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FOREWQRD 

The inquiry into textile tariffs posed an exceptional challenge for the Canadian 
International Trade Tribunal in its first year of existence. We were pleased to take on this 
important and complex task. 

The Minister of Finance asked us for advice on the Government’s plan to reduce 
Canada’s textile tariffs to levels more in Une with those of other industrialized countries. 

We have concluded that lower textile tariffs will benefit the clothing industry, other 
industrial users of textiles and consumers. The textiie industry will face yet another 
adjustment challenge. We think, nonetheless, that finns in the industry wili react to a 
gradua1 reduction in their tariff protection, as they have to other pressures, by becoming 
still more competitive and outward looking. 

Our recommendations refiect the goal of easing the textile industry’s adjustment to 
lower tariffs, while ensuring that thedesired benefits of the Government’s plan arereaiized. 
They aiso reflect Our belief that a simpler textile tariff structure, more in tune with Canada’s 
present circumstances, would best serve producers and consumers of textiles. 

We want to thank the firms and industry associations that worked with us on the 
inquiry. Almost 500 firms in the textile, clothing and other downstream industries filled 
out questionnaires and provided us with their financial statements. In six weeks of public 
hearings, we heard testimony from over 80 finns. Industry associations such as the 
Canadian Textiles Institute and the Canadian Apparel Manufacturers Institute provided 
us with important submissions, as did many individual fim. 

Members of these industries, working with us, gave US a feel for Our subject that no 
amount of research and analysis could have matched. They also held up a mirror to 
themselves. We hope that what they have learned with us about their activities and 
competitive prospects will assist them in tackling the challenges they face in the 1990s. 

Our staff have worked hard and well on behaif of both the Tribunal and interested 
parties. We would like to thank them for the long hours they devoted to this inquiry during 
the past year. 

Chalrman : John C. Coleman 

l A 
Vlce-Chalrman: Kathleen E. Macmillan g&yf& ~ C & , U , \  \ &A-, 

Member: 

Member: 

Member: 

Sidney A. Fraleigh 

W. ROY Hines 
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1. Scope 

These recommendations apply to the portions of the textile industry which 
produce fibres, yarns, fabrics and certain specialty products, and which generally 
serve as inputs in the manufacture of other products. Employment in this narrowly 
defined portion of the industry is approximately 33,000, compared to 61,000 in the 
entire industry as defined by Statistics Canada. 

2. Tariff Rates and Structure 

Canada's MFN textile tariffs should be reduced gradually to the following 
maximum levels: 

fibres 5 percent 

yarns 10 percent 

fabrics, woven and knitted 16 percent 

Current tariff rates for al1 specialty textiles should be reduced by 
one-third. 

Any specific duties on textile products should be converted to their 
ad valorem equivalents and those rates should then be reduced, as 
required, to be consistent with the proposed rate structure. 

Al1 tariffs on fibres, yarns and fabrics whose rates are currently below the 
recommended maximum levels should not be changed. 

3. Pace of lmplementation 

The target rates for each tariff item should be achieved by annual reductions of 
one percentage point. This will result in implementation schedules of up  to four 
years for most fibres, up to three years for most yarns and up to nine years for most 
fabrics, including specialty textiles. 

4. Start of Impiementatfon 

(a) The reductions in textile tariff rates should be delayed until1991 to ailow 
the Government to get full credit for them in the current round of GATT 
negotiations scheduled for completion at the end of 1990. 

If the completion of the negotiations is significantly delayed, the Govern- 
ment should still consider implementing these textile tariff reductions in 
1991, but not "binding" them in the GATT until it has received adequate 
credit for them in the negotiations. 

(b) 
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5. Exceptions 

The tariff structure should apply without exception to al1 products produced 
by the textile industry as defined for the purposes of this inquiry. However, the 
simpler structure will leave untouched those items whose tariffs are already below 
the proposed maximum rates for fibres, yarnç and fabrics. This amounts to some 
117 of the total of 568 tariff items included in Our definition of the textile industry. 

6. Proposals for Tariff Elimlnation or Accelerated Reductions 

In the course of its inquiry, the Tribunal received many representations for 
MFN tariff elimination or accelerated F ï A  tariff reductions on specific products. A 
list of these representations is contained in Volume 2 of this report. We recommend 
that the Government take early action on those representations which are noted as 
havingreceived support from al1 interestedparties and that it review the otheritems 
as soon as possible. 
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EXECUTIVE SUMMARY 

1. Introduction 

(a) The lnquiry 

In a letter dated February 6,1989,‘ the Minister of Finance asked the Canadian 
International Trade Tribunal to give advice to the Government on how to reduce 
textile tariffs to levels which would be more inline with those of other industrialized 
countries. 

The Tribunal undertook an ambitious year-long program of plant visits, public 
hearings and analysis involving the efforts of hundreds of industry participants and 
many representatives of industry associations, researchers and counsel. Tribunal 
members visited over 40 firms from Vancouver, British Columbia, to Bridgetown, 
Nova Scotia, in order to appreciate, first-hand, the production and distribution 
processes in the textile, clothing and other downstream industries. Almost 
500 f i m  filled out questionnaires and submitted financial sta tements, providing a 
picture of these industries never before available. Hundreds of pages of research 
were generated by the Tribunal research staff and independent experts. 

At three public hearings, lasting six weeks in all, more than 80 firms gave 
testimony. These hearings gave interested parties an opportunity to tell their story 
and to question one another on their different points of view. They gave Tribunal 
members a chance to ask questions, to makesure the facts compiled by Our research 
staff were accurate and to get reactions to iilustrative tariff reduction options before 
making final recommendations. 

(b} Terms of Reference of the lnquiry 

The main issue before us was not whether the Government’s plan to reduce 
Canada’s textile tariffs should go ahead, but how it should be implemented. 

The terms of reference were controversial. Many in the textile industry 
considered that the whole project was misconceived. They argued that Canada 
should not unilaterally reduce its textile tariffs at a time when the industry was 
struggling to adjust to the Canada-United States Free Trade Agreement (FïA) and 
when textile tariffs and the future of the Multi-fibre Arrangement (MFA) werebeing 
discussed in the GATT Multilateral Trade Negotiations in Geneva. Since Canada’s 
tariffs on all products were generally higher than those of other industrialized 
countries, why were textiles being singled out? 

Textile industry representatives further argued that differences in nominal 
tariffs were less relevant than differences in the overall level of border protection. 
They suggested that Canada’s overall protection of the textile industry was not 
excessive. They pointed to the shrinking of bilateral tariffs under the R A ,  the 
concessionary items which make Canada’s textile tariffs, measured on a 
duty-collected basis, lower than most-favoured-nation (MFN) rates, and, compared 
to the United States, Canada’s less extensive system of MFA-sanctioned voluntary 
export restraints (VERS) on textile imports from “low-cost“ sources. 

1. The text of the letter is appended to the report in Annex A. 
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The textile industry argued that investment and production would shift to the 
United States if Canada allowed its overall level of border protection to fa11 below 
that of the United States. It doubted that clothing and other downstream 
manufacturers would pass on to consumers any cost savings from tariff reductions. 
In its view, the proposed tariff reductions would cause more harm to the textile 
industry than benefits to its customers. 

The clothing and other downstream industries generally supported the terms 
of reference, although some viewed them as too little and too late. The clothing 
industry argued that thereshould be immediateand substantialreductions in textile 
tariffs. Tariffs should be removed on textile products not made in Canada. It 
recalled its disappointment with FTA provisions limiting duty-free access to the 
US market for garments made from third-country fabrics. Expectations of making 
large inroads into the US market on the basis of distinctive fabrics and fashions had 
been frustrated. Textile tariff reductions and elimination were necessary to help 
them remain competitive in the Canadian market. 

The clothing industry, other downstream industries and retailers al1 agreed 
with the assumption in the terms of reference that textile tariff reductions would 
result in lower prices for consumers, given the competitive markets in which they 
operate. 

2. Overview of the Textile and Downstream Industries 
(Chapters II and III of the Report) 

The Minister's letter asked US to consider how tariff reductions would affect 
the textile and textile-using industries. We first had to define the industries and 
understand the connections among theni, their competitive situation and major 
economic characteristics and challenges. 

We decided to dcfine the textile industry narrowly to include only the fibre, 
yarn and fabric components of the broader industry and a number of specialty 
textiles, such as felts and non-woven products. Our tariff recommendations would 
not apply, therefore, to products such as carpets, canvas, bed linen and other 
products considered by the Canadian Textiles Institute (CTI), Statistics Canada and 
others to fonn part of the textile industry. Producers of these goods would benefit 
from tariff reductions on fibres, yams and fabrics. In 1988, roughly 33,000 people 
were employed in the textile industry as we have defined it. This compares to 
employment of 61,000 for the primary textile and textile product industries as 
defined by Statistics Canada. 

Tuming to textiles, we see an industry that has been performing well. It has 
adapted quite successfully to a series of trade, technological and market pressures. 
The industry has rationalized and restructured, concentra ting on a more specialized 
product range, with a greater focus on textiles for industrial uses and export 
markets. The interdependence between the textile and clothing industries, 
although lessened, is still very strong. 

The capital intensity of the textile industry is substantially higher than that of 
the clothing industry. In the past decade or so, the industry has invested heavily in 
upgrading machinery and equipment, in response to competitive pressures. The 
Government has assisted this inves tment through the Canadian Industrial Renewal 
Board (CIRB). 
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Labour-productivity advances in the textile industry outpaced those in the 
clothing and manufacturing sectors over the 1984-88 period. Employment 
reductions and increasing capacity utilization rates in the textile industry largely 
explain its better than average productivity performance. 

The financial picture of the textile and textile-using firms was analyzed for the 
Tribunal by Clarkson Gordon. Its analysis showed that, on the basis of key financial 
indicators, the Canadian textile industry’s performance between 1984 and 1988 
exceeded the Canadian manufacturing average and that of the US textile industry. 
Clarkson Gordon also found the Canadian clothing industry to be highly profitable. 

The value of imports accounted for 41 percent of the textile market in 1988, 
slightly more than the average for manufacturing industries as a whole, but 
substantially more than the 28 percent import market share for the clothing 
industry. The United States is the largest source of Canada’s textile imports, 
accounting for one-half in 1988. Roughly 30 percent of textile imports into Canada 
originate in developing countries, compared to about 50 percent of textile imports 
into the United States. In recent years, developing countries have increased their 
share in Canada’s textile imports morerapidly than their share of US textile imports, 
albeit from a much lower base. Approximately two-thirds of Canadian clothing 
imports are purchased from developing countries. 

Textile and clothing imports into Canada face higher tariffs than most other 
goods. Many clothing and textile imports from developing countries are also 
restrained by VERS under the provisions of the GATT-sanctioned MFA. 

SELECTED INDICATORS 
1988 

Total Shipments (billions of dollars) 

lrnport Share (FOB) of Apparent Market (“/O) 

Export Share of Total Shipments (%) 

Employment (thousands) 

Return on Equity 1984-88 Average (%) 

Textiles 

3.9 

41 

17 

33 

16.1 

1 Sources: ClTT survey, Statistics Canada and Clarkson Gordon. 

Clothlng 

6.4 

28 

7 

1 20 

15.6 

Total 
Manufacturing 

288.5 

40 

38 

1,913 

12.1 

3. Tariff Comparisons (Chapters 111 and IV of the Report) 

(a) Tarifi Comparison Methods 

in order to compare tariffs and establish tariff reduction targets, we had to 
address some key measurement issues: 

Which countries should form the basis for tariff comparisons? 

Should we take account of concessionary textile tariffs? 
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What about tariff reductions under the FTA? 

Should we take into account non-tariff barriers such as VERs? 

(i) Countries of Comparison 

The Ministeis Ietter directed us to make recommendations on reducing 
Canadian textile tariffs to levels comparable with those of Our major industrialized 
trading partners. This suggeçted to us that the United States, the European 
Economic Community (EEC) and Japan should be the main focus of tariff 
comparisons, since together these countries account for 85 percent of Canadian 
imports. Accordingly, we could not accept the textile induçtry's suggestion that we 
take account of a number of smaller industrialized and newly industrializing 
countries which have relatively high textile tariffs. Becauçe of the high proportion 
of Canada's trade accounted for by the United States, we agreed with the textile 
induçtry that the United States çhould receive the most weight in the tariff 
compariçons. 

(ii) Concessionary Tariffs 

Textile producers argued that average MFN rates overstate true tariff 
protection. Canada haç many concessionary textile tariff items that eliminate or 
reduce actual duties paid on imported goods. On a duty-collected basis, average 
Canadian tariffs are lower than average MFN tariffs. 

We decided not to use "average duties collected" for Our tariff comparisons. 
Most concessionary provisions are not "bound" in the GATT. They usually pertain 
to goods not produced in Canada, and MFN rates could be re-imposed if there were 
prospects of Canadian production. Furthermore, the teçtimony of textile producers 
and userç suggested that actuai tariff rates, not some average baçed on duties 
collected, are more likely to influence prices, sourcing patterns and costs in the 
marketplace. 

(iii) The FTA 

The CTI argued that when FTA tariff reductions are fully implemented, 
Canada's average textile tariffs will be lower than those of other industrialized 
countries. This is becauçe roughly one-half of Canada's textile imports come from 
the United States and theçe will be entering free of duty. If textile imports from ali 
sources, including the United States, were used as weights in calculating average 
tariffs, Canadian tariffs would be about one-half the level suggested using average 
MFN (third-country) tariffs. 

We considered that Our tenns of reference were clearly aimed at adjusting 
third-country tariffs as a complement to the FTA tariff reductions; therefore, we 
used third-country imports as weights for average Canadian and US tariffs. To do 
othenvise would imply that textile importers sourcing from Europe or the Pacific 
Rim face lower tariff coçts than is actually the case. 

(iv) Voluntary Export Restraints 

Voiuntary export reçtraints (VERs) on textile and clothing imports received 
considerable attention both at the hearings and in the research program, although 
no reference was made to them in the inquiry's tenns of reference. 
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Despite extensive analysis, we were unable to arrive at a conclusive measure 
of the different protective effects of the Canadian and US VER regimes. We were 
influenced, nonetheless, by the arguments of the textile industry and by the research 
of Our staff which indicated that quota coverage in the United States may be tighter 
and more comprehensive than in Canada. 

(b) Main Findings of Tariff Cornparisons 

There are significant differences in the structure of textile tariffs between 
Canada, Japan, the EEC and the United States. EEC and Japanese tariffs are less 
dispersed and are differentiated to a far lesser degree among products than those 
of Canada or the United States. Although the US system is similar to that of Canada 
in its complexity, there are important differences in how Canada and the United 
States treat similar products. 

The average MFN textile tariff' for Canada is 15.7 percent, compared to 
10.5 percent for the United States. Canadian tariffs are significantly higher for 
specialty textiles, knitted fabrics and man-made fabrics. However, average 
Canadian tariffs on fibres and on woollen products are lower than those of the 
United States. Both Canadian and US average textile tariffs are considerably higher 
than those of the EEC and Japan, which average roughly 6 and 4 percent, 
respectively. 

4. Tariff Reduction Options and Recommendations 
(Chapters V and VI of the Report) 

At the October hearing, we explored two tariff reduction options: a propor- 
tionate reduction in tariffs and a simpler tariff structure that provided standard 
maximum rates for fibres, yarns and fabrics. We also examined various time 
periods for implementation. The options were tested with interested parties, and 
their reactions assisted us grea tly in arriving at Our final recommendations. 

(a) Our Recommendations and Rationaie 

We recommend that Canadian textile tariffs be reduced by moving to a simpler 
rate structure of maximum rates of 5 percent for fibres, 10 percent for yarns and 
16 percent for fabrics. Because specialty textiles are so varied and distinctive, their 
rates should be reduced by 33 percent, the same average reduction appiied to 
man-made fabrics. 

Implementing Our tariff proposals will reduce Canadian textile tariffs by an 
average of 26 percent. Most product groups will still receive more tariff protection 
than their US counterparts and significantly more than in the EEC or Japan. 

We rejected possible reduction schemes which would have elimina ted 
completely the one-third gap between average textile tariffs in theUnited Statesand 
Canada or brought tariffs even lower towards the Japanese or EEC averages. We 
did so because of the FTA-related adjustments already facing the industry, the 
prospect of further textile tariff reductions in the MTNand because of the perception 
that the US VER regime provided more protection than was available in Canada 
under Our VER system. 

1. On a CIF evaiuation basis. On an FOB basis, average Canadian and US textile tariffs are 16.6 percent and 
11.1 percent, reçpectively. 
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TRIBUNAL TARIFF RECOMMENDATIONS 
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Notes: Tariff schedules for Canada and USA adjusted from an FOB to a CIF basis. 
Tariff schedules of Japan and the EEC. 
Tribunal tariff recomrnendations adjusted frorn an FOB to a CIF basis. 

There is much appeal in a less complicated tariff structure. The simpler tariff 
structure will avoid perpetuating the current tariff's uneven treatment of similar or 
substitutable products. Na tural and man-made fabrics, for exampIe, are often 
substitutable and yet tariffs on these goods can now differ by as muchas 
13 percentage points, Moving to a simpler structure "smooths the peaks" of Our 
present system by bringing rates on similarproducts closer together. It also reduces 
the disparities in rates between Canada and the United States for products where 
Our rates are particularly high. The simpler structure aLso avoids cutting for the 
sake of cutting. Of the 568 tariff rates affecting the textile industry as we have 
defined it, 117 would not be reduced. 

Our recommendations also reflect the advice of interested parties that we 
should not import the US tariff system by adopting an approach that selected the 
lower of Canadian or US rates. The result of Our recommendations is a "made in 
Canada" system that is more neutral among products and avoids imposing a 
structure not suitable for Canadian circumstances. 

The new structure improves tariff relativity within textiles and between textile 
and downstream products. It delivers higher effective protection for the clothing 
and other textile-using industries. 

(b) Pace of lmplementation 

After considering several options for tariff reductions, including annual 
proportionate cuts for al1 products spread over a fixed implementation period, we 
decided on an approach that would see a one-percentage point per year reduction 
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for ail affected products. This will result in implementation schedules of u p  to four 
years for most fibres, up  to three years for most yams and up to nine years for most 
fabrics, including specialty textiles. We felt this was the fairest approach for two 
reasons. First, we believed that an annual reduction of one percentage point of 
tariff protection would affect all producers in roughly the same way, whether they 
be fibre manufacturers experiencing tariff cuts from around 8 percent down to 
5 percent or fabric manufacturers facing reductions from 25 percent to 16 percent. 
The affected producers have different levels of tariff protection and will face quite 
different tariff reductions overall. However, the year-by-year adjustment burden 
should be similar for al1 products subject to cuts. 

We also felt that it was important for those facing the largest tariff cuts, 
primariiy man-made fabric producers, to have the longest tirne to adapt. This 
would not have been provided by a proportionate cut approach that phased in al1 
tariff cuts over the same time period. Fibre and yarn producers will face tariff cuts 
of less than four percentage points, and these reductions will be completed well 
before those on many fabrics. Lower tariffs on their fibre and yarn inputs will help 
ease the adjustment of those fabric producers Who face tariff reductions of up to 
nine percentage points. 

(c) Date of lmplementatlon and the MTN 

Our tenns of reference presumed that the tariff reductions would begin in 
April1990. We heard strong arguments from the textile community that such an 
early commencement would pose many difficulties, in light of the fact that the €TA 
implementation is in its early stages, and the outcome of the negotiations under the 
Uruguay Round may not be known until early 1991. 

We agree with the CTI that it would be preferable to delay implementationuntil 
the MTN have been completed, and the Government has made full use of the 
proposed reductions as bargaining levers in the negotiations. Accordingly, we 
recommend that the tariff changes be initiated in 1991, as soon as possible after the 
results of the MTN are known. This approach takes into account the relatively short 
time remaining before the scheduled completion of the Uruguay Round at the end 
of 1990. 

If there were any significant delay in the completion of the MTN, the 
Government should still consider foliowing through with the tariff reductions in 
1991, provided it is satisfied that Canada will get adequate credit for them in the 
negotiations. Only when such credit is achieved should Canada offer to bind the 
tariff reduction schedule in the GATT. The textile tariff reductions need not await 
the full implementation of the general MTN results. To delay unduly the intro- 
duction of these tariff reductions would create uncertainties for producers and 
consumers of textiles. 

(d) Exceptions 

The basic philosophy underlying the simpler tariff structure is that exceptions 
should be few and far between. The simpler structure already has the advantage of 
sparing from large tariff reductions those sectors whose tariff protection is already 
below that of comparable products in Canada or the United States. Some of these 
sectors, such as Cotton, are considered to be in a more sensitive position than the 
industry average and would be put on a more equal footing with the man-made 
sector as a result of the simpler tariff approach. 
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This did not prevent us from considering, as asked in Our terms of reference, 
whether there were situations in which rates should remain high or reductions 
should be phased in over a longer time. In fact, we heard few calls for special 
treatment in terms of tariff rates. We paid careful attention to the testimony and 
Our staff's research on individual sectors of the industry based on questionnaires 
and financial statements submitted by finns. We were not able to identify any 
individual products which should be exempted from the general tariff reduction 
approach. However, we did hear many arguments that the reductions should be 
delayed or phased in over a long time period. It was largeIy in response to these 
concems that we recommended that tariff reductions be limited to one percentage 
point per year and that implementation of the tariff reduction program not begin 
untill991. 

(e) Proposals for Acceleration or Elimination 

Our terms of reference asked us to consider whether any MFN tariffs on 
imports from third countries should be eliminated or whether any tariff reductions 
under the FTA should be accelerated. 

We received many proposals of this nature. Most were opposed by the textile 
industry. Although a survey of those affected would undoubtedly reveal that some 
of the requests would not adversely affect the textile industry, we did not receive 
sufficient information from applicants and other interested parties to enable us to 
put forward recommendations on most of these items. Accordingly, we 
recommend that these requests be pursued further by govemment offficals. For 
those few products for which sufficient information was provided and little 
industry opposition tendered, we recommend that concessionary tariff items be 
established. A list of these and other products that were the subject of proposals 
for tariff acceleration or elimination is contained in Volume 2 of the report. 

We note also that many of the requests made to us for accelerated tariff cuts 
under the F ï A  were, a t  the same time, the subject of negotiations between Canada 
and the United States. A number of these requests formed part of the agreed list of 
products, released in November 1989, which will be subject to accelerated tariff 
reductions. 

5. Implications of Recommendations (Chapter VI1 of the Report) 

We believe that Our recommendations fully address the various provisions of 
Our terms of reference. Under the tariff proposals recommended here, textile tanffs 
will fa11 to levels more in line with, but still somewhat above, those in other 
industrialized countries. The recommended tariff structure will be simpler, less 
dispersed and more neutral in its treatment of similar products. It can be seen as a 
step towards a structure where rates for similar textile products are the same, an 
objective which could be pursued in the current MTN and future trade negotiations. 
Effective protection will increase for the clothing and other textile-using industries, 
putting these manufacturers in a better competitive position vis-à-vis imported 
products. This was a key objective underlying the tenns of reference. 

The tenns of reference also asked that we examine the economic implications 
of Our tariff recommendations. We found that the textile tariff reductions would 
generate overall benefits for the Canadian economy by reducing costs to 
textile-using industries and consumers. These benefits will greatly outweigh the 
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costs of somewhat lower output and employment for the textile industry. Because 
we have defined the textile industry very narrowly to include only fibre, yam and 
fabric producers and a small number of specialty textile manufacturers, the tariff 
reductions will be confined to just over one-half of the textile industry as defined 
by Statistics Canada, the CTI and others. Other textile industries not subject to tariff 
reductions, such as carpet, bed linen and canvas producers, should actually benefit 
from tariff reductions to their textile inputs. 

Our economic. analysis confirmed what we had heard from many textile 
producers about the industry’s competitive situation and capacity for change. 
Although important, tariff reductions represent only one of many factors with 
which the industry will be coping over the coming decade. We completed this 
inquiry with a feeling of confidence in the industry’s ability to adjust successfully 
to Our recommended tariff reductions and to the other challenges it faces. 
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CHAPTER I 

INTRODUCTION 

1. Terms of Reference 

The origins of the Tribunal's terms of reference for this inquiry were set out in a press 
release of the Minister of Finance dated March 22,1988.' The release announced a three- art 
program of tariff relief designed to strengthen the competitive position of the Cana il* ian 
textile and clothing industries in the domestic market. The program included: 

immediate tariff reductions on some specialty fabrics; 

new duty remission programs; and 

a plan to reduce textile tariffs in the future to levels comparable with those in 
other industrialized countries. 

The immediate tariff reductions concerned 13 fabrics and anis not made in Canada 

imports from the United States. The new duty remission programs were introduced for 
denim fabrics imported by both textile and clothing manufacturers; certain greige fabrics, 
for f i ishing and use in clothing; outerwear imported by clothing manufacturers; outenvear 
fabrics imported by textile manufacturers; and girls' and ladies' blouses and shirts imported 
by clothing manufacturers. 

Before going ahead with his plan to reduce tariffs on textiles to levels comparable with 
those of other industrialized countries, the Minister announced that he would ask the 
Canadian International Trade Tribunal to advise him on: 

and involved both reductions on tariffs from al1 countries and t K e elimination of tariffs on 

the level to which textile tariffs should be reduced; and 

Under section 19 of the Canadiun International Trade Tribunal Act, theMinister of Finance 
can direct the Tribunal to inquire into tariff-related matters. On February 6,1989, he sent 
a lette? to the Chairrnan of the Tribunal which included the following major tenns of 
reference directing the Tribunal to: 

the Pace at which the reductions should take place. 

- assess the economic impact of bringing Canada's textile tariffs down to levels 
comparable with those of Our major industrialized trading partners; 

make recommendations on the level and Pace of tariff reductions that will 
maximize the economic gains to Canada without cauçing undue hardship to 
domestic suppliers of textile products and, in this latter regard, indicate 
whether there are specific textiles on which the tariff should not be reduced; 

make specific recommendations on the ultimate level to which textile tariffs 
should be reduced over the next ten years, bearing in mind Canada's 
objectives in the Uruguay Round of Multilateral Trade Negotiations (MTN) 
curren t 1 y und env a y; 

- 

- 

1. The full text of the press release is reproduced in Volume 2. 

2. The fuli text of the Minister's letter is appended to this report in Annex A. 
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- make recommendations on what should be the Pace of the tariff reductions 
and, specifically, whether the tariffs on some fabrics and yams could be 
reduced at an accelerated Pace without causing injury to textile producers; 

make recommendations on the scope for accelerated bilateral reductions of 
textile tariffs under the Free Trade Agreement with the United States; 

assess and make recommendations on the level of relativity that should exist 
in the tariff protection at the various levels of the manufacturing Chain (i.e., 
from fibres and yarns througli fabric to finished product)." 

- 

- 

2. Organization of the lnquiry 

The inquiry took juçt over a year to complete. It had many facets and many players. 
The main participants were firms in the textile, clothing and other downstream industries 
and in the distribution sector. Representatives of these f i m  made submissions and 
appeared as witnesseç. The full lists of witnesses and counsel can be found in Volume 2. 
Through submissions and active participation in the public hearings, the CTI, Dominion 
Textile Inc. (Domtex) and the Canadian Apparel Manufacturers Institute (CAMI) played 
leading roles. 

