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SUBJECT: Draft Report of the Meeting of the Committee held at the

Palais des Nations from 30 November to 4 December 1964
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dated 9 December 1964, will be incorporated in the final version of the
report as part 2 of the second amnual review of the operation of the Long-
Term Arrangement (Item III).
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delegation and two copies, for information, to the permanent representatives
of the participating countries In Geneva.
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I. NEW PARTICIPANTS IN THE LONG-TERM ARRANGEMENT

1. The Chairman welcomed the representatives of the Republic of China,
Finland and Turkey which had become members of the Cotton Textiles Committee
since its meeting in 1963.

IX. RBEQUEST FOR ACCESSION TO THE LONG-TERM ARRANGEMENT BY THE REPUBLIC
OF KOREA

2. The Chairmen recalled that the communication which had been rececived

from the reyresentative of the Republic of Korea, expressing the desire of

his Goverrment toc accede to the Long-Term Arrangement, had been circulated

to the membevrs of the Committee in document COT/41. Referring the Committee
also to COT/M/30, which set out comprehensive data on the cotton textile
industry in Korea and information on quantitative restrictions maintained

by that country, he said that the relevant provision under which the

Committee should consider this application was Article 1l. Paragraph 2 of this
Article provided for the accession of a government, not party to the General
Agreement, on terms to be agreed between that government and the participating
countries. It was further provided that such terms would include an undertaking
by any government acceding to the Arrangement under this provision not to
introduce new import restrictions or intensify existing restrictions on

cotton textiles.

>. The representative of Korea, who was present at this meeting, assured the
Committee that the Korean Government accepted the obligations under the
Arrangement.

4, The application for accessicn by Korea was warmly welcomed by the Committee.
The Chairman said that, in accordance with the accepted procedure, the next

step would be for the Republic of Korez to submit a letter accepting the

obligations of the Long-Term Arrangement, including those stipulated in

Article 11, paragraph 2. The effective date of Korea's accession to the Arranﬁement
would be the date or. which this letter was received by the Executive Secretary .

IIT. THE SECOND ANNUAL REVIEW OF THE OPERATION OF THE LONG-TERM ARRANGEMENT

5. The Committee had before it notifications of actions taken or contemplated
under Articles2, 3 and 4 by parties to the Arrangement during the second year
of its cperation. These are contained in documents COT/3/Add.l, COT/5/Add.1,
COT/7/Add.1-6, COT/8/Add.1 and COT/19 to COT/4O. The Committee had also
before it document COT/M/27 which summarized these notifications. Also before
the Committee was document COT/43 containing arrangements relating to exports
of cotton textiles to the United Kingdom. A summary of the discussions

which took place in the Committee under this 1tem is given as Part 1, in
paragraphs 6 to 60 below. /The record of specific points raised and discussed,
which was circulated in document (_JOT/‘H/&}, as Part 2, will be reproduced after
paragraph 60 in the final report./ .

lThis was received on 10 December 1964; consequently, the accession of the
Republic of Korea became effective as of that date (sece document COT/42/Add.l).
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Part 1

Summary of the Discussions which took place in the Committee

6. The Chairman drew the attention of the Committee to the fact that it was

not just engaged in a factual review but an assessment of what was taking place

in the light of the objectives which are set out in the preamble to the Arrangement.
He expressed the hope that in their statements delegates would take into
conslderation the conclusions which were reached at the end of the first review

and . the actions taken in pursuance of those conelusioans.

7. The representative of the United Statee in his statement, which is
reproduced in full in document COT/W/35, said that, in his view, the Long-Term
Arrangement had bcen successful in the achievement of its objectives and had
confirmed the Jjudgement that multilateral action in this field was to be
preferred to unilateral action both from the standpoint of the importing and
the exporting countries.

8. With respect to the implementation of the conclusions adopted at the
first year's meeting of the Committee he stated that the United States had been
successful in applying these over the past year, and pointed out several
specific measures which had been taken, or were contemplated, in this connexion.

9. During the sccond year of the Arrangement thc United States had endeavoured,
in the case of main suppliers, to encourage bilateral arrangements under

Article 4 in lieu of existing Article 3 restraints in order to liberalize

such restraints. A few new restraint actions had also been initiated. Only
three participating countries were, at the end of the second year, restraining
exports to the United States under Article 3. Under the equ’ %y provisions of
Article 6 three restraint actions were also initiated with non-participants.
Several of the restraints were interim measures and consultations were
continuing with a view to reaching a mutually acceptable solution. -

10. Ten major Article 4 arrangements had been effected with participating
countries and three with ncon-participants; six of these had been concluded over
the past year. Under these bilateral agreements twelve suppliers were entitled
to ship, during the third year of the Long-Term Arrangement, a total of

340 million sq. yds. which implied an increase of over 25 per cent in the
categories previously restrained. The United States Covernment believed that
through these agreements it had made a very substantial effort to provide
extended export opportunities for developing countrics consistent with the
objective of the Long-Term Arrangement. In addition, consultations witih
bilateral partners were held on adjustment of existing Article 4 arrangements.
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11. The representative of the United States further pointed out that over-
shipment of restraint levels as well as the circumvention and negation of
existing restraints by trans-shipments and third-country transactions continued
to be a2 serious problem. Some exporting countries had also been reluctant to
agree to the elimination of existing restrictions no longer needed with the
objective of taking advantage of the flexibility provisions of paragraph 4

of Article 3. The United States had 2lso encountered a problem with regard

to the implementation of the equity provisions of the Long-Term Arrangement
relating to non-participants. Certain non-participating countries refused to
accept requests for restraint on the grounds that they should not be subjected
to the provisions of the Long-Term Arrangement., The United States for its

part had taken the position that it could not permit non~participants to benefit
from the restraints imposed on participating countries. He emphasized it

was important for the Committee to examine all ways in which cotton textile
trade might be restrained outside the Arrangement.

