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The amount of ai ing to the UK textile and clothing industry
has decreased substa ally in the last two years and will
decrease further in Zug this year when much" of Lancashire and
Yorkshire, where the 1 and wool sectors are traditionally
located, loses its As Area status. 1In the financial year
paid (£59m of it under the Temporary

1980/81, £88m was off
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£52 million has been offere
TSTWCS).
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d or paid (about half of it under the

I am concerned at the growing trend among our COmanlty partners
to introduce néw assistance for their textile industries. There
are obviously beggar-my-neighbour features about this and it is
in our interests to try to stop it. We certainly want to avoid
joining the circle. The chances are not good that we could
launch a successful direct attack on the Commission with a view
to cutting back other countries' existing aids. It is always
hard to get sufficient evidence to back up such cases. Moreover,
we need to remember that some of the schemes have already been
approved by the Commission. We could also be vulnerable to
counter-attack for some of our own assistance outside the textile
sector.
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Multi-Fibre Arrangement

11 am
The Minister for Trade (Mr. Peter Rees) rose

Mr. Michael Cocks (Bristol, South): On a point of
order, Mr. Speaker. I seek your guidance on a highly
unsatisfactory state of affairs that has arisen. It is a
convention of this House that when the Government make
a statement the Opposition are given a copy of it half an
hour beforehand so that they can study it and give a
considered response to the Minister. I freely acknowledge
that from time to time the half hour is contracted and may
be only 20 or 25 minutes, but we have always taken an
understanding view. Today the Opposition’s Front Bench
spokesman was handed a copy of the Minister’s statement
one minute before 11 o’clock. In the best interests of the
House, that situation cannot be tolerated.

[ know, Mr. Speaker, that you cannot protect us under
Standing Orders because a convention of the House is
something that is accepted and honoured as far as possible,
but is not a right enshrined in the Standing Orders.
However, the Government have put the Opposition in an
intolerable position, and I ask you, Mr. Speaker, to find
some way of relieving us in the future from such
difficulties.

This is no light statement. The multi-fibre arrangement
is of vital interest to tens of thousands of workers in the
textile industry. Therefore, Mr. Speaker, would you
consider the position in which my hon. Friend has been
placed and possibly initiate some sort of action, perhaps
through the usual channels, to remedy the position?

It is not easy on a Friday to find a way of intervening
in the Government’s business. Therefore, may I also draw
your attention, Mr. Speaker, to the winding-up speech in
the debate on Welsh affairs last night? A most unfortunate
reference was made by the Secretary of State for Wales to
my right hon. Friend the Member for Rhondda (Mr.
Jones). It is reported in col. 1072 of today’'s Hansard. 1
hope that the Government will find an early opportunity
of restoring fully the damage done to my right hon.
Friend’s reputation.

Several hon. Members rose

Mr. Speaker: Order. Before [ call anyone else on the
original point of order, may I first deal with the latter
point, because I was in the Chair at 10 o’clock last night.
There was a rather loud conversation between two right
hon. Members. The conversation was not addressed to the
whole House. However, it was rather a loud conversation.

The House knows that it is absolutely our of order to
make any suggestion that any right hon. or hon. Member
has had too much to drink. That was the clear implication.
I have no doubt that the conversation was private. No point
of order was raised with me, or I would at once have risen.
However, I am sure that an opportunity will be taken to
put the matter right. I believe that that ought to be done,
since the remark is now in Hansard.

Mr. Peter Rees: Further to the first point of order, Mr.
Speaker. I deeply apologise to the House that the
convention was not observed to the full on today’s
statement on the multi-fibre arrangement. The circum-
stances, which I hope the House will understand, are that
the discussions were not concluded until very late last
night. It was considered better to make a statement today
because of the concern that I know is felt in the House
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about these matters rather than wait until Monday. I
appreciate that these are highly technical matters and I
should have preferred that Opposition spokesmen were
fully in possession of the details in advance.

[ offer my apologies. I hope that the House will feel that
there is ample opportunity to do justice to the subject, if
not completely today, at least in the questions that will be
put to my Department on Monday. There is at least one
question which, subject to the Chair’s direction, might
give rise to some supplementary questions to enlarge upon
matters which any hon. Member believes that I have not
dealt with satisfactorily in the statement today.

Mr. Bob Cryer (Keighley): Further to that point of
order, Mr. Speaker. The Opposition have appreciated that
the Government have made statements from time to time
on the multi-fibre arrangement. It is clear from today’s
exchanges that there has been a regrettable lapse in the
provision of information to the Opposition Front Bench.

I have one point to make for your consideration and
possible influential help, Mr. Speaker. The MFA is
complicated and highly technical. The Opposition Front
Bench spokesman speaks on behalf of the Labour Party,
but Back Benchers also have to deal with the technical
complexities. Textile workers in our constituencies are
much concerned about the matter and we must deal with
the arrangements.

It is not good enough to issue copies of statements so
late and to only a few right hon. and hon. Members on the
Front Bench. On technical matters such as this the
Government should issue copies more widely so that other
hon. Members can grasp the information and ask more
probing questions.

Mr. James Lamond (Oldham, East): Further to that
point of order, Mr. Speaker. I support my hon. Friend the
Member for Keighley (Mr. Cryer). What he said in this
instance applies to all statements by the Government. No
harm would be done to the Government if they allowed
hon. Members who are interested in a statement to receive
a copy half an hour before it is made. As a result hon.
Members’ questions would be more informed and probing.
I cannot see that that would be bad for the Government or
the country.

Mr. Speaker: I am sure that what has been said by the
hon. Members for Keighley (Mr. Cryer) and Oldham, East
(Mr. Lamond), and by the Opposition Chief Whip will
have been noted with care by the Government Front
Bench. There has obviously been a slip up this morning
about a convention. It is not a rule, but a very strong
convention, which both parties, whenever they have the
privilege of sitting on the Government Benches, normally
observe.

Mr. Peter Rees: With permission, Mr. Speaker, I
should like to make a statement on the special Foreign
Affairs Council to discuss textiles which took place in
Brussels yesterday.

I am glad to be able to tell the House that the Council
agreed that the Community should sign the extended
multi-fibre arrangement which was adopted by the GATT
Textile Committee in Geneva on 22 December last. The
Council also authorised the Commission to start
negotiations immediately on new MFA bilateral
agreements with supplying countries. These should come
into effect on 1 January 1983 when the current agreements
expire.
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These negotiations will take place within a framework
of revised global ceilings for imports of the eight most
sensitive textile and clothing products—the so-called
group I products. These new ceilings will apply to all
imports from low-cost sources both from our MFA
partners and from the Community’s preferential suppliers
and will include all outward processed trade. The ceilings
represent a firm commitment by the Community to
regulate imports in these highly sensitive categories. They
take account of planned cutbacks in imports which will be
the subject of negotiations with the Community’s
dominant suppliers together with other technical
adjustments aimed at reducing the total liability of the
Community. The rate of growth which will be allowed on
these quotas will be very small. For the United Kingdom
the overall annual growth rate in this especially sensitive
area will be roughly 1 per cent.

Furthermore, the Council agreed that annual growth
rates for the less sensitive products outside group I should
also be kept very low. In view of recent trends in
consumption they will in general be lower than those
negotiated with supplying countries under MFA 2.

Considerable concern has been expressed to me by hon.
Members and by representatives of the industry about the
possibility of the proposed new anti-surge mechanism
which is designed to prevent too rapid a take-up of under-
utilised quotas being nullified by an exceptional surge of
imports under the quotas in the course of 1982.

I am glad to tell the House that at the insistence of the
United Kingdom the Council agreed on special measures
to counteract this possibility. First, rapid anti-dumping or
countervailing action will be taken in appropriate cases.
Secondly, in particularly serious cases, action will be
taken as a matter of urgency under the general review
clauses in the existing bilateral agreements so as to reach
a solution related to quantities. Those are major
innovations and will, I hope, help to reassure the House
about this potentially difficult problem.

The Council also considered the treatment to be given
to outward processed goods. Industrial requirements in
this sector vary widely within the community. I am glad
that, after considerable discussion, our colleagues in the
Community were able to meet our requirements on this
difficult point. I confirm that we shall be under no
obligation to open special quotas for additional outward
processed goods, which is in accordance with the wishes
of the United Kingdom industry with which we have kept
in close touch throughout the negotiations. The only
exception will be any such trade offered to the dominant
suppliers as compensation for the cutbacks in their normal
trade which I mentioned earlier.

The stage is set for the Commission to begin its bilateral
negotiations which will determine the precise quotas for
each country and each product. The mandate given to the
Commission is a tough one, including points established
at earlier Councils, which have been reported to the
House—for example, reduced flexibility in the use of
some quotas, a commitment to consult under the general
review clauses in the event of recession, together with the
cutbacks on the dominant suppliers and the anti-surge
mechanism which I have already mentioned. All that is in
addition to the generally more restrictive global ceilings
and growth rates agreed yesterday.

The Commission is to report back to the Council in the
autumn on progress made. Until then, we cannot be certain
precisely what quotas will emerge. However, the Council
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decided yesterday that in the absence of the satisfactory
renewal, in good time, of the bilateral agreements, the
Community would notify its withdrawal from the Multi-
Fibre Arrangement by the end of this year.

As I think I have made clear, yesterday was not the end
of the story. We shall be monitoring progress in the
negotiations very carefully to ensure that the special
interests of the United Kingdom industry are kept fully in
mind by the Commission. If the Commission fulfils its
mandate—]I have every confidence it will—I think that
there can be no doubt that the new MFA bilateral
agreements will, by any definition, be significantly
tougher than those currently in force, and the already high
degree of protection afforded to the United Kingdom
industry will be substantially enhanced, thus enabling the
industry to continue the process of restructuring and
modernisation upon which it is already embarked.

Mr. K. J. Woolmer (Batley and Morley): Will the
Minister accept that the manner in which the statement has
had to be made is thoroughly unsatisfactory to the
Opposition? The House will appreciate that my questions
and observations can be only an instant view rather than
the considered view that the House would normally
expect. Will the Minister assure the House at once that the
Government will make some amends by ensuring that a
full debate will take place on this matter, which is
important for more than 600,000 workers in this country?
They would expect nothing less than a full debate on what
could be the determination of their jobs and their future.

Does the Minister recognise that many aspects of his
statement, and of its omissions, will continue to cause
great concern in the textile and clothing industries? As
those industries have lost 120,000 jobs under MFA 1 and
200,000 jobs under MFA 2, will the Minister accept the
vital importance of negotiating an MFA 3 that stems that
huge job loss? Does the Minister accept that by basing
future growth of low-cost imports on existing quotas
instead of the actual level of imports, there can still be an
increase of imports over the next four and a half years of
at least 22 per cent., causing a further substantial loss of
British jobs? That will not be taken account of, or limited,
by the measures that he has announced.

Does the Minister recognise the grave doubts that exist
about the proposed anti-surge mechanism? Will he ensure
that group II and III products are covered, so that products
such as men’s and boys’ jackets and bed linen are
included, because the potential import growth there is 100
per cent. or more? Will the hon. and learned Gentleman
spell out what compensation would be offered to countries
affected by anti-surge action?

Exactly what has been agreed on cutbacks to dominant
suppliers? Details were lacking from the hon. and learned
Gentleman’s statement. As expansion of outward
processing by the United Kingdom or our partners in
Europe poses a serious threat to our imports and exports
through free circulation, will the Minister spell out his
assessment on the effect on this country of outward
processing and what safeguards will be available to us
because of its impact on us through our EEC partners?

Does the Minister accept that most attention has been
given to group I products? As they account for only 50 per
cent. of low-cost imports, may I turn his attention to the
group II and I products? What average growth rate of
imports will be permitted? It will not be satisfactory to the
House, the industry or the trade unions to be told that the
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From the
Minister for Trade

Nick Huxtable
Private Secretary to the
Lord President of the Council
Whitehall
London SW1 24 February 1982
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SPECIAL FOREIGN AFFAIRS COUNCIL ON TEXTILES: THURSDAY,
25 FEBRUARY 1982

I would like to confirm our telephone conversation of this
morning, concerning the timing of a Statement by my Minister,
Peter Rees, on the outcome of the Foreign Affairs Council
which is to meet tomorrow to determine the Community's
position on accession to the Protocol renewing the
Multi-Fibre Arrangement. You told me that the Lord President
wished that this statement be given at 11 am on Friday,

26 February. (There is still some possibility, I should
note, that this Council will not reach a decision - in which
case there would be nothing to report.)

I mentioned to you that since the Statement would follow very
soon after the end of the Council (which we expect to run
late) we would not be able to circulate the text as far in
advance as either we or you would have liked. We will

(=~ I~ g |

I am circulating this to Number 10 and the Chief Whip's
Office.

MATTHEW CRUICKSHANK
Assistant Private Secretary to the
Minister for Trade (PETER REES)

circulate the text as soon as is possible. Mr Rse -....uua»-GJ retfe . o
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753 Mulri-fibre Arrangement

Multi-fibre Arrangement

3.30 pm

The Minister for Trade (Mr. Peter Rees): With
permission, I should like to make a statement on
negotiations for the renewal of the multi-fibre arrange-
ment. My right hon. Friend the Lord Privy Seal reported
to the House on 18 November on the Foreign Affairs
Council on 16 and 17 November, including a parallel
session, which he chaired, on the Community’'s
negotiating position for the final round of talks in Geneva
on the renewal of the multi-fibre arrangement.

In view of the importance of this subject for many
United Kingdom interests, and, in particular, the United
Kingdom textile and clothing industries, [ will, Mr.
Speaker, with permission, supplement what my right hon.
Friend told the House and, particularly, report on
subsequent events in the GATT textiles committee in
Geneva.

On 17 November, the Council decided that it would be
necessary to give further consideration to the question of
overall import ceilings for sensitive products particularly.
This embraces the all-important question of imports of
low-cost textiles and clothing from the preferential
countries. The House will be aware that the Government
place the greatest importance on acceptance by the
Community of such an overall approach.

The Council had in mind, however, that the final round
of negotiations on the renewal of the MFA was to start in
Geneva on 18 November. The Council wished the
Commission to be able to participate in these negotiations
from the beginning and to be in a position to state the broad
Community position clearly, especially since other
participants, notably the United States and the developing
countries, had put forward formal proposals. On this basis
the Commission made a full statement in Geneva on 20
November. I have placed a copy of this statement in the
Library. Within the next day or two, I expect the
Commission to table a full draft protocol of extension for
the MFA in Geneva, essentially a formal expression of the
Community’s requirements in a renewed MFA.

I should like to summarise for the House the main
points of the Commission’s statement. The first is the
depressed state of the Community's market and the very
low rate of growth forecast over the next years. The House
will know that this has been estimated at about 1 per cent.
on average. Secondly, import penetration in clothing and
textiles is much higher in the Community than in any other
major importing country. Accordingly, the Community
would agree only to small overall growth rates.

Third is the Community’s intention to seek a surge
mechanism which would guard against a threat presented
by under-utilised quotas. I can tell the House that the
United Kingdom was instrumental in introducing this
concept into the Community position.

Fourthly, difficulties caused to the Community industry
in the past as a result of reductions in demand during
periods of recession when supplying countries’ quotas
continued to grow, The House will be glad to know that
the Community has decided that special provisions should
be negotiated with supplying countries to try to mitigate
such problems in the future. The House will recall that this
is something that the Government have been seeking for
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some time, and I believe the mechanism now agreed will
go some way towards meeting the industry’s concerns in
this area.

Fifthly, the Community’s statement made clear that we
shall be looking very closely at our trade with a few
dominant suppliers, including Hong Kong. In particular,
the Community will seek “adjustments”—I am afraid that
I cannot be more specific on this point—in these suppliers’
quotas, possibly with existing access being replaced in part
by an element of outward processing quotas. I emphasise
that what can finally be achieved in this field, is clearly
a matter of negotiation.

Furthermore, and sixthly, the ability of the dominant
suppliers to use the flexibility provisions to augment their
quotas in particular years will also be reduced. These
flexibility provisions enable supplying countries, within
specific limits, to anticipate a following year’s quota,
carry over from a previous year’s quota, or transfer quota
from one product to another. We expect to negotiate
substantial reductions in the ability of the dominant
suppliers to use these provisions.

I have given a short summary of the Community’s
position on important areas of the renegotiation. In
general, the Government are content with the position
agreed by the Community. I would not wish to pretend,
that the United Kingdom has obtained satisfaction on
every single point which we have raised, but I believe that
no essential British interests have been compromised.

As I have already said, certain essential elements still
have to be reconciled—in particular the overall approach
to low-cost imports which is a subject upon which I know
hon. Members have strong views. The actual quotas for
individual MFA countries will have to be hammered out
in detail in the course of bilateral negotiations during next
year. I believe that the groundwork has now been laid for
a new arrangement which will be tough, indeed, in many
respects, tougher than the current MFA, and which will
provide the United Kingdom industry with the trading
climate it needs to plan for the future, while taking account
of all the interests represented in the House.

Mr. John Smith (Lanarkshire, North): I thank the
Minister for making the statement; it has been requested
on a number of occasions in the House. When is the
statement to be placed in the Library? It was not available
when I inquired a short time ago. Has not the Minister
rather delicately obscured the fact that no agreement has
been reached in the EEC on the single most important part
of these negotiations—the agreement that there should be
an overall limit, a global limit, on imports admitted to the
EEC? Does not the delicate phrasing conceal the fact that
no agreement has yet been reached? Can the Minister say
when agreement will be reached? Will he report back to
the House on the matter?

I notice that a statement has been made in Geneva
which will be followed by a protocol. Will the
agreement—or lack of agreement—on this subject be
ready before the protocol is submitted?

On quotas, the Minister referred to an anti-surge
mechanism. Does not this confirm that growth will be on
the basis of existing quotas and not on existing levels of
imports which, in some cases, are much lower than
existing quotas? If this were not the case, there would be
no need for an anti-surge provision to be introduced into
the structure of the agreement.
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November to put this right, but that it should be put right
immediately, either by increasing this year’s Christmas
bonus or at least by introducing an Easter bonus to make
good the shortfall?

The Prime Minister: The shortfall will be made good
at the next uprating, which will take place next November.
The hon. Gentleman will recall that there was a shortfall
in the November 1978 uprating. That was made good by
the Conservative Government in November 1979.

Mr. Ennals: Does the Prime Minister accept that never
before have a Government consciously reduced the
amount payable to pensioners below even the

Government’s own expectations and that now, for a whole
year, the figure will be roughly 3 per cent. less than the
actual rate of inflation? Does she agree that that is a
deplorable situation for elderly people?

The Prime Minister: I do not accept the figure of 3 per
cent. I think that 2 per cent. is more accurate. I should
point out that the uprating effective from November 1978
was based upon an underestimate of 1-9 per cent.

Engagements

Q4. Mr. Chapman asked the Prime Minister if she
will list her official engagements for Tuesday 24
November.

The Prime Minister: I refer my hon. Friend to the
reply that I gave some moments ago.

Mr. Chapman: Will my right hon. Friend take a little
more time today to consider the increasing unfairness of
the rating system, notwithstanding supplementary rates?
Will she recognise that there is increasing impatience on
the Conservative Benches for the consultation paper on
alternatives to the domestic rating system? May I tempt
her to be a little more forthcoming and to agree that that

24 NOVEMBER 1981
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consultation paper should be a short, quick step towards
radically reforming the rating system by a Bill in this
Parliament?

The Prime Minister: I know of my hon. Friend’s very
particular interest in this subject, and he knows that I share
his views, as do the Government, about the unfairness of
the rating system. The Green Paper to which he refers
should be available next month. We shall then enter a
period of consultation. The speed of that will determine
whether we can bring forward a Bill, as I believe would
be advisable if it is possible, during the present
Parliament.

Mr. Race: Will the Prime Minister confirm or deny the
stories in the national newspapers earlier this week that the
Government are to cut the real value of unemployment
benefit? Given that the Government have already made a
5 per cent. cut in the recent past, does she agree that a
further reduction in the real purchasing power of the
unemployed is totally unjustifiable?

The Prime Minister: I neither confirm nor deny any
such stories as are prevalent in the newspapers at the
moment. A full statement will be made in due course.

Mr. Farr: Can'I assure my right hon. Friend if she
wants to make an announcement that domestic rates will
be abolished in the lifetime of this Parliament, such an
announcement would be received throughout the country
with great and overwhelming support?

The Prime Minister: I hope that my hon. Friend is
correct. I would have to make clear that the revenue that
comes from the rating system, both domestic rates and
industrial and commercial rates, would have to be replaced
by revenue from elsewhere. [Interruption.] One cannot
have expenditure not covered by taxation. Only an
Opposition of the irresponsibility of the present one would
suggest that one could. The difficulty is deciding what
taxation should be levied to cover the loss of income from
the rating system.
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PRIME MINISTER

Statement on Negotiations for the Renewal of the

Multifibre Arrangement

Peter Rees' statement is attached. This allowed Members

such as Richard Wainwright and Ken Woolmer to express their concern

about the loss of jobs in the textile industry, which Mr Rees
acknowledged to be 150,000 i1n the last 18 months. But the statement

was simply a broad description of the mandate given to the Commission,

not of the outcome of the negotiations with suppliers, and Mr Rees

am—

was not heavily criticised for the stance the Government had taken.

