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ABSTRACT

VOLUNTARY EXPORT RESTRICTION.AS A FOREIGN COMMERCIAL
POLICY WITH SPECIAL REFERENCE TO
JAPANESE COTTON TEXTILES

by Kenneth LeRoy Bauge

The purpose of this study has been to evaluate the
use of voluntary export controls by a nation as an alter-
native to possible restrictions imposed by a major im-
porter. The case analyzed is that of Japanese export
limitations on cotton textiles to the United States when
it became evident in the late 1930's and again after World
War II that tariff rates almost certainly would be sharply
increased.

The history of these export restrictions indicates
that through diplomatic channels and through pressure
brought by the textile trade association on the United
States Tariff Commission that the Japanese cotton textile
exporters had little choice. They could control exports
voluntarily or face the consequences of higher tariffs.
Export restrictions were adopted in the belief that trade
Would be limited less than by import controls.

A test of the results of export controls has been
made by calculating the elasticity of demand for cotton
velveteen in the United States market. By means of multiple

linear regression and correlation analysis, a demand







Kenneth LeRoy Bauge

elasticity factor was obtained. From this elasticity of
demand, an estimate was made of cotton twill-back velveteen
imports, assuming the tariff would have been increased as
recommended by the Tariff Commission. On the basis of
these calculations, it appears that the voluntary quota
imposed by Japan in 1957 was more restrictive in three

out of the five years of the agreement than had the United
States imposed tariffs at rates proposed by the Tariff

Commission.
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CHAPTER I

INTRODUCTION

Commercial Policy

A foreign commercial policy 1s any public policy of
a country which directly regulates or influences 1its cur-
rent plus capital international accounts. The use of com-
mercial policy to control the flow of goods and services
between countries is not new to the twentieth century, but
there are new methods of commercial policy used to control
foreign transactions that are unique in this century.

There are various means of influencing the flow of
goods and services from one country to another. Commercial
policies usually regulate foreign trade through control of
the price of goods and services, or through quantity re-
strictions. These regulations may be directed at various
stages in the production of goods and services. Price and
quantity regulations can be directed toward the producer.
These restrictions can be applied only to goods that cross
international boundaries. Also, price and quantity regu-
lations can be directed toward the consumer in an effort
to control consumption. In practice, there are two means

of regulating foreign commerce: price and/or quantity; and
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these regulations can be directed toward four groups of
people: domestic producers, and/or foreign producers,
domestic consumer, and/or foreign consumers.

Price interferences are used to encourage and to

discourage the flow of goods and services between countries.

Discouraging can be done through tariffs and encouraging
can be done through the payment of subsidies. Quantity
restrictions, which will significantly affect prices, can
also be used as a means of increasing or decreasing the

flow of goods and services across national boundaries.

Statement of the Problem

This thesis examines the voluntary export restriction
as a commercial policy. Such agreements are an understand-
ing whereby the exporting country will restrict its exports
to another country. When two countries have the same in-
dustry and one has a definite cost and price advantage,
which results in a large flow of goods from one to the
other, what alternatives are available to overcome the
displacement of import competing production? Also, what
can the low-cost country do to delay protective restrictions
by the other?

Because of the cost and price differences, two
problems are created. Industrial expansion in the export-
ing country will be the direct result of an increase in
demand for exports, which will increase the demand for

resources, and, if none are available, result in an
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upward pressure on costs and prices. This expansion could
cause excessive unemployment of human and non-human re-
sources in the importing country if the rate of change is
too rapid. If this is a permanent change, there is the
long run economic task of reallocation of resources whigh
were used to produce goods that are now imported.

Prior to and after the Second World War, Japan was
and 1s a large exporter of cotton textile goods, a large
share of which have been to the United States. The United
States cotton textile industry has frequently pointed to-
ward Japanese imports as the cause for their problem of
low profits and excessive unemployment. In the 1930's and
also in the 1950's Japan voluntarily placed quotas on the
total amount of certaln types of cotton textiles exported

- to the United States.

Two general types of voluntary quotas may be estab-
lished by an exporting country. One type is unilateral in
form but results from diplomatic negotiations and other
pressures at the governmental level. The other type is
also unilaterally imposed by the exporting country, but
1s a result of an evaluation of the market situation in the
importing country involving no negotiation with the im-
porting country with respect to the amount or duration of

the quota. These types result from a specific
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international agreement which will be in the form of a
bilateral or multilateral agreement,l

The voluntary quota has distinguishing features when
compared to the usual form of the more typical commercial
policies of a tariff or quota. Commercial policies are
imposed unilaterally by the importing country while the
voluntary quota 1s imposed unilaterally by the exporting
country or is bilaterally negotiated. The exporting country
has, at the minimum, some influence over the terms of the
voluntary agreement. Also, the voluntary quota 1s intended
to be more temporary than the quota or tariff. The volun-

tary quotas analyzed in this study have a specified time

limit, while a typical tariff or quota usually does not
have such a limitation. Therefore, the voluntary quota is
periodically re-examined, and its promoters must Jjustify
and show the need for 1ts continuation. The final differ-
ence 1s that the bilateral voluntary agreement permits

discrimination against one country. An importing country

s able to use the bilateral voluntary quota to control
mports from one country or more, while allowing market

onditions to control imports from other countries.

lNoel Hemmendinger, Non-Tariff Trade Barriers of the
nited States (Washington, D. C.: United States-Japan
rade Council, Inc., 1964), p. 6.




This thes:
woluntary restr:
sloned two gener
wroposed that ¢l
ihe thirties, f
tie negotiatic
Witon textile :
nesis will tes:
x0T restriety:
o diplomatisc 5
atlon whieh woy
ssibly more e

fanination wil,

1t Ning thapt

i) e



Objective

This thesis examines the Japanese cotton textile

voluntary restrictions with reference to the above-men-
tioned two general types of voluntary quotas. It i1s
proposed that the cotton textile voluntary agreements of
the thirties, fiftles and sixties resulted from diplo-
matic negotiations and pressures from the United States
cotton textile industry and government. Therefore, this
thesis will test the hypothesis that Japanese voluntary
export restrictions on cotton textiles are imposed because
of diplomatic pressures and threats of unilateral American
action which would be more permanent, less flexibile and
possibly more restrictive than voluntary quotas. An
examination will be made of the voluntary export re-
striction as a means of solving the international problem
of a large flow of cotton goods from Japan to the United
States. It is proposed that the voluntary export re-
striction is a means used to postpone more severe and
permanent restrictions for Japanese exports of cotton

textiles to the United States.

Method of Analysis
For organizational purposes the thesis is divided

into nine chapters. Chapter I deals with the statement of
the problem, the objective, and the method of analysis.
Chapter II brings together the events that placed Japan in

the position to rapidly expand her exports of cotton
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extile imports into the United States 1s shown during the
1930's. In Chapters IV, VI and VII, the main body of the
hesis, an evolution 1s made of the cotton textile volun-
ary agreements during the 1930's, 1950' and 1960's.
hapter V discusses the wartime changes and the post-war
oulldup of Japanese-United States trade. Chapter VIII is
he analysis chapter, while the ninth chapter contains the

summary and conclusions.

.
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CHAPTER II

DEVELOPMENT OF THE JAPANESE COTTON
TEXTILE INDUSTRY

Japan has emerged rapidly into the modern world dur-
ing the past one hundred years. This rapid emergence has
attracted much attention due to her remarkable development
in all areas of human endeavor--economic, political, social,
and scientific. The cotton textile industry of Japan is an
example of this rapid and balanced development. This
chapter brings out the natural economic causes for this

phenomenal expansion.

The Period Prior to 1930

The first modern steam powered cotton spinning mill
was established in Japan in about 1866, and was equipped
with machinery imported from England. At this time western
styles of 1living were rapidly being introduced into Japan,
and the country was lacking in capital equipment to pro-
Fuce these material goods. Demand for foreign made goods
grew rapidly, which sooon resulted in a rather large and

consistent unfavorable balance of trade.l Table II-1 shows

U S., Tariff Commission, The Foreign Trade of
Ta an (Washington, D. C.: U. S. Government Printing Office,
F9225 .

7
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8
TABLE II-12

JAPANESE IMPORTS AND EXPORTS
(VALUES IN THOUSANDS OF YEN)

Total Total Excess of Excess of
Year Imports Exports Imports Exports
1868 10,693 15,554 — 4,861
1869 20,781 12,909
1870 33,742 14,543
1871 21,917 17,968
1872 26,175 17,026
1873 28,107 21,636
1874 23,462 19,317
1875 29,976 18,611
1876 23,965 27,711 3
1877 27,421 23,348
1878 32,875 25,988
1879 32,953 28,176
1880 36,627 28,395
1881 31,191 31,059
1882 29,447 37,721
1883 28,445 36,268
1881 29,673 33,871
1885 29,357 37,147
1886 32,168 48,877
1887 Ly 30k 52,408
1888 65,1455 65,706
1889 66,104 70,060
1890 81,729 56,603
1891 62,927 79,528
1892 71,326 91,103
1893 88,257 89,713
1894 117,482 113,246
1895 129,261 136,112
1896 171,674 117,843
1897 219,301 163,135
1898 277,502 165,754
1899 220,402 214,930
1900 287,262 204,130
1901 255,817 252,349
1902 271,731 258,303
1903 317,136 289,502
1904 371,361 319,261
1905 488,538 321,534
1906 418,784 423,755
1907 494,467 432,413
1908 436,257 378,246
1909 394,199 413,112
1910 464,234 458,429
1911 513,806 Y47, 434
1912 618,992 526,982
1913 729,432 632,160
1914 595,736 591,101
1915 532,450 708,307
1916 756,428 1,127,468
1917 1,035,811 1,603,005 s
1918 1,668,144 1,962,101 293,957
1919 2,173,460 2,098,873
1920 2,336,175 1,948,395
1921 1,614,154 1,252,837
1922 1,890,308 1,637,451
1923 1,982,230 1,487,750
1924 2,453,402 1,807,034
1925 2,572,657 2,305,589
1926 2,377,484 2,004,727
1927 2,179,153 1,992,317
1928 2,196,314 1,971,955
1929 2,216,240 2,148,618
1930 1,546,070 1,469,852 76,218 SiE
21868 to 1920 obtained from: U. S. Tariff Commission, The Foreign Trade of
Japan (Washington, D. C.: U. S. Government Printing Office, 1922), pp. 1,2. &
1921 to 1930 obtained from: The Forelgn Affairs Association of Japan, The Japan

Yearbook 1934 (Tokyo: The Kenkyusha Press), pp.
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Japan's unfavorable balance of trade during the 1870's,

from 1896 to 1915, and during the 1920's.

Prior to 1890 Japan had successfully reorganized her
governmental administrative system into a well-established
constitutional government. This provided an atmosphere of
political stability and monetary incentives which enabled
and encouraged the people to devote more of their time to
the development of the economic sector. This also had its
influence upon the country's international trade by en-
abling exports to continue to increase rapidly after the
1890152

The Japanese government took corrective action because
f the unfavorable. balance of trade during the 1870's. It
'irst encouraged the development of the cotton spinning
ndustry by building two model spinning mills in 1878.
'hese served to stimulate private industry. Japan did not
ake any of its textile machinery at this time, so the
overnment also imported spinning machinery and sold it to
rivate individuals on favorable credit terms. To further
ncourage the importing of textile machinery, the govern-
ent would loan money on favorable terms to private firms
ho wished to import their own cotton textile machinery.3
It took about thirty-five years for the number of

pindles to reach one million and about another thirty-five

°Tpid.

3Keizo Seki, The Cotton Industry of Japan (Tokyo:
ipan Society for the Promotion of Science, 1956), p. 15.
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10

years for it to reach twelve million (see column 2, Table
II-2). This rapid industrial development was possible be-
cause of a stable and relatively developed social and
scientific system.

Japan began looking to foreign markets for its cotton
textiles in the early 1890's. At this time Japan was
experiencing a domestic recession, which brought about a
temporary overproduction of cotton yarn. Foreign markets
provided a solution to this problem (Table II-3), but
Japanese cotton yarn exports were having difficultyicom-
peting in the world market because of an export duty. The
duty was eliminated in 1894, enabling Japanese cotton yarn
to compete in the world market.“ The exports of cotton
yarn increased from approximately 0 to 83.5 million pounds,
and cotton fabric exports increased from 6.8 million to
112.8 million square yards during the 1890's.

World War I was another period of extensive and rapid
development in the cotton textile industry of Japan. England
was the major cotton textile exporter during this time, but
was now decreasing her textile production and exports, and
concentrating her resources on war production. This gave
Japan the opportunity to expand her textile exports to all
of Asia and part of Africa. Her exports of cotton fabrics

more than doubled, from 403.4 million square yards in 1915

uIbid., pp. 18-19.
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TABLE II-2
JAPANESE COTTON SPINDLES

Year Spindlesa Percent Increaseb
(1) 43 (3)
1867 3,624 -—
1870 5,624 55.2
1875 8,344 48.4
1880 12,792 53.3
1885 79,264 519.6
1890 358,184 351.9
1895 677,108 89.0
1900 1,361,122 101.0
1905 1,378,846 143
1910 2,004,968 45,4
1915 2,772,982 38.3
1920 3,689,640 33.1
1925 5,026,848 36.2
1930 6,942,706 38.1
1935 9,739,300 40.3
1938 12,550,156 28.9

20btained from:
an (Tokyo:
115

s P 3

Keizo Seki, The Cotton Industry of

Japan Society for the Promotion of Science,

bPercent increase over preceding period.
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TABLE II-32

JAPENESE EXPORTS OF COTTON YARN
AND COTTON FABRICS

Year Yarn Fabrics
(in 1,000 1bs.) (in 1,000 sq. yds.)

(1) (2) (3)

1885 -— 8,987
1890 12.4 6,835
1895 4,710.5 45,867
1900 83,492.9 112,839
1905 106,953.5 147,375
1910 139,054.0 239,889
1915 230,356.8 403,430
1920 121,970.0 862,888
1925 124,321.1 1,297,542
1930 23,846.4 1,571,825
1935 38,633.2 2,725,109

aObtained from: Keizo Seki, The Cotton Industry

f Japan (Tokyo: Japan Soclety for the Promotion of
clence, 1956), pp. 304-307.
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to 862.8 million square yards in 1920. This greatly ex-
panded world market was a major benefit Japan derived from
World War I.5

The war also provided a great need and demand for
domestically produced textile machinery. Prior to this
time, most all textile machinery and parts were imported
from England, because domestic machinery producers were
unable to match the superior quality of the English im-
ports. The war interrupted all English exports to Japan,
which led to greater co-operation between the cotton textile
and textile machinery industries of Japan. This put great
demands on and stimulated the development of the textile
machinery industry. Japan's textile machinery industry was
successful in substantially increasing the quality of their
product, so when the war was over and machinery imports
available, Japan's cotton manufacturers preferred the
domestically produced machinery.6

After World War I Japan continued her drive to increase
cotton exports. She strengthened her position in the markets
gained in Asia during the war, and also expanded them to a
world-wide basis. This was accomplished even though there
was a severe depression in the early 1920's in Japan that
caused large price fluctuations and financial uncertainty.

To protect itself from the depression, the cotton textile

6

SIbig., p. 22. Tbid., pp. 23-2k.
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industry increased 1ts intra-industry co-operation which
aided in reducing industrial instability. As a result of
the depression in the early 1920's, Japan's economy was
in a relatively better economic position and not inflated
as other economles prior to the world depression of the
early 1930'5.7
Before 1895 most of the monetary value of exports of
cotton goods was in cotton yarn, and after this date the
emphasis began shifting from yarn to fabrics; in 1905 the
exports of cotton fabrics exceeded imports. At the be-
ginning of World War I exports of fabrics exceeded those
of yarn, and at the same time the emphasis shifted from
exporting gray goods to finished goods. Prior to World
War I, Japan's exports were primarily in semi-finished
goods, and after the war, the cotton textile industry of
Japan gained importance as a world supplier of finished

goods.8

Natural Resources and Population

Japan's unique combination of population and natural
resources reveals why her government encouraged expansion
of the domestic cotton textile industry for foreign markets
uring the thirties. The population of Japan had approxi-

ately doubled within sixty years as shown in Table II-4,
he rate of increase showed signs of becoming more rapid

fter World War I. This increase in the rate of

"Ibid., pp. 25-27. 81bid., pp. 28-30.
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TABLE II-4%

* POPULATION OF JAPAN
(IN THOUSANDS)

Year Total Index Number
1872 34,806 100.0
1879 35,316 101.5
1880 36,649 1053
1885 38,313 110.1
1890 39,902 114.6
1895 41,557 119.4
1900 43,847 126.0
1905 46,620 133.9
1910 49,184 14143
1915 525752 151.6
1920 55,473 159.4
1925 59,058 169.7
1930 64,448 185.2

aObtained from: Harold G. Moulton, Japan, An
onomic and Financial: Appraisal (Washington, D. C.:
Brookings Institution, 1931), p. 623.
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celeration of population was attributed to a continued
gh birth rate combined with declining death rates be-
use of improved sanitary conditions and medical
cilities.9

In 1928 Japan had a population density of 437 people
r square mile. This compares to 330 per square mile for
rmany, and 41 per square mile for the United States.
en tillable land is compared to population, Japan's popu
tion density increases relatively more than other
untries. Because less than 16 percent of the land area
Japan is tillable, she then has a population density of
774 people per square mile of tillable land. This com-
res with 860 for Germany and 229 for the United States.
cause of this high population density per square mile of
llable land, Japan must import much of her annual food
oply.lo

Japan possesses a wide variety of mineral resources,
; did not have sufficient quantities of any to meet her
1dly growing domestic demand. These resource limi-
lons became a very important factor in limiting Japan's
wth during the twenties. Key industrial minerals such

iron ore and crude oil were inadequate for the nation's

9Albert E. Hindmarsh, The Basis of Japanese Foreign
cy (Cambridge: Harvard University Press, 1936), p. 36.

1OHar-old G. Moulton, Japan, An Economic and Financial
aisal (Washington, D. C.: The Brookings Institution,
): pp. 22-27.
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industrial demands of the twenties. 1In 1928 Japan im-
ported over 85 percent of her crude oil consumed and 92
percent of the total iron ore consumed.11

Japan made remarkable economic expansion from 1870
to 1930, and this expansion has enabled her to support an
increasing population at a rising level of 1living. But
with limited natural resources, Japan's population was
becoming a problem of crucial impor’tance.12

Many western countries experienced concurrent growth

in population and industrialization after the middle of

the nineteenth century. In most all of these cases there
were circumstances that differed from the Japanese expan-
sion. These other countries who experienced an increase in
population from 1870 to 1930 were endowed with natural re-
sources that were relatively adequate to permit wide spread
lndustrial expansion. Also, these other countries had
stablished foreign transactions which offered some outlet
'or productive enterprise of their excess populations.
acing the problem of an expanding population and a desire
o improve her level of living, Japan was forced to look
or, and depend on international trade as the means for

proving her welfare.l3

A2

H1pi4., pp. 55-66. Ibid., pp. 396-397.

13Hindmarsh, op. elt., pp. 36-47.
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Characteristics of Japanese Labor

It is significant to understand some of the charac-
teristics of the Japanese labor force when evaluating the
rapid economic growth of Japan. In reviewing the litera-
ture, the writers agreed that the Japanese laborer contri-
buted much to the industrial development of Japan and
possessed some very desirable characteristics for rapid
economic development. It 1s the nature and cultural heri-
tage of the Japanese worker to be diligent and thrifty in
his habits. A worker 1s praised by his colleagues for be-
ing able to produce quallty work at a relatively rapid pace.
On the other hand, a worker who does less work than he is
actually capable of doing is looked down on as an undesir-
able person by his colleagues. For example, during the
1930's, an average Japanese worker in the cotton mills
attended eight semi-automatic looms and thirty to forty
automatic looms. The English worker has refused to attend
more than six looms, and the Japanese morals would immedi-
ately brand them as lazy and undesirable people.lu
The Japanese worker 1s, and enjoys, being competitive.
He tends to have the same goals as management--producing

higher quality goods in a shorter time. >

luIsoshi Asahi, The Secret of Japanese Trade Expan-
sion (Tokyo: The International Association of Japan, 1934)
pp. 49-50.

>

151b1d., pp. 50-52.
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The Japanese workers also demonstrate great aspir-
ations in improving themselves. They have a hablt of being
studious and are dedicated to improving themselves within
the plant. His desires for learning are not limited to
his specific job, but are also in other areas of sclence,
soclal science, and humanities. Employers tend to en-
courage this studious trait of the Japanese worker because
he sees it aiding the development of Japanese industry.ls

The Japanese worker 1s well-known for his high degrees
of manual dexterity. This trailt may have lesser importance
during the age of mass production, but it does aid in ex-
plaining the rapid industrial growth of Japan prior to
World War I.%7

Japan's rapidly expanding population between 1870 and
1930 accounts for her abundant labor force. In the cotton
textile industry during this time, over 80 percent of all
mill workers had come from rural areas and were mostly
girls less than twenty-one years of age. Historically and
traditionally the cotton handicraft industries have been
performed by women on the farms. When the cotton industry
developed, it naturally relied upon the rural female popu-
lation as a major source of its labor supply.18 Due to
this source of labor supply, labor and management of the

cotton industry co-operated to develop the dormitory

161p14d., pp. 52-54. 171b14., p. 55.

183ek1, op. cit., p. 53.
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ystem. Since many of these minor aged female workers came
om distant rural areas, 1t was necessary to provide 1liv-
g quarters and special care for them. This led the firms
the cotton textlle industry to build and provide living
arters for a large share of 1ts labor force. The dormi-
ory system, which was provided by the cotton textile firm,
2duced. the living cost of the labor force to a minimum.19
Ince these girls came from low-income rural areas that
ere suffering form a surplus of labor, their demands for

.ges above the company services provided were minimal.20

Industrial Rationalization

The depressed economic conditions of the twentles,
upled with the general world depression of the early 1930's,
ft the industries of Japan in a weakened position. These
neral economic conditions also crippled the cotton textile
dustry of Japan. The Japanese government promoted a move-
nt to organize domestic industry and the domestic and
reign trade on a more sound and profitable basis. Thus

1930, a Rationalization Bureau was established within

e Department of Commerce and Industry; the purpose was

191b14., pp. 53-54.

2OIt is interesting to note that the labor supply for
> Japanese cotton textile industry corresponds with the
i1s thesls of development, where an unlimited supply of
or is availlable, in this case from agriculture, at a
)sistence wage and employment in the industrial sector
the economy increases as capital formation occurs.
N. Agarwala and S. P. Singh (eds.), The Economics of

lerdevelopment (London: Oxford University Press, 1958),
F00-5149.
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to advise and give central direction to measures that were
intended to coordinate industrial activity and promote
general efficiency.2l

The economic structure of the Japanese industries
was also changing because the conditions were such that the
financially weaker companies were being eliminated either
by liquidation or merging with stronger companies. This
movement tended to strengthen and stabilize the economic
structure of the country.22

The countrywide rationalization movement greatly im-
proved the efficliency in the cotton textlle industry. This
movement included: sclentific methods of management applied
in the mills, time and motion studies made of mill workers
to determine the most efficient procedures, special train-
ing programs organized and given to workers, Toyoda auto-
matic loom rapidly being installed in the mills to replace
the less efficient semi-automatic loom, mills were being
air conditioned which increased the efficiency of the looms
and the workers.23 The automatic loom enabled greater

labor efficiency which resulted in one man operating up to

21U. S., Senate, Cabinet Committee on Cotton Textile
Industry, A Report on the Conditions and Problems of the
Cotton Textile Industry, Report No. 126, 7Lth Cong., 1st
Sess., 1935, p. 130.

22U. S., Department of Commerce, Expansion of
Japan's Foreign Trade and Industry, Trade Information
Bulletin No. 836 (washington, D. C.: U. S. Government
’rinting Office, 1937), p. 15.

23Sekt, op. cit., pp. 29-30.
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twenty looms. In Great Britain, trade union regulations
limited one man to the operation of six looms.2“

In addition to these technical improvements within
the mills, efforts were also made to improve some external

conditions. The managerial efficiency of the textile firms

was improved by the merging of small companies that were

inefficient due to their size. Trade associations were

organized which resulted in the organization of joint pur- |

chasing pr'ogr‘ams.25 T
The rationalization program within the cotton textile

industry had impressive results. Table II-5 shows that the

working hours per day were reduced, and at the same time

the annual per worker production was substantially in-

creased in both the textile and spinning industries.
Table II-6 clearly reveals the rapid decline in costs of
production that was accomplished by substantially reducing
the number of man-hours required to operate 10,000 spindles.
The labor cost required to operate each 10,000 spindles was
reduced by 52 percent as a result of this rationalization
rogram.

Table II-7 shows that the real wage per worker in-
reased during this intensifled rationalization program.

he dally wage to operate 10,000 spindles was greatly

Zu"The Textile Trade War: Japan's Challenge to
ritain Calls for World Analysis," American Exporter,
uly, 1934, pp. 16-17.

25Seki, op. cit., p. 30.
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TABLE II-62

NUMBER OF MILL WORKERS AND AVERAGE
DAILY WAGES IN JAPAN, 1929-1932

Workers

(Number Per
10,000 Spindles)

Wages

Date

Male Female Per 10,000 Index
Spindles Number

(in Yen)
une 1929 61.2 218.9 362.93 100
ec. 1929 56.2 206.0 323.90 89
une 1930 53.2 188.9 282.55 78
ec. 1930 44,8 167.4 230.58 64
une 1931 40.8 168.6 215.14 59
2c. 1931 37.3 169.0 201.65 56
ine 1932 33.8 170.8 187.18 52
e, 1932 31.9 164.1 174.29 48

20btained from:
de Expansion (Tokyo:

an, 1934), p. 28.

Isoshl Asahi, The Secret of Japanese
The International Association of
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TABLE II-7

COST AND WAGE COMPARISONS IN THE
TEXTILE INDUSTRY OF JAPAN
(INDEX NUMBERS)

Daily® Daily® Retail® Real
Wage Wage Price Wage
Year (per 10,000 (per Worker) Index (per Worker)
Spindles)
(1) (2) (3) ) (5)
1929 100 100 100 100
1932 48 81 75 108

Isoshi Ashi, The Secret of Japanese

aObtained from:
The International Assoclation of

rade Expansion (Tokyo:
apan, 1934), pp. 28,29.

bCalculated from: The Japan Yearbook 1934 (Tokyo:
he Foreign Affairs Assoclation of Japan), p. 367.
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educed (see column 2, Table II-7). During the same time
eriod the dally wage per worker was also declining (see
olumn 3, Table II-7). The general price level in Japan
‘as declining at a more rapid rate than the wages; there-

ore, the real wage per worker in the cotton textile in-

ustry increased by 8 percent (see column 5, Table II-7). -
This rationalization program in the cotton textile

ndustry of Japan substantially improved both her ability

o compete in the world textile market and her relative 1
hare of the world market. Prior to 1930 Great Britain was
he dominant textile exporter of the world. Table II-8 re-
cals how the rationalization movement was able to improve
apan's relative position in: the world textile market.

iring this general world economic contraction, Japan in-

eased the number of spindles in production of cotton
xtiles while Great Britain's declined (see columns 2 and
 Table II-8). The world exports of cotton textiles, and
‘eat Britain's exports of cotton textiles, declined, while
pan's exports of cotton textiles increased (see columns

5 and 6, Table II-8), and this resulted in a substantial
crease in Japan's relative share of world exports, and a
cline in relative share of the world market for Great
itain (see columns 7 and 8, Table II-8).

Rationalization in the cotton textile industry of

pan served (1) to reduce production costs; (2) to lower
W material purchasing and finished good marketing ex-

1ses; and (3) to concentrate the control of production
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nd. foreign marketing operations in the hands of the trade
ssoclations. Production efficiency resulted chiefly from
e increased use of modern equipment and the improvement
mill management. Purchasing and marketing efficiencies
re realized as a result of the concentration of foreign
w material buying and finished good selling operations
the hands of a few large and highly efficient trading

ganizations‘26

Industrial Co-operation and Control

The industrious nature of the mill worker and the
111ty of labor and management to co-operate together were
y factors in the success of the rationalization program
thin the textile industry. The cotton textile industry
ncentrated its foreign buying of raw materials, and sell-
g of cotton textiles operations, in the hands of a few
ficient trading organizatilons.

The Japanese Cotton Spinners Assoclation was organized
promote. orderly marketing and control in the spinning
ustry. This assoclation represented over 95 percent of

the cotton spindles in Japan, and was organized in such

ay that it could control the production of its members'
15.°7

260. S. Senate, Cabinet . . ., op. cit., p. 131.

27Seki, op. cit., p. 30.
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Devaluation of the Yen

The devaluation of the yen in terms of the dollar
also stimulated the development of the Japanese textile
industry. The world depression of the early thirties
cuased Japan to abandon the gold standard in December of
1931, giving her exports to the United States an added
advantage because the value of the yen immediately fell
about 30 percent in terms of the dollar (see Table II—9).28
The fall in the value of the yen in terms of the United
States' dollar enabled Japanese goods to be exported at
lower world prices than were formerly possible, without the
necessity of Japanese exporters reducing their prices in
terms of yen. The dollar value of the yen decreased about
43 percent from 1931 to 1932. The value of the yen fluctu-
ated widely in 1932 and 1933, but was stabilized in 1934,

As a result of this substantially lower dollar price
of Japanese goods, the labor costs in the textile industry
of Japan declined to foreigners due to a fall in the price

of yen, without lowering the level of living of the Japanese

factory workers. This relative lowering of the price of
apanese exports is another factor in adding the competitive

trength of the Japanese cotton textile industry in the

nited States.29

28U. S. Tariff Commission, Recent Developments in
g; Foreign Trade of Japan, Report No. 105, Second Series,
v D257

291b1d., p. 26.
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TABLE II-92

DOLLAR-YEN EXCHANGE RATE IN NEW YORK
(DOLLAR PER YEN)

Year Lowest Highest Averageb
1926 435 .488 .469
1927 .456 .490 JA4Th
1928 448 .480 .465
1929 .438 .49o b6l
1930 .490 .49y Jhok
1931 .345 Jhob .489
1932 .198 37,3 .281
1933 .203 .313 252
1934 .285 .304 .295
1935 .278 .291 .286

20btained from: Keizo Sekil, The Cotton Industry of
an (Tokyo: Japan Society for the Promotion of Science,
5), p. L408.

b‘I‘he source does not state what average that is,
due to conventional quotations, my presumption is that
1s a monthly average.
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Balance of Trade

The Japanese textile rationalization program influ-
ced the balance of trade with United States and the rest
the world. Japan had been experilencing an unfavorable
lance of trade during the twentles and the early thirties,
1 the yen value of Japan's annual imports and exports for
> period 1924-34 is shown in Table II-10. Both exports
1 imports declined some from 1925 through 1928 and fell
arply in 1930 and 1931. From 1931 through 1934 both im-
°ts and exports increased. From 1925 to 1932 the aggregate
lue of Japan's imports fell more rapidly than did the
lue of her exports; a situation which resulted in a de-
lne in her unfavorable balance of trade. From 1932 to
34 the reverse was true; the value of imports rose more
idly than exports, and this resulted in an increase in
 country's unfavorable balance of trade.

