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ABSTRACT

Following receipt of a request from the United States Trade Representative (USTR) on January 22, 2001,
the U.S. International Trade Commission (Commission) instituted investigation No. 332-427, U.S.
Market Conditions for Certain Wool Articles, under section 332(g) of the Tariff Act of 1930 (19 U.S.C.
1332(g)) on February 12, 2001. As requested by the USTR, the Commission is providing information on
U.S. market conditions for men’s (and boys’) worsted wool tailored clothing, worsted wool fabrics used
in such clothing, and inputs used in such fabrics. This second and final annual report under this
investigation provides the requested data for 2001 and the first quarter of 2002.

The results are as follows:

Apparent U.S. consumption of men’s wool tailored clothing generally declined during the period covered
by the report, reflecting the popularity of casual dress in the workplace and weak and uncertain economic
conditions, especially since the terrorist attacks of September 11, 2001. U.S. production and imports of
wool tailored clothing fell during the period. Nevertheless, imports still supplied most of the U.S. market
for such clothing.

A number of U.S. tailored clothing manufacturers reported they are experiencing financial difficulty,
mainly because of declining sales, pressure from retailers to reduce prices, and import competition. The
manufacturers also attributed the decline in their domestic production to insufficient quantities and
varieties of cost-competitive fabrics available in the United States relative to Canada and Mexico, major
suppliers of tailored clothing that benefit from preferential market access under the North American Free
Trade Agreement (NAFTA). The manufacturers stated that high U.S. import tariffs on worsted wool
fabrics have put them at a competitive disadvantage vis-a-vis their counterparts in Canada and Mexico.

The Commission estimated that the U.S. market for worsted wool fabrics cut and sewn into men’s tailored
clothing domestically fell from 19 million square meters in 2000 to 13-14 million square meters in 2001.
Based on the available data, the market could fall to 10-12 million square meters in 2002. The decline in
2001 was mostly in coarse-micron fabrics; demand for fine-micron fabrics remained fairly stable. Of the
total market in 2001, domestic fabrics accounted for an estimated 2 million square meters; imported
fabrics made up the residual (11-12 million square meters).

U.S. production capacity for worsted wool fabrics is expected to decline substantially to about 19 million
square meters by the end of 2002, although this figure may overstate the actual level of capacity available
for the tailored clothing manufacturers. A significant increase in purchases of domestic fabrics for the
manufacture of men’s tailored clothing in the United States, however, is unlikely. U.S. clothing
manufacturers seek access to fabrics from many different mills worldwide so as to minimize their
dependence on any one supplier, thereby spreading financial risk. Moreover, because no one mill in the
United States or abroad can design or make the range of fabrics necessary to ensure product
differentiation, U.S. clothing manufacturers likely will continue to obtain a diversity of fabrics from
multiple sources of supply.
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EXECUTIVE SUMMARY

Following receipt of a request from the United States Trade Representative (USTR) on
January 22, 2001, the U.S. International Trade Commission (Commission) instituted investigation
No. 332-427, U.S. Market Conditions for Certain Wool Articles, under section 332(g) of the Tariff
Act of 1930 (19 U.S.C. 1332(g)) on February 12, 2001. As requested by the USTR, the Commission
is providing information on U.S. market conditions for men’s (and boys”) worsted wool tailored
clothing, worsted wool fabrics and yarn used in such clothing, and wool fibers used in such fabrics
and yarn. Title V of the Trade and Development Act of 2000 (the Act)' temporarily reduced tariffs
and established tariff-rate quotas (TRQs) on U.S. imports of worsted wool fabrics for use in the
manufacture of men’s tailored clothing.” This second and final annual report under this investigation
provides the requested data for 2001 and the first quarter of 2002.

Principal Findings

U.S. Market Conditions for Men’s Tailored Clothing

e The U.S. market for men’s wool tailored clothing generally declined during the period covered
by the report, reflecting the popularity of casual dress in the workplace and the weak and
uncertain economic conditions, especially since the terrorist attacks of September 11, 2001.
Domestic production and imports of such tailored clothing fell during the period. However,
imports still supplied most of the U.S. market for such clothing.