He rfghtly took the credit\ for introducing the concept of a "surge
ey

mechanism'" into the Commission's mandate to guard against suppliers'

——

accumulating under-used quotas; and the Opposition did not question

e
Anthony Grant's statement that the Government's position was much

tougher on the low cost suppliers than the previous Government's.

—Eéhn Smith, who opened for the Opposition, praised Mr Rees for his

grasp of this very technical subject.

I will not go into the detailed questions that were raised;
in most cases Mr Rees avoided being drawn too far, on the grounds that

this would prejudice the Commission's negotiations with suppliers,

WP,

24 November, 1981
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STATEMENT ON NEGOTIATIONS FOR THE RENEWAL OF THE MULTIFIBRE
ARRANGEMENT

I enclose a copy of the statement that my Minister intends to make

in the House this afternoon about the negotiations for the renewal

of the Multifibre Arrangement. This statement gives details of the
Community's opening statement at the GATT Textile Committee last

week and generally brings the House up to date with the present state
of negotiations.

Copies of this letter and its attachment go to the Private Secretaries
to the Lord President, Members of OD(E), Secretaries of State for
Industry, Scotland, Wales and Northern Ireland, the Chief Whip and

Sir Robert Armstrong.

%1m3cjmﬂ,

N Mwes

N McINNES
Private Secretary to the
Minister for Trade (PETER




STATEMENT ON NEGOTIATIONS FOR THE RENEWAL OF THE
MULTI-FIBRE ARRANGEMENT

My Rt.hon. Friend the Lord Privy Seal reported to the House on

18 November on the Foreign Affairs Council on 16 and 17 November,
including a parallel session, which he chaired, on the Community's
negotiating position for the final round of talks in Geneva on the

renewal of the Multi-Fibre Arrangement.

2 In view of the importance of this subject for many UK interests,
and, in particular, the UK textile and clothing industries, I will,
Mr Speaker, with permission, supplement what my Rt.hon Friend told the

A
House andi particularly, report on subsequent events in the GATT

Textiles Committee in Geneva.

% On 17 November, the Council decided that it would be necessary

to give further consideration to the question of overall import
oy

ceilings,for sensitive products This embraces the all-important

question of imports of low-cost textiles and clothing from the

preferential countries. The House will be aware that the Government

places the greatest importance on acceptance by the Community of such

an overall. approach.

4 The Council had in mind, however, that the final round of
negotiations on the renewal of the MFA was. to start in Geneva on
18 November. The Council wished the Commission to be able to

participate in these negotiations from the beginning and to be in a

/position to.




position to state the broad Community position clearly, especially
since other participants - notably the US and the developing countries

= had put forward formal proposals.

5 On this basis the Commission made a full statement in Geneva on

20 November. I have placed a copy of this statement in the Library.
Within the next day or two, I expect the Commission to table a full
draft Protocol of Extension for the MFA in Geneva - essentially a

formal expression of the Community's requirements in a renewed MFA.

6 Let me summarise for the House the main points of the Commission's

statement.

The depressed state of the Community's market and the
very low rate of growth forecast over the next years.
The House will kmow that this has been estimated at about

1% on average.

That import penetration in clothing and textiles is much
higher in the Community than in any other major importing
country. Accordingly, the Community could agree only to
small overall growth rates.

The Community's intention to seek a surge mechanism which
would guard against a threat presented by underutilised
quotas. I can tell the House that the UK was instrumental

in introducing this concept into the Community position.

/Bontinud.. soeivece




The difficulties caused to the Community industry in the
past as a result of reductions in demand during periods of
recession when supplying countries' quotas continued to
gErow. The House will be glad to know that the Community
has decided that special provisions should be negotiated
with supplying countries to try to mitigate such probiems
in the future. The House will recall that this is somethin
which the Govermnent has been seeking for some time,and I
believe the mechanism now agreed will go some way towards

meeting theindustry's concerns in this area.

The Community's statement made it clear that we shall be
looking very closely at our trade with a few dominant
suppliers, including Hong Kong. In particular, the
Community will seek "adjustments" - and I am afraid, Mr
Speaker, that I cannot be more specific on this point -
in these suppliers' quotas, possibly with existing access
being replaced in part by an element of outward processing
quotas. I would emphasise that what can finally be
achieved in this field, Mr Speaker, is clearly a matter of

negotiation.

Furthermore, the ability of the dominant suppliers to use
the flexibility provisions to augment their quotas in
pafticular years will also be reduced. These flexibility
provisions enable supplying countries, within specific

limits, to anticipate a following year's quota; carry over

from a previous year's quota; or transfer quota from one

/product..c...



product to another. We expect to negotiate substantial
reductions in the ability of the dominant suppliers to use

these provisions.

7 Mr Speaker, I have, given a short summary of the Community's
position on important areas of the renegotiation. In general, the
Government is content with the position agreed by the Community.

I would not wish to pretend, Mr Speaker, that the UK has obtained

™
satisfaction t# every single point which we have raised. But I

believe that no essential British interests have been compromised.

As I have already said, Mr Speaker, certain essential elements still

have to be reconciled - in particular the overall approach to low-cost

imports which is a subject upon which I know hon. Members have strong

views. The actual quotas for individual MFA countries will have to be

hammered out in detail in the course of bilateral negotiations during

next year. I believe that the groundwork has now been laid for a
-—'h’hwh*~hb -

new Arrangement which will be tough:[provide the UK industry with the

trading climate it needs to plan for the future, while taking account

of all the interests represented in the House.




NOTES FOR SUPPLENMEN TARTES.

15 Surze mechanism/1980 or 1982 base levels

The UK, along with & number of other countries is very concerned
at the ove*han* which exists in present quotas, and which use

of 1982 access would perpetuate. But use of 1980 actual imports
would simply not be nezotiable.

The surze mechanism proposed is designed to deal with both these
concerns. It allows exporting countries to retain netional

access based on 1982 guotas. But it sets a level for Eerutlllsed
quotas based on actual trade in the year before.

[Vie are concerned at the potential for artificial increases
in imports in 1982 and the guestion of rises in 1986, and have told
Commission to look at ways of dealing with these two problems/.

i Recession clause

The UK has pressed all along for some form of recession mechanism
to be included in the EC negotiating position. This we have
achieved,and while it may not fulfil completely the automaticity
which we and industry were seeking, it does allow for ways of
substantially reducing ©cess in a recession.

3 Growth rates

Further discussion in December in the light of determining overall
global ceilings. The UK will still be pressing to get growth
overall as close as possible to expected consumption growth(1%).
Obviously will vary according to product and size of quota.

4. Burden—-sharing

The Commission has pointed repeatedly to the EC's position as the
largest importer, both in absolute and relative terms, of low-cost
textiles in the world, and the special problems this causes.

Zﬁe cammot, however, put much more than moral pressure on those
developed countries which take less/.

5 Differentiation/reciprogcity

The Community has agreed the principle that - within the limited
scope available, and strictly within the zlobal ceilings - more
generous treatment be given to the poorer, smaller suppliers.

Equally, the Communlty has made it clear to the more developed
exportinz countries (NICs) that the Community will take particular
account of the opemess of their markets to EC textile exports
when determining the treatment given them.




6. Extension of number of sensitive products

A number of countri have proposed addifions to Group I
(the zroup of - af esent - 8 most sensitive categories).
Discussions are inuing 2t a technical level. /But the

removal of any »p ucts from Group I has already been rejecteg7.

T Freaud

The Commission's stztements (and the draft EC protocol of
extension to be tabled next week) include the principle that
fraudulent imports will be credited in full against the appropriate
guota of their true country of origin. /One can mention here

the scrupulous enforcement of regzulations against fraud in Hong
Kong/.

&, Basket extract

The UK has achieved o f its major aims in obtaininzg agreement
within the EC to a2 ic basket extractor mechanism,
allowinz a guicker tting new gquotas on the basis of more
realistic trigger lev

0. Flexibility

The Community has already resolved to tighten up the use of
flexibility for dominant suppliers under MFA3 bilaterals. Zﬁhe
recession mechanism will a2lso include the possibility of a
waiver of all flexibility for dominant suppliers in a recession/.

10. Outward processing

The UK position is clear. Any special quotas for OP which may
be agreed must be within existing quotas and within the global
ceiling. We will maintain this position in discussion on the
Commission's draft rezulation in December.

i i1 7 Price clzuse

The bilaterals with state-trading countries already include a
price clause and the EC has already made clear its intention to
include one in bilaterals under the next MFA. /Price clause
not appropriate for other MFA supplier§7.

12. Social clause

Government consider any clause which links acceptance of imports
strictly to social conditions in the Third World would effectively
bar almost all imports from the Third World. But Community draft
protocol to be presented this week will contain a clause designed
to encourage the spread of the benelits of development to as wide
as possible a section of the population in the countries involved.




"Bilateral link"

The EC has made it clear that it will require a2 broad understanding
on the content of future bilaterals before agreeing to sizn

the next 'FA - and in slightly greater detail with the

dominant suppliers. This is not an attempt to put the cart

before the horse, but simply to allow both sides to reach a clearer
understandinz of what they are letting themselves in for next

year.

(0]




BACKGROUND
WORKING OF RECESSION AND SURGE CLAUSES

2 for Recession clause

The Community's agreed proposal is for

i) A review clause, allowing for nezotiation of reductions
in quotas and flexibility for all suppliers in & recession;
and

rs a suspension (besed on the proposals
tocol) of flexibility in a recession

The actual tail 5. when to trigzger the mechanism will
be resolved ‘

2. Sur ze

The Commission proposal is at present for a2 mechanism which

i) Allows the supplier country ne@tionzal access in 1983
onwards based on 1982 quotas.

Buly, where
ii) a quota is more than 50% utilised;

iii) is large enough to meke up 1% of total Community access; and
iv) imports rise above the previous year's actual imports by
1Eﬁ;o? the current year's guota.

The Community would then negotiate with the supplier a set of
effectively new guotas which would bring the acceptable level of
imports in any one year gradually up to the nBtional access
granted for 1986.

It is agreed Community policy that the surge mechanism will apply
not only on a (global) Community basis, but also to each separate
Member ‘State.
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In my letter of 15 April I promised I would write again on

/

my return from India in reply to your letter of 26 March, enclosing
a letter you had received from Mr Babbs, director of Mutual Mills

Limited of Heywood, Lancs.

We have looked further into Mr Babb's claim that one of his
customers has received 13 million Belgian Francs from the Belgian
Government at 2% interest to remain viable through our Embassy in
Brussels. They advise that although regional financial aid, not
limited to the textile industry, is available in certain
circumstances in the form of loans at interest rates of 4% or 5%,
to their knowledge loans are not available at interest rates as low
as 2%. Nor do they know of any scheme of assistance to the textile
industry worth £56 million. (The details of the aid package
announced by the Belgian Government last autumn have still not be
finalised, or approved by the European Commission, so no 'loans should
have been made under that scheme). The regional incentives do permit
rebates of interest of up to 5%, so it is possible that some years
ago, when Belgian interest rates were lower, a Belgian company might
have received a loan at an effective rate of interest of 2% in the
form of regional assistance, Perhaps the company to which Mr Babkbs
referred received an interest rebate of 2%. In the circumstances I
would suggest that if either you or Mr Babbs have any further
information about the Belgian assistance to the textile industry,
you contact the Department of Industry and they wili look 1nto the

matter further in conjunction with our embassy.

/The question

ifjj |




The question of whether or not a low interest Belgian
Govérnment loan enabled a Belgian company to be awarded a
Ministry of Defence contract is now academic, as the contract
has after all been awarded to a British company. But in any
case it must be remembered that a large number of British
companies have also benefited from financial assistance from
the government in recent years,'in the form of regional aids, or

selective assistance under Section 8 of the Industry Act, and also

from employment measures such as the Temporary Employment Subsidy

and the Temporary Short Time Working Compensation Scheme. A total
of £35.5 million was offered or paid to the textile, clothing and
footwear industries in the financial year 1979/80, and the figure

for 1980/81 will show a marked increase over last year.

But I do not believe that a further scheme of assistance
specifically for the textile industry, such as Mr Babbs proposes,
is an effective way of solving the industry's problems in the long
run. The only way to serve the interests of the textile industry,
and those of British Industry as a whole, is to bring domestic
inflation firmly under control, and thus to give British

manufacturers a firm economic base from which to operate,

Cyril Smith, Esq, MBE, MP
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Further to my letter of 10 April, enclosing a draft interim
reply to Cyril Smith's letter of 26 March, I now attach a
substantive reply.

The British Embassy in Brussels have supplied ¢fficials here
with some more information about aids to industry as a result
of a visit to the Belgian Ministry of Economic Affairs. . How-
ever the Embassy can find no trace of a scheme of assistance
for textiles worth £56m, nor of the availability of loans at

2% interest. As the draft reply explains, loans are avail-
able to industry at either 4% or 5% under laws passed in 1959
and 1970, and regional incentives permit interest rate rebates
of up to 5% on loans; under the latter scheme, it would
theoretically be possible that a 5% interest rebate would have
resulted in an effective rate of 2% if interest rates were

very low, but the Embassy advise that this could only have
occurred some years ago, when Belgian interest rates were lower
than they are now. There is a proposal in Belgium to intro-
duce a scheme of assistance for the textile industry, but the
details of this have not yet been finalised, let alone approved
by the Commission. Nor, gpparently, will this take the form

of 2% interest loanss

The question of whether or not a low interest rate Belgian
Government loan was given to the company originally awarded the
MOD contract is now academic, as the contract has been awarded
to a UK company. The draft reply therefore goes on to point
out that UK firms receive aid as well, and to explain why the
Government does not propose to introduce a special package to
aid the textile industry.

VIS ~LA A

- O

" CATHERINE BELL
Private Secretary




Gr oy

f P! 2 &’
L‘w)blmku.\l, ({N|b~d§"'{“‘d\

awd soiok'zqm Ms

my I ‘eturn b\h\'

of his customer:

nmen + - 0
Hiellv & Lty (¥

FOVerI

ancla.l

of
not available at interest rates as low as 2k. Aor do they know of
: 2 Mhe

e S . 5 R Py TSRS vt o m o ek
me ol 1ICE 1 > LexXT 8 1Natls W worth &obn. (\J.u:--' aetal.

leme oI assistar Cexrtl.
of the ald package announced by the Belgi#Zn Government last autumn
1 o . ey 1 Y ™ | S - 1 2 - | f - l ' 1 - s e ~ 1

have still not been fin: sed PProve vy the pean Commission,

no loans should have

incentives do permi

campany

of 2% ir

2 =J A1l

which Mr

circumstances I would suggg€st if either you or Mr Babbs have

formation gbo he Belgian assistance to the textile

informa

o

you contact the Department £ ) - and they will look

C(;T‘;J‘.lfiCthJi'. wltn our

The question of ~f-J T Or I a low : srest Belgian Government

loan enabled = jcﬁg'~f ompany to be awarded a Ministry of Defence
contract 1s j aer 15 the I i as after all been awarded

to a British company Bu n anjy se 1 1st be remembered that a
large number of British cumpanies have also benefitted from financial

ssistance from ne governmen i < ; years, in the form of

asSSlE 4 L0
regional aids + selective assistan 1de ection 8 of the Industry
Act, and als om employment meas 3 Sl 25 the Temporary
Employment Subsid nd the Ten Time Working Compensation
was offered or paid to the textile,
in the financial year 1979/80,

O80/81 will show a marked increase over last

4 J‘,uf (&R 8




4 (Jﬁ:

~
av]
3

1 0T
1LOIl

abs




10 DOWNING STREET

THE PRIME MINISTER 15 April 1981

Dear Mr. Smith,

Thank you for your letter of 26 March enclosing a letter
you had received from Mr. Babbs, the Director of Mutual Mills

Limited of Heywood, Lancashire.

As I told you in my letter of 8 April, the Ministry of
Defence have issued new tenders for the contract to which
Mr. Babbs refers. You may by now have heard from Mr. Rhodes
of TBA (Industrial Products) Limited that his company has been
successful in obtaining the contract. I am, however, looking
into Mr. Babbs' claim that the Belgians are making loans
available to their textile industry at 2% interest and I will

write to you again as soon as I return from India.

Yours sincerely,

MT

" Cyril Smith, Esq., M.B.E., M.P.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 3301

SWITCHBOARD 01-212 7676
of State for Industry

f OApril 1981

M Pattison Esgq é;ﬁl

Private Seeretary to the

Prime Minister ( ff\fl

o

10 Downing Street
London SW1
VIS
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Thank you for your letter of Qf/karch requesting a reply to
Cyril Smith's letter of 26 Mafch.
=

2 As I explained to you on Thursday, officials here have had
some difficulty in obtaining information from Brussels about the
low interest rate loans that Mr Babbs says are available in
Belgium. There is no assistance specifically for the textile
industry so far as we know other than the scheme announced last
autumn but not yet implemented. But we are now awaiting
information from our Embassy in Brussels as to whether or not it
could be regional assistance.

3 In the meanwhile you asked for a draft interim reply which I
attach. The Prime Minister wrote to Mr Smith about the MOD
contract mentioned in the correspondence on 8 April. It is now
to be awarded to a company in Mr Smith's constituency and
notification of the decision was sent to the company on Friday
10 April by first class post. There is no reason why the

Prime Minister should not refer to this in her letter to

Mr Smith. k
/gu,/s o\ "

A; -3 '{ tf\f: o \-(

CATHERINE BELL
Private Secretary




DRAFT INTERIM REPLY TO CYRIL SMITH MP

Thank you for your letter of 26 March- enclosing a letter you had
received from Mr Babbs, the Director of Mutual Mills Ltd of
Heywood, Lancashire.

As I told you in my letter of“ 8 April, the Ministry of Defence
have issued new tenders fop the contract to which Mr Babbs
refers. You may by now _have heard from Mr Rhodes of TBA
(Industrial Products) Lf£d that his company has been successful
in obtaining the contract. I am, however, looking into

Mr Babbs' claim thap” the Belgians are making loans available to
their textile indusStry at 2% interest and I will write to you
again as soon as/I return from India. ;







(e m m m s

HOUSE OF COMMONS

LONDON SWIA OAA

March 26,1981

The Rt Hon Mrs Margaret Thatcher MP
The Prime Minister

10 Downing Street

LONDON SW1

Dear Prime Minister,

With reference to my previous correspondence

vith you concerning the Textile Industry, I enclose
a letter I have received from the Director of
Mutual Mills Limited.

I have noted wvith interest what Mr Babbs has to
say, and I bring this to your attention. I would
much appreciate your comments please.

. 1
f@ours sincgerely,

o

rd

7 | // ==
{ & g

- |l S
CYRIL SMITH, MBE.,MP
Eﬂl{:

|
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v
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jraphic Addres: ) iz :
~r UAL" HEYWOOD ' //E f/”""'"/
Postal Code ";/{z)f."r.’,e/.'/;'}'.'
OL10 4HP
DB/SB : March 23rd., 1881

Mr. C. Smith, MBE, M.P.,
House of Commons,

London

SW1A OAA

Dear Cyril,

I read with interest in Saturday’s edition of the Rochdsle
Observer the article concerning the loss of =a Ministry of Defence
textile contract to the Belgian subsidiary of an American company.
I presume you are aware that the Belgium Government is helping
the survivel of its textile industry by low interest raste loans.
It is said they are making the equivalent of some £56m available
to the Belgisn textile industry at 2% interest, and indeed one
of my own customers tells me he has received 13m Belgian Francs
under this scheme to remain visble. The question, therefore,
enters ones mind as to whether a low interest Belgium Goverrmment
loan has ensbled the Ministry of Defence contract to be placed
outside this country? Certainly it would be of significant help
to our industry if this Government were to adopt such a sheme.

Yours sincerely,

vl

nletar i fic rhave
Registered in England No. 166300 Address of Registered Oilice as above
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10 DOWNING STREET

PRIME D.u’léTER

S

This letter from Cyril
Smith encloses one from a Director
of Mutual Mills Limited about
the textile industry.

We will let you have a
draft.

MAT

27 March 1981




FROM : CYRIL SMITH, MBE.,MP
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HOUSE OF COMMONS
LONDON SWIA OAA

March 26,1981

The Rt Hon Mrs Margaret Thatcher MP
The Prime Minister

10 Downing Street

LONDON SW1

Dear Prime Minister,

With reference to my previous correspondence

with you concerning the Textile “Industry, I enclose
a letter I have received from the Director of
Mutual Mills Limited.

I have noted with interest what Mr Babbs has to
say, and I bring this to your attention. I would
much appreciate your comments please.