In organizing the inquiry, we decided to choose a process which would facilitate input 
from interested parties and would be transparent. 

To establish the facts, we had Our staff survey the industry. Close to 500 firms, 
including textile manufacturers, clothing and other downstream manufacturers, importers 
and distributors, responded to Our questionnaires and submitted financial çtatements. For 
the textile industry itself, over 80 firms accounting for over three quarters of the industry's 
output participated in Our survey. 

An essential part in understanding the industries and their markets was seeing how 
the manufacture and distribution of textile and downstream products take place. In April 
and May 1989, we visited over 40 manufacturing and distribution f i m  in Nova Scotia, 
Quebec, Ontario, Manitoba, Alberta and British Columbia. 

It was at the public hearings, however, that we were able to test the research produced 
by Our staff and obtain the views of industry on how business is done. We decided to hold 
a preliminary public hearing to explain how we intended to conduct the inquiryand to give 
parties the O portunity to comment on Our terms of reference and on the resedrch plan of 

starting inJune and the other, in October. 

The primary objective of the June hearing was to establish the facts conceming the 
textile and downstream industries and their markets. We had Our research staff prepare a 
series of background papers for the June hearing dealing with the industry, tariff issues, 
the international setting and the methods of economic analysis that were to be used. These 
papers provided the framework and direction for the research program. 

Most of the June hearing was, however, devoted to hearing testimony from players in 
the business. In the course of four weeks, we heard over 80 witnesses. They represented 
large and çmall firms in the textile and related industries from across the country. They 
answered Our questions and explained to us how their businesses were run and how they 
wouId be affected by reductions in textile tariffs. With this testimony and the staff research 
work, we achieved a better understanding of the industry and we gathered many of the 
facts needed to develop Our recomniendations. 

the Tribuna's P research staff. This was followed by two lengthy public hearings, one 
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The primary purpose of the two-week October hearing was to give parties the 
opportunity to review, comment on and question the research prepared by the Tribunal's 
staff and consultants. A full list of the papers produced can be found in Volume 2 of Our 
report. We thought it essential that this analysis and research be tested in a public hearing, 
which would permit questions and cross-examination of both Our own staff and 
consultants. 

In October, parties focused in particular on the research staff analysis of the responses 
to the questionnaires received from the textile and downstream industries, on illustrative 
tanff reduction options and on international issues, such as the MFA, VERS and the MTN. 
They also questioned consultants on their work for the Tribunal, including Clarkson 
Gordon (Financial Situation in the Industry), Informetrica Limited (Economic Effects of 
Tariff Reductions) and Abt Associates of Canada (Benefits and Costs of Tariff Reductions).' 
The October hearing was particularly useful because of what parties told us about the 
illustrative tariff reduction options put fonvard by OUT research staff. 

3. Organization of the Report 

Our report is divided into seven chapters, including this introductory chapter. In 
Chapter 11, we review the structure, performance, competitive factors and future directions 
of the textile and downstream industries. Chapter III deals with the international setting, 
concentrating on factors such as the MFA, VERS and the MTN. 

The last four chapters deal with tariffs. In Chapter IV, we analyze the tariff structures 
of Canada, the EEC, Japan and the United States and we discuss the conceptual questions 
we faced in comparing tariffs. The final section of this chapter shows actual tariff 
comparisons focusing in particular on differences in tariffs between Canada and the United 
States. 

Chapter V describes the illustrative tariff options which were developed by the 
Tribunal staff and which parties considered at the October hearing. The chapter also 
reviews the October hearing discussions of the probable economic effects of implementing 
those options. 

Chapter VI sets out Our tariff recommendations and the rationale underlying them. 
This chapter also deals with the numerous specific proposals received by the Tribunal for 
the elimination of MFN tariffs or acceleration of FTA reductions. 

The implications of Our proposals for the structure of tariffs and changes in effective 
protection are described in Chapter VII. This chapter also includes an assessment of the 
economic effects of Our recommendations. 

Annex A of this report contains the full text of the Minister's letter of reference and 
Annex B, a list of Tribunal staff Who worked on the inquiry. 

Our line-by-line tariff recommendations are contained in a separate volume, Detailed 
Recommendations and Background Papers. This Volume 2 also includes lists of specific 
proposals by parties for acceleration or elimination of tariffs and additional statistical 
material, further discussion of technical issues, documents on the organization of the 
inquiry and a summary of the research program. 

1. A list of the eight consultants commissioned by the Tribunal, as weii as synopses of their reports for the inquiry, can be 
found in Volume 2. 
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CHAPTER II 

THE TEXTILE AND DOWNSTREAM INDUSTRIES 

1. lntroductlon 

The performance of, and the prospects for, the Canadian textile and downstream 
industries are issues at the heart of the Tribunal's tariff inquiry. The inquiry arose from 
concerns about the competitiveness of clothing and other industries using textiles in their 
operations. In his letter of reference, the Minister of Finance observed that, "since these 
[textile] input materials constitute a significant portion of the overall cost of manufacturing 
finished products, the effect of this [high textile tariffs] policy has been to increase costs for 
the apparel industry, for many other downstream industries which use textiles in their 
operations, and for consumers." In comparing the level of effective tariff protection for 
textile and downstream industries, the Minister further observed tha t "This tariff structure 
has placed downstream industries at a competitive disadvantage in the Canadian market 
against imports of the finished products." 

The Minister also suggested that the enhanced competitiveness of the downstream 
industries had to be weighed against the effect of the tariff reductions on the textileindustry. 
A judicious approach to tariff reduction was needed. In his letter of reference, therefore, 
the Minister affirmed that "Tariff reductions would have to be implemented in a manner 
that takes into account the importance of the domestic textile industry to the Canadian 
economy. They should be consistent with the textile industry's ongoing efforts, through 
heavy investment and rationalization of production, to enhance the viability of its 
operations and to adjust to the international trading environment. They should also take 
into account the significant role the industry plays in the economic well-being of many 
small communities in Canada." 

Because of the importance of these issues to Our overall recommendations, the Tribunal 
has devoted considerable time in understanding the performance of, and prospects for, the 
textile and downstream industries. Our familiarization with these issues began with visits 
to finns during the spring of 1989. These visits tookus across the country, from Nova Scotia 
to British Columbia. We talked informally with many leaders in the textile, clothing, 
furniture and retailing industries about their operations and their products. Our inquiry 
continued through the four weeks of public hearings in June 1989. During those hearings, 
industry representatives, from the full spectrum of textile and textile-related industries, 
appeared before us to offer their views and answer our questions on how textile tariff 
reduction proposals would affect the competitiveness of their industries. 

Additional evidence on industry performance was put before us during the October 
hearing. Clarkson Gordon reported on its analysis of Company financial statements. 
Werner Internationaland the Tribunal staff presented sector profiles resulting fromsurveys 
of the textile and downstream industries. Our staff's research findings on the compe- 
titiveness of the textile and downstream industries were measured against the performance 
of those same industries as reported in Statistics Canada data. 

This multifaceted approach gave the Tribunal a unique and invaluable perspective on 
the performance of the textile and downstream industries and their prospects as they enter 
the 1990s. This perspective helped us to formulate Our assessment on two key issues: the 
potential benefits of textile tariff reductions to downstream industries in Canada and the 
ability of the textile industry to respond to increased competitive pressure brought about 
by those tariff reductions. 
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This chapter sets out Our understanding of the competitiveness of the textile and 
downstream industries. But before embarking on this discussion, we outline briefly 
Canada's textile policy during the 1970s and 1980s and the relative importance of textile 
and textile-rela ted manufac turing in the economy. 

2. The Policy Environment 

The Canadian governinent has paid special attention to the textile and clothing 
industries. A series of policies have provided border protection and restructuring 
assistance enabling the textile and clothing industries to compete more effectively in 
Canada and abroad. The industries have been protected by high tariffç, in comparison to 
tariffs on most other manufactured goods, and VERS under the MFA, which govems 
intemational trade in textiles and clothing. 

The National Textile Policy of 1970 addressed problems arising from increased "low- 
cost" imports of textiles and textile products, such as clothing and consumer textile items. 
The Textile and Clothing Board was established as part of this policy to conduct inquiries 
into situa tions involving possible injury to Canadian companies and workers arising from 
import penetration and to formulate recommendations for special measures of protection. 
The Textile and Clothing Board's recommendations for special protection were to be based 
on evidence that the affected domestic producers had prospects of continued viability and 
competitiveness in the Canadian market. 

The 1981 National Textile Policy had as one of its main features the creation of CIRB 
which was charged with, among other things, the task of assisting the textile and clothing 
industries to restructure and modernize so that they could compete more effectively with 
imports. CIRB authorized grants, between 1981 and 1986, of approximately 
$140 million and $100 million to assist the restructuring and modemization of the textile 
and clo thing industries, respectively. To qualify for assistance, firms were required to 
evaluate their marketing strategies, operations and organizational structures. For many 
f i m ,  the combination of govemment assistance and interna1 evaluation led to improved 
competitiveness. 

In 1986, on the occasion of the fourth MFA renewal, the Govemment announced a new 
textile policy. The Government reaffirmed itç commitment of maintaining a viable level of 
textile and clothing production in Canada and of ensuring that these industries had a more 
stable and secure environment in which to plan their future. This was to be accomplished 
throu h the intemational negotiation of a more effective import restraint regime which 
Wou1 d provide, among other things, for a substantial moderation in the import growth rate 
and a better control over import surges in the wake of the high growthin "low-cost" clothing 
imports in 1983 and 1984.' These negotiations appear to have resulted in tighter restraints 
for clothing imports in particular. 

3. Textiles in the Canadian Economy 

Textilebased manufacturing coinprises a large number of interrela ted industries. 
From the initial fibre stage, the output at each phase of production becomes a primary input 
component for the next production stage. As can be observed in Figure 2.1, textile 
manufacturing involves several processes, each with its particular inputs and outputs. 

~ 

, ._ ' Dcpartmcnt of Externd Affairs, 1. -v of C-1 I .  I<c,str-ts Te- 
October 1987. 
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Figure 2.1 

THE TEXTILE AND RELATED INDUSTRIES 

Source: Adapted from h d i a n  Te-ries. W n  Resourceç Studv , Immigration Canada, 
November 1988. 

Onefocus of theTribunal'sinquiry into textile tariffs has been the supply links between 
the textile industry and its major downstream industries: clothing, home fumishings and 
industrial goods. Of these, the principal downstream industry is clothing. The Canadian 
clothing industry purchases about 40 percent of the total output of the Canadian textile 
industry. The historically close relationship with the clothing industry remains a 
fundamental basis for profitable textile manufacturing in Canada. 

In 1988, the textile and downstream industries accounted for 5.7 percent of the gross 
domestic product for the manufacturing sector and under 1.0 percent of the gross domestic 
product for the total economy. They employed approximately 193,000 people or about 
10.0 percent of manufacturing employment. The industries invested about $350 million, 
representing 2.0 percent of new investment for total manufacturing. Their combined 
exports were about $1.4 billion, representing 1.3 percent of exports of al1 manufactured 
commodities. Imports were about $5.2 billion or 4.3 percent of total imports of al1 manufac- 
tured goods. (See Table 2.1) 

4. The Textile lndustry 

(a) Definition 

The letter of reference directs the Tribunal to provide advice on the Government's plan 
to reduce tariffs on textile fibres, yarns and fabrics to levels comparable with those in other 
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Table 2.1 

PRINCIPAL INDICATORS 
TEXTILE AND DOWNSTREAM INDUSTRIES 

1988 

Textile and Total 
Downstrearn Manufac- 

turln 

Gross Dornestic Product (billions of dollars) 

Employment (millions) 

lmports (billions of dollars) 

0.19 10.0 1.9 1 5.2 1 4.3 ~ 119.8 

Exports (billions of dollars) 1.4 1.3 109.5 

New Investment (billions of dollars) 0.35 1 2.0 ~ 17.6 
~ 

Total Economy 
(Goods & Services) 

601.5 

12.2 

153.4 

157.3 

123.2 

Note: 

Sources: 

(1) lnclude primary textiles, textile products, clothing, upholstered furniture and rnattresses 

Statistics Canada Catalogues 11-010, 15-001, 61-214, 71-001, 71-529. 
Industry, Science and Technology Canada (ISTC), Commoditv Trade by Industrial Sector. 1984-88. 

industrialized countries. We have interpreted the reference to apply to those products 
generally associated with the extrusion, spinning, weaving and knitting of man-made and 
natural fibres by the textile industry and also certain specialty textiles. A complete listing 
of affected products and tariff items is included in Volume 2 of this report. 

Corresponding to these products and tariff items are the relevant industry components 
of the Canadian textile industry. Table 2.2 identifies the components of the textile industry 
for the purposes of this inquiry, describing them in terms of Standard Industrial Classifi- 
cation (1980 SIC) categories. Included are the four component groups of the SIC primary 
textile industry: the man-made fibre and filament yam industry, the wool yarn and woven 
cloth industry, the otherspun yarnand woven clothindustries, and the broad knitted fabric 
induçtry. As well, the specialty fibre, yarn and fabric components of theSIC textile products 
industry are included (i.e., the natural fibres processing and felt products industry, the 
narrow fabric industry, the tire cord fabric industry and the thread component of thel'other 
textile products" industries). And finally, the coated fabric component of the floor tile, 
linoleum and coated fabric industries is included in this definition of the textile industry. 

The proposed tariff reductionç will directly affect only the tariffs of the fibre, yarn, 
fabric and specialty components of the textile industry, as defined above. The tariff cuts 
have not been considered for textile products such as carpets, canvas, household and 
hygiene products. These textile products are not fibres, yams or fabrics. Nor are they, for 
the most part, intermediate products for further processing. They are typically final-use 
products. This is an important point of emphasis since, in the analysis of the performance 
of the textileindustry which followsimmediately, it is the portion of theindustry that would 
be affected by the tariff cuts that is analyzed, not a more broadly defined industry as, for 
example, is represented by the CTI. 

(b) The lndustry and its Market 

Most establishments in the textile induçtry are relatively capital-intensive. Many 
leading textile firms are multinational companies. Most sectors of the Canadian textile 
industry are dominated by a small number of large firms. The notable exception is the 
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Table 2.2 

DEFINITION OF THE TEXTILE INDUSTRY FOR PURPOSES 
OF THE PROPOSED TARIFF REDUCTIONS 

Industries lncluded In Proposed Tariff Reductlons' 

* Man-made Fibre and Filament Yarn lndustry 
Wool Yarn and Woven Cloth lndustry 

* Other Spun Yarn and Woven Cloth Industries 
* Broad Knitted Fabric lndustry 

SIC Industry(') 

Primary Textiles 

Naiural Fibres Processing and Felt Products lndustry 
Narrow Fabric lndustry 

* Tire Cord Fabric lndustry 
Thread Component of Other Textile Products Industries 

Carpet, Mat and Rug Industry") 
Canvas and Related Products Industry'*) 
Household Products of Textile Materials Indust 12) 
Hygiene Products of Textile Materials Industry'y 
Contract Textile Dyeing and Finishing Induçtry'*) 
Other Textile Products Industries'') 

Textile Products 

* Coated Fabric Component of the Floor Tile, Linoleum and Coated Fabric lndustry 

Notes: (1) SIC =Standard Industrial Classification. 

-1 Other 

(2) Carpets, canvas, household, hygiene, contract textile finishing and other textile products are 
considered as textile downstream industries in this inquiry. 

broad knitted fabric sector which is characterized by a comparatively large number of 
producers. 

The textile industry, as  defined for the purposes of this inquiry, employed about 
33,000' people in the manufacturing of fibres, yams, fabrics and specialty textiles in 1988. 
About 90 percent of the employment was in the provinces of Ontario and Quebec, with the 
bulk of textile production taking place in smaller urban communities. For the sample of 
firms that responded to the CITT questionnaire of textile manufacturers, over 85 percent of 
the reported employment in 1988 was in communities of less than 100,000 people. 

The apparent Canadian market for textiles was approximately $5.5 billion in 1988. The 
market grew throughout the period, but growth slowed in 1988. Total shipments by 
domestic firms (shipments for both domestic and export markets) grew to about $3.9 billion 
in 1988. Growth slowed in 1988, but exceeded that of the apparent market. Total shipments 
were buoyed by the continued high growth in exports. Domestic shipments grew less 
rapidly than imports, which captured an additional percentage point of the market. This 
compares to al1 manufacturing in Canada which lost four percentagepoints of the apparent 
market to imports over the same period. Notwithstanding this performance, the level of 
import penetration remains higher for textiles than for al1 manufacturing.2 (See Table 2.3) 

1. The primary textile industry employcd approximately 28,000 people in 1988. The broad textile indusîry, defined to 
include both the primary textile industry and the textile products industry, employed approximately 61,000 people in 1988. 
These numbers, as weii as those for clothing, other downstream industries and total manufacturing, were estimated on the 
basis of 1986 reported employment projected forward on the basis of the growth in Statistics Canada's Labour Force Survey 
employment estimates. See Volume 2 for further explanation of the estimation procedure. 

2. In 1988, domestic shipments met 59 percent of the apparent Canadian market for textiles, as defined for purposes of this 
inquiry, when imports are valued on an FOB basis. This compares to 40 percent for al1 manufacîuring. When imports are 
measured on a CIF plus duty paid basis, the domestic textile indusîry met 55 percent of the apparent Canadian market 
compared to 59 percent for al1 manufacturing in 1988 (CITï staff estimates). For a discussion of the 'level of îrade" 
measurement issue, see Volume 2. 

9 



Table 2.3 

APPARENT CANADIAN MARKET FOR TEXTILES* 
1984-88 

(Millions of Dollars) 

1987 

3,777 

545 

3,232 

2,262 

5,494 

59 
62 

Total Shiprnents 

Exports 

Domestic Shiprnents 

lrnports (FOB) 

Apparent Market 

Dornestic Shiprnents of Apparent Market (%) 
Textiles 
Manufacturing" 

1988 

3,885 

657 

3,228 

2.289 

5 3 1  7 

59 
60 

1984 

3,180 

382 

2,798 

1,879 

4,677 

60 
64 

I 985 

3,149 

395 

2,754 

2,004 

4,758 

58 
63 

I 986 

3,456 

462 

2,994 

2,125 

5,119 

58 
61 

Notes: * Textile industry as defined for the purposes of the proposed tariff reductions. 
See Volume 2 for explanation of the estimation procedure. 
* *  See Volume 2 for the apparent Canadian market table for al1 manufacturing 

Trade Analysis Paper, C l n  survey, ISTC and Statistics Canada Sources: 

A longer tenn perspective on the induçtry iç given in Figure 2.2. Since 1961, the 
primary textile induçtry' haç accounted for a falling share of overall manufacturing 
domeçtic output and apparent market. Throughout this same period, the primary textile 
industry has faced somewhat more import competition and exported lesç of its total 
production than al1 manufacturing. 

(c) Textile lndustry Issues 

As pointed out in the introduction to this chapter, the performance of, and prospects 
for, the Canadian textile industry were central themes in thiç inquiry. In thiç section of the 
report, we identify some viewç on theçe issues expresçed to US by the Canadian industry. 

In tes timony before the Tribunal, technological upgrading, product line ra tionalization 
and the increasing importance of capital investment were discussed and confimied by 
çeveral representatives of Canadian textile cornpanieç. With the installation of upgraded 
machinery and equipment, the textile industry has become a more capital-intensive 
industry. Many textile industry witnesses confirmed that greater capital intensity in the 
Canadian textile induçtry has asçiçted itç competitiveneçç at home and abroad. 

Notwithstanding the improved coinpetitiveness of the Canadian induçtry, çome firmç 
expected that imports from "low-cost" sources would continue to cause significant 
cornpetitive pressures. Indeed, in their view, the modernization of the Canadian industry 
served only to keep Pace with that occurring in the developing countries, while theçe 
countries continued to enjoy a labour coçt advantage. The firinç also expresçed the concern 
that their main cuçtomer base, Canada's clothing induçtry, was being eroded by imports 

1. I t  wûs not aiways possible to develop rcliable statistics for the textile industry as dcfincd for the purposes of this inquiry. 
In such cases, statistics for the SIC primary textile industry were used. The primary textile industry corresponds niost closely 
to the textile industry defined for thc purposes of this inquiry. 
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Figure 2.2 

PRIMARY TEXTILES 
1961 -88 
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for explanation of the estimation procedure. 
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Sources: 
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from these sources. As well, they argued that tariffs were not nearly as effective as quotas 
in providing the level of protection from importç from ~~low-cost" countries that they 
believed necessary. 

Other firms stressed the importance of non-price factors in competing for markets. 
These were particularly important in textile sales to the clothing industry where the 
development of close relations with the customer, just-in-time delivery, a good mix of 
products, continuity of supply and consistent quality were often more important than the 
selling price of the product. Some clothing firms express4 the view that non-price factors 
rendered certain fabrics less susceptible to pressure from "low-cost" imports. In an industry 
where rapidly changing fashion trends require that initial and repeat clothing orders be 
met quickly, the longer lead times required for offshore fabric sourcing give a locational 
advantage to domestic suppliers. 

On the issue of import penetration, evidence of some textile finns suggested caution 
in interpreting the longer terni trends. For example, as the Canadian textile industry moved 
out of the production of certain goods, it often needed to import these goods to complement 
its own product range or to use as an input in the production of a more processed textile 
product, for example, the importation of greige goods or yarns to be made into finished 
fabnc. 

In other testimony before theTribunal, most textile firms indicated that the FTA offered 
interesting challenges. The firms saw themselves able to compete with US companies given 
sufficient time, prior to the elimination of tariffs on US imports, to establish business ties 
and distribution channels in the United States and to expand the scale of their operations 
in Canada. 

Several firms feared that reductions in MFN tariffs would adversely affect their ability 
to generatesufficient profits to finance the investment programs required to competeunder 
the FTA. Some multinational firms indicated that they may be more likely to invest in the 
United States if Canada, in moving to lower MFN textile tariffs, offered lesç overall 
protection from "low-cost" importç than the United States. 

Textile firms generally argued against any reduction in tariffs on products from third 
countries. However, they contended that, if third-country tariff reductions were 
inescapable, a longer, rather than shorter, phase in period for the tariff reductions W O U I ~  
help to mitigate the costs of adjustment. 

Some multinational companies told the Tribunal that they were pursuing a program 
of product specialization and production rationaliza tion aimed at a North American or 
global market. These firms expected to produce and export a smaller range of products, 
but in greater quantities than a t  preseiit, and to increase imports of products produced by 
their parent or sister companies. One textile producer indicated, however, that it expected 
to maintain or expand the range of products being produced. This firm pointed to 
innovations in loom technology which added production flexibility and permitted textile 
manufacturers to economically produce a larger assortment of fabrics in smaller lots. 

A range of corporate strategies was identified by textile firms in Canada as they 
position themselves to compete in the 1990s. Dominion Textile Inc. (Domtex) has focused 
its production on heavier weight clothing fabrics and industrial fabrics. The firm has 
become the world's largest producer of denim. During 1989, Domtex modernized and 
expanded its Drummondville plant making it a world-scale denim manufacturing faciiity. 
Through acquisition, the corporation has expanded its deniin production in the United 
States. The Company has also çecured a leading position in the European workwear market 
through the acquisition of Europe's largest manufacturer of polycotton workwear and 
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leisurewear fabrics. In January 1990, Domtex announced its intention to acquire Textiles 
Dionne Inc., a Quebec-based producer of yarns. 

Textiles Dionne Inc. has invested in the latest technology in order to keep its plants 
as competitive as possible. The Company produces a variet of both basic and specialty 
yarns, and anticipates that it will be able to co e under the mi,  as long as greater pressures 
are not imposed through additional tariff re B uctions vis-à-vis other countries. 

Du Pont Canada Inc., in con’unction with its parent, has rationalized production in 

products under theFTA.’ The firm has emphasized industrial fibre products for some time. 
Du Pont Canada Inc. has positioned itself to pursue export markets through specific 
produc t manda tes. 

The major objective of Celanese Canada Inc. (Celanese) has been to ursue export 

evolution in the worldwide tire industry and the yarn spinning sector. Celanese has 
reduced its textile product line to fibre and yarn production, having divested itself of the 
Company’s fabric manufacturing facility in 1985 and its carpet manufacturing facility in 
1981. The compan has expanded its acetate facility and achieved substantial sales growth 

Consoltex Canada Inc. has emphasized the production of heavier weight clothing 
fabrics. The Company introduced small batch production equipment which enables it to 
supply short-run, small volume orders, as well as engaging in longer production runs. This 
quick response capability has contributed to sales growth in Canada and to the supply of 
niche markets in the United States. 

Through restructuring and equipment upgrading, together with the financial and 
technical backin which accompanied its acquisition by Innocan Inc., Cleyn & Tinker Inc. 

accelerated tariff reductions under the FïA. However, the large US milis have not 
supported Cleyn & Tinker’ç efforts due to higher US tariffs on wool fabrics. 

The Cambridge Group has invested heavily in recent years to strengthen its position 
in the Canadian market and to withstand the effects of tariff reductions under the FTA. The 
spinning plant has been fully modernized and expanded. The yarn preparation and fabric 
weaving, dyeing and finishing operations in its towel mil1 have been upgraded. In both 
plants, new investments have resulted in increased productivity and better quality control. 

Britex Limited has developed a marketing strategy based on the Company’s strength 
in producing a range of speciality products through short production mns. It expects to 
lose some of its Canadian market for standard products to US cornpetitors, but to compen- 
sate by increasing sales of specialty products in the US market through niche marketing. 

North America and has applied 1 or the immediate elimination of tariffs for a number of 

markets and to make the investments required to meet the demands O P the technical 

in Pacific Rim mar E ets in 1988. 

has readied itsel H to compete more actively in the United States. The Company has pursued 

(d) Industry Performance, 1984-88 

As part of the Tribunal’s industry surveys, textile manufacturers were asked to 
complete a production-oriented questionnaire and to provide copies of their financial 
statements for the period 1984-88.2 These surveys were carried out in order to assemble 

1. For most of these products, agreement was reached for the accelerated eiimination of tariffs in 1990 subject to approvai 
processes in both countries. 

2. Finanaal statements from 65 firms were anaiyzed representing up to 75 percent of the shipments in the textile industry, 
as defined for purposes of this inquiry. Industry questionnaires from 73 firms were anaiyzed representing up to 70 percent 
of the industry shipments. See Volume 2 for further discussion of the sample coverage. 
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detailed information on the performance of the fibre, yarnand fabric sectors of the Canadian 
textile industry. 

The Clarkson Gordon analysis of the financial statements of the textile industry 
suggested that, in general, ”the induçtry showed considerable strength in its financial 
performance over 1984-88, outperforming the manufacturing sector as a whole and its 
US counterpart industry on key measures of profitability. Fibre manufacturing has been 
somewhat of an exception, with net loçses in early years but near average or above average 
returns in the paçt two years.”’ 

This assessment waç baçed on a review of 13 financial performance indicators, 
including measures of sales growth, Iiquidity, leverage and financial returns. Details on 
these 13 indicators are shown in Volume 2 of this report. In making itç assesçment, Clarkson 
Gordon compared the textile survey results against public data in Canada and the United 
States. In commenting on the validity of the survey data, it concluded that “the [survey] 
data appear to be reasonably consistent with Statistics Canada data for both textiles and 
clothing, particularly since differing industry definitions and Our efforts to segment firnx’ 
activities by industry could account for theremaining differences in the data.’I2 It also noted 
that the most recent data from Statiçticç Canada were also based on a çample of firrns rather 
than a comprehensive census. To some extent, Clarkson Gordon argued, the Tribunal’s 
data could be superior to the çample data available from Statistics Canada, due to the 
audited nature of çome of the Tribunal data and the greater attention paid to the clasçifi- 
cation by industry. 

