terms
of economic significance as measured by both primary and secondary
output and employment.
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It is shown in Appendix Table II-C that fibers, textile
products, and apparel acquired in excess of $2 billion of new
capital goods in 1972 and that the production of these capital
goods sustained more than 111 thousand jobs in a variety of
industries. The industries that depended upon the fiber/textile/
apparel complex also required capital goods for their production.
As reported in Table II-3, the production of capital for industries
dependent upon the textile complex generated an additional 16. 9
thousand jobs in 1972. Table II-3 also indicates that the total
secondary employment associated with fiber, textile, and apparel
production in 1972 was approximately one million jobs. Thus,
when the linkage between the textile complex and other sectors of
the economy is taken into account, it is apparent that the economic
dimensions of the textile industry are much broader than is
indicated by employment and output data for fiber, textile products,
and apparel alone, because at least one million additional jobs
in other sectors depend upon the output of the textile complex,
bringing the total to at least 3.6 million jobs generated by the
textile industry. The dominant apparel component supported at
least 1.8 million of these primary and secondary jobs throughout
the economy. The conclusion to be drawn from such analysis is
straightforward: economic growth or decline of the domestic
producers in the fiber/textile/apparel complex, especially .in the
apparel segment, will affect employment and output throughout the
economy .

One further point regarding employment in the -textile indus-
try should be emphasized: the industry provides tens of thousands
of jobs for individuals with few skills and limited alternative
employment opportunities. According to the U.S. Department of
Labor, 78 percent of apparel workers and 67 percent of textile
workers are only semiskilled. By comparison, only 44 percent of
jobs in the entire manufacturing sector are available to semi-
skilled workers. The complex also employs large proportions of
female and minority workers. In apparel, 81 percent of the
production workers are female; in textiles the comparable figure
is about 47 percent, while less than a third of the manufacturing
jobs throughout the economy as a whole are held by women. Minoxity
employment in the industry is also very high; fully 28 percent of
textile workers are members of minority groups, compared to 18
percent in the entire manufacturing sector. The educational
level of textile workers is also relatively low, for more than
one-quarter of the production workers have eight years of education
or less.

The location of production facilities in the rural southeast
and in urban centers in the northeast can be attributed in part
to the size of the labor supply required by the industry. Alter-
native employment opportunities for low-skilled workers, particu-
larly in urban areas, are very limited, especially for minorities

and females. The unemployment rate among urban minority teenagers,
for example, has approached or even exceeded 50 percent in recent
years. In rural areas, many female workers are second income

earners 1in the family who would find it difficult to migrate
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Table II-3
Total Employment Requirements Generated by Output of Fiber/Textile/Apparel
Products Outside of the Fiber/Textile/Apparel Complex and Employment
'Requirements Related to Capital Goods Used by the Fiber/Textile/
Apparel Industrial Complex, 1972

Fiber/Textile/Apprel
Industrial Complex

Employment Required Outside
The Fiber/Textile/Apparel
Industrial Complex By )
Demand for Products 888,535

Employment Required For
New Capital Goods Used
By The Fiber/Textile/
Apparel Industrial
Complex 111,097

Employment Required For New
Capital Goods Used By The
Industries Most Dependent
On the Fiber/Textile/
Appparel Industrial Complex! - 16,872

Total Employment Required -
in 1972 1,016,504

l¥or those new Capital Goods which the total value of use attributable to
supplying the Fiber/Textile Apparel Industrial Complex was $10 million or
more.

Source: Economic Consulting Services, Inc., "The Dependency of the United
States Economy on the Fiber/Textile/Apparel Industrial Complex,"
(Washington, D.C., 1981), Table 7. These estimates were derived from
U.S. Department of Labor, Bureau of Labor Statistics, Time-series data
for input-output industries =-- output, price, and employment, unpub-
lished; U.S. Department of Labor, Bureau of Labor Statistics, 1972
Employment Requirement Table, unpublished; U.S. Department of Commerce,
Bureau of Economic Analysis, The Detailed Input-Output Structure of
the U.S. Economy: 1972, Volume I, 1979; U.S. Department of Commerce,
Bureau of Economic Analysis, New Structures and Equipment by Using
Industries, 1972: Detailed Estimates and Methodology, September
1980.

elsewhere to seek alternative employment. Because of these
characteristics of its workforce, a growing textile industry
offers job opportunities to workers who would have difficulty
obtaining employment in other industries; and if the number of
textile jobs were reduced, the workers thus displaced would have
few alternatives in finding work. Thus, the fiber/textile/apparel
complex is of great economic significance not only because of the
total number of jobs it creates, but because of the employment it
offers tens of thousands of low-skilled workers, in particular
minorities and females.



11

086 YT A 9%1°‘T 760°8 1% ‘1 L6 v6¢°1 %26 preoqradeg
899°0¢ 68 €28°¢ 8196 9.9°1 1112 6861 9671 s1onpoig 1adeg

7GS0°91 L9 182°C €Ev8L 696 VTaAR| €21°C SvS1 uoT12NI3SU0)
x1teday R adurUIIUTIERY
€809 £y 768 S6LC ¥6€ 206 v6. €99 3uTUTl 1e0)

06902 L A/ 1M 9ZL‘6 811 069 €56t VI ARS $921A195 AI9ys1y
. R A13ssi1oj ‘TeamInotasdy
SSE09 L 990‘6 965¢/¢ 88C‘¢ 78S°1 e A 6L0°1T u0130)
90%‘9 € 7901 110°€ 081 190°1 6SS 0€S ND01SIATT R Ss[ewruy Jeay

xa1dwo]) [eragsnpuj

1eaeddy/ar13Ixal/1aq1g

9yl opIsing sSataisnpuj
sqof Jo Iaqumpy puewa(y o3eIpawiaju] Aq
paxtnboy sem juswhoyduy
USTYM UT S3TIISTPU]
GLL9S 911 19L°L 86¢C ‘C€ GE9°C S60°‘€ €90°9 L08°Y z(sXe1rop uvotTTtTu)
1onpoxd Ag ‘sionpoag
: 19x1eddy/a1T3axX9]/39q1g
I03 puewsq 1e310] 0861

Telo] SI9qt g *d"9'u 1°3eddy Spooy *2'3°u STITH STTTIH peai1y]
2139Y3juhs sionpoag ITUY ¥ s3dnpoayd Sutaaaon ] uxeg
STTIX3] Lxatsoy TTIH To0Tq ‘o1aqeq
paledTiqey 9TTIX9]

:s3onpoxag faxeddy/o113Ix3]/I19qTg

V-11I 919e]l x1puaddy

A13snpuy Aq xotdwo) Teraasnpuy 1oaeddy/atTaX9]/319q1g
9Y3} 3O 9pTSINQ SITIAISNpU] woiy s1donpord [areddy/a711Xa[/13q1  JO
1Indang 0861 Aq poleaausn saTaysnpu] [y UT sjuswaxrnbay Juawlordwy Tero]



12

68%°LC g €92y 19691 09€°‘1 Se8°1 S00°T 0ey ‘1
97€ ‘81 8¢ 19L°C 29L6 796 0021 9012 L6%1
A/TANAL Ge 1022 y19°01 €18 6€8 8€9°1 011
60T ‘9¢ G8 LISy 62€ ‘1T 069°1 61 £L66°€ 06S°T
681 °8€ET 0L1 96581 9L%°8L €Tl 980°L JAL A 129°6
08L°‘6€ 8L %99 L€T°0T LLi'e 1ev‘e 80C°S 800°¢€
omo.w 6 LT11 VAT 8SYy 989 611 LEY
08L°€T 19 180°‘¢ €€T‘9 898 €1 9%6°‘1 0L€°T
689°CT L L09°1 689°61 06€ 1€ 79Y 161
67791 LS €LTY 080°9 ¥20°‘1 072t 681 €00°T
€681 1T Loyl 7919 799 098°1 £S6°9 Al
¥1L°9 9% LS6 991°¢ A 021°1 (661 909G
97€‘9¢ 743 LLL*Y %66 Y1 z€s‘e 9v8°¢ €€G6‘G 0TE‘Y
Geg et ST 1981 1199 (421 1011 0181 6.9
T1e10]L s13qTg | *2°9°u 12xeddy spoon *2°9ru STTITH STTIIH pe=21y]
2T13Yyruhg s3donpoid JIUy ] S3Id2Npoid 3utaaa0) R uxeg
9TT1X9], Lx91soy TTTH To01q ‘otaqeq
pajedtaqeyq » ITTIXI]

:syonpoiad [oaeddy/aftraxal/i9qrg

(panutiquod) y-I1 21qe] Xipuaddy

sa2e[d BuidpoT X S{al1ol
27e1859 Hmmm

Jutyueg

sadeg 3uryurag R 3Jutrieqy
opex] 27eS310UM
uot1lelaodsuea] Ronij,

sasng
A31123133Uu] ® 3Tsuea] [edo]

votielxodsuea] peolaftrey
*2°9°u ‘s30npolg pIINIdeRINUBK
s1onpoid d211sefd

saqn] R§ S9IL]
3daoxa ‘sjonpoxg aaqqny

13qqny
DTI39YIUAg X sSTetTaalel dIIseld

sTed1way) o>t1uedig
» otuedaou] [erIlIsSnpuf

*2r9ru ‘Burysrtiqng ® Suriutayg



. s,xa1dwod ay3l jo asn Iy sopnyour x3a7dwod TeIAISNPUI 9Y] JO IPISINO PURWSP IJBIPSWIIJU]

18

"6L61 ‘I awnjop ‘gre :Awouody -g°[) 9yl Fo ainidoniig nding
-anduy pafie3aq ayj ‘sTsA{euy d>Twouody Jo neaing ¢IdI12WWO] O juaunxedaq

"S'n ‘peystiqudun ‘juswhoidws pue “351ad “Indano - sdTazsmpur indino-jndut 1oy ejep S9TI9S-auWI]
‘soT1sT1e1§ J10qeT Jo neaing ‘xoqe] yo juawiriedaq g

‘paysirqndun ‘siqe] sjuswsatnbay juswloydwy 6/61 ST4 ‘s2131s131e315 JoqeT Jo neaing ‘xoqe] Jo juswiiedaq
eWIlS? 9yl ¢ 219el ‘(1861 ¢ 2°a ‘uolrdutysep) ,xo7dwo) Terxisnpuy Taieddy
/P1T1IX9]/19qTd 9yl uo Awouody $331e1§ pIlrtug 9yl jo Aouspuadsq ayyg, ©-ouf ¢S321TAX9G BUTI[ASUO) DTWOUOIY :93IIANOY

‘Sl WOIJ PIATIIP 2I9M $37

"paxtubax sem sae[(op z/6T UT puewsap Jo uor[ltw g x3d qof T ueya ss3| yorys X0J’ S9TIISNPUT SIPNTIU],
pe1l) S3S0D UOTINQIIISTP IPNTIUL Jou op sjunowy -sadtad s,19onpoad ur puewaq 0861,
"1onpoxad 9yl jo puewsp [eury 1oJ ueyl isyjo sasodind 103 xa1dwod ay3 IprSINO sotaasnput Aq siyonpoxd

*(s31s00 y3raa3 1o suidiew 3

"s9seyoand jusawuianold [esof

pue 931e3S ‘[eIopoay pue ‘Spei] 19U ‘JUSWISIAUL PIXTJ O11sawop 93eatad ssoid ‘ssanytpuadxs uoridumsuod [euosiad
SOpUIOUT pUERWIp TEUTJ -UWNTOD Yded JO pE3Y SY) Ie pIWeu SITITPoumod syl Jo ndino Jo sumfoa Ie[rop 0861 U3 xa1d
9ST 3]eTPIWISIUT puUe PUBWSP TEUTJ 03 IJAT[IP 01 IIPI0 UL Mol 9yl jo JurtuuiSaq ayy
A13109a1put pue A110911p paitnbax juswkopdws oy oaae sjuswaitnbay juswhoyduy 18301,