Japan's balance of trade did not change substantially
m 1929 through 1934; however, there was a substantial
nge of the Japanese balance of trade with the United
tes and with the rest of the world. During the thirties
anese balance of trade with the United States, and her
ance with the rest of the world, was reversed (see Table
11). Prior to 1932 Japanese exports to the United States
eded her imports, and she was experiencing a favorable
ance of trade with the United States. During this same
e Japan was experiencing an unfavorable balance of

de with the rest of the world. From 1932 to 1934 Japan
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was experiencing an unfavorable balance of trade with the
United States, and at the same time a favorable balance of

trade with the rest of the world.

Raw Cotton Imports

Cotton textile production developed. from a small
household industry into the largest manufacturing industry
of Japan during the first thirty years of the twentieth
century. With this rapid growth, Japan realized that the
need for cotton could not be fully met by increasing
domestic cultivation. Since the cost of producing cotton
in Japan was higher than in overseas areas and because her
climatic condition were not as suitable for cotton culti-
vation, the Japanese government gave up encouraging domestic
cotton growing. Import duties on raw cotton were abolished
which encouraged the industry to become wholly dependent
upon. foreign cottcn.30

Because Japan depends wholly on foreign sources for
1ts raw cotton, the United States and British India supplied

bout 90 percent of it from 1900 to 1938.31

The relative

oroportions of American and Indian cotton consumed by the

Japanese textile industries changed because of a change in
“he quality of cloth produced. Prior to 1930, Japanese

n11lls produced the cheaper grades of cloth made from coarse

30Seki, op. cit., p. 104.

311p14., p. 328.
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yarns, both for home consumption and for export to Asian
markets. Indian cotton, shorter of staple and lower in
price than American cotton, was. then more suitable for the
industry's needs. Since 1930, Japan has been competing in
world markets with the better quality American and British
cotton cloths and to be competitive has required a greater
use of the longer staple American cotton. While in the
ten year period 1921-32 India supplied 50 percent of
Japan's annual cotton consumption, as compared to 40 per-
cent supplied by the United States. From 1931-35, Ameri-
can cotton increased to over 50 percent of the total imports
while Indian cotton dropped to less than 40 percent.32
Within the limits of physical substitutability of
American and Indian cotton, price changes influence the
relative amounts-of each used.33 The Japanese textile in-
dustry has become very efficient at mixing raw cotton of
various types and are prepared to take advantage of differ-

ent prices of raw cotton in various parts of the world.3u

32U. S. Department of Commerce, Expansion of . . .,
p._eit., p. 21,

33Japanese textile manufacturers have become very
skilled at mixing raw cotton of various types, and this
Jrocess 1s a trade secret; however, in the manufacturing
>f higher grade yarns, American cotton is used almost
xclusively, while in the lower grade yarns more Indian
otton can be used.

3“U. S. Department of Commerce, Expansion of . . .,
p. _cit., p. 21.
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Table II-12 shows the increasing trend of raw cotton
coming from the United States during the early thirties.

In the late thirties, Unlted States cotton became rela-
tively less significant while China and other countries
became more important as a source of supply.

The changing trend of the Japanese foreign trade can
be explained by three events. During the 1920's, raw silk
was the most important ltem the United States imported from
Japan. The price of raw silk declined substantially in the
late twenties and early thirtles due to the development of
artificlal substitutes. Therefore, the substantial fall in
the price of raw silk accounted for a large part of the de-
cline in Japanese exports to the United States. Another
2vent was the expansion of Japanese exports, which were
“he type of commodities that found better markets in
ountries other than the United States. Thils changing
rend of Japanese exports resulted in a reduced share of
er exports going to the United States (see column 7, Table
I-11). Another event influencing the trend was the sub-
tantial expansion of the cotton textile industry of Japan.
ecause Japan must import over 99 percent of her raw cotton,
nd the United States was a major supplier of raw cotton for
he Japanese textile industry, this resulted in an increased
hare of Japanese imports coming from the United States

see column 9, Table II—ll).35’36

35U. S. Tariff Commission, Recent Developments . . .,
p. cit., pp. 7-12.

36Foreign Agricultural Service, Cotton Division,
une, 1963.
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TABLE II-12%

SOURCE OF JAPANESE RAW COTTON IMPORTS
(IN PERCENT)

Year United States India China Othersb
(1) (2) (3) (%) (5)
1903 13 56 25 6
1904 10 38 43 9
1905 27 50 16 i
1906 19 50 23 8
1907 21 52 21 6
1908 24 45 20 11
1909 18 58 15 9
1910 9 63 23 5
1911 18 58 18 6
1912 31 52 11 6
1913 26 60 9 5
1914 22 66 7 5
1915 22 67 8 3
1916 26 61 8 5
1917 24 63 9 4
1918 36 42 18 4
1919 39 45 12 4
1920 41 53 3 3
1921 4o 50 6 4
1922 33 57 7 3
1923 29 58 9 4
1924 29 56 12 3
1925 35 56 6 3
1926 39 50 i 4
1927 50 39 8 3
1928 4o 47 11 2
1929 42 48 7 3
1930 41 49 7 3
1931 48 43 6 3
1932 71 22 4 3
1933 60 32 5 3
1934 48 43 2 7
1935 47 42 4 id
1936 39 4y 3 14
1937 30 51 3 16
1938 35 33 15 17
1939 29 34 11 26
1940 0 30 10 60

aObtained from: Kelzo Seki, The Cotton Industry of
an (Tokyo: Japan Society for the Promotion of Science,
2

56), p. 328

b100 percent minus the summation of United States,
lia, and China.
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Summar y

Japan's industrial activity experienced enormous
growth in the last thirty years of the nineteenth century
and the first thirty-five years of this century. Japanese
exports grew from approximately zero in 1870, to 204 million
yen in 1900, and then to two billion yen in 1935. As a
comparison, the foreign trade of the United States grew
from $2.4 billion in 1900 to 4.3 billion in 1935.37

During this time Japan. was experlencing a rapild
population growth and her people had a strong desire to
Improve their level of 1living. This desire, combined with
eXtremely limited raw materials, resulted in a country that
nad to earn her foreign exchange by exporting her labor in
the form of finished goods for her to survive and grow
2conomically.

The cost of producing Japanese cotton manufactured
soods were lowered for numerous reasons in the early thirties.
'hese reasons included imporved management and production
iethods, new and better equipment, more effective use of
labor, more extensive centralized control over foreign
uying and selling operations, and a lower exchange value
‘or the yen. These changes, the above-discussed desire of
he people, and the country's limited natural resources

ombine to explain Japan's situation in the 1930's: she

_ 37R. A. May, "Trade Relations with Japan," The Far
astern Review, XXXII, No. 12 (December, 1936), p. 516.

—— - AT
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held a position which naturally and logically would en-
able her to rapidly increase all exports, especially

cotton textiles.



ANALYSIS ¢

Interna
the decade of
¢ early thi;
fcomes ang 1

Wuntries o

.~



CHAPTER III

ANALYSIS OF JAPAN'S EXPORTS TO THE UNITED STATES
DURING THE 1930'S

International trade was in a state of flux during
he decade of the thirties. The world-wide depression of
he early thirties resulted in a sharp decline in national
ncomes and international transactions, which led many
ountries to an increasing protectionist policy to aild
nternal industrial recovery. Countries were devaluating
heir currencies which resulted in changing the inter-
ational price structure. There was also rapid techno-
ogical development occurring in many countries of the
orld.

In 1930 the United States passed the Smoot-Hawley
riff Act which substantially increased tariffs. Japan
preciated the international value of the yen in 1931,
ich lowered the international price of Japanese goods.
so, rapid and substantial rationalization was experi-
ced by all Japanese industries in the twenties and
irties and by the cotton textile industry during the
rst half of the thirties. These events of the early
irties had conterbalancing results that set the stage

r the Japanese-United States trade problems of the middle

4o
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and late thirties. This chapter will concentrate on the
important economic events that led to the voluntary con-
trols of the thirties. Due to the lack of comparable data

in quantities, this analysis will be in dollar values.

United States Imports

The total dollar value of United States imports was
steady during the late twenties and fluctuated more during
the thirties. During the late twenties Gross National Pro-
duct was around $100 billion and total imports slightly
over $4 billion as indicated in columns 2 and 3 of Table
III-1. During the thirties total imports moved in the same
direction as N. N. P., with the exception of 1933. Total
imports declined relatively more than G. N. P. in the early
part of the depression and stayed around 3 percent as com-
pared to slightly over 4 percent of the late twenties (see

column 5, Table III-1).

United State's Imports from Japan

The dollar value of total imports from Japan was
around $400 million during the late twenties as indicated
in column 4 of Table III-1. It dropped to less than $200
million in the early thirties and tended to decrease dur-
ing the decade. The percentage of total imports that came
from Japan was from 9 to 10 percent prior to 1932 (see
column y of Table III-1). It declined to about 7 percent

n 1934 and remained at that level the rest of the decade.
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The dollar value of Japanese exports to the United
States was also declining during the thirties, but the yen
value of goods exported to the United States shows a sub-
stantial increase. In 1930 and 1931 the yen was worth
about 49 cents in New York.l Japan abandoned the Gold
Standard in December, 1931 and the value of the yen de-
clined to an average of 28 cents in 1932, tending to
stabilize at about that level. This devaluation amounts
to an 80 percent increase in the purchasing power of the
dollar in terms of the yen. After 1931 the quantity of
Japanese exports to the United States increased substanti-
ally due to the devaluation of the yen, and this is not
reflected in the dollar value (see column 4, Table III-1).

United States Imports of
Cotton Manufactures

The dollar value of cotton manufactures imported into
the United States declined from $69 million in 1929 to a
low of $28 million in 1932 (see column 3, Table III-2). It
increased from 1934 to 1937, where it reached a peak of
$57 million. Imported cotton manufactures varied from
1.5 to 2.2 percent of total imports during the decade of
the thirties (column 5, Table III-2). This reveals rela-

tive stability and no particular trend during this time.

lrable II-8, p. 27.




Jo

Jusoaad

JO jusdasd

H gaanjoevgnuen :o:euH

AALHTOIWT

LOO 40
70 NOSIHVIWOO




Ly

b .

90TJJ0 SUTQUTJIJ JUSUWUISAO0D S *[ :U03BUTYSEM) S93EB4S Do3Tufl ays Jo
UOT)EJTABN DUEB 90J9UlIO) USTeJ0g €adoasumio) Jo jusuwgaedseq 'S *n  :woad PaUTR3A0,

‘16 'd €(90TJJ0 BUTHUTIJ JUSWUISA0N *§ *f :U03BUTUSEM) juswerddng
2h6T :ssauTrsng quaaan) Jo Keadng ‘edgsumo) JO jquawgardsq 'S N wOLF PaUTB3q0,

0€* 2L 8 1€ Ge9‘e or6T
Ge" LT 8 of grE e 6£6T
9¢" 8T 1 13 096°T 8E6T
[N 8 T LT LS hgo e LE6T
7G* (e €T 6t €ehee 9E6T
6€" 0°2 8 h Lyo‘e GE6T
8T 6°1 € 43 GG9°T "E6T
[ 2 e 2z 43 057t €E6T
80" Ttg T 82 €et T 2€6T
QT* 02 4 Th T60°2 TE6T
Lo° a1 4 9fr T90°€ 0£6T
L0° 9°1T € 69 66€°Y 6261
Lo* LT € 69 T60°H 8261
(9) (9) (1) (€) (2) (1)
(2 uuntod (e CESHOW uedep
+ uuntTo) + £ uunTo)
chmh Eouw woag T=30L (saetTod
saanjorInuey sadanjoeINUBH JO UOTTTTIN) Jesx
U0340) oJ® 3BU3 | U0330) 9JB 3BU] |(SABTTOQ JO SUOTTTTH) mmuQOQEH
sqaodwl TB30% sjaodul Te30L qpajaodur 183075
JO jusdasd Jo jusdasg $8Jan40BJINUBY U03300

NYdVL WOHd QILHOIWI
STYALOVAANYH NOLLOO ANV SHYAIOVANNYW NOLLOD J0
STYOdWI TVIOL ‘SIMOdHI TVIOL SALVIS TALINA FHL 40 NOSIHYIWOO

2=III d1dVdL




Cotton
million duri

in 1932 and



45

United States Imports of Cotton
Manufactures from Japan

Cotton manufactures imported from Japan were $3
million during the late twenties and declined to $1 million
in 1932 and then expanded to $17 million in 1937 (see
column 4, Table III-2). Most of this increase in dollar
value of cotton manufactures imported from Japan occurred
in 1935, 1936, and 1937, when imports increased about $5
million each year. When the Japanese currency devaluation
of 1931 is taken into consideration, the quantity of
Japanese cotton textile exports to the United States dur-
ing the peak 1937 period was about ten times greater than
the late twenties.

There was a substantial increase in cotton manufactures
imported from Japan relative to total imports (see column 5,
Table III-3). Cotton manufactures were less than 1 percent
of total imports from Japan in the late twenties and in-
creased to 8.5 percent in 1937.

Cotton manufactures imported from Japan increased
substantially, relative to total cotton manufactures im-
Ported (see column 6, Table III-3). Less than 5 percent of
the total cotton manufactures imported into the United
States was from Japan in the twenties, but it increased
rapldly, especially in the years of 1935 and 1936, to a
Peak of 29.8 percent in 1937. During the thirties, United

States' purchases of cotton manufactures from Japan sub-

stantially increased relative to purchases from other

Countries,
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United States Production and Imports of
Cotton Manufactured Goods

United States production of cotton manufactured pro-
ducts was at a low of $850 million in 1931 and a high of
$1.3 billion in 1937 for the decade of the thirties (see
column 2 of Table III-4). It remained relatively stable
during the thirties, as compared to other types of manu-
factured products. This can be attributed to the high
priority given to the products by consumers and to the non-
durable characteristics of cotton manufactured goods.

Total imports fluctuated from 3 to 5 percent of cotton
nanufactures produced during the thirties (see column 5,
lable III-4). This appears remarkably stable when con-
sidering the unstable general economic conditions that pre-
’alled during this time.

Cotton manufactures imported from Japan did have a
substantial increase in dollar value in 1935 through 1937,
1S stated earlier and in column 4 of Table III-4. When
omparing this to United States production, we find im-
orts of cotton manufactures from Japan increased, but were
reater than 1 percent of domestic sales in only one year

uring the thirties (see column 6, Table III-4).

Summary
The percentage of G. N. P. that was imported and the

ercentage of total imports from Japan declined during the
hirties. Total cotton manufactures imported as a per-

ent of total imports was relatively constant at the 2
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percent level. Of the total imports from Japan, cotton
manufactures did increase in relative importance up to

8.5 percent in 1937. Also, of the total cotton manu-
factures imported, the relative share that came from Japan
did increase up to 29.8 percent in 1937.

The most important point revealed in this chapter is
that cotton manufactures imported were less than 5 percent
of domestic sales, and those imported from Japan were around
the 1 percent level of domestic sales. This analysis re-
veals there was no apparent concentration of imports from
Japan during the thirties. There was an increase in dollar
volume of cotton manufactures imported from Japan in 1934,
1936, and 1937. This occurred at a time when most other
international transactions were not rapidly expanding, and
when the domestic industry and government were concentrating

on improving wages and working conditions of the labor force.
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CHAPTER IV

VOLUNTARY AGREEMENTS OF THE 1930'S

Introduction

Voluntary agreements were used between Japan and the
United States for cotton cloth, cotton floor coverings,
cotton hose, and cotton velveteens and corduroys during
the thirties. Hoping to check the increasing flow of
Japanese cotton goods, the United States initiated these
voluntary agreements. The depressed domestic industry be-
lieved they needed protection from imports, because at this
time they were operating under the Code of the National
Industrial Recovery Administration. The cotton cloth agree-
ment and the cotton velveteen and corduroy agreement were
made by direct negotiation between national representatives
of the industry, while the cotton rug and the cotton hosiery
agreements were made with the State Departmentl and the
Japanese government as intermediaries between the industrial
representatives.

The Japanese government clearly stated they were

willing to voluntarily restrict their exports if it would

1References to the State Department in this chapter
refer to the office of Assistant Secretary of State Sayre,
and/or office of Mr. Eugene H. Doorman of the Division of
Far Eastern Affairs.
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prevent or postpone more permanent and severe restrictions
by the United States. On December 13, 1933, the Japanese
Chaﬂge d'Affaires, Mr. Toshihiko Taketomi, and Assistant
Secretary of State Sayre were discussing the problem of
Japanese imports. of tuna fish and lead pencils to the
United States, and Mr. Toshihiko Taketomli states, ". . .
if measures to place these two commodities on a quota
basis or to raise the import duties thereon could be pre-
vented or forestalled, the Japanese government would be pre-
pared to consider exercising a control and limitation of the
exports of these commodities from Japan to the United
States."?
In a memorandum from the Japanese Embassy to the Depart-
ment of State on June 27, 1934, a similar view was expressed:
While the Japanese government and Exporters Association
are making every honest effort to restrict the expor-
tation of these goods to the United States, the Japan-
ese government hope that the United States government
would be so good as to negotiate previously with the
Japanese government before taking any action, such as
imposing additional duty or quota restriction.3
The Japanese clearly stated that they preferred compromise
to special unilateral action by the American government.
Thls chapter will concentrate on the four specific
voluntary textile agreements made between Japan and the

United States during the thirties. Emphasis is placed on

2U. S. Department of State, Foreign Relations of the
United States, Diplomatic Papers: 193h, Vol. 3 (Washington,
D. C.7 U. S. Government Printing Office, 1954), p. 800.

31bia., p. 812.
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ow the textile industry and the State Department used the
oluntary quota to satisfy both the American and Japanese
extile industries. The cotton cloth agreement is the
irst one to be examined as it encompassed the largest
uantity of textile goods. Following cotton cloth three
mportant but less significant quota agreements will be

iscussed.

Cotton Cloth
The United States Tariff Commission began to investi-
ate the differences 1n the domestic and foreign costs of
roduction of cotton cloth on April 2, 1935. This investi-

ation was instituted by a Senate Resolution under Section

36 of the Tariff Act of 1930.u Section 336 states,
The (Tariff) Commission . . . upon resolution of
either or both houses of Congress, or . . . upon

application of any interested party, shall investi-
gate the differences in the costs of production of
any domestic article and of any like of similar
foreign article.>
£ the Tariff Commission found in its investigation that
lere was a difference in the costs of production, they
>re directed, by the Senate Resolution, to specify in
leir report to the President such increases or decreases

1 the tariff rates that would be necessary to equalize

1ese differences.

uU. S. Tariff Commission, Twentieth Annual Report

lashington, D. C.: U. S. Government Printing Office,
36), p. 35.

5Tariff Act of 1930 in U. S. Statutes at Large,
Ly 46, Part. 3, B 701,
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From 1933 to 1935, the textile industry was also
complying with the provision of the National Industrial
Recovery Act to improve wages and working conditions with-
in the industry. But increasing Japanese exports to the
United States led to a feeling of frustration in the
domestic industry. The domestic industry thought it was
hopeless to try to compete with the substantially lower
priced Japanese goods in the domestic market, while at the
same time it increased 1ts costs of production through
complying with N. I. R. A. Because of the N. I. R. A.,
the industry believed it was the government's responsibility
to protect them from foreign competition.

This fear of Japanese imports in the United States
was openly expressed in the press, and trade associlations
made formal appeals to state and national congressmen for
legislative action to correct the problem. One appeal for
legislative action was:

The Textile Fabrics Association, at its annual meet-

ing yesterday, adopted a resolution to appeal to

President Roosevelt and Congress to take immediate

action to fully protect American Industry and Labor

from forgign competition in the market of cotton
fabrics.
Another appeal was

With cotton cloth imports from Japan last year more

than six and a half times larger than in the pre-

vious year, the Association of Cotton-textile Mer-
chants of New York yesterday sent out a bulletin

6New York Times, January 18, 1935, p. 38.
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to its members, reciting the facts and stressing the
need for prompt governmental action.T

A state legislature also appealed to 1ts naticnal
~essmen for protection. On January 25, 1935, Senator

31f of Rhode Island, announced in the United States

3

e of Representatives, that a resolution was pending in
Rhode Island House of Representatives pertaining to the
ous cotton textile difficulties in New England. The
osed Rhode Island House resolution reads as follows:

Whereas the unsatisfactory conditions in the
textile industry are a cause of great distress in
Rhode Island, and the lack of work imposes a heavy
burden upon the relief agencies in the state; and

Whereas Federal legislation is needed to cor-
rect the condition in the textile industry and to
ameliorate suffering: Therefore be it

Resolved, that the general assembly respect-
fully requests the Senators and Representatives of
Rhode Island in the Congress of the United States
to take such steps as will remedy the conditions
now existent in the State; and be it further

Resolved, that copies of this resolution be
transmitted by the Secretary of State to the Sena-
tors and Representatives of Rhode Island in the
Congress of the United States.8

On March 14, 1935, Congresswomen Rogers of Massa-
etts, presented to the House data she collected from
Department of Labor and the Department of Commerce that
ed the seriousness of Japanese textile competition in
United States. Later that same day Congressman Citron
onnecticut emphasized the potential danger of Japanese

rts and questioned whether tariffs would provide

7New York Times, February 24, 1935, p. 19.

U. S. Congressional Record, 74th Cong., lst Sess.,
5 LXXIX, Part 1, p. 963.

g
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2ient protection. He stated, "While the total im-
of textiles in 1934 were about the same as 1933,
rogressively increasing share from Japan and the
mely low prices of Japanese products have become a
tial menace to the industry."9

These events led to the submission of the following
e resolution on March 15, 1935, by Senator Metcalf
ode Island:

Resolved, that the United States Tariff Commis-
sion is directed, under the authority conferred by
Section 336 of the Tariff Act of 1930, and for the
purposes of that section, to investigate the differ-
ences in the costs of production of the following
domestic article and of any like or similar foreign
articles: cotton manufactures, included in para-
graphs 903 and 904 of such act.l0
resolution received Senate confirmation on March 29 of

same year, but this action did not pacify the textile
try and they continued to remind Congress of their

lem. On March 16, 1935, Senator Walsh of Massachusetts,
ived a telegram from representatives of the New Eng-
cotton cloth industry, calling his attention to the

1 increase of cotton cloth imports from Japan in the

two months of 1935, and suggesting that he discuss
tasing tariffs with the President.l:L

On March 18, 1935, in an interview with a New York

reporter, Senator George of Georgia stated,

9 10

Ibid., Part 4, p. 3670. Ibid., Part 4, p. 4680.

M1pi4., p. 3793.
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In the first two months of this year imports of
Japanese cotton goods reached the total of more than
twenty-four million square yards, or more than three
times the total for the year 1934, The only way to
control such imports was declared to be the establish-
ment of a quota for Japan; in other words, a re-
stricted or limited embargo. Any plan involving
relief through the raising of tariff walls would be
entirely ineffective.l2

The above actions during the first three months of
indicate the attitude of textile industry leaders and
fear of the potential expansion of Japanese exports
e United States. The State Department's attitude to-
this problem was stated as follows: "The policy of
tate Department 1s to increase and develop foreign
> without causing any drastic distrubance to estab-

d domestic industry. The program for increasing foreign
> envisages an increase of both exports and imports."13
The State Department was placed in a most difficult

ion: 1in international relations they had a policy
tive to increase and develop foreign trade, and in

tic relations their actions were not allowed to inter-
drastically with the domestic industry. Since the

mic depression of the early thirties weakened the

tic textile industry, any small increase in Japanese
ts to the United States was viewed as further im-

ng the already serious conditions of the domestic

try.

12New York Times, March 19, 1935, p. 39.

131b14., April 18, 1935, p. 5.
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The Tariff Commission began its investigation of
ton cloth in April, 1935, however, its report did not
the the President until one year later, April, 1936.

s was delayed at the request of the State Department,
ause of a possible vdluntary agreement.lu The Commis-
n's investigation indicated the disparity between the
ts of production in Japan and the United States, would
bably cause the President to increase tariffs on cotton
)th when the report was officially placed before him.
> State Department was negotiating with Japan in the
ter part of 1935 and the early part of 1936 to obtain
oluntary export agreement acceptable to the cotton
tile industries of both countries.

When Japanese exports of cotton cloth to the United
tes increased during March and April, 1936, the State
artment increased its pressure on Japan. On April 27,
6, when the Japanese Ambassador called on the Secretary
State, the Secretary made the following statement: "If

Japanese Government should not cooperate with us in
ing to stabilize the trade situation, it might well
se a commotion which would prove disastrous."15 During

same discussion,

14y, S, Tariff Commission, Twentieth . . ., p. 35.

lSU. S. Department of State, Foreign Relations . . .
s Vol. 4, p. 878.




The |
COrre
State
Japar
withs
to st
ultin
line,

& this par
the Japanes
restrict tt
States or t

over which

that
Creas

effeg
that
cotte
Japar
hope
ment
men' g
Zeste
hope
Sinee
Way

to t%

Latel
Yatg Depa;

%tails of



58

The Japanese Ambassador . . . asked whether he could
correctly report to his government that the United
States Government 1is asking for a reduction in
Japanese exports to the United States in order to
withstand political pressures so as to gain strength
to successfully promote i1ts trade program to secure
ultimate reduction of trade barriers all along the
line. The secretary replied in the affirmative.l

t this particular time the Secretary of State was giving
he Japanese Ambassabor an alternative either to voluntarily
estrict thelr exports of cotton textiles to the‘United
tates or to face more severe and permanent restriction

ver which the Japanese have no control.

During this same meeting the Assistant Secretary of
tate, Sayre, read a lengthy memorandum to the Japanese
mbassador of which the last paragraph is pertinent to the
resent discussion:

There 1s, of:.course, another alternative, and
that is promulgating the very moderate tariff in-
creases recommended by the Tariff Commission. It
1s, of course, impossible to predict exactly the
effects of tariff changes, but it 1s our expectation
that a moderate increase in the duties on Japanese
cotton textiles will tend to maintain imports from
Japan at about last year's level. We consequently
hope that it may be possible for the Japanese Govern-
ment to see its way clear to entering into a gentle-
men's agreement along the lines that have been sug-
gested, but if this 1s found impracticable we sincerely
hope that the Japanese Government will appreciate our
sincere and friendly endeavor to collaborate in every-
way possible with the Japanese Government with a view
to the friendly adjustment of the problem.l7

Later discussions between the Japanese Ambassador and
tate Department officials turned toward working out the

etails of a voluntary agreement, whereby Japan would limit

61p14., p. 879. 171p14., p. 881.
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her exports of cotton textiles to the United States.
Under pressure from the domestic textile industry the
Tariff Commission allowed its cotton cloth report to go
to the President in April of 1936. The State Department
then recommended that the President postpone acting on
the report because of the progress made toward a potential
voluntary agreement, but when these negotiations failed
on May 21, 1936, the President proclaimed an increase of
about 42 percent in the import duties on cotton cloth as
recommended by the Tariff Commission.18
The base for the Tariff Commission's recommendation
was a change in the competition from abroad. Prior to 1931
the United Kingdom had supplied about 3/4 of the total
cotton cloth imported into the United States each year.
From 1931 to 1934 Switzerland ranked first in square yards
imported to the United States. These European imports were
mostly of good quality cloth, and were of a price and quality
that did not compete directly with domestic production in the
United States. Lower quality imports from Japan began in-
creasing in 1934 and increased rapidly in 1935 and 1936.
The lower priced Japanese imports were more directly

competitive with domestic production. Competition from

lSSeiJiro Yoshizawa, Introductory Address, a report
to the Twenty-third National Foreign Trade Convention,
Chicago, November 18-20, 1936, prepared by the National
Foreign Trade Council, Inc. (New York: The Council, 1937),
pp. 315-316.
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Japanese imports was due not so much to total quantity, as
it was to unusually low prices and concentration in a

1imited number of fabrics.®?

Cotton Cloth Agreement

From around the middle of 1934, Japanese cotton
cloth searched for new outlets in the United States, as a
result of import restrictions placed on Japanese cloth by
India and other Asian countries which were former markets
for Japanese cotton goods. As Japan was turning to the
United States as an enlarged outlet for its cotton textile
products, the United States domestic industry was under-
going significant internal changes. While the Tariff
Commission's investigation was under way in 1935, Japanese
exporters and manufacturers of cotton textiles set up in
Japan a coordinating group to negotiate voluntary control
agreement with the United States Manufacturers. Though
both countries had agreed to the general terms of the
voluntary agreement, negotiations failed in May, 1936,
when they could not agree on handling shipments through
a third country.go

After the increase in tariffs in May of 1936, Japan-

ese cotton cloth imports continued to increase, reflecting

19U. S. Tariff Commission, Twentieth Annual . . .,
PP ot b, 35

2OLetter from Dr. C. T. Murayama, Managing Director,
Japan Cotton Spinners Association, Tokyo, Japan, November,
1963.
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reased business activity and an upward movement in cotton
ctile prices in the United States. These higher tariffs

1 not offer the protection desired by the domestic pro-
>ers, and they demanded more urgently some form of quantity
strictions with Japan.

In August of 1936, Dr. C. T. Murchison, then President
Cotton Textile Institute of the United States, suggested
lifferent angle to negotiation: the private direct nego-
1tions between the textile industry of the two countries.21
orivate committee was formed to represent the American
.ton Textile Industry in discussing a voluntary agreement
h the Japanese industry. This committee contacted the
yanese textile industry through the State Department and
> Japanese Ambassador to the United States. These two
lustrial groups agreed to meet in Japan in January of 1937.
'y also agreed to keep this a private meeting between the
lustry leaders of the two countries, and the governments
Japan and the United States were to have no further part
the negotiations. In January, 1937, through negotiation
a number of conferences, the Japanese cotton industry
eed to a quota limitation on cotton textile shipments
the United States for the years 1937 and 1938.22
A memorandum of understanding between the American

ton Textile Mission and the representatives of the

2lSeijiro Yoshizawa, op. cit., p. 316.