The reported return on equity for thesample of textile manufacturers showed that they 
were more profitable for their shareholders than other manufacturing industries in Canada 
or their counterpart industry in the United States. The 16 percent average return on equity 
over the study period compared favourably with the Canadian manufacturing average of 
12 percent and the US textile mil1 products induçtry average of 12 percent over the 198488 
period. As another meaçure of profitability, the textile industry recorded an average of 
8 percent net income to total asçets ratio from 1984 to 1988, compared to 6 percent for the 
Canadian manufacturing çector as a whole. 

The results, when broken down between Quebec and Ontario, indicated that Ontario 
firms had shown the more favourable results with regard to financial performance, with a 
return on equity of 27 percent, for example, versus 11 percent for Quebec, 1984-88 average, 
and a net income to total assetç ratio of 13 percent versus 6 percent for Quebec. 

The staff analysis of the questionnaire replies of the fibre, yarn and fabric sectors of the 
domestic industry showed the fibre sector as experiencing the smallest overall increase in 
total output with a level of import penetration comparable to the textile industry average 
(see Figure 2.3). Fibre producerç achieved the grea test improvementç in labour produc- 
tivity of any çector and, coupled with only modeçt growth in output, saw a substantial 
reduction in their workforce. Financial performance, as reported in the Clarkson Gordon 
analysis, lagged the industry average, but showed a marked improvement over the 1984-88 
period. This sector had the higheçt export to total output ratio in the industry, reflecting 
the greater specialization of production and the international nature of the market. 

For the yarn sector, the growth in output, level of import penetration and the export 
ratio were comparable to the overall textile industry average. However, it was the 

1. -ofthe- . ’ 1984-88, Clarkson Gordon, Octobcr 1989. 

2. Ibid. 
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Figure 2.3 

TEXTILE INDUSTRY INDICATORS 
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man-made yarn component which drove this sector, as the natural yarn component 
reported almost no growth and little exports and faced a high, although declining, level of 
import penetration. The financial performance of the sector exceeded the industry average 
for retums on equity and assets. Gross margins for the man-made and natural yam 
manufacturers were comparable in 1988. This sector also had the higheçt investment to 
output ratio in the industry with the investment ratio being higher in the natural yarn 
component. Advances in labour productivity for the sector were comparable to the 
industry average. 

The fabric sector, as analyzed, contained three major components consisting of 
broadwoven fabrics, knitted fabrics and specialty textiles. The performance of the fabric 
sector, as measured by most of the indicatorç, was close to the textile induçtry average. 
Within the fabricsector, the output growth of the broadwoven fabric component was lower 
than the textile industry average. It  faced a liigh level of import penetra tion and had a low 
export to output ratio. It reported a moderate gain in labour productivity and a somewhat 
reduced employment level. The man-made portion of the broadwoven fabric sector 
surpassed the natural portion in most measures of performance, including output growth, 
market share, exports, inveçtment and gross marginç. 

The knitted fabric component had the highest growth in output over the period, very 
low exports and the lowest level of import penetration in the industry. The high output 
growth was parallelled by substantial gains in labour productivity and increased 
employment. Knitted fabric producers recorded the lowest gross margins in the fabric 
sector. 

The specialty textile sector was defined, for the purposeç of this analyçis, to include a 
number of distinct products, including coated fabrics, papennakers’ and other felts, tire 
cord fabrics and narrow fabrics. This sector registered average growth in output, faced 
lower than average import penetration and had the second highest export to output ratio 
in the industry. The sector also had moderate gains in labour productivity. 

(e) Sales Distribution 

The markets for textiles changed somewhat during the 1984-88 survey period. Clothing 
remained the dominant market for the industry, although declining from 45 percent to 
41 percent of sales. Sales for household use, mainly carpetç, increased marginally to 
16 percent, while sales to the upholstered fumiture market declined marginally to 
6 percent. Sales for other use, mainly industrial applications, increaçed marginally to 
22 percent, while exports increased frorn 11 percent to 15 percent. The man-made yam, 
man-made fabric and specialty textile sectors contributed the most to the increase in 
exports. 

(f) The 1984-88 Performance in Context 

The strong performance of the Canadian textile industry, from 1984 to 1988, as 
suggested by an analysis of the survey responses, is alço çhown in published statistics. 
Table 2.4 shows that, for the same period, the textile industry exceeded al1 manufacturing 
in t e m  of growth in real domestic product, labour productivity and capacity utilization. 
It has, however, fallen behind in terms of new investment and en-iployiiient growth. Of 
partimlar note in the table is the fact that labour productivity in the textile industry 
approached that for al1 manufacturing in 1988. 
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Table 2.4 

SUMMARY STATISTICS FOR TEXTILES 
1984-88 

(Values Expressed in 1988 Dollars) 

REAL DOMESTIC PRODUCT (millions of dollars) 
Textiles' 
Al1 Manufacturing 

TOTAL EMPLOYMENT (000's) 
Textiles' 
Al1 Manufacturing 

% Of Mfg. 

%a of Mfg. 

PRODUCTIVITY (RDP $OOO/employee) 
Textiles' 
Al1 Manufacturing 
% of Mfg. 

NEW INVESTMENT (millions of dollars) 
Textiles" 
Al1 Manufacturing 
% of Mfg. 

NEW INVESTMENT (% Of RDP) 
Textiles'* 
Al1 Manufacturing 
% of Mfg. 

CAPACITY UTlLlZATlON 
Textiles"' 
AI1 Manufacturing 

1984 

1,256 
82,667 

t.5 

34 
1,722 

2.0 

37 
48 

77.1 

131 
9,485 

1.4 

10.4 
11.5 
90.4 

80 
78 

1988 

1,638 
99,124 

1.7 

33 
1,913 

1.7 

50 
52 

96.2 

164 
17,616 

0.9 

10.0 
17.8 
56.2 

97 
83 

MI(%) 
1984-88 

6.9 
4.6 

-0.7 
2.7 

7.8 
2.0 

5.8 
16.7 

-1 .O 
11.5 

4.9 
1.6 

Notes: * Textile industry as defined for purposes of the proposed tariff reductions. 
See Volume 2 for an explanation of the estimation procedure. 
** Primary textile industry (estimate). 
*+' Primary textile industry. 
AAI = Average annual increase. 
RDP = Real domestic product. 

Statistics Canada Catalogues 13-001, 15-001, 34-250, 34-251 and 61-214 and CANSIM Matrices 4664 
and 8003. 

Sources: 

Notwithstanding the industry's overall strong performance, the textile industry has 
been more affected by cyclical developments in the 1980s than have the manufacturing 
industries overall, as shown in Figure 2.4. The primary textile industry was hit hard by the 
recession in the early 1980s - more so than either the clothing industry or al1 manufacturing. 
However, it outperformed the other sectors during the height of the cycle and outpaced the 
real output growth of both clothing and total manufacturing from 1981 to 1988. 

5. Downstream Industries 

There is a strong interdependence between the textile industry and downstream 
industries, such as clothing and home hrnishings (including household textile products, 
carpets, upholstered fumiture and ma ttresses). Other industries using textiles are not 
described in this chapter, as many markets are involved, and textile inputs generally 
account for a comparatively smaller percentage of overall production costs. 
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Figure 2.4 

INDEX OF RDP’ FOR PRIMARY TEXTILES, CLOTHING 
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The clothing and home furnishings industries employed approximately 145,000 people 
in 1988 compared to 33,000 people in the textile industry, as defined for the purpose of 
this inquiry. Shipments of the clothing and home furnishings industries amounted to 
$9.1 billion in 1988 compared to $3.9 billion for the textile industry. (See Figure 2.5) 

(a) The Clothing lndustry 

In addition to a wide range of clothing for consumers, the clothing industry also 
produces garments for industrial and institutional use. Principal products include 
women’s, men’s and children’s wear, foundation garments and a wide range of knitted 
clothing, such as T-shirts, underwear, sweaters and hosiery. 

(i) The lndustry and its Market 

The clothing industry is relatively labour-intensive and is generally madeup of srnaller 
companies than the textile industry. The more successhl firms tend to stress respon- 
siveness to changing trends, variety and design. Some of the major companies in the 
clothing industry are Dylex Limited, Nygard International Ltd. and the Algo Group Inc. 
As in the textile industry, the clothing industry has undertaken substantial restructuring. 
It has introduced automated processes to the design and cutting stages of production. 
Generally speaking, however, sewing remains quite labour-intensive. 

Total employment in the clothing industry increased from nearly 111,000 people in 
1984 to an estimated 120,000 people in 1988. The industry was concentrated in Quebec 
(57 percent of employment), Ontario (31 percent) and Manitoba (6 percent). Manufacturers 
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Figure 2.5 

TOTAL SHIPMENTS AND EMPLOYMENT FOR TEXTILE AND 
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Sources: ClTT survey and Statistics Canada. 

were located primarily in large urban centres such as Montréal, Winnipeg and Toronto. 
Production of clothing accounted for 18 percent of the manufacturing employment in the 
Montréal area, 17 percent in the Winnipeg area and 6 percent in the Toronto area.' 

The apparent Canadian market for clothing was approximately $8.2 billion in 1988. 
The market grew throughout the period, but growth slowed in 1988. Total shipments of 
Canadian firms were about $6.4 billion in both 1987 and 1988. Although declining in 1988, 
exports recorded a sizable increase over the study period, but from a smaii base. Imports, 
over the 1984-88 period, captured an additional three percentage points of the apparent 
market. This is a similar import penetration trend as for manufacturing overall. It is, 
however, an import growth which is about twice as high as that for textiles. Nonetheless, 
in 1988, the domestic clothing industry met 72 percent of the domestic market demand, 
measured by value, cympared to 60 percent for al1 manufacturing (see Table 2.5) and 
59 percent for textiles. 

A longer term view of the industry is shown in Figure 2.6. In the 1961-88 period, the 
clothing industry, iike the textile industry, accounted for a declining share of Canada's 
overall manufacturing industry. However, the clothing industry faced less import penetra- 
tion in the domestic marketplace than either the textile industry or manufacturing in total. 

1. Fmployment dishibution data from: Clothinv Industrv Profile, ISTC, 1988. 

2. In this calcuiation, imports are valued on an FOB basis. Measured on a CIFplus duty basis, the domestic clothing industry 
met 67 percent of the domestic market demand in 1988 compared to 59 percent for total manufacturing and 55 percent for 
textiles (CITT staff estimates). For a discussion of the "level of trade" measurement issue, see Volume 2. 
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Table 2.5 

APPARENT CANADIAN MARKET FOR CLOTHING 
1984-88 

(Millions of Dollars) 

.- 

Total Shipments 

Exports 

Dornestic Shipments 

lrnports (FOB) 

Apparent Market 

Domestic Shiprnents of Apparent Market ("/O) 

Clothing 
Manufacturing' 

1984 

5,175 

287 

4,888 

1,603 

6,491 

75 
64 

1985 

5,543 

322 

5,221 

1,683 

6,904 

76 
63 

1986 

6,016 

398 

5,618 

2,050 

7,668 

73 
61 

Note: 

Sources: E T C  and Statistics Canada. 

See Volume 2 for the apparent Canadian market table for al1 rrianufacturing. 

1987 

6,350 

464 

5,886 

2,259 

8,145 

72 
62 

1988 

6,374 

425 

5,949 

2,298 

8,247 

72 
60 

(ii) Clothlng lndustry Issues 

In testimony before the Tribunal, inany clothing makers described their competitive 
environment over the next few years a s  likely to be influenced by flat to marginal domestic 
growth prospects, continuing growth in imports and few offsetting prospects in export 
markets. As evidence of the existing competitive pressures, they pointed out that many 
clothing product groups have significant degrees of import penetration, particularly 
products like sweaters, outerwear, blouses and men's shirts. 

The clothing makers felt that the export prospects for their industry were rendered 
uncertain by the F ïA.  Elimination of the duty drawback program in 1994,' the imposition 
of the double transformation rules' and the limited size of the tariff rate quotas3 were al1 
seen as clouding the future. 

The double transformation rules and the tariff rate quotas were viewed as limiting 
export opportunities, which might otherwise have been available through the FTA by 
restricting the use of offshore fabrics in garment production destined for the US market. 
Such goods would not meet the double transformation rules, and any export of them in 
excess of the tariff rate quotas would become, for US customs purposes, subject to 

1. Generally, where imported materiais are iricorporated in goods which are subsequentiy exportcd, regulations provide 
for drawback of the duty paid on the imported niaterialç. In the case of goods exported to the United States and benefiting 
from preferential treatment under the FTA, draivback of duties on third-country fabrics will not be permitted after the end 
of 1993. However, where goods are exportcd to the United States and are subjcct to MFN t x i f f  rates, or exported to other 
countries, eligibility for drawback of duty on imported niaterialç \vil1 continue. 

2. Generally, to meet the "double traiisformatiori" riilcs and to be cligible for FTA rates of duty, clothing muçt be niade from 
fabric that was at least woven or knitted in Canada or the United Statcs, and the garmcnt niust have bcen cut and S e m  in 
Canada or the United States. 

3. The tariff rate quotas provide for 30 niillion square yards equivaleiit of riori-~voollen clothiiig and 6 million yards 
equivalent of woollen clothing to be perniitted duty-frce acccss to thc United States aniiually ivhen niade of third-country 
fabric. The total quotas are subject tc adjustnieiit OII agreenicnt betwecn Canada and the United States. 



Figure 2.6 
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Notes: lmports measured on a CIF duty paid basis. 
1986-88 data are CITTestimates based on recent growth in shipments, imports and exports. See Volume 2 
for explanation of the estimation procedure. 

Sources: Statistics Canada Input-Output Table L Level of Aggregation. Information provided to ClTT by lnformetrica 
Limited. 
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MFN tariffs and any quotas applicable to the products of that country from which the fabric 
was sourced. 

The clothing industry argued that, with the FTA in place, it would experience 
difficulties in maintaining its current share of the domestic market, let alone expanding into 
export markets, if it could not achieve greater product differentiation from itç US counter- 
parts. To assiçt in achieving thiç product differentiation and to hold on to the domestic 
market in competition againçt US firms usine US fabrics, it waç neceçsary, the industry 
argued, to have cheaper acceçç to offshore fabrics which were different from those 
produced in Canada or the United States. 

The clothing industry teçtified that its decision to purchaçe a variety of fashion fabricç 
offshore was driven essentially by the unavailability of many of these fabrics in Canada 
and the United States. Suppliers were needed Who could provide garment makerç with 
the right product at the riglit tiine and who could respond quickly to their deinands for 
new fabrics to meet changing fashion trends. 

Notwithstanding their stated need to have better access to offshore fashion fabrics, 
clothing induçtry representatives made it clear that, where possible, they preferred to 
establish supply relationshipç with dorneçtic suppliers, thus reducing or avoiding the risks 
involved in sourcing fron-i foreign suppliers. The availability of domestically sourced 
fabrics was viewed by garment makers as a critical factor in permitting them to remain 
competitive in Canada. 

(iii) lndustry Performance 1984-88 

The çurvey data’ show that financial performance for the clothing induçtry, over the 
1984-88 period, was generally superior to the Canadian manufacturing industry average. 

Theçampleresultsfor clothingand accessorymanufacturersshowedanaveragereturn 
on equity of 15.6 percent. This was well above the average of 12 percent for the Canadian 
manufacturing sector, but on a par with the 16 percent average returns in 1987-88 earned 
by the nine large clothing firms in the US Fortune 500. The return on equity waç variable 
within individual product segments of the clothing industry. Women’s and girls’ product 
lineç showed the highest average return on equity, at 20 percent. This was followed by 
men’s and boys’ product lines and accessories, both at 11 percent. 

The clothing industry’ç net income to asset ratio of 6.5 percent was comparable to 
6.0 percent for Canadian manufacturing. Once again, there was considerable variability by 
product line. Women’s and girls’ led the way at 8 percent, followed by men’s and boys’ at 
5 percent and accesçories at 4 percent. 

(iv) Raw Material Costs and Sourcing 

The survey of clothing3 and other textile product manufacturerç collected information 
on the sourcing and cost of textile raw materialç used in the manufacture of downstream 
industry products. 

1. 
aii countries excluding the United Statcç. 

2. 
clothing industry. Çee Volume 2 for furthcr discussion of the sampie coveragc. 

3. 
industry. See Volunie 2 for further discussion of thc sairiple coverage. 

Throughout thiçreport, tcrmç such as offshore, rcst of the w r l d  or third-country iniports refcr gencrally to importçfrom 

Finanaal staternentç from 162 firms wcrc analyzcd rcpresenting about 33 percent of the çhipmcnts in the Canadian 

Questionnaires from 133 firms u’we analyzcd rcpresenting about 22 percent of the shipmeiitç in the Canadian clothing 
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For the clothing industry, the use of domestically produced material has been 
diminishing, from 51 percent in 1984 to 47 percent in 1988. As a source of textile raw 
materials, the United States accounted for about 11 percent, while offshore suppliers 
moved up  from 37 percent in 1984 to 42 percent in 1988. 

Of the three main categories of textile materials used in the manufacturing of clothing 
(Le., yarns, knitted fabrics and woven fabrics), yarn was reported as having the highest level 
of domestic sourcing, but the trend was downward, from 81 percent in 1984 to 72 percent 
in 1988. The decreased domestic sourcing has been mainly to the advantage of US suppliers. 

Between 1984 and 1988, clothing makers bought an increased proportion of their 
woven fabrics from outside Canada. Suppliers in countries other than the United States 
supplied 51 percent of domestic clothing makers’ woven fabrics in 1988, up  from 46 percent 
in 1984. US suppliers provided about 9-12 percent of total needs. Domestic sourcing of 
woven fabrics decreased from 43 percent in 1984 to 39 percent in 1988. 

In contrast, the sourcing pattern of knitted fabrics remained relatively stable in the 
1984-88 period. Sourcing of producers’ requirements from local suppliers was in the 
62-65 percent range, 21-22 percent from the United States and 14-17 percent from offshore. 

For clothing producers, textile raw material costs accounted for about 47 percent of 
overall production costs in 1988. This proportion was the same for garments using knitted 
or woven fabrics. 

However, textile raw material costs as a percentage of total production costs varied 
significantly from one product category to another, ranging from 22 percent in the case of 
men’s woven jackets to 58 percent in the case of the women’s slip category. In broad terms, 
the higher the percentage of textile raw materials and the more such materials are sourced 
from offshore suppliers, the greater will be the effect of MFN tariff reductions on total 
production costs. 

(v) Summary Statistics 

Table 2.6 provides indicators of clothing industry performance for the period 1984-88. 
The table indicates that the clothing industry has not kept Pace with the manufacturing 
sector in terms of growth in gross domestic product, productivity and new investment. 
Average employee productivity, measured by gross domestic product per employee, is less 
than half that of al1 manufacturing and remained steady from 1984 to 1988. 

(b) The Home Furnishings Industries 

Included in this group are producers of household textile products, such as bed linens, 
towels and drapes and manufacturers of carpets, mats and mgs, upholstered household 
furniture and mattresses. A number of these manufacturers are part of the textile industry 
represented by the CTI. Thus, while certain of the CTI’s members will need to respond to 
increased competitive pressures broughtabout by tariff reductions, others will benefit from 
lower tariffs on imported raw materials. 

Collectively, these industries had shipments of $2.7 billion in 1988 (see Figure 2.7). 
Exports totalled $236 million or 9 percent of total industry shipments. In 1988, the four 
industries employed an estimated 25,000 people. Establishments in Ontario accounted for 
48 percent of the employment, Quebec 38 percent, with 14 percent of the employment 
located in other provinces. 
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Table 2.6 

SUMMARY STATISTICS FOR CLOTHING 
1984-88 

(Values Expressed in 1988 Dollars) 

REAL DOMESTIC PRODUCT (millions of dollars) 
Clothing 
Al1 Manufacturing 

TOTAL EMPLOYMENT (000’s) 
Clothing 
AH Manufacturing 

% Of Mfg. 

% of Mfg. 

PRODUCTIVITY (RDP $000/employee) 
Clothing 
Al1 Manufacturing 
% of Mfg. 

NEW INVESTMENT (millions of dollars) 
Glothing 
AH Manufacturing 
% of Mfg. 

Clothing 
Al1 Manufacturing 
% of Mfg. 

Clothing 
Al1 Manufacturing 

NEW INVESTMENT (“4 of RDP) 

CAPACIV UTlLlZATlON 

2,489 
82,667 

3.0 

111 
1,722 

6.4 

22 
48 

45 8 

44 
9,485 

0.5 

1 .8 
11.5 
15.7 

85 
78 

1984 

- 

1988 

2,666 
99,124 

2.7 

120 
1,913 

6.3 

22 
52 

42.3 

51 
17,616 

0.3 

1.9 
17.8 
10.7 

86 
83 

Ani(%) 
1984-88 

1.7 
4.6 

2.0 
2.7 

0.0 
2.0 

3.8 
16.7 

1.4 
11.5 

0.3 
1.6 

Notes: AAI =Average annual increase. 

Sources: 
RDP = Real dornestic product. 
Statistics Canada Catalogues 13-001, 15-001, 34-252 and 61-214, and CANSIM Matrix 8003. 

( i )  lndustry Issues 

Producers of home furnishings expressed differing viewç as to the cornpetitive 
environment. While import competition in some segments was said to be considerable, 
other segments were less susceptible to import penetration becauçe of the nature of the 
business. For products such as carpets, for example, freight and inventory costs make 
serving the needs of the doxnestic market more difficult from outside Canada. 

Most witnesses from the household textile products sector indicated that exports to 
the United States or elsewhere were not a signifiant part of their business. In contraçt, 
upholstered fumiture makers saw their future prospects as being çignificantly iniproved 
by exports if they çecured tariff relief on fabric imports. 

Like the clothing makers, the furniture producers were of the view that if they were to 
besuccessful in the future, particularly in the US market, they would have to achieve greater 
product differentiation from their US counterparts. They suggested that it was difficult to 
meet requirements for specialized fabrics from Canadian sources because of the limited 
number of lines available domeçtically. 
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Note: 

Source 

Figure 2.7 

HOME FURNISHINGS INDUSTRIES 
DISTRIBUTION OF TOTAL SHIPMENTS 

1988 

\ HOUSEHOLD TEXTILE PRODUCTS 
$586 MILLION 

BE DS P R I N G S AN O MAT T R ESSES 
$365  MILLION 

Total Shipments: $2,734 million. 

Statistics Canada (unpublished - preliminary). 

Uphoistered furnituremakers viewed with concern the fact that,under theFïA, theirtariff 
rotection would be reduced to zero in five years, while their fabric imports from the United 

Etates would continue to be subject to tariffs for an additional five years, placing them at a cost 
disadvantage with respect to their US competitors. However, in its announcement of 
November 30,1989, concerning the agreement reached on the list of tariff lines and products 
for acceIerated elimination of tariffs under the FTA, the Govenunent indicated that both 
countries had agreed in principle to pursue, on an administratively acceptable basis, 
accelerated tariff elimination on fabncs of a End used principally as decorative outer coverings 
in the manufacture of upholstered furniture. 

( i i )  Raw Material Costs and Sourcing 

Textile raw materials accounted for varying roportions of total production costs for 

accounted for about 70 percent of total production costs, with 27 percent of the material 
sourced offshore. Domestic sourcing was 67 percent, and US sourcing was 6 percent in 
1988. 

In the case of carpets, mats and rugs, textile raw materials were reported to make up 
59 percent of total production costs. Most of the materials (91 percent) were sourced 
domestically in 1988, with only minor quantities obtained from offshore suppliers other 
than those in the United States. 

In the case of bedspring and mattress and upholstered household furniture products, 
only 16 percent of the total cost of production was represented by textile raw materials. 
Sourcing was 37 percent doinestic, 55 percent from the United States and 8 percent offshore. 

fim producing home furnishings. For househo P d textile products, textile raw materials 
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6. Highlights 

During the 1970s and through the 1980s, the Canadian textile industry was transformed 
from a labour-intensive manufacturing sector to one that is more capital-intensive and 
technologically advanced. The transformation took place with government assistance and 
in the face of significant international cornpetitive pressures. 

Many textile manufacturers have also rationalized production by terminating 
unprofitabIe lines and concentrating on longer production mns of competitive products. 
This restructuring and rationalization has led to an improved overall level of capacity 
utiliza tion, increaçed econoinies of scale and labour productivity improvements. Many 
industry participants expect thiç trend to continue as the Canadian industry positions itself 
in the North American market and takes advantage of market niches which are large by 
Canadian standards. 

Historically, the industry has been geared to meeting domestic deniand. However, 
export markets are becoming increasingly important, with some firms currently expanding 
their international marketing efforts. The industry haç also sought to create new products 
and to diversify its market, notably in the field of industrial textiles. 

As a whole, the industry is perforinirigwell. It has met the challenges of the last decade, 
and some sectors of the industry have attained intemationally competitive leveis of 
performance. In the 1984-88 period, the textile induçtry was profitable - more so than the 
Canadian manufacturing industry as a whole or the textile industry in the United States. 
This asçessment, however, must be tempered by the cyclical nature of the Canadian textile 
industry’s performance. During the 1980s, the industry perforined worse at the bottom of 
the business cycle and better during tlie good economic times than Canadian manufac- 
turing industry as a whole. 

There is a çtrong interdependence between the Canadian textile and dcwnstream 
industries. Over 60 percent of textile industry sales were to the Canadian clothing and 
home fumishings industries in 1988. Tariff reductions on third-country imports are 
expected to have the greatest effect on those products where textile raw materials represent 
a high proportion of overall production costs and where a high proportion of material is 
obtained outçide North America or where domestic output is priced competitively with 
these sources. 

The clothing industry sees the availability of a broad range of fabrics at competitive 
prices as an essential element of its coinpetitiveness in both domestic and export markets. 
The clothing industry serves the Canadian market using a combination of domestically 
manufactured and imported fabrics. In the 1984-88 period, the industry faced greater 
import growth than the textile industry. It expects the cornpetition in the domestic market 
to intensify under the FTA. To ineet tlie cornpetition, the clothing industry has increasingly 
been sourcing fabrics offshore. In 1988, offshore suppliers provided 42 percent of the 
industry’s textile raw materials, up  from 37 percent in 1984. The coçt of these fabrics is an 
important aspect of the industry’s competitiveness. 
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CHAPTER 111 

THE INTERNATIONAL SETTING 

1. lntroductlon 

In his letter of reference, the Minister of Finance observed that tariff reductions should 
be "consistent with the textile industry's ongoing efforts, through heavy investment and 
rationalization of production, to enhance the viability of its operations and to adjust to the 
international trading environment." The Tribunal, therefore, felt it was im ortant to gain 

have characterized textile' and clothing trade since the 1960s. The first part of this chapter 
will briefly describe the major post-World War II developments related to the emergence 
of managed trade for textiles and clothing involving quantitative import controls or VERS 
under the MFA. While the preceding chapter looked at recent import trends from the 
perspective of the Canadian marketplace, this chapter will endeavour to situate these 
developments in a global, as well as a North American, context. 

a general understanding of the international trading regime and global tra B e patterns that 

There was considerable debate among interested parties about the usefulness and 
appropriateness of studying quantitative import quotas or VERs. The textile industry felt 
that VERs had a protective effect that went beyond tariffs and it was, therefore, necessary 
to carry out a detailed study of both the Canadian and American VER regimes in order to 
accurately compare the two countries' textile tariff levels. The clothing industry 
emphasized that the Tribunal's terms of reference made no mention of VERS or other 
non-tariff barriers and, as these restraints were fluid trade measures which change with 
time, their study would not contribute to the Tribunal's work. 