12, Although imports into the United States increased in a large number of
categories the enactment of one-price cotton legislation was an important
factor which substantially affected both the conditions of the United States
cotton textile market and tne pattern of imports in some categories thus
resulting in a slight fall in overall imports. However, the unit value of all
cotton textile imports was 7 per cent higher than a year earlier. The increase
occurred in some twenty-five categories for which reductions in raw material,
resulting from one-price cotton, were insignificant compared with the wide
differences between domestic 2nd import prices of these products. Developing
countries largely contributed to this increase and continued to account for
nearly two thirds of total imports into the United States as compared with

55 per cent three and a2 half years ago. The recovery in the United States
cotton textile industry remained modest; unemploymen®t remained substantialiy
above the national level and wages substantially below the average for all
manufacturing industries. He emphasized the contribution made by the United
States to the expansion of trade in cotton textiles from developing countries,
and stated that the policy of providing trade opportunities in the United States
market for developing countries would be continued.

13. Iater in the discussion, the representative of the United States referring
to the problem ralsed by some of the exporting countries regarding the division
of restraint levels intc a large number of categories, pointed out that this
was consistent with the objective of the Long-Term Arrangement to avoid
concentration on particular items and said that such problems could be_solved
in the context of bilateral consultations with the partners concerned.

lOther comments on specific points raised by some of the exporting countries
have been incorporated in the relevant portions of this record.
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14. The Chairman referring to the point rezised with regard to the

implementation of the equity provision relating to non-perticipamts said that

it was obviously one of the most important and delicate points that had been raised
in the general discussion. A dilemma arose out of the possible conflict

between the commitments of the parties to the Long-Term Arrangement to each other
and their commitments under the General Agreement. It was evident that the .
Lorn.g-Term Arrangement could not as such override these commitments,

particularly a~s regards countries which were not party to the Long-Term
Arrangement. If this matter was to be raised jin the CONTRACTING PARTIES very
careful gonsideration would have to be given to the whole of ths circumstances
surrounding the problem. It had been seen in the past that members of the
Committee had attached great importance to this matter and it continued to be
their view that the equity provision was a very vitel element in the whole
Arrangement.

15. The representative of Japan in his statement, which is reproduced in

full in document COT/v/?4, stated that the Long-Term Arrangement had provided

a practical solution of a2 transitional character. However, his Government
still found that the Arrangement had not been implemented in o fully
satisfactory manner. He drew the attention of the Committee to the fact that in
accepting the Arrangement the spokesman for the European Economic Community

had announced that the commitnients of 12,000 tons was likely to be exceeded

in the course of bilateral negotiations. To his knowledge, he said, no such
excess over the rigure of 12,000 tons had occurred. After referring to other
difficulties encountered in the operation of import quotas established by the
EEC, in particular to the problem of how to separate quotas for cotton textiles
from other textiles, he pointed out that ambiguity still existed as to how the
aggregate imports of 12,000 tons in 1957 undertaken by the Community would be
shared among thc member States. He also referred to several specific difficulties
which Japan had experienced with respect to the bilateral agreement concluded
with the United States and pointed out that the aggregate level of restraint had
been divided into such o large number of categories that the exporiers were

left with little room for diversifying their exports. He stated that his
country attached great importance to the question of the detailed division

into categories and requested that this be taken up by a technical group at

the major review in 1965.

16. The representative of Japan referred to the import surcharges recently
imposed by the United Xingdom =nd alsc drew the cttention of the Committee

to the fact that an important importing country had taken action to raise the
customs duty on o certain item of cectton textiles and mentioned that his
Government believed that the increase in customs duty on a wide range of cotton
textile products already carried out, or now under consideration, by some
participants was clearly a breach of Article 7 of the Arrangement. However,

his Government would continue its efforts to secure redress, for any
nullifications caused by such measures, through bilateral discussions with

the parties concerned. In conclusion he pointed out that some important countries
were reported to have made the exclusion of cotton textile products from their
exceptions list in the Kennedy Round conditional on the extension or renewal of
the Long-Term Arrangement. He emphasized that it would not bec appropriate for any
country to assume at the present time that the Arrangement would in fact be
extended or renewed and his Government took the position that it would be futile
even to discuss this question if it were not preceded by discussion on

structural adjustments.
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17. t a later stage the representative of Japan expressed the hope that the
problems he had raised weculd be reflected in concrete actiens on the part of
‘the Community and the United States. Referring tc the suggestions which had
been made that special treatment should be given to the less-developed
exporting countries he emphasized the responsibility of all importing
countries in relaxing and finally eliminating the existing import restrictions
through accelerated efforts to recrganize their domestic cctton textile
industries.

18. The Committee noted the intention of Japan tc raise the question, at the
technical level, of the detailed division into categories, during the major
review in 195,

19. The representative of Canada informed the Committee that his country
maintained no restraints under Article 2 on imports of cotion textiles and,
despite the continued threat of market disruption, a very sparing use was
made of Articles 3 and 4. It was agreed with the exporting countiries
concerned to renew restraint agreements concluded during the first rear of
the Arrangement. Increases in restraint levels were made in all cases
despite Canada's exemption from the growih provisions of Annex B. New
restraints on a few additional items were alsc reguasted during the second
year. With the exception of nne ncn-participating country, in all cases
agreements were satisfactorily reached. He drew the attenticn of the
Committee te the fact that undue delay in responding tc requests for restraints
was detrimental tc both the importing countr; and other experters which had
agreed to exercise restraint.

20. At one stage during the discussinn the representative of Canada said
that his country continued ton encounter problems arising from shipments in
excess of restraint levels and * »se connected with trans-shipments and
expressed tlhe hcpe that the exporting ccuntries concerned would cn-nperate in
minimizing such problems for Canada.