Yours sinec rely,

SMIT "dBE.,MP
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Telex 63295

Telegraphic Address : g//' /
Loy wooe

“MUTUAL" HEYWOOD

4 :
Postal Code _(,é;zca.)/:cze
OL10 4HP

0B/sB WI\P March 23rd., 1981

~

Mr. C. Smith, MBE, M.P.,
House of Commons,

London

SW1A OAA

Dear Cyril,

I read with interest in Saturday’s edition of the Rochdale
Observer the article concerning the loss of a Ministry of Defence
textile contract to the Belgian subsidiary of an American company.
I presume you are aware that the Belgium Government is helping
the survival of its textile industry by low interest rate loans.
It is said they are making the equivalent of some £56m available
to the Belgian textile industry at 2% interest, and indeed one
of my own customers tells me he has received 13m Belgian Francs
under this scheme to remain viable. The question, therefore,
enters ones mind as to whether a low interest Belgium Goverrment
loan has enabled the Ministry of Defence contract to be placed
outside this country? Certainly it would be of significant help
to our industry if this Government were to adopt such a sheme.

Yours sincerely,

"";'"-__-__

Dv Babbs




10 DOWNING STREET

From the Private Secretary 19 March 1981

The Prime Minister was grateful for your
Secretary of State's minute of 18 March about
US textiles, and she agrees that he should
bring forward a paper urgently to OD(E).

I am sending copies of this letter to

Ian Ellison (Department of Industry), George
Walden (Foreign and Commonwealth Office),
John Wiggins (H.M. Treasury) and David Wright
(Cabinet Office).

Stuart Hampson, Esq.,
Department of Trade.




PRIME MINISTER

Mr. Biffen's report on
yesterday's discussion in the
Foreign Affairs Council on

US textiles. Some progress
has been made, but it is now
up to us whether to impose
restrictions unilaterally.
Mr. Biffen will be bringing

a paper to OD(E) shortly.

TL 18/3

CONFIDENTIAL

PRIME MINISTER

U S TEXTILES

You may like to have a brief account of yesterday's discussion
in the Forelgn Affalrs Coun011 on the above subaect.

At the December Council there was agreement, at our insistence,
that the Commission should undertake urgent consultations with the
Americans with a view to flndlng solutions to the problem posed
6§_Eﬁgusharp iﬁaiéaéé in Amerlcan exports of certain textile
products to “the Communlty, in particular the UK. The report by
the Commission which was considered yesterday noted some
encouraging developments. In particular, the deregulation of oil

prices and the decision of the Reagan Administration to 1lift export

_restrictions on naphtha will have done something to remove the

h

unfair advantage the US industry has hitherto enjoyed. The movement
of the dollar against the pound is also helping. And the
Administration are considering the possibility of a faster de-
regulation of gas prices which as things stand at the moment will
not take place until 1985 or 1987. In addition, in terms of the
textile and clothing égg;g;_gg_a whole, there has been some
slackening off in US exports to the Community in recent months.
None of this however helps in respect of the particular sectors -
notably bed linen - where the US has made the most substantial new
inroads about the UK market. Energy prices were never a major
factor here, and the most recent export figures show a continuing

rise in penetration.

The UK industry has tended to deride as insignificant the steps the
Americans have so far taken and to demand immediate protective
measures. The main thing that emerged from yesterday's meeting is

CONFIDENI'IAL




CONFIDENT IAL

From the Secretaryof State

that there is no chance whatever of gettlng Community action of

this sort, because there is no Communlty—w1de problem. Even more
£553;tant, the Commission now clearly feel that they have done as
much as can be expected on what is in their view essentially a UK
problem. They will go on pushing the Americans, especially on gas
prices. But for the rest they say it is now up to us. In
relation to the products currently most worrying the industry we
have the right - because of a technlcallty in the_rules as they
affect different sorts of products - %o take actlon unllaterally.
The Council could, after a period of 4 to 6 weeks, requlre the

removal of any restrictions we 1mposed but we could act initially

without the approval of elther the Commlsslon or the Council.

It is - the Commission say - now for us fo decide whether %0 use

this right or not.

This faces us with a difficult decision. Objectively there is a
good GATT case for Article XIX action at least on bed linen. As
against this, the Americans would have a right to be compensated
or to retaliate, probably against our wool textiles. The sector or
sectors involved are not really that large in trade terms - eg on
bed linen we are talking about American imports running even now
at an annual rate of only some £10/12m (wholesale value). And
generally we would not be making any easier the whole difficult
task of managing, with the help of the new US Administration, to
prevent the channels of trade between Europe and North America
being clogged up by a wave of self-defeating protectionism.

shall shortly be submitting a paper to OD(E) for this purpose.

V//ﬂ; think we now need an urgent collective view on this matter and
But I thought you should have this advance warning.

I am copying this minute to the Secretary of State for Industry,
the Foreign Secretary, the Chancellor and Sir Robert Armstrong.

—

Department of Trade l\) &[' Zi) Je Be

/% March 1981
CONFIDENTIAL
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« CONFIDENTIAL

TEXTILES, CLOTHING AND FOOTWEAR

It is hoped that the attached brief will be of
assistance to Members in connection with Labour's
supply day debate on the textiles, clothing and
footwear industries on Thursday, 26th February 1981.

The brief is a combination of two restricted
circulation briefs which were produced on

15th February for the lobbies on 16th February,
with some minor amendments.

The Department of Trade's pamphlet, ' The
Gocvernment and the textiles industry: The
background to Government policies on textile and
clothings imports", is also recommended.

Ccnservative Research Department,
32 Smith Square, London SW1




. . TEXTILES AND CLOTHING

The best source of information is the Department of Trade's
comprehensive pamphlet, '"The Government and the textiles industry -
the background to Government policies on textile and clothing imports",
which was published in September 1980. The following notes do not
constitute a strict resume of the pamphlet, which is largely factual

and explanatory.

1. Problems of the Industries

The textile and clothing industries have suffered, in common with
the rest of British industry, from the forces of the recession and the
difficulties occasioned by the strength of the pound, the relatively
high level of interest rates, and the very high level of stocks at the
onset of the recession. Correspondingly, they will benefit above all
from the success of the Government's economic policies. There are,
however, a number of special problems with which they have been faced -
nearly all of them originating many years before May 1979, and most of
them outside any Government's control. :

(i) Developing countries. Clothing manufacture represents an attract-
ive basic industry for developing countries as it requires only modest
capital investment, does not need an advanced technological base and

is labour intensive. Accordingly, highly competitive industries have
grown up ir a number of developing countries since the war, particularly
in South-East Asia, and cotton producing countries have proceeded to
develop their spinning and weaving capacity in the textile sector.

This utilisation of comparative advantage - natural and inevitable if
developing countries are to develop - has necessitated fundamental con-
traction and increased specialisation in the industrialised countries.

(ii) Relative size. The UK textile and clothing industry is the largest
in Europe. It accounts for 2 per cent of GDP, 5 per cent of visible
exports and 10 per cent of total manufacturing employment - about
650,000 people. The process of adjustment has been more painful and has
1nvolved relatively more people than elsewhere. The industry has lost
about 330,000 jobs since 1970, of which some 30,000 were lost in 1979
and 76,000 between the end of 1979 and September 1980. However, other
EEC countries adjusted more quickly in the 1970's - the labour force
contracted by 14 per cent (130,000 jobs) between 1973 and 1978 in the

UK as against 24 per cent (570,000 jobs) in the rest of the EEC.

(1ii) Low productivity. Comitextil's bulletin No.5 of 1979, based on
data up to 1977, showed the UK's productivity (in thousands EUA) to be
the lowest in the EEC apart from Ireland.




Qutput per man Value added per.n .

Textiles Clothing Textiles Clothing

Netherlands 24.5 17,2 8.6
Germany 22.2 16.3

Denmark 15.4

France 12.5

Belgium 11.8

Italy 15.6

UK 13.4 147

The significant increase in both productivity and investment in 1978-79
has done much to make the industry more competitive - but smaller. As
the Minister for Trade, Mr. Cecil Parkinson, said in Manchester on

31st January 1980: "The falling workforce can be shown to be principally
a reflection of technical advance and increased productivity".

(iv) Changes in fashion and technology. Changes::in fashion from suits
and formal wear to casual dress and lighter clothing have been rapid

and beneficial to volume production in low-cost countries. Technological
advance (e.g. in machines, dyes and fabrics) has also been swift) -
especially in the man-made sector, leading to greatly increased capacity
at a time of slowly rising demand.

(v) Subsidised energy in the USA. The USA's subsidised energy costs
gave manufacturers of synthetic yarns and fibres an 8 -16 per cent
advantage on their selling price. Under GATT Article xix the EEC
imposed temporary import quotas on American polyester filament yarn and
nylon carpet yarn at the Government's request in February 1980. However
President Carter signed a proclamation on 18th September whereby
American tariffs on British wool textiles would have been almost doubled
had the quotas been renewed; EEC steel producers were threatened with
anti-dumping suits; and British carpet manufacturers strongly resented
denial of access to low-cost yarn and attributed substantial loss of
sales and turnover to the quotas. Mr. Parkinson consequently announced
on 15th December that instead of applying for the quotas to be renewed,
he would launch an initiative within the EEC to persuade the USA to
remove the cause of the conflict. The good sense of this approach was
confirmed when President Reagan announced the immediate ending of oil
price control on 27th January; it is hoped that gas price deregulation,
which would be consistent with the new administration's outlook,will
follow.

(vi) Protection. The effect of protection on industrial performance

has been a mixed blessing. The original justification for protective
measures - that they would give the industry a breathing-space to fac-
ilitate more rapid adaptation - is no longer seriously maintained, after
twenty one years of experience during which protection has intensified
in scope and employment has continued to diminish. While protection

has made life easier in social terms, it has almost certainly slowed
down the kind of adjustment which is required. Indeed, this is now

its very purpose. The tougher quotas on sensitive items have
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‘ e ntrated import substitution on precisely those subsectors of
h*import penetration and least relative efficiency. The process
of trading up by low cost exporters within quotas has had the para-
doxical (but predictable) result of concentrating low cost compet-
ition in the more high quality, less price sensitive areas while
offering greatest opportunities for import substitution at the bottom
end of the market where the UK is presumed to have least comparative
advantage.

Labour spokesmen tend to ignore these problems, preferring to
believe that given enough protection, all that is required is expand-
ing demand and investment. It is important to note that these are
not problems. The levels of consumer's expenditure on clothing, and
on household textiles and soft furnishings, reached a record high in
real terms in 1980, surpassing the records set in 1979. And the
levels of investment have accelerated sharply, as the Parliamentary
Under-Secretary of State for Industry, Mr. John McGregor, revealed
in a Written Answer on 26th January 1981 (co0l.282):-

Capital
Capital Expenditure
Expenditure (1)  Employment (2) per Head
L million s
current prices Thousand L

Textiles Industry (Order XIII of the SIC 1968)

1975 1854 5331 348
1976 - 1710 517.9 330
1977 180-8 . 5030 359
1978 2238 ‘ 4790 467
1979(3) 2755 . 4571 .603

Clothing Industry (Order XV except MLH 450 of SIC 1968)

1975 260 345-6 75
1976 » 298 . 330-3 %0
1977 <y ) 3210 116
1978 539 3115 172
1979 (3) . 6T i 303-7 i 210

Notes

(1) ‘New building work plus.acquisitions less disposals of plant and
-machinery, and vehicles ¢

(2) Average number employed (full and part time) during the year

(including working proprietors)

(3) Provisional estimates :

Source Reports on the Annual Census of Production and Department

of Industry estimates

2. The Multi-Fibre Arrangement

The Government are committed to seeking "a tough successor" to
the MFA, which regulates the growth of imports from low cost sources.
The precise outcome, however, will depend on agreement by the other
GATT signatory countries, both developed and developing, and the
future of the bilateral agreements negotiated under the MFA between
the EEC and 27 low cost countries will likewise depend on agreement
in each case. There have been as many recommendations as to the shape
of the next MFA and the bilateral agreements by industry and other
pressure groups as there are blades of grass, which cannot be summarised
and answered in brief. The Department's pamphlet explains the details
of the MFA and the action that has been taken under it; the following
paragraphs assess the effects of the existing MFA, which along with a
clear assessment of the industry's problems, should serve as a guide
to the principles upon which the Government will seek to influence the
Commission's negotiating mandate.
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(i) Effect on trade. The MFA permits a real annual growth rate in '
the volume of imports from low cost countries subject to the MFA of .
6 per cent. According to figures published by the European Commiss

on 17th July 1980 in respect of the EEC market for 1976-9, the actual
ocoutturn was 4.3 per cent. For sensitive items, the figure was 2 per

cent, and for imports from industrialised countries the figure was

11.1 per cent. There has been virtually no evidence in the UK of

purchasers having switched back from low-cost to domestic sources.

Quota control has therefore been effective in its stated purpose;

with the consequence not of import substitution by the domestic market

but diversion of the source of imports to non-EEC industrialised

countries and to a lesser extent Mediterranean suppliers, and increased
intra-EEC trade. As Mr. John Nott, then Secretary of State for Trade,

said in Leeds on 7th November 1980:-

"Up to August of this year we exported £130 million more of our
wool products, than we imported, a substantial increase on 1979. 1In
the first nine months of this year we had a £27 million deficit in
our total textiles and clothing trade with the European Community -

a substantial reduction on the £179 million deficit in the same period
last year. That improvement with the Community far outweighed the

small increase cf £36 million in our textiles and clothing deficit with
the USA. Our imports of textiles and clothing from the low-cost
countries have actually fallen so far this year by £100 million and

our exports to these countries have increased by almost £50 million.

Of course imports of textiles have increased over the years, but I must
ask whether these facts are consistent with the idea that the Multi-Fibre
Arrangement is not working or that we are being flooded by imports

from the US and Europe'.

The latest crude trade figures in £ million were published by
British Business on 23rd January 1981:-

Oct 78 - Sept. 79 0gt.79 - Sept. 80

Textile fibres

Exports 307.8 331.6
Imports 479.8 392.9
Balance -172.0 -61.3

Textile yarns, fabrics

Exports
Imports
Balance

Clothing

Exports
Imports
Balance

Total

Exports
Imports
Balance

1,310.3 1,407.2

1,658.0
-347.7

715.8
1,14%2.7
-426.9

2,3383.9
3,280.5
-946.6

1,598.7
-191.5

815.5
1,241.6
-426.1

2,554.3
3,233.2
-678.9

These figures should be seen in the light of the statement by the Retail
Consortium: "It is an interesting fact that UK clothing manufacturers in
1978 imported yarns and fabrics into the UK to the value of £1,445

million whilst criticising retailers for importing £921 million of made

up clothing" ("MFA: The Retail Case'", June 1980).
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" (ii) Effect on prices. The aim of quota restriction is to raise
. ail Tt prices to a less competitive level. The effect is not precisely

quitifiable. A study by the Consumers Association in August 1979
estimated that the effect of the MFA was to raise prices by 15-40
per cent, but this was vigorously disputed by the industry. Evidence
from Hong Kong, where export quota licences are traded on the open
market, indicates that the premium at its peak in late 1979 was £1
on a pair of jeans and 80 pence on a shirt. Exporters in low cost
countries have noticeably traded up to high quality, high price
products in order to maximise unit value within quota categories,
thus reducing the availability of for example low value children's
wear. t is sometimes suggested that the benefits of cheap imports
are not passed on by retailers but absorbed in higher profit margins;
in practice, however, retail prices of domestic and imported produce
are usually averaged out, so that domestic manufacturers are to some
extent cross-subsidised by imports.

(iii) Effect of developing countries. The effect on the MFA on the

more advanced developing countries has been noted. The effect on
poorer countries has been less obvious and less visible. Under the
basket extractor mechanism, which enables quotas to be imposed.on
unrestricted products from individual countries if they pass a trigger
level and are considered to be disruptive, quota control has been
extended even to handloom products, which has cramped a valuable

source of rural employment in the Indian sub-contilent. It is
inconceivable that such countries could now ascend the ladder of
relative prosperity through the development of textile exports in the
way that some Far Eastern economies have done. They are quickly caught
in the basket extractor when amounts are shipped well below the levels
required to sustain a viable export sector, and lack the capacity to
switch rapidly from one item to another to exploit gaps in the quota
system and to raise unit value within quotas. As Mr. John Nott
observed: "One might expect that the Tribune Group would be the leading
castigators of the Multi-Fibre Arrangement. One might expect it to
castigate the MFA as a trade conspiracy against the poor. If one

looks at it in terms of the workers in Bangladesh, one realises that
that is precisely what it is" (Hansard, 26th June 1978, Col. 1065).

(iv) Effect on industry. The MFA has undoubtedly eased the pressure

and pace of change in the industry as a whole, and has been of particular
benefit in certain sectors and areas of the country which might other-
wise have suffered the most severe social disruption. That is why

the Government will be pressing for a tough successor. It is a prag-
matic judgement, and the Government will continue to show flexibility

in implementation. The need for this was demonstrated by the

Indonesian dispute, after quotas were imposed under the MFA on Indonesian
clothing imports, which totalled some £5.5 m. in 1980 . Indonesia
threatened to retaliate against British export contracts worth £150 million
at a late stage of negotiation and a further £700 million worth of
business. Following a visit by Mr. Nott, larger quotas were negotiated
and the dispute was resolved.

3. The Government's record,

- The present Government has been just as diligent as its prede-
cessor in implementing the present MFA system of control.




- Since May 1979, two new voluntary restraint agreements have . .
been negotiated (with Malta and Cyprus), which means that all Med-
iterranean producers except Turkey are now under restraint.

- Safeguard action has been taken against imports of Turkish
cotton yarn.

- 36 new quotas covering new products were introduced under the
basker extractor between May 1979 and November 1980, and at least
3 more since.

- The first voluntary restraint agreement with a Lome Convention
country (Mauritius) was negotiated in January 1980.

- An MFA type agreement was concluded with China in June 1979.

- A five year trade safeguard provision was included in the Treaty
of accession of Greece to the EEC, and similar provisions will be
included in the cases of Spain and Portugal.

- The Government persuaded the Commission to control free circul-
ation imports under Article 115 of the Treaty of Rome in 32 cases (25
quotas) in 1979, as against 24 cases (13 quotas) in 1978.

- The Department of Trade's anti-dumping unit has continued to
support the UK industry in applications to the Commission, and the
Government is pressing to strengthen the EEC's anti-dumping staff;
an anti-dumping information pack was published in January 1981.

- Definitive anti-dumping duties were imposed on USA acrylic
fibres in May 1980, and provisional duties on American yarn were
succeeded by USA-EEC negotiations at the UK's behest.

- 12 new specialist staff were added to HM Customs and Excise
Fraud investigation team last November, and measures to combat textile
origin fraud are being implemented on a Community basis.

- An Order requiring compulsory country of origin marking for
textile and clothing goods was laid this month, and will come- into
effect at the end of 1981.

- The textile, clothing and footwear industries were offered or
paid £35.5 million under the temporary short-time working compensation
scheme and Industry Acts in the year 1979-80,and since then up to the
end of 1980 the textile industry received a further £23.7 million
and the clothing and footwear industries a further £13.4 million under
the scheme.

Conservative Research Department, RN/JMH
32 Smith Square, London S.W.1 . o postE 2




FOOTWEAR

. 1.he UK Industry

Footwear production totalled about £750 million in 1980, of which
£130 million was exported. The industry is in considerable diffic-
ulties. Stocks rose to unprecedentedly high levels during the second
quarter- of 1980, as output and orders fell sharply. Employment fell
from 71,000 in January 1980 to 66,500 in November in GB, when 15,600
workers were on short time. Three major problems are the internal
condition of the industry; restrictions in export markets; and the
development of low cost production in other countries, which has
necessitated a long delayed buit now rapid shift into up-market, high
value products at the expense of jobs in the large, labour intensive,
lower quality end of the market. High grade manufacture is extremely
competitive, but is only a very small proportion of total UK prod-
uction and employment.

Recent trends in productivity and orders illustrate this clearly.
Productivity measured by number of pairs per head has fallen consist-
ently since 1975, whereas value added per head has risen by some 15
per cent. Net new orders by volume have fallen steadily since 1976,
whereas they have risen by value from a monthly average in £ million
of 48.8 in 1977, 56.4 in 1978 and 61.4 in 1979 to 64.1 in the first
ten months of 1980.

Added to this, investment, technology, training, design and
quality have all been lacking. The footwear Economic Development
Committee reported in February 1980: "The pace of development in new
technology, due particularly but not exclusively to the introduction
of the micro-processor, is probably more rapid now than at any time in
the industry's history....Close attention should be paid to the
assistance available under the Government's Microprocessor Application
Project...To date no applications under this project have been sub-
mitted by footwear manufacturing firms, and the.EDC must register its
disappointment at the industry's failure so far to seize the opport-
unity offered by the Government'". The EDC reported that of 329
applications under the previous Government's £4.5 million scheme of
Assistance, 167 were concerned with investment in closing machinery,
78 for consultancy projects and 84 for rationalisation and restructuring.
Phe Scheme expired in March 1980 and has not be been renewed.

The Footwear, Leather and Fur Skin Industry Training Board carried
out a survey of 98 firms in 1979 and discovered shortages of labour
and recruitment difficulties, especially in the case of skilled mach-
inists, in most parts of the industry. It also suggested that prod-
uction had been disrupted in some firms by high levels of absenteeism and
labour turnover.