The Tribunal felt that it was important to examine carefully the VERs issue in an effort 
to decide how they affect the Canadian textile market and whether they have a measurable 
effect on trade over and above that given by tariffs. To this end, consultants in Canada and 
the United States were hired by the Tribunal to (1) provide detailed descriptions of the two 
countries' regimes; (2) compare their protective effect; and (3) advise on the manner in 
which tariff equivalents for VERs might be estimated. Testimony and submissions from 
interested parties on the subject were also carefully considered. 

Our terms of reference also asked that we "take into account major changes which will 
be occurring in Canada's trading arrangements," such as "the Multila teral Trade 
Negotiations now in progress," in considering action "to lower the tariffs on textiles to a 
level more in line with those of other industrialized countries." Specific recommendations 
on the ultimate level to which textile tariffs should be reduced over the next 10 years were 
then to bemade "bearing in mind Canada's objectivesin theUruguay Round of Multilateral 
Trade Negotiations (MTN) currently underway." This chapter will therefore finish by 
describing the relevant developments in the Uruguay Round which may affect future 
textiles and clothing trade. 

1. The term "textile" trade is often used to describe international trade in textiles, clothing and other textile products. 
Wherever possible, trade wiii be distinguishedamong theçe three groups of products. However,it may not always beposçible 
to foliow the definition of "textiles" preçented at the outset of Chapter II. In such cases, a reasonable proxy wiii be identified 
and used instead. 
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2. The International Trading Regime 

Textiles and clothing have been important products of intemational trade for many 
centuries and remain so today. Textiles and clothing have also been one of the most 
consistently managed areas of international trade in the poçt-World War II era of general 
trade liberalization. This regime of managed trade arose againçt the backdrop of a 
significant increase in production of textiles and clothing by the developing and centrally 
planned economy countries over the past 30 to 40 years. This growth was accompanied by 
a decline in the developed countries’ share of world production of textiles and clothing. 
This decline is still continuing, according to the GATT Textiles Cornmittee çtatistics. 
Table 3.1 shows that Canada and the United States were the only industrialized countries 
which increaçed their production of both textiles and clothing during the mid-1980s. It is 
ais0 interesting that Canada’s growth in prodtiction of textiles outpaced that of al1 other 
industrialized countries. 

Brazil 
(1975 = 100) 

Czechoslovakia 

EC( 1 2) 

Hong Kong 

Hungary 

lndia 

(1981 = 100) 

Japan 

Korea 

Norway 

Singapore 

Switzerland 

Table 3.1 

PRODUCTION INDICES: TEXTiLES AND CLOTHING(’) 

(1973 100, Exceptas Noted) 

Product 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

Textiles 
Clothing 

1984 

102.6 
128.8 

143.6 
140.1 

92.8 
86.5 

115.0 
113.8 

115.0 
114.8 

106.7 
99.4 

85.4 
87.5 

325.5 
488.3 

74.9 
56.9 

39.9 
111.3 

100.0 
93.0 

1985 

111.8 
130.1 

147.4 
146.4 

94.7 
87.1 

119.6 
105.0 

116.3 
112.7 

113.8 
103.8 

83.9 
87.7 

325.2 
498.4 

79.0 
57.7 

28.5 
105.9 

103.7 
91.5 

1986 

126.3 
138.4 

151.0 
149.2 

96.9 
97.1 

150.0 
124.8 

115.3 
103.5 

11 7.0 
100.2 

79.6 
85.4 

354.1 
547.1 

79.7 
55.3 

28.7 
121.8 

106.1 
94.1 

1987- 

125.0 
124.7 

X 
X 

96.5 
84.3 

170.0 
141.0 

118.9 
103.5 

X 
X 

77.8 
85.2 

386.6 
606.5 

74.3 
48.4 

32.9 
134.0 

103.3 
86.1 

Notes: (1) Defined in accordance with Article 12 of the MFA and paragraph 24 of the 1986 Protocol 
Index generally refers to value added at constant prices. 
X = Not available. 

Source: GATT Textiles Cornmittee, Sub-Cornrnittee on Adjustrnent, Report of the Sub-Committee on Adiustrnent, 
COM-TEXIW’206, 15 Septernber, 1988. 
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The restrictive or "managed" trade regime for textiles explains in good part the past 
two decades' relatively slow growth in textile trade worldwide. As Figure 3.1 shows, 
taking 1965 as the base year, world trade in textiles from 1965 to 1986 has grown more 
slowly than total trade, as well as clothing trade. Despite the fact that clothing trade has 
also been managed since 1962, the rapid growth in this area is probably explained by the 
continuing labour cost advantage of developing and centrally planned economies, as well 
as the low entry costs which have allowed many of the developing countries to enter the 
clothing market relatively quickly. Undoubtedly, this growth in clothing trade would have 
been even stronger under an unrestricted international trade regime. 

2 5 0 0  

2 0 0 0  

1 5 0 0  

1000 

5 0 0  

O 

COMPARISON OF GROWTH IN TEXTILES, CLOTHING 
AND TOTAL TRADE FOR THE WORLD 

1965-86 

INDEX: 1965 - 100 

TEXTILES 

1 8 6 5  1 9 7 0  1 9 7 5  1 9 8 0  1 9 8 8  

Notes: (1) Textiles, SlTC Codes 65 & 26, Le., textile fibres (other than wool tops); textile yarn, fabrics, made-up 
articles such as linens, carpets and other floor coverings; and related products. 

(2) Clothing, SlTC Code 84, excluding Code 848 (non-textile apparel accessories). 
(3) Excludes Intra-EEC Trade. 

UN Trade Data: External Affairs International Trade Data Bank. Source: 

In successive GATT rounds, textile and clothing tariffs have virtually escaped the tariff 
reductions which were negotiated for most other commodities. As a result, at the 
conclusion of the Tokyo Round of GATT multilateral trade negotiations in 1979, the textile 
tariffs of industrialized countries, with the exception of most natural fibres, generally stood 
at levels that were much higher than the tariffs applied to other commodities. While these 
high textile tariffs continue to restrict international textile trade today, non-tariff barriers 
are an equally important feature of the textile trading regime. 

The most significant non-tariff barrier (NTB) affecting the textile and clothing trade is 
quantitative import controls, i.e., quotas or VERS. During the 1950s, the growth in US and 
UK imports of Cotton textiles, especially from Japan, led to pressures to control these 
imports. In 1956, the United States negotiated a voluntary restraint agreement on Cotton 
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textile exports with Japan for the period 1957-61. In the 1960s, restrictions on trade in 
natural fibres and the products thereof were multilateralized. 

In response to the new international trading pressures created by the rapid 
development of the man-made fibre products industry, the Arrangement Regarding 
International Trade in Textiles, also called the Multi-fibre Agreement or MFA, was 
negotiated under GATT's auspices in the early 1970s. The MFA came into force in 
January 1974 and covered trade in most textile products (including clothing) manufactured 
from cotton, wool and man-made fibres. Both importing and exporting countries recognize 
that the MFA is an exception to the MFN principle of the GATT in that it permits import 
restrictions on a country-selective rather than a non-discriminatory basis. 

For the past 16 years,' the essential condition for the conclusion of either unilateral 
restraint measures under Article 3 of the MFA or bilateral arrangements under Article 4 is 
the actual existence or the real risk of "market disruption" in the importing country. 
Whether it has acted through bilateral negotiations or through the imposition of unilateral 
measures, the importing country muçt provide to the Textile Surveillance Body (TSB) of 
the GATT credible market disruption evidence that establishes: (1) actual or threatened 
injury to the domestic industry and (2) that the injury is caused by a significant increase in 
imports or sales of imports at prices subçtantially below those prevailing for similar go0d.s 
in the importing country.* Capacity utilization and profitability are among the factors 
considered in this injury determination. 

3. Sources of Textile3 and Clothing Imports 

(a) Canada 

For the paçt quarter century, the United States has been Canada's principal source of 
textile imports. Imports from theUnited States and other developed countries areçtill more 
than double the level of imports from developing countries (69 percent versus 31 percent 
in 1987). 

While Canada's imports of clothing from developing countries were very small 
in 1963, by 1973 imports from this source exceeded those from developed countries. In the 
period 1984-87, imports of clothing from developing countries reached almost triple the 
level of imports from developed country sources.4 (See Figure 3.2) 

Between 1963 and 1987, Canada's combined imports (by value) of textiles and clothing 
increased much more rapidly from developing as compared to developed country sources. 
During this same period, the relative shift to developing country sources was much more 
pronounced in the case of clothing as compared to textiles. However, in the 1984-87 period, 
textiles was the area that saw the greatest growth in imports from developing countries. 
What seems to have occurred is a çhift in sourcing of textiles from developed to developing 
countries, rather than an above average growth in textile imports. (Indeed, the average 

1. 

2. 

3. 
The definition is therefore somewhat broader than the textile industry, as defined for the purpoçes of this inquiry. 

4. This development must be vielved against the bakground of significant growth in dothing imports froni developing 
country sources in both 1983 (26 percent) and 1984 (17 percent). Summarv of Canada's Bilateral Ilestraint Arrangements - 

The MFA was renewed in 1 9 7  (MFA II), 1981 (h4FA III )  and 1986 (MFA IV). MFA IV expires in J d y  1991. 

Annex A to the MFA. 

'Textiles" defined in accordance with SITC Codcs 65 and 26; which include wrpets and other consumer textileproducts. 

Department of External Affairs, Octobcr 1987, p. 1. 
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Figure 3.2 

TEXTILES AND CLOTHING: CANADA'S IMPORTS BY SOURCE 
1963-87 

(a) TEXTILES 
(MILLIONS OF US DOLLARS) 

1500 

1 O00 

500 

O 
1984 1985 1986 1987 1963 1973 

(b) CLOTHING 
(MILLIONS OF US DOLLARS) 

= DEVELOPING 

1 O00 

500 

O 
1963 1973 1984 1985 1986 1987 

Notes: (1) Textiles, SlTC Codes 65 & 26. 
(2) Clothing, SiTC Code 84, excluding Code 848. 
(3) Excludes Intra-EEC Trade. 
(4) Developing includes Centrally Planned Economies (CPE). 

UN Trade Data: External Affairs International Trade Data Bank. Source: 
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annual percentage change in Canada's textile imports from al1 sources for 1963 to 1987 is 
8 percent and the same calculation for the period 1984-87 is 7 percent, indicating a slight 
decline in growth in total textile imports of late.) This shift in sourcing is most likely 
explained by an apparent relaxation in Canada's textile quotas in the post-1986 (MFA IV) 
period. (See Table 3.2) 

1986 

1,447 
538 

351 
1,032 

Table 3.2 

TEXTILES AND CLOTHING: CANADA'S GROWTH IN IMPORTS BY SOURCE 
1963-87 

(Millions of US Dollars) 

Average Annual 
Percent Change 

1987 1987163 

1,532 7 
683 11 

355 10 
1,228 22 

r 1963 
334 
53 

40 
11 

374 
63 

1973 1984 1985 

804 1,438 1,415 
139 374 399 

135 236 278 
168 918 870 

940 1,638 1,693 
307 1,292 1,269 

Textiles 

Clothing 

Total 

Developed 
Developing 

Developed 
Developing 

Developed 
Developing 

1,798 1 1,886 1 
15 7 1,570 1,912 

Notes: (1) Textiles, SlTC Codes 65 & 26. 
(2) Clothing, SlTC Code 84, excluding Cade 848. 
(3) Excludes Intra-EEC Trade. 
(4) Developing includes Centrally Planned Econornies (CPE). 

Source: UN Trade Data: External Affairs International Trade Data Bank. 

Average Annual 
Percent Change 

1987/74 

2 
22 

15 
10 

7 
14 

(b) United States 

A large çhare of textile imports to the United States has traditionally coine from 
developing country sources. In 1963, such imports represented approximately 41 percent 
of al1 US imports and, in 1987, imports from developing sources represented 51 percent of 
US imports. Japan is the US leading supplier of textiles in terms of value. Although not 
true in al1 cases, in general, the US textile mills' most severe competition from imports has 
been in the low-priced, lower quality products or in the high-priced, high-fashion 
products.' Figure 3.3 shows imports of textiles to the United States by source over the 
period 1963-87. 

(c) Canada/US Comparison 

1963-87, two facts emerge: 
When imports of textiles to Canada and the United States are compared for the period 

(1) Canada's share of total textile imports sourced from developing and centrally 
planned economieç, or so called "10w-cost"2 sources, continues to be rnuch lesç 
than the US proportion of "low-coçt" imports to total imports of textiles. 
(See Figure 3.4) 

1. United States International Trade Commission (UÇITC) Publication No. 2048, pp. 4-6 

2. The term "low-cost" source refers to developing countries and ccntrally planned econumies which are often subject to 
export reshaints pursuant to the MFA. Use of the term docs not necessarily mean that a country falling into this wtegory iç 
actually the lowest cos1 supplier for product X a t  an)' particular point in time. Indeed a review of data from the Ilepartment 
of Externai Affairs, Special Trade Iiclations Bureau, entitled Textile Import Table by I'roduct for the Period 1983 to 
Januarv - October 1989 shows that, in the case of mariy fabrics a t  least, the United States or anothcr developed country iç often 
the lowest unit price supplier. 
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Figure 3.3 

US TEXTILE IMPORTS BY SOURCE 
1963-87 

(BILLIONS OF US 0 0 L L A R S I  

4 

a DEV'G 

1963 1973 1987 

Notes: (1) Textiles, SlTC Codes 65 & 26. 
( 2 )  Excludes Intra-EEC Trade. 
(3) Developing includes Centrally Planned Economies (CPE). 

UN Trade Data: External Affairs International Trade Data Bank. 1 Source: 

(2) Canada's 8 percent average annual growth rate in textile imports from al1 
sources was the same as that of the United States.' 

When a more disaggregated measurement of only primary textiles according to fibres, 
yarns, broadwoven fabrics and other fabrics is made, Canada's growth rate in imports iç 
still lower than that of the United States for al1 but the fibre category? 

With respect to clothing, the shares of both countrieç' imports from "low-cost" sources 
are rather close. In 1987, Canada imported approximately 71 percent from "low-cost" 
sources and the United States, approximately 76 percent? 

As comparable market data were not available to calculate the share of the apparent 
market which "low-cost" imports held in Canada and the United States, a per capita value 
comparison of textile, clothing and al1 manufactured imports by Canada and the United 
States waç examined as a reasonable proxy for the unavailable market data. The analysis 
showed that: 

(1) for al1 manufactured goodç, Canada is more dependent on imports than the 
United States; 

1. See Volume 2 for a table comparing Canada's and US growth rates in textileimports. In theperiod 1984 to 1987, Canada's 
rate of growth from al1 sources was 7 percent versus the US 12 percent. 

2. Çee Volume 2 for a table comparing Canada's, the US and the EEC growth in primary textile imports. 

3. Sources: Canada: Total Imports, Clothing: Commoàity Trade by Industriai Sector: Historical Summarv 1983-87, 
Industry, Science and Technology Canada, 1988. Total Low Cost Imports, Clothing: CIlT Consultant Report Doc. No. 3.11.2, 
Canada's Voluntarv Export Resîraint Remme, dated September 28,1989. 
United States: Total Imports, Clothing: Department of Commerce, 1989 US. Industrial Outiook, January 1989. 
Total Low Cost Imports, Qothing: UnitedStates International Trade Commission, U.S. Imports of Textiles and Auuarel Undec 

Statistical . USITC Publication No. 2075, March 1988. . .  
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Figure 3.4 

COMPARISON OF CANADA'S AND US 
TEXTILE IMPORTS BY SOURCE 

1963,1984 AND 1987 

1963 

CANADA 

i c. 'f ., . 

1987 

USA 

Notes: (1) Textiles, SlTC Codes 65 & 26 
(2) Excludes Intra-EEC Trade. 
(3) Developing includes Centrally Planned Economies (CPE). 

Source: UN Trade Data: External Affairs International Trade Data Bank 
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for textile imports fromallsources, Canada is aiso moredependent on imports 
than the United States (ratio 3 to 1); 

for "low-cost" textile imports, Canada is again more dependent on imports 
than the United States, but less so than in either of the above-noted cases 
(ratio 2 to 1); 

for combined textile and clothing imports from "low-cost" sources, Canada is 
less dependent on these sources than is the United States ($73.97 per capita 
versus $88.22 per capita in 1987); and 

both countries had a similar average rate of increase in imports of textiles from 
"low-cost" sources during the period 1978-87. 

4. Canada's VER Regime 

Canada's bilateral textile restraint regime has evolved over 25 years. The regime has 

(1) the changing nature of Canada's textile and clothing industries; 

(2) the government's broad industrial and trade policy framework for the textile 
and clothing sectors; and 

(3) the changing pattern of textile and clothing imports into Canada. 

At the beginning of 1990, Canada had a total of 29 restraints, of which 26 cover clothing 
products, î5 primary textiles and 10 household textile products. A review of these restraints 
indicates that: 

developed in line with: 

(1) Canada continues to rely on bilateral VER agreements as a major instrument 
to control imports, but is also prepared to use unilateral measures as 
appropriate; 

(2) the original emphasis on textiles has gradually shifted to clothingas more and 
more developing countries have entered the clothing exporting business; 

(3) restraints on textiles are concentrated on a iimited number of sensitive 
products (more in the area of fabrics now than yarns); and 

I (4) there continues to be a series of important restraints affecting household 
textile products (bedsheets, linens and Cotton terry towels) and hosiery. 

/ Over time, the product emphasis of CanaPa's coverage has changed, as has the list of 
countries with which Canada has concluded bilateral restraint agreements. This reflects 
the use of VERS to respond to changing imports, by product and source, which cause or 
threaten to cause market disruption. In this respect, the quota restraints of the MFA are 
very different from bound MFN tariffs; they are a more flexible and less structured feature 
of Our protective system. 

The Canadian textile industry testified that it benefited d i r p l y  and indirectly from the 
restraints on household textile products and clothing. For expmple, several integrated 
textile companies manufacture household textile products, such as bedsheets and linens, 
and therefore benefit directly from restraints on the importatipn of those products. Repre- 
sentatives of the industry also agreed that restraints on imports of clothing and other 
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downstream textiIe productç generally açsist the induçtry by ensuring that it has a healthy 
customer base to purchase its fabric and, to a leçser extent, yarn products. 

The Canadian textile industry's major sources of competition appear to Vary 
depending on the product and the particular year. In certain instances, the main 
cornpetition is from the "iow-cost" sources which are restrained pursuant to the MFA. In 
other cases, the competition arises priïnarily froin developed countries. Testimony at the 
June hearing showed that textile manufacturers themselves import a signifiant amount of 
textiles from both developing and developed country sources. 

5. The US VER Regime 

Since its 1957-61 VER agreement respecting Cotton textile exports with Japan, the 
United States has relied on bilateral reçtraint arrangements as the basic instrument for 
controlling "low-cost" source imports of textiles aiid clothing. The United States started by 
emphaçizing textiles, but, as clothing imports from developing sources grew, it began to 
place q u a 1  emphasis on their control. 

In 1988, the United States had a total of 43 restraints, of which 39 cover clothing 
products, 27 primary textiles, and 14 consumer textile products.' The number of 
US bilateral agreements has grown over time. In late 1977, the United States had 
agreements with 18 countrieç, by mid-1984 with 28 and by 1988 with 43 countries.' The 
United States still conçiderç Japan to be a "lowcoçt" source of textiles, but it  is the only 
industrialized importing country to maintain a VER agreement with Japan. 

US VER agreements are frequently amended to tighten or loosen controls, depending 
upon import penetration and doniestic and international political and economic 
circumstances. In several dgreements, such as with the Philippines, the number of specific 
restraints is modest when compared isith the number of Designated Consultation L e ~ e l s . ~  
Neither the United States nor the TSB of GATT regards a Designated Consultation Level 
as an actuai restraint.* 

The US industry has had fairly frequent recouse to coiintervailing duty and 
anti-dumping petitions. During 1984, countervailing duty petitions were filed against 
13 countnes, which together accounted for about 15 percent of the total quantity of 
US textile and clothing imports.' These petitions appear to have assisted the US VER 
negotiators at certain crucial points when major suppliers were reluctant to agree on new 
import res train ts. 

6. Csmparison of the Canadian and US VER Regimes 

Table 3.3 provides a çummary comparison of the countries of export and product 
groupings that Canada and the United States controlled through import restraints in 1988. 
The four major suppliers are highlighted. 

1. Consumer textile products iiicludi~ cdrpetç and other floor coverings, househoid lincns, handbags and luggage. 

2. USITC Publication No. 2222, October 1989, page 4-1 

3. Thesc levels designate an amount of imports rvliich may autoniatically trigger a request for consultations, by either side, 
to convcrt the levei into a specific rmtraint. The spwific restraint tvould be set a t  a higher level and probably have the bcncfit 
of flexibility provisions. 

4. 
and that Canada should increasc its use of these levcls. 

5. 

The Gnadian industry, nevertheless, argued that Ilesignated Consultation Levels ivere a subçtitute for actual restraints 

USITC Publication No. 1693, pagc24 
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Table 3.3 

CANADNUS 
MFA IV VER REGIMES FOR TEXTILES AND CLOTHING 

CANADA USA 
Country RT RC RP RT RC RP 
BanQladesh X X 
Brazil X(U) Y F  X X 
Bulparia F(7) X X(1) 
Burma 

Nepal X 
Pakistan X X F Y  X X 
Panama X(i) 
Peru F X 
Philippines F X Y X 
Poland F X X F X X 
Romania F X X F Y  X X 
Singapore Y X F Y  X X 
S. Africa F(4) X Y(4) X 
Cri I inki Y Y Y 

Thailand l F I X I II Y t  I X l X 
Trinidad &Tobago (10) I 

1 l Y I Y II F V  I Y I 

United Arab Emirates X(U) 
Urunuay F( i )  F X 
USSR F(8) 
Vietnam X 
Yuposlavia Y F  X 

Y = Yarn 
F = Fabric 
RT = 
RC = 
RP = 
(U) = Unilateral restraint 
(1) = Single product restraint 
(2) = 
(3) = Hosiery only 
(4) = 

(5) = 
(6) = 
(7) = Restraint on worsted fabric effective ûctober 1988 forward 
(8) = Single product agreement for one year only 

~ (9) = In 1988 this became a single product, Cotton fabric, control 
(IO) = Designated Consultation Level only, no specific restraints 

Source: 

Specific restraint for primary textiles, which could be Y or F 
Specific restraint for clothing products; gloves, work gloves & liners and hosiery are included under this designation 
Specific restraint for consumer textile products, e.g., bed linens, handbags, luggage 

In 1988 this became a single clothing product restraint; prior to 1988 kwas a two-product restraint agreement 

Effective Jan. 1,1989, to Dec. 31,1991, in case of Canada; VER agreement in effect in 1985 only in case of USA and here- 
aher Anfi-ApartheidActembargoed al1 vade , 
CddDom. Republic Agreement awaiting ratification but being provisionally implemented çince 1988 
Special Export Authorization system for many clothing products not subject Io specific restraints 

Based on review of Canada and US restraint agreements and unilateral import restraints in effect from 
1986 to 1988. 
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China, Hong Kong, Korea and Taiwan are regarded by Canada and the United States 
as their major "low-cost" suppliers, and each country controls both textile and clothing 
products from these four sources. Canada also controls household textile products from 
al1 four and the United States from al1 but Korea. Table 3.4 shows that utilization rates for 
textile quotas are roughly comparable; generally, the greater the utilization of a quota, the 
greater the likelihood of the quota having an effect on domestic supply and prices. 

Yarns 

Fabrics 

Average Yarns 
& Fabrics 

Table 3.4 

CANADNUSA - 1988 
A COMPARISON OF TEXTILE RESTRAINT UTlLlZATlON RATES BY "BIG FOUR" 

7- _ _ _  
South Korea Taiwan P. R T C h i n a  a~ . . ~ ... -. .-c~a.- - 

nada nada n a d a - U S K  

64.7 75.6 111.0" 89.2 82.3 

67.0 75.5 63.4 62.6 77.7 68.5 55.3 78.1 

-ccgd;!p ~~ 

- _. ~ ~ ~ . _ _ _ _  

67.0 75.5 64.0 64.8 83.1 71.2 55.3 78.7 

Note: 

Sources: 

** Utilization above 100% as a result of flexibility provision utilization. 

Canadian data: Special Trade Relations Bureau, External Affairs and International Trade Canada; 
Restraint Utilization bv Product, pp. 38, 7 & 37 dated April 8, 1989. 
US data: Studv of the US Textile & Apparel Restraint Proaram; prepared by Sharretts, Paley, Carter & 
Blauvelt, P.C., for the CITT, July 31, 1989. 

A recent GATT TSB Report' which reviewed al1 importing countries' actions under the 
MFA for the period August 1986 to June 1989 found Canada and the United States to be 
comparable, but different from the other MFA importers, in the following ways: 

(1) both have increased the nuInber of reçtraint agreements under MFA IV, 
agreements which in general have a wider coverage, more restraints and 
growth rates and flexibility provisions* that are either unchanged or more 
strict than under MFA III; 

(2) the two are the only countries applying restraintsunder the MFA on products 
made of ramie type fibres; 

(3) the two are the only countries which negotiated aggregate or group limits; 
and 

(4) the two are the only countries to have imposed unila teral measures. 

The TSB view respecting the control of textile and clothing imports is that both Canada 
and the United States are applying MFA IV more strictly than they applied MFA III and, 

1. 
International Tradein Textiles. 1989. COM.TEX/SU/1490,11 September 1989. 

Report of the TSB to the Textiles Comniittee for the Maior Iicview of the Operation of the Arraneernent Remrdinp 

2. The major "flexibility provisions" are (1) swing - the percentage by which one rntraiiit product rnay be increased by 
transfer frorn one or more other product restraints, through the application of appropriate conversion factors; (2) Carry Over 
(CO) - provides for the utilization in the currcnt p r  of a portion of a restraint ivhich ivas undcrutilizcd in the irnrnediately 
precedng year; and (3) Uorrow Forivard (IjF) - provides for the utilization in the currcnt ycar of a portion of the restraint 
provided for the immcdiately succeeding ycar. 
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thus, have followed a trend contrary to that of al1 other importing countries. In short, both 
the Canadian and US textile and clothing industries appear to benefit from more quota 
protection than their western European counterparts. 

Despite extensive efforts by research staff, consultants and interested parties to 
compare, both quantitatively and qualitatively, the two countries’ regimes, the Tribunal 
has found it difficult to measure any significant difference in the protective effect of the 
VER regimes in Canada and the United States. Looking at the regimes themselves, it is 
clear that the United States now has a generally broader and more restrictive set of textile 
import controls than does Canada. There is also a widespread impression within the 
Canadian textile industry that the US regime has a greater protective effect because the 
United States controls more products from more sources. Furthermore, many in the 
industry felt that reducing Canadian tariffs to US levels, without making allowance for 
differences in the two VER regimes, would leave Canadian producers with less overall 
protection than their counterparts in the United States. However, the industry was notable 
to offer conclusive quantitative evidence to buttress these impressions. 