*  Seven of the 17 clothing manufacturers providing information on their financial health reported
financial solvency or sales growth, while the other 10 firms reported experiencing financial
difficulty, mainly because of declining sales, pressure from retailers to reduce prices, and import
competition. Six of these 10 firms permanently closed portions of their production operations,
while the other 4 firms reduced the number of employees and work hours.

*  The clothing manufacturers also attributed the decline in their domestic production to
insufficient quantities and varieties of cost-competitive fabrics available in the United States
relative to Canada and Mexico, major suppliers of tailored clothing that benefit from preferential
market access under the North American Free Trade Agreement (NAFTA). In addition, the
clothing manufacturers stated that high U.S. import tariffs on worsted wool fabrics have put

' On August 6, 2002, the President signed the Trade Act of 2002, which amends Title V. See chapter 1 of
this report for more information on the changes.

% In general, under a TRQ, the United States applies a lower tariff rate to imports of an article up to a
particular amount, known as the in-quota quantity, and another higher rate to imports in excess of the given
amount. Title V of the Act established two TRQs for worsted wool fabrics, which went into effect for 3 years
beginning on January 1, 2001. For 2002, the first TRQ permits 2.5 million square meters of “coarse-micron”
fabrics to enter at 18.4 percent ad valorem, and the other TRQ permits 1.5 million square meters of “fine-
micron” fabrics to enter at 6 percent ad valorem. Imports in excess of these quantities are subject to the normal
trade relations duty rate of 27.2 percent ad valorem. The Trade Act of 2002 amended Title V by extending the
TRQs through 2005, increasing the TRQ levels, and eliminating the 6 percent ad valorem duty rate on fine-
micron fabrics.

X



them at a competitive disadvantage vis-a-vis their counterparts in Canada and Mexico. The
manufacturers stated that a “tariff inversion” on certain worsted wool articles, in which imports
of the fabrics have been subject to higher duty rates than imports of apparel made from such
fabrics, serves as an incentive to import finished garments and that sales of tailored clothing
often are lost to imports of comparable goods.

Questionnaire data from U.S. tailored clothing manufacturers indicated that U.S. production of
men’s worsted wool suits continued to decline in 2001, falling by 25 percent from the 2000 level
(see table below). During the first quarter of 2002, production of such suits fell by 20 percent
from the year-ago level. U.S. production of men’s worsted wool sport coats decreased by 38
percent in 2001, following an increase of 15 percent in 2000; it declined by 43 percent in the
first quarter of 2002. Men’s worsted wool trousers were the only clothing segment to grow in
2001 (by 7 percent); however, production of such trousers fell by 34 percent in the first quarter
of 2002.

Men’s and boys’ worsted wool suits, sport coats, and trousers: U.S. manufacturers’

prod

uction, by micron count, 1999-2001, January-March 2001, and January-March 2002

(1,000 units)

January-March--

Item 1999 2000 2001 2001 2002
Suits . ... 1,523 1,359 1,022 307 246
18.5micronsorless .................... o xE b e ol
Greater than 18.5 microns ............... b e o e el
Sportcoats ............................. 1,029 1,181 731 241 138
18.5micronsorless .................... o xE b xE ol
Greaterthan 18.5microns . .. ............. b o ek o el
TroUSers . ...ttt 1,169 1,174 1,255 391 260
18.5micronsorless .................... o xE b el ol
Greaterthan 18.5microns . .. ............. b o ek e el

Note.--Data for 1999 and 2000 are not available from a firm accounting for 2, 5, and 1 percent of suit, sport coat,
and trouser production, respectively, in 2001. The firm said its suit and trouser output fell significantly in 2001

and J

anuary-March 2002. As such, the decline in total production from 1999 to 2001 is somewhat understated.

Source: Compiled from data submitted by U.S. tailored clothing manufacturers in response to Commission

quest

ionnaires.

U.S. Worsted Wool Fabric Industry

The Commission estimated that the U.S. market for worsted wool fabrics cut and sewn into
men’s tailored clothing in the United States (the “subject fabrics”) declined from 19 million
square meters in 2000 to 13-14 million square meters in 2001 (see table below). Based on the
available data, it is believed that the market could decline to as low as 10-12 million square
meters in 2002. The decline in demand for the subject fabrics during the period covered by the
report reflected a decrease in domestic production of men’s tailored clothing, continued
competition from imports of both the fabrics and tailored clothing, and sluggish and uncertain
economic conditions.