The EDC was also critical of design performance: "There are few truly
innovativedesigners working in the UK today, designers who are capable
of producing original shoe styles. There are rather more but still not
enough adaptors, designers capable of recognising design trends and
adapting them to suit the needs of their own company". Its recommend-
ation for financial assistance has not been accepted by the Government.

The Office of Fair Trading, which monitors the Footwear Code of
Practice, reported on 11th September 1980 that footwear complaints
(80 per cent Industry, 20 per cent service) remain about 5 per cent
of all complaints about goods and services. T announced a new scheme




whereby new lines of shoes would be pre-tested before going on sale.
British shoes have a better level of wear and tear than imported sho..

2. Trade problems.

The UK's traditional export markets in Australia, Canada, New
Zealand and South Africa, which have always had higher tariffs than
Britain, are now protected by quotas. Japan and nearly all develop-
ing countries (not Hong Kong, Singapore or Saudi Arabia) have both
tariff and non-tariff barriers. Comecon bloc imports are of course
firmly state controlled. The only large open markets are the EEC
and the USA. A reverse problem is the banning of exports of raw
materials (hides and skins) by virtually every country outside West
Europe, North America and Australasia, thus limiting the supply and
raising the price.

At the same time, there has been a steady rise in import penetr-
ation, facilitated by the UK's highly concentrated and efficient retail
sector. It is important to note, however, that most of the increase
has come from the EEC. The UK industry asserts that Italy, which
supplies 80 per cent of UK imports from the EEC, benefits from'unduly
lax labour laws and low wages. Looked at another way, UK labour
costs per unit of output are higher than Italy's. As UK export
penetration to the EEC has increased only modestly by comparison, the
UK-EEC trade deficit widened between 1969 and 1979 from 9 to 29 million
pairs. The British Footwear Manufacturers Federation gave the Select
Committee on Trade and Industry (HC 442 -xi, 11th June 1980) the
following figures, which understate the difference between developed
and developing country trade trends as they are by volume (million
pairs), not value:-

Exports 1969 1974 1979

EEC 3.0 6.6 1150
Other 175 i s PO 7.9

— se—

20.5 18.3 18.9

Imports
EEC

Spain, Greece &
Portugal

Comecon
Developing countries
Other Developed

; .




3.gamport restrictions

Existing restraints cover about 50 per cent of total footwear
imports from low cost sources. There are formal quotas on non-
leather footwear imports from Poland, Czechoslovakia, Hungary and
Bulgaria, and on all footwear from China, and voluntary restrain?
agreements on leather footwear imports from Poland, Czechoslovakia
and Rumania, on non-leather footwear from Taiwan and on all foot-
wear from South Korea. There is a counterveiling duty on imports
of men's fashion shoes from Brazil, at present under review by the
Commission, and anti-dumping action against imports from Poland
and Czechoslovakia is being considered. The Government has stood
firm against pressure from other EEC countries and Eastern Europe
to increase quota levels on leather footwear imports from Poland
and Czechoslovakia. There will be compulsory country of origin
marking of footwear from the end of this year.

Footwear has been placed on the list of sensitive products in
the EEC's new Generalised Scheme of Preferences, which grants free
or reduced duty access to imports from developing countries. In
most cases there will be automatic reimposition of full duty on
individual importing countries once their tariff quotas are used up, and
in other cases reimposition will lie at the discretion of any Member
State. Footwear was also excluded from the reciprocal tariff
reductions at the GATT Tokyo Round.

Mr. John Nott visited Brazil in May 1980 and stressed the urgency
of trade liberalisation. Recent relaxations have been a move in the
right direction, but have not removed the problem. Speaking on behalf
of Mr. Cecil Parkinson on 17th June 1980, Mr. David Hunt put the
difficulties in perspecitive: "The Government is firmly on the side
of the footwear industry, but it isn't the Government which is bring-
ing foreign shoes in...It may be much easier to involve the Govern-
ment rather than criticise the distributors who are, after all, your
customers. But you, the industry, should lobby the distributors as
effectively as you undoubtedly lobby Ministers....Brazil apart, imports
from most developing countries have been static or declining in recent
years. Nor would an MFA for footwear be likely to be negotiable with
the developing countries concerned, who already strongly resent the
existing MFA for textiles. The Government's view remains that it is
prepared to look at requests for individual controls on a basis
consistent with the UK's international trading obligations".

4. Future Opportunities

It is hard to be other than gloomy about the footwear industry's
immediate prospects. Nonetheless, there is immense scope for improve-
ment - for modernisation and rationalisation at home and for exploit-
ation of markets in Europe. K shoes have recently agreed to a take-
over bid from C and J Clark, the UK's largest footwear manufacturer,
and while both companies have recently announced closures and redund-
ancies, the cutbacks were a small percentage of their workforces;
they are expected to continue trading independently, and in stronger
shape.

There are signs that the potential for increased exports to the
EEC is being tested. Exports to Germany rose by 40 per cent in 1979 and
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by 104 per cent in volume in the first quarter of 1980. The entry

of Greece, Spain and Portugal into the EEC will provide opportuniti
when their high levels of protection are dismantled. At present,
Greece operates an import deposit scheme, requiress import licences
and has a duty of 40 per cent; Spain has a 20.2 per cent tariff

on leather footwear, a general import surcharge of 10 per cent,

export rebates of 10 per cent and restrictions on the export of

hides; and Portugal has a general import surcharge of 10 per cent

and requires import licences. The BFMF estimate: "There is no

reason why we should not export as much to the three countries
combined as we do to, say Italy- now (650,000 pairs worth £3.9 million
last year). In the longer term if, as in a declared aim of the
Community, there is a convergarnce of IIViAg standards, there is no
reason why the trade imbalance should not be significantly reduced" (Ibid).

Mr. Anthony Clothier, director of C and J Clark, giving evidence
for the BFMF, added: "There is no doubt that the opportunities for
investment in the future are going to be very great...The pieces of
the shoe trade which are certain to remain in the developed, high
labour cost countries, are the ones on which there is a high degree of
style change and one on which there is a need for service in terms of,
for example, fitting shoes for children...The real issue for us is
whether we can develop technologies which are highly flexible and
highly responsive to these conditions, to make sure that the shoes
for which there are some natural advantages for us to produce in high
cost countries can continue to be produced. This is where I think
that quite a lot of things that are happening at present are quite
promising".

Conservative Research Department, RN/JMH
32 Smith Square, London S.W.1 1581
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MR SPEAKER,

STATE, WHO

STATEMENT ABOUT TEXTILES AND CLOTHING,

I NEED NOT REMIND THE HOUSE OF THE IMPORTANT CONTRIBUTION MADE

THE TEXTILE AND CLOTHING INDUSTRIES

THE CONCERN THIS GOVERNMENT HAS FOR THEIR PROBLEMS

IT WAS [N RECOGNITION OF THIS THAT - IN ADDIT

THE STRICTEST POSSIBLE IMPLEMENTATION OF THE ARRANGEMENTS RELATING

TO IMPORTS FROM DEVELOPING COUNTRIES - WE EARLIER THIS YEAR SECURED

FEUROPEAN COMMUNITY TO THE IMPOSITION OF QUOTA

RESTRICTIONS AGAINST IMPORTS, ESSENTIALLY FROM THE UNITED StATES,

T YARN AND NYLON CARPET YARN.




IHESE QUOTAS EXPIRE

THE INDUSTRY AND THE FIRMS AFFECTED OR INDIRECTLY, WHETHER

WE SHOULD SEEK THEIR RENEWAL,

WE HAVE HAD TO BEAR IN MIND THE EFFECT RESTRICTIONS ON THESE RAW

MATERIALS HAYE HAD ON USERS IN TI COUNTRY AND ALSO THE FACT THAT,

IN THE CASE OF POLYESTER YARN, THE COMMISSION HAS IMPOSED ANTI-

DUMPING DUTIES ON SOME HALF OF US IMPORTS OF T PRODUCT., MWE

HAVE CONCLUDED THAT THE BALANCE OF ADVANTAGE DOES NOT LIE IN

MAINTAINING THESE QUOTAS ANY LONGER. WE SHALL NOT THEREFORE BE

SEEKING THEIR RENEWAL FOR 1981,
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ERABLE MEASURE

REFLECT, OF THE

WIDE RANGE OF BRITISH INDUSTRIES 'HOUGH NOTABLY TEXTILES.

THE ISSUE I JNE WHICH HAS ALREADY BEEN TAKEN UP WITH THE

CommissIONERS IN BRUSSELS AND OUR COMMUNITY PARTNERS AT MINISTERIAL

AND PRIME MINISTERIAL LEVEL, [THE GOVERNMENT FEELS THE TIME HAS NOW

COME FOR A CONCERTED STAND BY THE COMMUNITY. AT TOMORROW'S

MEETING oF THE EC Councit oF ForeieN MiINISTERS [ SHALL THEREFORE

BE SEEKING AGREEMENT TO A COMMON COMMUNITY APPROACH WHICH WOULD

IE AMERICANS TO USE SOME OF THE

SOLUTIONS AVAILABLE TO THEM WHICH WILL AVOID THE NEED FOR RECOURSE




T
PURSUE DISCUSSIONS

PROBLEMS AND POSSIBLE SOLUTIONS AND TO REPORT BACK TO THE COUNCIL.,
WE SHALL ALSO BE SEEKING ENDORSEMENT FROM THE COUNCIL OF A FIRM
RESOLVE TO TAKE ANTI-DUMPING ACTION WHERE THIS IS JUSTIFIABLE -

)

'-\.__T}-EUUGH I DO RECOGNISE THAT DUMPING IS IN THE MAIN NOT A MAJOR

ELEMENT IN THE T‘T{Df-‘,i..%r_:"-'-.j“ AND

=

THE FULL PROCESS WHICH WOULD LEAD TO FINAL DUTIES WOULD TAKE TOO

LONG .,

OF THE DIscussioN IN THE EC CouncIL WILL




DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215 5662
SWITCHBOARD 01 2157877

Minister of State
for Consumer Affairs

The Rt Hon Sally Oppenheim MP /}/’m/ a"
/

Mike Pattison Esq W

Private Secretary ?
Prime Minister's Office 4/(
10 Downing Street /

London SW1 (2 December 1980

Dew Mk&)

I understand that when she had lunch with the Prime Minister recently
Mrs Oppenheim mentioned the high quality and value for money of cloth
being imported into this country from the Peoples Republic of China.
She promised to let the Prime Minister see a sample and 1 enclose one
provided by Hield Brothers Limited, Worsted Cloth Manufacturers,

Bradford.
(o frsacly,
(cbes M%;xnﬁ _

PETER McCARTHY
Private Secretary
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Fromthe Secretary of State

Nick Sanders Esg

Private Secretary

10 Downing Street

London SWl 12 December 1980 irL

\Leos /L.‘Ji
TEXTILES STATEMENT

Following the discussion in Cabinet yesterday, it has
been agreed that the texiiles statement should be made by
the Minister for Trade on Monday. I attach a copy of the
draft.

I am sending copies of this letter to the Private Secretaries
of all members of OD(E) plus the Private Secretaries of

the Secretaries of State for Industry, Scotland, Energy,
Wales, Northern Ireland and Attorney General/lLaw Officers
Department, and David Wright (Cabinet Office).

Q4

otuart Hampson
Private Secretary

ENC







DRAFT TEXTILES STATEMENT:

Mr Speaker, in the absence of my rt hon Friend the
Secretary of State, who is on a trade visit to Spain, I would
like to make a statement about textiles and the much wider, though

related, problem of United States energy prices,

The Government is extremely concerned at the problems raised
for particular sectors of the British textile industry by the
damagingly sharp rise in imports of certain U.S. products;

and the wider problem, which these imports in a considerable
measure reflect, of the impact of United States' energy prices

on a wide range of British industries, though notably textiles.

The issue is one which has already been taken up with the
Commissioners in Brussels and our Community partners at

Ministerial and Prime Ministerial level. The Government feels

the time has now come for a concerted stand by the Community.

At tomorrow's meeting of the EC Council of Foreign
Ministers I shall therefore be seeking agreement to a

common Community approach which would in effect put the onus

on the Americans to find some solution which will avoid the

need for recourse to restrictive action on our side. A faster
deregulation of oil and gas prices and a recognition on the part
of U.S. industry of the need for greater restraint in pressing
their advantages is required. We shall therefore seek a mandate
for the Commission urgently to pursue discussions with the
Americans along these lines and to report back to the Council.
We shall also be seeking endorsement from the Council of a firm

resolve to take anti-dumping action where this is justifiable =

/ though




though I do recognise that dumping is in the main not a major
element in the problem - and to impose provisional duties in
legitimate cases where the full process which would lead to

final duties would take too long.

The House will be aware that in February this year the European
Community imposed quota restrictions until the end of this year
against imports, essentially from the United States, of polyester

filament yarn and nylon carpet yarn.

My right hon Friend the Secretary of State for Trade and I have
had the fullest consultations with representatives of the textile
industry and with the firms who are affected directly or
indirectly by these quotas. We have had to bear in mind the
damaging effect restrictions on these raw materials have

had on users in this country and also the fact that, in the

case of polyester yarn, the Commission has imposed anti-dumping
duties on some half of U.S. imports. We have concluded that

the balance of advantage does not lie in maintaining these

quotas any longer. We shall not therefore be seeking their

renewal for 1981.

A report on the outcome of the discussion in the EC Council

will be made in due course.
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TEXTILES STATEMENI bdm) m‘ndh(qM). U ,0('2

I should be grateful if you could obtain the Prime Minister's

approval for the Secretary of State to make a statement on
textiles next Tuesday.

0D (80)33 on Textiles. In essence it was agreed that the two
quotas on synthetic fibres should not be extended. This
decision uﬂou1u, however, be linked to an amnouncement that we
were pressing in the Cou1c11 of Ministers f a strong Community
fhitiative with the new American aumlnis= ation on US feedstock
prices, and also for QHQCUGSiOHS between the Community and the

on textile imports.

ODEE% discussed this morning my Secretary of State's paper

he Chief Whip my Secretary
dvisable to announce his

use, This *hovld ideally be

er for Trade's attendance at

t Tuesday, ]( December.

“ter discussing this subject with t
State feels that it would be advi
=

U
decision by a statement to the Ho
timed to coincide with the Minist
the Council of Ministers - ie nex

Despite the new EC initiative I have referred to, there will
obviously be some protest from Members with textiles constituencies
end a mini-textiles debate will ensue. On the other hand, the
outcome will not be totally unexpected, and moreover the
conaequcnces for other sec4ors of the iextile industry und

indeed for British industry in general of maintaining thes

quotas has been fairly Aell publicised and should be twken up

in the House.

We will, of course, be clearing the text of the statement in
the normal way.

I am copying this letter to Paul Lawrence (Chancellor of the

Duchy's Office), lMurdo MacLean (Chief Whip's Office) and Davi
erght (biulnct Office).

' Tha paposal ( see Hhe Cabiuk
Stuar Ij'tdm%j OAM\’\& *‘ P M |
:E)Ifl;u,-[ial :éu;etc.r;,r ‘G)‘atr) Hﬂk 'H\ldl! SL:VD ke arom

Stakmert by M Heglhic on £SC (Englod)
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CONFIDENTIAL

Qa 05201

TO: PRIME MINISTER

FROM: J R IBBS

TEXTILES

I have seen the recent minutes to you on textiles, and the paper the

Secretary of State for Trade has put to OD(E).

2. My own contacts with the Industry have convinced me that it believes

the Government does not fully understand its present difficulties and is
reluctant to give proper help. This impression is bad both for the Industry
and the Government. Although some parts of the Industry have been inefficient
and some are unsuited to withstand competition from developing countries, there
are other parts which are well managed, efficient and in which there has been
substantial investment, It is no fault of theirs that they have been severely
hit quite suddenly at a time of recession by the American feedstock advantage, by
the strength of sterling and by the focussing of United States exports on the
United Kingdom. Their feeling of isolation has been exacerbated by the Carter
Administration's public statement in November 1978 of determination to assist
the textile and clothing industry and commitment to its health and growth,
They look for some corresponding words of support,and actions over a period to

back them up.

5 While I do not disagree with the Secretary of State for Trade's
recommendations on not renewing quotas or seeking new ones immediately, I
believe it would be most unfortunate if decisions on these were announced in

a manner which added to the poor morale in the industry, Equally I think that
any public weakening of attitude towards use of the MFA basket extractor
mechanism would be most unfortunate, even if some discretion is required in

the way it is actually used. What is needed is a message of hope for the
Industry of intention to provide overall support where this is justified rather

than reluctant piecemeal assistance. The approach proposed by the

CONFIDENTIAL
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Secretary of State for Industry can give this encouragement and, in

particular, I believe the United Kingdom industry would respond positively

to the suggestion of a stronger ¢ ommunity approach to the United States.

4, I am sending a copy of this minute to members of E Committee, the
Secretaries of State for Northern Ireland, Scotland and Wales and

Sir Robert Armstrong.

9 December 1980

CONFIDENTIAL




TEXTILES

In his minute to you of 21 November John Nott raises some
important issues.
2 I have now had my meeting with the industry. There are two
separate - although inter-related - aspects of our textiles
policy on which early decisions need to be taken; our attitude
to the growing pressure of imports from America, and our approach
to the use of the 'basket extractor' procedure under the

Community's MFA arrangements with low cost countries.

3 In considering textiles policy we must bear in mind the

importance of the industry to the UK economy: employment of

680,000; output of £9000 million; over £2000 million exports;

good labour relations; considerable investment over the last decade;
better-than-average improvements in productivity. However, the
industry is going through a very rough time. A large number

of jobs have already been lost and many more will go.

The American Problem

4 I agree that, as John suggests, the two yarn quotas are not

worth keeping.




imply to abandon them, and leave it at that, would imply
that we were not prepared to try to tackle the problem of US
textiles, no matter what damage they were causing. Confidence
is already low and could collapse in other areas where the
American pressure 1s already intense - carpets, household textiles -
and where it is building up quickly - certain fabrics and garments.

We can, and should, continue discussions with the Americans on

energy pricing at Community and Member State level. The advent

of the Reagan administration provides at least the possibility of

a change of position that would not otherwise have existed.

6 We can continue to press for action when dumping can be
established, but it is often very difficult to establish the facts
and to prove injury. Anti-dumping action cannot be regarded as

a solution to thegeneral problem.

7 If we feel the problem of imports of American textiles needs
to be tackled effectively, a more comprehensive approach is
necessary. This could be pursued at the 16 December Council.

The 2 yarn quotas are due to expire at the end of this month.

In announcing at the Council that we are not seeking their renewal
we could try to secure from that Council a recognition that
imports of US textiles are a real problem now for the Community
and that the Commission should be mandated to seek a practical
solution with the US and to report back in, say, % months. It
would be understood that the Commission should pay particular
attention to energy pricing and - insofar as is appropriate -
dumping, but without the possible remedies being limited to these.

o




8 By dropping the quotas we would please the Germans who have
been the most hostile to them, and they might be the more prepared
to consider a comprehensive approach on the above lines. And

we might find support for an approach to the Americans from the
French and possibly the Italians, Irish and Belgians. The UK

industry would see it as a useful step forward.

9 We might well not secure Council agreement; and if we did,
the Commission might not be able to come forward with acceptable
solutions. But I can see no other way forward if we want to
tackle the problem. There might well be a hostile American

reaction to an approach from the Community which included the

possibility of MFA action. But nobody can know what their response

will be until an approach has been made. And there can be little
doubt that the Americans themselves would not hesitate to act
against the Community, or any developed country, if the situation

was reversed.

10 In coming to conclusions, and as a background, we must
also take account of other aspects which must surely be worth
discussing with the Americans once we have got them to the
conference table. The first of these is that, although we do
not wish to reopen the MI'Ns, it will be known to them that the
enormous movement of the exchange rate since the tariffs were
settled (the US tariffs in textiles being higher than those

of the EC and in key areas very much higher) do present in

combination a major practical problem for our industry. As

LB oiia




is very difficult to accommodate further
increases in imports from the developing world, as well as
further damaging reases from the USA. The much stricter
application of the MFA by the USA towards the developing war 1ld
1so diverted imports from them to us.

has a

11 Secondly, noting the very large increases of exports

from and reductions of imports into the USA, the developing

world will wish link the renegotiétion of the MFA (and the
Americans ' . strong MFA) with the fact that the

richest country in the world seems to be the biggest gainer

to date (exports 46% up in 1979 on 1978 and imports down 18%).

Of course the USA will say that the exchange rate, the MINs

and their us - FA are all perfectly fair, but one would
hope that they could see the combination of circumstances which
leave our inefficient and relatively high technology industry

position and our Government in a position

cure a practical solution would be difficult

12 Inevitably, we wad ppear to be taking a step towards further
protectionism. '+t will be said - with some Jjustice - that the
competitiveness of the US products stems from more than the admitted

unfair advantages of US energy policy. Nevertheless, these unfair

advantages are a fact w cannot be ignored. Our public

Jjustificati 1ere would have to lean heavily on the
unfairness of US ene: olicy and allegations of dumping; this

/would ...




would be consistent with the mandate for the Commission sketched
above. The basic question we have to settle, therefore, is whether
an approach of this kind would be justified in view of the serious

state of the industry.