22Letter from Dr. C. T. Murayama.
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nese Cotton Textile Industry was agreed to during their
erences in January, 1937.23 The purposes of this con-
nce between the American and Japanese cotton repre-
atives, as indicated by Dr. C. T. Murchison, were:

to discuss frankly the problem of the rapidly increas-

shipment of Japanese cotton textiles to the United -
2s; and (2) to negotiate a private arrangement to con=-

shipments of Japanese cotton piece goods to the United

>s. This memorandum was to be based on the mutual
rests and confidence of the two industries.zu
The memorandum of understanding stated that the agree-
was to begin on January 1, 1937, and would terminate
>cember 31, 1938. For the year 1937 the basic quota
155 million square yards, and for 1938 the basic quota
.00 million square yards. The memorandum also stated
ly how to measure the imports and how to handle trans-
lents of goods from third countries to the United States.
S0 established a Jjoint committee consisting of repre-
tives from each country's cotton textile industry.
unction of the Joint committee would be to deal with
ver administrative difficulties might arise in con-
on with existing quota arrangements, and also to act

negotiating committee in establishing subsequent

23Memorandum of Understanding printed in full in
iix A.

21"‘The American-Japanese Cotton Textile Under-

ing," Current Information, Vol. 3, No. 3 (March
137 ) pren
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srangements between the two industries relative to quantity
imitations or other means of control.25

On December 19, 1938, the joint committee of the two
1dustries renewed the provisions of the memorandum of
1derstanding for two years beginning January 1, 1939.26
maximum quota agreement was for 100 million square yards
" imports from Japan to the United States for each year.27

Import and production figures of cotton cloth reveal
le problem that was developing during the middle thirties
r the domestic industry. Total imports of cotton cloth
re rapidly increasing from 1934 through 1937. Cotton
oth imports from Japan were increasing at a much faster
te than total imports as revealed in column 7 of Table
-1. Japanese quantity imports of cotton cloth were 2.7
rcent of total imports in 1933 and this increased to
.3 percent in 1937. These two factors, (1) rapid in-
case in quantity imports from Japan, and (2) rapid in-
2ase in the share of total imports coming from Japan,
e the major causes for the domestic cloth industry's
1cern for 1ts future.

Table IV-2 reveals that when total imports were in-

asing, domestic production was also increasing but not

251bid., p. 21.

26Printed in Appendix A.

27Letter from Sual Baran, Director, Far Eastern
ision, Bureau of International Commerce, United States
artment of Commerce, Washington 25, D. C., April 1,
3.
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as rapidly. Total imports reached a high of 1.7 percent
of domestic production in 19373 72 percent of the total
imports were from Japan, which would make Japanese imports
about 1.2 percent of domestic production. This is a rela-
tively small and insignificant share of domestic consumption.
Much greater fear developed in domestic producer's minds
when they viewed the dynamic rate of change of cotton cloth
imports from Japan.

In comparing the quota agreements of 1937 through
19Ub to actual imports from Japan (see Table IV-3), the
important fact is that the imports from Japan never came
close to the allowable quota. During the four year period
imports averaged 6L percent of the quota; two independent
but significant events helped to explain this difference
between actual imports and the quota. From May, 1936, when
the State Department failed in 1ts attempt to obtain a
voluntary agreement, until January, 1937, when the private
voluntary agreement was made, Japanese exports of cotton
cloth to the United States were increasing at a very rapid
rate. During the same time the domestic industry was mak-
ing some progress in stabilizing itself after the depression,
but the biggest destablizing component, as viewed by domestic
roducers, was the low-priced Japanese imports. It was the
oal of the Textile Mission to Japan in January, 1937 to
btain a definite yearly ceiling on total Japanese imports
f cotton textiles. This would give the domestic industry

he protection it felt was needed and because of its
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TABLE IV-3

COMPARISON OF THE COTTON CLOTH IMPORTS FROM
JAPAN AND THE VOLUNTARY QUOTA AGREEMENTS
(MILLIONS OF SQUARE YARDS)

Percent of

Year Quota Importsa Quota Used
(Column 3 ¢
Column 2)
(1) (2) (3) (%)
1937 155 106 68
1938 100 34 34
1939 100 82 82
1940 100 68 68

®0btained from: U. S. Department of Commerce,
foreign Commerce and Navigation of the United States
(Washington, D. C.: U. 3. Government Printing Office,
1937-1940) .
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strong desire to obtain a quota, it was willing to have
the quantity relatively high to make it appealing to the
Japanese.

The other factor that tends to explain why Japanese
exports fell so far below their quota took place on the
other side of the Pacific. During the early thirties
Japan developed and expanded its textile industry and ex-
ports of textiles to obtain foreign exchange. In July,
1937, Japan declared war with China and immediately began
converting to a wartime economy. The predominant position
of the textile industry was reduced by the expansion of
other industries, particularly various heavy industries
such as metals, chemicals, and machinery.28 And production
of cotton textiles for export was being de-emphasized to

aid in war mobilization.

Cotton Floor Coverings

Another need for a voluntary agreement began when the
President requested the Tariff Commission to investigate
the cotton floor covering industry on December 15, 1933.
The Cotton Rug Manufacturers Association, representing
twenty-one companies located chiefly in New York, Pennsy-
lvania, and Georgia, filed a complaint on November 3, 1933,

with the National Recovery Administration. This complaint

28J. R. Stewart, Japan's Textile Industry (New York:
Institute of Pacific Relation, 1949), pb. 1.
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was against importation of cotton rugs under conditions
that made it difficult for domestic producers to maintain

the codes and agreement under the National Industrial

Recovery Act. The N. R. A. investigated this complaint,
found it to be valid, and recommended to the President
that an investigation be made of the cotton rug industry.
On December 15, 1933, the President officially requested
the Tariff Commission to investigate the Cotton Rug In-
dustry under Section 3e of the N. I. R. A. This section
gave the President power to order an immediate investigation
by the United States Tariff Commission when an article was
being imported in substantial quantities or in an increas-
ing ratio to domestlc production of a competitive article.
This condition must have also seriously endangered the
maintenance of any code under the N. I. R. A.29
The Code of Fair Competition set up specific standards
for improving labor conditions in the cotton textile in-
lustry. These standards were: (1) setting a minimum wage
er week at a rate substantially above the market wage
rate of many employees; (2) setting maximum hours of work
er week which were considerably less than the hours many
mployees were working; and (3) abolishing child labor

minors under 16) in the textile mi11.3% The

29National Industrial Recovery Act, in U. S. Statutes
.t Large, Vol. 48, Part 1, pp. 196-197

30 S. Tariff Commission, Code of Fair Competition
or the Cotton Textile Industry, Code No. 1 (Washington,
+ C.: Government Printing Office, 1934), p. 6.




70

dustry-wide implementation of these standards increased
mestic costs of production of cotton goods. Imports of
tton rugs were increasing relative to domestic pro-
ction in 1933 (see Table IV-4), which caused apprehen-
on among the domestic producers. Also when square yard
tal imports were broken down by country of origin, Japan
pplied from 75 to 99 percent of the total during the
irties (see Table IV-5). This was the basis for their
mplaint to the N. R. A., which they hoped would result

. increased protection for the domestic industry in the
rm of tariff and/or quotas on imported goods.

During its investigation the Tariff Commission found
at: (1) the mills producing cotton rugs were operating
der the code of fair competition for the cotton textile
dustry; (2) cotton rugs, both domestic and imported, in-
uded a wide range of types and grades of rugs and had a
de range of value per square yard; (3) imports of cotton
gs during the early thirties were greatly exceeding
nestic production, and proportion of imports to total
nestic production was increasing steadily; (4) costs of
dduction of all classes of domestic rugs increased sub-
antially during the later part of 1933, under the code

fair competition for the cotton textile industry;

) the greatest majority of imported cotton rugs were of
"erior quality when compared to domestic rugs, but the
orts were selling at a price so much lower than the

estic rugs that they were increasingly dominating the
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TABLE IV-4

RELATIVE IMPORTANCE OF DOMESTIC PRODUCTION_AND
TOTAL IMPORTS OF COTTON RUGS, 1929-1933%

Consumption Supplied By

Productionb Imports
(Percent of Total) (Percent of Total)
(2) (3)
9 39.3 60.7
1 31.2 68.8
2 22.3 7.7
3 19.0 81.0

20btained from: U. S. Tariff Commission, Cotton Rugs,
rt No. 95, second series (Washington, D. C.: U. S.
rnment Printing Office, 1935), p. 14.

bData are not available on total domestic production.
e percentages were derived from data obtained by the
ff Commission from cotton mill producers. These figures
ot include production in homes or institutions.
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domestic market; and (6) some restriction of imports of
the principal class of cotton rugs was necessary to enable
the domestic industry to operate under the prescribed code
of the N. R. A.31
The Tariff Commission sent 1ts report on cotton rugs
to the President on March 26, 1934, It concluded that im-
ports of cotton rugs were substantial, and that they repre-
sented a major part and an increasing proportion of domestic
consumption. The report alsc concluded that this situation
seriously endangered the operations of the domestic in-
dustry under the N. I. R. A. The Commission recommended
to the President that he increase the tariff rates on cotton
chenille rugs, hit-and-miss rag rugs, and other floor
coverings, and that annual import quotas be assigned to

each of the three types of rugs.32

Cotton Rug Agreement

After the Tariff Commission's investigation and re-
port, the President ordered an increase of about 20 percent
ad valorem in import duties on cotton rugs which equalized
the difference in the cost of production of domestic and
foreign made goods. At the same time, a one year agreement
was reached between the governments of the two countries,
whereby Japan was to take the necessary steps to insure

that imports of Japanese cotton rugs into the United States

31U. S. Tariff Commission, Cotton Rugs, p. 2.

321p14., p. 1.
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uld be limited on and after June 1, 1934 as follows:

) chinille rugs--650,000 square yards per year; (2) hit-
id-miss rag rugs--3,250,000 square yards per year; (3)
her rugs, mostly cotton--4,070,000 square yards per
ear.33 This was an agreement made through the State
partment, whereby the Japanese government agreed to an
port quota on cotton rugs. The Japanese government had
e cooperation and understanding of its cotton rug manu-
cturers and exporters who agreed to restrict themselves
 the quota.

During 1935 the cotton rug industry and market were
owing favorable trends.3u Because the cotton rug agree-
nt gave the domestic industry the protection it felt it
eded, the State Department was interested in renewing it.
e Japanese, when pressed, were willing to enter into
other agreement when 1t would assure them that the United
ates domestic industry would not ask for more severe and
rmanent restrictions from the United States government.

e to these conditions, the State Department succeeded in
taining a one year revised extension of the cotton rug
reement beginning on June 1, 1935. The new quantities
re: (1) chenille rugs--700,000 square yards per year;

) hit-and-miss rag rugs--3,350,000 square yards per year;

) other rugs, mostly cotton--4,070,000 square yards per

331p14., p. 56.

3L‘U. S. Department of State, 1935, Vol. 3, p. 1l012.
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year-.35 The United States was willing to grant small in-
creases in the quota due to improved conditions of the
domestic industry.

The Japanese Embassy presented a typed statement on
April 14, 1936, requesting a one year extension of the
existing cotton rug agreement. The request stated that
Japanese exporters had been urging the government to ask
for an increase in the quota for the coming year, because
they had received a considerable quantity of orders which
they were not able to fill within the limits of the agree-
ment. The Japanese would have liked to obtailn an increase
in quotas for its exporters, but the Japanese stated with
no explanation that they did not want to open this dis-
cussion for bargaining; therefore, they clearly stated they
would be willing to accept the present figures for a one
year extension beginning June 1, 1936.36 The United States
ccepted the above proposed agreement after the State De-
artment discussed it with representatives of the United

tates textile manufacturers and importers.37

Cotton Hosiery

Circumstances leading to a cotton hosiery agreement

egan on October 15, 1936, when the United States Tariff

351pid., p. 1040.

36U‘ S. Department of State, 1936, Vol. 4, p. 877.

3T1pi4., p. 894,
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Commission offlclally began to investigate the cost of pro-
duction of seamless cotton hosiery under Section 336 of the
Tariff Act of 1930. This investigation was requested by
the National Association of Hosiery Manufacturers, who ex-
pressed alarm over the increasing imports from Japan.38
The Japanese Embassy in Washington notified the
Japanese Manufacturers Assoclation of Hosiery for Export
and the Japanese Hoslery Exporters Association in July of
1936, when the American Hosiery Manufacturers filed a pro-
test notice with the Tariff Commission. The protest was
based on the increasing imports of cotton hosiery and parti-
cularly imports from Japan. The Japanese Manufacturers
Association of Hosiery for Export and the Hosiery Exporters
Association arranged a conference to discuss restricting
their exports to the United States. At this conference they
also discussed increasing their export price of hosiery by
imposing a fee. The conference participants exercised their
full influence to prevent any interim increase of exports
based on the anticipation of any possible future increase of
import duty in the United States. On September 22, 1936,
the Japanese government granted the Exporters Association
the right to collect an export tax of a maximum of twenty
sen per dozen pair. The Exporters Association began

immediately collecting a five sen per dozen export tax

38U. S. Tariff Commission, Twenty-first Annual Re-
port (Washington, D. C.: U. S. Government Printing Office,
1937 ). Dy 33
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which tended to raise the export price and restrict
speculative orders.39 This five sen per dozen export tax
was about five percent of the average hoslery export price.

After 1933 Japan was the principal hosilery exporter
to the United States. Prior to 1933, Germany supplied from
85 to 90 percent of the cotton hosiery imported into the
United States. The remainder came principally from the
United Kingdom, France, and Italy. Hosiery imported from
Germany consisted mainly of higher quality men's full-
fashioned half-hose, while hosiery coming from Japan were
mainly men's seamless half-hose and anklets, and children's
socks of lower qua:l.:l.ty.uO

The Tariff Commission's investigation specifically
related to seamless cotton hoslery. More than 95 percent
of total imports of hosiery was of the seamless Ve.riet},«")'ll

This was also true for imports coming from Japan; there-

fore, the percentage figures for seamless cotton hoslery are

almost identical to those presented in Tables IV-6 and IV-7.

Cotton Hosiery Agreement

On April 16, 1936, a three year hosiery quota agree-

ent was arranged between the National Association of Hosiery

39U. S. Tariff Commission, Hearings on the Investi-
ation of Differences in Costs of Production of Hose and
alf-Hose, January 26, 1937, pp. 178-175.

U. S. Tariff Commission, Twenty-first Annual Report,
cit., pp. 33-34.

4
lU. S. Department of Commerce, Foreign Commerce and
avigation of the United States (Washington, D. C.: U. S.

overnment Printing Office, 1934-1940).
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acturers, which was acting for the hosiery industry

> United States, and the Japanese Knited Goods Ex-

rs Associatlon. As a result of this agreement the

cants who filed the original complaint requested a

nsion of the investigation. Mr. Earl Constantine,

ing Director of the National Association of Hosilery

acturers, commented,

The quota agreement is in the nature of a gentleman's
agreement, and its essential value rests on this fact.
The spirit which has. actuated the negotiation has
been such as to assure the execution of its purpose
and requirements by both parties, in spirit as well

as letter. The quota reduces instead of expands the
annual volume of imports from Japan, and will stabil-
ize the American industry and its domestic market by
avoiding sharply varying imports during the next
three years.

This agreement stipulated that the Japanese were to
exports of hosiery to the United States to 1,500,000
pairs annually for three years beginning January 1,
During this three year period, the domestic industry
United States agreed not to seek any increase in the

f import duty on hosiery.u3

The domestic hosiery industry was concerned about im-

and particularly imports from Japan during the

es. Total imports were a very small fraction of

ic production, but the percentage of domestic

tion imported doubled from 1935 to 1937 (see Table

uzNew York Times, April 21, 1937, p. 32,

4
3U. S. Tariff Commission, Twenty-first Annual Re-

op. cit., p. 33.
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). Table IV-7 brings out the increasing importance and
nance of Japanese imports in a very short time. This
casing importance was the major concern of the domestic
stry.

When comparing this voluntary quota to actual imports
apanese hosiery in Table IV-7, it can be seen that the
rts never exceeded the quota during the three year
od. Imports were slightly under the agreed quota in
, and for 1938 and 1939 imports dropped to less than
ercent of the 1937 level, which resulted in the Japan-
imports averaging 60 percent of the three year agreed
a. Japan declared war on China in July, 1937, which
eased the internal demand for textiles in Japan and

mphasized textile production.

Velveteens and Corduroy

The need for a velveteens and corduroy agreement was
expressed when domestic producres of velveteens and
uroys submitted an application to the Tariff Commission,

bvember 5, 1936, requesting it to investigate the cost
roduction of cotton velveteens and corduroys under

ion 336 of the Tariff Act of 1930_UQ
Velveteen producers in the United States became con-
=2d about imports in 1935 when total imports and im-

s from Japan began rapidly increasing. On December 27,

qubid., p. 34.

- - e == .




82

5, Mr. Sayre of the State Department, discussed this
blem with the Japanese Ambassador to the United States.
following is a summary of their discussion:

Imports of cotton velveteens from Japan have
increased at such a rapid rate and have become so
large in comparison that domestic producers have
become very much alarmed. It is understood that
they intend to appeal restrictive action against
velveteens imported from Japan. Mr. Sayre was
bringing these matters to the attention of the
Ambassador because of his previous request that he
be informed in advance if restrictive action against
imports from Japan was to be contemplated. An in-
vestigation by the Tariff Commission under Section
336 would be particularly dangerous from the stand-
point of the Japanese, since it is probably that such
a cost of production study would show Japanese costs
§0 much below American costs than an increase in duty
would result, or possibly a shift in the American
valuation of these imports as a basis for imposition
of duty.

Japanese Ambassador agreed to bring the problem to the
ntion of his government.
There was no further action taken by the State Depart-
or the textile industry until in late 1936, but during
> Japanese exports of velveteens continued to increase;
ed States imports of corduroys increased to 480,000
re yards in 1936 compared to 9,000 square yards in 1935.
ovember 5, 1936, the domestic producers of velveteens
corduroys filed their complaint with the Tariff Commis-
The Commission began its investigation by scheduling

aring on Demember 15y 1936, to hear the personal

45U. S. Department of State, 1935, Vol. 3, p. 1047.
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testimony of domestic producers and importers of velveteens

and corduroys.u6

Velveteens and Corduroy
Agreement

After the hearing by the Tariff Commission on

December 15, 1936, the State Department encouraged repre-
sentatives from the United States and Japanese velveteen
and corduroy producers to meet and work out a plan to
regulate Japanese exports to the United States. This was
arranged and through these discussions an agreement was
finalized on February 15, 1937, between the Japan Cotton
Yarn Piece Goods Exporters Association for America and the
American Producers of Velveteens and Cor’duroys.u7 The
Exporters Association for America agreed to limit exports
to the United States to two million square yards of velve-
teen and 700,000 square yards of corduroy per year for a
two year period beginning March 1, 1937; the American Pro-
ducers agreed to refrain from requesting the Tariff Commis-
sion to publish and send to the President its report on
velveteens and corduroys, provided the Japanese exports
were held within the agreed quota.

Velveteen imports increased rapidly in 1935 and 1936,
and over 97 percent of these total imports came from Japan

(see column 6, Table IV-9). United States imports of

HGU. S. Tariff Commission, Twenty-first Annual
Report, op. cit., p. 34.

“7Pr1nted in full in Appendix B.
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velveteens averaged about 2.5 million square yards in the
late 1920's, and then declined to less than 60,000 square
yards in 1932 and 1933. Imports previous to 1930 con-
sisted mainly of the higher priced velveteens from Europe,
whereas the imports in 1936 and 1937 were almost entirely
the lower priced velveteens from Japan.L18
Corduroy production was around thirty million square
yards in the middle thirties and increased to thirty-nine
million square yards in 1939. Imports fluctuated relatively
more than did domestic production. Total imports increased
from 13,093 square yards in 1935 to 488,130 square yards
in 1936 and up to 654,007 square yards in 1937. Total
corduroy imports increased 475,037 square yards and corduroy
imports from Japan increased 471,217 square yards in 1936.
Of this large quantity increase in total imports, in 1936,
most of it came from Japan, as indicated in Table IV-11.
Column 6 shows that imports from Japan made up over 65 per-
cent of the total imports between 1935 and 1940, with the

exception of 1938.

Summary

International trade of cotton textiles was declining
during the interwar period because the countries that were
large textile importers had developed a cotton manufacturing

industry of their own. During this time the Japanese cotton

u8U. S. Tariff Commission, Twenty-first Annual Report,

9. cit., pp. 34-35.
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nufacturing industry of their own. During thils time the

panese cotton textile industry had become an increasingly

portant competitor in world trade. As a result of these

velopments, the interwar trend of cotton textile exports
om: the United Kingdom and other European countries were
clining in relative importance.

The volume of cotton textiles imported into the
ited States during the interwar period was much less than
at exported, and was always less than three percent of

e quantity produced in this country. There were, however,

rked changes in total imports and in the sources and type
goods. Imports declined steadily from the record quantity
' 206 million square yards in 1928 to twenty-eight million

- 1932, and then increased to 144 million in 1937. Im-

rts declined in 1938 and 1938 and then dropped off rapidly
e to World War II.L‘9

Prior to 1934, imports of cotton textiles came pri-
rily from Europe and consisted mostly of better quality
ods not directly competitive with domestically produced
ods. From 1933 to 1937, Japanese imports rose rapidly,
d from 1935 to 1939 most of the imports were from Japan
1 were of medium quality goods that competed directly

th domestic goods.

MQU, S. Tariff Commission, Cotton Cloth, War Changes
Industry Series, Report No. 27 (Washington, D. C.:
S. Government Printing Office, 1947), p. 4.
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Clearly, Japanese cotton textiles were a relatively
small part of the United States domestic consumption. The
major concerns of the domestic producers were: (1) the
rate of increase of Japanese imports during the middle
thirties was high; (2) Japanese imports competed directly
with domestic goods; and (3) Japanese imports tended to
concentrate on a small segment of the market. This con-
centration was occurring at a time when domestic pro-
duction was declining. These conditions and actions tended
to exaggerate the fear of domestic producers toward Japan-
ese lmports; however, concentrated imports in a few fabrics
of the market proved disrupting for domestic producers.
Because of the potential market segment concentration, the
domestic cotton textile producers felt they needed pro-
tection from excessive imports and acted to obtain it.

It appears the Japanese were quick to voluntarily
restrict exports of a specific commodity to the United
States during the thirties, but before the terms of the
voluntary agreement were acceptable to the United States,
they would have to begin action that would threaten more
severe or permanent import restrictions.

Japanese cotton textile exports appeared well on
their way to capturing various segments of the market during
the thirties. In the four above-mentioned instances their
Progress was checked by the voluntary acceptance of an

annual quota. This concentration upon a small segment
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of the market created alarm in the domestic market which
one would never suspect from a general statistical

analysis.




CHAPTER V

ANALYSIS OF UNITED STATES-JAPANESE
TRANSACTIONS 1940-1962

From early in the 1940's to the mid-1950's inter-
lational trade was very severely disrupted because of
lorld War II and its aftermath. During the war private
rade among nations almost came to a standstill, but with
. return to peace-time conditions 1t was resumed quickly
ind on an enlarged scale. With respect to Japan in parti-
ular, the government of the United States recognized that
'he economic recovery and stability of that nation would
lepend to a considerable extent upon the resumption of its
oreign commerce. Because of this recognition, trade with
apan was encouraged. Some domestic industries became con-
erned since they were of the opinion that they would be
nable to compete on equal terms with various kinds of
oreign imports, especially Japanese cotton textiles. The
resent chapter is concerned with the nature and extent of
rade between the United States and Japan from 1940 to the
arly 1960's.

Wartime Changes

United States' cotton textile production increased

ring World War II because of increased needs of the
92
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military and our allies, while Japan's production was re-
stricted to military and minimal domestic needs. These
events resulted in a reversal of the pre-war trend: Japan's
production for exports was expanding while the United
States' production was relatively more limited. This
section will view the impact of the war on the textile

industry of both nations.

United States

World production of cotton plece goods had reached a
record high of thirty-five villion square yards in 1937,
and declined to twenty-five billion square yards in 1944,
United States' production increased from nine billion
square yards in 1939 to a high of twelve billion square
vards in 1942, and then declined to ten and one-half billion
in 1944, From 1939 to 1944 a great increase in demand for
cotton cloth occurred in the United States. Military de-
mands were significant, increasing from an insignificant
amount in 1939 to about three billion square yards in 1942,
when it represented about one-fourth of this country's pro-
duction. Thereafter, the quantity increased further,
causing a growing scarcity in supply for civilian use dur-

ing the war.t

1y, S. Tariff Commission, Cotton Cloth, op. cit.,

Plasibs
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Japan:

World War II resulted in a temporary end to the
rapidly expanding and economically healthy cotton textile
industry of Japan. A substantial contraction in Japan's
cotton textile productive capacity took place during the
war; from a high of twelve million spindles in 1937,
capacity dropped to two million spindles by February,
1946, a decline of 82 percent. This reduction was pri-
marily due to the scrapping of equipment to meet war needs
for metal. As the textile machinery was scrapped, the
buildings were converted to war industry, and as a result,

the 271 spinning mills in existence in 1937 declined to

fourty-four mills in Febtuary, 191&6.2

Since Japan had access to very limited supplies of
raw cotton during the war, much of the textile machinery
that was scrapped would have remained idle for lack of
raw cotton. Two main problems faced the post-war cotton
textile industry of Japan: first, a sharply reduced capa-
city, and second, an. almost complete lack of raw materials.

Immediately after World War II, Japan was slow to
rebuild her cotton textile capacity, due to a shortage of
steel, the restrictions placed on it by the post-war
rehabilitation plan, and an uncertainty of her future ex-

port market. Even former territories and possessions

2J. R. Stewart, op. cit., pp. 9-10.

31b14., p. 10.
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were free after the war to purchase cotton textile in the
world market.

During the United States' occupation of Japan after
World War II, the cotton textile industry progressed
steadily within the limits specified by the Occupation
Plan of 1947. This plan stated a maximum of four million
cotton spindles, and in June, 1950, Japan possessed 3.9
millien spindles. Because time was drawing near for sign-
ing of the peace treaty, this maximum restriction was re-
laxed in June, 1950. The cotton textlle industry was then
free to expand according to market demand. An export market
was rapidly developing, cotton spindles were increasing
rapidly, and by December, 1950, there were 4.3 million
spindles in operation. Spindleage increased to 6.5 million
in December, 1951, and to 7.5 million in December, 1952.u

The rehabilitation of Japan's textile industry
aroused misgivings among cotton textile industries of other
countries. Because of thelr pre-war experience with Japan-
ese competition, other countries were fearful of a possible
threat of renewed competition from a restored Japanese
textile industry. England and the United States were the
leading textile nations, and both were in a position where
Japanese competition could cut into their export sales.

England was more concerned about this potential problem

uKeizo Seki, op. cit., pp. 42-43.
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than the United States, because the United States was
controlling the Japanese economy and England was placing
considerable emphasis on cotton textiles in her post-war
recovery program.5

The Japanese post-war reconstruction program was
criticized for placing too much emphasis on the textile
industry. The cotton textile industry of the world feared
that the restriction placed on Japanese heavy industries,
because of their war potential, would lead to an over-
expansion of light industries, particularly cotton textilles.
Such a development could cause increased world competition
in cotton textiles and similar problems that developed
during the thirties.

The remainder of this chapter will be devoted to the
analysis of the quantitative increase of the United States-
Japanese foreign transactions during the fifties.

United States Imports During
the Fifties

United States imports of all commodities increased
during the 1950's, and this increase was closely related to
G. N. P. (see column 5, Table V-1). The total dollar value
of United States' imports was steady during the first half
of the fifties and then increased by about 50 percent dur-

ing the last half of the 1950's. United States G. N, P,

5J. R. Stewart, op. cit., p. 24.
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increased slowly during the early 1950's, while the late
fifties showed a more steady increase, as indicated in
column 2 of Table V-1, Total imports were around $10
billion during the first half of the fifties and then in-
creased to the $14 billion level in the late fifties.

G. N, P, was around $300 billion in the early fifties and
increased to $503 billion in 1960. Although G. N. P. and
imports fluctuated during the fifties, imports as a per-
cent of G. N. P. remained relatively stable, as indicated
in column 5 of Table V-1. Total imports varied from 2.8

to 3.3 percent of G. N. P. during this time.

United States Imports from Japan

The dollar value of Japanese imports showed an in-
creasing trend during the 1950's. Imports from Japan were
around $200 million in the period and increased to $1.1
billion in 1960, as shown in column 4 of Table V-1. This
was a substantial increase, but was still an insignificant
share of G. N. P., as indicated in column 6. Japanese im-
ports were .06 percent in 1950 and increased to about .25
percent in 1960: a four-fold increase.

The dollar value of Japanese exports to the United
States was increasing relative to total imports during the
1950's. According to column 7 of Table V-1, Japanese goods

ecame more important relative to total imports during this
ime. Japanese imports were around 2 percent of total

mports in the early fifties and increased to about 8
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percent in 1960. The yen value of the above figures would

have the same relative comparison, as the dollar-yen ex-

change rate has remained stable since 1949.6

United States Imports of
Cotton Manufactures

The total dollar value of cotton manufactures im-
ported into the United States increased from $69 million in
1951 to $252 million in 1960 (see column 3, Table V-2).
When comparing cotton manufactures imported to total im-
ports, we find the figure varying from a low of .6 percent
in 1951 to a high of 1.7 percent in 1960 (see column 5,
Table V-2). Imported cotton manufactures increased in
relative importance to total imports during this time but
never exceeded the 2 percent level.

United States Imports of Cotton
Manufactures from Japan

Cotton manufactures imported from Japan into the
United States were around $12 million in the early fifties
(column 4, Table V-2). It increased rapidly in the mid-
1950's to a high of $84 million in 1956, from which it de-
clined to $73 million in 1960.

Japan's cotton manufactures imported into the United
tates during the fifties were a relatively small and in-

ignificant part of total imports (column 6, Table V-2).

6Warren S. Hunsberger, Japan and the United States
n World Trade (New York: Harper and Row, 196%4), p. 23.
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They comprised .1 percent during the early fifties, ex-
panded to .7 percent in 1956, and declined to .5 percent
in 1960. These figures show an increasing trend during
the early and middle fifties and a slight decrease in the
late fifties; however, the absolute percentage level is
relatively insignificant.

When a comparison is made between total imports from
Japan and cotton manufactures imported from Japan, there
was a definite increasing trend in the early fifties and
a declining trend in the later half of the decade (see
column 5, Table V-3). There was a substantial change in
cotton manufactures imported from Japan relative to total
imports. Cotton manufactures were around 6 percent of
total imports from Japan in the early fifties, increased to
15 percent in 1956, and declined to 7 percent in the late
fifties.