*  Itis estimated that U.S. production of the subject fabrics totaled 2 million square meters in 2001.
Imports are assumed to represent the residual of 11-12 million square meters (the difference
between the market estimate of 13-14 million square meters and the domestic production
estimate of 2 million square meters).

Worsted wool fabrics for men’s and boys’ tailored clothing (the “subject fabrics”): Estimated
size of U.S. market, domestic production, and imports, 2001

(Million square meters)
Fine-micron Coarse-micron

Item fabric fabric Total
Market . ... o el 13.0-14.0
Production' . ... ... .. .. .. ok bl 2.0
IMPOMS? . . . i el 11.0-12.0

' Estimated production based on domestic production of worsted wool fabrics for men’s tailored clothing, minus
direct exports of/from GU.S. fabric producers and minus estimated shipments of fabrics for tailored clothing
assembled under offshore production-sharing arrangements.

2 Estimated imports represent the residual amount, or the difference between the estimate for the total market
and the estimate for domestic production.

Source: Data on the U.S. market, production, and imports are estimated by the Commission on the basis of
questionnaire responses, staff telephone interviews with industry representatives, and U.S. Customs Service
data.

*  U.S. demand for worsted wool fabrics for men’s tailored clothing, whether the fabrics were cut
and sewn in the United States or processed under offshore production-sharing arrangements,
continued to decline in 2001 and the first quarter of 2002. The Commission estimated that
apparent U.S. consumption of such fabrics in 2001 fell by *** percent from the 2000 level to
16.7 million square meters. It is estimated that apparent U.S. consumption of such fabrics also
decreased during the first quarter of 2002 by 21 percent from the corresponding period in 2001.
The decline in demand for worsted wool fabrics continued to be concentrated in coarse-micron
fabrics (those having an average fiber diameter greater than 18.5 microns). Demand for fine-
micron fabrics (those having an average fiber diameter of 18.5 microns or less) declined at a
slower pace in 2001, and then increased in the first quarter of 2002.

*  U.S. production capacity for worsted wool fabrics for all end uses is expected to decline
substantially during 2002 as a result of restructuring actions by Burlington Industries, which,
along with certain of its domestic subsidiaries, filed voluntary petitions for reorganization under
Chapter 11 of the U.S. Bankruptcy Code on November 15, 2001. *** As such, total U.S.
production capacity is expected to decline from *** million square meters in 2001 to about 19
million square meters by the end of 2002. Notwithstanding Burlington’s planned reduction in
production capacity, U.S. producers of worsted wool fabrics together still have considerable
unused capacity.
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Fabric Prices

Average prices of domestic fine-micron fabrics generally were higher than those for similar
imported fabrics during the period covered by the report. For coarse-micron fabrics, domestic
fabrics typically had lower average prices than similar imported fabrics.

Data from clothing manufacturers show that prices for domestic and imported fabrics fell on a
quarterly basis from the first half of 2001 to the first quarter of 2002, although prices of
imported fancy fine-micron fabrics rose slightly. Data from U.S. mills and importers show that
prices of domestic and imported fine-micron fabrics rose from the first quarter of 2001 to the
first quarter of 2002, while prices of domestic and imported coarse-micron fabrics fell during the
period.

Ability of U.S. Fabric Producers To Meet Needs of
U.S. Tailored Clothing Manufacturers

U.S. production capacity for worsted wool fabrics used in men’s tailored clothing is expected to
reach a low of about 19 million square meters by the end of 2002, although this figure may
overstate the actual level of capacity that may be available for tailored clothing manufacturers.
A significant increase in purchases of domestic fabrics for the manufacture of men’s tailored
clothing in the United States, however, is unlikely. U.S. clothing manufacturers seek access to
fabrics from many different mills worldwide so as to minimize their dependence on any one
supplier, thereby spreading financial risk. Moreover, because no one mill in the United States or
abroad can design or make the range of fabrics necessary to ensure product differentiation, U.S.
clothing manufacturers likely will continue to obtain a diversity of fabrics from multiple sources
of supply.