-Wwo) TeTIIlsnpu] 3yl Jo IPIsSINo
1€ pSwed SITIISNPUT IY} UT

€75°GC6 181°¢ L10°CZET £€19°06% 009 ‘6Y 7H¢ 19 09€°‘ETT 8vc 9/
cLe‘zle L69 LyLP0Y 1€L°Tr1 199°9T  £68°61 AYREA3 £88°0¢
€70°61 SS €9%°¢ 9¢G°01 0€6 %90°T 600°‘C 986°1
8T1L‘Y9 €et 16%°L 718°8¢ 9G1°‘¢ 656°C 89¢€ ‘L 66L°Y
S81°¢CT L1 6£6°1 €9S°‘9 LTS 68€°T £60°‘T1 LS9
Teao] sSIaqT g ‘29t u 191eddy spoon 0t9Cu STTIN SITTIH peaxyy],
J2T119Y3uhkg s31ONpoig ATUy ® s3dnpoiyg 3uti9a0) R uieyx
9TTIXIY Axatsoy TTTH To014 ‘otaqey
pa3ledTaqey ITIIXI],

:s30npoxg (oxeddy/a111%Xa]/19q1]

(ponutluod) y-11 21qe] xXipuaddy

xa1dwo) feraisnpuy
IpIsang [e1lo0],

12430
"D 3°'u ‘S3a3TAIDG [RUOLISSIFOIA]
"279'u ‘sS3IIAXDG ssaursng

S321TAX95 Ateday R Teuosiayg



106 € L€T
€8Y "3au €y
808 S (YA
199°¢ Vi 10S
08% 1 Va4
SLO0°T T 791
16S°T 9 60¢€
943 € A
86¢ A 6€
<H
—
rASY “3au vas
€18°1 *3au 68¢
SH9$ 3au T11$
1onpoag [aieddy saaqryg ‘d°3°'u
/21T11X9L/I19q1d O1313YuAg sIdnpoiayg
I03J puewa( ITTIXI]
Aq psieaauay poledtiqeq

sjuawairnbay
andang 1e10]

92¢ Ly vzl 001 v9
G91 ST A4S %91 v2
g €e LET 981 42
0L%‘1 91¢ S6€ 0%S 11S
e v2 Ty ‘L9 o€
SIS L8 zL 86 6L
LTl ort A 641 811
v0Y €Y 99 601 96
911 vl A4 43 ¢e
81 L1 Al Y 69
VT4 S8 6% 0€2 96€
%6¢$ G1$ 801$ G6$ 79$
19xeddy Spoo9n ‘3°92°u STITH STTIH pPe2ayj]
JTuy % sS3IdNpoxd 8utisao) Ry uieyx
Axatsoy TTTH Io01q ‘otaqeq

ITTIXIL

(sieTiop 3Jo suorTITw)
Axysnpuy Aq ‘x91dwo) jetraisnpuy [areddy/a7TIX9L/I2qTf 9yl JO IpIsing

S9TI1sSNpu] woxy sidonpoig [oieddy/s11IX3]/I9qL]

s3onpoig 2TISeTd

saqny, § S9IAL]
1daoxa ‘sionpoxag aaqqny

1aqqny
DT19YIUAG ® STEBIAIIRY 2TI1seTd

sTed>Tway) o>tuedig
Ry dTIue3dIou] ‘[EIIISNPU]

"5°9°u ‘BurysTiqug R IuUTIUTIJ
paeoqaadeg
s3onpoxg iaadeg

UOTIDINIISUO)
ateday R 9ourUlIUIE|

3uTuty TEO)

$321A19G AIaYysij
] Ai3saiog ‘Teanyynoraldy

101309

}O01S9ATT § STeWIUy B3|

Jo 1ndang 0Q6T Aq P31eI2UIY SITIISUpU] [V WOIJ amucwsmuﬂ:@wm andaing [elo]
g-11 219el xtpuaddy



€L2°20T$ 121$ VAR A §S G9L09% 9L9%$ 1LEyS 81E‘11$ vi8°L$
00S°€y$ cT1s 60L°9$ S€0‘czs  880°7S  9sees 08l WS oﬂi.qw
v€50T 6y TAANS %6L°01 696 01G‘T GS6°1 1€0°C
099 z 26 1€ 8¢ 6€ 0L 8S
198°1 € 972 860°T LL L3 L0T €91
952 "3oau ey 9€1 6 0€ i 91
8LT "3au oY S91 A 61 02 LT
609°‘C S 1% 09€°1 911 SL1 16¢ 162
" L6S 1 08 79€ 1Z4 0€ SS Sy
- GE9 1 ¥8 89¢€ SC Ge 89 S
VSRR | % I'EG GL9 €9 43 A 1zt
(454 "3su  gg 621 1T 0¢ T Gl
6%9 € 201 182 e €9 68 9L
958 "3au %9 044 €1 €1 L1 6
s3onpoad 1aiaeddy saaqry ‘DT9u 12aeddy spoon *o2'9°u STITIH SITIW peaayy
/2TT3IX9]/313q1] 3119Yluhkg sSIdNPOoXJ 1TW} R s3onpoxd 3utaaao) R uiex
I0J puewa(g ITTIXI], Lxotsoy TITIKH 100714 ‘otIqey
£q pojeasuan poaledrtiqej] 91TIIXI]

sjusuwaatnbay
andang 1e30],

(penutiuod) g-11 219el xTpuaddy

ko1dwo) 1er1aasnpuj
121eddy/a113Ix9] /319914
3y} UIY3ITM SoIXISNpU]

xo7dwoy ferxIsSnpu] 3yl
apTsing siuawaiinbay Tejog

z12u30

*2°3°u ‘sS921A13G [BUOISS3JO1g
"33 'u ‘SII3TAIIG SSIUISHY
S921A195 ITeday X TEBUOSIAIJ
saoe1d BuidpoT R mawuwm
931e1sq - Teay

3uiyueg

sade]d 3urtqjurig R Suriey
uorlejlxodsuex] yoniy

sasng
A1T0193u] R 1TISuei] [ed0]

uotlelrodsuel] proITIRY

*2°9°u ‘s3onpoiag poInldejnuey



16

“6L61 ‘I Qumiop ‘z/6T :Awouody -§°Q 94yl Jo 2anldnilg 3nding

-andu] pafrelag 9yl ‘SsIsAfeuy OTwWouody Jo nealang ‘Idiswwo) Jo usawiaeda(

‘g 'n ‘paysitqudun ‘7761 siuswaitnbay fejo] I1oj sonfep ‘SOT1SIJelg Ioqe] Jo neaing ‘ioqe] jo juswiiedag

‘s n ‘paystigndun ‘quowfordws pue ‘sorad “andino -- sorxaisnputl Indino-indur I0J elEp SITIAIS-JUWI],

s011ST1B1S a0oqeT Jo neaang ‘aoqe] jo juswilaeda(

“S°[ WOIJ PIATIIP 9I9M S91ewTIS?d Isay] g 219el ‘(I861 ‘D g ‘uoidutiysem) ,xa7dwo) feraasnpuy [aieddy
/21T11X3],/13qT ] 24yl uo Awouodjy $31e]1g paltupn 9yl Jo Aduspuadag 9y, °-dul ‘s9d0Talag FUTI[NSUO) DTWOUODY :321IN0G

"€ pue 7 ‘1 s9[qe] Jo #o1 ,I3Yy3Q, Yl UT PIPUTOUT SITAISNPUT IS0Yl SIPNIIU],

‘uwnyod 3yl JO peay 2yl Je paweu LAJTpownwod 3yl JO puews( SILIPSWIIIU] pue Jeulj ol AISAT[Ip Jo aujea

IeTOpP 0861 2Yy3 103 mox a9yl jo Suruuidaq 2yl e paweu L13snput 9yl woxy ‘A[1091Tput pue A[32311p ‘pairnbaxr 3jndino
9y1 sjuasaadax Axjus yoeg - (s3Isod 1y319ay pue surSiew Speal) SISO UOIINGIAISIP SIPNIIXE ~SIITIJ ,$13dNpoid,

‘UOTTTTIW T4 ueyl SS9 I19M sjuswaxrInbax Tejo] -a7qidri8su = -3su
‘POTITISSE]D 9I9YMIST3 30U = *3°3°U

(psnutiuod) g-I1I 21qe] xTpuaddy



17

Appendix Table II-C
Employment Requirements Generated by the Use of Selected!
New Capital Goods by the Fiber/Textile/Apparel Complex, 1972

Industry Value of Capital Used Employment
($ millions) Requirements
Furniture & Fixtures, except Household 8 33.9 2,571
Fabricated Structural Metal Products 25.1 1,718
Fabricated Metal Products, n.e.c. 21.7 1,368
Material Handling Equipment 57.2 3,640
Special Industry Machinery 950.8 56,650
General Industry Machinery 56:.1 3,492
Computer & Peripherals 55.0 3,836
Typewriters & Other Office Equipment 13", 1. 850
Service Industry Machines 20.5 I, 127
Electric Transmission Equipment 22.5 1,553
Electrical Industrial Apparatus | 31.2 2,128
Household Appliances 74 .4 4,688
Motor Vehicles 114.0 6,067
Scientific & Controlling Instruments 21.8 1,639
Photographic Equipment & Supplies 21.3 962
Wholesale Trade 77.9 4,494
Retail Trade 18.8 1,935
New Construction 410.3 12,379
Total for Fiber/Textile/Apparel $2,025.6 111,097

!Includes only those new commodities for which the Industrial Complex's use

was valued at $10 million or above in 1972. The value contributed by the
Synthetic Fiber industry was estimated by assuming that the Synthetic Fiber
industry's use of capital goods correlated with its share of the Total Commodity
Output for the Plastics and Synthetic Materials Sector. Capital Goods are
valued at the site of production (producer's value) and exclude transportation
and handling charges.



Source:
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Appendix Table II-C (continued)

Economic Consulting Services, Inc., '"The Dependency of the United
States Economy on the Fiber/Textile/Apparel Industrial Complex"
(Washington, D.C., 1981), Table 6. These estimates were derived from
U.S. Department of Commerce, Bureau of Economic Analysis, New Struc-
tures and Equipment by Using Industries, 1972: Detailed Estimates and
Methodolgy, September 1980; U.S. Department of Labor, Bureau of Labor
Statistics, 1972 Employment Requirements Table, unpublished; U.S.
Department of Labor, Bureau of Labor Statistics, Time-series data for
input-output industries -- output, price, and employment, unpublished.

Appendix Table II-D
Value of New Capital Goods Used by the Fiber/Textile/Apparel
Industrial Complex, Actual for 1972 and Estimated for
1980 in Current 1980 Dollars and Constant 1972 Dollars

1972 1980E!? 1980E2
(8§ million) ($ million) (1972 $ million)

Furniture & Fixtures 339 59.: % 30| .1
Fabricated Structural

Metal Products 25.1 43.8 19.9
Fabricated Metal

Products n.e.c. 21.7 37.8. 18.3
Material Handling

Equipment 57 52 99.8 48.9
Special Industry

Machinery 950.8 1,658.2 734.7
General Industry

Machinery 56.1 97.8 45.6
Computers & Peripherals 55.0 95.9 103.9
Typewriters & Other

Office Equipment 131, 22.8 15.0
Service Industry

Machinery 20.5 35.8 21.8
Electric Transmission

Equipment 2255 39,2 21.9
Electrical Industrial

Apparatus 31.2 54.4 26.2
Household Appliances 74.4 129.8 80.7
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Appendix Table II-D (continued)

1972 1980E!? 1980E2
($ million) ($ million) (1972 $ million)
Motor Vehicles 114.0 198.8 110.0
Scientific & Controlling

Instruments 21.8 38.0 18.0
Photographic Equipment '

& Supplies 21.3 37.1 19.9
Wholesale Trade 77.9 135.9 74.6
Retail Trade,

except Eating &

Drinking Places 18.8 35.2 19.8
New Comstruction 410.3 715.6 323.9
Total 2,025.6 3,535.0 1,733.2
Other? 52.3 91.2 42.6
Grand Total 2,077.9 3,626.2 1,775.8
Total Employment

Required to Deliver

Capital Goods to

the Fiber/Textile/

Apparel Industrial

Complex? 111,097

E = estimated
n.e.c. = not elsewhere classified.