MFA and the Basket Extractor

15 I entirely agree with John Nott that we must go for a tough
MFA next year. However, this cannot be separated from how we
manage our textile agreements between now and the expiry of the

present MFA in twelve months' time.

14 At present we are committed to seeking effective use of the

basket extractor mechanism in the Community's MFA agreements.

This has been stated numerous times by Ministers and is brought
out in the Department of Trade's booklet "The Government and the
Textiles Industry" published in September, where we say "the
Department has agreed that it will automatically seek basket
extractor action for 17 sensitive categories", and "The Government

will continue to put cases of this type to the European Commission"

15 We have to recognise that there will be occasions where the
supplying country will threaten, or take, retaliatory action. I
agree that we cannot escape the obligations to take this into

account when deciding on action in particular cases.

16 But we can never know how serious a threat is nor, after the
event, whether orders were lost as a result of retaliation or for

other reasons.

Vi 7




however, we cannot look at specific cases
in isolation. If we give way to threats of retaliation in any
one case, we can be certain that every other country with whom the
Community has a bilateral agreement will try to follow suit; our
whole current MFA textile trade policy would be in Jjeopardy, and
our prospects of securing the touch successor to which we are
committed would be seriously weakened.

L)

we need to continue to assess our interest

| f

as possible sket extractor cases and play our cards
as carefully ssibl avoid over-exposure, we need also to

bear in mind the wider consequences for our textiles industry of

not pressing cases which are justified under the terms of the
Community's arrangement: There may be a case on broader grounds
for changing our curre practice on basket extractor cases. However,
we do decide to change, the industry will rightly claim that we

are Treneging on our commitments. n these circumstances we would
not be able to avoid announcing publicly that we had altered course.

Nor could we avoid the consequential recriminations of the textile

industry.

19 I am sending pi f this minute to members of E Committee,
Humphrey Atkins, e Younger, Nicholas Edwards and Sir Robert

Armstrong.

e e
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1 (Approved by the Secretary of State
and signed in his absence)

Department of Industry
Ashdown House 8 December 1980

12% Victoria Street
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From the Private Secretary

rl\ ~

The Prime Minister has seen the Secretary of State for
Trade's minute of 21 November and the subsequent comments
from other Ministers. ©She recognises the imporiance of the
issues which have been raised. he is also conscious that
the questions have Community implications and need to be
considered in the framework of the Community's Common

Commercial Policy. She hopes, therefore, that the future of

the United States quotas can be considered at an early date by

HMT

OD(E) in the context of our general approach to the application

of the Multi-Fibre Arrangement to low cost textile imports.

- 3

I am sending copies of this letter to the Private

to the members of E and OD(E) Committees, to the Private

}
1

Secretaries to the Secretaries of State for Northern Irel:

Scotland and Wales, and to David Wright (Cabinet Offi

>
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the above.

S Several of the issues which he raises are directly relevant to
Northern Ireland and iope that there will be further discussion of
these before final decisions are taken. The general position which
we adopt on the MFA is of course very important to a region with
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such a la‘p. extile othing stake as Northern Ireland; but I am
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most y concerned about the quotas on imports of American

for employment and capacity of

American bedlinen.
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setbacks the employment provided by
to Northern Ireland
being anxious to
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renew the quotas (Hoechs Br sh Enkalon and Cc _tqulus) all
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ffected

operate plants in the vince and 21l have € versely a
by the current market condition ohn mi nmte discusses the
quota question in a wide context But SjVEH the Northern Ireland
situation with which m dealing 18t have regard to the
immediacy of it; employment implications ﬂnd I ask that every possilbe
step should 1 to help maintain a as possible of the
region's MMF *r;1"ﬁr* and of the 3,90( j which it provides (jobs
which in present circumstances could e replaced) - bearing in

mind that 2,000 jobs at British Enkalon alone are currently at
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serious risk end the Company's continued presence in NI NI may well
depend on evidence of a constructive policy towards the future of
the industry in the UK. Anything which can be done on quotas would

contribute toward this objective.
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comments about our wider relationship with the United States, but

I SUEﬁest we cannot lightly accept the implications of allowing the

Americans to move toward dominance
e ————

1 Welc > John Nott's reference to

e e} i

-

1d would

= e 3 TTC A : i
albbll 1 L ULAUY oIl

-'s minute.







0

CONFIDENTIAL

Ref. A03720 . M . T have aﬁmJj
MR. ALE)&&%‘

G B Sinilon Fiboshs Moxn Y Sos,
J lbo )~ a Gxéﬁw):«{ W
o o e o

) i 4{;‘“‘3 /L«k

—

In his minute of 2¥st November to the Prime Minister, the Secretary of
State for Trade raised a number of questions about the Government's policy on

low cost textile imports and sought agreement to his allowing the two existing

—_quotas on United States synthetic textiles to lapse at the end of the-y'_e-a_rt“ The
Secretary of State for Industry, in his minETZSth November, objected to an
early announcement before he had heard the industry's case and the implications
of any such decision had been fully considered. The Chancellor of the Exchequer,
the Secretary of State for Wales and the Lord Privy Seal all agreed on the need

for discussion of the wider policy issues before any announcement on the fate of

the United States quotas was made, though the Lord Privy Seal was content to
see them lapse,

2. The Secretary of State for Trade's minute deals with four separate
questions: the existing American quotas, the possible need for new restrictions

R E—

on other American textile products, the cost to our exports of rigorous
—

implementation of the Community's textiles policy against countries like

Indonesia and Mexico, and the problems caused by the dual pricing of energy

— —

in the United States. Officials under Cabinet Office chairmanship have since

—

reviewed the scope for a settlement with Indonesia and Mexico and have agreed
on immediate next steps. Urgent work is under way, with the Department of
Trade in the lead, on how best to tackle the energy price differential problem,
which affects the chemical as much as the textile industry, That leaves the
United States quotas and our general approach to the implementation of the
Multi-Fibre Arrangement (MFA), both of which fall squarely within the framework
of the Community's common commercial policy.

3. I therefore suggest that these last two issues be considered in OD(E) in

= -——_._
the first instance. A provisional slot has been earmarked for this purpose on

\-..._.____~_
10th December, and I understand that the Secretary of State for Trade is willing

to circulate a paper as the basis for discussion,

Y
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4. If the Prime Minister agrees, her reply to Mr, Nott might say that she
recognises the importance of the issues he has raised, notes the comments of
colleagues and the Secretary of State for Industry in particular, is aware that
the questions at issue have Community implications and need to be considered
in the framework of the Community's common commercial policy, and suggests

accordingly that the future of the United States quotas be considered at an early

meeting of OD(E) in the context of our general approach to the application of the

MFA to low cost textile imports, The reply might be copied to the members of
E and OD(E) Committees and to the Secretaries of State for Northern Ireland,

Scotland and Wales,

(Robert Armstrong)

3rd December, 1980

=
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Treasury Chambers, Parliament Street, SWIP 3AG

Ol-233 2000

PRIME MINISTER Pﬂ%ﬂM\

i

TEXTILES w
1V

I have seen John Nott's minute to you of 20 November,
and Keith Joseph's and Peter Carrington's comments

on. it.

2 I agree that we need to review our textiles
policy as a whole before coming to a decision on

quotes for American polyester fibre and nylon yarn.

D4 I am sending copies of this minute to the
members of E Committee, to Humphry Atkins, George

Younger, Nicholas Edwards and Sir Robert Armstrong.

(G.H.)
/ December 1980













You suggest that

be financed by sz

The PSBR cost of unemployn
T

whole picture. In weighing
financial assistance to the textile
also consider factors such as how
needed and the alternative contributic
could be made by the resources used.
assume that everyone who becomes
Nobody would deny that the real
of these people into other
present climate - that is why
£250 million package of additi
the difficulties caused by this
that in due course they will

Your letter also called
in areas which are to lose their
status. The Government is determined
regional industrial policy;
compensating assistance for
"would nullify that policy.
appreciate that no area in
- Area status before
continue to be eligible

that date.

As for Government hel
already provided considerabl
improvements in energy effi
Scheme (which has now closed)

Scheme :




currentl

gome £500,0

cal
other

y Employment Subgsi

objections from the

vour letter that

announce Governments

plans industries demonstrate that
rules claim tl 3ut a clear
distine intention and

~ . Bt
Lommission

mnay
we shall
be sSeeé

lemented

present form

/1 can assure




I can assure you that I am deeply concerned about the

difficulties facing the textile industry, and that I am keeping

a close watch on the situation. But I firmly believe that the

only way to solve its problems is not the construction of so-called
emergency packages of aid (which would tend to become permanent)
but the creation of the basis for an efficient and competitive

economy by getting inflation under control.
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I am copying this letter to Stuart Hampson.

CATHERINE BELL
Private Secretary
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In the year ended 31 March 1980 some £35.5m was offered or paid

to the British textile, clothing and footwear industries under the

Industry Act and the Temporary Short Time Working Compensation
Scheme. But I do not believe that emergency packages such as you
have proposed are an effective means of solving the problems of
industry in the long run. The only way to senve the interests of
the textile industry, and those of British industry as a whole, is
to bring domestic inflation firmly under contrpl, and thus to give
British manufacturers a firm economic base frop which to operate.
This is what our present economic policies are|designed to do. We
have always said that we would reduce MLR when|monetary developments
together with the rate of inflation permitted.| The prospect of
both these fronts has now enabled s to make a cut in

%, which will ease some of the difficulties which industry
is currently facing. But we are not prepared|to take additional
steps unless and until we are satisfied that they would not create
even greater difficulties later on. (Incident@lly, John Nott was
mis-quoted in the article in the Guardian to which you referred in

your final paragraph: the words "short-term" wad been substituted

for what he actually said, which was ”long—term").ﬁ?iﬁe introduction

of a substantial package of financial assistan*e would - in the

light of demands from other industries for comgarable treatment - cut
right across our strategy for reducing public expenditure and
borrowing. To do so would only create upward pressures on interest
rates and thereby have an adverse effect on output and employment

elsewhere in the economy.
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in energy efficiency, under the Energy Consenvation Scheme (which

has now closed) and the Industrial Energy Thr“ft Scheme: &3 m has

been paid out so far under the former; and sector reports

f
have been published on energy efficiency in F textile and allied
|

industries, and five semi 3 he to discusp their findings. In
addition, funds are 11 available for R&D End Demonstration
projects, of which eight are currently beingiundertaken in the
textile industry at a cost of some £500,000 to the Government; and
grants are available under the Department of }Energ; s Energy
survey and Extended Survey Schemes, towards %he cost of consultants
to advise on improving energy efficiency. ib the circumstances,

I do not consider that >re is any further heed for assistance

~ |

for energy conservation in the textile indusiftry at the present time.

= X=X ad Y-Y ,

& I can assure you that I am deeply concerned about the difficulties

facing the textile industry, and that I am kbeping a close watch on
the situation. But I firmly believe that fn% only way to solve

1ts problems is not the construction of so c%lled emergency packages
of aid (which would tend to become permwhenij but the creation of the
basis for an efficient and competitive econo&?ygetting inflation

under control.
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Foreign and Commonwealth Office
London SW1

26 November 1980
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TEXTILES
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7

You sent Peter Carrington a copy of your minute-gf/ga November

to the Prime Minister which raises issues of considerable

importance.

As regards quotas on US textiles, we think we would be in for a
bruising experience if we were to try to renew our existing quotas
on polyester fibre and nylon yarn or to seek new restrictions

on other products. As their threat to retaliate against wool
textiles has shown, the Americans are in a position to do real
damage to British exports. Other EC Member States would also be
vulnerable to retaliatory action by the US and for this reason
they would, as you say, be reluctant to agree to any extension

of safeguard action against American textile imports next year.

We therefore agree that our interests would be best served by taking
an early opportunity to announce that we intend to let the quotas

lapse at the end of this year.

At the same time we cannot be expected to keep quiet about the
unfair advantage which American producers enjoy as a result of

the energy price differential (though in practice this is probably
only a small element in the competitive advantage enjoyed by the

/US).

The Rt Hon John N6tt MP
Secretary of State for Trade
Department of Trade

1 Victoria Street SW1
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US). But for our approach to the US”to-be'effective we must of

course ensure that it is well substantiated and convincing.

On implementation of the present Multi-Fibre Arrangement (MFA),

we face if anything an even more difficult decision. Our present
policy of seeking quick and effective use of the 'basket extractor’
mechanism is leaving us uncomfortably exposed. You cite the

heavy cost of our dispute with Indonesia. I realise that ours is
one of the easiest EC markets to penetrate but the fact that we

so often take the lead in seeking new restraints on imports from
developing countries is likely increasingly to expose us to
damaging retaliation. It also inevitably strengthens the hand of
those who criticise (however unfairly) the Government's approach

to North/South.

I should perhaps also sound a note of caution about the risks of
moving towards a policy of treating the economically strong
developing countries with kid gloves while continuing to pursue
aggressively cases involving the weaker but more numerous
developing countries, which are less well placed to damage UK
export interests. This would not only cause obvious difficulties
in the North/South context; it could also cause problems for us in
the Community, where the Commission (on which we greatly depend
for implementation in practice of our textile policy) would be
reluctant to act in a way which was contrary to the Community's
policy generally towards the developing world, i.e. to favour the

least developed.

You make the point that is is the basket extractor which is under

more immediate pressure than the principle of restraints on trade

in textiles. No doubt this is because the basket extractor is

the weakest point in the Community's protective armour. It is

also not by chance that the first major problem has arisen over a

country where Hong Kong investors and entrepreneurs are known to

be active. An effect of the rigorous quotas imposed on places like
/Hong
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Hong Kong has been to stimulate entrepreneurs to establish

manufacturing capacity elsewhere in the developing world.
Deve]opmentally this is much to be welcomed; also it is much
in our long term interest if the process ends up by creating
new markets for our exports as valuable and as open as that of

Hong Kong.

I agree that it would be useful to have an early discussion of
these questions. Unfortunately there seems to be little prospect
of a meeting being set up before next week. Meanwhile the
Commission are due to hold the next found of formal negotiations

with Indonesia on 1/2 December.

I understand officials in EQS will be reviewing the situation
before then with a view to seeking a solution defensible within
our present policy. But there is little prospect of an early
settlement, and since the underlying policy must now be considered
to be under review I hope you and other recipients will agree

that we should €ncourage the Commission to get through next week's
meeting without either raising the temperature further or
unnecessarily prejudicing our negotiating position for an

eventual solution with the Indonesians.

I am sending copies of this letter to the Prime Minister, to the
members of E Committee, to Humphrey Atkins, George Younger,

Nicholas Edwards and to Sir Robert Armstrong.







Y SWYDDFA GYMREIG LDy, WELSH OFFICE
GWYDYR HOUSE o i 1 GWYDYR HOUSE
WHITEHALL LONDON SWIA 2ER WHITEHALL LONDON SWIA 2ER

Tel. 01-233 3000 (Switsfwrdd) Tel. 01-233 3000 (Switchboard)
01-233 6106 (Liinell Union) 01-233 G106 (Direct Line)

Oddi wrth Ysgrifennydd Gwiadol Cymru  The Rt Hon Nicho las Edwards MP  From The Secretary of State for Wales

& © November 1980

TEXTILES

I have just returned from two days in North Wales where

I met local authorities and trade union representatives.
Great concern was expressed to me with considerable vehemence
about the textile industry and the future prospects of
Courtaulds.

On my return I have seen your minute of 21 November to the
Prime Minister in which you suggest that you might make an
announcement, when you wind up today's debate, about import
quotas. I think that a major issue ¢f this sort requires a
good deal more deliberation than an announcement today would
allow. I understand that Sir Keith Joseph has asked you to
stay your hand on this and not to make the announcement you
propose. I fully share Keith's view about this.

I am copying this letter to the recipients of yours.

The Rt Hon John Nott MP
Secretary of State for Trade
Department of Trade

1 Victoria Street

LONDON
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I have seen John Nott's minute to you of 21 November. DL

411,

'%-\.v} T

2 I have a great deal of sympathy with many of the points
he makes in his minute but it does raise a lot of big and

inter-related issues which will need careful consideration.

% The immediate question is that of our renewing or dropping

the existing polyester yarn and nylon carpet yarn quotas. This

may seem to stand on its own, but in fact it ties in with the
whole complex of issues he raises. I do not therefore think

it right for an announcement of the dropping of the quotas to

-y
e

be made tomorrow night.

ﬁ_

—

4 I understand John Nott's desire to resolve the quota issue
quickly, but any decision on this specific issue would have

serious and far-reaching implications for future policy towards
the industry as a whole. Before a decision is made, I consider

that I should hear the industry's case at first hand. This

I propose to do within the next few days and John ﬁ§§ wish to

join me.
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am copying this minute to other members of E Committee,
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PRIME MINISTER

TEXTILES

We have some difficult decisions to take on textiles.
2 The most urgent question is whether we try to get the EC to
renew our existing quotas against American polyester fibre and

—
nylon yarns which expire at the end of the year.

3 Almost as urgent - and whatever we do about the existing
quotas - is whether we should seek restrictions on other textile

e xS ey

gectors hit by United States competition, when we are under well

orchestrated pressure from the industry and constituencies.

L These specific two questions are related to a third problem
of a more general nature, the difficulty of the United States energ
price differential.

5, Finally, the retaliation by Indonesia against our use of the

MFA "basket extractor" mechanism against them, and threats of such

retaliation by Mexico, make it necessary to reconsider the whole way
e

we implement the present MFA.

S The question in paragraph 4 goes wider than textiles - notably

to chemicals -~ but for the rest they are all textile issues.

[r— e

7 The simplest issue to my mind is the first. Although a number
of major companies, eg Hoechst, British Enkalon and to a lesser
extent, Courtaulds, are anxious for us to renew the nylon yarn
quota we feel that the broader interests of the textile industry

are to ensure that they receive the benefit of low raw material
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prices from whatever sources. Indeed we have had several protests

from, for instance, Iancaster Carpets and Abingdon Carpets about the

impact of the nylon yarn quota on their raw material supplies and

hence their output. Additionally, ICI has already announced its

intention to close plants at Ardeer and Kilroot in its Fibres
—— e——

Division,and to renew our quotas on polyester fibres from the

United States of America would not change this.

8 There is no doubt (President Carter has signed the legal
instrument) that if we were to renew these quotas the United
States would retaliate against our woollen ‘textile products. On

0 ————= e SR
my recent visit to Yorkshire I received widespread pleas from the

industry that in its present hard-pressed condition we should not
allow this to happen.

9 All the arguments seem to point strongly towards allowing
these quotas to lapse. We would have very great difficulties in

T —
obtaining EC agreement to their renewal in any event.

10 More difficult are new cases of United States penetration, the
most notable and important of which is bed linen where United States
—
penetration has risen from 10% in 1978 and 12% in 1979 to over &9%
in the third quarter of 1980 (in the same period total import
penetration has risen from 32% to 54%). In some ways this is a
classic GATT Article XIX case. You will beaware, however, that the
American product is a superb one in great demand by the British
consumer, and if we wefg_gg-ggg;t singling out individual textile
products for protective action we would place ourselves in an
impossible position because before long we would be running a system
of managed trading in textiles between ourselves and the United
States - with all the complications and traumas of policing such a

situation with our largest ally.

CONFIDENTIAL
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11 To jump to the fourth issue namely the existing MFA (paragraph 5),
it is becoming clear that our insistence on pushing the Community into

a rigorous implementation of the current MFA is beginning to cost us
an unacceptable price in terms of lost exports. In the case of
Indonesia the figure could already be in the area of £100 million -
perhaps more. There are threats from Mexico - potentially a bigger
market. We are tremendously vulnerable to a wave of retaliation from
the low-cost countries upon whom we increasingly depend for major
export possibilities. Generally speaking the more important textile
producers, ie Hong Kong, Taiwan, Korea etc are the very countries
whose economies are growing at 10% per annum compound and with

whom we have the greatest opportunities. At the present time we

have a surplus of £2.7billion on our trade with them in manufactures.

———— —

12 I am not saying that we should go for no more basket extractor
cases; only that we should from now on handle them more carefully
and not push them where the price is too great.

1% That does not mean giving up hope of a tough new MFA next year.
On that we would have the support (the Germans, as you will recall
from your meeting with Helmut Schmidt, excepted) of most of the
Europeans - the EFTA countries as well as the EC - the United States
(with a question mark about Reagan), Canada and Australia. We would
not in that exercise be exposed - and therefore so appallingly open
to retaliation - as we are in our present efforts to enforce the
basket extractor arrangement.

14 Failing to act against the United States will make it more
difficult to persuade the developing countries to acquiesce in the
MFA restrictions against them. Just, however, as MFA II was in
effect imposed on the developing countries, the same will in the end,
I believe, be true of MFA III. EC inaction against United States
imports will be a much used debating point but I doubt if in the

end it will much affect the outcome.