The Tribunal has noted that the textile trade and production patterns in Canada and 
the United States are very different. Canada does not produce as broad a range of textile 
products as does the United States. Further, developing countries subject to possible 
control under the MFA represent the major source of imports in the US market, whereas 
Canada faces higher levels of import penetration from other developed countries. It has 
not been possible, therefore, for Canada to establish cases of market disruption for as broad 
a range of products and country sources as has the United States. However, where Canada 
can and has been able to meet the MFA’s test of market disruption, it has protected itself, 
as has the United States. The Tribunal concludes that apparent differences in the 
VER regimes between Canada and the United States (e.g., the product and country 
coverages in Table 3.3) largely reflect the two countries’ different textile production and 
import patterns. 

It has become equally clear following Our study of VERS that these export restraints 
are a fhid and specific safeguard rneasure whose effectiveness changes from year to year. 
In the clothing area, for example, where consultants for the Tribunal were able to denve 
quantitative estimates of the tariff equivalents of a selected number of clothing products 
from Hong Kong over the 1985-88 period,’ the effectiveness of quotas varied enormously 
from month to month and year to year. In contrast, tariffs are more structured, more 
durable and more predictable in their protective effects. The Tribunal concluded that it 
would not be productive or desirable to attempt to convert VERS into tariff equivalentç in 
order to compare the overall level of protection for textiles in the two countries? 

It is true that Canada’s imports of textiles3 from developing countries increased at a 
faster rate than those of the United States for the 1963-87 period, as well as for the period 
1984-87. It is also true that the growth rates of textile imports from allcountries into Canada 
have been no greater than for the United States over these same periods. 

On balance, therefore, the Tribunal concludes that there are indications that the 
US VER regime is more protective than Canada’s, but that the evidence is not conclusive. 
Although Canada’s import restraint regime for textiles does not now appear to be as 
restrictive as that of the United States, we have decided that it would be unwise to base 

1. Institute for Research on Public Policy, Tariff Equivalents for Bilateral Export Restraintson Canada’sTextileand App~rcJ, 
Trade: Analytical Issues. Measurement Methodologies. and Çclected Estimates, Septernber 28,1989. 

2. Assuming a relirible method and the necessary data could be found - a questionable assumption at b a t .  

3. Textiles defined in accordance with SITC Codes 65 and 26. 
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tariff compariçonç on any impression of potentially transitory differences between 
Canadian and US VER regimes at a particular point in time. 

7. MTN - Uruguay Round 

(a) Overview 

At the commencement of the Uruguay Round of niultilateral trade negotiationç in 
September 1986, participating Ministers agreed that "negotiations in the area of textiles and 
clothing çhall aim to formulate modalities that would permit the eventual integration of 
this sector into GATT on the basis of strengthened rules and disciplines."' Minislers also 
agreed that market accesç negotiations should "reduce or as appropriate eliininate tariffç 
including the reduction or elimination of high tariffs and tariff escalation."2 It was, 
therefore, clear from the outset of the Round that textile and clothing trade could be 
significantly affected by theçe negotiationç, in the area of both tariff and non-tariff barriers. 

At the December 1988 Mid-Terni Review Meeting, GATT parties agreed to work 
towards: 

(1) an overall target for reductionç of tariffs of at least one-third with gradua1 
phaçing; 

(2) a substantial increase in bindings; and 

(3) subçtantial reductions or eliniination of liigh tariffs, tariff peaks, tariff 
escalation and low t a r i f f~ .~  

In the çummer and fa11 of 1989, market access proposals were tabled in the Negotiating 
Group on Market Access by the EEC, Japan and Canada. Al1 three parties favour a foniiula 
approach to negotiate tariff reductions of 33 percent or moref4 with the poçsibility of a 
request/offer approach to achieve tariff reductions deeper than the formula cuts or to 
reduce tariffs on particularly sensitive products. In principle, there would be no product 
grouping excluded from the tariff reductionç. 

The United States has indicated that it favours the request/offer approach in order to 
ensure that no sectors are excluded - as had been the case in the past when formulas were 
used. By September 1989, the United States had tabled 14 request liçtç in pursuit of its tariff 
and non-tariff barrier objectives. The United States later indicated that it would not object 
to having other parties use the formula approach to cut tariffs, but i t  would evaluate trading 
partners' requeçts on the basis of its product çpecific approach. 

As of the end of 1989, the Chairman of the Negotiating Group on Market Access was 
still trying to build a consensus on an overall approach for the tariff negotiations and had 
suggested a framework similar to that proposed by Canada (Le., a formula supplemented 
by a bilateral request/offer procedure). 

1. 

2. Ibid, page 5.  

3. 

4. 
38 percent and also suggcsts that the tariff foriiiula rcduction be applied to al1 sectors. 

GATT Document, Ministerial Ikclaration of Septernber 20,1986, page 5 

GATT Document MTN.TN/7 (Min.), page 4. 

-ce55 . . pr ( >~osa. l  tabled Scpteiriber 25, 1989, proposes a niasiniuni forniiila rate of rcduction of 
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Deliberations in the Negotiating Group on Textiles and Clothing have been focused 
on the methods and time frames for bringing textiles and clothing into the GATT following 
the expiry of MFA N in July 1991. These negotiations, if successful, would lead to the 
gradua1 dismantling of the MFA during an agreed transition period. Quotas could be 
progressively liberalized or gradually eliminated during this period, perhaps on both a 
product line and country basis or on the basis of a global quota which would differentiate 
between products but not countries. 

As a result of the MTN market access deliberations, it is likely that tariffs on textiles 
will be lowered. However, it may not be clear until the end of 1990 whether textile îariffs 
will be reduced by the target rate of one-third. Lower than formula cuts might reflect 
significant efforts to liberalize textile trade in other respects, notably in relaxing or phasing 
out the MFA. Higher than formula cuts would be consistent with the stated MTN goal of 
eliminating the highest peaks in the developed countries’ tariffs on industrialized goods. 

Unfortunately, insufficient progress has been achieved to date to be able to predict 
more precisely how the trading regime for textiles and clothing could change as a result of 
the Uruguay Round of negotiations. Furthermore, negotiations in other apparently 
unrelated areas will directly and indirectly affect textiles. For example, progress in areas 
of crucial importance for major players, such as intellectual property, import safeguards 
and agriculture, will probably interplay with the development of options and negotiated 
solutions for textiles and clothing. 

(b) Views of lnterested Parties 

Interested parties representing the textile industry at both the June and October 
hearings were concemed that Canada would damage its ability to extract tariff concessions 
of interest from others in the Uruguay Round as a result of the proposed introduction of 
textile tariff cuts by the Government in 1990. Textile industry representatives urged us to 
recommend that no tariff cuts arising from this inquiry should occur until after the 
completion of the Uruguay Round. At that time, the Government could assess how or when 
to implement Our recommendations in light of achievements in the Round and concessions 
made by other parties. On the issue of concessions by Our trading partners, textile 
producers argued that, in return for reducing Our textile tariffs, Canada should receive 
credit in the form of improved access in the textile area and not trade off textile tariff cuts 
for progress in other negotiating areas. 

Witnesses from the textile industry also expressed many concerns about the outcome 
of the MTN. They worried that the industry might face two new sets of tariff reductions 
- those which we recommend and those arising from the MTN. When combined with tariff 
reductions under the FTA, this would amount to a massive loss of protection over a short 
period of time. In their view, the Government should not proceed with any unilateral tariff 
reductions until the results of the MTN are known and the textile industry has had more 
time to adjust to FTA tariff reductions. 

Representatives of the clothing industry dismissed any concems about prejudicing 
Canada’s ability to extract tariff concessions from the MTN as a result of unilateral textile 
tariff reductions. They took for granted that the Government would not bind any unilateral 
tariff reductions unless it got credit for doing so in the Uruguay Round of MTN now in 
progress and were confident that the binding of a rate had considerable value in the GATT. 
They argued that the GATT emphasized not merely reductions in tariffs but their binding 
at lower rates. Mutual concessions are therefore made on the basis of tariff bindings. 
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(c) Tribunal's Views 

Our interpretation of the ternis of reference was that the tariff reductions we are 
recommendingand the tariff reductionç ariçing from the MTN should proceed on two quite 
separate paths. The Government's objective as expressed in Our t e m s  of reference is to 
bring about a relative adjustment in Canadian textile tariffs vis-à-vis tariffs in the United 
States and other industrialized countrieç. The objective of the MTN iç to reduce tariffs of 
al1 participants. To put forward the Tribunal's tariff recominendations as the Canadian 
negotiating position in the GATT would be to ignore the basic objective of adjusting 
Canadian textile tariff levelç vis-à-vis thoçe of Our industrialized competitors. For this 
reason, we believe that any tariff reductions agreed upon in the GATT should be additional 
to the tariff reductions we are recommending. 

We h l l y  appreciate the importance of achieving negotiating credit for the tariff 
reductions we recommend. We are equally cognizant of the GATT Ministerç' agreement, 
at the December 1988 Mid-Term Review Meeting in Montréal, that credit should be given 
for bindings and that participants should also receive appropriate recognition for liberali- 
zation measures adopted since June 1986. 

8. Highlights 

Textile trade lias long beeii subject to restrictions. In the post-World War II era these 
trade restrictions have taken the form of high tariffs and quantitative import controlç or 
VERs. The latter are implemented pursuant to the MFA which entered into force in 1974 
and exists today in the form of the 1986 Protocol of Extension, expiring on July 31,1991. 

These trade restrictive developments occurred againçt the background of the 
emergence of strong textile and clothing industries in the developing and centrally planned 
economies (together referred to as "low-cost" sources) during the 1950s and 1960s - a trend 
which has continued into the 1980s as the poorer developing countries began to prodwe 
larger volumes of export coriipetitive textile and clothing products. 

In order to protect their own important textile and clothing industries, developed 
countnes such as Canada inake use of VERs to control the growth of iinport penetration 
from "low-cost" sources. A review of Canada's existing 29 reçtraints indicates that the 
original emphaçis on textile restraints has gradually shifted to clothing. However, there 
continues to be a number of important reçtraintç on sensitive fabric and yarn products, as 
well as certain household textile products and hosiery. 

The United States also relies heairily on VERs to control textile and clothing imports 
and had 43 reçtraints in place in 1988. 

The textile production patterns in Canada and theUnitedStates arevery different, with 
Canada producing a smaller range of textile products than the United States. 

In contrast to Canada, the United States obtains a majority (51 percent in 1987) of its 
textile importç from "low-cost" sources whereas Canada acquireç less than a third of its 
imports from these developing country and centrally planned economy sources. Canada's 
average annual growth in textile importç from al1 sources during 1963 to 1987 was equal to 
that of the United States. However, in the 1984-87 period, the growth was less than the 
US rate, in spite of Canada's recent growth in textile imports from developing countries. 
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Even with al1 the results of the extensive VER analysis before us, the Tribunal was not 
able to arrive at a precise picture of the comparative protective effect of Canadian and 
US VER regimes. We did, however, feel that the quota coverage in the United States is 
broader and more restrictive than in Canada. 

It also became clear tha t VERS are a fluid and specific safeguard measure, while tariffs 
have a more structured character and are applied on an MFN basis. 

For al1 the above reasons, the Tribunal considered it unwise to base tariff comparisons 
on any impression of differences in VER regimes between Canada and the United States at 
any particular point in time. 

This conclusion has also been formed against the knowledge that, while the Uruguay 
Round of MTN now in progress has, as one of its objectives, the eventual integration of this 
sector into GATT on the basis of strengthened rules and disciplines, an MFA-like trade 
regime will probably exist until the turn of the century, although import quotas would 
probably be progressively liberalized or gradually eliminated during the next decade. 

The Uruguay Round is also working towards an overall target for reductions of tariffs 
of at least one-third with gradua1 phasing. While textile and clothing products will not be 
immune from these tariff nits, it is not yet known whether textile tariffs will be reduced by 
the target rate, more, or less. 

The Tribunal’s interpretation of the terms of reference is that the tariff reductions we 
are recommending and tariff reductions arising from the MTN are two separate, albeit 
related, matters; the first having as its objective the adjustment of Canadian textile tariffs 
to levels comparable with Our industrialized cornpetitors and the MTN objective being to 
reduce tariffs in al1 member countries. Textile tariff reductions agreed to in the GATT 
should therefore be additional to the tariff reductions the Tribunal is recommending. 
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CHAPTER IV 

TARIFF COMPARISONS 

1. introduction 

The terms of reference asked the Tribunal to make recommendations on the reduction 
of Canada’s textile tariffs needed to bring them into line with tariffs on textiles in other 
industrialized countries, particularly the United States. We were also asked to assess the 
level of relativity’ in the structure of Canadian textile tariffs from fibres through to 
downstream products such as clothing. 

To develop a basis for its recommendations, the Tribunal compared Canada’s textile 
tariffs with those of other industrialized countries. The comparison had to be based on a 
common classification. The newly introduced Harmonized Commodity Description and 
Coding System (HS) of customs classification provided the framework for this purpose. 
Even within a common framework, however, comparing tariffs is no simple matter. What 
countries should be selected for the purposes of comparison? How does the tariff structure 
of Canada compare with those of other industrialized countries? What methods should be 
used to assess differences in tariff levels among the countries being compared? 

There are some differences in the types of tariff rates applied in different countries. 
The Tribunal, therefore, had to corisider what rates should be used. We aiso had to decide 
whether to base comparisons on a line-by-line analysis of tariffs of individual products or 
on broad averages of tariffs for groups of products or even textile products as a whole. To 
calculate averages, tariff rates on individual products need to be weighted. After analyzing 
the structure of the tariff in Canada, and in other countries, and dealing with tariff 
comparison methods, we then compared actual levels of tariffs. 

2. The Harmonized Commodity Description and Coding System (HS) 
of Customs Classification 

No meaningful comparison can be made unless there is a commonly agreed definition 
of what is being compared. The HS, which is an international commodity description and 
coding system, provides such a cornmon basis. Most of the world’s main trading nations 
have used the system since 1988, except for the United States which started using it in 1989. 
All tariffs applied to imports, as well as import and export data, are classified and coded 
according to the HS. 

The HS is divided into several sections designated by roman numerals, which are 
further subdivided into chapters (two digits), headings (four digits), subheadings (six 
digits) and tariff items (eight digits). Under the HS convention, the number and definition 
of subheadings are identical for al1 countries. In contrast, each country decides on its own 
number of tariff items according to the variety of products it produces. For Canada, there 
are 568 tariff items that fa11 within the scope of this inquiry. The corresponding number of 
tariff items for the United States, the EEC and Japan are 717, 893, and 762, respectively 
(i.e., somewhat more than that of Canada), generally reflecting the broader range of 
products produced by these countries and for which they have created separate tariff rates. 

1. 
through each phase of the production chah. 

Tariff relativity, as formuiated in the terms of reference, implies a degree of progressively higher tariff rates on outputs 
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The fact that tariffs are set a t  the eight-digit level, but that international cornparability 
is possible only a t  the six-digit level, poses some difficulties for tariff comparisons. Within 
many six-digit subheadings, tariffs at the eight-digit level are the same. In cases where 
eight-digit tariff items within a six-digit subheading have different rates, however, it is 
necessary to calculate the average of these rates for comparisons among countries. 

Products of almost al1 the textile and downstream industries are classified under 
Section XI, Chapters 50 to 63. Chapters 50 to 56 and 58 to 60 include al1 primary and other 
textiles; Chapters 61 and 62 cover clothing, and Chapter 63 covers other made-up textile 
articles such as bed linen. Carpets, handbags, headgear and upholstered furniture and 
mattresses fa11 in Chapters 57/42/65 and 94, respectively. 

To show how a chapter is subdivided, Table 4.1 sets out a selection of headings, 
subheadings and tariff items for Chapter 51, 

Table 4.1 

HARMONIZED SYSTEM (HS) CHAPTER 51 - WOOL, FINE OR COARSE ANIMAL HAIR; 
HORSEHAIR YARN AND WOVEN FABRIC 

SELECTED HEADINGS, SUBHEADINGS AND TARIFF ITEMS 

I HS Number Description 
~~ 

51.01 Wool, not carded or combed. 

- Greasy, including fleece-washed wool: 
5101.11.00 -- Shorn wool 
5101.19.00 -- Other 

51.08 

5108.10 - Carded 
5 108.1 O. 1 O 
5108.10.20 

51.11 

Yarn of combed wool, not put up for retail sale. 

--- 

--- 

Woven fabrics of carded wool or of carded fine animal hair. 

- 

Containing 50 percent or more by weight of hair 
Containing less than 50 percent by weight of hair 

Containing 85 percent or more by weight of wool or of fine animal hair: 

5111.11 - Of a weight not exceeding 300 g/M2 

5111.11.10 

51 11.1 1.90 _._ Other 

--- In the grey or unfinished condition, of a weight not exceeding 135 g/M2 

3. Comparlsons with Other lndustrialized Countries 

Which of Canada‘s major industrialized trading partners should serve as a benchmark 
for comparisons? In considering this question, we looked closely at Canada’s trade with 
its imports from other industrialized countrieç, particularly from the United States, theEEC 
and Japan. The CTI had suggested that certain other countries such as Finland, Austria, 
Australia and South Korea should be taken into account. Although Canada shares some 
common features with these countries, none of them represents a major source or 
destination for Canada’s trade in textiles or in al1 commodities. 
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As can be seen in Figure 4.1, close to 85 percent of Canada’s total imports originate in 
the United States, the EEC and Japan. Moreover, two-thirds of Canada’s imports of textiles 
also come from these three areas. The Tribunal, therefore, decided to compare Canada’s 
textile tariffs with those of the United States, the EEC and Japan, and, because of its 
preponderant share in Canada’s trade, to give more weight to the United States in assessing 
tariff comparisons. 

Figure 4.1 

CANADA’S IMPORTS BY SOURCE 
1988 

(Percent) 

U S A  
A Q  A 

.................. .................. .................. .................. .................... .................... .................... 
OTHER 

15.1 

JAPAN EEC 
12.2 7 

ALL COMMODITIES 
$131.6 BILLION 

TEXTILES 
$ 2.4 BILLION 

Source: Statisticç Canada Catalogue 65-203. 

4. Canada’s Textile Tariff Structure and Rates 

Before undertaking actual tariff comparisons, we had to understand the Canadian 
textile tariff structure and the rates applied to various products. We also reviewed the 
textile tariff structures of Canada’s major industrialized trading partners: theUnited States, 
the EEC and Japan. 

(a) The Tariff Provisions 

Canada’s tariff provisions are set out in the Canadian Customs Tarif. The Cusioms Tarif 
includes several schedules of which Schedules 1 and II include provisions affecting textiles. 
Additional tariff provisions affecting textiles are found in Customs Duties Reduction or 
Removal Orders. 
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Schedule 1 sets out, in two columns, the rates of duty applicable to goods imported 
under the Most-Favoured-Na tion' (MFN), and the General Preferentia12 (GP) tariffs. A very 
çmall number of textiles, mainly fibres and yarns, enter at GP tariff rates. Schedule 1 
MFN rates are applied to most, but not all, textile and clothing imports into Canada. Most 
have been bound, mainly in GATT negotiations. Binding a rate means that a country does 
not have the right to increaçe that rate unless i t  iç prepared to offer its trading partners 
compensating tariff or other trade concessions on other products. Throughout thiç report, 
we have referred to these Schedule 1 rates as "MFN tariffs." 

Schedule II, in the Concessionary Annex to the Custorns Tariffi enumerates a number 
of statutory end-use items for which there are preferential or concessionary rates. In most 
cases, they provide for duty-free entry. Other concessionary or preferential end-use 
provisions are granted on a temporary or renewable basis under Customs Duties Reduction 
or Removal Orders. In addition, duty remission programs provide for the rebate of duties 
on imports of selected products, including various categories of textiles and ~ l o t h i n g . ~  Duty 
remissions are subject to eligible firms satisfying conditions, usually linked to domestic 
production. 

(b) Concessionary Rates 

Many concessionary rates have been in place for several years. They have normally 
been created for particular products, usually comprising part of an MFN tariff item 
intended for a particular end use. Most of these are goods which are not made in Canada 
in the precise specifications required, although the general category of products may be 
produced domeçtically. The creation of  such provisions has been motivated by a desire to 
keep input costs low for Canadian industry, where this can be done, without prejudicing 
the overall protection afforded to domestic production. There are over 200 concessionary 
textile items enumerated in Schedule II  of the Cusfornç Tari8 and in Cuçtoms Duty 
Reduction or Removal Orders. 

As can be observed in Figure 4.2, imports of textiles under concessionary provisions 
are concentrated in certain product areas, being particularly prominent in the case of 
man-made fibres and yarns, certain specialty textiles and knitted fabncs. The textile 
industry is a primary beneficiary of imports under concessionary items, particularly for 
fibres and yarns. Examples of goods a t  concessionary rates are unprocessed acrylic staple 
fibres, for use by various manufacturerç, and untwisted partially oriented polyester yarns, 
for use in the manufacture of texturized yarns, both entering duty-free. Production of both 
products has been diçcontinued in Canada. In 1988, total imports were $16 million and 
$17 million, respectively. An example of a product at a concessionary rate for use in 
downstream industries is nylon fabric for the manufacture of typewriter nbbons. Imports 
amounted to $5 million in 1988. There are comparatively few concessionary items for 
fabrics used in the clothing industry. 

1. The most-favoured-nation principle, as  enibodicd in the GATT, requires a country to apply equal and fair tariff treatment 
to its trading partners. 

2. The general preferential rate applies to imports of certain goods from developing countricç. The preference trikes the 
fonn of a reduced rate or in many cases free entry. i'rcferential rates are a unilateral tariff concession made by Canada, and 
other developed countrics, in the framework of the Geiieral System of Preferences put in place within UNCTAD. Theçe tariff 
preferences can be withdrarvn at any time rvithout iiicurring obligations towards beneficiary countries. 

3. Undcr a long-standing program rclating to shirting fabric, duty remissions have been estimated to range from $500,000 
to $1 million annuaily. In his Press Ilelcase of blarch 1988, theMinister of Finance announced the continuation of theshirting 
fabric program and a shirt program introduced in 1986. New programs for a range of textile and clothing products were 
introduced in 1989. More detaiis on them can be found in the text of the Minister's Press Release in Volume 2. The maximum 
amount of annual duty remissions iirider these programs is estimated to be $15.5 million for textiles at;d $33.8 million for 
clothing. It is àifficult to forecast to tvhat exteiit thesc programs wiil be used. Uased on use to date of the shirt-ing fabric and 
shirt programs, the ceilings for the programs are udikcly to be rcached. 
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Figure 4.2 

CANADA'S TEXTILE IMPORTS 
TOTAL AND AT CONCESSIONARY RATES 
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Source: Unpublished Statiçtics Canada data. 

From Figure 4.3, it can be observed that the United States is the prirnary source of 
imports of textiles at concessionary rates. In 1988, some 67 percent of the value of goods 
irnported under concessionary items originated in that country. Most man-made fibres and 
yarns, knitted fabrics and specialty textiles entering under concessionary items are 
imported from the United States. In contrast, natural yarns and fabrics entering under 
concessionary provisions corne mainly from offshore. 

Figure 4.3 

CANADA'S TEXTILE IMPORTS AT 
CONCESSIONARY RATES BY SOURCE 
USA AND THE REST OF THE WORLD 

1988 
.. 

NATURAL M Y  NATURAL MM NATURAL M M  KNITTED SPECIALTY 

FIBRES FIBRES YARNS YARNS FABRICS FABRICS FABRICS TEXTILES 

Note: MM = Man-made. 

Source: Unpublished Statistics Canada data. 
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(c) Ad Valorem Tariffs and Specific Duties 

Product Group 

The overall Canadian tariff structure contains different kinds of duties. The great 
majority are ad vaIorem duties expressed as a percentage of import value. There are also 
some specific duties related to physical measures, e.g., c or $ per kg. In addition, there are 
compound duties made up  of both an ad valorem component and a specific duty. Finally, 
some products are subject to either an ad valorem or a specific duty, whicheveris the lower. 
There are now comparatively few specific duties in the Canadian Customs Taviffi as  the 
tendency internationally has been to move towards simple ad valorem rates. 

Tariffs on most textiles are ad valorem, but there are a number of products subject to 
compound duties or the lower of an ad valorem or a specific duty. Thus, a compound duty 
of 10 percent ad valorem plus l l g  per kg is applied to a range of yarns made from Cotton 
and man-made fibres. Some woollen fabrics, and one specialty textile, are subject to the 
lower of an ad valorem duty of 25 percent, or $3.45 per kg. For purposes of analysis in this 
inquiry, any tariff having a specific duty component was converted to an ad valorem 
equivalent. In relation to the previous examples, thiç means ad valorem equivalents of 
approximately 11.5 to 13.0 percent, and 6.0 to 18.0 percent' for yams and woollen fabrics, 
respectively. 

(d) The Structure and Rates of Canadian Textile Tariffs 

Average MFN tariffs and the range of tariffs for major product groups are displayed 
in Table 4.2. Most natural fibres such as wool, Cotton, silk and jute enter duty-free. 
Canadian production of wool is relatively çmall and vegetable fibres, such as Cotton and 
jute, are not grown in Canada. In contrast, the MFN tariff for nearly al1 man-made fibre 
imports, including both filament tow and staple fibres, is 8.5 percent. 

Average MFN Rate 

Table 4.2 

STRUCTURE OF CANADIAN TEXTILE TARIFFS 

(Percentage) 

Knitted Fabricç 

Specialty Textiles 

25.0 

20.3 

Fibres: Natural 

Yarns: Natural 

Man-made 

Man-made 

Woven Fabrics: Natural 
Man-made 

0.2 
8.3 

I 12.3 
12.6 

14.2 
24.8 

Sources: Schedule I of the Canadian Cusroms Tariff. 
Statistics Canada Catalogue 65-203. 1988 ROW imports 

Range 

O - 12.5 
O - 8.5 

O - 12.5 
12 - 15 

O - 25 
22.5 - 25 

10 - 25 

O - 25 

1. Çchedule 1 of the C U S ~ O M S  Tariff stipulates that the average MFN ad valorem equivalent for these fabrics should be 
11.8 percent. Accordingly, the specific rate is adjustcd annually on the basis of actual imports over the preceding threeyear 
period. See also Volume 2. 
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Most yarns enter at an MFN rate of 12.5 percent, or the equivalent thereof in the case 
of compound rates. The only exceptions are silk, which enters free, and vegetable yams 
such as jute, which are subject to MFN rates behveen O and 10 percent. 

In contrast to yarns, there is a great degree of differentiation of tariff rates for woven 
fabrics by type or blend of fibre. Virtually all fabrics woven with yarns of man-made fibres, 
including man-made blends, enter at 25 percent. 