!Estimated by assuming the compound growth rate of the value of capital goods
used by the industrial complex was 7.2 percent per annum. This compound growth
rate is that which was calculated for the business expenditures for new plant
and equipment of the textile industry between 1972 and 1980 as they appear in the
1978 and 1980 issues of the Statistical Abstact of the United States.

2The estimated 1980 values of the use of new capital goods in current dollars
were deflated for each commodity by the output deflator of the relevant pro-
ducing industries as they appear in U.S. Department of Labor, Time-series data
for input-output industries =-- output, price, and employment, October 6, 1981
(unpublished). The "other" category was deflated by the output deflator for
all manufacturing.

3Includes those commodities for which the value of use was less than $10 million
in 1972.

YEstimated for those commodities which had a total value of use of at least
$10 million in 1972.

Source: U.S. Department of Commerce, Statistical Abstract of the United States,
Bureau of the Census, 1980, 1978; U.S. Department of Commerce, New Struc-
tures and Equipment by Using Industries, 1972: Detailed Estimates and
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Appendix Table II-D (continued)

Methodology, Bureau of Economic Analysis, September 1980; U.S. Depart-
ment of Labor, Time-series data for input-output industries =-- output,
price, and employment, Bureau of Labor Statistics, October 6, 1981,
unpublished; U.S. Department of Labor, 1979 Employment Requirements
Table, Bureau of Labor Statistics, 1979, unpublished; U.S. Department
of Labor, 1972 Employment Requirements Table, Bureau of Labor Statis-
tics, 1972, unpublished.
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ITII. THE ECONOMIC PERFORMANCE OF THE TEXTILE INDUSTRY

Given the significance of the textile industry in the nation's
econony in terms of both employment and output, it is important
to assess its performance over time. A healthy and expanding
textile industry implies high employment for all low-skilled
workers, especially females and minorities and, because of its
economic linkage with other geconomic sectors from which it obtains
inputs and supplies outputs, it would also produce employment
opportunities in other industries throughout the U.S. Because of
the wide diversity of the products of the textile complex, it 1is
all but impossible to analyze the industry's components in any
detail. For the sake of simplicity and because of the restrictions
imposed by data limitations, the discussion will focus broadly on
the apparel and textile products components of the fiber/textile/
apparel complex.

The Consumption of Textiles

As in any industry, the economic fortunes of the textile
industry are determined basically by the demand for products by
consumers, including industrial and public sector users. The’
difficulties encountered in the measurement of consumption over
time are numerous: changes in definitions of products that are
included in various indexes, changes in product mix, price changes
which are difficult to measure, and the problems inherent in the
construction of index numbers. One measure of demand is in total
pounds of product consumed. Annual data on total consumption of
all textiles, apparel products, and non-apparel products are
displayed for the years 1969 through 1979 in Table III-1. As is
apparent from this table, the consumption of textiles in the form
of apparel rose steadily between 1969 and 1973, at least as
measured in pounds. After a reduction in consumption between
1973 and 1975, growth resumed through 1977. In 1978, physical
consumption of apparel stood at about the same level as in 1973.

A second decline occurred after 1977. With regard to non-apparel
products, which include home textiles, e.g., linens and carpeting,
and textile products used by industry, a decline in consumption
occurred between 1969 and 1970; thereafter, consumption fluctuated
so that by 1978 the total poundage consumed of non-textile products
was not much different from the level in 1973. For all textiles,
a similar pattern of fluctuation is revealed by the data in Table
III-1; periods of steady growth are interrupted by intervals of
one or two years of sharp decline after which the growth in
consumption resumes. Overall, total consumption at the end of

the period, as shown by the index was about 17 percent higher

than in 1969.

These data clearly indicate an important economic character-
istic of the textile industry: It follows the vagaries of the
business cycle. Expansion of the industry has been interrupted
by periods of decline reflecting the fact that in times of econo-
mic adversity, consumers reduce their consumption of the industry's ,
output. The textile industry is especially affected by the
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Table III-1
Total U.S. Consumption of Apparel Products, Non-Apparel Products,
and All Textiles, by Year, 1969-1980
(Millions of Pounds; Index, 1969 = 100)

Apparel Products Non-Apparel Products?’ All Textiles

Consumption Index Consumption Index _Consumption Index
1969 4,660 100.0 5,678 100.0 10,338 100.0
1970 4,718 101.2 J 5¢ 35 94.3 10,075 97 =5
1971 5,078 108.9 6,263 iL10w3 11,341 109.7
1972 5,511 118.3 6,807 119.9 12,318 119.2
1973 5,747 123.3 7,189 126.6 12,933 125;1
1974 5,208 111.8 6,034 106.2 11,242 108.7
1975 5,129 110.1 5,743 J101.1 10,872 105.2
1976 5,462 117.2 6,601 116.3 12,063 11677
1977 5,787 124.2 6,492 114.3 12,729 123.1
1978 5,761 123.6 7,420 130.7 13,18, 127.5
1979 5,406 116.0 7,502 L8241 12,908 124.9
1980 5,268 113.0 6,833 120.3 12, L. 117l

1Tncludes home furnishings (e.g., linens, towels, and draperies) and carpeting
as well as textiles employed in industrial use.

Source: American Textile Manufacturers Institute.

fortunes of the automobile industry, for the production of auto-
mobiles requires many textile products in the form of carpeting,
tire cord, and fabrics. There is a distinct possibility that the
cyclical nature of the industry may be exaggerated by a physical
measure of consumption such as pounds, but there is no question
that the industry is cyclical in nature. The actual economic
performance of the industry is related more closely to revenue
‘flows than to the output of pounds of product. This is 1illustra-
ted by an example from the apparel segment of the industry. The
introduction and widespread acceptance of the miniskirt reduced
noticeably the number of pounds of fabric required in skirt
production generally; it is by no means certain, however, that
the revenues of apparel manufacturers fell dramatically because
of the popularity of this style.
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Although data on expenditures for textile products are
difficult to obtain, the U.S. Department of Commerce does provide
estimates of annual expenditures of consumers on apparel, as
shown in Table III-2. With the exception of a one-year decline
between 1971 and 1972, dollar outlays on apparel more than doubled
between 1967 and 1979, rising from $36.0 billion to $83.3 billion.
This 131 percent increase in spending for apparel reflects the
growth in the U.S. population (the number of consumers), increas-
ing consumption per capita, and rising prices. The price index
for apparel also rose steadily throughout the 1967-1979 period so
that, by 1979, apparel goods which cost $1.00 in 1967 cost about
$1.59 in 1979. Over the same period, goods in the overall Consumer
Price Index that cost $1.00 in 1967 cost $2.17 in 1979. It would
seem, for the U.S. consumer, apparel has been a real bargain. By
correcting for the change in prices each year, real consumption
spending on apparel can be measured, which is indicative of the
quantity purchased. Consumer spending in real dollars rose from
$36.0 billion in 1967 to $52.6 billion in 1979, or 46.1 percent.
The quantity purchased rose steadily between 1967 and 1971 and,
after a drop in 1972, remained at about the same level in 1973
and 1974 as in 1971. Growth resumed in 1975 and continued without
interuption through 1979.

Together the information in Tables III-1 (the volume of
consumption in pounds) and III-2 (the level of consumption in
real dollars) indicate that the consumption of apparel and textile
products in the 1960s and the 1970s was expanding, but not without
interruption, because of the cyclical nature of the industry.
When the demand for an industry's products increases over time,
economists expect industry output to increase, the number of
firms in the industry to increase, emplayment to rise (unless
productivity improvement is so great that increased efficiency
offsets the need for additional employment), rates of return on
sales and assets to improve, and the prices received by producers
to rise relative to the prices of other goods. An important
question is the extent to which these changes can be observed in
‘the textile industry.

Output of the U.S. Textile Industry

For the same reasons that it is difficult to obtain measures
of textile consumption or demand, it is difficult to measure
output or production. One group of indicators of U.S. output for
apparel and textile mill products are the industrial production
indexes developed by the Federal Reserve. These indexes are
reported in Table III-3 for textile mill products and apparel
products over the period 1967-1980; indexes for all industries
and all manufacturing are also listed for purposes of comparison.
With regard to apparel products, the industrial production index
in Table III-3 is lower than that of consumption in Table III-2
in every year except 1976. In 1979, the index of apparel consump-
tion was 46 percent higher than in 1967, but the index of apparel
output was only 28.6 percent higher in 1979 than in 1967. To the
extent that these indexes correctly reflect the consumption and
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Table III-2
Consumption Expenditures on Apparel, Apparel Price Index, and
Real Spending on Apparel, by Year, 1967-1979
(Dollar amounts in billions; Index, 1967 = 100)

Consumption Expenditure Apparel Price Real Consumption Index of

on Apparel Index Spending on Apparel
Year in the U.S. (1967=100) Apparel Consumption
1967 $36.0 100.0 $36.0 100.0
1968 39 ;1 105.7 37.0 102.8
1969 42.2 11.9 37 .7 104.7
1970 44.0 116.3 37.8 105.0
1971 48 .4 119.9 40.4 1122
1972 46.2 122 .3 37.8 105.2
1973 51.2 126.5 40.5 112.4
1974 55x0 1357 40.5 112.6
1975 59.3 140.6 42.2 117.2
1976 63.6 144.9 43.9 121.9
1977 69.1 ' 150.6 45.9 127.5
1978 7 Tw2 | 154.2 50.1 139.2
1879 82.7 158.5 52.2 145.0

Source: U.S. Department of Commerce, Survey of Current Business, various issues.
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Table III-3
Indexes of Industrial Production for the Total Index,

All Manuafacturing, Textile Mill Products, and Apparel Products,

by Year, 1967-1980, (1967 = 100)

Total ' ALl Textile Mill Apparel

* Year Index Manufacturing Products Products
1967 100.0 ©100.0 100.0 100.0
1968 105.7 105.7 108.8 101.6
1969 110.0 110.5 113.2 102.5
1970 106.7 105.2 106.3 97.8
1971 106.8 105.2 108.6 97.8
1972 115.2 114.0 117.4 105.7
1973 125.6 125.. 2 127.1 112.9
1974 129.3 | 129.4 132.8 114.3
1975 117.8 116.3 122.3 107.6
1976 135.5 130.3 134.6 125.7
1977 138.2 138.4 134.4 134.2
1978 146.1 146.8 137.5 134.2
1979 IS2 51 153.6 145.0 134.4
1980 147.1 146.6 136.8 128.6

Source: Federal Reserve Bulletin, various years.

production of apparel, the U.S. apparel manufacturing industry

has grown more slowly than has consumer demand. The same

conclu-

sion may be drawn from the data on the consumption of apparel
when measured in pounds, although the comparison of the index
numbers in Tables III-1 and III-3 must be regarded with caution

because the base years for the computations are different
in one case and 1967 in the other. Unfortunately, in the
textile mill products, a direct comparison cannot be made
consumption in Table III-1 and the index of production in
III-3, because of differences in the items covered in the
indexes.

-- 1969
case of
between
Table
two
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In any case, it is apparent from Table III-3 that the output
of textile mill products and apparel products grew less rapidly
than the output of all manufacturing firms and the output of all
firms in the economy. The growth of the apparel industry has
been particularly slow relative to the rest of the economy. The
fact that the growth of domestic consumption of apparel has been
more rapid than domestic output indicates that imports are captur-
ing the domestic apparel market -- an issue considered in detail
in section 1IV.

The Number of Firms in the U.S. Textile Industry

The Internal Revenue Service publishes data from corporate
income tax returns by industrial sector. Table III-4 contains
information on the total number of firms and their distribution
by asset size for both textile mill products and apparel and
related products for the years 1969 (the first year that these
statistics were published) through 1976 (the last year for which
data are available). The data reveal that, although the output
of the industry is growing over time, the number of firms engaged
in the manufacture of apparel and textile mill products has
declined steadily.

The total number of firms in textile mill products was 6,908
in 1969; this figure had declined to 4,690, almost one-third, by
1976. The number of firms in apparel declined by more than 17
percent in the same period, from 19,060 firms to 15,756. These
two components of the textile industry are clearly labor rather
than capital intensive, for more than half of the textile mill
products firms and well over two-thirds of the apparel firms have
total assets of less then $500 thousand. This indicates further
that the industry is highly competitive, since large amounts of
capital are not required to enter. Capital requirements pose
major entry barriers in such segments of manufacturing as autos,
steel, and cement so that production is concentrated among a
small number of firms.