Column 6 reveals that cotton manufactures from Japan
increased substantially relative to total cotton manu-
factures imported. Less than 20 percent of the total cotton
manufactures imported into the United States was from Japan
in the early fifties. This relative share increased
rapidly, especially in 1955, to a peak of 54,5 percent in
1956, and then declined to around 30 percent in 1960.
During the mid-1950's United States' purchases of cotton
manufactures from Japan substantially increased relative

to purchases from other countries.
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United States Production and Imports of
Cotton Manufactured Goods

The production of cotton manufactured goods in the
United States shows a slightly increasing trend during the
late fifties and early sixties., This can be explained by
the increase in population and an increase in the popu-
lation's level of living.

Total imports of cotton manufactures were from 22
to 36 percent of cotton manufacture production during the
late fifties and early sixties (see column 5, Table V-4).
This reveals an increasing trend of imports relative to
domestic production in the United States market.

Cotton manufactures imported from Japan did have a
substantial increase in dollar value in 1955 and 1956, as
stated earlier and in column 4 of Table V-3. When compar-
ing this to United States production, imports of cotton
manufactures from Japan were relatively stable at about
10 percent of domestic production (see column 6, Table V-4).

To summarize, total production of cotton manufactures
increased slightly; cotton manufactures imported increased
relatively more than total production; and cotton manu-
factures imported from Japan increased in proportion to
United States!' production. This comparison indicates that
Japan's relative share of total imports of cotton manu-
factures was declining in the late fifties and early
sixties.

Table V-5 through Table V-9 compares domestic pro-

duction with imports of several specific cotton items

I oo
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uring the middle and late 1950's. Column 2 of Table V-5
eveals production of cotton cloth was from ten to eleven
illion square yards. Total imports tended to increase
hrough the fifties, while imports from Japan increased

0 a high of 143 million square yards in 1956 and then
leclined for the rest of the period. Imports were never
reater than 2.5 percent of production during the fifties
see column 5, Table V-5), while Japan's share of total
loth imports tended to decline in the late fifties (see
olumn 6, Table V-5).

Now turning to velveteens, production was over four
1llion square yards in the middle fifties. Total imports
ncreased to over eight million square yards in 1955 and
956, and then declined to less than five million square
ards from 1957 to 1961 (see column 3, Table V-6). Imports
rom Japan reached a high of around 6.8 million square
ards in 1955 and 1956, and then declined to around three
1llion square yards from 1957 to 1961, as indicated in
olumn 4 of Table V-6. Japan's share of total imports
eached a high of 83 percent in 1956 and declined to less
han 60 percent in 1961 (see column 6, Table V-6).

Examining ginghams, imports reached a high of 38
rcent of domestic production in 1956 and declined to
ound 20 percent from 1957 to 1961 (see column 5, Table
7), while column 6 shows from 62 to 94 percent of
ngham imports originated in Japan. Sheet and pillow

se imports were less than 6 percent of domestic






111

production in the late fiftiles and early sixties, as indi-
cated in column 5 of Table V-8. Column 6 reveals that
over 84 percent of the sheet and pillow case imports came
from Japan. The limited data on cotton blouses shows that
from 16 to 30 percent of domestic production was imported,
as indicated in column 5 of Table V-9, while from 44 to 58
percent of the imports were of Japanese origin.

Cotton textile imports from Japan were highest in
1955 and 1956 and then tended to decline in the late
fifties, while total imports continued to increase. Im-
ports of cotton cloth and sheets and pillow cases were
never greater than 6 percent of domestic production, while
the limited data on velveteens show imports very high rela-
tive to production. 1In-all instances of the specific types
of cotton. goods, Japan's share of United States' total im-
ports was 75 percent and greater in the middle fifties,
and the share declined in the late fifties and early

sixties.

United States' Exports to Japan

United States' exports to Japan were increasing during
the fifties, as indicated in column 2 of Table V-10. They
were around the $600 million level in the early fifties
and increased to $1.7 billion in 1961. United States'

total exports of unmanufactured cotton7 varied from $452

7Unmanufactured cotton is various types of raw
cotton grouped together.
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million to $1.1 billion with no particular trend revealed
(see column 3, Table V-10). Column 4 shows unmanufactured
cotton exported to Japan varied from $93 million to $221
million during this time and revealed no particular trend.
Unmanufactured cotton exports made up 30 percent of United
States' exports to Japan in 1951 and declined to 8 percent
in 1962 (see column 5, Table V-10). Exports of unmanu-
factured cotton to Japan were of less relative importance
in the late fifties and early sixties than in the early and
middle fifties. Of the unmanufactured cotton exported, 15
to 25 percent was exported to Japan, with a high of 25
percent in 1955 and 1956 (see column 6, Table V-10).

The State Department was faced with a conflict of
interests within the domestic industries of the United
States. This conflict came into existence when the United
States exported increased amounts of unmanufactured cotton
to Japan, and Japan increased her exports of cotton manu-
factured goods to the Unlted States. Because of Japan's
exports of cotton manufactures to the United States, she
consumed more raw cotton, which was desirable from the
point of view of the domestic cotton farmers. The domestic
textile manufactures viewed this action differently, as
this increase interferred with their domestic market. The
State Department had to work with this dilemma during the

thirties and again in the fifties and early sixties.
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United States Balance of Trade with Japan

The United States had a surplus in her balance of
trade with Japan during the fifties and early sixties, with
the exception of 1959. United States' imports from Japan
were less than 50 percent of her exports to Japan during
the early fifties, as indicated in column 5 of Table. V-11.
In the late fifties and early sixties, United States' im-
ports from Japan increased relatively more than did her
exports to Japan, but the absolute surplus level was not
reduced, because both United States' exports and imports
to Japan were increasing in absolute terms.

When the balance of trade between the United States
and Japan is viewed in terms of raw cotton and cotton manu-
factured goods, the United States has a surplus in its
balance of trade every year (see column 4, Table V-12).
United States' imports were increasing relative to exports,
as cotton imports were less than 20 percent of cotton ex-
ports in the early fifties and greater than 30 perdent in
the late fifties and early sixtles (see column 5, Table
V-12).

Cotton manufactures imported into the United States
from Japan did have a substantial increase in dollar volume

uring the fifties and early sixties, as indicated in
olumn 3 of Table V-12; however, they never exceeded the

ollar value of raw cotton exported to Japan.
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Conclusion

The post-war expansion of United States-Japanese
trade has been phenomenal. In 1949 United States' exports
to Japan stood at $937 million, second in position after
the $3.7 billion worth of exports to Japan from Canada,
and larger than the $884 million to the United Kingdom or
the $749 million to West Germany. United States' imports
from Japan were $1.0 billion in 1949, which was third high
after the $3.0 billion from Canada and the $1.1 billion
from the United Kingdom.B

In the late fifties, the United States was the largest
supplier of commodities to Japan and the biggest customer of
Japanese products. In 1959 the United States took 29.8
percent of the total export sales of Japan, while Liberia
was second with 6 percent of Japanese export sales. The
United States was also the largest supplier of commodities,
furnishing 30.9 percent of all Japanese imports, while
second-ranking Australia made up only 8.1 percent of the
total.9

The reason for the predominance of the United States
in Japan's foreign trade is the vast change that has
occurred in world market conditions since World War II.

Japan's Far East market has almost completely disappeared;

8

The Oriental Economist, Vol. 28 (June, 1960),
p. 314,

9Ibid.
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for example, in 1959 exports to Korea, Tiawan, and Communist
China were less than 3 percent of the total exports to
these respective countries. At the same time, imports
from these areas were less than 2 percent of these
countries' international trade, which is an extreme change
from the pre-war years when Japan dominated trade with
these areas. The war changed the status of these former
Japanese territories into independent nations, while in
the case of China, a new and not altogether friendly Com-
munist Regime came to power.10 These changing political
conditions in the orient have increased the importance of
the United States and Southeast Asia as markets and as
sources of supply for Japanese products.

Japan's growth of trade with the United States was
particularly significant during the 1950's. The United
States Government encouraged this growth to aid Japan's
post-war economic recovery and growth. These increasing
Japanese exports to the United States were relatively in-
significant compared to total imports, but there was a
substantial concentration of certain types of cotton
textiles. The domestic cotton textile industry became
indignant over this increased foreign competition during
the mid-1950's, and appealed to the government for pro-

tection. These two events--increasing Japanese exports

101p1d., pp. 314-315.
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of cotton textliles and the domestic industry's reaction to
the increase--create a dilemma that can be resolved by a
voluntary export quota. The following chapter discusses
the Japanese cotton textile voluntary export quota of the

fifties.







CHAPTER VI

VOLUNTARY CONTROLS OF THE 1950'S

Introduction

From 1951 to 1954 Japanese cotton textile imports
were expanding rapidly in the United States, but were at
a low absolute level. The cotton textile industry of
Japan was quilckly recovering from World War II. During
this time, United States cotton textile imports from other
countries were also increasing. Even though total imports
of cotton textiles were small relative to consumption,
domestic producers cited increasing imports as the cause
for their domestic problem of excess plant capacity and
low profits.

Voluntary controls were used again in the 1950's be-
tween Japan and the United States to stabilize the increas-
ing Japanese imports of cotton textiles. The United States
domestic producers felt they needed protection from the
lower priced Japanese goods.

This chapter will concentrate on the two voluntary
textile agreements made between Japan and the United States
during the 1950's. Emphasis is placed on how the textile
industry and the State Department used the voluntary quota

to satisfy both the American and Japanese textile industries.
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The one-year 1956 agreement and then the five-year agree-

ment of 1957 will be examined and discussed.

Reaction to Increasing Imports

When Geneva tariff negotiations began in February,
1955, the domestlc textlle industry feared the result would
be lower tariffs for their products. In early December,
1954, the leading American trade associations representing
textiles and other industries launched a major drive against
lowering tariffs on goods imported from Japan. They argued
that the history of Japanese competition prior to World War
II clearly showed that Japan does not need lower import
duties to compete effectively in the United States. The
textile industry feared that the recent expansion of im-
ported cotton goods from Japan would result in repetition
of pre-war problems. The domestic industry also believed
that lowering import tariffs to keep Japan away from com-
munism was beyond the stated purpose of the trade agreements
program, and was a costly and impractical method for solving
that problem.l

Although there was opposition from the domestic in-
dustry, United States' duties on about thirty cotton items
were reduced during the Geneva tariff negotiations of

1955.2 Domestic textile producers became more disturbed

INew York Times, December 7, 1954, p. 58.

2Letter from Dr. C. T. Murayama, Managing Director,
iagan Cotton Spinners Assoclation, Tokyo, Japan, November,
963.
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as 1955 progressed, because imports continued to increase
in the latter half of that year. To counteract this in-
crease, the American Textile Industry appealed to Congress
insisting that only restrictive measures against imports
would save the industry from the lower priced Japanese
goods. Congressmen rose to the occasion and delivered
lengthy emotional speeches, using many personal testimonies
from textile producers and expounding on the traditional
arguments for protectionism.3

The Japanese became concerned about these reactions
and proceeded to counteract them. In August, 1955, the
Japanese government obtalned the cooperation of their cotton
goods' exporters to back a government drive to halt indiscri-
minate sales to the United States. This move was designed
to meet the protest of the United States cotton textile
producers against expanding Japanese imports of cotton goods
to the United States.“

In October, 1955, there was a counter-wave of resent-
ment by domestic textile interests toward an increasing

stream of Japanese textiles coming into the United Sta’ces.5

The relations between domestic producers and the government

were made worse by this situation. The New York Times reports:

3New York Times, October 23, 1955, Section III, p. 1,
and U. S, Congressional Record, 84th Cong., 1lst Sess.,
1955, Part™3, pp. 11280-11201.

l‘New York Times, August 17, 1955, p. 37.

5See columns 3 and 4, Table V-3.
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. . . they (Japanese Government and Textile Industry)

do not want further import restrictions on their goods.

Last week, the Chief of Japan's Trade Bureau suggested

that Japan itself restrict the quantity of cotton yard

goods and garments exported to the United States. He
gave as his reason the "adverse reaction" of American
interests to Japanese cottons, as reported to him by

Japanese consuls in the United States.”

The United States Government was under pressure from
cotton manufacturers and also under further pressure from
domestic cotton growers but of a different kind. The
cotton farmers were faced with another bumper crop in 1955
which would add to the already large cotton surplus. In
terms of dollar value Japanese imports of raw cotton from
the United States were more than double the United States
imports of cotton textiles from Japan in the early and

middle fifties.8 Japan imported a large share of raw cotton

from the United States, and the cotton growers feared this
market would be reduced if the United States imposed import
restrictions on cotton textiles.

In the last few months of 1955, bills were proposed in
both Houses of the United States Congress that would result
in unilateral restrictions on imports of cotton textiles.

The supporters of the cotton textile industry also tried,

though unsuccessfully, to introduce a unilateral quota as
a rider to important legislation, first under the farm
bill and then under the foreign-aid bill. In both instances

the measure was lost by just a few votes in the Senate.9

T1bid. 8Table v-7.

9U. S. Congress, Subcommittee on Foreign Trade Policy
of the Committee on Ways and Means, Foreign Trade Policy,
1958, p. 893.
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1956 Voluntary Agreement

On December 13, 1955, the Japanese Cabinet took action
to 1limit exports of cotton textiles to the United States.
The announcement included twenty textile items and stated
that any exports after December 21, 1955 would require a
government license. This action was taken in an attempt
to discourage a campaign by American cotton manufacturers
to impose a quota system on low priced Japanese imports, and
is an example of the Japanese Government's ability to con-
trol exports.l0

The United States Government was pleased with the
announcement of the voluntary restrictive action taken by
the Japanese Government. In a news conference on December
21, 1955, Secretary of State, John F. Dulles, responded to
a reporter's question about the Japanese textile situation:

. . . the facts are that the Japanese Government is

taking effective action to prevent excessive exports

of textile goods to the United States, either directly

or indirectly, and I would hope and believe that the

situation can be taken care of in that way without

the necessity of having quotas.ll
This action temporarily reduced the complaints of the
domestic textile interest to Congress and the Administration.

No further details about Japanese export restrictions
were made known until April 4, 1956, when the Japanese

Government and textile industry announced they had volun-

tarily started to control their exports of cotton goods

L0%ew vork Times, December 14, 1955, p. 65.

1lNew York Times, December 21, 1955, p. 14,
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to this country beginning January 1, 1956, This communi-
cation proceeded to explain the sacrifice and economic
impact upon their own textile industry, but made no mention
of specific quantity restrictions.12
The Secretary of State waited until May 15, 1956,

and then sent the following communication to the Ambassador
of Japan: "The United States Government would appreciate
recelving a statement from the Government of Japan which
describes in more detall the voluntary controls imposed and
sets forth the Japanese intentions with respect to the future

nl3

of these controls. The Embassy of Japan immediately re-

plied with the following voluntary restriction:

Commodities Quantities
(1) Cotton fabrics:
Total (thousand square yards) 150,000
(a) Print cloth (thousand square yards) 20,000
(b) Velveteen (thousand square yards) 5,000
(2) Cotton blouses (thousand dozens) 2,500

They also indicated their present intention was to adopt a

similar measure for 1957_1M

12y, s. Department of State Bulletin, Vol. 34, No.
879, April 30,71956, p. 728.

13U. S. Senate, Committee on Foreign Relations,
Hearing on Imports of Cotton Textiles from Japan, 84th
Cong., 2nd Sess., 1956, p. 27:

Yipia.
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Preliminaries to the 1957 Agreement

The Japanese announcement in December, 1955, volun-
tarily restricting her exports to the United States, did
not satisfy Congress and the domestic producers. W. R.
Bell, President of the Assoclation of Cotton Textile
Merchants, a group promoting quotas of Japanese imports,
said on January 17, 1956, that the Association would
continue to press for restrictions. He questioned the
sincerity of the Japanese announcement and felt the re-
strictions would not be severe enough to aid the domestic
1ndustry.15

During the first two months of 1956, domestic textile
producers made three separate requests to the Tariff Com-
mission for investigation of cotton goods under the Trade

Agreement Extension Act of 1951.16

On January 24, 1956,
the Tariff Commission received an application to investi-
gate velveteen fabrics from three domestic producers in

the New England area. The National Association of Blouse

15New York Times, January 19, 1956, p. 47.

16"Section seven of the Trade Agreements Extension
Act of 1951, . . . provides that the Tariff Commission,
upon request of the President, upon resolution of either
House of Congress, . . . upon its own motion, or upon
application by any interested party, must promptly con-
duct an investigation to determine whether any product
on which a trade-agreement consession has been granted
is, . . . being imported in such increased quantities,
either actual or relative, as to cause or threaten serious
injury to the domestic industry producing like or directly
competitive products." U, S. Tariff Commission, Fortieth

Annual Report, 1956, p. 3.
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Manufacturers, Inc., originated an application to investi-
gate women's and girls's cotton blouses on February 7,
1956; the commission also received an application on
February 21, 1956, from Riegel Textile Corporation to in-
vestigate cotton pillow cases.17 These domestic producers
were attempting to restrain the increasing flow of cotton
textile imports.

Congress was also concerned about the increased im-
ports of cotton textiles. Because of the contlnued increase
of textile imports in early 1956, Senator Payne, on April
11, 1956, submitted a resolution directing the United States
Tariff Commission to make an immediate and thorough investi-
gation to determine what textiles the United States imports
in such increasing quantities as to cause or threaten serious
injury to the domestic textile industry. Senator Eastland
also introduced a bill into the Senate, which, if:it had
been adopted, would have controlled the level of textile
imports.18 Similar actions recorded in the House of Repre-
sentatives threatened to place quota limitation on cotton
textile imports. Congressmen from cotton textile producing
areas expressed the feelings of their constituents who
believed the only reasonable solution to increasing imports

was unilateral quotas.

171p1a., p. 6.

18U. S. Congressional Record, 84th Cong., 2nd Sess.,
1956, Part 5, pp. 6034-6035.
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Secretary of State John F. Dulles, believed it would
be very undesirable to establish import quotas on Japanese
textiles. The United States did not have a single import
quota. on manufactured products, and Dulles implied that to
restrict trade at a time when the free world must depend
on the expansion of trade for so much of its strength would
severely weaken the United States and the free world's
foreign trade program.19

Dulles also stated that he had personally advised
representatives of the Japanese Government to restrain their
exports and to avold taking so much of the American market
that its industry would be injured. He preferred to see
domestic industry protected by voluntary action of the
exporting nations, rather than by unilateral action of the

United States.20

From the political viewpoint, the State Department21
sought to promote international good will through increas-
ing international trade, which was being accomplished by

keeping trade restrictions to a minimum. At the same time,

the State Department was obliged to give domestic industries

protection against imports which seriously endangered or

19U‘ S. Department of State Bulletin, Vol. 31, No.
861, December 26, 1955, p. 1065.

20y, S. Department of State Bulletin, Vol. 34, No.
884, June 4, I956, p. 922.

2lReferences to the State Department in this chapter
refer to Assistant Secreatry-Far Eastern Affairs and/or
Assistant Secretary-Economic Affairs.
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Jeopardized an industry. Now the domestic textile industry
was in unanimous agreement that the only reasonable solution
to increased imports was quotas, and the State Department
was concerned with promoting freer world trade. The De-
partment promoted voluntary restriction as a compromise

to the paradox it faced. The Department received much
criticism from the cotton textlle producing states because
of the dual role it was attempting to play. The actions

of the State Department become logical when they are viewed
in terms of the broader goals of our countries foreign
policy.

The 1956 voluntary restrictions of 150 million square
yards, announced by Japan in May, 1956, did not: include any
limitation on gingham. Gingham imports increased rapidly
in 1955, continued their upward trend in early 1956, and
over 90 percent originated in Japan (see column 7, Table
V-7). On August 8, 1956, the Japanese Ministry of Inter-
national Trade and Industry limited shipments of gingham to
the United States in 1956 to 70 million square yards. This
action was taken by Japan to strengthen her position when
the United States Tariff Commission held hearings in
Washington in October, 1956, on a proposed increase in
import duties on gingham.22

The Assoclation of Cotton Textile Merchants of New

York called the 70 million square yard quota of gingham

22New York Times, August 9, 1956, p. 31.
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unreasonable and excessive since the gingham industry in
the United States is relatively small.23 This agreement
permitted a maximum of 47 percent of the total allotment
of 150 million square yards to be gingham; this gingham
quota represented 24 percent of domestic production in
1955 (see Table V-7).

The State Department invited members of several
textile trade organizations to a Washington meeting in
mid-August, 1956. At this meeting the State Department
encouraged the industry to produce data supporting their
case that rising imports are causing serious harm. The
State Department never used the word "quota," but talked
in terms of an agreement with Japan that would voluntarily
limit Japanese exports to the United States by specific
categories of piece goods and garments.zu

No record was found by the author that the information
resulting from thls meeting was officlally presented to the
Japanese, but on September 27, 1956, the Japanese Government
revealed in a note to the State Department the nature of its
1957 cotton textile restrictive export program. The Japan-~
ese note stated that the purpose of the program was to
bring about orderly marketing by avoiding excessive concen-

tration in any particular period of time or on any particular

231p1q.

21p14., August 24, 1956, p. 27.
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item, and to achieve broader diversificatlon of cotton
textile exports. An overall ceiling was planned; within
this ceiling, individual quotas would be established for
such items that tend to be exported in excess, thus caus-
ing undue hardship to a particular segment of the United
States industry. The Japanese made clear what cooperation
was expected of the United States Government. The follow-
ing quote presents their demands of the United States:

The action now contemplated by Japan is based on

the condition that all feasible steps will be

taken by the United States Government . . . to

prevent further restrictive action with regard to

the importation of Japanese textiles into the

United States.25

On October 24, 1956, the Tariff Commission announced
the completion of its report on cotton velveteen fabrics.
The Commission found that velveteen fabrics were being
imported into the United States in such increased quantities,
both actual and relative, as to cause serious injury to the
domestic industry producing similar or directly competitive
products; the Commission unanimously agreed that escape
clause relief was warranted in respect to cotton velveteen
fabrics. They also found that in order to prevent future
injury, the duty on imports of plain-back velveteens should
be increased from 25 percent to 46.88 percent ad valorem

and the duty on imports of twill-back velveteen increased

25U. S. Department of State, American Foreign Polic
(Washington, D. C.: U. S. Printing Office, 1956), p. B818.
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from about 25 percent to 56.25 percent ad volorem.26

Accordingly, the Commission recommended that the President
modify the existing rates to comply with the Commission's
findings.27 It is customary for the President to act on
a report within sixty days after it is formally presented
to him.

In mid-November of 1956, progress toward a voluntary
curtailment had come to a standstill due to the inability
of the State Department and the Japanese Government to
agree on the amount of Japanese cotton textiles imported
into the United States in 1955. Their agreement was
important because the two countries had concurred that the
1955 imports would be the basis for determining the 1957
voluntary curtailment. Further, the United States demanded
a limit on each of the cotton goods classified into eight
groups, which were sub-divided into fifty-one items, but
Japan wanted to confine such detailed limits to a small
number of items such as velveteen and gingham.28

This delay in obtalning a voluntary agreement
strengthened the demand of the United States textile manu-

facturers for higher tariffs. Since no progress was being

26U. S. Tariff Commission, Cotton Velveteen Fabric

Report to the President, October 2§, 1956, p. 3.
27U

. S. Tariff Commission, Forty-first Annual Report,

1957, p. 9.

28
P. 558,

The Oriental Economist, Vol. 24, November, 1956,
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made on voluntary restrictions and the Tariff Commission
had found velveteen producers injured by Japanese compe-
titioen, the domestic cotton textile producers were expect-
ing and demanding action for protection from imports.

By mid-December, 1956, the Tariff Commission's
recommendation to increase tariffs on velveteen had been
before the President about two months. On December 21,
1956, President Eisenhower announced publicly that he was
going to take more time to determine whether to accept the
recommendation. Because the President wanted to encourage
Japan to voluntarily restrict her exports, postponement of
a decision was the best alternative at this time. If he
had decided to reject the Commission's recommendation, the
United States bargaining position in the negotiations of
voluntary restrictions would have been weakened. And if
the President had concurred with the Tariff Commission's
recommendation and issued a proclamation to raise the tariffs,
the Japanese clearly stated that this action would be reason
enough to permanently withdraw from the negotiation. Since
the means for negotiation of a voluntary agreement were
still open, postponement was the best and most timely
decision.29
The Japanese textlle manufacturers publicly discounted

the potential danger of increased United States tariffs on

29New York Times, December 22, 1956, p. 25.
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coﬁton textiles. They were prepared to lower their price
on velveteen in the event that President Eisenhower raised
the duty, and they were confldent that they could remain
the lowest seller in the United States even if the Tariff
Commission's recommendation was adopted.30

The Japanese were attempting to strengthen their
bargaining position by threatening to lower prices, which
would make the higher tariff ineffective. This suggests
that the Japanese could produce cotton textiles so cheaply
that nothing short of rigid quotas would limit theilr ex-
ports to the American market.

The Japanese had the advantage of lower production
costs of cotton textiles, obtained through lower labor costs
and capital efficiently combined with labor. 1In addition
the United States Department of Agriculture was selling
cotton abroad for six and one-half cents per pound less
than it was in this country.3l

Thus one industry (raw cotton production), in pro-
moting its product, increased foreign competition for
another American industry (cotton textiles). Each industry
was independently attempting to promote and/or protect its
own interests, and within this framework, the dilemma
developed between raw cotton and cotton textiles.

The future outlook of the domestic cotton textile

industry in 1957 was uncertain unless some restrictions

301p1g. 311p14.
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were made on imports. The domestic industry continued to
press for restrictions, and in January, 1957, the industry
urged the President to raise the duties on velveteen im-
ports. On January 3, 1957, Congresswoman E. N. Rogers
remarked in the House of Representatives:
I am presenting at the White House a petition signed
by some thousands of residents of Lowell, Mass., and
surrounding communities, urging the President to
decide in favor of the United States Tariff Com-
mission's finding to raise the import duties on
velveteen and, by so doing, save the jobs of
hundreds of workers in the Merrimack Manufacturing
Co., of Lowell, the city's oldest and until recent
cutbacks in work caused bg competition of imported
velveteen, biggest mill.
Congresswoman Rogers was protesting the unfair discrimi-
nation, particularly in selecting one segment of the cotton
textile industry: namely velveteen. Among Congresswoman
Rogers remarks were letters to the President from Senator
John F. Kennedy of Massachusetts and Senator Theodore F.
Green of Rhode Island, expressing their hope that the

President would accept the Tariff Commission's recommendation.

Five-Year Voluntary Agreement

The United States Government was informed on January
16, 1957, in a note from the Ambassador of Japan to the
Secretary of State, about the details of the Japanese pro-
gram for the control of exports of cotton textiles to the

United States.33 Effective January 1, 1957, the five-year

32U Congressional Record, 85th Cong., 1lst Sess.,
1957, Part 15 p. A33.

33U. S. Department of State, American Foreign Policy,
1957, p. 1139.
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program placed an annual over-all ceiling of 235 million
square. yards on the export of all types of Japanese cotton
manufactured goods to the United States, with a specific
ceiling on many 1tems.3%
The over-all limit of 235 million square yards was
divided into five major groups which were subdivided into
twenty-four categories of fabrics. The program provided
for Japanese cotton textile exports to be distributed
reasonably equally by quarters, as necessary to meet
seasonal demands. The Japanese also agreed to take all
feasible steps to prevent trans-shipment to the United
States through third countries.35
This Japanese program was developed in an effort to
meet the problem that arose in 1955 when exports of Japan-
ese textiles to the United States increased sharply. These
exports were heavily concentrated in certain commodities
such as blouses, velveteens, and gingham. Not only were
the domestic producers of these items affected, but the
entire industry became concerned because of the uncertainty
as to where future Japanese exports might concentrate.
This concern of the textile industry was expressed in
several above-mentioned petitions filed with the Tariff
Commission, and also requests to Congress and the Executive

Branch for action to establish quotas on textile imports.

31"I‘he voluntary agreement is printed in full in
Appendix c.

35See Appendix C.
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The voluntary agreement was welcomed by the United
States domestlc producers and the Department of State as
it created a feeling of optimism for the future. The
Department of State issued the following statement:

The action taken by Japan is a major step forward
in the development of orderly and mutually bene-
ficlal trade between the United States and Japan.
It is a constructive measure aimed at forestalling
possible future injury to the United States cotton
textile industry. . . . the program demonstrates an
understanding by Japan of the importance of the
orderly marketing of an item as significant to the
economies of both countries as cotton textiles. It
not only provides an over-all limit on the total
volume of cotton textile exports to the United
States, but perhaps even more important, it sets a
pattern for the diversification of these exports
over the enjyire area of cotton textile manu-
facturers.

The Department of State further expected the Japanese
program would provide a basis on which the domestic industry
could look to the future with the confidence and the
knowledge that import competition from Japan would follow
an orderly pattern.37

The future outlook among the cotton textile repre-
sentatives was much brighter because of the agreement.
Prior to the agreement, they described the industry as

being depressed, but after the agreement this pessimism

was- replaced with optimism. The industry welcomed these

36

U. S. Congressional Record, Part 1, p. 781.







138

voluntary quotas, after working for years for such
acticn.38

The principal development of the voluntary. agree-
ment was that it returned some form of stabllity to the
domestic industry. After the settlement, the domestic
industry contended they could proceed, with reasonable
confidence, with long-range expansion plans, research and
sales planning, without fear of being swamped with Japanese
goods.39

On January 22, 1957, President Eisenhower announced
that he was rejecting the Tariff Commission's recommendation
for a substantial increase in the import duty on velveteen.
His reason for rejecting the recommendation was Japan's
program for control of textile exports to the United States.“o

Japanese officials from their Embassy in Washington
had publicly stated that if the President approved the in-
crease on velveteen tariffs, Japan might have to reconsider

its voluntary limitation.ql

The President had postponed
making a decision on an increase in the velveteen tariffs
in October, 1956, as a means of improving the United States
bargaining position during the negotiation of a voluntary

agreement. Because a voluntary agreement had been

38New York Times, January 20, 1958, Section III, p. 1.

39Ibid.

uoIbid., January 23, 1957, p. 43.

Ibid.
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announced that was satisfactory to both parties, the
Tariff Commission's report and recommendation to the
President served its usefulness in encouraging the Japan-

ese to voluntarily restrict their exports.

Conclusion

The new quotas largely calmed the storm of American
producer complaints. The President was able to reject the
velveteen recommendation without domestic protests, and
the gingham investigation was discontinued and dismissed
at the applicant's request of January 29, 1957.Ll2
Domestic producers felt the Japanese arrangement brought
order to the pattern of imports which increased producer
stability in the domestic market.