There is little discemible pattern in rates for other fabrics. Rates for wholly or primarily 
natural fabrics Vary from one fibre to another. In addition, the rates for blends made up  of 
natural and man-made fibres differ by type of natural fibre. Rates on woven wooilen fabrics 
range from 6 percent to 25 percent. Most quality worsted woollens enter under specific 
duties, their ad valorem equivalents ranging from 10 to 13 percent. Cotton fabrics of a 
weight by Cotton of 85 percent or more enter at an MFN tariff of 15.0 or 17.5 percent, 
depending on whether they are unbleached or bleached. Thus, a small margin of protection 
is provided for finishing and dyeing. However, if the Cotton content is less than 85 percent, 
the MFN rates are 22.5 percent and 25.0 percent, respectively, depending on whether the 
fabrics are unbleached or bleached. Polycotton fabrics are subject to the same rates. 

Silk fabrics enter free. Tariffs on fabrics made from other vegetable fibres, such as jute 
or flax, range from O percent to 25 percent, with most imports entering free or at rates much 
lower than 25 percent. 

The MFN rate for al1 knitted fabrics, irrespective of material or type of knit, is 
25 percent. For specialty textiles such as felts and non-wovens, a broad range of rates 
apply, most of which are between 20 and 25 percent. A notable exception is tire cord fabrics 
which enter at a much lower rate of 12.5 percent. 

The Canadian MFN structure of tariffs on textiles is thus complex. There is significant 
differentiation of rates for fibres and fabrics, but not for yarns. The system appears to 
reflect, at least in part, the strengths and weaknesses of the textile industries when the tariff 
developed into its current structure many years ago. Textile tariffs have largely escaped 
reductions negotiated in successive MTNs. In the absence of changes in the MFN tariff 
structure, special situations have been accommodated largely through concessionary tariff 
items and duty remission programs. 

5. The Structures and Rates of Textile Tariffs in the EEC and Japan' 
As can be .seen from Table 4.3, the EEC has a progressive rate structure. AU tariffs are 

ad valorem, and there are no concessionary provisions like those in the Canadian tariff 
structure. As in Canada, there are few preferential rates on imports of textiles from 
developing countries. The only tariff concessions are those for duty drawback on exported 
products made from imported materials on which duty has been paid. 

Most natural fibres enter free. The average MFN tariff on man-made fibres is 
7.7 percent. The range of rates applicable to yams runs from 2.9 to 9.5 percent. The 
9.5 percent rate applies mainly to man-made yarns. The average MFN rates for Cotton and 
man-made fabrics are 10.1 percent and 10.9 percent, respectively. The MFN rate on woollen 
fabrics is 17 percent. Specialty textiles have MFN rates in the 5.3 to 15 percent range, the 
average being 7.2 percent. 

1. The tariffs of the EEC and Japan are appiied on a CIF vaiuation basis. If adjusted to an FOB vaiuation basis used by 
Canada and the United States, tariffs wouid be 0.5 to 0.7percentage points higher, depending on the product. 
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Table 4.3 

STRUCTURES OF TEXTILE TARIFFS IN THE EEC AND JAPAN 

Product Group 

(Percentage) 

Average MFN Rate - - E E c  J i p a 7  
~- 

Fibres: Natural 0.3 0.3 
Man-made 1 7.7 1 7.7 

Yarns: Natural 5.6 5.7 
Man-made 1 8.9 1 6.5 

Woven Fabrics: Natural 10.1 7.9 
Man-made 1 10.9 

Knitted Fabrics 1 11.8 8.9 

Specialty Textiles 1 7.2 7.2 

_ _ _ _ _ ~  

Rates for fibres, yams and fabrics are more clustered than in Canada (i.e., the difference 

Note: Tariffs of the EEC and Japan applied on a CIF valuation basis 

Sources: Tariff schedules of Japan and the EEC. 
Unpublished Statistics Canada data - 1988 imports. 

Rai 
E T  

O - 3.8 
7.5- 10 

2.9- 9 
3.8- 9.5 

3 - 1 7  
7.5- 11 

6.5- 12 

5.3- 15 

e 
Japan 

O - 7.5 
4.2- 8 

3 - 9.6 
3.9- 9 

4.2 - 11.2 
4.8 - 10 

5.6 - 15.7 

1.5-17.9 

between the lowest and highest rate is smaller). There is l e s  differentiation of rates among 
similar products especially Cotton and man-made fabrics. In this sense, the EEC structure 
is simpler and more neutral in its economic effects than that of Canada. 

Like the EEC, Japan’s tariff structure for textiles is progressive from fibres through to 
fabncs. The general level of rates is, however, lower. There is also similarity to the EEC 
structure in that there are no concessionary provisions, as is the case with Canada. There 
are many specific and compound rates, particularly for yams and fabrics. 

As can be seen in Table 4.3, MFN tariffs on imports of fibres range from O on most 
natural fibres to 8 percent on man-made fibres, the average rate for the latter being 
7.7 percent. Most yams are subject to compound rates, the average ad valorem equivalent 
of which is 5.7percent for natural yarns and 6.5 percent for man-made yams. Woven fabrics 
are subject to ad valorem or compound rates ranging from 4.2 to 11.2 percent. Average 
rates on natural and man-made woven fabrics are in the same range. As in the EEC, average 
tariffs for knitted fabric are slightly higher than those for woven fabrics. Average tanffs on 
specialty textiles are low and similar in level to those of the EEC. Although the Japanese 
tariff contains many different levels of rates, they fa11 in narrow clusters for fibres, yams 
and fabrics. There is even less differentiation of rates among products, particularly those 
for woven fabrics, than in the EEC or Canada. 

6. The Structure and Rates of Textile Tariffs in the United States 

If the EEC and Japanese textile tariffs can be characterized as having relatively 
concentrated rate structures, and as being less discriminatory among similar products, the 
US structure resembles that of Canada in the greater dispersion of rates and differential 
treatment applied to similar products. The structure and levels of US textile tanffs are 
displayed in Table 4.4. 
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, 

Product Group 

Table 4.4 

Average MFN Rate Range 

STRUCTURE OF US TEXTILE TARIFFS 

(Percentage) 

Fibres: Natural 
Man-made 

Yarns: Natural 
Man-made 

Woven Fabrics: Natural 

Knitted Fabrics 

Specialty Textiles 

Man-made 

3.8 
6.5 

7.9 
10.6 

10.9 
16.4 

14.2 

8.6 

Sources: Tariff Schedule of the United States. 
lmport statisticç: US Department of Commerce, 1988. 

O - 7.4 
4.9- 10 

O - 9  
5 -15  

3.7- 41.8 
7.8 - 40 

8 - 19.5 

O -15  

MFN tariffs on fibres in the United States fa11 in the O to 10 percent range. Unlike 
Canada, the EEC and Japan, most natural fibres are dutiable. Rates are, however, generally 
higher for man-made fibres, the average being 6.5 percent. The average MFN tariff on yams 
is 7.9 percent for natural yarns and 10.6 percent for man-made yarns. Within these 
averages, rates range from as low as O percent for certain cottons to 13 percent. For 
yarns such as wool, wool blends, polycotton and man-made yarns, rates range from 9 to 
15 percent. The range of MFN rates applicable to fabrics runs from 3.7 percent for light 
cottons to over 40.0 percent. MFN rates on Cotton fabrics fa11 in the 6 to 15 percent range. 
Most quality wool fabrics are subject to very high rates, exceeding, for some products, 
40 percent. Many man-made fabrics have rates of 17 percent. Rates on knitted fabrics fall 
in the 8.0 to 19.5 percent range, the average being 14.2 percent. MFN rates on specialty 
textiles are in the O to 15.0 percent range, the average being 8.6 percent. 

Thus, US MFN tariffs on textiles are dispersed over a broad range, and average tariffs 
for certain product groupings can be poor indicators of protection afforded to particular 
products. The overall structure cannot be characterized as consistent either in terms of rate 
progression or treatment of similar groups of products, except in the case of man-made 
fibres. As in Canada, there is relatively little differentiation of rates at the yarn phase of 
production, but a great degree of differentiation among fabrics. 

Like the EEC and Japan, theUS tariff structure differs from that of Canada in that there 
are no concessionary provisions other than normal duty drawbacks. As is the case for 
Canada and Japan, the US tariff includes many specific and compound rates. 

The United States has special outward processing tariff provisions known as 
Section 807 and Section 807A designed to encourage the use of US materials and 
components, including textiles. Under Section 807 provisions, clothing made from fabrics 
cut in theUnited States can be imported into that country, subject to duty only on the value 
added by the foreign manufacturer. Approximately 4 percent of US clothing irnports 
enter under these provisions and duty relief is estimated at about $200 million per year. 
Section 807A forms part of the Cavibbean Basin Econamic Recovery Act. Under Section 807A, 
clothing made from US textile fabrics is subject to duty only on the value added abroad. 
This program also provides for virtually quota-free access. 
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7. Relativlty and Effective Protection 

The terms of reference directed the Tribunal to "assess and make recommendations on 
the level of relativity that should exist in the tariff protection at the various levels of the 
manufacturing Chain (i.e., from fibres and yarns through fabric to finished product)." It 
also noted that "relativity does not exist in the textile and apparel sectors where, for 
example, the tariffs on the finished product, apparel, are about the same as the tariff on 
many of the fabric in uts. Nor does it exist in other sectors which rely on textile inputs; in 

placed downstream industries a t  a competitive disadvantage in the Canadian market 
against imports of finished products." 

Tariff relativity is a difficult concept to grasp. Assessing tariff relativity requires 
detailed data on production costs and on tariff rates. We will start by explaining Our 
understanding of tariff relativity and then outline Our attempts to measure the degree of 
relativity that exists in the textile and clothing tariff structure. 

Tariff relativity as formulated in the terms of reference implies a degree of progres- 
sively higher tariff rates as basic materials are transformed a t  each phase of the production 
Chain. If a tariff is levied on products a t  the first stage of processing (e.g., fibres), the tariff 
on products of the next stage (e.g., yarns) should be higher. This higher tariff is needed to 
allow the manufacturer to overcome the higher cost of fibre inputs and still receive 
protection on the value added to the fibres through spinning and other processes to 
manufacture the final product - yam. This progreçsivity should continue right through to 
the downstream product - clothing, carpets or other products manufackired from textiles. 

Tariff relativity is meaçured by calculating the effective rate of tariff protection (ERP) 
for products throughout the manufacturing Chain. It is measured a t  each phase of the 
production Chain. The ERP takes into account the tariff on purchased inputs, the tariff on 
the final product and value added at the particular stage of processing. The result is a 
picture of the amount of protection given by the tariff on a producer's output to the value 
added by a producer, taking into account the tariff that a producer pays on inputs.' 

The simplified examples set out in Table 4.5 illustrate the steps in the calculation of 
effective rates of protection for two fabric and clothing products. It shows how a fabric, 
despite a nominal MFN rate of 25 percent, can receive effective protection 50 percent higher 
(37.5 percent) than itç MFN rate. As well, it illustrates how an article of clothing can have 
a lower rate of effective protection than the fabric it uses, 25 percent versus 37.5 percent, 
even though both receive the benefit of the same MFN tariff rate. 

Table 4.6 and Figure 4.4 show the ERP at al1 phases of the textile production Chain for 
products made from man-made and na tural fibres, respectively, and for woven and knitted 
clothing. The effective rates of tariff protection were calculated using data on value added 
derived from the CITT's survey of the textile and clothing industries. 

Under the current tariff structure for textiles and clothing, there are significant 
differences in the levels of effective protection for certain products. This is particularly 
the case for clothing made from man-made fabrics. The effective rate of tariff protection of 
22.2 percent is much less than the effective rate of tariff protection of 36.9 percent for 
woven fabrics. Siinilar differences are observed for knitted clothing and knitted fabrics. 
Within the textile production Chain, natural yarns have a level of effective protection 
(30.7 percent) which is nearly twice as high as the effective protection on woven fabrics 
(15.9 percent) or man-made yarns (17.4 percent). 

many cases the tarif P on the finished product is actually lower. This tanff structure has 

1. Sce Volume 2 for further discussion of the concept of effective rate of tariff protection and nieasurement issues, 
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Table 4.5 

ILLUSTRATIVE CALCULATION OF EFFECTIVE RATES OF TARIFF PROTECTION (ERP) 

Woven Knitted Woven 
Fibres Yerns Fabrics Fabrics Clothing 

24.8 25.0 23.3 
36.9 40.4 22.2 

14.2 25.0 23.3 
15.9 46.4 29.5 

~~ 

Data and Calculation Steps 

Knitted 
Clothing 

24.9 
24.9 

24.9 
24.9 

Output Price in Absence of Protection 

Tariff on Outputs 

Potential Output Price with Protection 

Input Costs in Absence of Protection 

Tariff on Inputs 

Potential Input Costs with Protection 

Potential Value Added with Protection 

Value Added in Absence of Protection 

Percentage Increase in Value Added as a Result of Tariff Protection 
= Effective Rate of Tariff Protection (ERP) 

x (1 + (2)/100)1 

((4) x (1 + (5)/100)l 

((3) - (611 

[ (A - (411 

= 100 X [(7)/(8) - 1) 

8.3 
20.9 

0.2 

Fabrlc 

12.6 
17.4 

12.3 
30.7 

$40.00 

25% 

$50.00 

$20.00 

12.5% 

$22.50 

$27.50 

$20.00 

37.5% 

Clothing 

$100.00 

25% 

$125.00 

$40.00 

25% 

$50.00 

$75.00 

$60.00 

25% 

Table 4.6 

MFN TARIFF RATES AND EFFECTIVE RATES OF TARIFF PROTECTION (ERP) 
TEXTILES AND CLOTHING, CANADA 

1988 

(Percentage) 

Man-made 
Products 

Natural 
Products 

MFN Rates 
ERP 

MFN Rates 
ERP 

Note: ERP = Effective rates of tariff protection. 

Sources: Calculation of ERP: Based on data frorn Schedule 
the textile and clothing industries. 

of the Canadian Cusforns Tariff and ClTT survey of 
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Figure 4.4 

EFFECTIVE RATES OF TARIFF PROTECTION (ERP) 
TEXTILES AND CLOTHING, CANADA 
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Schedule i of the Canadian Gustoms Tariff. 
Calculation of effective rates of tariff protection: based on data from ClTT survey of the textile and clothing 
industries. 

8. Tariff Comparison Methods 

Our review of the structure and types of tariffs applied by Canada, the United States, 
the EEC and Japan gave US a better understanding of how and to what extent tariff rates 
differ by type of product. Our next objective was to try to assess the magnitude of the 
differences in the level of textile tariffs in Canada and other industrialized countries, and 
particularly in the United States. 

Comparing tariffs involves using measures and approaches which provide a common 
basis for relating Canadian tariffs to those of other countries. We had to decide what 
approach was the most relevant in terrns of developing a basis for Our recoiiimendations. 
Differences in tariffs are eaçily observed at the level of the individual product, for example, 
the level of the HS tariff item. However, a line-by-line comparison of the tariff rates on the 
568 textile products falling within the scope of Our inquiry is not very useful in showing 
the levels of protection for related product groups. We needed to calculate average tariffs 
for the major textile product groupingç and for al1 textiles in order to draw conclusions on 
differencesbetween thelevel of Canada's textile tariffs and those of Our major industnalized 
trading partners. We also had to bear in mind that averages can mask extreme or unusual 
factors. Our review of the structure of tariff levels by product told us that there were 
significant differences in the tariff treatment of certain products of which we would have 
to take account in the interpretation of average tariff rates. 

To calculate average tariffs, it was necessary to select trade weights bearing in mind 
that, other things being equal, the higher a tariff on a product, the lower the imports of the 
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product. The following hypothetical example illustrates the need for weighting. Product X 
has a tariff of 10 percent and product Y has a rate of 40 percent. The simple average of these 
two rates is 25 percent. This average would be meaningful if the value of imports at each 
rate were identical. If, however, imports of product X amounted to $40 million and those 
of product Y were $10 million, the weighted average rate would be 16 percent. We decided 
to weigh each country’s tariff rates by its own imports. 

Before proceeding with Our analysis and assessment of tariff levels, we addressed two 
key issues raised in the October hearing concerning methods of comparing tariffs. The first 
was whether comparisons should be based on MFN rates and, the second, whether we 
should take account of tariff reductions under the FTA. 

(a) Selection of Rates 

The obvious common basis for cornparisons is the actual Schedule 1 MFN rates applied 
to textile products by Canada and the corresponding rates applied by Canada’s major 
trading partners. The CTI argued, however, that account should be taken of the numerous 
end-use concessionary rates in the Canadian tariff. The CTI proposed that we should 
calculate average protection by dividing the value of duties collected by the value of total 
textile imports. Because concessionary rates are lower than MFN rates, the average rate 
(based on duties collected) is lower than the average MFN rate of protection. 

Figure 4.5 compares the averages calculated using both methods. Canada’s imports 
from the rest of the world, excluding those from the United States, were used as weights in 
the calculations. It is clear that there are differences between average MFN rates and 
average tariff protection on a duty-collected basis, particularly for certain product 
groupings such as fibres. For man-made fibres, average duties paid are more than three 
percentage points lower than the average MFN tariff. For specialty textiles, the difference 
is over five percentage points, while for al1 textiles, the difference is less than two percentage 
points. 

Figure 4.5 
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We did not agree with the CTI on the use of average duties collected as a bas& for 
assessing the level of tariff protection in Canada compared to that in other countries. We 
had two reasons. First, concessionary rates in nearly al1 cases were created for products 
that were not made in Canada. Because most of these rates are "unbound," they can be 
withdrawn without breaching international obligations. In the case of withdrawal, the 
product in question would be subject once more to the relevant bound MFN rate for that 
produc t. 

Our second reason for using MFN tariffs was based on Our observations of business 
practice drawn from testimony in Our hearings. What counts in the business world is the 
duty-paid landed price of a particular import as compared to the wholesale price of the 
same domestic product. If there is no tariff on a product, it will not have an impact on the 
price of the product. If there is a tariff, it will be the actual rate payable on the product 
which will be factored into the price and not the average rate of duty paid on imports of 
similar products of that type. For both these reasons, Our comparisons are based on 
MFN tariff rates. 

(b) Çhould FTA Reductions Be Taken lnto Account? 

Whether the €TA should be taken into account in average tariff comparisons affects 
both the choice of rates and import weights. The CTI argued that, in comparing tariffs, it 
was necessary to take into account the fact that, under the FTA, tariffs on trade in textiles 
between Canada and the United States would be eliminated by 1998. 

The CTI argued that Canada's average tariff on al1 textile products would be reduced 
by half once Canadian imports from the United States were duty-free, taking into account 
that close to half of Canada's textile imports are from the United States. The reduction in 
average tariffs for the United States would be much less because of the very small share of 
US imports of textiles which originate in Canada. These effects are displayed in Figure 4.6. 

Figure 4.6 
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In comparing tariffs, we decided not to take account of imports from the United States. 
Under the FïA, tariffs on these imports will be reduced to zero by 1998. If US imports were 
included in Our comparison of average textile tariffs, Canada's "average" rates, once the 
F ï A  was fully implemented, would be lower than those of most other industrialized 
countries. At the same time, however, Canada's tariffs on imports of textiles from third 
countries would remain higher than those of other industrialized countries. This was 
clearly not the intention underlying the terms of reference, which were sent to us in 
February 1989 after the FTA began to be implemented. The only reasonable interpretation 
of the terms of referenceis that US imports should be excluded in the calculation of Canada's 
average MFN tariff rates. 

9. Main Findings of Tariff Cornparisons 

The structure of textile tariffs in Canada differs markedly from those of the EEC and 
Japan. The latter appear more orderly, with generally less dispersion of rates for the main 
product groupings of fibres, yarns and fabrics, and less differentiation of rates within 
groupings of similar products. The US tariff structure is similar to that of Canada in the 
greater dispersion and differentiation of rates, particularly for fabrics. It differs markedly, 
however, in the rates applied to products made from different fibres. In the United States, 
most wool fabrics have high tariffs while the reverse is true in Canada. Rates on Cotton 
fabrics in the United States are low, but high in Canada. 

As displayed in Figure 4.7, average MFN tariffs imposed by industrialized countries 
on textilesare high.' In this regard, Canada and the United States stand out not only because 
their textile tariffs are higher than those of other industrialized countries, but also by the 
wide margin by which they exceed those on most other products. Average Canadian and 
US MFN textile tariffs are more than double the average of those applied to al1 imports. 

Figure 4.8 shows how Canadian MFN tariffs on fibres, yarns and fabrics, as well as 
clothing, compare in a broad international framework. The comparison includes Canada, 
the United States, the EEC and Japan. In terms of levels, there are large differences in 
Canada's MFN rates for fibres and yarns as compared to the EEC and Japan, and in fabrics 
as compared to each of the three areas. The figure also shows a composite rate for theUnited 
States, the EEC and Japan based on a 70:20:10 ratio reflecting approximately the structure 
of Canada's imports of textiles from the three areas. 

The levels of EEC and Japanese tariffs on fibres, yarns, fabrics, specialty textiles and 
clothing are, in general, lower than the corresponding rates imposed by Canada and also 
by the United States? Moreover, the composite rates for these same product groups are 
also lower, albeit by a lesçer degree, than MFN tariffs for Canada and the United States. 
Canada's average tariffs on yarns, fabrics and specialty textiles are well above those of the 
three other areas. 

1. The import structures of the EEC and Japan, as distributed among fibres on the one hand, and yarns and fabrics on the 
other hand, are quite different from those of Canada or the United States. Because the share of fibres in EEC and Japanese 
imports is much higher, and especialiy, natural fibres, average tariffs for textiles in the EEC and Japan displayed in Figure 4.7 
are relatively low. Comparisons displayed in Figure 4.8 show that tariffs on yarns, and particularly fabrics, are, however, 
much higher than tariffs on al1 commodities shown in Figure 4.7. 

2. Therates displayed in Figure 4.8 were adjusted to take account of differences in customs valuation, this being on an FOB 
basis for Canada and the United States, with the EEC and Japan using a CIF system. Adjusting Canadian and US rates to a 
CIF valuation basis lowered them by 0.5 to 0.7 percentage points depending on the product. The average rates shown were, 
for the purposes of this cornparison, computed by attaching each country's import weights to each Hç six-digit tariff line. 
The actual rates plotted in Figure 4.8 are displayed in Volume 2 of the report. 
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The next comparison focuses exclusively on average MFN tariffs on textiles in Canada 
and the United States. It shows average MFN rates for the568 HS tariff items that fall within 
the scope of the inquiry.’ Average MFN tariffs for eight product groupings and total textile 
imports are shown in Figure 4.9. Table 4.7 displays the corresponding actual average rates.’ 
The averagecanadian MFN rate for textiles in 1988 is 16.6 percent. The corresponding rate 
for the United States is 11.1 percent. 
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Figure 4.9 
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Sources: Statisticç Canada Catalogue 65-203. 
lmport statisticç: US Department of Commerce, 1988. 
Schedule I of the Canadian Customs Tariff. 
Tariff çchedules of the United States. 

The higher average Canadian MFN tariff derives mainly from much higher rates for 
specialty textiles, knitted fabrics and man-made fabrics. The gap between rates on yarns 
in the two countries is much smaller. For fibres, Canadian average rates are much lower 
than US rates. 

These average results mask particular differences in rates that we observed in Our 
comparison of the textile tariff structures of Canada and the United States. Natural fibres 
enter Canada free, while man-made fibres face a rate of 8.5 percent. In the United States, 
most fibres, whether man-made or natural, pay rates in the 3.9-6.5 percent range. In 
addition, average rates for natural fabrics conceal large differences in tariffs between 

1. They include al1 textile products as definedin Chapter II above with certain exceptions accounting for about $100 miiiion 
in imports in 1988, as compared to 91,140 miilion of imports entering under the 568 HS tariff items. The full list of products 
excluded can be found in Volume 2 of this report, but the main product groups are wadding, rope and twine, and floor and 
wail coverings. These products were not considcred to be fibres, yarns or fabrics, nor were they considered to be products 
used in further processing or maniifacturing activities. 

2. Averages are calculated using each country’s imports from third countries. 
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Table 4.7 

Product Group 

AVERAGE MFN TARIFFS 

1988(’) 
CANADA-USA 

Canada 

(Perceniage) 

Knitted Fabrics 

Specialty Textiles 

Total Textiles 

25.0 

20.3 

16.6 

Fibres: Natural 
Man-made 
Su b-Total 

Man-made 
Su b-Total 

Woven Fabrics: Natural 

Yarns: Natural 

Man-made 
Sub-Total 

0.2 
8.3 
2.5 

12.3 
12.6 
12.5 

14.2 
24.8 
19.0 

USA 

3.8 
6.5 
4.6 

7.9 
10.6 
9.5 

10.9 
16.4 
12.9 

14.2 

8.6 

11.1 

Note: (1) Volume 2 contains a table showing average MFN tariffs calculated using imporis from the rest of the 
world for the first eight months of 1989. There are relatively small differences in average îariffs for 
some product groups. For total textiles, the Canadian average is 16.3 percent and the US average 
is 11.1 percent. 

Statistics Canada Catalogue 65-203. Schedule I of the Canadian Customs Tarifi lmport statistics: 
US Department of Commerce, 1988. Tariff schedules of the United States. 

Sources: 

Canada and the United States. US tariffs on inost wool fabrics are nearly triple those of 
Canada, whereas Canadian tariffç on Cotton fabrics are higher than those of the United 
States. 

As a further illustration of this point, i t  is also worth observing that, of the 568 tariff 
items included in the averages shown in Table 4.7,451 have MFN rates that are higher than 
those of the United States. Canadian imports from the rest of the world under these items, 
in 1988, totalled $850 million. 
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CHAPTER V 

TARIFF REDUCTION OPTIONS DISCUSSED IN PUBLIC HEARINGS 

1. Introduction 

As part of the process of developing Our tariff recommendations, we asked parties to 
give us their preferences on the structure and level of textile tariffs and on the Pace of the 
tariff reductions. We also sought parties’ reactions to methods of analysis and the 
assessment of the economic effects of tariff reductions. 

We had Our research staff prepare illustrative tariff reduction options for consideration 
and comment at the October hearing. The options were developed from tariff comparisons 
using the methods described in the preceding chapter. In particular, they were based on 
average MFN tariffs weighted by imports from third countries. Neither average duties 
paid on total imports nor the trade effects of the FTA were taken into account in assessing 
the differences in tariff levels between Canada, the United States, the EEC and Japan. 

The staff options brought Canadian tariffs close to the leveis of the United States and 
other industrialized countries. To reach US textile tariff levelç wouid mean average MFN 
tariff reductions of about one-third; even greater reductions would be needed to approach 
the tariff levels of Our major trading partners. 

The options presented to parties also provided for different phasing in periods for the 
reductions. Three alternative time frames were developed, not only to obtain parties’ 
reactions on how quickly or slowly reductions should occur, but also as part of the 
assessment of economic effects and benefits and costs. 

We engaged consultants to carry out the economic assessments. Informetrica Limited 
conducted an econometric study of the effects of tariff reductions on prices, output and 
employment. Abt Associates of Canada analyzed the benefits and costs of tariff reductions. 
Professor Tim Hazledine provided overall advice and quality control. The studies were 
presented at the October hearing for examination by parties in respect of both the 
assessrnent results and the methods uçed. 

2. illustrative Tariff Reduction Options 

Several different approaches for reducing tariffs on textiles were considered at the 
October hearing. Parties focused their attention on two basic options which the Tribunal 
staff presented for illustrative purposes only. 