CONFIDENTIAL
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15 The remaining issue 1s the wider one of United States energ
prices. Here British industry has major grounds for complaint, and
I think we can only justify a relatively open market approach to
these issues if at the next Summit the European heads of government
make a major assault on the new President on this subject. In the
meantime I have talked to Davignon and in making an announcement

on these quotas I would like to emphasise a new British approach
towards the differential energy problem, not least because it covers
a much wider range of currently threatened British products (ie

chemicals, plastics, paints) than the mere problems of fibres alone.

16 I quite realise that what I have suggested on quotas will evoke
a chorus of protest from sections of the textile lobby. Other parts
of the textile industry will breathe a sigh of relief but will remain

silent. I suspect that privately neither the industry nor the unions

really expect us to extend the quotas. I acknowledge that 100,000
e e it

a < u 3 ,ﬂ_
next year. But I must be frank and say that in my view the high
tide of protectionism in textiles is past. The industry is smaller

than before. At the same time the protests of the developing world

are growing louder and more aggressive. Where there is genuine dumping,
action can be taken - as it has been on acrylic fibres and polyester
filament yarn. For the rest it is absurd to go on giving thzg-zﬁdustry
every bit of protection we can get through Brussels at the expense

of the industries where our future lies - including the more
competitive sectors of the textile industry (such as woollens) itself.

Not to mention the United Kingdom consumer.

g i I have no doubt that Sir Keith Joseph will want to give the views
of the Department of Industry, and you may feel it desirable to call

an early meeting on this subject. It would be very valuable to me

if I could at least clear our action on polyester yarn and nylon carpet

varn before I wind up the debate on the Ioyal Address on Wednesday.

CONFIDENTIAL
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18 There 1s of

course a lot of detailed background to all this.
&

A note has been prepared by my  dp Ko in consultation with the

other Departments most concerned. asked for this to be made
generally available.
19 I am copying this to other members of E Committee, Humphrey Atkins,

George Younger, Nicholas Edwards and Sir Robert Armstrong.

Department of Trade
1 Victoria Street
Iondon, SW1H OET

2| November 1980
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- . -~ DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SW1H OET Telephone O1-215 7877

Fromthe Secretary of State

Tim Lankester Esq
Private Secretary
10 Downing Street 21 November 1980

TEXTILES

My Secretary of State has sent a minute to the Prime
Minister today on textiles policy. The facts on which

he has taken his decision are already available to
officials in the Departments principally concerned.

For the information of officials in the other Departments
whose Ministers have received my Secretary of State's
minute, I am now attaching copies of the relevant material.

I am copying this letter and enclosure to the Private
Secretaries of all Ministers who have received Mr Nott's
minute.

STUART HAMPSON
Private Secretary
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year. Imports

subject to

sources will, quite legitimately, exceed the quota levels

by some L4500 tonnes. The US estima for 1980 exports

to the UK was 3 00 tonnes. An additional factor has
been the recer’fly announced closures and redundancies
in ICI pls wni means that overall ICI have now
this area by some 50%. Even
estimated UK production
1980

tonnes

the rise in import

nine months as against
e been caused largely
-0ff in the UK market;

ased imports as such.

The Commission imposed a ion anti-dumping duty
in August of this year on imp polyester filament

yvarn from the US, The industry say they would prefer
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to say that they had
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cc: Mr., Gow
Mr. Ingham

Jack Straw rang about
the attached letter. He
apologised for forgetting to

mention in it that he proposes
to release the text to the
Press at lunch time today.
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JACK STRAW, M.P.

HOUSE OF COMMONS
LONDON SWIA OAA

11 November 1980

The Prime Minister
10 Downing Street
London SW1.

T O R WL N

You will,I am sure,recall that on 9th June, together with
Nicholas Winterton and Cyril Smith, I met you to discuss the
difficulties of the Lancashire textile industry. I had on 5th
June sent you a letter detailing the key points which I intended
to raise, and on 14th July you sent me a long and considered
reply to these.

I had, in particular, pressed you to provide better financial
assistance to the industry, including a more substantial employment
subsidy. You however replied to say:

"Your fifth point concerned financial assistance to
industry. As you know, authority to approve schemes

of state aid, including those designed (in the words of
Article 92.3(b) of the Treaty of Rome) '"to remedy a

serious disturbance in the economy of a Member State' rests
with the European Commission. The Commission took a
serious objection to the Temporary Employment Subsidy
precisely because so much went to textiles and clothing
firms (this was not envisaged when they originally approved
the scheme) and they considered that it was distorting the
pattern of trade and competition in the Community in
maintaining output at artifically high levels. This the
Short Time Working Compensation Scheme does not do. I am
afraid there is really no prospect that the Commission's
view would be any different now if we sought to re-introduce
arrangements similar to the TES."

You also went on to say:

"But I do think it is important not to over-emphasise the
capacity of this kind of measure to deal with the problems

of a particular industry. The Government is not, and

cannot be, in a position to support the maintenance of
employment in any particular industry on more than a

strictly temporary basis. In the longer run, the remedy

must lie in the Government's overall economic policies, which
are designed to bring inflation under control, and to create
conditions in which all firms - in textiles as in other
industries - can compete profitably and create new and lasting
jobs."

(continued)




But now the situation has changed markedly in two respects.
I am therefore writing to you to ask you urgently to provide an
emergency package of aid to save the industry.

First, the situation of the industry has deteriorated
alarmingly since we met, The British Textiles Confederation
in a circular dated 27 October 1980, claims that: 'the U.K.
textile industry is experiencing its most acute crisis since the
1930's. Its level of production has fallen dramatically, and
Jjobs are being lost at an accelerating rate. I3 98 R
exaggeration to say that the continued existence in the U.K. of
some basic textile activities is now at risk".

When pressed on the current state of the industry both you
and your Ministers quite frequently refer to the Labour
Government's record, and suggest that the problems which the
industry now faces are not new but merely part of a long-term
continuing decline. For example, John Nott, Secretary of
State for Trade, in answer to a supplementary question from
myself on Monday 27 October (OR col. 21) said: "I remind the
hon. Gentleman that 150,000 people lost their jobs while the
Labour Government were in office. Therefore this problem is
not new...."

Whilst I of course understand the temptation of any
Government to suggest that the problems with which it has to
deal are not new, but inherited from previous administrations,

I would ask you to appreciate that the difficulties which now
afflict the textile industry, in terms of both the scale and

pace of the collapse of output and employment, are of a quite
different dimension from the difficulties which the industry

has faced in the last 20 years. In this sense, their problems
really are new, as the following figures only too dramatically
illustrate.

During the period of the last Labour Government,
employment in the textile industry did decline - from 545,000
in March 1974 to 449,000 in May 1979 - a fall of 96,006_335§'1
(and not of 150,000 suggested by Mr Nott) (GB figures). ( )But
most of this decline was accounted for by changes within the
industry and by increases 1in productivity. Significantly,
and contrary to popular belief, output in the textile industry
was broadly stable - falling no more than 6% - throughout this
five years period. On an index of 1975=100, production was
105.,9 in 1974, 100 in 3975, 103 in 1976, 100.9 inl 18%7, 99,3 in 1978,
and 99 E in the second quarter of 1979, when the election took
place.( )

Since the summer of 1979, however, output in the industry
has plummeted very fast indeed. The index of production stood

(continued)




at 98 in July 1979; by August 1980 it was down to 77, and is likely
now to be lower still. This is a fall of 22.5% - close on a quarter -
in thirteen months. And this overall fall disguises some truly
catastrophic falls in production, particularly in man-made fibre
production. H?g? production in August 1980 was 50% less than

in August 1979 :

This decline in output has been accompanied by a steeper
absolute, and proportionate decline in employment than at any
time in the past two decades. By August 1980, 62,000 jobs had
been lost in the fifteen months from May 1979 - two-thirds of
the total lost in the whole 5 years of the previous Administration.
And, as you will be well aware, many thousands more redundancies
have been announced since August, and all the indications are
that, as grant under the TSTWC Scheme“runs out for many firms by
Christmas, there will be even more redundancies declared.

The second respect in which the situation of the textile
industry has changed markedly since we met concerns the
reaction of other EEC states to the problems of the industry.
Three EEC countries - Belgium, Netherlands and France - have
now announced major plans to save their industries. Their
action indicates that the EEC rules have not been the same
stumbling block to assistance as has been suggested by Ministers -
and yourself - in this country. But the fact that these
countries' industries are to receive such substantial aid from
their governments will inevitably place the UK industry at an
even graver competitive disadvantage unless corresponding action
is taken by the UK Government.

Belgium's announcement was the first - on 2nd August,
the Fin3ncial Times reported that 'the Belgian Wﬁrgnant is
moving towards the adoption of an ambitious £526m. five years

plan to save the country's textile industry. On 22nd August

the Dutch Government announced a '"£6.5m. aid programme to help
its hard hit textile industry modernise and increase exports

over the next three years" (Financial Times); and on 29 October
the Financial Times reported that '"the French authorities are

to draw up aid plans for the country's hard-pressed textile
industry, aimed at pumping public funds into a large-scale
reorganisation and modernisation programme...'" Its aim is to
restrain "the decline in the industry's 950,000 labour force

by between 3 to 4% up to 1985" (cuttings attached). I appreciate
that the details so far available of the Belgian and French
schemes indicate that they are not yet firm: but they do show a
positive resolve by these governments to take steps to save the
industry which has yet to be shown by your Government.

The action needed

In the light of this, the most serious crisis to face the
industry since the war, nothing less than a major package of
rescue aid for the industry is needed if it is to survive in
anything like its present form.

This I would ask you to put in hand. The aid should
include an immediate extension of grant payments from six to

(continued)




twelve months, under the Temporary Short Time Working
Compensation Scheme, and the removal of restrictions on
payment of grant in respect of employees for whom it has
previously been paid; urgent reconsideration of a
compensation scheme similar to the Temporary Employment
Subsidy, which had the effect of helping active employment,
rather than no work periods on short time; and special
investment, energy conservation, and marketing help, and
additional assistance to the industry in those areas which
are losing Development or Intermediate Area status (a large
part of the North West). There is, no doubt, a great deal
in the schemes being pursued by the French, Belgian and Dutch
Governments which could be applicable +to the U.K., and these
should urgently be studied.

The details of any rescue scheme will obviously have to
be worked out by the Departments of Trade and Industry, with
the industry and trade union representatives concerned. What
matters immediately is an urgent Ministerial commitment to the
saving of the industry. Such a scheme would of course cost
many millions, gross. But before you dismiss the idea for
reasons of cost, you should bear in mind that in a full year
the cost to the nation of the 62,000 textile workers who had
already lost their jobs by August, in terms of benefits paid
out, and tax etc. foregone, will be around £295 millions. This
figure is based on estimates provided for me by the Library of
the House which puts the average cost to the state of such
workers declared unemployed at £4762 per year. The Treasury
have consistently refused to provide similar estimates, but I
should be happy to pass on the detailed calculations behind my
figures if there is any doubt about them. Moreover, since the
textile industry, as a traditionally low return one, has been
hit disproportionately hard by the rise in interest rates (and
the related rise in sterling) the cost of such an aid scheme
could equitably be paid for from the revenue which derived from
a windfall profits tax on the banks.

Your Trade Secretary, John Nott, was reported (Guardian,
8 November) as saying on Friday last that "if I knew of any
simple, short-term answer which would slow down the trend in
the industry, I would bring it into effect now'". An
emergency aid and rescue programme for the industry of the kind
which I have described could be introduced now, as the example
of France, Belgium and the Netherlands amply demonstrates: it
would provide tangible cash help - which in turn could help
partly to offset the industry's loss of competitiveness caused
by high interest and exchange rates - and help restore
confidence in the industry. A failure by you to do what can
be done will inevitably be taken to show that, despite Mr
Nott's words, your Government is prepared wilfully to let
large parts of the textile industry wither and die.

I shall 1look forward to hearing from you.

Yotng il Sk f@‘@




@ X

o

(1) Department of Employment Year Book 1976, Table 73;
Department of Employment Gazette, October 1980, Table 1.2.

¢2) British Business, 24 October 1980, pg. 356.

(3) British Business, 31 October 1980, pg. 411.
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The Prime Minister has asked me to reply to your letter of

18 September.

The Government regrets as much as you do closures of textile

mills like the ones you mention.

retain substantial modern capacity in spinning.

Courtaulds will, as you know,

Whether or

not anyone will ever invest again in a new spinning mill in this

country remains to be seen.

The uncertainty is clearly large:

but that also makes it impossible to be too categoric about

the future.

I note that you disagree with the Government's macroeconomic and

trade policies.

restrict the import of all of them.

Not all cheap imports are unfair nor can we

We try to reconcile our

wider trading interests and our legal obligations with our
desire to see the textile sector given a reasonable trading

framework in which to operate.

You are aware of the details

of that framework - in terms of quotas, trade coverage, and so on.
I know you think the protection afforded to the indusiry is
insufficient but it is more extensive than the protection given

to other manufacturing sectors.

We are always on the alert to

improve the operation of the restraints; you know for example
about the new quotas we have introduced since we took office.

You may think they were not introduced quickly enough; but we have
to work through European Community procedures.

As for our economic policies, our objective is to get down the

rate of inflation to a tolerable level.

That can only be to the

good of an industry like textiles which conducts, contrary to
often received wisdom, a large part of its trade with the

developed world.

Experience has shown that subsidies and

interventions in industry do not secure this objective. To

/provide ...




provide specially cheap credit and so on for manufacturing

" industry, as some advocate, would simply put us all back again
onto a road that leads nowhere. The textile industry would

welcome that no more than we do. The question is not one of

sincerity of views but how to obtain results.




DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWiH OET Telephone 01-215 7877

Fromthe Secretary of State

C Pond Esq

Director

Iow Pay Unit

9 Poland Street

Iondon, WAV 3DG 0249_ September 1980

S, Gl 8

Thank you for your letter of 15 August enclosing a copy of your
Unit's Report "Trouble Iooming" on low pay in the woollen industry.
You also wrote to the Prime Minister, and she has asked me to reply
on her behalf.

Your Report is a useful and stimulating one, particularly since it
considers the effect of Government policy over a 10 year period.

You will not, I am sure, expect me to comment in detail on such a
comprehensive Report. There are, however, two particular areas
which are central to the issues raised and conclusions reached where
I would like to set out the Government's position. The first
relates to import controls and is of course my direct responsibility
at the Department of Trade; the second is the question of direct
Government assistance to the industry and the relationship between
this and low pay.

As your Report says, we already have a very substantial system of
import restraints in the textile field, particularly upon the
"Jow-cost" suppliers. We cannot be insensitive to the fact that

some of these countries are among the poorest in the world and have
to be able to sell to survive. Nor should we forget that we have a
substantial surplus on our trade in manufactured goods with the
non-oil exporting developing countries, giving us jobs and protecting
earnings in other industries. The Government does not claim that

the system is perfect. Although the formal quotas imposed under

the Multi-Fibre Arrangements work well, the procedure for introducing
new quotas has not worked out as smoothly as we would have liked; and
the Voluntary Restraint Arrangements with the Mediterranean countries
depend for their effectiveness upon the licensing arrangements
operated by the exporting countries themselves, and these too have
not worked perfectly in all cases. Undoubtedly these failings have
been damaging to particular firms in particular areas. However,
taking an overall view, the regime has been effective: last year
imports of textiles and clothing from the low-cost countries accounted




From the Secretaryof State

for only 12% by value of our domestic market, and their growth
over the period 1976-79 was around 6% per annum in volume terms.
The Government has said it is determined to implement the existing
controls upon low-cost textiles as effectively as possible, and

we have also said we will negotiate the best possible arrangement
to succeed the MFA when it expires at the end of 1981. I believe
these assurances are as much as the industry could reasonably expect
and, as I have said many times, the protection given to textiles
and clothing manufacturers against low-cost imports goes far
beyond what any other sector of manufacturing industry receives.
As suggested in your Report, we are consulting the industry on
what we would hope to see in the successor regime to the MFA.

In fact, the majority of the United Kingdom's imports of textiles
and clothing now comes from other developed countries - mainly

from other EC countries and the United States of America.
Undoubtedly, there are differences in production conditions between
these countries and the United Kingdom, and in certain cases this
leads to an element of unfair competition. The Government has made
it quite clear that it regards the American feedstock price controls
as distorting the terms of trade, and we are taking all the measures
open to us to eliminate this particular inequity. But among the
factors at work there are some significant ones - the exchange rate,
the size and efficiency of some of our competitors' operations and
(in a few cases) lower wage rates - which it is difficult to regard
as a valid basis for interference with the open trading arrangements
we have with these countries. The fact of the matter is that, so
far as our trade in textiles and clothing with other developed
countries is concerned, exports and imports have both grown over
the last 10 years, and this trade as a whole is in broad balance
(exports in 1979 totalled £1,612m, imports £1,695m). The majority
of these imports in any case come from within the European Community,
and we cannot impose controls on trade from other Member States.
Whereas machinery does exist - you mention Article XIX of the GATT
in your Report - for acting unilaterally to reduce imports from
non-EC developed countries, the criteria to be met are strict.

Even if they are met we then have to convice our fellow members

in the Community and the GATT trading partners who are themselves
the targets of such proposed measures.

Earlier this year, the Community, on our behalf took Article XIX
action against fast growing imports of polyester filament yarn and
nylon carpet yarn. Two facts became clear in the aftermath of

that action. The first is that the consent of our Community

partners for further action of this kind will be strictly limited:

any future case will need a very clear-cut economic justification

if it is to receive their essential support. The second is that

the Americans will make full use of the compensation clause in Article
XIX to ensure that any improvement in our trade balance in one sector
is offset elsewhere.




From the Secretaryof State

To sum up, the sort of action you propose to restrict imports from
the developed countries would represent a drastic departure from the
open trading system that now exists between these countries; no
impartial observer would conclude from our overall trading position
(eg our balance of payments) that such action was Jjustified except
possibly in very restricted areas; and as a result we could not
obtain the necessary consent of our EC partners to bring in such
measures.

I should like to turn now to the question of low pay and direct
Government assistance to the industry. The Government's view is
that in general, pay levels should be determined by free and
responsible collective bargaining between the parties concerned,
and that the Government should refrain from trying to influence

the level of wages in industry. This applies to the wool textile
industry as any other. Any attempt to raise pay or obtain a
commitment to minimum pay levels regardless of what the industry
could afford to pay would be bound to affect the profitability and
hence the viability of the industry. The difficult judgement how
best to allocate operating margins between profits (and hence
investment) and pay levels can best be taken by the industry itself
in the context of free collective bargaining. The main task of the
Government must be to seek to establish the conditions in which

industry in general can expand and create more job opportunities.

If we are to do this our highest priority must be to bring inflation
under control. Until this is done the conditions in which the
industry can flourish cannot be established.

You refer in your Report to the assistance already given to the wool
textile industry under the two schemes introduced under the Industry
Act 1972, and you propose a further scheme of assistance. A great
deal of modernisation took place under the earlier schemes, and
there is considerable doubt whether a third scheme of assistance is
wanted by the industry itself. The Wool Textile Economic Development
Committee which is representative of the industry has been giving a
good deal of attention to its problems but there has been no
indication from them (as there was in respect of the two earlier
schemes) that a further scheme is wanted. There may indeed be some
individual cases of re-equipment and modernisation where financial
assistance would help to stimulate the necessary investment; this

is still available if needed, on a selective basis, under Section 7
of the Industry Act in Assisted Areas and under Section 8 of the

Act throughout the United Kingdom. Projects proposed for assistance
are of course subject to very careful scrutiny for viability, as
were the projects in the wool textile schemes, and under the new
criteria announced in July 1979 assistance is only given to products
which strengthen the regional and national economy and would not
otherwise go head.




From the Secretaryof State

The decision to discontinue the payment of Regional Development
Grants in Intermediate Areas, such as West Yorkshire, was taken in
order to concentrate regional aid in the areas of greatest need.

I am sure that you would agree with this. Although parts of :
West Yorkshire are due to become non-assisted areas in August 1982,
these areas will remain eligible until then for Regional Selective
Assistance. As you may know Bradford, an area with a great deal
of wool textile manufacturing, retains its assisted area status.
Although the Government's position on your central issue of low pay
is that it is not the role of Government to dictate pay levels to
industry, the fact must be emphasised that in the other main areas
which you have identified - modernisation and rationalisation of the
industry and import controls - there has already been considerable
Government action.

Some of your recommendations are of course directed not to Government
but to the industry's trade association and the trade unions, and
they will no doubt wish to consider seriously the points made in
your publication and your suggestions about how they might deal

with themn.

S
o Yot

JOHN NOTT




22 September 1980

The Prime Minister would be grateful if
your Secretary of State would reply on her
behalf to the attached letter from the Secretary
of ghe Oldham and District Textile Employers'
Assoclation.

have a copy of the reply for our records here
in due course.

\ I should be gzateful if you could let us

XXX TPL

Ian Ellison, Esq.,
Department of Industry.