The smaller firms, however, are leaving both segments of the
textile industry. For example, the number of textile mill products
corporations with assets of less than $100 thousand fell by
almost 50 percent in seven years. The only category in which the
number of firms has increased over time is that of over $5 million
in assets. Apparently, economic conditions in the industry are
much less favorable for the small producer. At least in part,
this may be explained by cost considerations that have made the
industry less attractive over time to the small producer. The
costs of government regulation, as discussed in section V, fall
disproportionately on the small firm, which often lacks the
financial resources required to comply with regulations. To the
extent that there has been growth in the industry, it has been
concentrated primarily in larger firms.
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Assets of the U.S. Textile Industry

One measure of the resources devoted to the production of
textiles is the total assets, although total assets cannot be
equated to physical capital such as plant and equipment because
cash on hand, receivables, and other items are also included.
Table III-5 contains data provided by the IRS on total assets of
apparel manufacturers, textile mill products corporations, all
manufacturing firms, and all fifms in the U.S. economy. Note
first that the assets of firms in all industries and in the
manufacturing sector of the economy have grown steadily throughout
the 1969-1976 period. The assets of all industries increased by
93 percent (from $2.4 trillion to $4.7 trillion) and the assets
of all manufacturing firms rose by about 81 percent (from $.57
trillion to $1.0 trillion). The increase in assets was much more
modest for both textile mill products -- a 20.4 percent rise from
$15.5 to $18.7 billion --:and apparel -- an increase of 37 percent
from $11.1 to $15.2 billion. In addition, there were years in
which the level of total assets declined for the two components
of the textile industry so that the growth was not continuous.

Table III-5
Total Assets of All Industries, All Manufacturing Firms,
Textile Mill Product Firms, and Apparel and Other Textile Products Firms,
by Year, 1969-1976

~

Total Assets in Billions of Dollars

All All Textile Mill
Year Industries Manufacturing Products Apparel
1969 $2,445.63 § 95972513 §15.51 $11.10
1970 2,634.71 612.91 14.85 11.27
1971 2,889.22 646 .65 15.20 11.41
1972 3,256.83 698.66 17.22 15.13
1973 3,648.92 768.16 18.53 14.73
1974 4,016.47 885.82 19.14 13.84
1975 4,286.56 944 .58 19.14 13.77
1976 4,720.94 1,034.60 18.68 15.22

Source: Internal Revenue Service, Corporate Income Tax Returns, various years.

There is no price index which permits adjustment of the
asset data to correct for price changes so that total assets may
be converted to constant dollars. The purchasing power of the
dollar, however, declined steadily throughout this period due to
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rapid inflation. Since assets of textile mill products firms
were approximately the same in 1973 and 1976 and those of
apparel firms almost identical in 1972 and 1976, it is quite
clear that the total real resources controlled by these two
segments of the textile complex has declined over time.

Employment in the U.S. Textile Ihdustry

Table III1I-6 contains average annual employment data for the
period 1969-1981 for various sectors of the economy. Total
nonagricultural private employment has risen by about 30 percent,
from 70.4 million in 1969 to 91.5 million in 1981. For the
manufacturing sector of the economy, total employment remained
almost constant throughout this period at roughly 20 million.
Thus, manufacturing has declined in relative terms and employment
growth has been in services rather than in manufacturing; the
number of white-collar workers is rising relative to the number
of blue-collar workers. In both absolute and relative terms, all
segments of textile employment have has been falling over time.

As mentioned briefly earlier, employment in an industry may
not increase even if output rises. An increase in labor producti-
vity, i.e., a rise in output per unit of labor input, can permit
additional output to be produced with the same number or even
fewer employees. Such increases in efficiency are often obtained
by the introduction of new processes or labor-saving capital
equipment. There have been a number of technological innovations
which have increased the capital intensity of the textile industry,
such as high~speed weaving machines with numerically controlled
accessories, electronically controlled knitting machines, transfer
printing devices, and optical scanners that are used for quality
control. Part of the reason for the decline in the number of
small firms is that such equipment is costly and not affordable
for small producers. Thus, technological change in the highly
competitive industry has favored large relative to small firms.
The introduction of labor-saving devices has contributed to the
decline in industry employment over time, but this change cannot
explain industry employment losses, especially in the apparel
segment, which remains very labor intensive and has experienced
much less technological progress.

Rates of Return on Sales, Total Assets and Net Worth

In Table III-7, annual rates of return on sales and total
assets (net income before the tax as a percent of sales and total
assets) are computed for all manufacturing industries, textile
mill products, and apparel over the period 1969 through 1976.

The rate of return on sales, the sales margin, is lower in every
vear for textile mill products and apparel than for all manufac-
turing. Wwith regard to total assets, the rate of return for

textile mill products is lower than for all manufacturing indus-
tries in all but one of the eight years; for apparel the rate of
return on assets 1s higher than for all manufacturing industries
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Table III-6
Average Annual Employment for the Nonagricultural Sector,
All Manufacturing, Textile Products, and Apparel,
by Year, 1969-1981
(Thousands of Employees)

Total All Textile Mill Apparel & Related éll
Year Nonagricultural Manufacturing Products Products Textiles
1969 70,375 20,168 1,002.6 1,409.2 2,411.8
1970 70,883 19,371 975.0 1,364.0 2,339.0
1971 71,205 18,623 954.3 1,342.8 2.5297.1
1972 73,067 19,150 985.8 1,382.7 2,368.5
1973 76,778 20,153 1,009.6 1,437.9 2,447.5
1974 78,280 20,080 965.3 1,363.0 2,328 3
1975 79,946 18,320 867.7 ‘ 1,243.4 2,111.1
1976 79,386 19,003 919.1 1,318.7 2,237.8
1977 82,463 19,688 910.4 1,316.8 24227 52
1978 86,688 20,507 899.3 L8826 22318
1979 89,888 21,062 888.7 1,312.7 2,201.4
1980 90,564 20,300 852.7 1,265.8 2,118.5
19811 91,466 20,319 842.7 1525 819 2,096.6

lAnnual average based on seasonally adjusted data for January through July.

Source: U.S. Department of Labor.

in all but two years, 1972 and 1974. As was true of output,
rates of return fluctuated over time and there is no indication
of either steady growth or decline in the percentages. Low
profit margins on sales are indicative of highly competitive
pricing in both the textile mill products and apparel segments of
the industry.

Prices Received by Textile Producers

In an expanding industry with growing consumer demand,
economists would expect, other things held constant, the prices
to keep pace with the general rise in the price level or even to
increase relative to the prices received by producers of other
goods. Table III-8 presents price indexes for apparel, textile
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Table III-8
Producer Price Indexes for Apparel, Textile Home Furnishings,
All Textiles, and All Manufactures and the Consumer Price
Index, by Year, 1967-1979

(1967 = 100)
Producer Price Indexes
Consumer

Textile Home All All Price
Year Apparel Furnishings Textiles? Manufactures Index
1967 100.0 100.0 100.0 100.0 100.0
1968 103.6 104.2 103.7 102.6 104.2
1969 107.4 100.8 106.0 | 106.2 109.8
1970 L1, 50 103.6 107.0 110.2 116.3
1971 112.9 104.2 108.6 113.8 12.5.:3
1972 114.8 109.2 113.6 117.9 12543
1973 119.0 113.3 123.8 129.2 1331, 1L
1974 129.5 143.1 139.1 154.1 147.7
1975 133.4 151.9 ' 137.9 171.1 161.2
1976 139.9 159.3 148.2 179.0 170.5
1977 147.3 171.3 154.0 190.1 181.5
1978 152.4 178.6 15948 204.2 195.4

1979 160.4 190.4 168.7 236k 5 217 .4

1Including Synthetic Fibers, Processed Yarn and Threads, Gray Fabrics and
Finished Fabrics.

Source: U.S. Department of Commerce, Survey of Current Business, various issues.

house furnishings, all textiles, and all manufacturers. Also
shown is the Consumer Price Index. Prices received by producers
for apparel, textile home furnishings, and all textiles rose
steadily throughout the 1967-1979 period. However, while the
increase in the price index for all manufacturing rose by 136.5
percent, the apparel index rose by only 60.4 percent, textile
home furnishings by 90.4 percent, and all textiles by 68.7 percent.
Therefore, the prices of textile products relative to other
manufactured products fell consistently throughout the period.
The Consumer Price Index as well was higher in each year than any
of the textile producer price indexes, which have not kept pace
with general price movements over the past thirteen years.
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The Findings

Although there are admittedly weaknesses in the aggregates
and the indexes used throughout this section to assess the econo-
mic performance of the textile industry, the empirical evidence
leads to one basic conclusion. Despite the growing consumption
of textile products in the U.S.. over ‘time, the domestic industry
is beset by serious problems: The output has not kept pace with
consumption, the number of firms has declined over time as small
firms leave the industry, the resources devoted to the production
of textile products is lower in both real and absolute terms than
in earlier years, employment has been reduced, rates of return
are low relative to the rest of the manufacturing sector, and
prices received by textile producers have not kept pace with
general price level increases.

As shown in the next section, imports are capturing an
increasing share of the U.S. market for textiles; because the
growth rate in consumption has slowed considerably in the past
few years, a high rate of growth in imports indicates an acceler-
ating erosion in the U.S. market so that the economic fortunes of
the domestic producers may deteriorate at an even more rapid pace
than in the past. As imports increase, more firms can be expected
to leave the industry creating growing unemployment in both the
primary and secondary sectors. Given the significance of the
industry in the U.S. economy, such a dislocation could have
serious economic consequences. -
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IV. IMPORTS AND THE U.S. TEXTILE INDUSTRY

The U.S. textile industry is fiercely competitive =-- not
only domestically, but also internationally. For the past five
decades, and especially the last twenty years, foreign competitors
have deeply penetrated the U.S. textile market, earning signifi-
cantly larger market shares. Because of its importance to the
U.S. economy, the textile industry has for decades operated with
various forms of import controls aimed at reducing market disrup-
tions (i.e., unemployment, bankruptcy) caused by surges in textile
imports. In this section a brief description of past and present
U.S. government policies toward textile imports and their conse-
quent growth is presented to illustrate the economic effects of
current international textile agreements on imports into the U.S.

Textile Import Quotas: A Brief History

The Japanese, an industrial people with nco shortage of
entrepreneurial talent, recognized early in the twentieth century
that textiles could play a major role in their economic develop-
ment. There would always be a domestic market for clothing and
textile goods, and the relatively affluent American market offered
a large potential export market.! Consequently, by the mid-1930s,
the Japanese were the major suppliers of textile imports to the
U.S. 1In 1935, President Roosevelt appointed a cabinet committee
composed of the Secretaries of State, Agriculture, Labor, and
Commerce to study the textile import problems and recommend a
solution. The committee suggested that '"steps be taken to control
these imports, preferably by means of a voluntary and friendly
agreement with Japan on limitations of shipments of cotton products
to the American market." Such an agreement on '"voluntary" import
quotas was consumated in that year.

with the outbreak of World wWar II, the textile import problem
all but disappeared. In fact, for a number of years following
the war, the U.S. was the only major undamaged textile producer
in the world. With the help of massive foreign aid from the
United States after the war, the Japanese textile industry was
revitalized and by the mid-1950s was exporting enough to the U.S.
to induce President Eisenhower to negotiate with Japan a five-year
program of export restraints, effective January 1, 1957.