2. The representative of the United Arab Republic drew the attention of the
Committee to the continuing deterioration in terms of trade of the less-
developed countries and the consequent adverse effects on their economic
development. To meet the threat posed by this, his country had embarked on a
programme »f industrialization while ai the same time expanding agricultural
production. He stated that cotten products were considered to be one of the
mcst impertant expert cocmmodities of his country, accounting feor nearly 17 per
cent of total exports. n view of the fact that the :ate of pcpulation growth
was rather high, there had been no alternative but to adopt labour-intensive
methoeds of production of cntiton textiles resulting in some cases in higher
costs. )
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22. Referring to the limitecd scope of the domestic market he said that it
was imperative for the United Arab Republic to increase its exports of cotton
textiles and expressed the hcpe that increased access would be available to
the importing markets.

23. The representative of the United Arab Republic further pointed out that
the basic objective of the Long-Term Arrangement was to facilitate economic
expansion and promote trade in cotten textiles of the less-developed countries.
Both the Long-Term Arrangement and the General Agreement stood for the libera-
ilzation of trade and it was unfortunate that developed importing countries
were, under the protection of the Arrangement, limiting such imports by quotas
on the grouncds of market cdisruption. He saicd that bilateral agreements had
reduced the export opportunities of the less-develcped countries. These
agreements could be accepted temporarily when imposing overall liinits, but

if they entailed additional restrictive measurses ther would certainly lead to
adverse results on exports; this was particularly so in the case of countries
with a short history of international trade in textiles as they were not able
to plan their exports of every item several years ahead. He, therefore,
suggested that, as an element of flexibility, the exporting ccuntry should be
permitted to exceed, by a minimum of 30 per cent, the agreed level for any
product provided that the restraint level feor all producis was not exceeced.
In conclusion, he said that several ccuntries, in cconnexicn with the Kennedy
Round negotiations, had submitted their excepticns lists and it wculd be
unfortunate feor the less-develcped countries if cotton textiles were included.

24, The representcative of Pakistan, referring to the experience of his
country during the seccnd year of the Long-Term Arrangement, said that
exports of cotton textiles from Pakistan were subject tc gquantitative
restrictions in several couniries. While scme improvement had been reccorcea
in bilateral negetiations with the Federal Republic of Germany, the pclicy of
the United Kingdom which, in his cpinion, was inccnsistent with the General
Agreement, continued to be a source of considerable anxiety to his Government.
The supplementary quota granted to three Commonwealth countries, namely, India,
Hong Kong and Fakistan, was not encugh and the share of Pakistan, at

3.31 million sq. yds. or cne tenth of the tcotal quota, in particular, was in
complete disregard of its productive capacity. :

25. The representative of Iakistan peinted cut that the effects of the
United Kingdom's protective measures were further accentuated by the intro-
duction of the import surcharge which was likely te influence imports of
cotton textiles. He expressed the hepe that the United Kingdom weould
reconsider her policy in this respect.

25. Regarding the restraints imposed by the United States, he said that
these restraints were accepted as a measure of compromise rather than being
a satisfactory arrangement.
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27. He further reiterated that the success of the Long-Term Arrangement

was conditioned by an adherence to its main objective, which was an expansion
of trade of the less-developed countries. Misuse of the concept of market
disruption under this Arrangement was running counter to this cbgyective.

He therefore emphasized that in order to bring the operaition of the Arrangement
more in line with its spirit and objectives the definiticn of market dis-
ruption set out in Arnex C should be examined so as to reach an informal
agreement on broad guidelines which would enable the participating countries
to conduct their negotiations in the light of some objective criteria.

28. Commenting on the reference to the restraints imposed by the United
States as being a compromise rather than a satisfactory arrangement, the
representative of the United States said that it was interesting to note
that the compromise represented an increase of 25 per cent in the level
of Pakistani exports to the United States.

29. The representative of the United Kingdom, in hls statement which is
reproduced in full in document COT/W/38, pointed out that imports of cotton
cloth from low-cost producing countries into the United Kingdom in the first
half of 1964 were 25 per cent higher than in the corresponding period of
1963 due mainly to a cyclical recovery of the British cotton textiles market
and the lacreasing numbei of new suppliers.

30. At the beginning of 1954 purchases of cotton textiles from traditional
suppliers were subject to restraint arranzements. “~However, large forward
contractual commitments were found to exist with respect to some of the
low-cost suppliers not subject tec any restraint arrangements at that time.
Accordingly, from 1 May 1964 specitic licences were required for imports
from many low-cost suppliers.

31. Imports of cloth from nine countries increased from 18 million sq. yAis.
in 1963 to an annual rate of over 40 millien sq. yds. in 1964 and made-up
goods from £200,000 to £2 million. The picture thus revealed wasz disturbing
when considered with the volume of imports which the United Kingdom was
already accepting from tracditional suppliers. Thus, there had been no
alternative but to approach these nine countries and seek mutually acceptable
arrangemendts with them. In aadition, equity considerations . led the

United Xingdom to accord supplementar; quotas to the three large Commonviealth
suppliers - India,gﬂong Kong and Pakistan - to the amount of 33 million sq.yds.
betwaen the middle of 1964 and the =nd of 1965.

32. After pointing out that roughly 3C per cent of the consumption of cotton
textiles into the United Kingdom was met by imports from low-cost partici-
pating countries and that the figure was over 40 per cent if total imports
were considered, he expressed the hope that other developed countries would
bring their performance closer to that of the United Kingdom.
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33. Commenting on the reference madz by the representatives cf Japan and
Pakistan to impori surcharges recently imposed by the United Kingdom he
stated that this was a temporary measure and nct meant as a protective
device. The British Government continuecd to attach great impcrtance teo
increasing the opportunities of the developing ccuntries for expanding
their tracde. He believed that the import surcharzes when viewed in their
historical context would be seen not to have sericusly disruptel the smooth
working of the Arrangement.