The total value of Japanese cotton manufacture im-
ports into the United States dropped sharply in 1957 and
from 1958 to 1961 fluctuated considerably below the 1956
peak year as shown in column 3, Table VI-1. From a study
of Table VI-1, it shows gingham imports reached 77 million
square yards in 1956 and were never above 47 million in the
following five years, while velveteen imports had reached
6.9 million square yards in 1956 but in the next five years
were less than 3.2 million.

The voluntary agreement announced in January, 1957,

had annual ceilings which would apply for five years,

MZU. S. Tariff Commission, Forty-first Annual Report,
1957, p. 6.
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except for ginghams and velveteens that had annual ceilings
for two years. The agreement made quota changes possible
after annual consultation. The agreement states:

Anticipating that changes may well occur in the

United States textile market within the next five

years, these cellings shall be the subject of

annual reviews in which the Japanese Government

will consult with the United States Government for

the purpose of arriving at such adjustments, up-

ward or downward, in the quotas as may be warranted

by changed conditions.}3
Consultations held late in 1957 made no changes for 1958.
At the second annual consultation in the fall of 1958,
Japan proposed a 5.5 percent increase in the total quota.
American producers protested, but when the 1959 quotas
were announced in April, 1959, they permitted a 5.2 percent
increase. The same level was kept for 1960 and minor changes
were made for J.s)él.ml

The five-year agreement stabilized Japanese imports
at around $70 million, which was considerably less than the
1956 high of $84 million as shown in column 3, Table VI-1.
Total imports also declined in 1957 but then continued to
increase through 1960. This resulted in a decline of
Japan's share of total textile imports from about 50 per-
cent to 30 percent as shown in column 4, Table VI-1.
During this same time Hong Kong began exporting cotton

textiles to the United States, and her share of total

u3Appendix C.

uuHunsberger, op. eit., p. 322.






142

imports increased from 1 percent in 1956 to 24 percent in
1960 (see column 6, Table VI-1). Japan's relative share
of the United States market declined during the agreement
while Hong Kong's increased rapidly.

The agreement caused some administrative difficulty
in trans-shipments, especially through Hong Kong. The
quotas were intended to cover all Japanese cotton textiles
entering the United States. Some shipments arrived in the
United States that Japan had not charged against the quota,
but they would have been recorded into the United States
imports statistics as having come from Japan. Japanese
statistics would show these shipments going to Hong Kong
or elsewhere; and Japan refused to charge these against her
quota to avoid further reductions in shipments to the United
States. The reason the Japanese Government did not charge
these trans-shipments against their quotas was to avoid
decreasing allocations for all other firms than the few
that violated the r-ules.“5 This was found to be especially
true for velveteens as 1s shown in Table VI-2.

Another problem was revealed in 1958 when it was dis-
covered that the United States and Japan had different
definitions for gingham. This issue was settled by both
countries agreeing on a broader definition for gingham and
then increasing the quota (see columns 2, 3, and 4, Table

v1-2) 46

45 1p1q. 41p1a., p. 323.
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The voluntary agreements of the 1950's appeared to
improve Japanese-American commercial relations. They also
appeared to be the key to keeping imports within politically
tolerable limits and the United States did not officially
have to increase tariffs or place quotas on textile im-
ports. Japan did restrict her exports within the agreed
limits, with the exceptions that have been discussed, but
the domestic producers were not completely satisfied be-
cause of the increase in cotton textile imports from
countries other than Japan. A need had developed for a
broader agreement in the 1960's, and that is the subject

of the next chapter.






CHAPTER VII
VOLUNTARY  CONTROLS OF THE 1960'S

The voluntary quotas of the 1950's controlled the
flow of Japanese cotton textiles to the United States, but
the limited imports from Japan did not satisfy the American
consumer demand. for them as indicated in the following
Japanese Embassy release:

Another problem came from American importers and

consumers, among whom there 1s an evergrowing demand

for Japanese cotton goods because of their reason-
able prices and good quality and design. The

Embassy of Japan in Washington, for instance, has

received innumerable requests from American im-

porters for allotments of more Japanese cotton

goods .1l
The American buyers of Japanese cotton textiles had the
problem of maintaining a minimum volume of purchases to
economically justify their presence in Japan. When the
Japanese quotas kept the American buyers from obtaining
the quantity desired, however, they looked for a supplier
that could filfill their needs, which was usually Hong
Kong.2

Because of the domestic demand for cotton manu-

factured goods, imports increased in the late 1950's

lU. S. Congressional Record, 85th Cong., 2nd Sess.,
1958, Part 5, p. 6947.

2Hunsberger, op. cit., pp. 324-325.
145
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(see column 2, Table VI-1), and because of the efficient
buying policy of the American firms, most of the increase
came from Hong Kong and other Asian countries. Thus, the
bilateral agreements of the 1950's did discriminate against
Japan as a source of supply, but did not provide the de-
sired protection for the domestic industry. In the minds
of the domestic producers, a need had developed for a
broader agreement: an agreement that would involve many
or all of the cotton textile exporting nations of the
world, thereby preventing excessive disruption of the
cotton textile industry in the importing nations.

This chapter will concentrate on the character and
rationale of the two multilateral cotton textile agreements
in the early 1960's. Emphasis is placed on how the domes-
tic textile industry and State Department used the multi-
lateral agreement to satisfy both the American and export-
ing countries' textile industries.

Quota Request and Japanese Reaction,
1959-1960

As cotton textile imports continued to increase in
1959 and 1960, domestic producers took action to limit
these imports. Representatives from the National Cotton
Council urged Secretary of Agriculture Ezar Taft Benson
to start action designed to limit imports of cotton tex-
tiles. They said that these imports threaten the future

of the domestic textile industry and the effectiveness
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of government programs to stabilize the industry. They
encouraged Mr. Benson to determine the extent of the inter-
ference of the cotton program. The Association of Cotton
Textile Merchants of New York Supported the petition
filed by the National Cotton Council and encouraged the
Government to investigate the effect that cotton textiles
and cotton apparel imports would have on the Federal Cotton
program.3
Whenever the United States took action to further
reduce cotton textile imports, it became a national issue
in Japan, both economically and politically. Mr. T.
Murayama, research director of the All-Japan Cotton
Spinners Association, responded in October, 1959, to the
Cotton Council petition as follows:
The Japanese industry 1s dissatisfled with the pre-
sent 247,200,000 square yard level in 1ts voluntary
quota system with the United States. If United States
Secretary of Agriculture Ezra Taft Benson heeds the
petition of the United States National Cotton Council
to take relief measures against Japanese textile im-
ports, the Japanese industry will consider that it
is no 1ﬁnger obliged to serve the voluntary quota
system.
Dissatisfaction grew within the domestic textile industry.
The President requested on November 16, 1959, that the
Tariff Commission investigate articles containing cotton.
The purpose of this investigation was to determine whether

articles contalning cotton are being imported into the

3New York Times, July 9, 1959, p. 39.

"1p14., October 8, 1959, p. 57.
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United States under conditions and in such quantities that
would interfer with the United States export subsidy pro-
gram of cotton products.5
While the Tariff Commission was investigating cotton
textile imports, Congressmen from Textile Manufacturing
areas were encouraging congressional action. Congressman
Lane from Massachusetts discussed the 1ssue on the House
floor:
Cotton fabric imports have jumped from 122 million
square yards in 1957, to 180 million square yards in
1959. . . . We who represent the textile manufactur-
ing communities have been trying to open the eyes of
the administration to the need for adequate tariffs
and quotas to protect our domestic industries and
workers from this invasion for many years. . . . We,
therefore, urge the administration to establish im-
port quotas (on cotton fabric imports). . . .
On June 27, 1960, the Tariff Commission reported to
the President on the results of its investigation of articles
containing cotton. The Commission found that imports of
articles containing cotton were not interferring with the
Department of Agriculture cotton export subsidy program.
Because of the negative findings, the Tariff Commission,
therefore, did not make any recommendations to the Presi-

dent for increasing tariffs or imposing quota restrictions

on articles containing cotton.7 The President announced

5U~ S. Tariff Commission, Forty-fourth Annual Re-
port (Washington, D. C.: U. S. Government Printing
Office, 1960), p. 26.

GU. S. Congressional Record, 86th Cong., 2nd. Sess.,
1960, Part 2, pp. 2250-2251.

7U. S. Tariff Commission, Forty-fourth . . ., op. cit.,
p. 26.
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on August 23, 1960, that he had accepted the Tariff Com-

mission's report on June 27, 1960.

Cotton Textile Imports from Hong Kong,
1959-1960

There was a natural focus of attention on Hong Kong
exports of cotton textiles to the United States in the
late 1950's because of their rapid expansion (see Table
VI-1). It seemed logical in the United States to request
Hong Kong voluntarily to restrict her exports of cotton
textiles to the United States. 1In 1959, the United States
sent Mr. Henry Kearns, Assistant Secretary of Commerce, to
Hong Kong to encourage their exporters to regulate their
sales to the United States. Mr. Kearns also warned that if
they failed to follow orderly marketing procedures, the
United States would be forced to apply unilateral re-
strictions.8

Reactions to Mr. Kearn's visit to Hong Kong produced
varied opinions. While the Hong Kong government supported
a quota system, opinions from the textile industry were
split. A group of textile producers, representing about
30 percent of the total Hong Kong production and about 80
to 85 percent of their exports to the United States,
formed a new trade organization and arranged, with their
government, restrictions of exports of the United States.

This offer was presented to the United States in December,

8New York Times, January 19, 1960, p. 49.
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1959, but the majority of Hong Kong textile producers felt
there was no justification for assuming that the United
States government would enforce restrictions unilaterally.9
American producers thought the level proposed by
Hong Kong was too high and the coverage far too narrow.
The United States did not accept Hong Kong's offer, with
hope that an offer more favorable to them would be forth-
coming. This refusal by the United States did not produce
a better offer; instead, the Hong Kong producers were in-
sulted by the American reaction to their offer and refused

b As a result of this break-

to apply any restrictions.
down in negotiations, cotton textile imports from Hong Kong
increased 39 percent from 1959 to 1960 (see column 5,

Table VI-1).

1961 Quota Requests and the Seven-point
Cotton Textile Plan

When the new administration took office in early 1961,
it was immediately confronted with intense pressure to do
something for the textile industry. The industry was be-
coming more aggressive in its demands for mandatory quotas,
making it clear that bilateral negotiations with various
countries for voluntary restriction on exports was not an

acceptable alternative.ll

10

Ibid., January 27, 1960, p. 45. Ibid.

1l1pi1g., March 24, 1961, p. 15.
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At the annual convention of the American Cotton
Manufacturers Institute, in March, 1961, a number of
textile executives expressed optimism that the textile
industry would obtain import quotas on textile imports,

which had been bothering the industry for year‘s.12

During
this same month, Congressmen from textile-producing states
urged President Kennedy to impose import quotas by country
and by category of products. The President was presented
with a statement, signed by sixteen Congressmen, which read
in part:
The seriousness of the impact upon the domestic tex-
tile industry of the importation of foreign textiles
into the United States is such as to have beccme one
of grave concern to the members of the House of
Representatives from the forty-three states having
textile installations in them.13
President Kennedy moved promptly after taking office
in an attempt to find an acceptable solution for the cotton
textile industry. In mid-February, 1961, he appointed
Secretary of Commerce, Luther H. Hodges, a former textile
manufacturer, to head a cabinet level committee to recom-
mend action in solving the cotton textile import problem.
On May 2, 1961, the President announced the following
seven-point plan based on the Cabinet Committee report:
First, I have directed the Department of Com-

merce to launch an expanded program of research,
covering new products, processes, and markets. This

lzlbid.

131p14., Marcn 28, 1961, p. 57.




152

should be done in cooperation with both union and
management groups.

Second, I have asked the Treasury Department
to review existing depreciation allowances on tex-
tile machinery. Revision of these allowances, to-
gether with adoption of the investment-incentive
credit proposals contained in my message to the
Congress of April 20, 1961, should assist in the
modernization of the industry.

Third, I have directed the Small Business
Administration to assist the cotton textile industry
to obtain the necessary financing for modernization
of its equipment.

Fourth, I have directed the Department of Agri-
culture to explore and make recommendations to elimi-
nate or offset the cost to United States mills of
the adverse differential in raw cotton costs between
domestic and foreign textile producers.

Fifth, I will shortly send to the Congress a
proposal to permit industries seriously injured or
threatened with serious injJury as a result of in-
creased imports to be eligible for assistance from
the Federal Government.

Sixth, I have directed the Department of State
to arrange for calling an early conference of the
principal textile exporting and importing countries.
This conference will seek an international under-
standing which will provide a basis for trade that
will avoid undue disruption of established industries.

Seventh, in addition to this program, an appli-
cation by the textile industry for action under exist-
ing statutes, such as the escape clause or the
national security provision of the Trade Agreements
Extension Act, will be carefully considered on its
merits.l4

This plan offered several methods of attacking the problem

and indicated that the President wanted to find a way to

ald the industry without using unilateral restrictions.

One of the proposed means (Part 6) was a recommendation

for an international agreement regulating international

trade of textiles so as to safeguard the existence of

lQWhite House Press Release, May 2, 1961.
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established industries. On May 16, 1961, Under Secretary
for Economic Affairs, George W. Ball, began a world tour
for the purpose of holding exploratory conversations with
government officials of the leading cotton textile import-
ing and exporting countries. Through these exploratory
discussions, there developed an international conference
to discuss trading of cotton textiles.l5
This conference enabled a nation confronted by dis-
ruptive imports of manufactured goods to present its problem
to a conference of its principle trading partners, rather
than resorting to unilateral action. From this conference
came an agreement that was a valuable new tool for nations
to cope with disruptive imports of cotton textiles. Under
the Geneva Agreement exporting nations were required to re-
strain their cotton textile exports to avoid disrupting
domestic market in other countries. At the same time, the
agreement promoted international trade by insuring that ex-
porting nations will have a growing opportunity to increase

their exports.16

Short-Term Multilateral Agreement

In July, 1961, on the initiative of the United States
Government, the above mentioned General Agreement on Tariffs

and Trade (GATT) conference was held in Geneva by the major

15y, s, Department of State Bulletin, Vol. 44, No.
1144, May 29, 1961, p. 825.

16New York Times, November 20, 1961, p. 30.
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cotton textile trading countries. Out of this conference
on international trade in cotton textiles came a short-
term agreement, in this case for one year beginning
October 1, 1961. This agreement included a provision for
interested governments to come together in Geneva later
in the year for the purpose of negotiating a more per-
manent arrangement.l7
The United States requested the meeting of high level
officials of countries particularly interested in imports
and exports of cotton textiles to seek an agreement for
the development of trade in cotton textiles. The partici-
pating countries recognized that to have an acceptable
agreement of trade, importing nations would need some means
of protection against excessive imports. In defining
"excessive," the participating countries referred to a
previous definition of "market disruption" that was made
in a GATT meeting held in Tokyo in 1959. It is defined
as situations generally containing the following elements
in combinations:18
(1) A sharp and substantial increase or potential
increase of imports of particular products
from particular sources;
(2) These products are offered at prices which
are substantially below those prevailing for

similar goods of comparable quality in the
market of the importing country;

l7GA‘I‘T Press Release 601, July 26, 1961.

18See Annex A, Appendix D.
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There is serious damage to domestic producers
or threat thereof;

)

The price differentials referred to in para-
graph (2) above do not arise from governmental
intervention in the fixing or formation of
prices or from dumping practices.

The Short-Term Agreement was designed primarily as
a temporary measure while negotiating for a more permanent

agreement. The basis for this accord was expressed as

follows:

(1) To significantly increase access to markets
where imports are at present subject to re-
striction;

(2) To maintain orderly access to markets where
restrictions are not at present maintained;
and

(3)

To secure from exporting countries, where neces-
sary, a measure of restraint in their export

policy so as to avoid disruptive effects in
import markets.l9

The agreement basically provided means by which an import-
ing country could limit its imports from a specific country
or by a specific category when they become disruptive.
After January 1, 1962, provisions were made for exporting
countries to increase thelr exports to countries restrict-
ing their imports‘zo

The United States joined fifteen other nations in

accepting the International Cotton Textile Agreement on
September 7, 1961.%%

19Appendix D. RY

Ibid.
2lOther participants were France, Belgium, the Nether-

lands, West Germany, Italy, Australia, Austria, Canada,

India, Pakistan, Japan, Portugal, Spain, Sweden and Britain,

New York Times, September 8, 1961, p. 42 and October 24,
1961, p. §8.
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In administering the rights and responsibilities
of the Short-Term Agreement, the United States government

was faced with the problem of regulating imports from

non-participating nations. This problem was corrected

when a bill, H. R. 10788, providing the authority for
action against non-signers to the GATT arrangement, was
introduced in March, 1962 and enacted in June, 1962.

Dur-
ing the interim period, from October 1, 1961, till the

final passage of H. R. 10788, the United States was power-

less to act agalnst market disrupting imports from non-
participating countries. There was a substantial amount
of such imports, which could have been identified as trans-

shipment, taking advantage of the loophole.22

It is interesting to observe how GATT, an organization
devoted to expanding international production and exchange
of goods by reducing tariffs and other trade barriers,
allows a member country to increase its trade barriers for
cotton textiles from non-participating countries. Under the
Short-Term Agreement, participants agree to take action to
prevent circumvention of the agreement by non—participants.23

Under GATT, a country is allowed, in fact encouraged, to

increase their trade barriers toward non-participating

2

2R, B. Brandis, "The International Testile Agree-
ment ," Paper read before the meeting of the Southern

Economic Association, Roanoke, Virginia, November 16,
1963, pp. 5-6.

23Appendix D.
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natiens when 1t is disrupting to a GATT agreement, and
this action is also a deviation from free trade.

Short-Term Bilateral Agreement
with Japan

The Short-Term Multilateral Agreement had a pro-

vision for countries to negotiate mutually acceptable
bilateral agreements. Because the five-year voluntary
agreement between the United States and Japan expired on
December 31, 1961, the two countries opened a discussion
on the controversial issue of Japanese cotton textile ex-
port quotas to the United States. This meeting was held
in August, 1961, a few weeks after the Short-Term Multi-
lateral Agreement was written. The Japanese expressed
great dissatisfaction that no consideration was given them
for the voluntary restriction program they had been follow-
ing several years prior to the Short-Term Multilateral
Agreement. As a result of the Japanese five-year voluntary
export restrictions, their share of the United States im-
ports of cotton textiles decreased from 55 percent in 1956
to 29 percent in 1960 as shown in column 4 of Table VI-1.
Under these conditions, the United States and Japan met
to discuss a bilateral agreement.

The Japanese cotton textile producer's and exporter's
were dissatisfied over the Short-Term Multilateral Agree-
ment and demanded that their government press for a 30

percent increase over their 1960 quota in cotton textile
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exports to the United States. They based thelr complaint
on thelr shrinking share of cotton textile imports to the
United States. They strongly urged the United States to
increase the guota from Japan, on grounds that shipments
from Hong Kong and other countries had substantially in-
creased in the past four years, while Japan had volun-
tarily curtailed her exports to the United States. How-
ever, the United States textile producers were requesting
their government to make a maximum offer of 5 percent in-
crease over the 1960 agreementn24 These were the original
demands of Japan and the United States when they opened
discussions for another bilateral agreement in 1961.
During these negotiations, Japan used the Short-Term
Multilateral Agreement as a means for improving her bargain-
ing position in the bilateral agreement with the United
States. One of the Japanese negotiators stated that Japan
would accept the multilateral agreement only if she could
obtain a reasonable share of the United States market in
her bilateral agreement., Although both Japan and the
United States participated in the Geneva Conference, the
multilateral agreement was still subject to official
ratification by each country. The comments by Japanese

officials in reaction to the United States bilateral

2‘4New York Times, September 9, 1961, p. 26.
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offer indicated a strong reluctance to accept the multi-

lateral agreement.25
After a series of negotiations and maneuvers on both

sides, a one-year agreement was reached on September 9,

1961.26

The agreement began on January 1, 1962 and in-
creased Japanese exports of cotton textiles to the United
States by 8 percent over the 1960 agreement. Japanese
voluntary quota of textile exports increased from about
255 million square yards per year to 275 million square
yards per year.27
There was a wide representation of interests among
the delegates from each country at the bilateral negoti-
ation. Japan was represented by government officials and
representatives from textlle trade organizations, while
the United States delegation included government officials
from the Departments of State, Commerce, and Labor, three
trade organization officials, several manufacturing repre-
sentatives, and two union officials. With so many interests
represented, the United States delegation, when agreeing on
an offer, could be relatively sure of the cooperation and
support from the domestic industry and general public. At

the same time, when the Japanese made an offer, the United

25Ibid., August 22, 1961, p. 43.

26"Foreign Trade," The Oriental Economist, Vol. 29,
October, 1961, p. 607.

27New York Times, September O, 1961, p. 26.
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States could be confident that if it was accepted, the
Japanese would carry through with their agreement.28

This bilateral agreement for 1962 left almost every-
one dissatisfied. The Japanese textile exporters felt
their government had bowed to United States pressure in
accepting a new bilateral agreement that provided for
only an 8 percent increase. They believed they had a
right to a larger part of the United States market, while
the United States manufacturers believed they could give
up only a limited share of their domestic market as a
concession to the Japanese but not as an inherent right.
Directors of the American Cotton Manufacturers Institute
were dissatisfied with an increase in the over-all Japanese
import gquota, which was the third increase since the 1957
five-year voluntary agreement. The directors felt it was
unfair for the Japanese to request another increase when

the United States market had been contracting.eg

Long-Term Multilateral Arrangement

Concurrently Geneva negotiations opened in October,
1961 for the specific purpose of devising a long-term multi-
lateral arrangement for the regulation of world trade in
cotton textiles. This meeting was promoted by the United

States, but was under the auspices of the General Agreement

281p44., p. 31.

291pia., September 11, 1961, p. 35 and October 17,
1961, p. 53.
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on Tariffs and Trade. The arrangement sought at this
meeting was based on a new form of trade restriction known
as the "market disruption principle," which was used for
the first time in the Short-Term Multilateral Agreement.
This principle deals with the problem of developing
countries exporting manufactured goods in quantities and
at prices considered to be competitively damaging to
developed countries.30
An important development of the GATT meeting was the
creation of a sub-committee commissioned to work out a
basic draft for a long-term arrangement, which would be
discussed when the full committee reconvened in January,
1962.31 on February 9, 1962, the full committee of nine-
teen participating cotton textile exporting and importing
nations concluded the drafting of the Long-Term Cotton
Textile Agreement. This agreement, similar to the earlier
short-term arrangement, was for a period of five years
beginning October 1, 1962.32 The United States formally
accepted this agreement on September 25, 1962.33
Article 2 of the Long-Term Cotton Textile Agreement

specified that countries having any previous restrictions

301pid., october 24, 1961, p. 49.

31
Ibid., December 21, 1961, p. 45.

3%ynite House Press Release, February 16, 1962,

33New York Times, September 26, 1962, p. 61.
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inconsistent with GATT promise to "relax those restrictions
progressively each year with a view to their elimination

as soon as possible."3u

Thus, by the termination of the
Long-Term Arrangement in 1967, Austria would permit up to
a 95 percent increase in cotton textile imports, the
European Economic Community could increase 88 percent,
and Scandinavian countries could increase 15 percent.
Markets would expand for the textile exporting nations of
the world, but these percentage increases are less im-
pressive quantitatively due to a low base year.35

Article 3 of the Long-Term Agreement allows an import-
ing country to request an exporting country to restrain its
exports when the importing country finds its cotton textile
market being disrupted by imports. If the exporting country
refuses to restraln its exports, the importing country is
permitted under Article 3 to impose controls of its own.36
If import controls are imposed, the arrangement specifies
the level and that they must be increased if imposed for
more than one year. The import control level for the first
year must be at least as high as the first twelve months

of the preceding fifteen months. If it is continued for

the second year, the level must be the quota of the previous

3uArticle 2, Appendix E.

35Hunsberger, op. cit., pp. 330-331. No absolute
levels were given.

36Article 3, Appendix E.







163

twelve months plus a 5 percent increase. The arrangement
specifies a 5 percent for each year beyond the second
year-.37

This five-year Cotton Textile Agreement reached by

38 accounts for more than 90 percent of

nineteen nations
the free-world's trade in cotton textiles.39 The arrange-
ment formalizes an agreement by which expanding low cost
cotton textile industries of countries like India and
Japan will be able to continue to increase their exports
during the five year period. They are permitted to sub-
stantially raise their sales to Western Europe, while
their sales in the United States are held to a more modest

increase.uo

Long-Term Bilateral Agreement

The new Long-Term Multilateral Agreement did not
eliminate bilateral agreements; in fact, Article 4 states:
"Nothing in this Arrangement shall prevent the application

of mutually acceptable arrangements on other terms not

37Annex B, Appendix E.

38According to Appendix E, the 19 participating
nations are Australia, Austria, Canada, Denmark, India,
Japan, Norway, Pakistan, Portugal, Spain, Sweden, United
Kingdom (also representing Hong Kong), United States and
the six members of the European Common Market--Belgium,
France, West Germany, Italy, Luxembourg, and the Nether-
lands.

39U. S., Congressional Record, 87th Cong., 2nd.
Sess., 1962, Part 3, p. 3033.

H01p44., Part 20, p. A1156.
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inconsistent with the basic objJectives of this Arrange-

ment."ul

Armed with the Long-Term Multilateral Agreement,
which had been formally accepted by both United States
and Japan, United States negotiators went to Japan in
December, 1962 to negotiate a new agreement to replace
the Short-Term Bilateral Agreement that would expire
December 31, 1962. During these negotiations, the United
States delegations stirred up far more negative reaction
from the Japanese cotton textile industry and public than
during previous negotiations. Because of this public
resentment toward the cotton textile controversy, the
Japanese negotlators were not willing to compromise. The
negotiations were bogged down and then revived several
times during the eight months they were held.lJ2
The governments of the United States and Japan, on
August 27, 1963, jointly announced a bilateral agreement
covering trade in cotton textiles between the two countries
for 1963 through 1965. The joint announcement was pre-
arranged and the stated purpose of the three-year bilateral
agreement was "to provide for the orderly development of
trade in cotton textiles between Japan and the United

States."u3 It allowed no increase in total imports from

ulArticle 4, Appendix E.

ueNew York Times, February 23, 1963, p. 1 and August
7, 1963, p. B§1.

4
3U. S., Department of State Bulletin, Vol. 49, No.
1264, September 16, 1963, p. J40.
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Japan in 1963 compared to 1962, but allowed a 3 percent
increase for 1964 and 5 percent increase for 1965. These
increases are less than those suggested under the Long-
Term Multilateral Agreement, but did not violate the
agreement under the terms specified in Annex B of Appendix
E.

As it was much more difficult to obtain unanimity in
thinking than in previous agreements, both sides expressed
dissatisfaction over the final form it took. The Japanese
Textile Importers Assoclatilon criticized the agreement be-
cause of its new restrictive provisions that were not con-
tained in previous billateral agreements, and the Importers
Association believed the new provisions could actually re-
duce Japanese exports to the United States below the 1962

4y

level. Mr. William H. Ruffin, President of American

Textlle Manufacturers Institute, expressed relief in August,
1963, over reaching an agreement with Japan and added:

We are disappointed that the Japanese have been
given an increased share of the United States market
for cotton textile products. It 1s discouraging
that the Japanese Government has insisted upon, and
our Government has granted, the privilege of con-
centrating on markets created by United States in-
dustry for such items as corduroys, ginghams and
certain types of apparel.i5

uuThese added restrictive provisions were, in-
creased number of items under the agreement, and a lower
amount allowed to be transferred between groups.

45

New York Times, August 28, 1963, p. 49.
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Mr. Ruffin felt that Japanese imports were an infringe-
ment on certain inherent rights of domestic producers.
Japan and the United States each viewed the multi-
lateral agreement as a means of fulfilling nationalistic
industrial goals, and as a result of this both countries
were dissatisfied with it as a compromise. The lengthy
negotlation for the Long-Term Bilateral Agreement with
Japan indicated that the American industry regarded the
Geneva Agreement as a means by which it could control
foreign imports. At the same time, Japan, as well as
other exporting nations, viewed the multilateral agreement
as a mechanism by which she could slowly and steadily ex-

pand her cotton textile expox‘ts.“6

Other Bilateral Agreements

The United States appealed to Hong Kong in July, 1961
to restrict its exports of cotton textiles to the United
States after negotiations for a bilateral agreement failed
in 1960. George W. Ball, Under Secretary of State for
Economic Affairs, visited Hong Kong and asked their co-
operation in bringing their high level of textile exports
under control. Mr. Ball went further, saying that unless

Hong Kong voluntarily reduced her exports to the United

usKen Saito, "The Japan-U. S. Textile Pact," Far
Eastern Economic Review, Vol. 41, No. 11, September 12,
1963, p. 695.
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States, the domestic industry might force the government
to impose unilateral restrictions.u7
United States and Hong Kong government officials,
in April, 1962, held another series of meetings to dis-
cuss cotton textiles. Again the United States requested
them: to restrain their exports of various categories of
cotton textiles, but Hong Kong continued to be opposed
to voluntary controls and refused to establish t:hem.u8
However, in November, 1963, Hong Kong reversed its
long standing refusal to limit exports to the United States
and as a consequence the governments of Hong Kong and
United States were able jointly to announce an agreement
affecting thirty-five categories of cotton textile ex-
ports to the United States for one year beginning October
1, 1963. The detalled terms of the agreement are printed
in Appendix F. The purpose of this agreement was to pro-
vide orderly exports of cotton textiles from Hong Kong to
this country during the second year of the Long-Term Multi-
lateral Agreement.u9

The United States announced on May 8, 1964, a two-

and one-half year cotton textile agreement with India.

u7New York Times, July 4, 1961, p. 23.

uBU. S., Department of State Bulletin, Vol. 46, No.
1195, May 21, 1962, p. 8I8.

491p14., Vol. 49, No. 1277, December 16, 1963, p.
993, T
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The agreement limits India's exports to five major cate-
gories of fabrics which account for most all of her ex-
ports to the United States. 1India's exports to the United
States were reduced about. 18 percent for the first six-
month period under the agreement, and then allowed to in-
crease 2 1/2 percent the first twelve-month period and

another 5 percent during the second twelve-month period.50

Great Britain's Experience with
Bilateral Agreements

The domestic cotton textile industry of Great Britain
was experiencing problems similar to the United States in-
dustry in the fifties and early sixties. The British tex-
tile industry was facing shrinking demand in its traditional
export markets during the fifties, while its imports from
Hong Kong, India, and Pakistan were increasing. During
this time the domestic textile industry with government
encouragement and financial ald, was attempting a sub-
stantial technological modernization program. Due to these
circumstances, the domestic producers felt they had the
right to expect some protection from foreign competition
while in their modernization pr’ogram.51

Great Britain's domestic industry approached this

problem from two angles. They appealed to their government

50New York Times, May 9, 1964, p. 30.