At that time, a number of less developed countries (LDCs),
which were receiving U.S. foreign aid, particularly Hong Kong,
Taiwan, and South Korea, began to view the labor intensive produc-
tion of cotton textile and apparel goods, as had Japan, as a key
to their economic development. Being ''capital poor" but "labor
rich" enabled these countries to produce textile products at an

1 The following is based on R. Buford Brandis, "Textile Import Quotas: A
Short History'" (Washington, D.C.: American Textile Manufacturers Institute,
May 1979).
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average hourly wage much lower than the American wage,. which gave
them a competitive labor advantage. Although most of the labor
force in these countries was unskilled, it was suitable for the
production of textile and apparel goods. 'Further, the development
of the textile trade was an attractive path for the LDCs to

follow since domestic markets were assured, and foreign markets,
particularly the U.S., were becoming increasingly lucrative. The
subsequent surge in textile exports to the U.S. from the LDCs in
the late 1950s and early 1960s led the U.S. government to initiate
multilateral discussions on trade in textiles under the auspices
of the General Agreement on Tariffs and Trade (GATT). These
negotiations aimed to promote the economic development of the

LDCs via orderly growth of the textile trade, while simultaneous-
ly limiting "market disruptions" or the threat thereof in the
developed countries.? The factors causing market disruptions are
defined as containing the following elements, generally in combi-
nation:

) a sharp and substantial increase or imminent increase
of imports of particular products from particular
sources;. and

ii) offering these products at prices which are substan-
stantially below those prevailing for similar goods of
comparable quality in the market of the importing
country.

Discussion of such incidents, which had altered the terms of
trade in favor of the LDCs, resulted in a compromise known as the
Short-Term Cotton Textile Agreement (STA) to cover the period
October 1, 1961 to September 30, 1962. During that time, a
Long-Term Arrangement (LTA) was agreed upon which was to be in
effect, initially, for five years. The LTA was designed so that
during the five-year period structural changes could be made in
the U.S. and other industrialized countries that would enable
them to compete without further import restraints. Little was
done, however, to address any structural problems, and imports of
wool and man-made fiber products, which were not covered by the
LTA, increased rapidly after 1967. Even with the stipulations of
the LTA, imports of cotton products to the U.S. increased from
5.2 percent of domestic consumption in 1961, when the first GATT
was negotiated, to 14.3 percent in 1973.3

2 A detailed description is found in Joseph Peltzman, The Competitiveness
of the U.S. Textile Industry (Columbia, South Carolina: University of
South Carolina, 1980), Research Monograph. It should be noted that
Article 19 of the GATT requires countries which impose quotas to pay
compensation for such restraints. The MFA exempts the textile industry
from these requirements, which has had led to a more widespread use of
quotas.

2 Ibid.
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Since the growing tide of imports was continuing to disrupt
the domestic markets of numerous developed countries, work was
begun on a new textile trade agreement, which was accepted on
December 20, 1973, by some fifty governments.

The Multifiber Arrangement?

The new agreement regarding international trade in textiles,
referred to as the Multifiber Arrangement (MFA), became effective
January 1, 1974, was extended in late 1977 for another four
years, and again in 1981 until July 1, 1986. Unlike the LTA
which applied solely to.cotton textiles and apparel, the MFA
includes textile and apparel products made of cotton, wool, and
man-made fibers. Under the provisions of the MFA, a country may
restrain imports of textile and apparel products through the
negotiation of bilateral agreements or, where no agreement can be
reached, through unilateral action. The U.S. has entered into at
least thirty-five such agreements, of which twenty-four are now
in effect. A major element of the MFA is the requirement that,
for most apparel categories, imports grow at a minimum 6 percent
annual rate, regardless of the growth rate of domestic consump-
tion. In addition, there are "flexibility provisions" which
allow for the allocation of an unused portion of the previous
year's quota to the present year, for borrowing from the succeed-
ing year's quota, and for transferring between product quotas.
Such provisions have thus allowed imports of some products from
some countries to grow by as much as 24 percent per year at times
when domestic consumer demand was growing at 1 to 2 percent. The
flexibility provisions of the MFA have therefore magnified the
losses incurred by the U.S. textile industry due to foreign
competition.

The textile and apparel industry, like many others, is
cyclical. 1In the troughs of the business cycle, when demand for
textiles (and other goods) is low, sales and profits of domestic
suppliers decline. 1In such instances, foreign suppliers may
reduce the growth of exports reserving the growth potential for
periods when demand is stronger, taking advantage of the flexibi-
lity provisions. As the business cycle progresses and consumer
demand recovers, both domestic and foreign suppliers would normally
experience an increase in sales and profits, which would compensate
them for losses sustained during the previous downturn. Under
the flexibility provisions, however, foreign suppliers, who can
increase exports of particular products by as much as 24 percent
per year, even when consumer demand rises only modestly,® can gain
a substantially larger share of the apparel market. This is the
case when the quota has been completely filled in the prior year
and suppliers can increase shipments of a given product by about

. The text of the MFA is found in Peltzman.
American Textile Manufacturers Institute, The Multifiber Arrangement and
American Jobs (Washington, D.C.: ATMI, 1981).

[d}]
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18 percent. The increased market share going to foreign suppliers
during periods of economic recovery prevents the full recovery of
domestic suppliers from losses incurred during the previous

market decline. Thus, in recent years the flexibility provisions
of the MFA have also caused major disruptions in the U.S. industry.

The U.S. industry has asked for a readjustment of the growth
provisions so that increases in imports would be more closely
linked to the growth in a country's domestic consumption. Presi-
dent Reagan, as a candidate, endorsed this suggestion by stating
that "...the MFA...needs to be strengthened by relating import
growth from all sources to domestic growth."®

The Increasing Volume of Textile Imports

Despite all the attempts to limit textile imports in the
past two decades, they have grown steadily, and in some areas,
dramatically. Just twenty years ago, when the Japanese, Taiwanese,
Korean, and Hong Kong textile industries were beginning to develop,
apparel imports to the U.S. were all but nonexistent; now they
comprise approximately 25 percent of the total U.S. market. The
sale of many apparel items is now largely dominated by foreign
producers, as shown in Table IV-1, which lists ratios of imports
to domestic production for selected apparel items in 1980.
Imports of items, such as women's wool sweaters and cotton blouses,
are one-and-one-~half to two-and-one-half times domestic production.

The volume of textile and apparel imports has increased
quite rapidly during the past decade, as shown in Table IV-2 and
Figure IV-1l. Cotton apparel items have accounted for the largest
increase in imports, growing by 102 percent between 1971 and
1980. Man-made fiber apparel imports increased less dramatically
(by- 16 percent) during that time. Combined cotton and man-made
fiber apparel imports increased by 37 percent.

Figure IV-1l, based on data in Appendix Table IV-1l, plots the
growth of clothing and textile imports in constant dollars from
1969 to 1979. During that period, clothing imports increased by
256 percent in real terms, from $1.03 billion in 1969 to $3.67
billion in 1979. Textile imports increased by 36 percent, from
$.96 billion to $1.31 billion, while total imports surged by 150
percent. .

In light of the data presented in section III which demon-
strated that textile demand in the U.S. is growing at a much
faster pace than domestic production, these import statistics
clearly show that foreign producers are earning larger and larger
market shares. These shares are enhanced under the Multifiber
Arrangements of 1973 and 1977, which have been interpreted to

2 As quoted in Margaret Price, '"Textile Firms Push Globalization Plan,"
Industry Week, December 8, 1980, p. 32.




38

Table IV-1
Import - Production Ratios, Selected Apparel Items, 1980

Ratio of Imports

Item To Domestic Production
Women's Wool Sweaters 2.70
Women's Cotton Blouses 1.61
Men's Wool Knit Shirts Lk56
Man-made Fiber (MMF) Gloves 1.49
Women's MMF Sweaters 1 31
Women's Cotton Coats il 277
Women's‘Cotton Knit Blouses 18 03
Men's Wool Sweaters .90
Men's Cotton Woven Shirts .89
Men's Cotton Sweaters .85
Men's MMF Sweaters .84
Women's Cotton Slacks .69
Women's MMF Coats .66
Women's MMF Knit Blouses .64
Cotton Skirts .62
Men's Wool Suits .59
Men's MMEF Woven Shirts .58
Men's Wool Slacks .56

Men's MMF Coats .55

Source: American Textile Manufacturers Institute
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Table IV-2
U.S. Apparel Imports: 1971-1980
(Millions of Equivalent Square Yards)

Apparel Imports

Cotton Man-made
Year Fiber Fiber Total
1971 497.8 ) 1,536.1 ' 2,033.9
1972 545.0 1,605.5 2,4 5 45
1973 448.9 1,580.9 2,029.8
1974 448.8 1,433.5 1,882.3
1975 540.4 1,486.6 2, 1027 10
1976 692.7 1,685.5 2,378.2
1977 760.8 1,607.9 2,368.7
1978 941.9 1,865.8 2,807.7
S 934.9 1,652.6 2., &7 'S
1980 = 1,004.1 1,786.6 2,790.7

Source: U.S. Department of Commerce

allow a minimum import growth of 6 percent per year at a time
when annual domestic output was growing at approximately 1.5
percent.

The three largest suppliers of imports to the U.S. are,
respectively, Hong Kong, South Korea, and Taiwan, accounting for
about 60 percent of all U.S. apparel imports.? Imports from "the
big three" have skyrocketed in recent years, from $603 million in
1970 to $4.5 billion in 1980 =-- a 646 percent rise in just one
decade. Japan and China are the next largest suppliers. China,
in particular, with its massive labor resources, has the potential
to vastly expand its production and export of textiles. Since
the first step toward normalization of relations with China,
imports have increased by 128 percent between 1977 and 1978, and
by another 180 percent by 1981.8 Textile and apparel imports

K U.S. Department of Commerce, Bureau of the Census, Statistical Abstract
of the U.S. (Washington, D.C.: Department of Commerce, 1981).
. "How China Will Alter the Far Eastern Market,'" Business Week, March 5, 1979,

p. 46; and U.S. Department of Commerce, Major Shippers Report: Textile
and Apparel General Imports (Washington, D.C.: Department of Commerce, 1981).
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from China have grown faster than those of any other supplier in
the past two years, and now comprise about 10 percent of all
imports. The Chinese are well aware that the textile industry
played an important role in England's industrial revolution, and
was also a leading economic sector during the early industrializa-
tion of Japan as well as Hong Kong, Taiwan, and other developlng
countries. Consequently, the Chinese textile industry is already
quite developed and poised to gain an increased share of interna-
tional markets. Textiles and apparel have made up to 20 to 25
percent of total Chinese exports in recent years and have earned
about one-fifth of China's total foreign exchange.® 1In domestic
trade, textile products accounted for one-fifth of China's retail
sales, and in 1978 there were about 4,000 textile enterprises in
China, employing close to 3 million workers.10 Despite problems
of bureaucratic inefficiency and mismanagement that characterize
socialist enterprises throughout the world, the Chinese textile
industry continues to grow, as more resources are devoted to it.
Most recently, the "Ministry of Textile Industry" established the
"Society for the Study of Technology and Economic Management" and
an "Association of Textile Enterprise Management" to reorganize
and "modernize" China's garment factories.!!

In addition to China, a number of other Asian countries,
such as Indonesia, the Philippines, Singapore, and Thailand,
provide substantial import competition.

Textile Imports and the U.S. Economy

Clearly, textile imports have been gaining a larger and-
larger share of the U.S. market in the past few decades, particu-
larly since the advent of the Multifiber Arrangement in 1974.
One direct result is at least a temporary increase in unemployment
in the U.S. textile and apparel industry and in many other related
industries as well. Problems of unemployment among textile
workers are perhaps more severe than in many other industries
because these workers are relatively unskilled and less mobile
than workers in other industries. Consequently, displacement of
American workers due to foreign imports is likely to lead to
increased unemployment of a longer duration. Unemployment among
apparel textile workers also has a proportionately greater effect
on women and minorities than in other manufacturing industries,
given that women and minorities comprise 67 and 29 percent of
textile employment respectively, compared to 31 and 18 percent in
all manufacturing. Higher unemployment inhibits the process of
"human capltal investment" whereby work experience and the develop-
ment of various skills lead to higher productivity and, consequent-
ly, higher income levels.

°  Ibid.
16 Thad.
gl "China Groups to Aid Textile Industry," Daily News Record, August 25,

1981.
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In addition to the costs of unemployment borne by textile
workers themselves, there is also the burden borne by taxpayers
who must finance increased unemployment and welfare benefits.