10 DOWNING STREET

PRIME MINISTER

This is a further letter
from Mr. Longworth, the
Secretary of the Oldham and
District Textile Employers'
Association, who was one of
the members of the textile
delegation whom you saw in
June., It tells of further mill
closures and repeats earlier
criticism of Government policy.
Do you wish to reply (you
answered his previous one),
or shall we ask Sir Keith Joseph

to reply on your behalf?

A

19 September 1980

i
i




T.P. LANKESTER




DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWI1H OET

From the
Minister for Trade

S

The steady decline in jobs in the textiles industry over many
decades is an emotive subject. Understandably, perhaps, comments
are often made on the basis of assertions and myths about imports
and import controls which have little or no foundation. I have

had many requests from all sections of the-industry and Parliament

to set out in a reasonably comprehensive form what it is that the
Government does to provide the industry with some measure of relief

from import competition.

Of course, publishing a booklet about the Government's policies on
textile and clothing imports is not going to save any jobs. But
rational, well-informed discussion is desirable at a time when we
are soon to begin the important negotiations on the successor to
the multi-fibre arrangement - negotiations crucial to the future of

the industry.

So this booklet takes a detailed look at the level of textile
imports; the evolution of the various restrictions on imports;
how extensive they have become; and the roles of the British
Government, the European Community and the European Commission.
It is frank but realistic about the shortcomings of the system.

It does not cover the wider aspects of trade policy which must
always be a consideration for the Government. For instance, the
cost of protection to the consumer is a reality which cannot be

ignored.

Nor must we forget that the developing countries - from whom most
of our low-cost imports come - represent a very important market

for our manufacturing industry. Last year we had a surplus 1in




manufactured goods with the low-cost textiles producing countries
of almost £5 billion. It is in our interests as well as theirs .'
that they have as much opportunity as possible for economic progress.
They are.likely to be some of our fastest growing markets, partic-
ularly for capital equipment. So the interests of the British
textile industry cannot simply be viewed in isolation from the

rest of British manufacturing industry.

Nevertheless, the Government is committed to ensuring the strict
implementation of the present agreements and arrangements affecting
textile imports. It is also prepared to act, whenever action is
possible, against unfair or disruptive trading. Since May 1979 we
have obtained through the European Community 36 new textile and
clothing quotas; negotiated restraint arrangements with three major
producing countries not previously covered; taken action against
damaging imports of synthetic textile products from the USA and
elsewhere; and given our full support to anti-dumping action
initiated by British firms. It is our intention to press for a

tough successor when the present MFA expires.

However, as the booklet shows, the industry still faces severe

difficulties. There is no easy answer to those difficulties. Even

if they were entirely due to competition from imports there

is no acceptable and realistic way in which imports can be cut off
or even substantially cut down - and nor would it be in this
country's overall interests for us to attempt it.

On the more positive side, the industry remains a major and success-
ful exporter. With the recent textile mission to Hong Kong we

have begun the process of encouraging a more vigorous pursuit of

new markets overseas. The answer to many of the industry's problems
lie in its own hands and I believe it is doing much to help itself.

Those that lie in the Government's hands - and we accept that the
Government has an essential role to play - will, I hope, now be
more widely understood through this booklet.

CECIL PARKINSON
MINISTER FOR TRADE
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The Rt. Hon. Margaret Thatcher MP

Prime Minister

10 Downing Street

LONDON SW1 18 September 1980
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Since our meeting on the 9 June the textile industry has
continued to decline.

What concerns me most is that mills with which I have the
closest contact and which I know are well-equipped and
well-managed have been forced to close.

As you will know, six modern Courtaulds mills in my area, and
two in other areas, announced their closure at the end of
August. On Tuesday the imminent closure of another company,
Standard Mill (Rochdale) Limited, was announced. This is a
most modern, well-equipped mill which has diversified into a
wide range of cotton and man-made fibre yarns.

As these modern mills close down our industrial base is being
destroyed and it is most unlikely that anyone in the future

will ever risk investing in a new spinning mill in this

country. In fact, the latest machines from the closed mills
will almost certainly find their way to our overseas competitors.

I can understand that you are determined to stick to your
economic policies in the firm and sincere belief that these
will work for the long term good of the country. I also know
that you sincerely believe that the government has done all
that is possible about cheap unfair imports. I simply want
you to know that many of us within this industry are just as
sincere in holding contrary views on both points.

V“l"f* Cnundy
N bt ,LDVQLJBY’RA :
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A Company Limited by G i d in England No. 75651 /
Registered Office as above




Telephones :
0Nd1-624 8611 & 3612

®

Oldham and District Textile Emplovers’A

D

ssociation Limiled

Becretary @
JOHN E. LONGWORTH

THORNCLIFFE, 115 WINDSOR ROAD,
OLDHAM OLS8 1RQ

Assistant SBecretary :
RAYMOND R. RAGGETT

TR

JEL/DB

The Rt. Hon. Margaret Thatcher MP
Prime Minister

10 Downing Street
LONDON SW1 18 September 1980

- (, | g
_b-t.ﬂ.d' { U MM\.S{E{ '

Since our meeting on the 9 June the textile industry has
continued to decline,

What concerns me most is that mills with which I have the
closest contact and which I know are well-equipped and
well-managed have been forced to close.

As you will know, six modern Courtaulds mills in my area, and
two in other areas, announced their closure at the end of
August. On Tuesday the imminent closure of another company,
Standard Mill (Rochdale) Limited, was announced. This is a
most modern, well-equipped mill which has diversified into a
wide range of cotton and man-made fibre yarns.

As these modern mills close down our industrial base is being
destroyed and it is most unlikely that anyone in the future

will ever risk investing in a new spinning mill in this

country. In fact, the latest machines from the closed mills
will almost certainly find their way to our overseas competitors.

I can understand that you are determined to stick to your
economic policies in the firm and sincere belief that these
will work for the long term good of the country. I also know
that you sincerely believe that the government has done all
that is possible about cheap unfair imports. I simply want
you to know that many of us within this industry are just as
sincere in holding contrary views on both points.
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15 September 1980

Thank you for sending us the text of your
Secretary of State's proposed reply to the
Low Pay Unit -~ your letter of 12 September
refers,

The Prime Minister is entirely content
with the drzft, which she considers excellent,

M A PATTISON

Stuart Hampson, Esq.,
Depmrtment of Trade.




10 DOWNING STREET

PRIME MINISTER

You asked to see

John Nott's proposed reply to
"_-___-

the Low Pay Unjt. I attach
it Elapg A\{the Unit's
letter to Eg}/and report,

and Flag B¥is a note from the

Department.

Content for Mr. Nott to

write as proposed?

4., - wWJ/]’M

12 September 1980
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have been found. This 1s an unrealis

DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWI1H OET Telephone 01- 215 7877

Fromthe Secretary of State

Nick Sanders ?ﬁq

Private Secretary

10 Downiz utreet

Iondon, SWA }zl eptember 1980

Qaas /Lcﬁ

In your letter of 2& August, you said that the Prime Minister had
agreed that my Secfetary of State should reply on her behalf to the
letter from Mr Chris Pond of the Iow Pay Unit, about the Unit's
recent pwblication "Trouble Iooming", but added that the Prime
Minister would like to see the reply in draft before it was sent.

I attach a copy of the draft reply which the Secretary of State
approved. 7You will note that it also replies to a letter which
Pond sent direct to this Department, highlighting the conclusions
the report in the ”tggge” area. The Tvplf includes ContrLJdthhn
the Departments of Industry and Employment dealing with financial
3sistance and Government policy towards low pay.

The Report contains a great deal of statistical detail about the
effect of Government policy on the wool textile industry over the
last ten years, and the effect that this has nad on pay levels. The
Deparfment of Industry advise that little of the data is new. The
central conclusion is that, despite umt_T_uover“““n* assistance to
the 1ndustry under the two Wool Textile Schemes of around a;Om, and

the hope expressed when the schemes were introduced that this investment

would lead to better productivity, greater profitability and hence

better pay levels, pay in the industry remains well below the average
for manufacturing industry.

The recommendations, summarised on pages 3-5 0? the report, are in
+T 4 add ey T s ey -
three sections, addres to Govorn;th, managements and. T“ﬁo» unions.

The DPLIL ipal recommendations to Government are for the tening

of imporif _controls and the introduction of a third wool TTTTETTP= scheme.
- A -‘h—-—--\ 5 ¢ & -

Both these points are covered in the draft reply.

_——-—_"

In connection with its call for more import controls, the report calls
for the Government to set up an investigation into barriers to fair

trade, and not to remove import controls until satisfactory solutions
tic proposal: most of the unfair

®
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Fromthe Secretary of State
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From the Secretaryof State

£

to turn now To the question of low pay and direct
Governmen Jistance to the industry. The Government's view is
that in ,Dﬂvfﬂ', pay levels should be determined by free and
responsible collective bargaining between the parties concerned,

and that the Government should refrain from trying to influence

the level of wages in industry. This applies to the wool textile
industry as any other. Any attempt to raise pay or obtain a
commitment to minimum pay levels reg ardlucs of what the industry
could afford to pay would be bound to affect the profitability and
hence the viability of the industry. he difficult Jjudgement how
best to allocate operating margins between profits (and hence
investment) and pay levels can best be taken by the industry itself
in the context of free collective bargaining. The main task of the
Government must be to seek to establish the conditions in which
industry in general can expand and create more Jjob opportunities.

If we are to do this our highest priority must be to bring inflation
under control. Until this is done the conditions in which the
industry can flourish cannot be established.

You refer in your Report to the u;,isttnce already given to the wool
textile luduuury under the two schemes introduced under the Industry
Act 1972, and you propose a furthe heme of assistance. A great
deal of modernisation took place de the earlier schemes, and there
is considerable doubt whether a t d scheme of assistance is wanted
by the industry itself. The Wool Textile FﬂonOMic Development Committee
which is representative of the industry has | . glving a good deal
of attention to its problems but there has been no indication from
them (as there was in respect of the two earlier schemes) that a
further scheme is wanted. There may indeed be some individual cases
of re-equipment and modernisation where financial assistance would
help to stimulate the necessary investment; this is still available
1f needed, on a selective basis, under oGuthH 7 of the Industry Act

in Assisted Areas and under Section 8 of the Act throughout the

United Kingdom. Projects proposed for assistance are of course subject
to very careful scrutiny for viability, as were the projects in the
wool textile schemes, and under the new criteria announced in July
ﬂ970 assistance is only given to products which strengthen the

regional and national economy and would not otherwise go ahead.

The decision to discontinue the payment of Regional Development

Grants in Intermediate Areas, such as West Yorkshire, was taken in
order to concentrate regional aid in the areas of greatest need d.

am sure that you would agree with this. Although parts of West
Yorkshire are due to become non-assisted areas in August 1982, these
areas will remain eligible until then for Regional Selective Assistance.
As you may know Bradf ov”, an area with a great deal of wool uext;l@
manufacturing, retains its assisted area status.
I hope that you will not see this reply to your letters to the Prime
Minister and myself as negative. Although the Government's position
on your sentral issue of low pay is that it is not the role of




From the Secretaryof State




26 August 128280

On 18 Aursust T wrote to vou ahout the
Tow Pay Unit's publication "Trouble Looming'

The Prime Minister has now seen the
Init's letter, and is content that your
Secretary of State should reply on her behalf

She has however asked to see that reply in

1ft before it is sent. I hope that it will

possible for you to let us see such a draft
Friday 5 September,.

N J SANDERS

Stuart Hampson, Esq.,
Department of Trade.




Blind cc:- Press Office

18 August, 1980

I attach a copy of a letter the Prime Minister has received
from the Low Pay Unit about wages in the wool textile industry.
I gather from press reports that your Secretary of State has
received a similar letter and a copy of the report itself.

I shall not be able to consult the Prime Minister about
how she wishes this letter to be handled until she returns from
her holiday, but I should be grateful if, for the time being at
least, you could proceed on the basis that your Secretary of State
should reply on the Prime Minister's behalf., I will confirm the
Prime Minister's decision on how the letter to her should be
handled as soon as possible next week.

I am copying this letter and its enclosure (but not the report)
for information to Richard Dykes (Department of Employment) and Ian
Ellison (Department of Industry).

-E\ z M. CAVINCO®
ANy Ms sdiNLV NG

Stuart Hampson, Esq
Department of Trade
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N‘g.SANDERS

hris Pond, Esq




10 DOWNING STREET

PRIME MINISTER

This letter from the Low
Pay Unit encloses a report about

wages in the wool textile

—— : ;
industry. The report itself is

worth looking through.

The report had a fair amount
of publicity while you were
away. A similar letter has been

sent to John Nott.

Are you content for Mr.Nott
to reply on behalf of the Govern-

ment as a whole?

m ’w_ujnm‘a
4 TS I
bqh;ﬁ ‘l‘fao P‘fﬁ\ po

18 August 1980




"o Low Pay' Unit

Director: . Research Staff: Louie Burghes, Simon Crine, David Jordan, Secretary: Sarah Murison

9 Poland Street W1V 3DG 01-437 1780

Rt, Hon. Margaret Thatcher, MP
Prime Minister,

10 Downing Street,

London, S,W,1,

15th August, 1980

Dear Prime Minister,

I enclose a copy of a recent pamphlet published by the Low Pay Unit on pay and employment

in the textile industry, Thereport, Trouble Looming, documents the contribution that the
workforce have made over the years to the necessary restructuring of their industry. They have
accepted closures and redundancies at a cost of 60, 000 jobs, equivalent to a halving of the
workforce in ten years, co-operated in the introduction of £100 million new investment, and
accepted low wages. We also note that the textile workforce has had no strikes since the 1920,
Despite this responsible approach, the rewards to the workforce are minmhe industry is
almost at the bottom of the bw pay league table (three from the bottom of 77 mamufacturing
industries) and we calculate that one in six men and eight in ten women textile workers earned
less than £60 a week in 1979,

The report cdls on the govemment to undertake an urgent programme of measures to ensure

the future of the industry, including temporary controls on the further growth of textile and
clothing imports, Without such measures, the report warns, Britain may be without a textile
industry at all by the end of the decade and the sacrifices of the workforce will have been
wasted, We would argue that the textile workers are the litmus test of the Government's
assertion that workers should ‘price themselves into jobs‘ and be prepared to accept change.
They have co-operated in a massive restructuring of the industry and have accepted exceptionally
low wages, Their reward has been the continued threat of unemployment and further hardship.
If the Government wishes to retain any credibility for its stand on wages and employment it must
act now to provide the protection and rewards that are due to textile workers for their part in the
fight against inflation.

We hope, therefore, that the Government will take the measures necessary, not only to emsure

the future of the textile industry in Britain, but to provide the textile workforce with the proper
rewards due to them for their willingness to co-operate in the necessary restructuring of the industry
over the years,

Yours sincerely,

Oiwit

CHRIS POND
DIRECTOR,

Advisory Committee: Prof. A.B. Atkinson, Hon. D. Layton, Roy Moore.
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The Rt. Hon. Margaret Thatcher, MP
Prime Minister ' TL

10 Downing Street 2
16 July. 1980 117

LONDON SW1
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Since writing to you I have had further conversations with
the Manchester office of the Department of Employment
administering the TSTWC scheme and have found them very
helpful. I believe that we should be able to sort out
any problems that might arise.

Dwﬁm Munceler

Fla( A— Thank you for your letter of the 27 June.

I also believe they will confirm that in connection with
advance payments for firms with cash flow difficulties there
have been one or two cases where the advance has been
adjusted at the first payment stage in the light of the
amount claimed, but much more important for all firms is the
fact that it can be eight to twelve weeks from the first week
of short time to the receipt of the first payment.

Probably a major cause of the delay in payment is the increased

use of the scheme and the limited numbers administering it.

M—
5< l Anything you can do to speed up payments would be appreciated.
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Mr. Winterton
Mr. Smith
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10 DOWNING STREET

THE PRIME MINISTER 14 July, 1980.

Dear Mr. Straw,

A few days before our meeting on 9 June to discuss the
difficulties of the Lancashire textile industry, at which
Nicholas Winterton and Cyril Smith were also present, you were
good enough to send me a letter mentioning a number of the

points that you proposed to raise.

For my part, I found that meeting very valuable, and I
do hope that I was able to reassure you on some of these points.
However, it may be useful to you if I now give you a considered
reply on all the points you raised, for you to pass on as you
wish to your constituents and your contacts in the industry.

The first point you raised concerned imports of man-made
fibre products from the USA. As you know, we were successful
in obtaining the Commission's agreement at the beginning of this
year, and subsequently that of the Community as a whole, to the
imposition of quotas on polyester filament yarn and nylon carpet
yarn, We were disappointed that the Commission did not accept
our case for a quota on man-made fibre tufted carpets. However,
even at their relatively high levels the quotas have stopped
the alarming rate of growth of imports which was so damaging
last year, and the Commission did agree that if imports of
American carpets continue on an upward trend, and damage the
industry, safeguard action will be taken. At present they
represent about 10% of our market, compared with market shares
of 17.4% for polyester filament yarn and 20.4% for nylon carpet

/ yarn




yarn at the time quotas were imposed. We are now watching the
position very carefully., The UK carpet manufacturers who, in
the absence of a quota on carpets, are dependent on continuing
supplies of cheap yarn and who might have been severely affected
if the yarn quotas had been smaller are happy to have access to
amounts greater than they imported last year.

So far as other synthetic textile products are concerned,
we are in close touch with the trade associations, but on the
evidence presented by the industry itself we do not feel that at
present there is a case under the international rules for seeking
further quotas. But I do assure you that we are monitoring
import trends for this whole family of products very closely.

Your second point concerned our imports from the Mediterran
countries linked to the European Community by Free Trade or
Association Agreements. As you know, controls on these
countries are less formal than the restraints on suppliers covered
by the Multi-Fibre Arrangement, and take the form of voluntary
restraint arrangements. In fact, such arrangements pose
particularly difficult questions of principle. With a few
exceptions these countries are guaranteed, under the terms of
their agreements with the Community, quota-free access for almost
all industrial products. The restraint arrangements now
negotiated - several of them since this Government came to power -
with all but one of these countries constitute voluntary
derogations from these countries' rights under their agreements,

and the administrative arrangements have to reflect this.

It is true that there have been breaches in some of the
agreed levels: there were two particularly severe instances of _
this in 1979 (both involving clothing). However, taking the
arrangements as a whole, there is no doubt that imports from the
countries concerned would have been very much higher without them.

We continue to press very hard for the full observation of the

VRAs, and for new products to be covered by restraint levels

/ where




where necessary, but it has to be recognised that the Community
as a whole values highly its special relationship with these
various countries, and there can be no question of the Community
withdrawing from its formal undertakings and imposing formal
guotas. Although VRAs are occasionally not as effective as we
might wish, your description of them as easily evaded
gentlemen's agreements considerably understates both their value

and their effect.

You mentioned the particular problem of cotton yarn from
Turkey. This is in fact a special case, in that Turkey is the
only significant Mediterranean textile exporter not to have
agreed a VRA with the Community. Towards the end of 1979, the
Community at our request unilaterally invoked the safeguard
provisions of the EC/Turkey Agreement to block further imports
of cotton yarns until the end of that year. We would not rule
out similar action in the future if conditions warranted it.
But as members of the Community, we do need to win Community
consent for such action. At present it seems unlikely that
such action will be needed this year. Imports are running at
a much lower rate than last year (1,016 tonnes up to the end of
May, compared to 2,853 tonnes in the corresponding period last
year), and are consistent with respect for the annual limit
which the Community unilaterally notified Turkey in 1978 and
1979 that it could accept (2,940 tonnes). And although imports
of cotton yarn from Turkey were admittedly high last year, it
remains a fact that - because of underutilisation of quotas by
other beneficiaries - actual imports remained below the global

ceiling for this category.

Your third point concerned public purchasing policy for _

textiles. As you know, we are under a Community obligation to
advertise major public contracts for tender in the European
Community's Official Journal. However, the fact is that,

despite this requirement, the great majority of purchases of

/ textiles




textiles and clothing by central Government is from UK sources.
There are no official figures for the extent of overseas
purchasing by non-central Government organisations. Local
Authorities and Health Authorities - who are also bound by
‘Community obligations - must in the final analysis take
responsibility for their own purchasing decisions. Naturally,
we hope that they will use their relationship with UK suppliers
to improve industrial performance to the advantage of both sides,
and that wherever possible they will buy British textile
products. But we are in no position to require them to do so.
You may like to note, however, that as far as the National

Health Services are concerned, Patrick Jenkin on 14 July announced
the establishment of a Supply Council to work out policies over

the whole range of Health Service procurement.

Your fourth point concerned British retailers' purchasing
policies. I am sure that you will recognise that in deciding
where to make their purchases retailers must ultimately be guided
by their own commercial judgement, in the light of what they know
about the customer's demand for their products, the price the
customer is prepared to pay, and all the other relevant factors.
It is the responsibility of the manufacturer to produce the goods

the retailer wants.

Ministers take every opportunity to encourage closer liaison
between manufacturers and distributors. As I mentioned at our
meeting, a Panel has been established for just over a year under the
aegis of the National Economic Development Office on which
manufacturers and retailers are represented. We attach
considerable importance to this work, and the Department of Industry
is represented on the Panel. The importance of this sort of 3
contact was demonstrated recently when the Chairman of the Clothing”

Economic Development Committee hosted a dinner at which a number

of major retailers were present, and which John Nott also attended.