%4. The representative of Jamaicsa stated that instead of a multilateral
regulation of trade in cotton textiles, a series of bilateral agreerents
had been negotiated on grounds of market disrupticn. In Jamaica's case,
all the sixty-four categories hacd been restricied. Referring tc the
bilateral agreement concluded with the United States on 1 Cectcber 1963, he
pointed out that the cemplexity of the imposition of cellings accentuated
the difficulty encountered in its operaticn. He further stated that during
the first rear of the agreement Jamaica's quotas were substantially under-
shippecd due to two main reascins. First, the initial uncertainty resulting
from the sudden impesition of restricticons and the nezotiations leading ur
to the signing of the bilateral agreement which prevented mamifacturers
from making advance commitments. Second, the shortfall of the quota by
some 2.2 million yards during the first twelve-rmonth pericd due to rroleonged
negetiaticns with the United States resarding the ceilinmgs for some five
specified categories. The same uncertainty resulting from resiricticns by
the main importing countries prevented Jamaica fror seeking alternative
markets.

35. Regardinz the adminisiration of the cperaticn of this agireement the
representative of Jamaica stated that the very existence of restrictions
limited the freedom of manufacturers in conducting their business. There
was also the difficulty of making adjustments in the allocation of quctas
between individual manufacturers. Cwingo to the fact that the market for
most of these products was seascnal and that the manufacturers in some
cases had forward comaitments for raw materials, the ability of the Govern-
ment te make timely adjusiments in quota allccaticns was severely 1 .- ed.
Also the specialization of different manufacturers in different items made
the shift in production difficult.

35. 1In conclusion he appealed to the United States o avail itself of the
opportunity affordecd by *ne Kemedy Round to provide for a "new deal" fer
the export of cotton textiles frem develeping countries.

7. Commenting on some of the points raised, the representative of the
United States said that his Gevernment endeavoured tc¢ make adgustments in

the bilateral arrangement concluded with Jamaica on major points brought

to 1ts attention by tre Jamaican Government. He pointed out that Jamaica had
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a rather unique situation regarding cotton textiles as all of the producers
for export to the United States were American companies. However, this did
not mean Jamaica woulcd get any more favourable treatment nor, conversely,

éid it mean that the United States Government had insisted on more rigorous
terms. The United States seemed to be the only real market for Jamaican
apparel export industri:s. It would ve quite consistent with the objgectives
of the Long-Term Arrangement if other markets could be found for Jamaican
procducts with a view to spreading the impact of trade among the industrialized
countries. DBesldes, Jamaica had two separate and distinct textile industries;
the domestic market being servad by one indusiry and the export market by
another. By Government resulations neither cculd supply the other's market.
The export industry experienced difficulties buithe Government of Jamaica
1ad not decided tc permit its goods to enter the domestic market even thoush
the Jamaican customer could certainly benefit by lower-price goods produced
for the =2xporting industry.

38. In response the representative of Jamaica recalled that the American
investcrs in his country were reluctant tc seekx other markets in view of the
fact that it would cost them qulte 2 lot of money to find markets elsewhere
and also because of the uncertainty I- all the major importing markets. He
further stated that the impact of rescrictions was a severe setback to
employmenrt and some of the rural areas were very hard hit. With respect to
the situation of ithe textile industry in Jamaica, he further pointed out
that the dcmestic market was ver, small ané local industry, which consisted
usually of a small number of workers, was uneconomical.. It was therefore
imperative for the export industry, employing more workers, to seek blgger
markels elisewhere

3G. The spokesman for the European Econcmic Community, in a statement which
is reproduced in full in documont COT/W/B%, reviewed trends in the Community's
trade, consumption and measures takan by the Community for the implementation
of the various provisions of the Long-Tarm Arrangement. '

40. Imports of cotton textlles and garments of 1l fibres, except wool,
into the Community from third countries incraased by more than 60 per cent,
raisinz the share of imperts in relation to total consumption from 5.2 per
cent tc 3.2 per cent. The share of devsloping exporting countries in tne
total Community imports rcse from &3 per cent to 67 per cent for yarn, from
20 per cent to 26 per ceat for grev fabrics and from 32 per cent to 46 per
cent for garments. Shipments from Japan rose by 46 per cent for finished
fabrics and 34 per cent for garments; the United States almost doubled the
volume of its exports of finished fabrics to tne Community. On the other
nand, the Community's exports showed a substantial <rop with an overall
decline of 10 per cent. ’

41, Available statistical datz for 1924 showed that expansion of exports to
the Community in 1963 had continucd in 19%%:. Despite an increase in apparent
consumption of about 3 per cent the output of yarn and fabrics continued to
decline in 1903 as comparsé with tae preceding year.
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42. Although there had been a substantial increase in imports during the
second year of the Arrangement, only the Federal Republic of Germany entered
into an agreement under Article %; this was with Hong Kong to restrain
exports of cotton nightwear. The Belgium Government held consultations with
the Government of the United Arab Republic with a view to reaching an agree-
ment on cotton yarn in accordance with Article 4.

4. M ember States of the Community had observed the obligations deriving
from the _rovisions of Article 2. The quota increases granted in 1963 and
1964 were still larger in relation to the rate which the Community undertook
to observe than the figures indicated, if account was taken of liberalization
measures applied since the coming into fcrce of the Arrangement. In addition,
quotas would be opened for all new participating ccuntries which so requested.

44 . The spokesman for the Community concluded by emphasizing that the
implementation of the Long-Term Arrangement by the EEC had resulted in a
very substantial Increase for the exporting countries, not only of their
export possibilities, but also of their actual shipments to the Community
market.

45, The representative of Austria stated that the obligation which had been
accepted by his Government under Article 2 of the Arrangement had been met
regardless of the unfavourable development in Austria's domestic cotton
industry and foreign trade in cotton textiles which continued during the
second year of the Arrangement. During that year imports of cotton yarn
incrrased by 30 per cent whereas domestic consumpticn dropped by 11 per cent.
The ratio of imports of cotten yarn to domestic ccnsumption rose by 19 per
cent, whereas imports of cctton fabrics represented 32 per cent of consumpuvion.
The domestic market, therefore, was being saturated, and the selling of cotton
textiles both of domestic and foreign production was becoming increasingly
difficult. However, access to the Austrian market for coiton textiles from
developing countries and Japan would continue to be expanded in acceordance
with the considerable growth factor provided for Austria in Annex A.