There are, of course, benefits which may accrue to other
sectors of the economy as a result of textile imports. If imported
textile and apparel goods sell for less than domestic goods,
there may be some positive "wealth effect." That is, consumers
will have more wealth which they will spend on other goods (as
well as on textile products). The increased demand for other
goods will draw some resources into the production of those
goods, raising employment and output in other sectors of the
economy. This scenario assumes, however, that increased imports
will not affect the trade deficit. In fact, increased imports
will increase the trade deficit, which leads to a depreciation of
the dellar on foreign exchange markets, which in turn causes an
increase in the dollar price of U.S. imports. The increased
price of U.S. imports may then generate a negative wealth effect,
which would reduce output and employment throughout the economy.

It is quite difficult to determine quantitatively the effects
of increased imports on the total level of unemployment. However,
a recent study by the Library of Congress, undertaken for the
House Ways and Means Commlttee, concluded that "low cost imports
do not result in any price benefit to the consumer, but simply
allow clothing retailers to take bigger markups than they can
take on apparel made in the U.S."!2 To the extent that this is
true, the wealth effects of low-cost imports would be concentrated
among the retailers of foreign textile products so that the
principal beneficiaries are not consumers, but foreign producers,
U.S. retailers, and firms associated with such enterprises.

A recent study by Economic Consulting Services, Inc. (ECS)
in Washington, D.C.!2? attempted to determine the direct and
indirect employment effects of increased textile imports. Basical-
ly, ECS's approach was to tabulate the employment requirements,
across industries, for a given volume of textile product output,
making use of an input-output model of the U.S. economy developed
by the U.S. Department of Commerce. The direct job losses due to
imports were found to be concentrated in the apparel sector; of
the total job loss of approximately 313,000 in 1978, it was
estimated that 279,300 or 89 percent were apparel workers. Even
more workers were found to be displaced by apparel imports in
sectors supplying the apparel industry, including 100,000 workers
in fabric, yarn, and thread mills and 54,400 workers 1in the

e U.S. House of Representatives, Subcommittee on Trade, Library of Congress
Report on Imports and Consumer Prices (Washington, D.C.: U.S. Government
Printing Office, July 19, 1977).

Economic Consulting Services, Inc., Fibers/Textile/Apparel: A Unified
Industry Dealing with the 'Import Problem (Washington, D.C.: ECS, January
8, 1981).

13
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hosiery and knit goods sector. An additional 157,000 jobs were
lost in other related industries as well, bringing the total
estimated job loss in 1978 to approximately 624,000 workers.

Foreign Competition and the Future of the U.S. Textile
Industry

The evidence clearly reveals that the U.S. textile industry
has been and still is rapidly losing ground to such foreign
producers as Hong Kong, Taiwan, South Korea, and Japan, who now
dominate nearly one-fourth of the total U.s. apparel market.

These nations and others, such as China, are continuing to develop
their textile industries and to expand their exports. The combi-
nation of the modest U.S. growth rate (about 1.5 percent annually
in physical volume) and the 6 percent or more allowed exporters
under the terms of the Multifiber Arrangement portends the eventual
demise of domestic textile production and the economic benefits
associated with the industry. As illustrated by the experiences

of World wWar II, systematic reliance on distant foreign sources

for products essential to human survival and industrial production
in a world of uncertainty can be extremely hazardous.

Appendix Table IV-1
Clothing and Textile Imports: 1969-79
(Millions of Constant 1967 Dollars)!

Year Clothing Textiles? ' Total
1969 Sily, 032 § 961 $1,993
1970 1,143 1,061 2,204
1971 1,346 1§26 2,622
1972 1,637 1,389 2,,/976
1973 1,822 1,274 3,096
1974 1,793 1,161 2,954
1975 1,926 871 2 o P
1976 2,595 1,104 3,699
1977 2,789 ot 127 3 R
1978 35122 lig 375 5,097
1979 3,673 1,311 4,984

!Nominal amounts deflated by the producer price index.
2Includes textile yarn and thread, woven cotton fabrics, twine and cordage,
floor coverings, and non-cotton woven fabrics.

Source: U.S. Department of Commerce, Bureau of the Census, Statistical Abstract

of the U.S. (Washington, D.C.: Department of Commerce, 1980).
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V. CAUSES OF INDUSTRIAL DECLINE: THE ROLE OF THE FEDERAL
GOVERNMENT

Over the past several decades, government has dramatically
increased its influence over the affairs of private businesses
and individuals. 1In particular, govermment regulation of industry
has been greatly expanded and has produced various benefits,
albeit nebulous at times, as well as many costs, sometimes nebulous
and often severe. Three major types of regulation, regardless of
any benefits achieved, have increased the cost of producing
textile and apparel goods by billions of dollars in the past
decade. Job safety regulation, environmental regulation, and the
regulation of labor relations are discussed here in order to show
that the costs imposed by these regulations are likely to have
contributed substantially to the decline of the U.S. textile
industry and its competitive position relative to foreign firms.

The costs imposed on American textile firms by regulation
are rarely imposed by the governments of competitors such as Hong
Kong, Taiwan, and South Korea. In fact, many foreign governments
heavily subsidize their textile industries in ways that put the
U.S. textile firms at an even greater disadvantage. In addition
to reducing the competitiveness of the U.S. textile industry by
imposing an ever increasing regulatory burden, the U.S. government
has indirectly subsidized the textile (and other) industries of
foreign countries through its many foreign aid programs. In
essence, even though there may be economic and strategic benefits
to various types of foreign aid, such aid frees resources of the
recipient countries which can then be devoted to the subsidization
of their textile (and other) industries. For example, providing
nearly all of the defense capabilities of Japan allows that
country to forego the '"guns versus butter" trade-off in favor of
all "butter," including many textile products. In effect, coun-
tries which export government-subsidized textile goods are also
exporting their unemployment to the U.S.

Job Safety Regulations

The Occupational Safety and Health Administration (OSHA) was
created in December 1970 with the intention of improving the
health and safety of workers. OSHA is authorized to establish
responsibilities and rights for employers and employees, to set
mandatory job safety standards, to enforce such standards, to
encourage states to take responsibility for administering and
enforcing their own programs, and to report procedures on job
injuries, illnesses, and fatalities.!* Compliance with OSHA
regulations is enforced through inspections which may be triggered
by serious accidents, complaints, or they may be random.

14 A detailed discussion of OSHA is found in Murray L. Weidenbaum, Business,
Government, and the Public, Second Edition, (Englewood Cliff, New Jersey:
Prentice Hall, 1981), pp. 79-91.
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Even though everyone is in favor of improved safety in the
workplace, the public's reaction to OSHA has generally been
negative, and it has been severely criticized by business, labor,
academic researchers, the media, and the government. The conclu-
sions of a major study by Albert Nichols and Richard Zeckhauser
of Harvard University are typical of academic reactions: "OSHA
has become a prominent symbol of misguided federal regulation.

It accomplishes little for occupational safety and health, yet
imposes significant economic costs."!® Many safety professionals
feel that OSHA's reliance on setting standards and requiring
capital expenditures is misguided because they believe that
workers' behavior is the prime determinant of accidents.!'® A
number of studies have shown that most accidents on the job do

not involve violating standards; they are attributed to human
carelessness. Thus, even if full compliance with OSHA's standards
were achieved, large numbers of job~related accidents and illnesses
would still occur.l?

The costs of OSHA regulation include billions of dollars of
required plant and equipment outlays ($3.4 billion in 1978 accord-
ing to one estimate),'® as well as the paperwork burden and the
cost of using skilled management to monitor regulatory requirements
rather than monitoring production, costs which are difficult, if
not impossible to quantify. '

All segments of the textile industry are affected by the
various regulatory requirements, which impose a disproportionate
burden on small firms that are less able to afford capital expendi-
ture requirements. One major OSHA regulation that exemplifies
its affect on the textile industry is the recently mandated
standard to control workplace exposure to cotton dust. Inhalation
of cotton dust allegedly causes byssinosis, which afflicts some
textile workers. Basically, the cotton dust standard sets maximum
allowable exposure levels of cotton dust in textile plants, which
requires substantial engineering controls. Other requirements
include:

0 Monitoring of all employees. -

0 Remeasurement of employee exposure every 6 months.

o0 Additional monitoring "whenever there has been a produc-
tion, process, or control change which may result in new
or additional exposure to cotton dust."

LS Albert L. Nichols and Richard Zeckhauser, "Government Comes to the Work-
place: An Assessment of OSHA,'" Public Interest, Fall 1977, p. 39.

16 Ibid., p. 40.

17 Walter 0i, "On Evaluating the Effectiveness of the OSHA Inspection Programs,"
manuscript (unpublished), University of Rochester, May 1975, cited in
Weidenbaum, Business, Government, and the Public, p. 84.

s Weidenbaum, Business, Government, and the Public, p. 83.
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o0 Collection of at least one sample during each shift for
each work area.

o Institution of a specific, written schedule of compliance.

o Each employer must institute a medical surveillance
program for all employees.

o Each company's medical surveillance program must provide
a "free" examination by a physician for each employee.

o A standardized questionnaire must be used to measure
workers' symptoms of job-related illnesses.

o Each employer must post a copy of the standard, easily
accessible to workers.

o Bilingual information is to be provided for workers whose
first language is not English.

o Employers must maintain exposure records for at least 20
years.!?®

Estimates of the costs of compliance with cotton dust stan-
dards range from OSHA's estimates of approximately $826 million
per year to over $2 billion per year according to the American
Textile Manufacturers Institute. There are many international
substitutes for American made textile and apparel goods, and most
countries do not impose cotton dust standards on their textile
industries. Consequently, each 1 percent increase in the domestic
price of textile goods due to regulatory costs leads to a dispro-
portionate (greater than 1 percent) reduction in the amount of
domestic textile goods demanded. Thus, since the demand for
textile goods is '"price elastic," a given increase in price leads
to a large reduction in the share of the market going to domestic
suppliers. At the same time, the reduction in consumer demand
causes a reduction in the demand for labor use to produce textile
goods, causing higher unemployment in the textile industry and in
other related industries. o

With respect to the benefits of cotton dust standards, it is
evident that byssinosis is caused by cotton dust and aggravated
by personal habits. However, it is not clear that the standards
set are necessarily desirable; there is no evidence that the
standards have reduced the incidence of byssinosis among workers.??
Several researchers have found that byssinosis 1s caused by very
small particles, not by the clumps of dust taken out of the air
to meet OHSA's standards. There is also increasing evidence that

12 "OSHA's Limits on Cotton Dust," Job Safety and Health, June 1978, pp. 9-11.
2e "OSHA realizes this problem as noted in the preamble to the cotton dust
standards,'" Federal Register, June 23, 1978.
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workers' personal habits, particularly cigarette smoking, may be
principal factors in the contraction of the disease.

If this is true, the costs of cotton dust standards imposed
on firms, workers, and consumers would far outweigh the benefits.
Given these uncertainties, a number of cost-reducing alternatives
to standards have been suggested. The Council on Wage and Price
Stability proposed that OSHA should focus its attention on reducing
the incidence of byssinosis, not cotton dust, and suggested that
instead of standards, OSHA should impose fines on firms whose
workers suffer from byssinosis that is shown to be related to
cotton dust in workplaces.?! The logic behind this proposal is
that the fines will give firms an incentive to reduce the incidence
of byssinosis. For example, firms could move more sensitive
workers from areas where cotton dust is heavy to relatively
dust-free areas; new fibers could be developed that do not have
the harmful effects of cotton; workers could be required to wear
respirators or other devices; new methods of cleaning cotton
could be developed; and firms could shift to cottons known to
contain lower amounts of dust. Perhaps the biggest advantage of
this approach is that only the textile firms know the least-cost
ways of protecting the health of workers -- they are the ones who
deal with cotton dust on a day-to-day basis and can exploit the
advantages and disadvantages of alternative technologies.

Neither of these approaches addresses the problem of identi-
fying and eliminating the agent(s) which cause byssinosis. It is
generally accepted that they brought into the textile plants in
the raw cotton. However, they have not been identified and it is
not known when they develop in the cotton. It follows that the
application of controls, either through the cotton dust standard
or a system of penalties at the textile plant, imposes costs that
are nonspecific and nonproductive. The greatest long-term cost
concern is workers' compensation. Current medical diagnosis
cannot accurately distinguish byssinosis from chronic ephysema
and bronchitis and relies to a great extent on a subjective
gquestionnaire. The result is that compensation awards often are
made for byssinosis when other chronic lung diseases are respons-
ible. It should be pointed out as well that monitoring and
medical surveillance were integral parts of an industry proposal
for voluntary controls before the OSHA standard was issued.