/ I understand




I understand that this EDC is now considering submitting to the
Departments of Trade and Industry an outline scheme aimed at
helping the clothing sector with design, marketing and promotion.
We will look closely at any proposals that are put forward.

Your fifth point concerned financial assistance to industry.
As you know, authority to approve schemes of state aid, including
those designed (in the words of Article 92.3(b) of the Treaty of
Rome) "to remedy a serious disturbance in the economy of a Member
State'", rests with the European Commission. The Commission took a
serious objection to the Temporary Employment Subsidy precisely
because so much went to textiles and clothing firms (this was not
envisaged when they originally approved the scheme) and they
considered that it was distorting the pattern of trade and
competition in the Community in maintaining output at artificially
high levels. This the Short Time Working Compensation Scheme.
does not do. I am afraid there is really no prospect that the
Commission's view would be any different now if we sought to

re-introduce arrangements similar to the TES.

Since TES was discontinued, of course, other special
employment measures have been developed and expanded, and we are
already committed to a high level of expenditure up to March 1981
when the whole programme of measures will be subject to annual
, review. But I do think it is important not to over-emphasise
the capacity of this kind of measure to deal with the problems of a
particular industry. The Government is not, and cannot be, in a
position to support the maintenance of employment in any particular
industry on more than a strictly temporary basis. In the longer
run, the remedy must lie in the Government's overall economic
policies, which are designed to bring inflation under contro}, gnq_

to create conditions in which all firms - in textiles as in other

industries - can compete profitably and create new and lasting
jobs.

/ Your




Your final point concerned the serious social consequences
of the loss of jobs, particularly in locations where other
sources of employment are limited, and for the immigrant
communities in general. I am very conscious that a large part
of the workforce in the Lancashire textile industry is composed
of Asians, and that they make a substantial contribution to the

output of the industry. All Ministers are keenly aware of the

need to avoid policies which would be detrimental to relations
between the different ethnic groups in our community as a whole.
But the fact is that the best policies from the point of view of
the minority communities are also those which are best for the

country at large.

I am copying this letter to Nicholas Winterton and
Cyril Smith.

Yours sincerely,

(SGD)

Jack Straw, Esq., M.P.
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You wrote to Catherine Capon on 2 Jﬁly, asking that we re-write

the draft reply we had prepared for Mr Jack Straw MP, taking the
content of the annex into the main reply. In the absence of the

Secretary of State on official business overseas my Minister has
approved the enclosed redraft along the lines you suggested.

I am copying this letter to Catherine Bell (Department of Industry).

e MJJ |
e JA.//QO

KEITH LONG
Private Secretary to the
Minister for Trade (CECIL PARKINSON)




DRAFT LETTER FOR THE PRIME MINISTER TO SEND TO:

J Straw Esg MP
House of Commons
London SW1A OAA

A few days before our meeting on 9 June to discuss the difficulties
of the Lancashire textile industry, at which Nicholas Winterton and
Cyril Smith were also present, you were good enough to send me a letter

mentioning a number of the points that you proposed to raise.

For my part, I found that meeting very valuable, and I do hope that
I was able to reassure you on some 'of these points. However, it may
be useful to you if I now give you a considered reply on all the points
you raised, for you to pass on as you wish to your constituents and

your contacts in the industry.

The first point you raised cgncerned imports of man-made fibre products
from the USA. As you know, we were successful in obtaining the
Commission's agreement at the beginning of this year, and subsequently
that of the Community as a whole, to the imposition of quotas on
polyester filament yarn and nylon carpet yarn. We were disappointed
that the Commission did/not accept our case for a quota on man-made
fibre tufted carpets. However, even at their relatively high levels

the quotas have stopped the alarming rate of growth of imports which
was so damaging last year, and the Commission did agree that if imports
of American carpets continue on an upward trend and damage the industry
safeguard action will be taken. At present they represent about 10% of

our market, compared with market shares of I174% for polyester filament

varn and 4% for nylon carpet yarn at the time quotas were imposed. We

are now watching the position very carefully. The UK carpet manufacturers
who, in the absence of a quota on carpets, are dependent on continuing
supplies of cheap yarn and who might have been severely affected if the
yarn quotas had been smaller are happy to have access to amounts greater

than they imported last year.




So far as other synthetic textile products are concerned, we are in
close touch with the trade associations, but on the evidence presented
by the industry itself we do not feel that at present there is a case
under the international rules for seeking further quotas. But I do
assure you that we are monitoring import trends for this whole family

of products very closely.

Your second point concerned our imports from the Mediterranean countries
linked to the European Community by Free Trade or Association Agreements.
As you know, controls on these countries are less formal than the
restraints on suppliers covered by the Multi-Fibre Arrangement, and
take the form of voluntary restraint arrangements. In fact, such arr-
angements pose particularly difficult questions of principle. With a
few exceptions these countries are guaranteed, under the terms of their
agreements with the Community, quota-free access for almost all indus-
trial products. The restraint arrangements now negotiated - several of
them since this Government came to power - with all but one of these
countries constitute voluntary derogations from these countries' rights
under their agreements, and the administrative arrangements have to re-
flect this.ffIt is true that there have been breaches in some of the
agreed levels: there were two particularly severe instances of this in
1979 (both involving clothing). However, taking the arrangements as a
whole, there is no doubt that imports from the countries concerned
would have been very much higher without them. We continue to press
very hard for the full observation of the VRAs, and for new products to
be covered by restraint levels where necessary, but it has to be rec-
ognised that the Community as a whole values highly its special rela-
tionship with these various countries and there can be no question of
the Community withdrawing from its formal undertakings and imposing

formal quotas. Although VRAs are occasionally not as effective as we

might wish, your description of them as easily-evaded gentlemen's agr-

eements considerably understates both their value and their effect.

You mentioned the particular problem of cotton yarn from Turkey. This is
in fact a special case, in that Turkey is the only significant Medi-
terranean textile exporter not to have agreed a VRA with the Community.

Towards the end of 1979, the Community at our request unilaterally in-




voked the safeguard provisions of the EC/Turkey Agreement to block
further imports of cotton yarn until the end of that year. We would not
rule out similar action in the future if conditions warranted it. But
as members of the Community, we do need to win Community consent for
such action. At present it seems unlikely that such action will be
needed this year. Imports are running at a much lower rate than last
year (1,016 tonnes up to the end of May, compared to 2,853 tonnes in the
corresponding period last year), and are consistent with respect for
the annual limit which the Community unilaterally notified Turkey in
1978 and 1979 that it could accept (2,940 tonnes). And although imports
of cotton yarn from Turkey were admittedly high last year, it remains

a fact that - because of underutilisation of quotas by other benefic-

iaries - actual imports remained below the global ceiling for this cate-

gory.

Your third point concerned public purchasing policy for textiles. As
you know, we are under a Community obligation to advertise major pub-
lic contracts for tender in the European Community's Official Journal.
However, the fact is that, despite this requirement, the great majo-
rity of purchases of textiles and clothing by central Government is
from UK sources. There are no official figures for the extent of over-
seas purchasing by non-central Government organisations.Local Author-
ities and Health Authorities - who are also bound by Community oblig-
ations - must in the final analysis take responsibility for their own
purchasing decisions. Naturally, we hope that they will use their rel-
ationship with UK suppliers to improve industrial performance to the
advantage of both sides and that wherever possible they will buy British
textile products. But we are in no position to require them to do so.
You may like to note, however, that as far as the National Health Ser-
vices are concerned, Patrick Jenkin on 14 July announced the establish-
ment of a Supply Council to work out policies over the whole range of

Health Service procurement.

Your fourth point concerned British retailers' purchasing policies. I

am sure that you will recognise that in deciding where to make their
purchases retailers must ultimately be guided by their own commercial
judgment, in the light of what they know about the customer's demand

for their products, the price the customer is prepared to pay, and all




the other relevant factors. It is the responsibility of the manufacturer

to produce the goods the retailer wants.

Ministers take every opportunity to encourage closer liaison between
manufacturers and distributors. As I mentioned at our meeting, a Panel
has been established for just over a year under the aegis of the
National Economic Development Office on which manufacturers and retailers
are represented. We attach considerable importance to this work and the
Department of Industry is represented on the Panel. The importance of
this sort of contact was demonstrated recently when the Chairman of the
Clothing Economic Development Committee hosted a dinner at which a
number of major retailers were present, and which John Nott also att-
ended. I understand that this EDC is now considering submitting to the
Departments of Trade and Industry an outline scheme aimed at helping
the clothing sector with design, marketing and promotion. We will look

closely at any proposals that are put forward.

Your fifth point concerned financial assistance to industry. As you know,
authority to approve schemes of state aid, including those designed (in
the words of Article 92.3(b) of the Treaty of Rome) "to remedy a

serious disturbance in the economy of a Member State", rests with the
European Commission. The Commission took a serious objection to the
Temporary Employment Subsidy precisely because so much went to textiles
and clothing firms (this was not envisaged when they originally app-
roved the scheme) and they considered that it was distorting the pattern
of trade and competition in the Community in maintaining output at
artificially high levels. This the Short Time Working Compensation
Scheme does not do. I am afraid there is really no prospect that the
Commission's view would be any different now if we sought to re-intro-

duce arrangements similar to the TES.

Since TES was discontinued, of course, other special employment measures

have been developed and expanded and we are already committed to a high

level of expenditure up to March 1981 when the whole programme of
measures will be subject to annual review. But I do think it is
important not to over-emphasise the capacity of this kind of measure

to deal with the problems of a particular industry. The Government is




not, and cannot be, in a position to support the maintenance of
employment in any particular industry on more than a strictly temp-
orary basis. In the longer run, the remedy must lie in the Government's
overall economic policies, which are designed to bring inflation under
control and to create conditions in which all firms - in textiles as

in other industries - can compete profitably and create new and lasting

jobs.

Your final point concerned the serious social consequences of the loss
of jobs, particularly in locations where other sources of employment
are limited, and for the immigrant communities in general. I am very
conscious that a large part of the workforce in the Lancashire textile
industry is composed of Asians and that they make a substantial cont-
ribution to the output of the industry. All Ministers are keenly aware
of the need to avoid policies which would be detrimental to relations
between the different ethnic groups in our community as a whole. But
the fact is that the best policies from the point of view of the
minority communities are also those which are best for the country at

large.

I am copying this letter to Nicholas Winterton and Cyril Smith.
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Thank you for your letter of 12 June, following our meeting

on the previous Monday.

As requested, I enclose a copy of the reply which Keith Joseph
sent to the Manchester Chamber of Commerce and Industry on 16 June.

As I made clea;_at the meeting, wéﬁfully appreciate the
difficulties facing the textiles and clothing industry, and we are
determined to do all we can to help within the framework of our
international obligations and our broad economic objectives.

I know the industry is particularly cohcerned about imports
from low cost sources. We shall continue to insist on the most
effective and rigorous implementation of the European Community's
procedures under the Multi Fibre Arrangement (MFA) and associated
arrangements. As you know, we already have over 400 quotas and other
réstraints on these imports, and over 40 countries are covered.
Wherever possible we shall increase our efforts to ensure that the
arrangements are properly complied with; and where there is Scope
for new quotas we shall do all we can to ensure that they are
introduced. Moreover, we are determined that the arrangement : to
follow the present MFA when it comes up for re—negofiation at the
end of next year should allow effective and tough restraints to con-
tinue beyond 1981.

As far as domestic policies are concerned the best prospect for
textiles and clothing, as for indusiry generally, is that inflation
should be brought under control and the right basis created for an
efficient and competitive economy. The battle against inflation must

{Myf:,; T / remain our kggjs;




remain our top priority. This means that we cannot reflate the
onomy artificially, for the main effect would be more inflation.
6 have made a start in the last few days in reducing interest
rates, but our actions in this field will remain conditioned by
the need to control monetary growth. And special measures of
relief for textiles, even if feasible, would inevitably mean an
increase in taxation elsewhere or in public borrowing, which would
make the task of bringing public expenditure and inflation under

control more difficult.

At the meeting on 9 June you also suggested that energy industries
should charge lower prices to the textiles industry, or if that is
not possible, fhat the Petroleum Revenue Tax should be increased and
the proceeds allocated to industry. As far as oil is concerned we
operate in an international market, and all COmmunity Member States
have recognised the importance of oil prices which reflect world
market levels. We do not think it would be wise to depart from this
principle. As for electricity and gas prices, it would be inequitable
to single out the textiles industry for favourable treatment, while
lower chéfges for industry generally would mean higher charges for
domestic consumers. Nor is there scope for increasing Petroleum
Revenue Tax and allocating the proceeds to industry: this would
obviously have an effect on the level of exploration activity in the
North Sea and we are satisfied that the tax is set at the right level

at present.

You also raised the question of public purchasing of textile
products. We are under a European Community obligation to advertise
certain contracts for tender, but well over 90 per cent of central
Government purchases of textiles and clothing are made from UK
sources. We shall continue to watch developments on this front
carefully and would certainly like to see public procurement
generally used as effectively as possible to improve industrial

performance to the advantage of both sides.
In conclusion, I must emphasise that we do not under-estimate

the importance of the textiles and clothing industry in any way.

I am impressed by the industry's record in improving efficiency

/ and productivity,




and productivity, and its good labour relations and export
. erformance. I can only repeat that we shall continue to do all
‘a can to help the industry within the constraints I have mentioned.

-

Nicholas Winterton, Esq., M.P.




10 DOWNING STREET

From the Private Secretary 2 July 1980

Thank you for your letter of 30 June, enclosing a draft
reply for the Prime Minister to send to.Jack Straw, MP, about
the textile industry. As I told you on the telephone, I
think it would be preferable for the Prime Minister to send
to Mr. Straw a full reply which she could sign herself,
rather than a covering letter enclosing what is clearly
a document prepared by officials.

Although I know it will cause a good deal of work to
those involved, I should be therefore be grateful if the
draft that you sent to us could be re-cast in this form,
and if the language in which it is phrased could be made
less 'official' and more personal. I should be very happy
to have a word with those involved in the redrafting if that

would help.

May we please have something from you by Thursday,
10 July?

: I am copying this letter to Catherine Bell (Department
~of Industry).

Mrs. Catherine Capon,
Department of Trade.
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Please refer to your letter of 12 June to Stuart Hampson enclosing
a letter that Mr Jack Straw MP had sent to the Prime Minister prior
to her meeting on textiles.

I enclose a draft reply for the Prime Minister to send to Mr Straw
to which a general response to the points he raised is attached.
This has been prepared in conjunction with the Department of Industry.
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CATHERINE CAPON
Private Secretary




DRAFT LETTER FOR TH RIME MINISTE] SEND TO:

J Straw Esq MP
House of Commons
Iondon, SW1A OAA

A few days before our meeting on 9 June to discuss the difficulties
of the lancashire Textile Industry, at which Nicholas Winterton and

Cyril Smith were also present, you were good enough to send me a

letter mentioning a number of the points that you proposed to raise.

For my part, I found that meeting very valuable, and I do hope that
I was able to reassure you on some of these points to your
satisfaction. However, it may be useful to you if I now give you
the Government's considered reply on all the points you raised, for
you to pass on as you wish to your constituents and your contacts

in the industry.

I am copying this letter to Nicholas Winterton and Cyril Smith.




RESPONSE TO POINTS RAISED BY MR JACK STRAW MP AT THE MEETING WITH THE PRIME
MINISTER ON § JUNE 1980 TO DISCUSS THE LANCASHIRE TEXTILE INDUSTRY

Imports of Man-Made Fibres from the USA

The Government was disappointed that the Commission did not accept the UK's case
for a quota on man-made fibre tufted carpets and fixed the quotas on polyester
filament yarn and nylon carpet yarn at relatively high levels. However, the fact
that quotas exist is expected to have a stabilising effect on the market. The
Commission have agreed that if imports of American carpets continue on an upward

trend and damage the industry safeguard action will be taken.

The Government is watching the position carefully at present. The problems of
those UK carpet manufacturers using US yarn will of course have been alleviated

by the level of the quotas which will give them access to amounts greater than

they imported last year. On the evidence by industry the Government.

does not consider that there is at present a case under the ‘nternational ‘ules

for seeking quotas on other synthetic textile products. The Department of Indws try

is keeping in close touch with the industry on this issue.

Imports from the Mediterranean Associate Countries of the European Community

Controls on the EC's Mediterranean Associates are less formal than the restraints on
other low-cost suppliers unde the Multi-Fibre Arrangement. This is because the
preferential trading status which the Mediterranean Countries enjoy as EC Associates
guarantees them unrestricted access to Community Markets for their manufactures.
Under the Voluntary Restraint Arrangements (VRAs) which the Community has succeeded
in negotiating with all the major Mediterranean suppliers except Turkey, these
countries have agreed to forego this right in the case of textiles and clothingand
restrain their exports. Although the agreed levels have been breached on a limited
number of occasions, the Government considers the arrangements to be the best that
can be achieved. There is no doubt that without these arrangements, imports from

the countries concerned would have been very much higher.




The preferential agreements with the Mediterranean countries do provide for the
imposition of quotas in cases of exceptional disruption. This safeguard provision
was invoked to block further imports of cotton yarn from Turkey in late 1979 for
the remaining weeks of that year. The Government would not rule out similar action
in the future if conditions warranted it. But the need for Community consent for
safeguard action limits the UK's powers to act independently. So far this year

img?Ets of Turkish cotton yarn are running at a much lower rate than last year
|

: 53
(W% tonnes up to Che end of May, instead of %&g tonnes in the corresponding period

of 1979) and are consistent with respect for the annual limit which the Community
unilaterally notified Turkey in 1978 and 1979 that it could accept (2940 tonnes).

Public Purchasing of Textiles

The UK is under a Community obligation to advertise certain public contracts for
tender. But within these limits, the great majority of purchases of textiles and
clothing by central Government is from UK sources. Local Authorities and Health
Authorities - who also have to have regaré¢ to Community obligations - are responsible
for their own purchasing decisions. The Government hopes that they will use their
relationship with UK suppliers to improve industrial performance to the advantage of
both sides and that wherever possible they will buy British textile products, but

the Government is in no position to require them to do so. As far as the National
Health Service is concerned, the Secretary of State has now announced the establishment
of a Supply Council to work out policies over the whole range of Health Service

procurement.

The Government is prepared to pursue any case where it can be demonstrated that a
British company has suffered because other Member States have failed to observe

Community obligations.

British Retailers' Purchasing Policy

In deciding where to make their purchases, retailers must ultimately be guided by
their own commercial judgment, in the light of what they know about the customer's
demand for their products, the price the customer is prepared to pay, and all other
relevant factors. It is the responsibility of the manufacturer to produce the goods

the retailer wants.




However the Government recognises the importance of closer relationships between
retailer and manufacturer in the search for import substitution opportunities.

A Panel has been established for just over a year under the aegis of the National
Economic Development Office on which manufacturers and retailers are represented.
The Government attaches considerable importance to this work and the Department of
Industry is represented on the Panel. Although there have already been one or two
instances of import subsistution arising from the work of the Panel, this is seen
essentially as a long-term exercise. However there is an increasing awareness on
the part of UK indwstry of the importance of this kind of contact. For example the
Chairman of the Clothing Economic Development Committee recently hosted a dinner
at which a number of major retailers were present, and this was also attended by
the Secretary of State for Trade. The Clothing EDC is also understood to be
considering submitting to the Departments of Trade and Industry an outline scheme
aimed at helping the clothing sector with design, marketing and promotion. The

Government will of course look closely at any proposals that are put forward.

The suggestion that there might be a Queen's Award for Retailers, although attractive
at first sight, is difficult to reconcile with the fact that the ordinary consumer's
choice is above all guided by value for money. In the end the ability to satisfy
this requirement is what will mark outnot only the successful producer but also the

successful retailer.

Aid to Industry

Authority to approve schemes of state aid designed to remedy a serious disturbance
in the economy of a Member State rests with the European Commission. The Commission
took a serious objection to the Temporary Employment Subsidy, precisely because so

much went to textiles and clothing firms (this was not envisaged when they

originally approved the scheme) and they considered that it was distorting the

pattern of trade and competition in the Community in maintaining output at artificially
high levels. This the Short Term Working Compensation Scheme does not do. There is
no prospect: that the Commission's view would be any different now if we sought to

re-introduce similar arrangements.




Since TES was discontinued, other special employment measures have been developed

and expanded and the Government is already committed to a high level of expenditure

up to March 1981 when the whole programme of measures will be subject to annud

review. However, in the longer term the Government's general economic policies are
intended to bring inflation under control and to create conditions in which all
firms - in textiles as in other industries - can compete profitably and create new

and real jobs.

Social Consequenses

The Government is very conscious that a large part of the workforce in the Lancashire
textile industry is composed of Asians and that they make a substantial contribution
to the output of the industry. Ministers are keenly aware of the continuing need to

promote harmony between the different ethnic groups in the community.
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