51London Times, April 6, 1960, p. 23 and December
13, 1958, p. 7.
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for protection from what they considered "unfair compe-
tition," and also set up discussion directly with the
textile industry of Pakistan, India, and Hong Kong. From
the political viewpoint, the British Government favored
voluntary restrictions because she was committed to a
free trade policy and wanted free entry of British goods
into other countries, especially the United States. Be-
cause of this government policy and the continued worsening
conditions in the British domestic textile industry in the
middle fifties, the domestic producers with the assistance
of their government, increased their efforts to negotiate
voluntary restrictions that would stabilize imports. The
exporting regions of India, Pakistan, and Hong Kong were
extremely reluctant in agreeing to any voluntary restrictions
for fear this control plan would be used more extensively
by other countries.52
The increased effort on the part of domestic pro-
ducers and the British Government yielded three separate
voluntary cotton textile agreements between the United
Kingdom and Hong Kong, India, and Pakistan. The Hong Kong
agreement stabilized Great Britain's imports at the 1958
level, while the Indian and Pakistan agreements allowed

British imports to exceed their previous level by about

521p14., March 19, 1958, p. 11 and April 8, 1958,
o e
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20 percent. They were for a three-year period and some
of the quotas were modified upward during the duration of
the agreement.53
During the British negotiation, there was the ac-
cepted and openly discussed principel that the agreements
were only temporary, so the domestic industry could have
an orderly adjustment. The stated objective of the Hong
Kong agreement was not to reduce her existing trade with
Britain, but temporarily to control the expansion of

trade‘5u

It is interesting to observe that the Hong Kong
agreement was renewed for another three-year period in 1962
wlth increased demands from the domestic producers for
their government to control imports of cotton textiles.55
It is also of interest to observe how trade restricting
agreements which interfere with the most efficient allo-
cation of resources, are first defended as a temporary
means of adjustment. But with time the domestlc industry
becomes more dependent on the protection, rather than more

prepared to compete in the world market.

Conclusion
The cotton textile multilateral agreements of the

1960's were based on a different theory of trade restriction

531bid., June 6, 1958, p. 6 and September 30, 1959,

547p14., October 10, 1958, p. 9.

SSIbid., June T, 1962, p. 8.
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known as the "market disruption principle." A problem
arose when several developing countries began to export
textiles. These increased exports caused dissatisfaction
in the domestic textile industry of developed countries,
which usually has the productive capaclty to supply their
own domestic market. The "market disruption principle”
was an attempt to deal with the delicate problem arising
from the ability of newly developing countries to export
manufactured goods at prices and/or in quantities con-
sidered to be competitively damaging to developed
countries.56
The United States' purpose in seeking a multilateral
agreement was two-fold. First, our government wanted an
arrangement that would pacify the domestic industry, giv-
ing them maximum safeguard against market disruption. And
second, the United States wanted to reduce the barriers
against imports of other developed countries, especially

5T

Europe. The second purpose, not as widely publicized in
the United States, was a more sound and permanent economic
solution to the problem and was in line with the objectives
of GATT.

There are similarities between the voluntary agree-

ments of the 1950's and the bilateral agreements of the

1960's between the United States and Japan. All of the

56New York Times, October 24, 1961, p. 49.

57Ibid., February 16, 1962, p. 9.
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agreements were written by the governments after several
months of hard and detailed negotiations that involved
proposals, counter-proposals, and compromises. After
each arrangement was agreed on, the two governments made
a Joint announcement. In addition, the agreed level of
trade was higher than the existing level, with provisions

to increase the level of trade during the contract period.






CHAPTER VIII

ANALYSIS OF VOLUNTARY AGREEMENTS

The preceding chapters have examined the various
cotton textile voluntary agreements between the United
States and Japan. This chapter will concentrate on
analyzing the effects of the export restriction and com-
pare 1t with possible alternatives. First the alter-
natives to the voluntary agreements will be analyzed,
second the voluntary agreement will be compared with the
commodity agreement, and this will be followed by discuss-
ing the paradoxical position of the United States within
GATT.

Alternatives to Voluntary Agreements

In the first part of this chapter, an alternative to
the voluntary agreements will be examined and compared with
the agreements. This raises an interesting question: if
the negotiations for the voluntary agreements had failed,
what would have been the alternative consequences? To pro-
ceed one step further, an interesting comparison can be
made to reveal if the alternatives were less restrictive,

equal to, or more restrictive than the voluntary agreement.
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Estimating the United States
Import Demand for Japanese
Cotton Velveteens

The purpose of this section is to obtain an elasticity
of demand for a specific type of cotton cloth. This
elasticity of demand will be used to obtain the quantity
that might have been imported under the proposed tariff
increase by the United States, and compare it with the
actual imports under the voluntary quota.

Of all the Japanese cotton textile imports, cotton
velveteen cloth has been quantitatively and politically
important. Chapter IV reveals that in January, 1937, a
velveteen and corduroy voluntary agreement was finalized
between Japan and the United States' producers of cotton
cloth. This agreement specifically limited velveteen im-
ports to two million square yards per year.l In Chapter VI,
the 1956 voluntary agreement specifically limited velveteen
imports to five million square yards per year.2 The 1957
five-year voluntary agreement specifically limited cotton
velveteen imports into the United States to 2.5 million
Square yards per year.3 Because of the importance of
velveteens during the negotiations and in the voluntary
agreements, it has been selected as the specific type of

cotton cloth for further analysis.

lChapter IVsps 835

2Chapter VI, -pa. 1255

3Appendix €y pis 2324
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The objective 1s to measure the elasticity of demand
for a specific type of cotton cloth, namely cotton velve-
teens. This analysis will approach the problem by investi-
gating the economic variables that would possibly influence
the demand for velveteen imports. After this has been
accomplished, a multiple linear regression and correlation
model will be fitted to the data to obtain the elasticity
of demand.

Factors Affecting the Import

Demand for Cotton Velveteens
in the United States

The dependent variable (Y), in the model, is defined
as the quantity of cotton twill-back velveteens imported
per year from Japan. The independent variables used to
explain fluctuations in Y are:

Xl = Average annual price per square yard received

by Japanese exporters of cotton twill-back

velveteens imported from Japan.

X, = Total United States population.

X Annual National Income of the United States.

Xu = Annual Personal Income of the United States.

X. = Annual Disposable Income of the United States.

X6 = Real National Income--National Income in current
dollars (X3) deflated by the Bureau of Labor
Statistics Consumer Price Index (1957-1959 = 100).
Real Personal Income--Personal Income in current

1 dollars (Xy) deflated by the Bureau of Labor
Statistics Consumer Price Index (1957-1959 = 100).

al
[

Real Disposable Income--Disposable Income in
current dollars (X5) deflated by the Bureau of
Labor Statlistics Consumer Price Index
(1957-1959 = 100).

tal
@
n
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Real Per Capita Disposable Income--Real Dis-
posable Income (Xg) divided by Population (X2).

An index of the relative price of imports to
domestically produced cotton products--An index
of the average annual price per square yard of
cotton twill-back velveteens imported from

Japan (X;), divided by the domestic Wholesale
Price Indéx of Cotton Products (1957-1959 = 100).

An index of the relative price of imports to
domestically produced textiles and apparel--An
index of average annual price per square yard
of cotton twill-back velveteens imported from
Japan (Xy), divided by the domestic Wholesale
Price)Inéex of Textiles and Apparel (1957-1959
= 100).

An index of the relative price of imports to
the domestic Wholesale Price Index--An index of
average annual price per square yard of cotton
twill-back velveteens imported from Japan (Xl),
divided by the domestic Wholesale Price IndeXx
(1957-1959 = 100).

An index of the relative price of domestically
produced cotton products to domestically produced
man-made fibers--Wholesale Price Index of Cotton
Products divided by the Wholesale Price Index of
Man-Made Fibers (1957-1959 = 100).

An index of relative price of domestically pro-
duced cotton products to domestically produced
textiles and apparel--Wholesale Price Index of
Cotton Products dilvided by the Wholesale Price
Index of Textiles and Apparel (1957-1959 = 100).

Factors Used in the Analysis

The analysis is based on the years 1951-1963. These

years were selected because of the reasonably normal post-

war economic conditions in the cotton textile industry of

the world, and also because of the availability and

continuity of data for this pericd.
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Because of the high intercorrelation between some of
the independent variables, the first part of the analysis
was to select the best predictor variable from the groups
that demonstrated high intercorrelation. Preliminary
analysis showed that there was high intercorrelation be-
tween the following sets of independent variables: X3,
Xu, XS: X6, X7, X8: XlO’ Xll’ X12: and X13, qu. Out of
the money income group (X3, Xu, XB)’ disposable. income
(X5) had the highest simple correlation coefficient. Of
the real income group (X6, X7, XS)’ real disposable income
was the best predictor.

Variables XlO’ Xll’ X12 compare the price of imports
to the price of domestic products. Variable Xlo’ which com-
pares the price of imports to the price of domestically pro-
duced cotton products, was the best predictor of imports.
Variables Xl3 and th compare the price of domestically pro-
duced cotton products to domestically produced textiles.
Variable Xl3’ which compares the price of domestically pro-
duced cotton products to domestically produced man-made
fibers, was the best predictor of velveteen imports.

Preliminary analysis also revealed a high correlation
between population (X,) and real disposable income (Xg).
These two variables were combined into real per capita
disposable income (Xg), which eliminated the intercorre-
lation problem and this generated variable had a higher
simple correlation coefficient with imports than the vari-

ables it was derived from.
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In summary, preliminary analysis has reduced the

independent variables to the following:

Xl = Average annual price per square yard received
by Japanese exporters for cotton twill-back
velveteens.

X, = Real Per Capita Disposable Income.

Xlo = An index of the price per square yard of cotton
twill-back velveteens imported from Japan
divided by the domestic Wholesale Price Index
of Cotton Products.

X = An index of the price of domestically produced

cotton products divided by an index of the price

of domestically produced man-made textile fibers.
The independent variables have been narrowed down to
the above mentioned four, with the last two requiring
further explanation. During the research it became apparent
that the demand for cotton textile imports may depend on

two substitution effects. There was a high degree of

technical substitutability between Japanese cotton velveteen

cloth and domestically produced cotton velveteen cloth.

Also, the domestic textile manufacturers had the productive

facilities to substitute man-made fibers for cotton fibers.

Price data were used to measure these two substitution ef-

fects. Variable X measures this relation between im-

10
ported cotton velveteens and domestically produced velve-
teens. Variable X13 measures the relation between domesti-
cally produced cotton products and domestically produced

man-made fibers.
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Results of Statistical
Analysis

The data used in this multiple linear regression

and correlation analysis is shown in Appendix G. Since
an IBM 1130 computer was used to solve for the regression
and correlation coefficlents, all possible combinations
of X

X were tested with Y and Xl. The set of

9 *100 %13
statistically significant independent variables were
price (Xl) and real per capita disposable income (XQ).
Following 1s the statistical equation along with the

correlation coefficients:

¥ = -593,596 - 1,697,400X) + 1,320,

R = .69 Tyg = .48

Ty, = =53 ryg = .07

Both regression coefficients and the correlation coefficient
(R) are statistically significant at the 5 percent level.
Also, the signs of the two regression coefficients are the
same as economic theory would predict. Table VIII-1 shows
the observed imports and the predicted imports from the
statistical equation.

With a correlation coefficient (R) of .69, these
two independent variables explain about 48 percent of the
total variations of the cotton twill-back velveteen im-
ports from Japan. As stated previously, the above

equation is statistically significant; however, the
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TABLE VIII-1

OBSERVED AND PREDICTED QUANTITY IMPORTED
OF COTTON TWILL-BACK VELVETEENS
FROM JAPAN

Observed Importsa Predicted Importsb

Year

Square Yards Square Yards
(1) (2} (3)
1951 387,348 118,155.8
1952 439,613 438,577.4
1953 220,914 418,879.0
1954 52,633 484,992.4
1955 1,280,526 729,255.4
1956 1,104,486 679,579.6
1957 996,189 825,073.0
1958 770,492 628,272.4
1959 563,272 713,890.2
1960 274,626 672,277.4
1961 597,374 626,735.4
1962 866,009 748,094 .2
1963 873,303 832,567.0

1,697,

2Column 2, Appendix G.

bObtained from regression equation Y = -593,596 -
Hoox; + 1,320%g.
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numerical value of the correlation coefficient does indi-
cate that it 1s low in predictability. We can be reason-
ably confident that each predictor variable in the equation
does in fact influence the dependent variable. Nor 1is
the correlation coefficient inflated by predictor vari-
ables that are not significant at the 5 percent level.
This equation will be used in the subsequent analysis but
the results must be interpreted with great caution because
the model explains less than one-half the annual variation
in the imports of twill-back velveteens from Japan.

The formula for point elasticity of demand (E) used

here is

)
oL e o
¥ q
%g 1s the slope of the demand curve and 1s the regression
coefficient (bl) corresponding to X;. From the regression

equation

3q 7
5% = -.1697 x 10

The next step 1s to choose a point on the demand
curve at which we shall measure the elasticity. For future
analysis, we will need to know the point elasticity of de-
mand at the average price received by Japanese exporters
for 1956 and 1957. The average price for 1956 and 1957
is $.632 and the corresponding quantity demanded, which

is obtained from the regression equation is 751,412 square
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yards.q Therefore,

516328 v -6
% = 75tATz = 8410 x 10
and
E = (0.1697 x 107) (.8410 x 1070) = -1.427

The derived price elasticity of demand could be
biased because of the quotas. This bias results since the
elasticity is derived from the regression equation, and the
regression equation 1s derived from import data of annual
quantities that is influenced by the voluntary restriction
after 1956. It is not clear as to how or which way the
elasticity will be influenced because of the quota, but
when quantity controls are present, they could affect the

elasticity.

Comparing Alternatives

During the negotiations of the 1957 five-year volun-
tary agreement, the Tariff Commission recommended an increase
in the ad valorem tariff on cotton twill-back velveteens
from the existing average of 26 percent to 56 percent.5 The
Question that will be answered in this section is, would
this threatened tariff increase have been more or less re-

Strictive than the voluntary agreement?

uPrice figure obtained from Appendix G.
D

Chapter VI, p. 132.
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In making the above comparison, it will first be
necessary to establish the percent increase in the price
of imports if the higher tariff would have been adopted.
Incorporating the price elasticity obtained in the pre-
vious section, a numerical quantity of Japanese velveteen
imports can be obtained that would have been demanded in
1957 under the increased tariff. This quantity imported
under the assumed increased tariff will be compared with
the actual imports from 1957 under the voluntary agree-
ments to determine which was more restrictive.

To obtain the numerical quantity demanded under the
assumed tariff increase, another assumption is made. The
following analysis will assume that the supply of Japanese
cotton velveteens to the United States is perfectly elastic
because of the behavior of Japanese cotton exports to this
country. Chapter V reveals how rapidly Japanese cotton
textile exports have increased to the United States.
Column 3 of Table V-12 shows how quickly total cotton im-
ports could increase. They increased almost four times
from 1954 to 1956. Tables V-5, 6, 7, 8 and 9 reveal how
rapidly specific types of cotton textile imports were in-
creased in the United States. Column 3 of Table V-6 re-
veals the fluctuations of Japanese cotton velveteen im-
ports into this country. These velveteen imports more
than doubled from 1954 to 1955. Because of these large

changes in quantity of Japanese imports within a
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relatively short time, it is evident that the elasticity

of supply of Japanese cotton velveteens in the United States
is high, I shall assume this elasticity of supply to be
perfectly elastic. Hence, an increase in the United States
tariff will result in an increase in the import price by
the full amount of the increase in the tariff.

Japanese exporters received an average price of
$.632 per square yard for cotton twill-back velveteens
exported to the United States in 1956—57.6 The price the
American importer had to pay was $.632 plus 26 percent
average duty ($.164), which totals $.796 per square yard.
Assuming a perfect elasticity of supply in Japan and the
adoption of the higher tariff of 56 percent, the price the
American importer would have had to pay would have been
$.986 per square yard ($.632 + $.354). This $.190 increase
($.986 - $.796) in price due to the assumed increase in
tariff represents a 23.9 percent increase. in price.

From the previous section the price elasticity of
demand at the average price of 1956-57 was estimated to be
~1.427. This means that a 1 percent increase in price
would decrease quantity demanded by 1.427 percent. There-
fore, a 23.9 percent increase in price would tend to de-

crease quantity demanded 34.1 percent (23.9 x 1.427). The

6Column 3, Appendix G. It states in the General

Explanation of any Report No. FT110, that the dollar value
shown on the import statistics is defined as the market
value in the exporting country for goods subject to an

ad valorem rate of duty.
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quantity imported in 1956 was 1,104,486 square yards.7
Thirty-four and one tenth percent of these 1956 imports is
376,630 square yards, so assuming the increased tariff
would have been adopted and a perfect elasticity of
supply in Japan, the estimated quantity that would have
been imported in 1957 and succeeding years would have been
727,856 square yards (1,104,486 - 376,630).

The quantity that was imported from Japan in 1957
was 996.189 square yards.8 These 1957 imports arose from
a change in income as well as price. Real per capita dis-
posable. income (Xg) increased $.92 in 1957 over 1956,
therefore, 1,214 square yards (.92 x 1,320) can be accounted
for due to an increase in income.9 Adjusting imports for
income changes, the quantity of imports demanded was 994,975
square yards (996,189 - 1,214). This 994,975 square yards
of adjusted imports for 1957 can be compared directly with
the 727,856 square yards which were the estimated imports
under the assumed tariff increase and perfect elasticity of
supply in Japan. Therefore, given the assumptions and the
statistical outcome shown above, the results indicate that
for this year, the voluntary export restriction was less

restrictive than the alternative tariff increase.

7Column 2, Appendix G.

Ibid.

91320 originates from the regression equation stated
in the previous section, and represents the change in
qQuantity imported (Y) per unit change in disposable in-

come (Xg).
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Tables VIII-2 and 3 includes the calculations and
analysis for all five years of the 1957 voluntary agree-
ment. Table VIII-2 derives the imports for the years of
the agreement, adjusted for changes in real per capita
disposable income, and these can be compared to the pre-
dicted imports under the assumed tariff increase. Table
VIII-3 reveals which tends to be more restrictive--the
assumed tariff increase or the voluntary quota in each of
the five years. The actual imports under the voluntary
quota are lower than the estimated quantity that would have
been imported under the assumed tariff increase in three
out of the five years of the agreement. The potential
tariff appeared to be more restrictive during the first two
years of the five-year voluntary agreement. The three suc-
ceeding years show that the voluntary quota tended to be

much more restrictive than the potential tariff increase.

Conclusion

This section has made a post-war comparison between
a specific voluntary agreement and i1ts alternative. The
voluntary agreement tended to be more restrictive in three
of the five years than its alternative.

It was hypothesized in Chapter I that unilateral
American action would be more restrictive than the volun-
tary quotas. Based on the analysis above, this hypothesis
must be rejected. The potential tariff increase tended

to be less restrictive during the time the voluntary
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TABLE VIII-3

COMPARISON OF PREDICTED IMPORTS OF JAPANESE COTTON
TWILL-BACK VELVETEENS UNDER THE ASSUMED TARIFF
INCREASE AND THE ACTUAL IMPORTS ADJUSTED FOR
CHANGES IN REAL PER CAPITA DISPOSABLE INCOME

1957-1961
Predicted Imports Actual Imports
Under the Tariff Adjusted for Changes
Year Increase? in Income
(Sq. Yds.) (Sq. Yds.)
(1) (2) (3)
1957 727,856 994,975
1958 727,856 804,825
1959 727,856 515,382
1960 727,856 212,335
1961 727,856 502,545

80btained from p. 185.

Pobtained from Table VIII-2, column 6.
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agreement was in effect. This conclusion must be quali-
fied by the facts that the analysis 1is based on the de-
rivation of an elastlcity of demand from a regression
equation that explained only 48 percent of the deviations,
and an assumed perfect elasticity of supply of Japanese
velveteen imports.

It is interesting to observe how the quota on total
velveteens affected the imports of twill-back velveteens.
Column 2 of Table VIII-1 reveals how the quota influenced
the imports of twill-back velveteens. In the first year
of the 1957 five-year voluntary agreement, imports were
reduced, and probably due to the imposition of the quota;
however, imports of twill-back velveteens continued to de-
cline for the next three years while the quota on total
velveteens remained constant. This continued downward
trend was a result of substituting twill-back velveteens

for other velveteens within the quota.

Voluntary Agreements Versus

Commodity Agreements

The voluntary textile agreements between Japan and

the United States have had characteristics similar to the
traditional commodity agreements. This section will com-
pare the cotton textlile voluntary agreements with commodity

agreements.
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Objectives of the
Voluntary Agreement

When examining the objectives of the voluntary agree-
ments, it is of interest to analyze the individual objec-
tives of the parties to the agreement. The United States
domestic textile producers were interested in protecting
their markets from lower priced foreign goods. They wished
to reduce or eliminate foreign competition, while the
Japanese were interested in increasing exports, as inter-
national trade was important to the Japanese economy. Since
1950, Japan had been particularly interested in earning
dollars for international trade, and this had increased her
desire to export to the United States. When the United States
domestic producers were successful in having the Adminis-
tration and Congress consider unilateral action, then the
Japanese not only had the goal of maximum exports to the
United States, but also to retain maximum control over the
quantity exported. This Japanese goal was apparent when
they offered to restrict their exports of cotton textiles
because the United States was considering unilateral action.

The objective of the 1957 five-year agreement was to
maintain orderly marketing of Japanese cotton textiles into
the United States. The agreement stated that the Japanese
textiles were to avoid excessive concentration in any

particular time period or in any particular item.lo

lOAppendix c.
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The obJectives of the multilateral agreements made
in the sixties were similar to those of the previous
decade, but were broader in scope. The main objective
of the international cotton textile agreements, of the
sixties, were to expand export opportunities for less
developed countries that are important producers, without
disrupting the domestic market of importing countries.
The agreements provided restraints for cotton textile
exporters to markets where penetration was disruptive,
as defined by the market disruption principle.ll

With this review of the cotton textile voluntary
agreements and their stated objectives, it 1s time to

examine the more traditional commodity agreements.

Commodity Agreements

An international commodity agreement is defilned as an
intergovernmental association of more than two countries,
organized for the purpose of regulating the production and
distribution of commodities for the purpose of stabilizing
price. The agreement usually includes provisions for the
control of production, exports, or prices, and may also
have a provision for the creation of reserve stocks.
Commodity agreements of the past have been associated with

only primary products.12

llAppendix E.

12w11113m E. Haviland, International Commodity
Agreements, Private Planning Association of Canada, July,
1963, p. 33.







192

There were five formal international commodity
agreements in existence in 1963: wheat, sugar, tin, coffee,
and olive oil. These agreements represent only raw material
products and were in existence because of continuing in-
stabllity of the commodity market and recurring commodity

sur-plus.l3

Objectives of Commodity
Agreements

The major and continuing objectives of the inter-

national commodity agreements are to bolster and stabilize
depressed and disorderly commodity markets, and to safe-
guard the shares of producers in shifting market. There
are sources of instability on both the demand and supply
side of the market; therefore, it has been said that both
the consumers, as well as the producers can benefit from
commodity stabilization.lu It is true that stabilization
can benefit the consumer and producer, but in examining

the commodity agreements it is the producers that are better
organized and are the people who have greater influence on
the terms of the agreements. The producers gain in terms

of profits and economic security, while the consumers gain
in terms of the assurance of a continuous supply at a

predictable price.

31pbig., p. IX.

U1pta., p. 33.







Conclusion

The traditional commodity agreement and the cotton
textile agreement differ in how the quotas are determined
--the former are set by the producers from various countries
for the purpose of stabilizing production which will in-
crease their welfare, while the latter are set by pro-
ducers in exporting countries for the purpose of prevent-
ing more restrictive and permanent action to be taken by
the importing countries. However, the economic consequences
of these two types of agreements are similar.

The cotton textile quotas, as well as commodity agree-
ments, do provide security for domestic producers. Conse-
quently, producers tend to become dissatisfied with these
agreements when they do not provide the protection they feel
is necessary. From an economic efficiency viewpoint,
strategles that let producers "know where they stand,"
interfer with efficient allocation of resources. These
quotas and commodity agreements interfer with desirable
shifts of domestic resources into new and economically more
efficient production. They tend to hold resources in
domestic industriles where foreign producers have attained
greater productive efficlency, thus preventing the resources
from moving into new areas of production that have a greater
pPromise for consumer satisfaction and economic growth.

The commodity agreement and textile agreement are

alike in another respect--they substitute a unified control
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of the market for the economic efficiency and insecurity
of competitive enterprise. They are designed to reduce
competition among business firms and make them less sub-
Ject to the influence of market forces. Both types of
agreements represent a rejection of competitive markets

as the mechanism for regulating price and quantity pro-
duced. They limit the freedom of individual producers and
shift decisions on output and prices from the market place
to an administrative agency.

Neither of these types of agreements 1s organized
primarily to serve consumers. The producers are better
organized and dominate control over the terms of the agree-
ment. The consumers do have limited representation when
the government 1s involved in determining an agreement, but
their power and influence is greatly limited due to their
relatively poor organization when compared to producers.

There are two rather technical points that require
mentioning because of their influence upon stabilization
policies. Whenever there is a policy to stabllize a price
or gquantity of a good, facilities to store surplus products
are necessary because reserves will usually result, and
are necessary for implementing a stabllization policy.
Second, . if price 1s stabilized at a previous average where
quantity supplied equals quantity demanded, i1t will tend
to increase supply. There is an added risk factor that is
present when the price is allowed to fluctuate and which

is absent when price is stabilized. When the risk of
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instability 1is reduced, producers will respond and increase
supply, which will result in quantity supplied being
greater than quantity demanded at the previous equilibrium
price. For a fixed price to be an equilibrium price, 1t
must be set at a lower level than the average of previous
fluctuations.

The success of the voluntary agreement or commodity
agreement in terms of ability to control world production
and stabilize price depends on the amount of the world's
supply that comes under the agreement. The early commodity
agreements, as well as voluntary agreements, included a
minority of the world's supply. They were destined for
failure and did fail in the long run, because supply in-
creased from countries not participating in the agreement.
The 1957 five-year Voluntary Agreement was successful in
holding down imports from Japan, but imports from other
countries increased. A restrictive voluntary agreement or
commodity agreement. encourages production of the good in
other parts of the world when the world demand is constant
or increasing. The contemporary commodity agreements and
cotton textile voluntary agreements do include the majority
of the world's known supply; however, for these agreements
to be successful in the future, potential sources of supply
must be observed and brought under the agreement when they

threaten the existence of the agreement.
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United States Paradox Position
Within GATT

The United States has created an inconsistency within
the framework of GATT. The major objective of GATT is to
develop the full use of world resources and expand the
production and exchange of goods. Members of GATT work
toward the fulfillment of this objective by making arrange-
ments directed toward the reduction of tariffs and other
trade barrier‘s.l5

In 1959, GATT members recognized situations which
they described as "market disruption," occurring or threaten-
ing to occur in a number of countries.16 These situations
generally contained the following elements in combination:

(1) A sharp and substantial increase or potential
increase of imports of particular products from
particular sources;

(2) These products are offered at prices which are
substantially below those prevailing for similar
goods of comparable quality in the market of the
importing country;

(3) There is serious damage to domestic producers or
threat thereof;

(4) The price differentials referred to in number 2
above do not arise from governmental inter-
vention in the fixing or formation of prices
or from dumping practices.

15General Agreement on Tariffs and Trade, Basic
Instruments and Selected Documents, Vol. 1 (Revised),

Geneva, April, 1955, p. 7.

lslbid., Ninth Supplement, 16th and 17th Sessions,
Geneva, February, 1961, p. 26.
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The market disruption principle has been used frequently
by various branches of the textile and clothing industry,
but has had very limited use in other industries.l7

The market disruption principle provides a means by
which GATT can be used to temporarily increase trade
barriers rather than reduce them. It enables the United
States to promote voluntary cotton textile agreements under
GATT, an organization created for the purpose of reducing
trade barriers to increase total welfare derived from world
resources. However, it also can be argued that the market
disruption principle was used as a means of preventing
action by the importing country that would result in more

severe and permanent trade restrictions which are opposed
by GATT.

1pia., p. 109.




CHAPTER IX
SUMMARY  AND CONCLUSION

The purpose of this chapter is to summarize the
findings of this thesls and analyze the place of voluntary
export restrictions in commercial policy.

The hypothesis examined in thils thesis 1s that volun-
tary export restrictions on Japanese cotton textiles were
imposed because of diplomatic pressure and threats of uni-
lateral American action which would have been more re-
strictive for Japanese exports. Below is a summary of the
information used in the thesis to substantiate that the
export restrictions were imposed because of diplomatic
pressure and threats of unilateral American action:

1. Prior to the 1936 cotton hosiery agreement, the

National Assoclation of Hoslery Manufacturers began
Tariff Commission investigative action which could
have increased the tariff. This action was dis-
continued when the voluntary agreement was signed.

2. Prior to the 1937 cotton cloth agreement, the

Secretary of State asked Japan to reduce their

textile exports to the United States.
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In November, 1936 domestic producers requested
a Tariff Commission investigation of velveteens
and corduroy which could have led to increased
tariffs, but this investigation was to be dis-
continued provided Japanese exports were held
within the agreed "voluntary" quota.

The cotton rug agreement of 1934 was not signed
until the Tariff Commission recommended to the
President an increase in tariff rates and the
imposition of quotas. The President increased
tariffs but a "voluntary" export quota was sub-
stituted for the unilateral import quota.

Just prior to the 1956 voluntary agreement, bills
were proposed in both Houses of the United States
Congress that would have resulted in unilateral
restrictions on imports of cotton textiles. They
were not officially acted upon; however, when the
voluntary agreement was signed.

Secretary of State, John F. Dulles, personally
advised the Japanese to restrain their exports
prior to the 1957 five-year agreement.

Prior to the 1957 agreement, the Tariff Commission
recommended to the President an increase in tariffs
on velveteens which would have been politically
difficult for the President to reject without

the Voluntary Agreement.
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8. The Department of State was the principal pro-
moter of the 1961 GATT Textile Conference which
produced the Multilateral Agreement that placed
restrictions on cotton textile exporting nations
and gave certain protective rights to importing
nations.