Environmental Regulation

During the 1970s, federal legislation substantially enlarged
the role of the government in regulating the environment. The
Environmental Protection Agency (EPA) was established to provide
environmental policy at the national level, and now administers
programs relating to air pollution, water pollution, solid waste
disposal, pesticide regulation, and radiation.

e Council on Wage and Price Stability, "Proposed Standards for Exposure to
Cotton Dust,'" OSHA, Docket No. H-052 (June 17, 1977).
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The activities of EPA center around the setting and enforc-
ing of standards regarding environmental concerns. The EPA has
several avenues of enforcement at its disposal. Upon finding a
violation, it may seek voluntary compliance. If this approach
fails, it may order compliance and take court action with possi-
ble penalties including fines and jail sentences.

Although it'is difficult, if not impossible, to obtain
accurate information on the benefits and costs of environmental
regulation, some data are available. The Council on Environmental
Quality (CEQ) noted a rather large improvement in air quality
from 1970 to 1976;%2 since 1976 air quality appears to have
remained unchanged despite massive expenditures on pollution
control. Dimininishing returns on investment in clean air appear
to have inevitably set in, and some of the data provided by CEQ
affirm this.

Similarly, much progress has been made in improving water
gquality in the U.S. in the past decade. CEQ finds that water
bacteria levels have declined; there has been gradual improvement
in water quality downstream of eleven cities where major municipal
and industrial treatment plants began operating between 1967 and
1975; and there have been significant drops in the ocean dumping
of wastes.2?® In summary, substantial gains were made between
1970 and 1977 in reducing air and water pollution. Additional
expenditures by firms, consumers, and taxpayers, however, are
likely to yield relatively small marginal benefits. Many econo-
mists and other social scientists now believe that the marginal
costs of additional regulation by the EPA outweigh the marginal
benefits, in some cases by a very large amount.

Complying with environmental regulations has increased both
capital and operating costs in the textile industry by millions
of dollars. Such costs for the 1973-1981 period are shown in
Table V-1. During that time, cost steadily increased, nearly
threefold in eight years. The gross annual cost of pollution
abatement, which includes payments to government units, increased
138 percent from 1973 to 1978, from $38.8 to $92.5 million.

Other regulations, listed in Table V-2, are estimated to add
about another $400 million to the cost of environmental regulation,
a severe burden on the textile industry.

In summary, environmental regulations during the past decade
have has imposed enormous costs on the economy in general and the
textile industry in particular. Besides the explicit, measurable
costs mentioned above, there are significant unmeasurable costs
such as the cost of using skilled management to fulfill paperwork

= U.S. Council on Environmental Quality, Enviromnmental Quality (Washington,
D.C.3 GEQ, L978],
23 Ibid., pp. 91-117.
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requirements and to negotiate with the EPA, and the cost of
litigation. A major problem with many regulations is that the
employer is forced to bear the burden of proving that his opera-
tions are not harmful to employees, the environment, and the
consumer. Such costs impose an especially heavy burden on smaller
firms, which are less able to fulfill the capital expenditure
requirements of many EPA regulations, and are often forced to
close down. While a single regulation in itself may not force
closure, the combined cost of several regulations may have this
effect. The steady decline in the number of small firms in the
textile and apparel industry was documented in Section III. The
U.S. Department of Labor estimated that, as of April 1978, there
had been over 124 plant closings in the U.S. caused partly by
increased pollution abatement costs, which had increased the
unemployment rolls by approximately 22,800 workers.2?? As a
result of plant closings, industries such as the textile industry
become more concentrated, with larger proportions of total sales
made by the larger firms. The increased cost of producing textiles
(and other goods) as a result of environmental regulation is sure
to render American producers less competitive in international
competition and has contributed to the problems of the U.S.
textile industry. It would seem prudent to concentrate now on
reducing such severe costs.

Requlation of Labor Relations

Labor costs are a major component of the total cost of
producing many textile and apparel items. Coupled with the lower
average hourly wages of textile workers in countries such as
Taiwan, Hong Kong, and South Korea, this fact explains 1in part
why the terms of trade seem to have been altered in favor of
foreign textile producers. Part of the gap between the wages of
U.S. and foreign workers is caused by the enforcement of the
minimum wage law, which covers many of the relatively unskilled
workers seeking employment in the textile industry. It has been
well established by economists that there are two main effects of
the minimum wage law. First, workers with the least skills,
education, experience, and seniority are priced out of the market
and become unemployed if their contribution to the firm's profits
is less than the legislatively mandated minimum wage. Second,
the situation of those workers who are slightly more skilled or
experienced is improved since they retain their jobs at a wage
that is higher than the equilibrium market wage. Consequently,
the average wage of the American textile workers is increased
which places upward pressure on production costs and on the
domestic prices of textiles, contributing to the relative trade
disadvantage.

There are numerous other regulations enforced by the U.S.
Department of Labor and the Equal Employment Opportunity Commis-

24 U.S. Department of Labor, Bureau of Labor Statistics News, June 12, 1978.
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sion (EEOC) which have an adverse impact on the competitiveness
of the U.S. textile industry. For example, the Civil Rights Act
of 1964 provides for the EEOC to investigate charges of discrimi-
nation. The Commission consistently accepts the complaints
without making a preliminary determination of whether reasonable
cause exists as a basis for the charges. 1In a rather flagrant
example, the newly appointed head of the EEOC discovered that
several of his staff were actually pursuring a case where indivi-
duals whose ancestors were from Transylvania claimed to be discri-
minated against because they were vampires!?5 Few cases are as
absurd as this one, but such activities exemplify the zeal with
which EEOC regulations have been implemented. The hundreds of
hours of litigation and paperwork thus imposed upon the textile
industry by the Department of Labor and the EEOC cause severe
burdens with little benefit. The higher production costs caused
by the regulation of labor relations tend to raise the domestic
prlce of textile and apparel goods even further relative to the
prices of foreign suppliers and are likely to be a major cause of
increased unemployment, especially among the least skilled, least
educated workers, and of the general decline of the industry.

Job safety, environmental, and labor relations regulation
has increased the cost of producing textile and apparel goods by
the billions of dollars per year now required to meet various
standards. It would seem that the rather slow increase in the
industry's assets discussed in Section III overstates the health
of the industry, as much of that increase over the past decade
has been due to investment in capital goods required to meet
regulatory standards, not to produce textile goods.

Foreign Governments and the Supply of Textile Imports

Another major reason for the competitive difficulties of the
U.S. textile industry is that many foreign governments subsidize
their textile industries, directly and indirectly, while at the
same time limiting American imports with various quotas, tariffs,
and other barriers. For example, the Spanish government recently
granted $1.42 billion in aid to its textile industry,?® and India
recently agreed to subsidize 10 to 15 percent of the cost of
producing blended and mixed textile items.2?7? Other countries
throughout the world provide direct subsidies to their textile
industries as well as numerous indirect forms of aid. Such
subsidies reduce the price of textiles relative to American made
textile products, which exacerbates the problems facing American
industry. The case of Japan exemplifies how heavily some of the
major competitors of the U.S. textile industry are subsidized by
their governments.

e Spencer Rich, "Balancing Jobs and Affirmative Action," Washington Post,
October 16, 1981, p. A-27.

26 The Wall Street Journal, September 23, 1981.

a7 "10-15% Cash Aid for Blended Textiles,'" The Economic Times, Bombay,
January 3, 1980.
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From the early 1950s through 1964, the Japanese government
provided direct subsidies to exporting industries, including
textiles.?® The massive foreign aid given to Japan after world
War II is sure to have enhanced Japan's ability to subsidize its
textile industry to the detriment of its American competitors.
In 1964, however, in order to be accepted by the GATT, Japan had
to alter its policies; direct subsidies were halted in favor of
indirect subsidies. For example, the new program permitted 50
percent write-offs of investments in the first year; it allowed
large tax-free reserves to be established; successful exporters
received accelerated depreciation and tax deferrals; some direct
subsidies were continued; and loans to finance the export of
textiles and other selected goods were made at subsidized interest
rates.

This system was altered somewhat in 1972 as a result of
international pressures on Japan, but the current system is not
markedly different. The government continues to subsidize the
industry's research and development efforts; tax credits remain;
textile firms are exempt from anti-trust laws; and various tax
and depreciation advantages remain, as do low-interest loans. " In
addition to subsidizing its own textile industry, Japan also has
a long history of tariffs, quotas, and other financial disincen-
tives, which limit competition from imports. Japan, of course,
1s not an exception, but rather a characterization of the approach
taken by many "democratic'" countries toward industry. Even Hong
Kong, which enjoys the reputation of being a mecca of private
enterprise, is experiencing a rapid growth in government interven-
tion in its economy, including the textile industry. Government
spending as a proportion of Gross Domestic Product in Hong Kong
has increased from 12 percent in 1970 to 22 percent in 1981.2°

As mentioned above, the U.S. government has given financial
support to the industrial development of Japan, and, as shown 1in
Table V-3, of Taiwan and South Korea as well. These countries
have received at least $12 billion in direct grants since the end
of World War II. In addition, other types of aid to these and
other countries are granted through the Foreign Assistance Act as
well as through the United Nations, which is financed heavily by
U.S. contributions.

From the late 1940s to the 1960s, there was obviously wide-
spread public support for such aid. However, as American industry
has become less competitive in international trade, the various
implicit costs of foreign aid have become more apparent. The
billions of dollars of foreign aid to Taiwan and South Korea have
freed resources to be used to subsidize such sectors of their

&2 The following discussion of Japan is based on American Textile Manufacturers
Institute, "Export Incentives," June 8, 1981.

29 "What Would Milton Friedman Say?" World Business Weekly, April 6, 1981,
p. 23.
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Table V-3
U.S. Government Foreign Grants and Credits to
Taiwan and South Korea: 1945-1979
(millions of dollars)

Year Tawain South Korea
1963-79 S1%122 $§4,097 |
July 1945- .

Dec. 1962 1,949 3,309
1963 76 240
1964 45 158
1965 49 176
1966 30 168
1967 38 ' 193
1968 32 1,901
1969 12 256
1970 14 : 198
1971 14 194
1972 26 221
1973 39 214
1974 119 63
1975 191 314
1976 145 344
1977 69 250
1978 52 698
1979 171 228

Source: U.S. Department of Commerce, Bureau of the Census, Statistical
Abstract of the U.S., various years.
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Table V-4
U.S. Military Assistance Deliveries to East Asian Governments:
1960-79
(millions of dollars)
1979 . 1970-79 1960-69
Taiwan $§ .5 § 165.2 § 856.1
Japan SS : == ) 313.0
South Korea 18.1 2,085.6 1,997.1
Indonesia 6.7 94.4 47.6
Philippines 6.5 121.4 200.4
Thailand _ 6.6 443.7 435.6
Total $38.4 §2,910.3 $3,849.8

Source: U.S. Department of Commerce, Bureau of the Census, Statistical
Abstract of the U.S., various years.

economies as the textile industry. Political leaders in Japan,
for instance, have found subsidies to the textile industries (and
others) to be very popular because they are a means of obtaining
political support from various groups while dispersing the costs
among the general population in the form of higher taxes. Such
subidies can be expected to continue as long as the political
benefits (support from the subsidized group) outweigh the politi-
cal costs (taxpayer opposition). Foreign aid serves as a means
of reducing or eliminating the political costs, by shifting them
to the U.S. These trade-offs are especially clear on considering
military aid from the U.S. as well as domestic aid. Direct
military aid to Taiwan, South Korea, and other East Asian suppliers
of textile imports alone is shown in Table V-4 to have exceeded
$38 billion from 1970 to 1979. Besides direct military aid, the
U.S. provides nearly all of Japan's defense capabilities, with
46,000 soldiers stationed there as well as 39,000 stationed in
South Korea, 1,000 in Taiwan, and 14,000 in the Philippines.30
The annual wage bill alone of maintaining these forces amounts to
approximately $1.16 billion. If other costs of maintaining these
forces are considered, the total annual costs are sure to be
several billion dollars annually.