45. The representative of India said in a statement, which is reproduced in
full in COT/W/}B, that agreed conclusions should be reached tc ensure a more
meaningful operation of the Long-Term Arrangement in the next three years.
While conceding that the importing couniry applying Article 3 to India's
exports had not ignored the conclusions reached last ear, he stated that the
preambular provisions of the Arrangement had not received adequate recognition
and emphasized that the developing countries should be accorded special treat-
ment. Countries imposing qucta restrictions had a specific obligation to
provide enlarged market opportunities for the less-developed countries.
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47. He suggested, therefore, that as a measure of assistance to the export
promotion efforts in respect of categories not sco far restrained under
Article 3 an understanding should be reached whereby exporting countries
would be guaranteed a large measure of immunity from the application of
Article D during the remainder of the operation of the Long-Term Arrangement.
Such an understanding could be conditioned by an undertaking on the part of
the exporting countries to keep a close watch on the trend of exports of these
categories with a view to avoiding sudden and sharp increases. Exports from
India were concentrated in a few categories and flexibkility by acceptance

of the principle of an overall guota would be of mutual interest. If this
was not possible restraint levels shruld be cn the basis of groups of
categories.

48. As regards quotas he said that an important cause of the difficulties
experienced by his country in utilizing tne quota fixed by the Eurcpean
Economic Community was the procedure followed for the issuing of import
licences in the Community and emphasized that, following the procedure
accepted by the United States and the United Kingdom, the EEC countries
should agree to the quota system being operated by India; this would
facilitate the utilization of ailcocated quantities. 4 measure of tariff
relief in the Community would alsc be cf valuable assistance to India.
Referring to textile products manufactured cut of handlecem fabrics in the
cctton industry, he underlined the importance of treating thess on a par with
handloom fabrics.

49. The representative of Norway stated that his Government had liberalized
practically all imports of cotton textiles. However, under Article 2 of the
Arrangement there were restrictions cn certain items of cotten textiles from
Japan and in accordance with Article 4 an agreement with Hong Kong had been

reached. During the second year of the Arrangement the restraint on imports
from Japan had been relaxed and the restraint level on expcrts from Hong Kong
had besen increased. Imports of cotton textiles from the develeping countries
represented at present about 2C per cent of the total consumption in Norway.

50. He emphasized the responsibility of all importing countries to expand
access for coiton textile products to their markets and pointad out that if
no such growing opporiunities were provided, it might lead to the rapid
increase in imper*s to a small country such as Nerway and thus threaten it
with market disruption in some sectcrs of the cotton textiles indusiry. He
also stressed the need for co-operation from exporting countries with a view
to. achleving 2 balanced developrient of worid trade in cotton textlles.

51. The representative of Sweden sald that his country had continued its
liberal import policies:; imports of cotton textiles, with the exception of
some imports from ons country, were wholly liberalized. The volume of importis
from 1962 to 1953 increased by 13 per cent and the corresponding increase
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from developing countrics was 19 per cent. The trend towards increcascd imports
had continucd through 1964, Production in Sweden ~f cotton yarn and fabrics in
1964 had centinued its downward trend. F-r scvecral ycars modcrnizations had
taken place in the Swedish cotton textiles industry resulting in 2 substantial
rcduction of machinery and the industry had graduclly adjusted its production to
the market situation.

52. The representative of Australia informed the Committec that his country had
no import restrictions or gquotas in force as at 1 Qctober 1964, This represented
no change from the position existing in the previous ycar and no changes were
cenvisaged.

53. Referring to document CUT/W/28 which indicated an increasc in imports into
Australia, he pointed -ut that 80 per cent of that incrcase came from participants
of which 70 per cent come from the less-develeped participating ccuntries and Jepoen.
Accordingly, his country was making o contribirtion to the objectives of the
Long-Term .rrangement.

54, The reprecsentative of Mcxico underlined the importance his country placed on
the prcamble t2 the Arrangement and pointed out that duc acc~unt should be taken
of thc repercussicns which the limitcation on cexports of cotton textiles might have
on the zsconomic develspment ¢f the less-developed countries, particularly those
possessing raw matcrials, Thesce countrics should be provided with large
opportunities for increasing their cxports into the world market. /s the imposi-
tion cf the restraints under the /irrangement was dependent on the questicn of
market disruption the imperting country should establish thot prejudice to their
domestlc markets existed; disruption was oftcn mentioned in the case of Mexico
though Mexican cxports represcnted less than 1 per cent of the totel world trade
in cotton textilces,

55. He pointed out that the hasc periad for the detcermining »f restraint icvel
should not bc¢ confinced to thce twelve months of the last fiftecn wmonths os this
criterion did not trucly rcflcet the potentizl for cxports of the exporting
country in its historical pcrspective. He 2ls0 expressced concern at the
operation of /inncx B relating to the znnual incrcase in the restraint levels. He
stated that a percentage increasce of & per cent was inadequete, and that it should
be made lhigher in order to cnable developing countries to benefit from the
objecective of thic firrangement.

56. Later in thce discussion the rcpresentative of Mexiceo emphasized that the
dcefinition of market disruption sc¢t out in Annex C and the procedure to e followed
to determine its coxistence should be examined and an agrecment reached on broad
guidclines which would c¢nable participating governments to conduct negotiations in
the light of some objective criteria.
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57. The representative of Colombia stated that his country believed that
the Arrangement aimed at increasing the exports of textile products with the
consequent broadening of the possibilities of earning mcre foreign exchange,
which was so necessary for the harmonious development of less-developed
countries. Despite the fact that the first two ears of the Arrangement had
not been satisfactory for his country, he still put his trust in what was
intended to be the spirit of the Arrangement.