The clothing manufacturers state that fabric quality and consistency, the variety of fabric styles
available, fabric price and minimum order requirements, delivery, and reliability and flexibility
of supply are all important factors affecting their sourcing decisions and ability to compete in the
domestic market. The manufacturers contend that they need to be able to purchase small
quantities of quality fabrics in a wide range of styles at competitive prices, because product
quality, fashion, and differentiation are critical selling determinants in the mid-to-upper price
segments of the U.S. retail market in which they sell their goods.

For coarse-micron fabrics, U.S. mills are reported to have difficulty in meeting the needs of
many tailored clothing manufacturers, in terms of the number and variety of fabric styles, fabric
quality and consistency, and minimum order sizes. They appear to be able to meet the needs of
the commercial uniform manufacturers, a segment of the market that requires relatively large lot
sizes of generally solid-color, coarse-micron fabrics that are produced to exact specifications.

For fine-micron fabrics, ***. However, even for these fabrics, clothing manufacturers indicated
that Italian fabrics, in particular, were superior on average to domestic fabrics in terms of many
market factors, including the number and variety of styles available, flexible lot sizes and lead
times, and fabric quality.
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Lost Sales and Revenues

Of the four U.S. fabric producers reporting allegations of lost sales or revenues due to imports
benefiting from the temporary duty reductions under the TRQs for worsted wool fabrics, ***,

Of the four U.S. tailored clothing manufacturers reporting allegations of lost sales and revenues
resulting from their inability to purchase adequate supplies of worsted wool fabrics on a cost-
competitive basis, ***,

U.S. Market Conditions for Wool Fibers and Yarns

The available data indicate that U.S. demand for worsted wool yarns used in fabric for men’s
tailored clothing declined in 2001 and in the first quarter of 2002. Consumption of such yarns
by U.S. mills that make the worsted wool fabrics totaled *** kilograms in 2001. U.S. fabric
mills’ production and purchases of the subject yarns declined by *** percent and *** percent,
respectively, during the first quarter of 2002, from the corresponding level in 2001.

U.S. mill consumption of raw wool in 2001 declined by 14 percent from the 2000 level to 30.1
million kilograms, the lowest on record. U.S. wool production fell for the 12" straight year in
2001, to 10.3 million kilograms (clean content), down by 7 percent from 2000. The decline in
mill consumption reflected reduced wool usage by domestic mills making inputs for apparel,
which accounted for 80 percent of raw wool mill consumption in 2001.
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CHAPTER 1
INTRODUCTION

Purpose and Scope

Following receipt of a request from the United States Trade Representative (USTR) on
January 22, 2001, the U.S. International Trade Commission (Commission) instituted investigation
No. 332-427, U.S. Market Conditions for Certain Wool Articles, under section 332(g) of the Tariff
Act of 1930 (19 U.S.C. 1332(g)) on February 12, 2001." As requested by the USTR, the Commission
is providing information on U.S. market conditions, including domestic demand, supply, and
production for men’s (and boys’) worsted wool suits, suit-type jackets, and trousers; worsted wool
fabrics and yarn used in the manufacture of such clothing; and wool fibers used in the manufacture of
such fabrics and yarn. Also as requested by the USTR, the Commission is providing, to the extent
possible, data on:

(1) increases or decreases in sales and production of the subject domestically-produced worsted
wool fabrics;

(2) increases or decreases in domestic production and consumption of the subject apparel items;

(3) the ability of domestic producers of the subject worsted wool fabrics to meet the needs of
domestic manufacturers of the subject apparel items in terms of quantity and ability to meet
market demands for the apparel items;

(4) sales of the subject worsted wool fabrics lost by domestic manufacturers to imports
benefiting from the temporary duty reductions on certain worsted wool fabrics under the
tariff-rate quotas (TRQs) described in headings 9902.51.11 and 9902.51.12 of the
Harmonized Tariff Schedule of the United States (HTS);

(5) loss of sales by domestic manufacturers of the subject apparel articles related to the inability
to purchase adequate supplies of the subject worsted wool fabrics on a cost-competitive
basis; and

(6) the price per square meter of imported and domestically produced worsted wool fabrics.