In sum, foreign governments are heavily subsidizing their
domestic textile industries while at the same time limiting

20 U.S. Department of Commerce, Bureau of the Census, Statistical Abstract of
the U.S. (Washington, D.C.: U.S. Department of Commerce), various volumes.
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imports from the U.S. The federal government, in providing
domestic and military aid to these countries, is indirectly
subsidizing their industries at the expense of many domestic
industries involved directly or indirectly with the textile
industry and in the process has disadvantaged the U.S. textile
industry.

Foreign Nontariff Barriers to U.S. Efforts

Many foreign government also impose nontariff trade barriers
on imports from the U.S. Thus, it appears that even though
American producers may have a comparative advantage in the produc-
tion of many types of textiles and apparel goods, they are not
permitted to take advantage of the benefits of free international
trade. A U.S. Department of Commerce study has identified restric-
tions and requirements of 137 countries which may affect U.S.
textile and apparel export sales. The trade restrictions include
regulations such as embargoes, quotas, licensing requirements,
prior authorization, border taxes, labeling requirements, and
flammability standards. A list of such restrictions imposed by
South Korea, Taiwan, and China is shown in Table V-5.

In summary, foreign governments are heavily subsidizing

their own textile industries, which is a disadvantage for American
firms competing in the U.S. market, while simultaneously subject-
ing American producers to various entry barriers to international
markets. Consequently, the full welfare gains of free internation-
al trade are not being realized,  and such trade restrictions put
American textile manufacturers at a further competitive disadvan-
tage.

Table V-5
Restrictions on Imports
Korea, Taiwan, and China in 1981

Type of Restriction Explanation

REPUBLIC OF KOREA

RESTRICTED: Certain items in CCCN Since July 25, 1967, Korea has had an
categories 5003, 5101, 5311, 5601, import plan based on a negative list
5602, 5604, 5605, 5606, 5903, 5908, (Restricted List) of items whose import
6004 and 6103. All items in 5002, license must be approved by the appro-
5009, 5103, 5312, 5801, 5802, 5804 priate ministry or trade association.
6001, 6005, 6006, 6102, 6104, 6107, Within the Restricted List, certain
6109 and 6201 items are specifically banned. Others
are "subject to regulations to be an-
nounced separately.'" Essentially this

involves a further set of implementation
orders (not all have been issued yet
which, in effect, places a de facto

on imports) in which the MCI gives
further details on eligibility or del-
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Table V-5 (continued)

Type of Restriction Explanation

REPUBLIC OF KOREA CONTINUED

egates approval authority to manufac-
turers associations. The manufacturers
association certifies that a given impor
license application involves a product
or products not produced or producible

locally.
Licenses are valid for six months from date
of issue
EMERGENCY DUTY: The government is empowered
to impose additional duties of up to 50 per-
cent of the dutiable value of imports, if
necessary, to curb imports in order to pro-
tect major domestic industries. Under this
system, the tariff rates of the following
textile products are increased by 20 per-
centage points until the end of 1981:
CCCN No. Item Description
5801, and Carpet, carpeting and rugs
5802
5810 Embroidery, in the piece, in
strips or in motifs
6106 Shawls, scarves, mufflers
6107 Neckties
6202 Linen-curtains, bed linen, table
linen, etc.
SPECIAL CHARGE: 0.45% of c.i.f. value Contributed to KTA for Export Pro-

motion Fund

NATIONAL DEFENSE TAX: 2.5% of c.i.f.
value, effective until end of 1985

VALUE ADDED TAX: 10% of (c.i.f. value Replaced commodity tax effective
+ customs duty + Special Consumption Tax) July 1, 1977

SPECIAL CONSUMPTION TAX: Woolen and worsted
yvarn and fabrics, including knitted fabrics:
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Table V-5 (continued)

Type of Restriction

Explanation

Worsted yarn and fabrics:
value

Woolen yarn and fabrics; 10% of c.i.f.
value

Carpets, carpeting and rugs: 309% of
c.i.f. value

PRIOR APPROVAL; Required for certain items
in CCN catergories 5002, 5004, 5009, 5101,
5311, 5601, 5604, 5605, 5804, 5903 and 6001
even if item is used by Korean export in-
dustry

PRIOR DEPOSIT; 20% of f.o.b. value plus 10%
for all imports of other textile/apparel
goods, except 10% for raw materials for ex-
ports. These deposit rates apply only to
imports with deferred payments (usance L/C,
D/A and 0/P). At sight L/C do not require
prior deposits. Due with license-applica-
tion or when license approved. Deposit
returned at settlement

TAIWAN

IMPORT LICENSING: All products at present
but some textiles likely to be exempted
beginning in July 1981

Import permits are only granted to manu-
facturing firms, not to trading companies
or brokers for the following categories:
raw silk; silk yarns for processing;
yarns of artificial fibers such as con-
tinuous polyamide; polyesters and poly-
vinyl chloride, polypropylene; old
clothing and textile waste

HARBOR TAX: 49% levied on dutiable value
of 1.15 C.I.F.

208 of c.i.f.

In principle, items which are raw
materials to be used by Korea's ex-
port industry are not subject to
restrictions. The items listed at
left, however, constitute an excep-
tion and are subject to prior ap-
proval by the appropriate trade
association

Some finished textile and apparel
products have been placed on "area
restrictions,'" i.e., importable
only from U.S. or Europe
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Table V-5 (continued)

Type of Restriction

Explanation

IMPORT DUTIES: These are ad valorem
except for fabrics ready for garment-
making, which are subject to taxtation on
specific duty

For textiles subject to ad valorem duties,
the maximum rate is 100% with an average
rate of 51.42% for imports from countries
or areas in general, and 49.44% for im-
ports from countries or areas having
tariff preferential treatment with

Taiwan. The tariff rates are highest

for finished textile and apparel products
while duty free is granted for raw
materials

For fabrics subject ot specific duties,

the charge ranges from U.S. $§1.25 to

$21.39 per square meter, with a simple

average of U.S. $3.84

SALES TAX: Varies according to locality
CHINA

TARIFFS: China has a two-column tariff
structure with the lower tariff applied to

trade with which China has concluded agree-

ment for mutual most favored nation treat-
ment

Source:

Duties are rebated where textile goods
are used as raw materials in the
manufacture of taxable products for
export

Foreign trade is conducted by the

state through foreign trade corpo-
rations subordinate to the Ministry of
Foreign Trade, the individual ministries
and some provincial and municipal
governments

U.S. Department of Commerce, International Trade Administration,

Foreign Regulations Affecting U.S. Textile/Apparel Exports (Washington,

D.C.:

Department of Commerce, August 1981).
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VI SUMMARY AND POLICY ALTERNATIVES

The conclusions that may be drawn from this study are straight-
forward and may be stated simply. The fiber/textile/apparel
complex plays a major role in the nation's economy. Directly or
indirectly, millions of jobs depend upon it. Employment is
provided for hundreds of thousands of low-skilled minority and
female workers whose employment alternatives are severely limited.
The economic decline of this industry not only exacerbates unemploy-
ment, but increases U.S. dependence on foreign sources of apparel
and other textile products essential to industry and government,
including the military. As demonstrated during World war II,
dependence on distant suppliers for products essential to human
and economic survival can be hazardous. A substantial reduction
in the size or output capacity of the textile industry erodes the
nation's economic base and produces the potential for economic
and strategic disruption in the event of military crisis.

The statistical evidence indicates that the industry is
experiencing severe difficulties, despite growing demand for
textile products. Employment is shrinking, the number of firms
has decreased over time, rates of return are low which discourages
the entry of new firms, and the assets or economic resources
devoted to the production of textiles have stagnated. American
producers have been displaced by foreign firms as imports have
rapidly captured an increasing share of the domestic markets.
American manufacturers in many cases cannot effectively compete
under current conditions with foreign producers, often located in
newly industrialized countries such as Taiwan, Hong Kong, and
South Korea.

There is convincing evidence that the regulatory policies of
the federal government have played a major role in reducing the
competitiveness of U.S. textile firms relative to foreign firms.
The costs of domestic production have been increased through
myriad regulations on worker safety, air and water pollution, and
the labor market. Pollution control regulations alone have
forced textile firms to invest billions of dollars in capital
_equipment and to incur substantial operating costs. Although the
government has imposed a heavy cost burden on the industry (and
especially on the small producer), expenditures dictated by such
regulations seldom contribute to the efficiency or capacity of
production. ’

At the same time that the U.S. government has clearly impeded
the relative competitiveness of domestic firms it has, explicitly
and implicitly, aided foreign producers through grants and aid to
less developed countries to build up their industrial bases and
economies. Even though the aid might not have been specifically
targeted toward the textile sector, textile firms have benefited
indirectly from lower capital costs. In other cases (e.g., South
Korea, Japan, and Taiwan), the U.S. taxpayer has for years assumed
a major burden for defense; in these instances, the domestic
economy does not have to make '"guns vs. butter" trade-offs =--
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and, again, the textile industry in such countries receives an
indirect or implicit subsidy.

There is also ample evidence that foreign governments direct-
ly subsidize their own textile industries through outright grants,
export subsidies, and low-interest loans. It is hardly surprising
that American textile manufacturers are losing domestic markets
as the U.S. government saddles them with costly regulations (that
do not exist for foreign firms) and provides economic and military
aid to foreign nations that, -at least implicitly, benefit their
textile industries. The subsidization of foreign producers by
their own governments merely widens their competitive edge over
American producers. These observations apply equally well to
such other American industries as autos and steel that are suffer-
ing from foreign competition.

Much can be said in favor of free trade among nations, at
least in theory. 1In reality, free trade is a panacea for economic
problems that is preached far more than it is practiced. Each
nation favors free trade for products that can be produced domes-
tically at a comparative advantage and, all too frequently,
opposes free trade for those products that cannot. Japan, for
example, favors free export trade in autos, but strictly limits
‘importation of American citrus fruits. When a nation has a
domestic industry, importing foreign goods can result in importing
unemployment and a decline in the economic infrastructure.
Political, economic, and social constraints make free trade very
difficult to achieve in the U.S. or elsewhere, simply because so
much is at stake. In contrast, economic theorizing is not only
relatively costless, but also essentially harmless.

Possible policy alternatives involve complex issues and
difficult decisions. The ideal solution is for free trade to
prevail throughout the world. Under current conditions, however,
free trade in textiles would result in a flood of apparel imports
that could severely and adversely affect an industry that is
already experiencing serious economic difficulties. 1If U.S.
firms were free from burdensome and costly government regulation,
if the U.s. government (and foreign governments) ceased to subsi-
dize foreign competitors, and if foreign governments halted
subsidies to their own industries and withdrew restrictions on
imports, free trade would be desirable and the most efficient way
to provide goods and services to the nation's citizens. However,
none of these conditions is likely to be met in any significant
way. Regardless of the questionable cost-effectiveness of many
regulations, it is widely perceived that elimination of many of
them would be tantamount to "turning back the clock" and, there-
fore, politically difficult, if not impossible. U.S. aid to
foreign governments, whether economic or military, direct or
indirect, is and long has been perceived to be in the national
economic or strategic interests. Foreign governments would also
likely encounter insurmountable political resistance to major
changes in longstanding trade and economic policies. Given these
practical considerations, free trade in textiles (or in other
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goods) would virtually assure the long-term decline of American
industry, for American manufacturers would be forced to compete
while hampered by severe economic disadvantages imposed by U.S.
and foreign governments.

Even under the current Multifiber Arrangement which limits
the rate of growth of textile imports, the U.S. textile industry
will continue to experience serious problems unless the import
growth rate is at or below the rate of the domestic market.
Rational import policymaking is totally involved with the numerous
complexities discussed here. They are not only a statement of
the problems in the U.S. textile industry but an integral part of
any solution. Policymakers must be informed, and policy formeg,
by these complex trade-off possibilities.

James T. Bennett
and
Thomas J. DiLorenzo

James T. Bennett is Professor of Economics at George Mason University and an
Adjunct Scholar of The Heritage Foundation.

Thomas J. Dilorenzo is Assistant Professor of Economics at George Mason Univer-
sity.

e