The latter part of the hypothesis--that unilateral
American action would have been more restrictive than the
voluntary quotas--must be rejected based on the findings of
Chapter VIII. A test of the results of export controls was
made by calculating the elasticity of demand for cotton
velveteen imports in the United States. By means of
multiple linear regression and correlation analysis, a de-
mand elasticity factor was obtained. From this elasticity
of demand, an estimate was made of cotton twill-back velve-
teen imports, assuming the tariff would have been increased
as recommended by the Tariff Commission. On the bases of
these calculations, 1t appears that the voluntary quota
imposed by Japan in 1957 was more restrictive than had the
United States imposed tariffs at rates proposed by the
Tariff Commission.

It was proposed in the introductory chapter that
Japanese voluntary export restrictions were used to post-
pone or as a substitute for more permanent restrictions by
the United States. Japanese textile producers and ex-
porters preferred, of course, to be completely free from

restrictions on exporting goods to the United States, but



201

if some form of restriction became inevitable due to
diplomatic pressures in the United States, the Japanese
would prefer and then promote a voluntary restriction.
This was so because it would enable them to have some con-
trol over the terms of the agreement and it usually would
be a more temporary restriction. In 1933 a Japanese
official was discussing imports with a member of the State
Department and straightforwardly said that if tariffs or
quotas by the United States could be prevented or fore-
stalled, the Japanese Government would be prepared to limit
their exports to the United States. In 1934 a similar re-
quest was made by the Japanese Government and Exporters
Association, inviting the United States Government to negoti-
ate before taking unilateral import restricting action. Also,
in 1955 the Japanese Government obtained the cooperation of
their cotton textile exporters to back a government drive to
halt indiscriminate sales to the United States in order to
counteract the demands of United States cotton textile pro-
ducers for quotas. Again, on 1956, the Japanese voluntarily
imposed a restriction on gingham shipped to this country,
due to the Tariff Commission's investigation on a proposed
increase in the tariff on the fabric.

This thesis also attempt to determine if voluntary
exports restrictions reduced the flow of Japanese cotton
textiles to the United States. The limited data available

from the 1930's indicates that the quota was never exceeded.
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In fact, United States' imports were never close to the
maximum allowed. This can be explained by the Japanese
sudden de-emphasis of textile production to aid the war
effort which began in 1937. Due to the war interruption,
there was a large decrease of Japanese exports, and the
voluntary agreements were allowed to explre in the late
1930's.

The five-year Japanese agreement of 1957 kept Japan-
ese imports relativély stable in absolute terms while im-
ports from other countries substantially increased. Table
IX-1 shows how total imports increased (column 2), while
imports from Japan were relatively consistent in dollar
value (column 3). In relative terms, Japan's share de=-
clined from a high of 55 percent in 1956 to 29 percent in
1960 (column 4). Hong Kong's relative share increased from
almost 0 to 25 percent during this time, which was about
equal to Japan's relative decline.

Table IX-1 shows that Japan's exports in dollar value
were relatively stable during the late 1950's and early
1960's, while there was an increasing demand for textile
imports. Japan's cotton textile producers and exporters
complained bitterly about not being able to take advantage
of the expanding market in the United States. They wanted,
at the minimum, to maintain their market share in the
United States. This analysis indicates that the voluntary
agreement held Japan's imports constant, while total im-

ports into the United States increased.
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The agreements of the 1960's, multilateral and bi-
lateral, were designed for an orderly expansion of markets
for exporting countries which would keep the economic
disturbance to a minimum in the importing countries. The
rapld expansion of Japanese cotton textile exports to the
United States in the mid-thirties and the mid-fifties, and
the rapid expansion of Hong Kong's exports to the United
States in the late fiftles are not possible under the cur-
rent multilateral agreement.

The voluntary export restriction is an instrument
used to control trade between nations. It does restrict
trade, but the action taken tends to be less permanent than
a tariff or quota. It appears the voluntary export re-
striction has been used wisely for cotton textiles because
they have prevented or postponed increases in tariffs or
quotas. From the efficiency standpoint, free trade is
preferred over the voluntary export restriction. However,
if some form of restriction 1s going to become a reality,
the voluntary restriction is an improvement over the tariff
or quota, because of the length of the various agreements.
The voluntary restriction may be more restrictive in the
short run, but they must be renogotiated every few years,
and usually with less restrictions, which makes them more
flexible than an open ended tariff or quota. I have reser-
vations in recommending the widespread use of the voluntary
restriction, but it may be able to serve a useful purpose

for special situations in the future.
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APPENDIX A

MEMORANDUM OF UNDERSTANDING BETWEEN

The American Cotton Textile Mission
and the
Representatives of the Japanese Cotton

Textile Industry
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MEMORANDUM OF UNDERSTANDING

The American Textlle Mission and the representatives
of the Japanese cotton textlle industry understand the
following to be a correct statement of the principles and
procedures mutually approved by them in their conferences

of January 15 to 22, 1937 inclusive.

A. PIECE GOODS

1. The Japanese representatives accept quota limi-
tation as the most practicable means of arriving at a satis-
factory arrangement with respect to thelr textile exports
to continental United States.

2. On cotton plece goods a quantity limitation shall
at once be made applicable as of January 1, 1937. The basic
quotas applicable to the years 1937 and 1938 are as follows:
For the year 1937 the basic quota shall be 155 million square
yards or the volume of contracts on hand on January 21, 1937,
for Japanese piece goods for shipment to the United States
in 1937, whichever amount is the smaller. For the year
1938, the basic quota shall be 100 million square yards
subject to the following proviso: The Japanese industry
is privileged to transfer not more than one-fourth (25,000,000

square yards) of the 1938 apportionment to the 1937 quota,

207







208

but the 1938 shipments must be diminished below the basic
quota by such amount as the 1937 shipments are increased
above the latter year's basic quota.

This arrangement may be expressed otherwise as
follows: The quotas agreed upon for the two-year period
constitute a maximum of 255 million square yards. Of this
amount, the 1937 apportionment shall not exceed 180 million
square yards, or be less than 155 million square yards or
the volume of orders on hand on January 21, 1937, for ship-
ment to the United States in 1937, whichever is the smaller
figure.

3. In the measurements requisite to the enforcement
of these quota arrangements, the officlal date of export
shipments as compiled by the Japanese government shall be
used. The procedure followed shall be similar to that used
in the administration of the quota arrangement on cotton
rugs now in effect between the two governments.

The entire responsibility for the attainment of the
objectives sought in this quota arrangement shall be lodged
with the Japanese industry of its authorized agencies and
the obligation to accomplish these objectives is regarded
by the American industry as predicated on considerations of
good faith rather than on those of contractual and technical
character.

4. For the purpose of satisfying these quota arrange-

ments, cotton pilece goods shall be regarded as inclusive
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of all woven piece goods, the principal material of which
is cotton.

5. The arrangements above provided for shall not
in any way include existing argeements on cotton goods be-
tween the two industries or between the two governments.

6. Should the trans-shipments of goods of Japanese
origin from third countries to the United States tend to
render ineffectual the purposed of these quota arrangements,
the Japanese industry agrees to subtract the amount of such
trans-shipments as compiled by the United States Customs
Service from the volume of direct shipments from Japan to
the United States. The American commission will undertake
to reduce the volume of trans-shipments in two ways; (1)
to transmit to the Japanese industry monthly the amount of
such trans-shipments together with the names of the im-
porters and exporters involved, and the ports of trans-
shipments; (2) by undertaking to secure the cooperation of
the Association of Cotton Textile Merchants of New York, as
well as similar associations in other cities, in preventing
their members from purchasing textile goods shipments
originating in Japan which are not imported directly from
Japan.

7. TFor the purposes of the calculations on piece goods,
any quantities which have been imported into the United

States and then re-exported shall be excluded.
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B. JOINT COMMITTEE

The two industries will undertake to establish as
soon as practicable and not later than April, 1937, a joint
committee consisting of an equal number of representatives
of each industry. The purposes of this joint committee
shall be to deal with whatever administrative difficulties
may arise in connection with existing quota arrangements
and also to act as a negotlating committee in the establish-
ment of subsequent arrangements between the two industries
relative to quantity limitations or other means of control.
C.  MISCELLANEOUS SPECIALITIES AND

OTHER PRODUCTS FOR CONSUMPTION
MADE OF COTTON

1. The Japanese accept the principle of quota limi-
tation as regards table cloths, bed spreads, handkerchiefs,
cotton gloves, underwear and other specilality items manu-
factured from cotton cloth, and yarns or thread.

2. They will undertake to institute negotiations in
line with the above principle through the joint committee
as above provided for or through the agencies of the two
governments, whichever may be agreed upon as more practic-
able.

3. It is agreed that after the formation of the
Joint committee every effort consistent with good faith
and with a mutual desire for a solution of the trade pro-
blems of the two industries will be made to effect

appropriate quota arrangements relative to the above

|
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classifications prior to June 30, 1937, or as soon there-

after as is practicable.

D. The representatives of the American industry regard
the application of the above principles and procedures to
the textile trade of the two countries as rendering un-
necessary any action on the part of the United States
government looking toward further restriction of Japanese
cotton-textile imports. They also consider that the appli-
cation of these measures will serve to lay the ground-work
for a reciprocal trade treaty between the governments of
the two countries and thus make possible tariff adjustments

which will be of mutual advantage to the two countries.

E. This arrangement shall be regarded as being in immedi-
ate effect, but subject to repudiation by the Japanese
industry by cablegram from Japan on or before February 15,

1937.

(Signed) Claudies T. Murchison

for the Committee, Representing
The Cotton Textile Institute,

American Cotton Manufacturers
Association,

National Association of Cotton
Manufacturers.
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(Signed) 0. Shoji
for the Committee, Representing

The Japan Cotton Spinners' Association,

The Nippon Union of Cotton Textile
Manufacturers' Associations,

The Cotton Yarn and Cloth Exporters'
Union,

The Japan Cotton Yarn and Plece Goods
Exporters' Association for America,

The Japan Cotton Merchants' Union.

Osaka, January 22, 1937







253

JOINT COMMITTEE
of

American and Japanese Cotton
Textiles Industries

AMERICAN SECTION
December 19, 1938 Room 1101, 320 Broadway,
New York, N. Y.
C. T. Murchison, Chairman
F. S. Blanchard
G. E. Buxton
T. Inouye
H. Yoshida

H. A. Sherman, Secretary

Whereas the understanding entered into between the
American Textile Mission and the representatives of the
Japanese cotton textile industry as incorporated in the
memorandum signed at Osaka, January 22, 1937, expires on
December 31, 1938, the Joint Committee of the two industries,
as defined in section B. paragraph 1, of the memorandum to,
do hereby effectuate a renewal of the provisions of the
said memorandum of understanding for a period of two years
beginning January 1, 1939, with all engagements and com-
mitments to be continued for such period but with the
modifications expressed as follows:

1. The authorized representatives of the Japanese

industry agree that the exports to the United States of
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all woven piece goods, the principal material of which is
cotton, shall not exceed two hundred million (200,000,000)
square yards for the period January 1, 1939, to December 325
1940, inclusive.

2. For each year the basic quota shall be one
hundred million (100,000,000) square yards, subject to the
following provisos: The Japanese industry is privileged
to transfer not more than twenty million (20,000,000) square
yards of the 1939 apportionment to the 1940 quota. In like
manner, not more than twenty million (20,000,000) square
yards of the 1940 quota may be transferred to the 1939
apportionment. In the event of such transfer, the 1940
shipments must be diminished below the basic quota for that
year by such amount as the 1939 shipments are increased

above the latter year's basic quota.

(Signed) Toyoji Inouye

Hatsujiro Yoshida
For the Japanese Section of the
Joint Committee

(Signed) Claudius Murchison
G. Edward Buxton

Fessenden S. Blanchard

For the American Section of the
Joint Committee acting under
the authorization of the
Executive Committee of the
Cotton-Textile Institute, Inc.







APPENDIX B

AGREEMENT

as to the
Export of Japanese Cotton Velveteens and Corduroys

for the United States of America

New York, 15th Feb., 1937

Japan Cotton Yarn and Piece Goods Exporters Association

for America
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THIS AGREEMENT made this 15th day of February, 1937,
by and between NIPPON MENSIFU AMERICA YUSHUTUKUMIAI, an
unincorporated association, organized, existing and having
its principal office in Osaka, Japan (which said name
translated into English reads "Japan Cotton Yarn and Piece
Goods Exporters Association for America") which said
association is hereinafter referred to as the "Exporters
Association," party of the first part, and the following
corporations, organized and existing under the laws of
various States of the United States.

CROMPTON COMPANY, INCORPORATED of west
Warwick, Rhode Island;

MERRIMACK MANUFACTURING COMPANY of Lowell,
Massachusetts;

PROXIMITY MANUFACTURING COMPANY, Granite Finishing
Works, Div., of Haw River, North Carolina;

A, D. JULLIARD & CO., INC., New York Mills Div. of
40 West 40th Street, New York City;

HOWLETT & HOCKMEYER CO., INC., of 71 West 35th
Street, New York City;

TABARDREY MANUFACTURING COMPANY of Haw River,
North Carolina;

BROOKSIDE MILLS of Knoxville, Tennessee;

HOCKMEYER BROS., INC., Waterside Mills and Waterhead
Mills Divisions, of 345 Broadway, New York City;

HIGHLAND MILLS of Griffin, Georgia;
GEORGIA-KINCAID MILLS of Griffin, Georgia;
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CROMPTON-SHENANDOAH COMPANY of Waynesboro, Virginia;
all hereinafter referred to as the "American Producers,"

parties of the second part.

WITNESSETH:

WHEREAS, the American Producers and the Exporters
Association, in the spirit of further promoting the peace-
ful and friendly relations between Japan and the United
States, and between their respective cotton velveteen and
cotton corduroy industries, are willing to enter into an
arrangement limiting the export of cotton velveteens and
cotton corduroys from Japan to the United States, and sus-
pending any further action in the proceedings instituted
under Section 336 of the Tariff Act of 1930 (investigation
No. 113), and Section 22 of the Agricultural Adjustment Act,
as -amended by and applied to the Soill Conservation & Domestic
Allotment Act, as amended, it is mutually agreed as follows:

1. The terms '"cotton velveteens" and "cotton corduroys"
as referred to in this agreement apply to all cotton velve-
teens and cotton corduroys, whether in the finished, dyed,
cut or uncut state.

2. The Exporters Association hereby agrees on its
own behalf and on behalf of its members to suspend shipment
from Japan. to the United States, directly or indirectly,
of any cotton velveteens or cotton corduroys for the
period commencing with January 1, 1937 and ending with

February 28, 1937.

Fy
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3. The Exporters Assoclation hereby agrees on its
own behalf and on behalf of its members to a quota of two
million (2,000,000) square yards of cotton velveteens and
seven hundred thousand (700,000) square yards of cotton
corduroys for the twelve months' period commencing with
March 1, 1937 (which period is hereinafter referred to as
the first twelve months' period) and a similar quota for
the twelve months' period commencing with March 1, 1938
(which period is hereinafter referred to as the second
twelve months' period), said quota to be based on shipments
from Japan. proper (excluding Korea, Formosa and Kwantang
Province) of all Japanese cotton velveteens and cotton
corduroys intended, directly or indirectly, for the United
States during sald respective periods.

4, As it is the intent of this agreement that the
total imports of Japanese cotton velveteens and cotton
corduroys from any source into the United States shall not
exceed the said quotas, as stipulated in paragraph "3" of
this agreement, the Exporters Association agrees that it
willl make every reasonable effort to prevent the shipment
of Japanese cotton velveteens and cotton corduroys into the
United States through Korea, Formosa, Kwantang Province,
or from any other country or port, or from any dependency
or possession of the Unlted States, and in any event, such
shipment, if any, which may arrive in the United States
from January 1, 1937 to February 28, 1938 (either as goods

entered for consumption or goods entered into bonded
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warehouse) shall be applied against the said quotas of the
second twelve month period, provided that the American
Producers will notify, without unreasonable delay, the
Exporters Association of such arrivals. Such shipments,
if any, which may arrive in the United States from Korea,
Formosa, Kwantang Province, or any other country or port,
or from any dependency or possession of the United States,
during the second twelve month period (either as goods
entered for consumptlon or goods entered into bonded ware-
house) shall likewise be applied against the sald quotas
of the second twelve month period. 1In any event, if
Japanese cotton velveteens and cotton corduroys shall
arrive in the United States at any time during the first
or second twelve month periods after the aggregate of either
of the said velveteen or corduroy quotas has been filled
then the American Producers may proceed in accordance with
paragraph "10" of this agreement.

5. If the shipments from Japan of cotton velveteens
which arrived in the United States either as goods entered
for consumption or goods entered into bonded warehouse be-
tween November 1, 1936 and December 31, 1936 and the ship-
ments from Japan between November 1, 1936 and December 314
1936 which did not arrive in the United States before
December 31, 1936 should be one million, five hundred
thousand (1,500,000) square yards, or less; then one-half
of such total shipments shall be applied to the said quota
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in the proportion of sixty (60%) percent in the sald first
twelve months' period.

6. If the shipments from Japan of cotton velveteens
which arrived in the Unlted States either as goods entered
for consumption or goods entered into bonded warehouse be-
tween November 1, 1936 and December 31, 1936, and the ship-
ments from Japan between November 1, 1936 and December 31,
1936 which did not arrive in the United States before
December 31, 1936 shall exceed one million five hundred
thousand (1,500,000) square yards, then seven hundred fifty
thousand (750,000) square yards shall be exempt from the
sald quota and the balance of sald total shipments shall
be applied against the sald quota in the proportion of
sixty (60%) percent in the said first twelve months' period
and forty (40%) percent in the said second twelve months'
period.

7. Any shipments from Japan of cotton corduroys which
arrived in the United States either as goods entered for
consumption or goods entered into bonded warehouse between
November 1, 1936 and December 31, 1936 and any shipments
from Japan of cotton corduroys between November 1, 1936
and December 31, 1936 which shall not arrive in the United
States before December 31, 1936, shall be applied against
the sald quota on the basis of fifty (50%) percent in each
of said twelve month periods.

8. The Exporters Assoclation agrees that it will,

within a reasonable time after the execution of this
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agreement, in writing advise the duly designated repre-
sentative of the American Producers and the duly designated
attorney for the American Producer of the exact shipments
of cotton velveteens and cotton corduroys which shall have
been made from Japan to the United States from November 1,
1936 to the date of such advice and shall thereafter at the
end of each calendar month advise the said representative
and attorney of any and all shipments of cotton velveteens
or cotton corduroys shipped from Japan and intended to be
imported into the United States, directly or indirectly.

9. The American Producers agree, immediately upon the
execution of this agreement by the parties hereto, to file
with the United States Tariff Commission two confirmed copiles
of this agreement together with a written request, signed
by the attorney for the American Producers, in the form of
the request hereto annexed and marked "REQUEST," and to file
with the Hon. Henry A. Wallace two confirmed copies of this
agreement together with a written request similar in form
to the said aforementioned "REQUEST."

10. The American Producers agree that from the date
hereof and up to September 1, 1938, but only so long as the
Exporters Association does control the shipments of Japan-
ese velveteens and. corduroys in accordance with the above
provisions of this agreement, they will refrain from re-
questing the United States Tariff Commission and the said

Hon. Henry A. Wallace to publish and render their said
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respective reports. At any time after September 1, 1938,
however, even though the Exporters Association shall have
theretofore controlled the shipments of Japanese velveteens
and corduroys in accordance with the above provisions of
this agreement. The American Producers may, unless other-
wise agreed upon between the parties hereto, make such
request for the publication and rendition of the said re-
spective reports, conditioned, however, that such request
or requests, 1f made when the Exporters Associlation shall
have theretofore in all respects controlled said shipments
as hereinbefore provided, should ask that any change in the
rate of duty or change in classification or in the basis
of value specified in any proclamation issued thereon,
should not be effective before March 1, 1939.

11. It 1s agreed between the parties hereto that in
the event that there should be any increase in the present
rate of duty or change in the basis of appraisement of
cotton velveteens and cotton corduroys by virtue of any
Presidential proclamation or otherwise, this agreement
shall terminate, it being predicated upon there being no
increase in the present rates of duty or change in the
basis of appraisement of such merchandise.

12. This agreement has been negotiated between the
respective parties hereto with the knowledge of the State
Department of the United States of America and the Depart-
ment of Foreign Affairs of Japan, and the parties hereto

agree to file a confirmed copy of this agreement with each

of the said Departments.
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13. This agreement contains the whole.agreement of
the parties. There are no representations, promises and
covenants other than contained herein. No waiver of
modification hereof shall be valid unless in writing.

14. The American Producers do hereby designate
Lawrence Richmond, whose address is c¢/o Crompton Company,
West Warwick, Rhode Island, as their designated repre-
sentative and Max D. Steuer, Esq., whose address is 11
Broadway, New York City, as their designated attorney, to
each of whom all notices relating to this agreement and the
performance thereof are to be addressed, hereby reserving
unto themselves, however, the right to change such desig-
nations or either of them at any time by due written notice
to that effect filed with the then duly designated American
representative and the then duly designated American attor-
ney for the Exporters Association.

15. The Exporters Associlation hereby designates
Hatsujiro Yoshida, 350 Fifth Avenue, New York City, to exe-
cute this agreement for and on behalf of the said Associ-
ation, and Chuji Hashimoto, 350 Fifth Avenue, New York City,
to receive and transmit any communications with respect to
this agreement and the perforamnce thereof, hereby reserv-
ing unto itself, however, the right to change such desig-
nations at any time by written notice to that effect filed
Wwith the then duly designated representative and attorney

of the American Producers. In making any new designation,
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the Exporters Assoclation agrees to limit itself to per-
sons residing in or having offices within the New England
States, or in Washington, D. C., or in New York City.

16. The Exporters Association agrees that within
three (3) months after the execution of this agreement, it
wlll furnish the aforesaid representative of the American
Producers and theilr said attorney with duplicate. lists
showing the names and addresses of the officers of the said
Exporters Assoclation and listing all of the members of the
Exporters Assoclation and their respective addresses, and
indicating whether they are individuals, co-partners, or
corporations, 1f co-partners, stating the names of the co-
partners, and if corporations, stating the country or divi-
sion thereof under the laws of which they are respectively
organized. The Exporters Assoclation also agrees within
three (3) months after the execution of this agreement to
furnish the aforesald representative of the American Pro-
ducers and their said attorney each with two certified and
translated into English coples of the minutes of the meeting
of the said Exporters Association at which the resolution
was made and adopted authorizing Hatsujiro Yoshida, 350
Fifth Avenue, New York City, to execute this agreement on
behalf of the said Exporters Association, and two certified
and translated into English copies of the minutes of the
meeting of the said Exporters Assoclation at which his act
in so executing this agreement on behalf of the said

Exporters Association was ratified.
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IN WITNESS WHEREOF, the parties hereto have. caused
thelr respective seals to be hereunto affixed and these
presents to be signed by their duly authorized officers

on the day and year first above written.
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REQUEST

United States Tariff Commission,

Washington, D. C.

Re: In the Matter of Investigation of
differences in costs of preduction of Pile
Fabrics (not including pile ribbons), cut

or uncut, whether or not the pile covers the
entire surface, wholly or in chief value of

cotton: VELVETEENS AND CORDUROYS.

Investigation No. 113, Section 336.
Tariff Act of 1930.

Gentlemen:

On behalf of my clients, the applicants in the above
investigation, and who constitute the domestic cotton velve-
teen and cotton corduroy industries, and pursuant to the
terms of an agreement between them and Japan Cotton Yarn &
Plece Goods Exporters Association for America (Known in
Japan as Nippon Mensifu America Yushutukumiai), two con-
firmed copies of which are herewith enclosed, I respect-
fully request that pending a further request from the appli-
cants or from me on their behalf for the same, that you
withhold the publication and rendition of your report in
said investigation to Hon. Franklin D. Roosevelt, Presi-

dent of the United States.
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I respectfully request, however, that in any event
you complete your investigation and secure all of the
data and evidence which 1is or will be necessary for the
rendition of such report if the same should in due course

by requested as provided for in said agreement.

Very truly yours,
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The 1937 and 1938 Velveteen and Corduroy quota
agreement between the
NIPPON MENSIFU AMERICA YUSHUTU KUMIAI
(Japan Cotton Yarn and Piece Goods
Exporters Association for America)
and

AMERICAN PRODUCERS OF COTTON VELVETEENS
AND CORDUROYS,

is hereby extended for one (1) year.
Termination date: February 29, 1940.

Quantities for the twelve (12) month period from
March 1, 1939 to February 29, 1940: Two million (2,000,000)
square yards for Velveteens and seven hundred thousand
(700,000) square yards for Corduroys.
Hatsujiro Yoshida

Representing Nippon Mensifu
America Yushutu Kumiai

James R. Howlett
Representing the American
Producers of Cotton Velveteens
and Corduroys.

New York, New York
February 28, 1939
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JAPANESE PROGRAM FOR THE EXPORT OF COTTON
TEXTILES TO THE UNITED STATES

1. The purpose of this program is to effect orderly
marketing of Japanese cotton textiles in the United States
by avolding excessive concentration in any particular period
or on any particular item, and by continued efforts to
achieve broader diversification of cotton textile exports
from Japan to the United States.

2. To achieve this purpose the program shall be of
5 years duration, beginning January 1, 1957. Throughout
this period, there shall be an over-all ceiling, as well
as ceilings on major groups and within these groups, ceil-
ings on certain categories of cotton textile products.
Anticipating that changes may well occur in the United States
textile market within the next five years, these ceilings
shall be the subject of annual reviews in which the Japanese
Government will consult with the United States Government
for the purpose of arriving at such adjustments, upward or
downward, in the quotas as may be warranted by changed
conditions.

3. All feasible steps shall be taken by the Japanese
Government to prevent trans-shipments to the United States

through third countries.
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4. Wherever a specific ceiling has been established
the basis for control will be the number of units (e.g.,
square yards, dozens, pieces, pounds, dollars, etc.)
established as a celling. The conversion into equivalent
square yards is for the purpose of providing a common
statistical basis for measurement of the over-all program.
Wherever pounds: are mentioned the conversion shall be at
the rate of 4.6 square yards per pound.

5. Exports from Japan to the United States of parti-
cular items shall be distributed equally by quarters as far
as practicable and as necessary to meet seasonal demands.

6. The over-all limit for Japanese exports of cotton
textiles to the United States shall be 235 million square
yards each year for the duration of the program, subject
to change only through consultation which takes into account
all factors relevant at the time of consultation.

7. The over-all limit shall be subdivided into five

major groups as follows:

Million
Square
Yards
Group I - Cotton Cloth 113
II - Made-up goods, usually
included in U. S. Cotton
Broad Woven Goods
Production 30
III - Woven Apparel 71
IV - Knit Goods 12

V - Miscellaneous Cotton
Textiles

N
w
v o

Total
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8. Within the over-all annual total, the limit for
any Group may be exceeded by not more than 10 percent.

9. The following limits shall be applicable within
the total of 113 million square yards for Group I -
"Cotton Cloth":

Million Square Yds.

1. Ginghams 35.0
2. Velveteens 2.5
3. All Other Fabrics 75.5

Within the total of 75.5 million square yards for
Item 3, "All Other Fabrics," the following specific limits

shall not be exceeded:

Million Square Yds.

a. Sheeting 50
b. Shirting (80 x 80 type) 20
c. Other Shirting 43
d. Twill and Sateen 39
e. Poplin 25
f. Yarn Dyed Fabrics 24
g. Other Fabrics 4y

10. The following additional provisions are appli-
cable to the cloth distribution in paragraph 9:

(1) The limits for ginghams and velveteens shall
apply for each of the first and second years of the program.
The limits for subsequent years shall be determined through
consultation taking into account all factors relevant at

the time of such consultation.
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(2) Within the 75.5 million square. yards for fabrics
other than ginghams and velveteens (i.e., categories a to
g inclusive) the total exports of fabrics made from combed
warp and filling shall not exceed 26 million square yards.

(3) Within the over-all total for Group I, any
shortfall with respect to ginghams or velveteens may be
transferred to Item 3 - "All Other Fabrics" subject, how-
ever, to the provisions of paragraph 18 below.

11. The following specific limits shall apply within
the total for Group II - "Made-up goods usually included in

U. S. Cotton Broad Woven Production":

Unit No.
1. Pillowcase (plain) 000 doz. 400
2. Dish towels 000 doz. 800
3. Handkerchief 000 doz. 1,200
4. Table damask 000 dollars 3,720%
5. Other items 000 1bs. 1,875

12. Within the over-all total for Group II, any
shortfall with respect to the listed items may be trans-
ferred to the "Other items" category, subject, however, to
the provisions of paragraph 18 below.

13. The following specific limits shall apply within

the total for Group III - "Woven Apparel":

lThis is estimated at present prices to represent
about 468,000 dozen sets, and conversion to yardage is in
terms of the standard 50" x 50".







234

Unit No.

1. Blouses 000 doz. 1,500

2, Sport Shirts 000 doz. 750

3. Dress and Work Shirts 000 doz. 300
4. Brassieres and Other Body

Supporting Garments 000 doz. 600

5. Shorts and Trousers 000 doz. 600

6. Other Woven Apparel 000 1bs. 2,45321

14. Within the over-all total for Group III, any short-
fall with respect to the listed items may be transferred to
the "Other Woven Apparel" category subject, however, to the
provisions of paragraph 18 below.

15:. The following specific limits shall apply within

the total for Group IV - "Knit Goods":

Unit No.

1. Men's and Boy's T-shirts,

(short-sleeve, white, no

butten, no collar, usually

round neck, sometimes V-neck,

commonly called "Maru-kubi"

shirt in Japan) 000 doz. 500
2. Gloves and Mittens 000 doz. 450
3. Other Knit Goods 000 1bs. 1,477

16. Within the over-all total for Group IV, any
shortfall with respect to the listed items may be trans-
ferred to the "Other Knit Goods" category subject, however,
to the provisions of paragraph 18 below.

17. Within the over-all total for Group V are in-

cluded, among others, such items as cotton floor coverings,
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fish nets and netting, cotton thread, etc. Although no
specific limits are established within Group V, exports
shall be subject to the provisions of paragraph 18 below.
18. 1In order to preserve the principle of diversi-
ficatlon and avoid excessive concentration on any particular
item, 1t is understood, with respect to any item for which
a specific ceiling has not been established, that the
Japanese Government will consult with the United States
Government to determine an appropriate course of action,
whenever it appears that there 1s developing an excessive
concentration of Japanese exports in a particular item or
class of items, or if there are other problems, (e.g.,
possible problems resulting from an excessive concentration
of exports of end items made from a particular type of
fabric, such as the use of gingham in the manufacture of
an excessively large portion of exported blouses, sport

shirts, etc.)
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ARRANGEMENTS REGARDING INTERNATIONAL TRADE

IN COTTON TEXTILES

The participating countries recognize the need to
take cooperative and constructive action with a view to
the development of world trade and that such action should
be designed to facilitate economic expansion and in parti-
cular to promote the development of the less-developed
countries by providing increasing access for their exports
of manufactured products.

