CONFIDENTIAL

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.
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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.
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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.
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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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From the Private Secretary
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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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Stuart Hampson, Esq.,

f

Department of Trade




- . -~ 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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