Option A was developed using a line-by-line comparison of Canadian and US tariffs. 
Under this option, Canadian tariffs on textile products that were higher than their 
US equivalents would be reduced to US leveis. Such an option would reduce the average 
of Canadian MFN tariffs by onethird. Option A would result in a Canadian average 
MFN tariff slightly below that of the United States. The resulting structure would, with the 
exception of tariffs for natural fibres and woollen fabrics, mirror closely that of the 
United States. Reductions for some tariff items would be large, exceeding 50 percent. 

Option B was based on two different considerations. The first was to introduce into 
the tariff structure a basic gradation in rates applicable to all similar products. This would 
address the Minister‘s request that the Tribunal pay attention to the level of effective 
protection throughout the manufacturing Chain from fibres through to finished clothing. 
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In establishing tariff levels for Option B, the research staff çelected rates which 
approxiinated average MFN tariffs not only in the United States, but also in the EEC and 
Japan. The composite average of MFN tariffs for basic textile product groups in the United 
States, the EEC and Japan provided a benchmark for selecting the level of tariffs. 

This second option resulted in a simple tariff structure option in which fibres, yarns 
and fabrics would be subject to maximum tariffç of 5 ,9  and 13 percent, respectively. The 
13 percent maximum rate for fabrics ivould also apply to specialty textiles. The effect of 
applying this simple tariff structure i4,ould be to reduce average Canadian MFN tariffs by 
about 36 percent. Most Canadian tariffs would fa11 below those of the United States. 

Table 5.1 compares how Options A and B would affect average MFN tariffs for the 
main groups of textile products. 

Product Group 

Fibres: Natural 
Man-made 
Sub-Total 

Yarns: Natural 
Man-made 
Su b-Total 

Fabrics : N atu ral 
Man-made 
Sub-Total 

Knitted Fabrics 

Specialty Textiles 

Total Textiles 

Table 5.1 

ILLUSTRATIVE TARIFF REDUCTlON OPTIONS 

( Perceniage) 

Current Canadian 
Tariff 

0.2 

2.5 

12.3 
12.6 
12.5 

14.2 

19.0 

25.0 

20.3 

16.6 

8.3 

24.8 

o. 1 
5.6 
1.7 

7 7  
11.2 
10.2 

9.0 
16.7 
12.5 

14 4 

7.5 

11 O 

Option B: 
ÇimDle Tariff 

Struciure (5-9-13) 

o. 1 
4.9 
1.5 

0.8 

8.9 
9.0 

10.4 
13.0 
11.6 

13.0 

12.0 

10.3 

us 
Tarifi 

3.8 
6.5 
4.6 

7.9 
10.6 
9.5 

10.9 
16.4 
12.9 

14.2 

8.6 

11.1 

Notes: Current average MFN Canadian and US tariffs are taken from Table 4.7. Rates show.: for Options Aand 6 
are weighted averages of rates that would apply to individual tariff items under Options A and B. 

Figure 5.1 shows the effect that each option would have on the rates of effective tariff 
protection within the textile production chain and in the clothing industry. The simple 
structure would reçult in a more consistent pattern of effective protection through the 
production Chain, except for xiatural yarns. 

Three differerit implementation periods were considered at the October hearing. The 
first provided for the full reduction of tariffs on textiles on April 1,1990. Under thesecond 
approach, tariffs would be reduced in 10 equal annual instalrnents starting on April 1,1990. 
The third scheme was back-end loaded, with no  tariff reductions before April 1,1994, and, 
from then on, reductions in five equal annual instalments. 
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FIgure 5.1 
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Canadian Customs Tariff and ClTi survey. 

3. Parties' Reactlon to the Iiiustrative Tariff Reduction Options 

At the October hearing, parties commented extensively on both the level and Pace of 
the tariff reduction options. 

The CTI continued to challenge the need for any tariff reductions at all. It argued that 
there was no analytical basiç for concluding that Canadian textile tariffs were higher than 
those of other industrialized countries, particularly the United States. Its comments on the 
illustrative tariff reduction options focused mainly on Option A, under which a Canadian 
tariff would be replaced by a US tariff, if the latter were lower than the corresponding tariff 
in Canada. The CTI stressed that this approach would reduce the average Canadian textile 
tariff below that of the United States. It also observed that following this approach would 
be tantamount to replacing thestructure of thecanadian textile tariff with that of theUnited 
States. For instance, counsel for Dominion Textile Inc. observed that the US structure 
provides differentiation of tariffs for products such as light and heavy Cotton fabrics. This 
kind of differentiation, which does not now exist in the Canadian tariff structure, would be 
detrimental to the Canadian industry. 

The clothing industry expressed a general preference for Option B. The textile industry 
observed that the tariff reductions implied by Option B were even greater than those 
under Option A. 

In t e m  of timing, the clothing industry's preference was for an immediate reduction 
of tariffs on textiles, although it was prepared to consider impleinentation over a period of 
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up to five years. The textile industry, while continuing to oppose any tariff reductions, 
strongly expreçsed the view that, if there were to be reductions, they should be delayed for 
as long a period as possible. In this regard, it observed that the "back-end loaded" option, 
which would concentrate reductions in the second half of the 1990ç, would allow the 
industry more time to adjust to FTA reductionç and would alço allow it to take into account 
MTN tariff reductionç and any relaxation of the MFA. 

4. Economlc Assessment 

(a) Estimation of the Impact on Prices, Output and Employment 

A reduction in tariffs for textiles would lead to a series of pricing, purchasing and 
production responses. Changes would occur throughout the textile Chain, beginning with 
producers of textiles and ending with the consumer of final products containing textiles. 

The economic analysiç carried out by Our staff and consultants waç intended to help 
us gauge the reactions of the Canadian textile and downstream industries and consumers 
to textile tariff reductions. We expected that it  would shed light on the follo~7ingquestions 
of interest to the inquiry: 

To what extent would Canadian textile manufacturers lower their priceç and 
reduce their coçtç to maintain market çhare and profit margins? 

To what extent would the reduction in textile tariffç lead to lower costs for 
"downçtream" industries which manufacture productç such as clothing and 
furniture? 

To what extent would the tariff reductions Iead to price reductions for the 
consumer at the retail level? 

How would price and supply changes affect the employment, profitability 
and competitive position of textile manufacturerç? 

What would be the distribution of overall benefits and coçtç to the Canadian 
economy and textile producing regionç? 

(b) Results 

In order to aççess the economic impact of a reduction in textile tariffs, two different 
modelç were developed and used. First, a 10-industry econometric niodeIl was built using 
annual historical data for the period from 1961 to 1985. Second, a benefit-coçt mode12 was 
developed to açsess the benefitç and costç likely to ariçe from any açsumed tariff reduction. 

The two modelç were used to eçtiniate the economic effects of the two illuçtrative tanff 
reduction options described earlier in this chapter. The estimated economic effect of a tariff 
reduction is calculated as the difference between the model's projection with and without 
a tariff cut (Le., the base case). This approach directly estiinates the effects of a tariff 
reduction, holding al1 other factors constant. In this process, the particular characteristics 
of the base case do not affect the estimated effects of the tariff option. The mode1 results 

1. 
preparcd for the C I T ,  Septcmber 1989. 

2. 
Industrv. October 1989. 

InformetricaLimited,Tne Impact of Tariff Rediictions on thcTcxtile and Dowristream Industrin: An Economctricstudv, 

Abt Associate of Canada, An Asscsçment of the Denefits and Costs of Tariff Reductionç in the Canadian Textile 
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,- 

Output 
A B 

for output, employment and selling prices for three industry groupings are s h o w  in 
Table 5.2. 

Employment Prices 
A B A B 

Table 5.2 I 

Textile lndustry 

Clothing Industry 

Other Downstrearn Industries 

COMPARISON OF CUMULATIVE ECONOMIC CHANGES BY YEAR 2000 
FOR ILLUSTRATIVE TARIFF REDUCTION OPTIONS 

-1.9 -2.4 -2.2 -2.8 -0.6 -0.8 

0.1 0.2 0.1 0.2 -0.2 -0.2 

0.1 0.1 0.1 0.1 -0.0 -0.1 

Figure 5.2 

COMPONENTS OF CLOTHING PRICES 
1985 

(Average Percentage of Consumer Prices) 

CLOTHl NG PRODUCTION 

(NON-TEXTILE) COSTS TEXTILE 
23% M MATERIALS~’] 

21 % 

iMPORTED CLOTHING 
10% 

PROV. TAX 
3% 

DlSTRl BUT1 ON COSTS(*) 
43% 

Notes: (1) lncludes domestic and imported textiles plus tariffs. 

Source: lnforrnetrica Limited. 

(2) lncludes wholesale and retail rnargins and transportation costs. 
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average roughly 20 cents of each dollar spent in 1985 on clothing by the consumer. The 
tariff itself accounts for less than one-tenth of one percent. 

On the output side, the decrease for the textile industry issignificantly greater than the 
increase in output for the clothing and other downstream industries. The major reasonç 
for this divergence are the differenceç in the çize of the price reductions facing buyers of 
primary textiles and buyerç of final consumer goods, and the differences in price sensitivity 
in each market. Both the size of the price reduction and the sensitivity of demand to changes 
in price appear to be larger for the textile industries than for the clothing and other 
downs tream indus tries. 

(i) Views of lndustry 

Counsel for the textile industry criticized the econometric model because of structural 
omissions and limitations in what the model is capable of predicting. Their main criticism 
waç the omission of investment from the econometric mode1 and, in particular, the inability 
of the model to indicate the departure of textile producers from the industry, or at least 
frorii production in Canada in response to the tariff reductions. A second general criticism 
was the use of historical data to predict changes in a future period which will be 
çubstantially different froin the paçt, 

(ii) Views of Tribunal 

Some of the textile industry's observations about the limitations of econometric models 
are valid. However, we consider reasonable the model's simulation of the effects of tariff 
reductions on demand and prices. Inveçtment is adrnittedly difficult to model because it  
does tend to be "lumpy" and subject to confidence factors. But the investment climate is 
likely to be determined by a variety of business and goveniment factors - not simply tariff 
changes. It seenis reasonable to expect that investment by the textile industry would 
continue to be on an upward trend through the period, though the marginally slower 
growth in the textile induçtry causcd by the tariff reduction would probably cause 
investment to increase at a slower rate than if tariffs were not reduced. 

The Tribunal observes that econometric rnodelç normally make use of historical data 
to estimate future behaviour and that they usually work well, provided unexpected events 
do not cause a major structural break in patterns of behaviour. Such abrupt changes in 
behaviour are unlikely to occur in response to the relatively modest tariff reductions 
modelled, particularly when they are phased in over several years. 

Deçpite the criticisms put forward, the Tribunal concluded that the model provided 
eçtimates which were a reasonable guide to the direction and magnitudt. of change for 
output, employxnent and prices resulting from the illustrative tariff options. 

(c) Benefits and Costs 

The benefit-cost framework developed for the CITT by Abt Associates of Canada was 
used to assess the separate components of the benefits and costs flowing from an assumed 
set of reductions in textile tariffs. The estirnates of elasticities, prices, demand and the 
changes in employrnent provided by the Inforn-ietrica Limited econometric model are key 
inputs in the evaluation of benefits and coçtç. 

The benefits included in this aççeççrnent are the gains to consumers from lower prices, 
less the net change in any "above norinal" returns to capital in the textile and downstream 
industries, less the net loss in government tariff revenues. A range of benetits was estimated 
using three different asçuii~ptions for the pricing response of dornestic industry to lower 
textile tariffs. 
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The costs included in this assessment are the net adjustment costs for workers, arising 
from the lower level of employment in the industries directly affected by the lower tariff 
levels. Historical data on employment mobility within and out of the textile industry were 
used to develop assumptions on thespeed of re-employment of textile workers in Ontario 
and Quebec. A rapid rate of employment adjustment for Ontario and a slower rate of 
employment adjustment for Quebec was assumed. Over 90 percent of total industry 
employment is located in these two provinces. The costs were calculated on a private 
(per worker) basis and on a social (including al1 segments of the economy) basis. 

The entire Stream of future benefits and costs was expressed as a single "present value" 
through the use of a discount rate, nomally referred to as the social opportunity cost of 
capital. A discount rate of 7.5 percent real (i.e., after removing the effects of inflation) was 
assumed, consistent with standard practice in the field of benefit-cost analysis. The 
estimates for the 10-year implementation of the two illustrative tariff options are shown in 
Table 5.3. In both cases, the benefits are significantly greater than the costs. 

Table 5.3 

NET BENEFITS FOR ILLUSTRATIVE TARIFF REDUCTIONS 

(Millions of 1989 ûollsrs) 

Consumer Gain on ROW Irnports 

Lost Tariff Revenue on ROW Irnports 

Lost Tariff Revenue on US lrnports 

Net Welfare Gains 

Social Adjustrnent Costs 

Net Benefits with No Dornestic Price Response 

Addendum: 
Net Benefits with Dornestic Price Response 

(i)  Reduced Profits 
(ii) Cost-saving 

Option A 

308.3 

-218.9 

-5.4 

84.0 

6.0 

78.0 

52.8 
276.1 

Option B 

391.6 

-282.8 

-6.6 

102.2 

7.4 

94.8 

61.8 
350.1 

Notes: (1) Option A is a reduction in average MFN textile tariff rates on irnports frorn the rest of the world by an 
average of 33 percent. 

(2) Option B is  a reduction in average MFN textile tariff rates on irnports frorn the rest of the world by an 
average of 36 percent. 

(3) For both options, the reductions are assurned to be phased in over a 10-year tirne period beginning 
in 1990. 

(4) Net benefits are the net present values for the period frorn 1990 to 2005. 
(5) The estimates for the componenk of net benefits for the cases with a domestic price response are 

not provided in the table. 
ROW = Rest of world excluding Canada and the United States. 

Source: Abt Associates of Canada. 

/' 

( i )  Views of lndustry 

Counsel for the textile industry criticized the benefit-cost framework for under- 
estimating the costsand overestimating the benefits likely to arise from a reduction in textile 
tariffs. In tenns of the estimate of costs, they argued that the data on employee mobility 
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(turnover rates) were outdated and drawn from a period when the recession at the 
beginning of the 1980s was likely to have biased the rates upwards. A second major 
criticism was that the methodology was too narrow in its measure of costs arising from 
unemployment: it did not include the effect of the loss of non-wage employee benefits, the 
increase in mental stress and anguish, and the efiect of rising unemployment on specific 
communities, particularly small towns. A third criticism was the initial failure to estimate 
the differing provincial costs arising from the tariff reductions. On the benefit side, they 
argued that the assumption that the textile industry will find ways to rationalize its 
production process was overly optimistic. Furthermore, textile industry representatives 
argued that there would be very small benefits arising from the tariff reductions, due to the 
combination of a small decrease in clothing prices for the consumer and consumers’ 
relatively low sensitivity to price for clothing. 

( i i )  Views of Tribunal 

Despite the arguments presented by the textile industry, the Tribunal considers that 
the methodology provides a useful indication of the relative importance of the benefits and 
costs likely to arise from lower textile tariffs. For the cost estimates, the historical record 
supports the use of at least an average manufacturing labour turnover rate for the textile 
industry, notwithstanding the lack of availability of current data. The methodology could 
have been improved, however, by the inclusion of an estimate of the non-wage losses for 
individuals and communities arising from l o ~ e r  employment. 

The arguments againçt the methodology on the benefits side were less persuasive. The 
study did include one more optimis tic assumption involving the generation of cost-savings 
in the production proceçs as a result of tariff reductions, though this waç not the main case 
presented a t  the hearings. While it may be too optimistic to assume that al1 tariff reductions 
would be matched by textile industry cost reductions, it would be unduly pessimistic to 
assume that no cost reductions are possible. In addition, though there may be only a small 
decrease in consumer prices for individual items, the aggregation of these benefitç amounts 
to a significant gain for the country as a whole. 

70 



CHAPTER VI 

RECOMMENDED TARIFF REDUCTIONS 

1. Introduction 

In this chapter, we set out Our recommendations on the size, timing and Pace 
of reductions in Canada’s textile tariffs. We also consider the question of whether 
any products should be exempted from the tariff reductions. Finally, we review a 
number of specific product requests submitted to the Tribunal for tariff acceleration 
or elimination. 

We have reflected on the testimony gathered at the June and October hearings 
and on the research that was carried out by Our staff and consultants. The October 
hearing helped clarify Our thinking on how to measure differences in tariffs among 
countries. That hearing also influenced Our view of the illustrative tariff reduction 
options that the research staff had prepared. 

We have carefully examined what was said and considered alternative 
approaches that would meet the main concerns presented in October with respect 
to the structure of tariffs, the level of rates and the Pace of implementation. 

2. Tariff Rates and Structure 

(a) Our Recommendations 

The Tribunal proposes that Canada move towards a simpler textile tariff 
structure involving maximum tariffs for fibres, yarns and fabrics: 

fibres 5 percent 

yarns 10 percent 

fabrics, woven and knitted 16 percent 

For all specialty textiles, we propose that current rates be reduced by one-third. 

The application of this simpler structure would reduce tariffs on most natural 
and man-made textile products, including knitted fabrics. Use of this structure 
would result in the reduction of rates on about 451 HS tariff items. Rates on 
117 other items, including most fabrics made with natural fibres, would not change. 
For specialty textiles, the onethird reduction we are proposing is close to, but not 
as great as, that applied to most fabrics. The lineby-line recommendations for 
Schedule 1 MFN HS tariff items are listed in Volume 2. 

(b) Rationale 

Comparisons of tariffs on textiles have confirmed that Canadian MFN textile 
tariffs are generally much higher than those of the United States, the EEC and Japan. 
Simple comparisons of the structure and levels of tariffs have not, however, 
provided a sufficiently precise mode1 for adjusting tariffs. EEC and Japanese tariffs 
on textiles are more consistently structured than those of the United States or 
Canada. There is a relatively smaller dispersion of rates within each of the three 
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main phases of the textile prodiictionchain, and there is a pattern of rate progression 
from fibres to fabricç. Each, however, has some anomalies. For example, there are 
relatively high tariffs on wool fabrics in the EEC and many compound rates in Japan. 

The US tariff structure would also not be a good model. It has major anomalies 
which, for many products, are different from those found in the Canadian tariff 
Structure. We agree with the CTI about the risks of importing the US tariff structure 
irtto Canada. We also agree with the CTI that, in setting a new level of textile tariffs 
in Canada, it is reasonable to put more weight on overall average tariffs in the 
United States. The United States is Canada‘s major trading partner. Competition 
in the North American market in the coming years will be a decisive factor in the 
development of the Canadian textile industries and of the downstream industries 
using textiles. However, taking account of average US textile tariffs cannot be taken 
to mean that tariffs on certain textile productç should not fa11 below those of the 
United States. Nor should it mean that al1 Canadian tariffs exceeding those of the 
United States must be reduced. To accept such a premise would rnake it difficult 
to develop a structure of textile tariffs that is more suitable to Canadian 
circums ta nc es. 

If the structures of tlie US, the EEC and Japanese textile tariffs do not provide 
suitable models, neither does tlie existing Canadian structure. It haç many 
anomalies which lead to similar or substitutable products being treated quite 
differentiy. The structure of Canada’s textile tariffs is particularly complex. We 
were not told, and Our own review of Canadian tariffs on textiles has not informed 
US, why or how they developed into their present structure. There is a great variety 
of rates for similar products, particularly fibres and fabrics. In contrast, mcst yarns 
have similar tariff rates. The present structure also includes specific and compound 
duties. It is also characterized by uneven levelç of relative protection among the 
main stages of textile production and between the textile industry and downstream 
industries. For these reasons, we have rejected a proportionate reduction in existing 
rates which would only replicate today’s textile tariff structure. 

Our review of other factors, and particularly the compariçon of VERs inCanada 
and the United States, has influenced Our recommendations. Measurement of the 
effect and scope of VERs is very difficult. Beyond the meaçurement prcblem, there 
is no agreed method for equating the trade effects of VERs to those of a tariff. In 
addition, VERS are a far less permanent feature of the international trading regime 
than are tariffs. The MFA has been renewed at four- to five-year intervals and it is 
easier to negotiate bilaterally the introduction or a significant amendment of 
particular VERS. Tariffs, on the other hand, are a much more stable feature of the 
trading regime as part of the GATT. Nonetheless, the VER system of the United 
States is more comprehensive, probably reflecting the greater range of domestically 
manufactured products and broader sources of imports. The US system may alço 
be more tightly negotiated and adiiiinistered, reflecting that country’s bargaining 
power. Taking account of these perceptions, we have reduced somewhat the size 
of Our recommended tariff reductions, relative to what would have been indicated 
by a strict comparison between average Canadian and US MFN textile tariff rates. 

We believe that the structure of Canadian textile tariffs needs reform. The 
current welter of rates should be replaced, to the extent possible, by a simple, 
progressive rate structure covering al1 fibres, yarns and fabrics. 

There were a number of factors that brought us to the conclusion that imports 
of similar textile products should be subject to the same maximum tariff rates. 
Whatever were the rationales of the current Canadian textile tariff structure and 
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that of the United States, they have been overtaken by developments in technology 
and in the market. The structure of Canadian tariff rates, as it now stands, creates 
artificial distinctions, particularly between woven natural fabrics and blended 
fabrics. A small difference in fibre content can mean a large difference in tariff 
protection (e.g., the tariffs on blended Cotton fabrics can be 17.5 percent or 
25.0 percent, for a change in fibre content of one percentage point). There are no 
such distinctions for tariffs on the yarns used to weave these fabrics. 

The world textile industry produces a far greater number of products today 
than many years ago. New products and new markets have developed, particularly 
for industrial uses. In clothing and home fumishings markets, demand for a 
particular textile is subject to the dictates of style and fashion. Even common 
products, such as denim andcorduroy, can go out of style for periods of time leading 
to stop-and-go production decisions. 

Most fibres, yarns and fabrics are increasingly in competition with one another. 
Why should different tariff rates be applied to roughly similar products and 
particularly fibres and fabrics, bearing in mind the impact different tariff rates have 
on what or how much should be produced? Even if we thought a case could have 
been made for treating products differently, there is little hard information available 
to provide the basis on which it should be done, and no assurance that the reason 
for differentiating rates would hold true in the future. 

Thus, we think that attempting to "fine tune" the tariff to take account of the 
situation in the market for particular products at a particular point in time could 
lead to distortions in the use of resources. In other words, the tariff should be neutral 
among similar products. In this respect, the current structure of tariffs on textiles 
differs from that for other products to the extent to which it distinguishes between 
similar products made from different materials. We believe a single rate should 
apply to similar products whatever the technical characteristics, the materials used 
or the price of a particular product. 

We also rejected industry suggestions that we take into account production 
costsand macro economic factors, such as exchange rates and interest ratesinsetting 
tariffs. In contrast to the long-term nature of a tariff, production costs and economic 
factors generally çhift over time in response to a broad range of influences, 
sometimes in an interdependent fashion. 

Having concluded that a neutral tariff structure would be best suited for textile 
products, we addressed the question of what the level of rates should be for fibres, 
yarns and fabrics. There were a number of considerations. One was to develop a 
structure of rates that approximated those of Our major industrialized trading 
partners, and the United States in particular. Another consideration was to take 
account of the differences in the overall level of tariffs on textile products in Canada 
as compared to the other three areas, as well as the perceived effects of a tighter 
VER regime in the United States. We also took account of the FïA-related 
adjustments already facing the textile industry and of the prospect of further textile 
tariff reductions in the MTN. 

We concluded that, in the context of a simpler tariff structure, maximum rates 
of 5, 10 and 16 percent for fibres, yams and fabrics, respectively, would reflect 
these considerations. As can be seen from Figure 6.1, this simpler structure of 
maximum tariffs results in average rates that aresomewhat higher than those of the 
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Figure 6.1 

TRIBUNAL TARIFF RECOMMENDATIONS 
AVERAGE MFN TARIFFS 
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Sources: Tariff schedules for Canada and USA adjusted from an FOB to a CIF basis. 
Tariff schedules of Japan and the EEC. 
Tribunal tariff recomrnendations adjusted frorn an FOB to a CIF basis. 
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United States, and higher still than those of the EEC or Japan.' Average rates on 
fibres approach those of the EEC and Japan. Average rates for yarns move down 
to those of the United States, but remain sornewhat above those of the EEC and 
Japan. Average rates for fabrics corne down towards, but still remain above, those 
of the United States. 

This structure would reduce rates on most fibres, yarns and fabrics imported 
into Canada from the rest of the world. The main exceptions would be tariffs on 
woven natural fabrics. For example, tariffs on most woollen fabrics would not 
change, while tariffs on some Cotton fabrics would be reduced only marginally. This 
would reçult in a significant change in the relative ievel of MFN protection among 
fabrics. Reduced tariffs on knitted fabrics and on woven mari-made fabrics will 
narrow significantly the large gap in rates that now exists. 

We also looked at what effect this simpler structure would have on effective 
rates of tariff protection in the textile production Chain. Over rnost phases, the 
dispersion of effective rates of tariff protection is reduced. Within primary textiles, 
however, effective protection for na  tural yanis, while reduced, still remains high 
compared to that for man-made ynrns. 

1. 
a high proportion of fibres i n  t o h l  textile imports. 

As noted iii Chaptcr IV, the rcla tively loiv airerage tariffs on textiles for the EECand Japari reflect the cffectçof 
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We considered a variation on this 5-10-16 structure with a lower maximum rate 
for natural yarns and fabrics. In this modified system, reductions in tariffs on 
natural yarns would be greater than those on man-made yarns. Tariffs on woven 
natural fabrics would also be reduced marginally more under the simple structure, 
but by less in absolute terms than for other fabrics. 

We rejected this variation for two reasons. The first was that we realized that, 
by giving too much emphasis to the need to fine tune effective protection at each 
phase of the production Chain, the result would be a nominal MFN structure that 
would perpetuate the artificial distinction in tariffs between products made from 
natural and man-made fibres. In addition, effective protection varies significantly 
from one manufacturer to another depending on costs and what is produced. On 
balance, we believe Our simpler structure makes a significant improvement in tariff 
relativity and meets Our terms of reference. 

We also looked at how or whether this simpler structure could be applied to 
specialty textiles. The varied nature of specialty textiles precludes the application 
of a simpler structure. Most of these products are distinctive, uniquely designed 
and are important inputs, particularly for industrial uses. Although they 
incorporate textile fibres or yarns, they are not in competition with other fabrics. 
However, tariffs on these products are particularly high compared to those of Our 
major trading partners, including the United States. In the end, we decided that a 
one-third across the board reduction in specialty textile tariff rates, roughly in line 
with the percentage reduction in tariffs on man-made and knitted fabrics, would be 
appropriate. Specialty textile tariff rates would still remain on average somewhat 
above those of the United States at the end of the implementation period. 

(c) Recommendations to Convert Specific Duties to Ad Valorem Rates 

A simpler structure of ad valorem tariffs is inconsistent with the use of specific 
and compound rates. It makes sense to eliminate specific duties. They create 
uncertainties in trade and are a vestige of the past. They discriminate among 
products of differing values. Their elimination would also be consistent with the 
direction set in international trade negotiations towards the exclusive use of ad 
valorem tariffs. Accordingly, we recommend that those compound rates and 
specific duties now in place for yarns, some wool fabrics and one specialty textile 
be converted to ad valorem rates. We propose that any reductions in the rates under 
the simpler stmcture be made on the basis of these new ad valorem rates. The actual 
conversion to ad valorem MFN rates would take effect as of the date of imple- 
mentation of Our recommendations.' 