58. He pointed out that, where action was contemplated by an importing
country for reascns of market disruption under Article 3, it was necessary to
take into account the disrupzive effrets whiech the introductien of restraint.
levels might cause to the industrial programmes established in the exporting
countrles, which were operating within the spirit of the Arrangement. He
emphasized concern at the sudden increase of tariffs which also limited the
possibility of expansion in trade, and urged that competition in cotton
textiles in the world market should not be hindered by prejudicial
restrictions which were contrary to the very aims of the Arrangement.

59. The representative of Portugal said that the basic problem nf the
Arrangementc was to be found in the application of the concept of market
disruption. He considered it fundamental that a procedure should be
established to fix the conditions which gave rirce to market disruption and to
determine its existence. He, therefore, suggested that. studies should be
carried nut by a competent group of the parties concerned and if a satisfactory
solution could te found the cperation of the Arrangement would be more in line
with its spirit and objectives.

50. A number of specific points which emerged in the course of the general
discussion on the adminisiration and implementation of the Arrangement during
its second year, and various suggestions put forward in this respect, were
considered by the Committe=., These are brougnt tozether and set out in

Part 2 below.

Part 2

the contents of COT/W/4% will be inserted here in the final versicn
nf the report/
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IV. PROBLEMS CONCERNING THE STRUCTURE AND FUTURE DEVELCPMENT CF TRADE IN
COTTON TEXTILES

61. The Committee had before It an analysis by the secretariat of recent
developments in production of and trade in cottor textiles {deccument COT/W/28)
and a preliminary survey on producticn and productive capacity in the world
cotton textiles industry, including some estimates of future developments in
certain markets (document CUTAI/Z9Q and addendws 1)~ . Llso before the Cemmittee
was document COT/M/32 which contains information transmitted by Japan con-
cerning its structural adjustments. Similar infermaticn transmitted by the
United Kingdom and the United States during the meeting was circulated te the
members of the Committee in documents COTAY/37 and CCT/¥/4C respectively.

2. In the course »f discussion, representatives of several countries, in
particular the exprorting ccuntr.es, underlined the great impcrtance which they
attached to the subject of structural adjustment and recalled that, in their
opinicn, the primary purpese of the Long Term Arrangement was to assist the
process of re-adjustiment required by the emergence of new scurces of cuprly.
This was an absolutely necessary counterpart te the resirictive aspects of the
Arrangement a.:d chould receive muach mmore emphasis than it had in the past.

G5. The representative of Japan pointed cut that his Government had embarked
upon a scheme for promoting structural recrganication in the cctten industry

by putting intc effect the new textile industry equipment law on 1 Cctcber 1364
with the aim of scrapping surpius capacity and shifting tc higher quality gocds.
He believed that the success of this would alsc depend < what otier industria-
lized countries were doing in this rield. He was convinced that structural
reorganization could best be achieved by expcsing the demestic industries to
werld competition through the liberalization of imports. In the view of his
Government the Lcng-Term Arrangeme:nt was designed to give to the cotten textile
industries in importing countries a {ive years breathing space, which shculd be
used to reorganize these industiries as well as to liberalize imperts. In the
absence of such efforts the Jaranese Government feared that the Arrangement
might be pernetuated contrary te the original intentien.

64. The representative of India emphacsized ihe great impertance his Government
attached to the problem of structural adjustment. He exnressed the wish that
firm indications on investments, impert pclicy, ete., should be available from
developed importing countries so that the less-developed couniries cculd form a
correct judgement of the situation. Ii1 wculd be unfortunate if the positicn
arose where it could be said that under the umbrella of the Long-Ter.. Arrangement
developed importing countries had brcught abcut the restraint of imperts and
used the breathing space f five vears tc enhance substantially domesti
1)

c
duction and their competitive position. Referring to the secretariat's parer

Fer a discussion oin the technical aspects of this survey see under item V
bhelow,.
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on recent developments in production of and trade in cctton textiles

(document COTAV/28) where it was stated that the less-developed countries

had, during the period 1959-03, increased their exgorts of cotton textiles

by 18 per cent, he pointed out that India had not shared in this growth

since his country's exports of cectton fabrics had fallen by about 40 per cent
tween 1959 and 1962 and these only increased marginally during 1963.

€5. The represcntative of Canada drew the attention of the Comittee to the
fact that during the 19%C% the Canadian cotten textile industry experienced a
substantial contraction 2nd a structural adjustment of cansiderable
importance, in large part due to the pressure of very high imports.
Since =zbout 19€0 the =siiuation had becn more stable, He men-

tioned that in the United States, as a result in part of various measures
taken by the Government, there had been a significant expansion of textile
mill capacity and tiils increase in cacvaci.y, combined with a return te one-
price cctton, cculd resuit in a substantial growih in tne competitive pressure
of United States preductcs in the Canadian mariet. Canada was mairtaining its
traditional pesiticn as a reslatively open market, but the Canadian market did
not have the caracity tec abscerd continualily increasing juantities from both
established and new producers. There shuuld be a rencwed effert by those
countries whose markets still remained reiatively restricted to carry their
share of the burden of adjustrent.

€6. The representative of the Uniied States pointed cut that the ceatre of
gravity of the export trade in cotiton textiles had shifted increasingly during
recent years frcm the industrialized i the developing parts of the world.

The productive capacitv and the levels of operation of the cotton textiles
industry in the develering countries had continued to expand. This raised

the question wnether considerable adjustments werc not alreacy very muci on

the way at t>= present time. In the United States there was stagnation in

the industry as far as output was concerned, despite an investment of 800 million
dolliars 2uring 1ild, . Trne nige rate of investment in tne corton tex-

tile industry in the United 3tates was for the purpese of rerovation and
modernization and nct for the purnose of entering intc new lines of production
or any major extended increased output »f existing lines. He could not

accept, <f course, that the concept of ctructurel adjustment was to be inter-
preted to mean that the United Jtates textile inwviastry and those industries

of other indust-ialized countries ciould xc cut »f business to make room for

the textile industries of the less-developed countries. The welfare ~f some
two million gseorle directly 2ngaged in the textile industry in the United

States would always be of great cHoncorn Lo his Jovernment. The representative
of the United States further referred to the sutservation made by the secretariat
in document C7T/W/2¢ that the cct-on textile industry had become a capital-
intensive industry. He remind:d the Committce that when these problems were
first discussed in 1901 everyone regarded the cottmn textile Indusiry as being
labour-intensive arid he wordered if *his change had created any oroblems for the

less-develored -:cuntries.