They take note, however, that in some countries situ-
ations have arisen which, in the view of these countries,
cause or threaten to cause "disruption" of the market for
cotton textiles. In using the expression "disruption" the
countries concerned have in mind situations of the kind
described in the Decision of the CONTRACTING PARTIES of
19 November 1960 the relevant extract from which is annexed
as Annex A to this Agreement.

The participating countries desire to deal with these
problems in such a way as to provide growing opportunities
for exports of these products provided that the develop-
ment of this trade proceeds in a reasonable and orderly
manner so as to avold disruptive effects in individual

markets and on individual lines of production.
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I. Short-Term Arrangement

Pending a long-term solution the participating
countries agree to deal with immediate problems relating
to cotton textiles through international action designed,
at the same time:

(1) to significantly increase access to markets
where imports are at present subject to re-
striction;

(1i) to maintain orderly access to markets where
restrictions are not at present maintained; and

(1iii) to secure from exporting countries, where neces-
sary, a measure of restraint in their export
policy so as to avoild disruptive effects in

import markets.
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Accordingly the participating countries agree to
adopt. the following short-term arrangement for the twelve-
month period beginning 1 October 1961.

A. A participating country; if unrestricted imports
of cotton textiles are causing or threatening to cause dis-
ruption of its domestic market, may request any participat-
ing country to restrain, at a specified level not lower
than the level prevailing for the twelve-month period end-
ing 30 June 1961, its total exports of any category of
cotton textiles causing or threatening to cause such dis-
ruption, and failing agreement within thirty days, the
requesting country may decline to accept imports at a level
higher than the specified level. 1In critical circumstances,
action may be taken provisionally by either country in-
volved while the request is under discussion. Nothing in
this arrangement shall prevent the negotiation of mutually
acceptable bilateral arrangements on other terms.

It is intended by the participating countries that
this procedure will be used sparingly, with full regard for
their agreed objective of attaining and safeguarding maxi-
mum freedom of trade, and only to avoid disruption of
domestic industry resulting from an abnormal increase in
imports.

B. A country requested to restrain its exports to
a specified level may exceed the specified level for any

category by 5 percent provided that its total exports to
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the requesting country of the categories of products sub-
Ject to restraint do not exceed the aggregate for all the
categories.

C. If a requesting country determines that a shift
in the pattern of imports within any category is producing
undue concentration of imports of any particular item and
that such concentration is causing or threatening dis-
ruption, the requesting country may, under the procedure
set forth in paragraph A above, request the producing
country to restrain its total exports of the said item dur-
ing the 12 months beginning 1 October 1961 to a prescribed
level not lower than that which prevailed during the year
ending 30 June 1961.

D. Participants agree to take action to prevent
circumvention or frustration of this short-term arrangement
by non-participants, or by trans-shipment, or by substitution
of directly competitive textiles. In particular, if the pur-
poses of this arrangement are being frustrated or are in
danger of being frustrated through the substitution of
directly competitive textiles, the provisions of paragraph
A above shall apply to such goods, to the extend necessary
to prevent such frustration.

E. Participating countries presently maintaining
quantitative restrictions on cotton textile imports shall,
as from 1 January 1962, significantly increase access to

thelr markets by countries the imports from which are now
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restricted. A specific statement of the new access will
be forthcoming.

F. This short-term arrangement shall be valid for
a period of 12 months, beginning on 1 October 1961; how-
ever, the provisions of section E above shall enter into
force not later than 1 January 1962.

G. In accordance with GATT provisions for joint
consultations the parties to this arrangement shall meet
as necessary to consider any problems arising out of the
application of this Agreement. Such consultations could,
in particular, take place in the event that a country,
the exports of which are under restraint as a result of
action taken under paragraph A above,

ence shows that the level of restraint is inequitable.

considers that experi-






242

II. Long-Term Arrangement

A. Participating countries agree to create a Pro-
visional Cotton Textile Committee and to request the
CONTRACTING PARTIES to confirm the establishment of the
Committee at the nineteenth session.

The Committee shall:

1. Undertake work looking toward a long-term
solution to the problems in the field of cotton
textiles on the basis of the guilding principles
set out in the Preamble to this Agreement.

2. Collect all useful data for this purpose.

3. At an early date, not later than 30 April 1962,
make recommendations for such long-term solution.

B. The discussions and consultations to be under-
taken by the Committee on the long-term problem shall be of
the kind provided for by the Market Disruption Committee at
the seventeenth session of the CONTRACTING PARTIES. The
Committee shall, as . appropriate, from time to time report
to this Committee and to Committee III of the Expansion of
Trade Programme on progress made and on its findings.

C. The Provisional Cotton Textile Committee referred
to in this article shall meet on 9 October 1961 to initiate

consideration of this long-term problem.
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ANNEX A

Extract from the CONTRACTING PARTIES'
Decision of 19 November 1960

"These situations (market disruption) generally

contain the following elements in combination:

(1) a sharp and substantial increase or potential
increase of imports of particular products from
particular sources;

(i1) these products are offered at prices which are
substantially below those prevailing for similar
goods of comparable quality in the market of the
importing country;

(1ii) there is serious damage to domestic producers
or threat thereof;

(iv) the price differentials referred to in paragraph
(ii) above do not arise from governmental inter-
ventlon in the fixing or formation of prices or
from dumping practices.

In some situations other elements are also present

and the enumeration above 1s not, therefore, intended as

an exhaustive definition of market disruption."
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TEXT OF LONG-TERM ARRANGEMENT DRAWN UP BY THE
COTTON TEXTILES COMMITTEE AT ITS MEETING

FROM 29 JANUARY-9 FEBRUARY 1962%

RECOGNIZING the need to take cooperative and con-
structive action with a view to the development of world
trade;

RECOGNIZING further that such action should be de-
signed to facilitate economic expansion and promote the
development of less-developed countries possessing the
necessary resources, such as raw materials and technical
skills, by providing larger opportunities for increasing
their exchange earnings from the sale in world markets of
products which they can efficiently manufacture;

NOTING, however, that in some countries situations
have arisen which in the view of these countries, cause or
threaten to cause "disruption" of the market for cotton

textiles;

*

The negotiation of this arrangement was concluded
in Geneva on an ad referendum basis on February 9, 1962
by representatives of the following governments: Australia,
Austria, Canada, Denmark, India, Japan, Norway, Pakistan,
Portugal, Spain, Sweden, United Kingdom (also representing
Hong Kong), United States, and the member states of Euro-
pean Economic Community (Belgium, France, Federal Republic
of Germany, Italy, Luxembourg, and Netherlands).
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DESIRING to deal with these problems in such a way
as to provide growing opportunities for exports of these
products, provided that the development of this trade pro-
ceeds in a reasonable and orderly manner so as to avoid
disruptive effects in individual markets and on individual
lines of production in both importing and exporting
countries;

DETERMINED, in carrying out these objectives, to have
regard to the Declaration on Promotion of the Trade of Less-
developed Countries adopted by Ministers at their meeting
during the nineteenth session of the CONTRACTING PARTIES in
November, 1961;

The PARTICIPATING COUNTRIES have agreed as follows:

Article 1

In order to assist in the solution of the problems
referred to in the Preamble to this Arrangement, the parti-
cipating countries are of the opinion that it may be de-
sirable to apply, during the next few years, special
practical measures of international cooperation which will
assist in any adjustment that may be required by changes in
the pattern of world trade in cotton textiles. They recog-
nize, however, that the measures referred to above do not
affect their rights and obligations under the General Agree-
ment on Tariffs and Trade. (hereinafter referred to as the
GATT). They also recognize that, since these measures are

intended to deal with the special problems of cotton
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textiles, they are not to be considered as lending them-

selves to application in other fields.

Article 2

1. Those participating countries still maintaining
restrictions inconsistent with the provisions of the GATT
on imports of cotton textiles from other participating
countries agree to relax those restrictions progressively
each year with a view to their elimination as soon as
possible.

2. Without prejudice to the provisions of paragraphs
2 and 3 of Article 3, no participating country shall intro-
duce new import restrictions, or intensify existing import
restrictions, on cotton textiles, insofar as this would be
inconsistent with its obligations under the GATT.

3. The participating countries at present applying
import restrictions to cotton textiles imported from other
participating countries undertake to expand access to their
markets for such cotton textiles so as to reach, by the end
of the period of validity of the present Arrangement, for
the products remaining subject to restrictions at that date,
taken as a whole, a level corresponding to the quotas opened
in 1962, for such products, as increased by the percentage
mentioned in Annex A.

Where bilateral arrangements exist, annual increases
shall be determined within the framework of bilateral

negotiations. It would, however, be desirable that each
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annual increase should correspond as closely as possible
to one-fifth of the overall increase.

4., The participating countries concerned shall
administer their remaining restrictions on imports of
cotton textiles from participating countries in an equit-
able manner and with due regard to the special needs and
situation of the less-developed countries.

5. Notwithstanding the provisions of paragraph 3
above, if, during the licensing period preceding the entry
into force of this Arrangement, a specific basic quota is
nil or negligible, the quota for the succeeding licensing
perlod will be established at a reasonable level by the
participating importing country concerned in consultation
with the participating exporting country or countries con-
cerned. Such consultation would normally take place within
the framework of the bilateral negotiations referred to in
paragraph 3 above.

6. Participating countries shall, as far as possible,
eliminate import restrictions on the importation, under a
system of temporary importation for re-export after pro-
cessing, of cotton textiles originating in other partici-
pating countries.

7. The participating countries shall notify the
Cotton Textiles Committee as early as possible, and in any
case not less than one month before the beginning of the
licensing period, of the details of any quota or import

restriction referred to in this Article.
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Article 3

1. If imports from a participating country or
countries into another participating country of certain
cotton textile products not subject to import restrictions
should cause or threaten to cause disruption in the market
of the importing country, that country may request the
participating country or countries whose exports of such
products are, in the judgment of the importing country,
causing or threatening to cause market disruption to con-
sult with a view to removing or avoiding such disruption.
In its request the importing country will, at its dis-
cretion, indicate the specific level at which it considers
that exports of such products should be restrained, a level
which shall not be lower than the one indicated in Annex B.
The request shall be accompanied by a detailed, factual
statement of the reasons and justification for the request;
the requesting country shall communicate the same infor-
mation to the Cotton Textiles Committee at the same time.

2. 1In critical circumstances, where an undue concen-
tration of imports during the period specified in paragraph
3 below would cause damage difficult to repair, the re-
questing participating country may, until the end of the
period, take the necessary temporary measures to limit the
imports referred to in paragraph 1 from the country or
countries concerned.

3. If, within a period of sixty days after the re-

quest has been received by the participating exporting
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country or countries, there has been no agreement either
on the request for export restraint or on any alternative
solution, the requesting participating country may decline
to accept imports for retention from the participating
country or countries referred to in paragraph 1 above of
the cotton textile products causing or threatening to

cause market disruption, at a level higher than that speci-
fied in Annex B, in respect of the period starting on the
day when the request was received by the participating
exporting country.

4, In order to avoid administrative difficulties in
enforcing a given level of restraint on cotton textiles
subject to measures taken under this article, the partici-
pating countries agree that there should be a reasonable
degree of flexibility in the administration of these measures.
Where restraint is exercised for more than one product the
participating countries agree that the agreed level for any
one product may be exceeded by 5 percent provided that the
total exports subject to restraint do not exceed the aggre-
gate level for all products so restrained on the basis of
a common unit of measurement to be determined by the
participating countries concerned.

5. If participating countries have recourse to the
measures envisaged in this Article, they shall, in intro-
ducing such measures, seek to avold damage to the production

and marketing of the exporting country and shall cooperate
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with a view to agreeing on suitable procedures, parti-
cularly as regards goods which have been, or which are
about to be, shipped.

6. A participating country having recourse to the
provisions of this Article shall keep under review the
measures taken under this Article with a view to their
relaxation and elimination as soon as possible. It will
report from time to time, and in any case once a year, to
the Cotton Textiles Committee on the progress made in the
relaxation or elimination of such measures. Any partici-
pating country maintaining measures under this Article
shall afford adequate opportunity for consultation to any
participating country or countries affected by such mea-
sures.

7. Participating importing countries may report the
groups or categories to be used for statistical purposes to
the Cotton Textiles Committee. The participating countries
agree that measures envisaged in this Article should only
be resorted to sparingly, and should be limited to the pre-
cise products or precise groups or categories of products
causing or threatening to cause market disruption, taking
full account of the agreed objectives set out in the Pre-
amble to this Arrangement. Participating countries shall
seek to preserve a proper measure of equity where market
disruption is caused or threatened by imports from more
than one participating country and when resort to the mea-

sures envisaged in this Article is unavoidable.
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Article 4
Nothing in this Arrangement shall prevent the appli-
cation of mutually acceptable arrangements on other terms
not inconsistent with the basic objectives of this Arrange-
ment. The participating countries shall keep the Cotton
Textiles Committee fully informed on such arrangements, or
the parts thereof, which have a bearing on the operation of

this Arrangement.

Article 5
The participating countries shall take steps to en-
sure, by the exchange of information, including statistics
on imports and exports when requested, and by other practical

means, the effective operation of this Arrangement.

Article 6

The participating countries agree to avoid circum-
vention of this Arrangement by trans-shipment or re-routing,
substitution of directly competitive textiles and action by
non-participants. In particular, they agree on the follow-
ing measures:

(a) Trans-shipment

The participating importing and exporting countries
agree to collaborate with a view to preventing circum-
vention of this Arrangement by trans-shipment or re-routing
and to take appropriate administrative action to avoid such
circumvention. In cases where a participating country has

reason to believe that imports shipped to it from another
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participating country and purporting to have originated in
that country did not originate there, it may request that
country to consult with it with a view to assisting in the
determination of the real origin of the goods.

(b) Substitution of directly competitive textiles

It is not the intention of the participating countries
to broaden the scope of this Arrangement beyond cotton tex-
tiles but, when there exists a situation or threat of market
disruption in an importing country in terms of Article 3, to
prevent the circumvention of this Arrangement by the deliber-
ate substitution for cotton of directly competitive fibers.
Accordingly, if the importing participating country con-
cerned has reason to belleve that imports of products in
which this substitution has taken place have increased ab-
normally, that is that this substitution has taken place
solely in order to circumvent that provision of this Arrange-
ment, that country may request the exporting country con-
cerned to ilnvestigate the matter and to consult with it with
a view to reaching agreement upon measures designed to pre-
vent such circumvention. Such request shall be accompanied
by a detailed, factual statement of the reasons and justifi-
cation for the request. Failing agreement in the consul-
tation within 60 days of such request, the importing parti-
cipating country may decline to accept imports of the pro-
ducts concerned as provided for in Article 3 and, at the

same time, any of the participating countries concerned may
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refer the matter to the Cotton Textiles Committee which
shall make such recommendations to the parties concerned
as may be appropriate.

(¢) Non-participants

The participating countries agree that, if 1t proves
necessary to resort to the measures envisaged in Article 3
above, the participating importing country or countries
concerned shall take steps to ensure that the participating
country's exports against which such measures are taken
shall not be restrained more severely than the exports of
any country not participating in this Arrangement which
are causing, or threatening to cause, market disruption.
The participating importing country or countries concerned
will give sympathetic consideration to any representations
from participating exporting countries to the effect that
this principle is not being adhered to or that the operation
of this Arrangement 1s frustrated by trade with countries
not party to this Arrangement. If such trade 1s frustrating
the operation of this Arrangement, the participating
countries shall consider taking such action as may be con-

sistent with their law to prevent such frustration.

Article 7
1. In view of the safeguards provided for in this
Arrangement the participating countries shall, as far as
possible, refrain from taking measures which may have the

effect of nullifying the objectives of this Arrangement.
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2. 1If a participating country finds that its interests
are being seriously affected by any such measure taken by

another participating country, that country may request the
country applying such measure to consult with a view to

remedying the situation.
If the participating country so requested fails

3.
to take appropriate remedial action within a reasonable
length of time, the requesting participating country may
refer the matter to the Cotton Textiles Committee which
shall promptly discuss such matter and make such comments
to the participating countries as it considers appropriate.
Such comments would be taken into account should the matter

subsequently be brought before the CONTRACTING PARTIES under

the procedures of Article XXIII of the GATT.

Article 8
The Cotton Textiles Committee, as established by the

CONTRACTING PARTIES at their nineteenth session, shall be
composed of representatives of the countries party to this

Arrangement and shall fulfill the responsibilities provided

for it in this Arrangement.
The Committee shall meet from time to time to
discharge functions. It will undertake studies
on trade in cotton textiles as the participating
countries may decide. It will collect the
statistical and other information necessary for
the discharge of its functions and will be em-
powered to request the participating countries
to furnish such information.
b. Any case of divergence of view between the parti-
cipating countries as to the interpretation or

a.
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application of this Arrangement may be referred
to the Committee for discussion.

The Committee shall review the operation of this
Arrangement once a year and report to the
CONTRACTING PARTIES. The review during the

third year shall be a major review of the
Arrangement in the light of 1ts operation in

the preceding years.
d. The Committee shall meet not later than one year
before the expiry of this Arrangement, in order
to consider whether the Arrangement should be
extended, modified or discontinued.
Article 9
For purposes of this Arrangement the expression "cotton
textiles" includes yarns, plece-goods, made-up articles,
garments, and other textile manufactured products, in which
cotton represents more than 50 percent (by weight) of the

fiber content, with the exception of handloom fabrics of
the cottage industry.

Article 10
For the purposes of this Arrangement, the term
"disruption" refers to situations of the kind described in
the Decision of the CONTRACTING PARTIES of 19 November 1960,

the relevant extract from which is reproduced in Annex C.

Article 11
b This Arrangement 1s open for acceptance, by
signature or otherwise, to governments parties to the GATT
Or having provisionally acceded to that Agreement, pro-

vided that if any such government maintains restrictions
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on the import of cotton textiles from other participating
countries, that government shall, prior to 1ts accepting
this Arrangement, agree with the Cotton Textiles Committee
on the percentage by which it will undertake to increase
the quotas other than those maintained under Article XII
or Article XVIII of the GATT.

2. Any government which is not party to the GATT or
has not acceded provisionally to the GATT may accede to
this Arrangement on terms to be agreed between that govern-
ment and the participating countries. These terms would
include a provision that any government which is not a
party to the GATT must undertake, on acceding to this
Arrangement, not to introduce new import restrictions or
intensity existing import restrictions, on cotton textiles,
insofar as such action would, if that government had been a
party to the GATT, be inconsistent with its obligations

thereunder.

Article 12

1. This Arrangement shall enter into force on
1 October 1962 subject to the provisions of paragraph 2
below.

2. The countries which have accepted this Arrange-
ment shall, upon the request of one or more of them, meet
within one week prior to 1 October 1962 and, at that meet-
ing, if a majority of these countries so decide, the pro-

visions of paragraph 1 above may be modified.



——
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Article 13
Any participating country may withdraw from this
Arrangement upon the expiration of sixty days from the day
on which written notice of such withdrawal is received by

the Executive Secretary of GATT.

Article 14

This Arrangement shall remain in force for five years.

Article 15

The Annexes to this Arrangement constitute an integral
part of this Arrangement.
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ANNEXES

ANNEX A

(The percentages in this Annex will be communicated

in due course.)

ANNEX B

1. (a) The level below which imports or exports of
cotton textile products causing or threatening to cause
market disruption may not be restrained under the provisions
of Article 3 shall be the level of actual imports or exports
of such products. during the twelve-month period terminating
three months preceding the month in which the request for
consultation is made.

(b) Where a bilateral agreement on the yearly level
of restraint exists between participating countries concerned
covering the twelve-month period referred to in paragraph
(a), the level below which imports of cotton textile products
causing or threatening to cause market disruption may not be
restrained under the provisions of Article 3 shall be the
level provided for in the bilateral agreement in lieu of the
level of actual imports or exports during the twelve-month
period referred to in paragraph (a).

Where the twelve-month period referred to in paragraph
(a) overlaps in part with the period covered by the bi-
lateral agreement, the level shall be:

(i) the level provided for in the bilateral agree-

ment, or the level of actual imports or
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exports, whichever is higher, for the months where
the period covered by the bilateral agreement
and the twelve-month period referred to in
paragraph (a) overlap; and
(11) the level of actual imports or exports for the
months where no overlap occurs.
2. Should the restraint measures remain in force
for another twelve-month period, the level for that period
shall not be lower than the level specified for the pre-
ceding twelve-month period, increased by 5 percent. In
exceptional cases, where it is extremely difficult to apply
the level referred to above, a percentage between 5 and 0
may be applied in the light of market conditions in the
importing country and other relevant factors after con-
sultation with the exporting country concerned.
3. Should the restraining measures remain in force
for further periods, the level for each subsequent twelve-
month period shall not be lower than the level specified

for the preceding twelve-month period, increased by 5

percent.

ANNEX C

Extract from the CONTRACTING PARTIES'
Decision of 19 November 1960

"These situations (market disruption) generally con-

tain the following elements in combination:
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(1) a sharp and substantial increase or potential
increase of imports of particular products from
particular sources;

(11) these products are offered at prices which are
substantially below those prevailing for similar
goods of comparable quality in the market of the
importing country;

(1ii) there is serious damage to domestic producers or
threat thereof;

(iv) the price differentials referred to in paragraph
(ii) above do not arise from governmental inter-
vention in the fixing or formation of prices or
from dumping practices.

In some situations other elements are also present

and the enumeration above is not, therefore, intended as an

exhaustive definition of market disruption."

ANNEX D
For the purposes of applying Article 9, the following
list of the groups or sub-groups of the S. I. T. C. is
suggested. This list is illustrative and should not be

considered as being exhaustive.
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SITC Rev. BTN
I Cotton yarns and fabrics 651.3 55.05
.06
652.4 .07
.08
.09
58.04A
II Cotton made-up articles ex 653.7 ex 46.02
and speclal fabrics ex 654 ex 58.01-03
ex 655 ex 58.05-10
ex 656 ex 59.01-17
ex 657 ex 60.01
ex 62.01-05
ex 65.01-02
III Cotton Clothing ex 841 ex 60.02-06
ex 61.01-11
ex 65.03-07

ANNEX E

Interpretative Notes

l. Ad. Article 3, paragraph 3

In Canada, there is no legislation whereby imports
may be limited in a precise quantative manner as envisaged
in this paragraph. The provision available for limiting
imports in order to avoid injury or a threat of injury to
a domestic industry is contained in Section 40 A(7)(c) of
the Customs Act which authorizes the application of special
values for duty purposes. These speclal values cannot be
used to achieve a precise level of imports. Accordingly,
the participating countries recognize that, should Canada
find it necessary to take action to limit imports pursuant
to this arrangement, it would not be in a position to en-
sure that imports would not fall below the minimum level

as defined in this paragraph.
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2. Ad. Article 9

Notwithstanding the provisions of Article 9, any
country which is applying a criterion based on value will
be free to continue to use that criterion for the pur-

poses of Article 9.
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UNITED STATES-HONG KONG COTTON

TEXTILE AGREEMENT#

The details of the agreement are as follows:

(1) The restraint levels in 35 categories of cotton
textiles total 248.9 million square yards equivalent for
the period October 1, 1963, to September 30, 1964, The
annex under this release lists the specific restraint
levels by categories agreed between the two Governments.

(2) The Government of Hong Kong agrees to limit,
during the period from October 1, 1963, to September 30,
1964, the corduroy fabric content of apparel exports to
the United States to a level of no more than 4 million
square yards and to insure that the pattern of trade by
garment categories established during the first year of the
Long-Term Arrangements with respect to corduroy apparel
items will be maintained during the second-year period.

(3) The United States Government agrees to 1lift its
requests for restraints in categories 33, 44, and 57.

(4) The United States Government also agrees that
the specific restraint levels, by categories and corduroy
fabrics content, will be increased by 5%, in accordance

with the provisions of the Long-Term Arrangements, to the

*Press release 583, November 15, 1963.
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extent that restraints may be renewed in these categories,

for the twelve-month perlod commencing October 1, 1964,

(5) The Government of Hong Kong has also agreed to

continue for another year the arrangements which it had

undertaken to space its exports in restrailned categories

during the first year of the Long-Term Arrangements.

(6) The two Governments.will continue to provide each

other periodically with such information on exports in re-

strained and unrestrained categories as may facilitate the

implementation of the arrangement.

A 1list of the specific restraints on 35 categories of

cotton textiles is provided in the annex below.

Category

.
Ul v =

16
18

19

22
24
25
26
27
28
31

ANNEX

Description

Cotton yarn, carded, singles

Gingham, carded

Gingham, combed

Sheeting, carded

Poplin and Broadcloth, carded
Poplin and Broadcloth, combed
Print cloth, shirting type,
80 x 80 type, carded

Print cloth, shirting type,
other than 80 x 80 type,
carded

Twill and Sateen, carded
Twill and Sateen, combed

Woven fabric, not elsewhere
specified, yarn dyed, carded

Woven fabric, not elsewhere
specified, yarn dyed, combed

Woven fabric, not elsewhere
specified, other, carded

Woven fabric, not elsewhere
specified, other, combed
Pillowcases, carded

Towels, dish

Towels, other

Restraint Level

206,000 1bs.
3,455,358 syds.
721,000 syds.
48,095,287 syds.
1,545,000 syds.
566,500 syds.

113,300 syds.
643,750 syds.
16,683,525 syds.
669,500 syds.
242,050 syds.
236,900 syds.
29,600,169 syds.
1,030,000 syds.
463,500 nos.

808,467 nos.
9,991,000 nos.






Category
36
39
41

42
43

45
46
48
49
50
51
52
53
54

60
61

62
64
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Description

Bedspreads and quilts

Gloves and mittens

T-shirts, all white, knit,
men's and boy's

T-shirts, other, knit
Shirts, knit, other than
T-shirts and sweatshirts

Shirts, dress, not knit,
men's and boy's

Shirts, sport, not knit,
men's and boy's

Raincoats, 3/4 length or
longer, not knit

Coats, other, not knit

Trousers, slacks and shorts
(outer), not knit, men's
and boy's

Trousers, slacks and shorts
(outer), not knit, women's,
girl's and infant's

Blouses, not knit

Dresses, including uniforms,
not knit

Playsuits, sunsuits, wash-
suits, creepers, rompers,
etec., not knit, not else-
where specified

Pajamas and other nightwear

Brassieres and other body-
supporting garments

Wearing apparel, knit, not
elsewhere specified

All other cotton textiles

Restraint Level

51,500 nos.
225,750 doz. prs.

126,000 doz.
267,750 doz.

367,952 doz.
273,000 doz.
786,500 doz.
11,373 doz.
43,172 doz.
735,000 doz.
1,280,858 doz.
1,065,750 doz.
57,750 doz.

126,000 doz.
472,500 doz.

1,475,250 doz.

299,250 1bs.
3,502,000 1bs.
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TABLE I
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THE MULTIPLE LINEAR REGRESSION
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H b c c c 3
@ Xy X, X Xy X5 %5

Quantity Price Per Population National Personal Disposable Real

Imported Sq. vd. Income Income Income  National

Year of Cotton Received Income

Twill-Back by

Velveteens  Japanese Billions  Billions Billions Billions
R Exporters of

e Dodlars - Doligrs ~ Doliars il
(1) () (3) ) (5) (6) (¢p] (8)
1951 387,348 .835 154,872,000  277.0 255.3 226.1 306.1
1952 439,613 .655 157,553,000  289.5 271.1 236.7 313.0
1953 220,914 .703 160,184,000 303.6 286.2 250.4 325.8
1954 52,633 .663 163,026,000  299.7 287.6 ‘254.8 320.2
1955 1,280,526 .599 165,931,000 330.2 310.2 ’ 2744 353.9
1956 1,104,486 674 168,903,000 350.8 332.9 292.9 370.4
1957 996,189 .589 171,984,000  366.9 351.4 308.8 3744
1958 770,492 .68Y 174,882,000 367.7 360.3 317.9 365.1
1959 563,272 .682 177,830,000  400.5 383.9 337.1 394.6
1960 274,626 715 180,684,000 4145 401.3 349.9 4o2.0
1961 597,374 761 184,756,000 426.1 417.4 364.4 408.9
1962 866,009 .729 186,656,000  453.7 42,1 384.4 1305
1963 873,303 .703 189,417,000  478.1 463.0 402.4 1481

; S. Bureau of Census, United States Imports of Merchandist for

ion:

cmmodity by Country of Origin, Report No. FT110, Washington, D. C., 1951-63.

S. Burea

u of C
(wEshmgtm s of Census, Statistical Abstract of the United States: 1966

U. S. Government Printing Office, 1955 B7th edition.

deral Researve Bul

CFed
Govgrmm,—&, Vols. 37-49 (Washington, D. C.

9Column 10 + Column 4,

Board of
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c c d

e c
%, Xg Xg X Xp, Xy, xlé x,°
Real Real Real Velveteens Velveteens Velveteens Cotfon Cotton
Personal Disposable Per Capita Imported  Imported  Imported Products Products
Income Income Disposable Divided by Divided by Divided by Divided by Divided by
Income Cotton Textiles & Wholesale Man-Made Textiles
Billions Billions Products Apparel Price Fibers  Apparel
of of Index
Dollars  Dollars
9) (10) (11) (12) (13) (1u) (15) (16)
282.1 249.8 1612.94 96.5 109.7 75.5 103.3 105.7
293.1 255.9 1624.22 108.5 95.4 93.5 99.7 103.6
307.1 268.7 1677.45 95.4 105.6 85.4 96.6 100.9
307.3 272.2 1669.67 97.2 101.1 91.3 93.6 98.3
332.5 294.1 1772.42  110.3 91.3 101.4 9h.9 100.7
358.9 309.3 1831.23 99.7 102.7 93.0 102.7 102.4
358.6 31551 1832.15 111.2 89.7 109.5 99.5 99.8
357.8 315.7 1805.22  93.3 106.2 95.6 99:1 99.1
N\ 378.2 332.1 1867.51 97.0 N 1043 96.1 101.6 101.2
389.2 339.4 1878.42 95.2 108.1 91.8 107.1 102.9
400.6 349.7 1903.07 86.0 117.2 85.9 107.4 100.6
419.5 364.7 1953.86 89.9 11.2 89.9 108.3 101.1
433.9 377.1 1990.85 92.5 108.1 92.4 106.7 99.8
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