3. Pace of lmplementation of the Tribunal's Basic Plan 

At the October hearing, three time frames were suggested: 

immediateimplementation, 

a 10-year frame, and 

a five-year, back-end loaded phase in period. 

1. A description ofhowcompoundratesandspecificdutiesshouldbeconverted toadvaioremratescanbefound 
in Volume 2. 
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The CTI was opposed to any reductions in tariffs. It sa147 the current reference 
as one of three major changes in tariffs to which the textile industry would have to 
adjust. The textile industry stresçed the need for time to adjust to the FTA. In 
addition to the Tribunal’s recominenda tions, the textile industry could also be faced 
with further reductionç resulting from the MTN. If there were to be any reductions 
as a result of this inquirv, they should be delayed as long as possible. In contrast, 
the clothing industry pkferred that the tariff reductions be implemented as soon 
and as quickly as possible. 

Textile products will be facing different magnitudes of reductions in tariffs, 
ranging from zero to nine percentnge points. The Tribunal chose not to schedule 
reductions over a predetermined period, with tariffs on each product being given 
the same phase in period whatever the magnitude of the reduction in absolute 
terms. The Tribunal considered tha t the phase in period should take account of the 
differences in the absolute size of reduction in tariffs. For example, a reduction of 
three percentage points should be fully implemented before a seven percentage 
point reduction. This led us to conclude that reductions of one percentage point 
per year should be applied to tariffs on al1 products, with the length of the total 
phase in period for each tariff item being determined by the total amount of 
reduction. This would provide a simple mechanism for phasing in tariff reductions 
and give those industries facing larger cuts on a percentage point baçis more time 
to adjust to lower rates than those industries facing smaller cuts. 

For a number of products, the total reduction in tariff is not equal to a whole 
number. The Tribunal considers that the reduction of any remaining fraction of a 
rate should take an additional year. However, if the results of the MTN are known 
at the time the Government implements the recommendations, it could consider 
these fractional reductions in the context of any further reductions agreed to in the 
MTN. 

Producers of man-made fibres face larger absolute reductions in tariffs than 
yarn manufacturers. The Tribunal’s recommendation to reduce rates by one 
percentage point per year would mean that reductions in tariffs on yarns would be 
completed within three years,, and those on fibres within four years. Reduced tanffs 
147ould be fully in place on both fibres, and particularly yarns, before being in place 
on fabrics, most of which will take u p  to nine years to be fully completed. (Figure 6.2 
shows graphically how the phasing in of tariff reductions is differentiated). This 
would mean cost savings for fabric producers, thus mitigating the effects of their 
own tariff reductionç. The longer phase in period for reductions in tariffs on fabrics 
would aiso ease adjustment for fibre and yarn manufacturers to the extent that 
tariffs on fabrics provide protection for their own production. The longer phase in 
period would also provide time for producers of natural fabrics, whose tariffs will 
remain the same or be only marginally lower, to adjust to increased competition 
from man-made fabrics on which tariffs will have been reduced significantly. 

The textile industry has recently enjoyed a numberof good years, but may face 
more difficult market conditions in the early 1990s if economic growth slows. 
Nonetheless, the industry is now iii a relatively strong position,, and it has a record 
of adaptability and resilience. It has undergone major structural changes in recent 
years and shown an ability to reçpond to changes in the trading environment, 
particularly if given sufficient notice and time to adapt. The industry will continue 
to have access to GATT or MFA safeguards, as well as anti-dumping and 
countervailing remedieç. 
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Figure 6.2 

TRIBUNAL TARIFF RECOMMENDATIONS 

FIBRES, YARNS, FABRICS AND TOTAL TEXTILES 
CUMULATIVE YEAR-BY-YEAR REDUCTIONS 
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4. Date of implementation 

The Minister's letter of reference indicated that the Govemment intended to 
begin implementing reductions in textile tariffs on April 1,1990. We agree with the 
CTI that it would be preferable to delay implementation until the MTN has been 
completed and the Government has made full use of the proposed reductions as 
bargaining levers in the negotiations. Accordingly, we recommend that the changes 
begin to be implemented in 1991, as soon as possible after the results of the MTN 
are known. This approach takes into account the relatively short time remaining 
before the scheduled completion of the Uruguay Round at the end of 1990. 

If there were any significant delay in the completion of the MTN, the 
Govemment should still consider following through with the tariff reductions in 
1991, provided it is satisfied that Canada wiii get adequate credit for them in the 
negotiations. Furthermore, the coming into effect of the textile tariff reductions 
need not await full implementation of the general MTN results. To delay unduly 
the introduction of these tariff reductions would create uncertainties for producers 
and consumers of textiles. 

5. Exceptions 

The terms of reference asked the Tribunal to indicate whether there are specific 
textiles on which the tariff should not be reduced. In the course of the inquiry, we 
heard virtually no representa tions for specific exclusions from Our recommen- 
dations, or for a longer phasing in of reductions for any product or groups of 
products. As already observed, the textile industry argued strongly that there 
should be no reductions at all. 
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Other evidence we considered, including work carried out by Our research 
staff, did not lead US to the conclusion that any exceptions should be made to Our 
recommendations. Our recommendations on the level of tariffs have a different 
impact on various parts of the industry. In particular, the maximum reduction to 
be applied to Cotton fabrics will be 1.5 percentage points, much less than that 
applied to most other fabrics. In the course of testimony, the Cotton sector was 
identified as one that was not performing quite as well as other parts of the textile 
industry. Finally, we believe that the phase in periods for the various reductions 
will provide the induçtry with the time needed to adjust. 

6. Proposals for Acceleratlon or Eiimlnatlon 

Our terms of reference asked the Tribunal to consider whether there were any 
textile products imported from the United States or from the rest of the world on 
which tariffs should be reduced at a faster Pace or eliminated. The Tribunal received 
proposals from 19 parties for the elimination of MFN tariffs on 92 specific product 
categories. I t  also received submissions from 7 parties in favour of the accelerated 
reduction of tariffs on 72 specific products or groups of products under the €TA. 
Many of those FTA proposals were also presented to the Government in the context 
of its recent negotiations with the United States on accelerated tariff reductions 
under the FTA. 

Most of the parties submitting requests did not provide the Tribunal with any 
supporting economic evidence. Also, in a number of instances, the goods at issue 
were insufficiently well-defined for economic analysis or tariff identification 
purposes. However, almost al1 of the requests, except those supported by the textile 
industry in the context of negotiations under the K A ,  were opposed by the 
Canadian Textiles Institute or by individual firms in the textile industry. 

The time allowed for the conduct of the inquiry did not permit the Tribunal to 
conduct a füll survey of al1 potentially interested parties with respect to the products 
at issue, or to undertake a thorough examination of relevant facts, where thesecould 
be established. Accordingly, the Tribunal is of the opinion that it does not possess 
sufficient information to formulate recommendations in relation to the majority of 
goods brought to its attention. 

However, in response to the respective requests of Hartford Fibres Ltd. and 
IKO Industries Ltd. (çupported by CanRoof Corporation Inc.), we propose the 
creation of the following two concessionary tariff provisions, with duty-free entry 
for the end uses specified: 

filament tow, solely of polyester, black, of tariff item 5501.20.00, for 
use in the manufacture of flocking fibres; and 

non-woven mat of polyester fibres of tariff item 5603.00.00, for use in 
the manufacture of modified bitumen roofing. 

In light of further review and additional fuller information, the Minister may 
also feel that certain of the other requests made to the Tribunal for the elimination 
or accelerated reduction of tariffs are worthy of support. 

In this connection, the Tribunal would especially suggest that further 
consideration be given to the request of Firestone Textiles Company for the 
accelerated elimination of duties under the €TA in respect of tire cord fabrics of high 
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tenacity yams (presently dutiable a t  12.5 percent MFN under HS heading 59.02). In 
addition, the Tribunal is particularly aware of the need for more information in 
regard to the request of K-Bro Textiles Technologies Inc. for the elimination of duties 
on "Rotecno" medical products of polyester, apparently classifiable under existing 
tariff item 5407.60.00 at 25 percent MFN. 

The full listing of requests and further comments can be found in Volume 2 of 
the report. 

.- 
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CHAPTER VI1 

IMPLICATIONS OF THE RECOMMENDATIONS 

1. Introduction 

In this chapter, we describe in more detail how Our tariff recommendations affect 
average MFN tariffs for particular textile product groups. We ais0 look at the impact they 
have on levels of effective protection in the textile production Chain from fibres through 
fabrics to clothing. Finally, this chapter reports on the economic effects and the benefits 
and costs of the recommended tariff reductions. 

2. Main Changes In the Canadian Tarlff Structure 

Figure 7.1 shows average MFN textile tariffs reflecting the results of the tariff changes 
recommended by the Tribunal in comparison with the current averages in Canada and the 
United States for eight major product groupings and total textiles. The actual average 
MFN rates are shown in Table 7.1. 

Figure 7.1 

TRIBUNAL TARIFF RECOMMENDATIONS 
AVERAGE MFN TARIFFS 
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Note: MM = Man-made. 

The Tribunal's recommendations would introduce more simplicity into the structure 
of tariffs for textiles. It can be seen as a first step in a process towards a comprehensive 
structure in which al1 rates for similar textile products are the same. Canada's position on 
textile tariff reductions in the current MTN, and in future trade negotiations, could take 
into account the objective of further reducing the dispersion of rates within the simpler 
structure that we have proposed. 
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Table 7.1 

0.1 
3.4 
1 .O 

2.6 
2.6 
2.6 

1.6 
8.8 
4.9 

9.0 

6.8 

4.3 

TRIBUNAL TARIFF RECOMMENDATIONS 
AVERAGE MFN TARIFFS 

50.0 
41 .O 
41.5 

21.1 
20.6 
20.8 

11.3 
35.5 
25.7 

36.0 

33.5 

25.9 

Existing 
Canadian 

Product Group Tariff 

Fabrics: Natural 
Man-Made 
Sub-Total 

Knitted Fabrics 

Specialty Textiles 

Total Textiles 

Fibres: Natural 
Man-Made 
Sub-Total 

Man-Made 
Su b-Total 

Yarns: Natural 

14.2 
24.8 
19.0 

25.0 

20.3 

16.6 

0.2 1 2:: 
12.3 1 E:: 

~ 

Note: Average MFN tariffs resulting from 
weighted by rest of world imports. 

Recorn- 
mended 

Tariffs 
Y0 

0.1 
4.9 
1.5 

9.7 
10.0 
9.9 

12.6 
16.0 
14.2 

16.0 

13.5 

12.3 

Point Percentage 
Reductlon Change 

Average US 
MFN Tariff 

% 

3.8 
6.5 
4.6 

7.9 
10.6 
9.5 

10.9 
16.4 
12.9 

14.2 

8.6 

11.1 

I 

The overalI impact of the recommendations will be to reduce the range of tariffs 
applicable to products in the categories of fibres, yarns and fabrics. MFN tariffs on fibres 
will range from O to 5 percent. Nearly al1 yarns will be subject to the same h4FN rate of 
10 percent. The most significant changes in MFN tariffs concern fabrics. Under the 
simpler regime that we have recommended, the difference between the highest and lowest 
(non-zero) tariffs will be reduced from 13 to 4 percentage points. Finns facing reductions 
in tanffs of as much as  nine percentage points will see their rate of border protection fa11 
by one percentage point per year in nine phases. This long phase in period will provide 
firms with time to adjust to competition for fabrics they produce. 

Although MFN tariffs on specialty textiles were not included as part of the simpler 
structure, the proposed one-third reduction in tariffs on most of these products would put 
them at levels which are very close to, or not much below, the maximum 14 percent 
MFN tariff proposed for fabricç. 

Compared to the existing level of MFN tariffs in the United States, the new Canadian 
MFN rate structure would be, on average, marginally higher (12.3 percent in Canada 
versus 11.1 percent in the United States). The new structure is even higher in comparison 
to the EEC, Japan, the United States and the MFN composite textile tariff average of 
9.4 percent.* 

The average reduction in Canadian textile tariffs is calculated to be about 
26 percent, or 4.3 percentage points. Considering rates for individual tariff items, absolute 
reductions range from 2.5 percentage points for most yarns, to 9 percentage points for 

1. 
9.9 percent for Canada, the United States and the composite rate. 

As estimated on an FOB valuation basis. Correspondhg rates on a CIF valuation basis are 11.5 percent, 10.5 percent, 
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nearly al1 man-made fabrics. Tariffs on most man-made fibres would be reduced by 
3.5 percentage points. 

The recommendations also cal1 for a conversion of specific and compound duties 
to their ad valorem rates. Yam rates which now enter at 10 percent plus 11é per kg would 
be converted to an ad valorem rate of 12.5 percent, and then reduced by one percentage 
point per year. The compound rate of the lesser of 25 percent or $3.45 per kg applicable to 
many wool fabrics and one specialty textile would be converted to an ad valorem rate of 
11.8 percent.’ 

3. Relativity and Effective Protection 

Our recommendations on MFN tariffs result in changes in the level of effective 
protection both within the main textile manufacturing phases and in the downstream 
industries, particularly clothing. Figure 7.2 shows effective rates of tariff protection 
calculated using both current and recommended MFN tariffs on textiles. 

Figure 7.2 

TRIBUNAL TARIFF RECOMMENDATIONS 
EFFECTIVE RATES OF TARIFF PROTECTION (ERP) 

50 

6 MAN-MADE PRODUCTS 

rn 

Note: 

Sources: 

ERP = Effective rates of tariff protection. 

Canadian Customs Tariffand CllT survey. 

60 

60 
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P 40 
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R 
C 

30 

20 

10 

O 

1. As noted in Chapter IV, 11.8 percent is the MFN ad valorem equivalent which is used as a benchmark for p e r i o à i d y  
adjusting the speafic duty on these products. See Volume 2 for a further discussion of the conversion of specific duties. 
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Within primary textiles, there is a significant narrowing of levels of effective protection 
for man-made fibre products, but also a steady gradation of these levels throughout the 
production chain. A difference between levels of effective rates of tariff protection of over 
22 percentage points is halved to about 12 percentage points. Effective protection is 
reduced at each phase. The effective rate of tariff protection on knitted fabrics is reduced 
from 40.4 to 23.5 percent. 

There are more modest changes in effective protection in the natural fibre chain in 
primary textiles. However, the range of levels of effective tariff protection is also reduced 
from 20 to 11 percentage points. While the effective protection for natural yarns is lowered 
somewhat, but remains quite high, there is a gradation of effective protection in the 
remainder of the production chain. 

Lower tariffs on inputs result in a significant increase in the rate of effective protection 
f a -  clothing. The largest increase is observed for clothing made from knitted and woven 
man-made fabrics. Effective protection for clothing made from woven natural fabrics 
increases only marginally. Using the tariff rates we have recommended, effective 
protection for clothing would exceed that of any of the earlier phases of the textile 
production chain. 

ARer Tariff 
Base Case Reductions 

output  3.0 2.8 

Ernployment -1.0 -1.2 

4. lndustry Priceç, Output and Employment 

The econometric mode1 described in Chapter V was used to estimate the impact of the 
recommended size and Pace of the tariff reductions on industry prices, output and 
employment. Given that the magnitude of the recommended tariff reductions is smaller 
than either of the two tariff options described earlier in the report, the resulting changes 
are also smaller. 

Difference 

-0.2 

-0.2 

(a) Textile lndustry 

As shown in Table 7.2 and Figure 7.3, the changes in annual growth rates for both 
output and employment due to the tariff reductions fol the textile industry are relatively 
small percentages of the projected base case growth rate. These relatively small effects are 
not surprising given that: 

Table 7.2 

COMPARIÇON OF ECONOMIC CHANGES FOR THE TEXTILE INDUSTRY 
1990-2000 

1. 
tariff reductions. 

The base case growth rate is derived from the econometric modei’s projection for the textile industry in the absence of 
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Figure 7.3 

ECONOMIC EFFECTS OF THE TRIBUNAL TARIFF RECOMMENDATIONS 
ON THE TEXTILE INDUSTRY 
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Source: lnforrnetrica Lirnited. 
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the tariff reductions apply only to tariffs on imports from the rest of the world; 

there are some offsetting increases in domestic demand; 

the domestic industry is expected to lower its prices to minimize the loss of 
domestic market share; and 

the tariff changes are phased in over time. 

(b) Clothing and Other Downstream Industries 

For the clothing industry, the mode1 projects a small increase in output and 
employment over the period. There is a similar increase in output for other downstream 
industries. As well, prices fa11 only marginally, mainly due to the small share which the 
tariff represents in the final consumer price of a product made using textiles. 

5. Benefits and Costs 

The benefits and costs arising from the recommended tariff reductions were estimated 
using the methodology described in Chapter V. Estimates were prepared using three 
assumptions for the price response of the Canadian textile industry to the reduction in 
textile tariffs. 

1. No Price Response 

2. 

3. 

In the first case, it was assumed that domestic producers would not lower their prices 
to match the reduction in import prices resulting from the tariff reduction. The result would 
be a greater loss of market share to imports than would otherwise be the case. In the second 
case, a domestic price reduction was assumed to occur as domestic producers would cut 
prices below full cost in order to hold customers in the face of import price cuts. This action, 
without any offsetting cost savings, would erode profits. In the third case, a domestic price 
reduction is assumed to take place to reflect lower costs due to the rationalization of 
domestic production in response to the increased price competition from imported textiles. 
In this case, profit levels are unaffected. The benefits and costs under the three price 
assumptions are set out in Table 7.3. 

Full Price Response - No Cost Saving 

Full Price Response - Full Cost Saving 

The benefits exceed the costs by a wide margin for al1 three price assumptions. These 
price assumptions cover a wide range of possible responses by the textile industry to the 
lower tariffs. In choosing the most likely price response assumption, it is useful to review 
the industry’s response to the lowering of tariffs under the €TA. The testimony given at 
the hearings indicated that several firms are now embarked on investment programs to 
rationalize production to reduce costs. These reactions suggest that further efforts will be 
made to reduce costs to meet the increased price competition from rest-of-world textile 
imports. If this occurred, the net benefits arising from the proposed reduction in textile 
tariffs would tend to be in the upper end of the range of benefits set out in Table 7.3. That 
is, the present value (in 1989 dollars) of the net benefits of the tariff reductions to the 
Canadian economy could be as high as $226 million. 
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Table 7.3 

Reducing 
Profits(') 

NET BENEFITS OF RECOMMENDED TARIFF REDUCTIONS 

Refiecting a 
Cos t-Savina 

(Millions of 1989 Dollars) 

Domestic Price Resilonse 

Consumer Gain on lmports 

Lost Tariff Revenue on ROW lmports 

Lost Tariff Revenue on US lmports 

Consumer Gain on Domestic Products 

Lost Profits for Domestic Producers 

Net Gains 

Social Adjustment Costs 

Net Benefid3) 

No Domestic 
Price Response 

248.6 

-1 75.0 

-4.1 

N.A. 

N.A. 

69.6 

4.8 

64.8 

247.2 

-188.5 

-7.1 

179.4 

-181.3 

49.7 

4.8 

44.9 

Notes: (1) Reducing quasi-rent which is the economist's term for contribution to overhead. 
(2) lmports from al1 countries other than the United States. 
(3) Net present value for the period from 1990 to 2005. 
N.A. = Not Applicable. 

Source: Abt Associates of Canada. 

247.2 

-188.5 

-7.1 

179.4 

N.A. 

231 .O 

4.8 

226.2 

Regional estimates of the benefits and costs of the recommended tariff reductions were 
repared for Quebec and Ontario, where roughly 90 percent of textile employment is 

Bcated, and for the rest of Canada. The net welfare gains for consumers were allocated 
according to population shares in the regions, while the social adjustment costs were 
allocated according to the shares of employment and the differential assumption for the 
speed of employment adjustment.' The net impact of the changes, or the net present value, 
is smaller for Quebec than Ontario as shown in Table 7.4. This reflects a smaller population 
in Quebec than in Ontario, and hence a smalier share of the overail national benefit and 
greater employment adjustment costs. 

6. Highlights 

A simpler structure of maximum tariffs of 5 percent for fibres, 10 percent for yarns 
and 16 percent for fabrics, along with a one-third reduction of tariffs on specialty textiles, 
would reduce the average MFN tariff on al1 textiles by approximately 26 percent. The 
reduction in MFN tariff rates would range from 2.5 percentage points for y a m ,  to 
3.5 percentage points for fibres and to 9.0 percentage points for fabrics, Reductions for most 
specialty textiles are close to those for man-made fabrics. 

1. See Chapter V. 
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l Table 7.4 

Quebec 

12.7 to 59.1 Net Welfare Gain 

Social Cost 3.0 

Net Benefits(’) 9.7 to 56.1 

REGIONAL DISTRIBUTION(’) OF NET BENEFITS 
OF RECOMMENDED TARIFF REDUCTIONS 

Ontario Rest of Canada Total 

18.1 to 84.3 18.9 to 87.6 49.7 to 231.0 

1.3 0.5 4.8 

16.8 to 83.0 18.4 to 87.1 44.9 to 226.2 

Notes: (1) The range of net benefits arising from the various price-responçe assurnptions used in Table 7.3. 
(2) Net present value for the period 1990 to 2005. 

Abt Associates of Canada and ClTT survey. Sources: 

I 

Average MFN tariffs under the new structure and rates would be marginally higher 
than those of the United States and quite a bit higher than those of the EEC and Japan. The 
dispersion of rates in the current Canadian structure would be reduced significantly, 
particularly for fabrics. The tariff recommendations would lead to changes in the pattern 
of effective tariff protection in the textile production Chain. The most significant change is 
an increase in the rate of effective protection for clothing. A smoother progression in 
effective protection at the fibre, yarn and fabric phases would also result. 

The economic effects of the proposed tariff reductions are expected to be modest, 
especially when compared with the projected 10-year growth rates used by Informetrica 
Limited. For the textile industry, there would be a relatively small base case reduction in 
the annual growth rates for both output and employment. For the clothing and other 
downstream industries, there would be a marginal increase in output and employment and 
a marginal reduction in pnces over the period of the reduction in tariffs. 

Estimates of the benefits and costs flowing from the recommended tariff reductions 
were prepared using a range of price behaviour assumptions in response to lower prices 
for imported textiles. The testimony given at the hearings indicated that several finns have 
already begun investment programs to rationalize production to reàuce costs to better 
compete at home and in export markets. The benefit-cost analysis, combined with the 
testimony of the textiIe industry, suggest that net benefits to the Canadian economy from 
the reduction in textile tariffs for imports from the rest of the world will be significant. 
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Annex A 

Mr. John C. Coleman 
Chairman 
Canadian International Trade Tribunal 
Journal Tower South 
365 Laurier Avenue West 
19th Floor 
Ottawa, Ontario 
KlA OG7 

Dear Mr. Coleman: 

1 am writing, pursuant to Section 19 of the Canadian International Trade Tribunal Act, 
to direct the Canadian International Trade Tribunal, to provide advice on the Government’s 
announced plan to reduce the tariffs on textile fibres, yarns and fabrics to levels comparable 
with those of other industrialized countries, particularly the United States, in annual stages 
over a ten-year period beginning April 1,1990. 

As you know, on March 22,1988,I announced a three-part program of tariff relief 
measures to strengthen the competitive positions of the Canadian textile and apparel 
industries in the domestic market. This initiative included six duty remission programs, 
tariff reductions on thirteen specialty fabrics not made in Canada, and a plan to 
progressively reduce textile tariffs down to the levels of other industrialized countries over 
a ten-year period, commencing in 1990. When these measures were announced, 1 indicated 
that the Government would ask the CITT for an analysis of the economic impact of this 
decision, and would seek its advice on the levels and timing of the tariff reductions. 

Canada’s textile tariffs are almost twice as high as the textile tariffs of other major 
industrialized countries, including Our major trading partner, the United States. Tradi- 
tionally, the tariffs on yarns and fabrics, particularly the latter, have generally been 
maintained at high levels to protect the domestic textile industry, which has, formany years, 
been facing stiff import competition. However, since these input materials constitute a 
significant portion of the overall cost of manufacturing finished products, the effect of this 
policy has been to increase costs for the apparel industry, for many other downstream 
industries which use textiles in their operations, and for consumers. 

Normally, the tariffs on inputs for Canadian manufacturers are lower than those on 
the finished product, thus providing a reasonable level of effective protection at each stage 
of the manufacturing process. This relativity does not exist in the textile and apparelsectors 
where, for example, the tariffs on the finished product, apparel, are about the same as the 
tariff on many of the fabric inputs. Nor does it exist in other sectors which rely on textile 
inputs; inmany cases the tariff on the finished product is actually lower. This tariff structure 
has placed downstream industries at a cornpetitive disadvantage in the Canadian market 
against imports of the finished products. 

Moreover, the measures which domestic textile producers have taken to achieve 
greater economies of scale by rationalizing product lines have caused the apparel industry 
to resort increasingly to the use of offshore fabrics to provide the variety and style of inputs 
needed to maintain their markets in Canada. 
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These factors argue the need to lower the tariffs on textiles to a level more in line with 
those of other industrialized countries. Such action should take into account major changes 
which will be occurring in Canada’s trading arrangements, specifically the implementation 
of the Canada-U.S. Free Trade Agreement and the Multilateral Trade Negotiations now in 
progress. 

Tariff reductions would have to be implemented in a manner that takes into account 
the importance of the domestic textile industry to the Canadian economy. They should be 
consistent with the textile industry’s ongoing efforts, through heavy investment and 
rationalization of production, to enhance the viability of its operations and to adjust to the 
international trading environment. They should also take into account the significant role 
the industry plays in the economic well-being of many small communities in Canada. 

In considering the plan to lower Canada’s tariffs on textile fibres, yarns and fabrics 
to levels comparable with those of other industrialized countries, particularly the United 
States, in annual stages over a ten-year period beginning April 1,1990, the Tribunal should 
indicate whether there are some areas where tariff reductions should occur faster, slower 
or not at all. 1 would direct the Tribunal to hear the views of all interested parties before 
determining the manner in which tariff reductions could best be implemented. 

Specifically, the Tribunal is directed to: 

- asçess the economic impact of bringing Canada’s textile tariffs down to levels 
comparable with those of Our major industrialized trading partners; 

make recommendations on the level and Pace of tariff reductions that will 
maximize the economic gains to Canada without causing undue hardship to 
domestic suppliers of textile products and, in this latter regard, indicate 
whether there are specific textiles on which the tariff should not be reduced; 

make specific recommendations on the ultimate level to which textile tariffs 
should be reduced over the next ten years, bezring in mind Canada’s 
objectives in the Uruguay Round of Multilateral Trade Negotiations (MTN) 
currently underway; 

make recommendations on what should be the Pace of the tariff reductions 
and, specifically, whether the tariffs on some fabrics and y a m  could be 
reduced at an accelerated Pace without causing injury to textile producers; 

make recommendations on the scope for accelerated bilateral reductions of 
textile tariffs under the Free Trade Agreement with the United States; 

assess and make recommendations on the level of relativity that should exist 
in the tariff protection at the various levels of the manufacturing Chain 
(i.e., from fibres and yarns through fabric to finished product). 

- 

- 

- 

- 

- 

1 would appreciate receiving the report of the Tribunal by December 31,1989. 

Yours sincerely, 

Michael H. Wilson 
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