.
3

o
C
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67. The spokesman for the European Economic Community explained tnat the
process of adaptation and structural adjustment in the cotton textile

industry in the Commnity had been taking place for some years ard was still
under way . Since the entry into force of the Long-Term Arrangement these
measures had been accentuated; between 1953 and 1963 the number of spindles
had fallen from 23.6 million to 1€.9 million, a reduction of 25 per cent,
looms from 521,000 to 27,000, a reduction of about 40 per cent and labour
from 640,000 to 500,0C0. He stated that the means and measures to promote
the efforts cof adaptation varied from one member State of the Cormunity to
ancther. In some countries there was individual action, in others there was
a collective initiative of the whole industry, scmetimes supported by the
governrent concerned, 'The countries of the ZEC were faithful to the idea of
free enterprise and governmental action in this field could not be considered
as an obligation. Pecple in the industry were fully aware of the evolution
in the textile markets and had to take the necessary measurcs of adartation
which were deemed essential. However, this required a certain amount of time
and it was often difficult to provide the necessary capital for modernizations.
He also pcinted cut that the replaccment <f ola machinery by new equipment did
not aim at increasing the existing capacity cof producticn but was intended to
improve the productivity of the industry and stated that without prejudging the
evolution in the years to come tliis nrocess in all probablility would continue.

68. The reprcsentative of Sweden alsc pointed to the fact that for several
vears a modernizatinn process had been taking place in the Swedish cotton
textile industry, which had resulted in a substantial reduction in installed
machinery, and thus the industry had gradually adjusted its production to
the prevailing market situation.

©9. The representative of the United Kingdom mentioned that the reorganization
of the British cotton textile indusiry had ccntinued. There had been a fur-
ther contraction in the number of spindles and lcoms in place and in the labour
force, even in 1904, despite the cyclical improvement in merket conditions.

7C. The representative of Austria said that significant adjustrent in ths cotton
textile industry had occurred in the industrial countries, particularly in
Europe, cver the last twenty vears. The industry in these countries had, on
the one hand, continued to supply export markets in third countries while, on
the othe:r hand, they had to face severce difficulties in the home markets caused
by imports from those countries. In 1¢51, 18.5 per cent of the quantity of
cotton fabrics produced in Western Europe was exported to non-European markets
while in 19062 such exports amounted to only 9.5 per cent. Imports of yarn and
fabrics from non-European countries rose frem 1.5 ver cent of European pro-
duction in 1952 to 8.5 per cent in 1962. The changes which had cccurred in
the pattern of trade in cotton textiles had brought about structural adjustment
in production, resulting in o great decrease in the number of spindles and lcoms
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installed in the European cotton industry. This contraction continued in
most ¢f the OECD countries and in Austria, for instance, the number of
spindles declined by & per cent and the number of looms by 12 per cent be-
tween 1958 and 1963. The adjustments which had occurred in the Austrian
cotton industry were the result of measures taken by the industry itself ond
the Austrian Gevernment had talken nc direct or indirect acti n to increase
the competitiveness of the domestic cotten industry. In the absence of the
necessary legislation the Austrian Government was not authorized to take any
steps or measures which could influence the production of the domestic cotton
industry. '

Tl. The represe-tative of Iicrway referred to the survey on productive capa-
city which he regarded as being »f great importance and interest. As the
survey .learly shcwed, the liorwegiain industyy had gone through a period of
readaptation and adjustment and increased substantially its productivity.

It could now be regarded 2s zeompetitive under normal market conditions.

72. The representative of Pakistan, in a statement which 1s fully reproduced
in document COT/NW/ 2. asked whether governments cf developred ccuntries, by pro-
viding sheltered sonditicns, were not encouraging investment i an industry
which develoring ccuntries, given their resocurces, could operate efficiently
and thereby discouraging the conswaption of wanufactures of developing
countries. There was little evidence before the Committee to indicate that
the problems of the developing countries had any bearing on domestic poiicies
of the developed ccuntries. He amphasized that between "getting out of
business" altogether and using protective inssrumenté such as quotas there was
considerable ioom for constructive aciion. If the cbservation made in the
secretariat ‘s paper was correct, that the industry is incrcasingly becoming
capital rather than labsur intensive, then the developed countries would no
longer be able to make the refzarence to competiticn Irem the so-cailed "low-wage"
industries of the developing countries Lo nrotect thel capital intensive
industries. Referring to dozument CUTM/253. he stated that. in his opinion,
the rlse in cxporus recorded for rakistan during 1967 merely underlined the
extent to which exports had fallen in 1361 and 1062.

73. The represcentative of the Jnited ringdom for Fong Kong feit that,

although needed, statistical and other analysis, or ~ound tapble discussions were
in therselves unlikely to cause structural changes in the cctton textile
industry. Sucn structural changes depended tc a larze extent on decisions
taken in the private sectors, and the influence of governments usually lay.
largely in the fieid of political decisions. In his opinion, an important

step would be an early promuigation of whatever new pattern of international
trade obligatiocns “‘he participating countries wished to see brought about. it,
for instance. industries now enjoying 2 high degree of protection were not to
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continue in this position then surely one of the first things for the
government to do would be to tell them so and give them as much notice as
possible. He felt that the Committee's task fell into two parts; the
first, or negative task, being to bring the international trade position into
some semblance of crder by restraint actions, etc., and the second being to
give effect to the long-term and positive aims of the Long-Term Arrangement.
He regarded the first task as more cor less completed and wondered whether the
forthcoming ma jor review could not be looked upon as the beginning of the
second phase and result in the provision of growing opportunities for exports
of cotton textiles. In view of this he wondered whether it would rot be
desirable for the major review to be held in the middle of 19%5.