As requested by the USTR, the Commission submitted an interim report to the USTR in May
2001 and the first of two annual reports in September 2001.> This second and final annual report
under this investigation provides the requested data for 2001 and the first quarter of 2002, except as
noted. The USTR requested the second annual report by September 16, 2002.

" A copy of the USTR request letter is in appendix A of this report, and a copy of the
Commission’s notice of institution, which was published in the Federal Register (66 F.R.
11315) on February 23, 2001, is in appendix B.

> U.S. International Trade Commission, Certain Wool Articles: Interim Report on
U.S. Market Conditions (investigation No. 332-427), USITC publication 3422, May 2001,
and Certain Wool Articles: First Annual Report on U.S. Market Conditions (investigation
No. 332-427), USITC publication 3454, Sept. 2001.
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Legislative Background

Title V of the Trade and Development Act of 2000, enacted on May 18, 2000, and
implemented by Presidential Proclamation No. 7383 of December 1, 2000,’ temporarily reduced
tariffs on imports of worsted wool fabrics containing 85 percent or more by weight of wool and
certified by the importer as suitable for use in men’s suits, suit-type jackets (sport coats), and trousers.
Title V created two TRQs for the purpose of granting the duty reductions on the subject fabrics for 3
years beginning on January 1, 2001.* HTS heading 9902.51.11 permits 2.5 million square meter
equivalents (SMEs) of worsted wool fabrics having an average fiber diameter greater than 18.5
microns (coarse-micron fabrics) to enter each year at the same duty rate as that for men’s wool sport
coats.” HTS heading 9902.51.12 permits 1.5 million SMEs of worsted wool fabrics
having an average fiber diameter of 18.5 microns or less (fine-micron fabrics) to enter each year at
6 percent ad valorem, the same rate applied by Canada on the finer worsted wool fabrics. Imports in
excess of the TRQ in-quota quantities are subject to the normal trade relations (NTR) duty rates (table
1-1).

Table 1-1

U.S. TRQ in-quota, over-quota (NTR), and NAFTA rates of duty on worsted wool fabrics and NTR

and NAFTA rates of duty on men’s and boys’ worsted wool sport coats, 2002

In-quota NTR NAFTA

Item ad valorem rate ad valorem rate rate’
Worsted wool fabrics having an average fiber diameter—

18.5micronsorless ........ ..., 26% 27.2% Free

Greaterthan 185 microns . . ..................... 318.4% 27.2% Free

Men’s and boys’ worsted wool sportcoats ............ * 18.4% Free for Canada

2.2% for Mexico

' Rates apply on proper importer claim to originating goods under HTS general note 12.

2 The Trade Act of 2002 temporarily reduced the rate to zero for such fabrics entered, or withdrawn from warehouse

for consumption, on or after January 1, 2002.

% The 18.4 percent ad valorem duty rate on coarse-micron fabrics corresponds to the tariff level for men’s and boys’

worsted wool sport coats, thereby temporarily removing a tariff inversion in which the duty had been higher on the
fabric than on garments made from such fabric.
* Not applicable.

Title V authorizes the President to modify the TRQ in-quota quantities, subject to a review of
U.S. market conditions, by not more than 1.0 million SMEs in any of the 3 years. In Proclamation
No. 7383, the President delegated the authority to modify the TRQ in-quota quantities to the

3 The proclamation was published in the Federal Register on Dec. 6, 2000 (65 F.R.
76551).

* See appendix C for a copy of the relevant pages of HTS chapter 99 providing for the
temporary duty reductions for the worsted wool fabrics, as well as the temporary duty
suspensions for certain wool inputs.

> The rate is subject to the same staged duty reductions as those agreed to by the
United States in the Uruguay Round of multilateral trade negotiations for men’s wool sport
coats (HTS subheading 6203.31.00). The rate for 2002 is 18.4 percent ad valorem.
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Secretary of Commerce, and delegated to the USTR the authority to monitor market conditions. The
Secretary of Commerce did not modify the TRQ limits for 2001. As discussed below, the Trade Act
of 2002 modified the TRQ limits for 2002.

Title V also authorizes the President to reduce the 6 percent ad valorem duty rate on fine-
micron fabrics, as necessary, to equalize the rate with that of Canada. Proclamation No. 7383
authorizes the Secretary of Commerce to monitor the most-favored-nation (MFN) rate of duty
applicable to imports into Canada of the fine-micron fabric of the kind classified under HTS heading
9902.51.12 and to notify the President of any reduction in the Canadian MFN duty rate on such
imports. On April 5, 2002, the Secretary of Commerce notified the President that, during 2001,
Canada eliminated its MFN duty rate on selected fine-micron fabrics for use in men’s tailored
clothing.® Prior to August 6, 2002, the United States had not matched Canada’s reduction in duties.
To implement the duty-free treatment for the selected fabrics, which contain 85 percent or more by
weight of wool or of fine animal hair (e.g., cashmere), Canada established four new tariff provisions
that can be divided into two groups, as follows:’

(1) The first two provisions became effective on January 23, 2001, and depending on certain
weight requirements, provide for fabrics solely of combed wool with average fiber diameters
of 17.5 microns or less and of combed fine animal hair, measuring 100 decitex or less per
single yarn, certified by the exporter to contain 7 percent or more by weight of fine animal
hair; and

(2) The last two provisions became effective on November 22, 2001, and depending on certain
weight requirements, provide for fabrics solely of combed wool or of combed wool mixed
solely with cotton, silk, or manmade fibers, containing 95 percent or more by weight of
worsted wool with average fiber diameters of 18.5 microns or less.

On August 6, 2002, the President signed the Trade Act of 2002. Section 5102 of the Act
amends section 501 of the Trade and Development Act of 2000 to extend temporary duty reductions
on imports of worsted wool fabrics through 2005, increase the in-quota quantities of imports of such
fabrics, and suspend through 2005 the 6-percent in-quota tariff on fine-micron worsted wool fabrics,
retroactive to January 1, 2002. The provision increases the in-quota quantity of imports of coarse-
micron fabrics (under HTS heading 9902.51.11) to 3.5 million SMEs in calendar year 2002, and 4.5
million SMEs in 2003. The in-quota quantities for fine-micron fabrics (9902.51.12) are increased to
2.5 million and 3.5 million SME:s in calendar years 2002 and 2003, respectively. The 2003 in-quota
quantities will apply during 2004 and 2005 unless the President determines that a change is
appropriate and so provides by proclamation, as provided for under section 504(b)(3) of the Trade
and Development Act of 2000.®

% U.S. Department of Commerce, International Trade Administration, “Notice of
Reduction of Canadian Most Favored Nation Rates of Duty for Certain Worsted Wool
Fabrics,” Federal Register (67 F.R. 18863), Apr. 17, 2002.

"Ibid. The fabrics for which Canada eliminated the MFN duty rate would otherwise
be subject to a duty of 16 percent ad valorem, not to exceed Can$4.56 per kilogram.

¥ U.S. House of Representatives, Conference Report: Trade Act of 2002 (H.R. 3009),
107th Cong., 2nd sess., unpublished version dated July 26, 2002, found at Internet address
http://www.house.gov/rules/HR3009 CR.pdf, retrieved Aug. 29, 2002.
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Questionnaires and Other Information Sources

This report draws on market and industry information collected by the Commission from
many different sources. The Commission obtained information at a public hearing on April 18, 2002,
and from written statements from representatives of U.S. producers of worsted wool fabrics and
men’s tailored clothing.” Commission staff conducted in-person and telephone interviews with
representatives of U.S. producers and importers of worsted wool fabrics and yarns, and U.S.
manufacturers and retailers of men’s tailored clothing. The staff also conducted interviews and
visited plants in Connecticut, New York, and Canada during the first half of 2002 to obtain firsthand
information about the industries and markets under consideration. Staff also reviewed the available
literature on the issues.