74. Commenting on the last point mentioned by the representative of Hong
Kong, the Chairman stated that it was somewhat premature at this stage to
decide when in 1965 the major review could be held, especially in the light
of the considerable preparatory woris which would be needed. He said that he
would keep in touch with the participating ccuntries on this subject.
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V.  REVIEWING THE TECHNICAL ASPECTS OF THE MATERIAL ON TRENDS IN CAPACITY
AND PRCDUCTION AND SUGGESTIONS FOR FURTHER STUDIES

T7T5. The Committee discussed the technical aspects of the preliminary statistical
survey on production and productive capacity {COT/W/29 and Addendum 1), conducted
with the generous co-operation of the International Federatio:.. of Cotton and
Allied Textiles Industries (IFCATI). This survey could be considered as the first
step in the implementation of the decisions made by the Committee last year that
the secretariat should try to secure material on present and future trends in
consumption, prcductive capacity. etec.

Th. The Committee considered the material most useful and the survey, though
preliminary, clearly showed the great changes which had take:n place in the world
cotton textile industry. However, in view of the fact that. tliie problem of
structural changes would be one of the most important subjects to be discussed at
the major review in 1965, it was felt that the material should be further
serutinized and supplemented. It was therefore agreed that additional extensive
studies should be undertaken by the secretariat regarding the present position,
the plans for development of the cotton textile industry in both developed and
less-developed countries, with specific reference to investments, changes in the
pattern of production and, to the extent possible, projections for the future;
it being understood that it might be difficult to make meaningful projection. on
consumption of' cccton textiles. Data on exports should be examined so as to
bring out the underlying trends and the effect of the Long-Term Arrangement on
the exports of participating countries should te fully analyzed.

T7. The Committee further agrzed that major producing countries, bcth developed
and less-developed, should nominate experts to meet from time to time with the
secretariat, in their capacity as experts and not as representatives of their
governments, in crder to help and advise the secretariat in assessing the material
collected. as well as in the undertaking of further situdies deemed useful. IFCATI
should be invited to revise and supplement the material they hed so far submitted
on a preliminary basis. Full account should be taken of the material included in
tnie OECD study on the cotton textile industry soon to be published, although it
was recognized that this material only covered couniries in Western Europe and
North America and contained very little information about future developments.

In addition, the seccretariat should continue to take advantage of the work being
undertaken by some other organizations and, if necessary, visit some of the
importing and exporting countries in order to secure adequate information.
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VI. REPORTING AND NOTIFICATION PROCEDURES UNDER ARTICLES 2, 3 AND 4

78. The Committee reviewed, from the procedural point of view, the notifications
received in accordance with Articles 2, 3 and 4 and recalled what was contained
in the conclusions adopted at the first review in 1963, particularly the need for
an early disclosure of all relevant information concerning actions taken or
contemplated under these Articles.

T79. With regard to thec notification procedure under Article > the renresentative
of the United Kingdom for Hong Kong suggested the rollowing points for considera-
tion by the Committee: (i) an importing country requesting restraint under
Article 3 is under an obligation to communicate to the Committec a detciled factual
statement of the reasons and Jjustifications for the request; it might be found
convenient to put such a statement in a separate annex or appendix attached to the
note or other instrument in which the request was embodied; (ii) if upon receipt
of such a request the exporting country concerned wishes to query the validity of
the argument or the accuracy of the substance of the detailed factual statement,
it should be entitled to commnicate the terms of such counter argument to the
Committee; and (iii) when an agreement is reached its substance should be
communicated to the Committee in terms mutually agreed upon between the importing
and exporting countries concerncd.

80. The Committee endorsed these suggestions cn the assumption that the procedure
agreed upon last year would still remain in effect and on the presumption that

the second point was not intended to modify the provisions of Article 3 whereby
the Judgement as regards the domestic market conditions rested with the importing
country concerned.

81. The representative of the United Statcs pointed cut that some importing
countries continued to control imports of cotton textiles by different means which
were cutside the provisions of the Arrangement and emphasized that the Committee
ought to be informed of restraints of all kinds which were in effect with regard
to trade in cotton textiles. The general view in the Committee was that such
information should be collected under Article 8(a) of the Arrangement, although

it was understood that, in order to avoid duplication of work, full use would be
made of the notifications submittced under the various requirements and procedurcs
of the GATT.
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VIT. COLLECTION AND CIRCULATICON OF STATISTICS

82. The Committee tcok note of the progress which had been made in the implemen-
tation of the statistical programme during the past year. Questionnaires had been

4sent out by the sccretariat each quarter and the material received had been
regularly circulated to the Committee in a standard form, In the case of several
countries the material was still incomplete and had been received. with a consider-
able time lag. Some countries did not adhere exactly to the definitions of the
commodity groups for which data werc requested and factors for the conversion of
quantities into weight werc not always given. Many important countries still did
not submit data on cotton clothing but only on clothing made of all fibres. These
deficiencies to some extent hampered intermaiional comparisons.

83. The spokesman fcr the European Economic Community said that the Comrmunity
would be able by 1965 to report cotton clothing separately. The represetative
of Canada felt it would be desirable if information on re-exports could be made
available. In this connexion, attention was drawn tc the fact that the regular
questionnaire requested information on re-exporis, when of any significance, but
it was mentioned that many countrics probably had difficulties in submitting such
data.

84. The Committee reaffirmed thc importance it attached to the statistical
programme as a means of understanding the developments in cotton textiles and
urged the participating countries to continue their efforts to correct deficiencies
in their statistical reporting. The need for participating countries to submit
data *n strict conformity with the questionnaires was especially emphasized. The
three countries which had not yet submitted any statistics were requested by the
Committee tc do so. In view of the fact that the staltistical information collected
was of considerable general interest and not published elsewherc, it was agreed
that the stivistical documents (COT/STAT/- series) should be regarded as documents
whic:.. were not restricted in character and wiaich could be distributed to all those
who were interested.