Because there are no published data available on U.S. markets for the subject wool articles by
micron count, to obtain such data for this report the Commission modified three of the four
questionnaires used in preparation of the first annual report, as follows: (1) a producer questionnaire,
sent to U.S. producers of the subject fabrics; (2) a purchaser questionnaire, sent to firms that purchase
the fabrics, mainly U.S. manufacturers of men’s tailored clothing; and (3) an importer questionnaire,
sent to firms that import and sell the fabrics. The Commission did not use the yarn questionnaire that
was sent to U.S. producers of worsted wool yarns for the first annual report, but instead modified the
producer questionnaire to request data on U.S. fabric producers’ yarn purchases and production.

The producer questionnaire was sent to six firms that reportedly have produced, or had the
capability to produce, the subject fabrics since January 1, 2001. Five of the firms reported that they
produce the fabrics, and one stated that it did not make them during the period. Of the five firms
producing the fabrics, four provided information in response to the Commission questionnaire; the
fifth firm, in a telephone interview with Commission staff, provided data on its production and
production capacity.'” The Commission believes that the information received in response to the
producer questionnaire and in followup interviews represents most, if not all, domestic production of
the subject fabrics.

The purchaser questionnaire was sent to 37 firms that reportedly purchased the subject fabrics
during the period covered by the report. Two of the clothing manufacturers receiving the
questionnaire, Hartmarx Corp. and Individualized Apparel Group (The Tom James Co.), had their
respective subsidiaries complete the questionnaire for their own individual operations rather than
provide a corporate-wide response. Some subsidiaries of the two firms also received the
questionnaire directly from the Commission. ***!" Of the clothing manufacturers that did not
respond to the questionnaire, two firms were interviewed by Commission staff to obtain data on their
tailored clothing production and purchases of the subject fabrics, another firm had gone out of
business, four are commercial uniform manufacturers,'? and the other five, on the basis of discussions

? A list of individuals who appeared at the hearing is in appendix D. The views of
interested parties are summarized in chapter 8 of this report.

' The firm stated that it produces small quantities of the subject fabrics.

11 seskesk

'2 The Commission obtained information on commercial uniform fabrics from
questionnaire responses from U.S. fabric producers and through telephone interviews with
commercial uniform manufacturers.
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with the firms themselves and other industry sources, are believed to account for very small portions
of U.S. tailored clothing production. The purchaser questionnaire also requested that the clothing
manufacturers separately report production of clothing made on contract from fabrics owned by
others, such as retailers.

The importer questionnaire was sent to 16 firms that were believed to import the subject
fabrics, including U.S. fabric producers that import the fabrics from their foreign facilities. The
Commission received responses from 8 of the 16 firms and obtained information from an additional 2
companies in telephone interviews. Three firms believed to represent a large share of the clothing
manufacturers’ purchases of imported fabrics did not respond to the questionnaire. For this reason,
the Commission used data submitted by clothing manufacturers in response to the purchaser
questionnaire and U.S. Customs data, in addition to responses to the importer questionnaire for data
on sales of imported fabrics.

Product Coverage and Organization of Report

As noted earlier in this chapter, the fabrics covered by Title V of the Trade and Development
Act of 2000, and the subject of this investigation, are worsted wool fabrics containing 85 percent or
more by weight of wool and certified by the importer as suitable for use in men’s and boys’ suits,
suit-type jackets (sport coats), and trousers.”> For purposes of this report, the subject fabrics are cut
and sewn into men’s tailored clothing in the United States. These fabrics are divided into “fine-
micron fabrics,” in which the wool fibers are of an average diameter of 18.5 microns or less (the
lower the number, the finer the fiber), and “coarse-micron fabrics,” in which the average fiber
diameter is greater than 18.5 microns. The subject fabrics are also divided into “fancy fabrics,” which
contain two or more colors, and “solid-color fabrics.” The term “men’s tailored clothing” also
includes such clothing for boys (consistent with the HTS), and “sport coats” refers to suit-type jackets
(the term used in the legislation). The term “tailored clothing” includes suits, sport coats, and
trousers.

Chapters 2 through 7 of this report provide the information requested, to the extent possible,
on U.S. market conditions for men’s worsted wool tailored clothing (chapter 2) and for worsted wool
fabrics (chapter 3); on prices of domestic and imported worsted wool fabrics (chapter 4); on the
ability of domestic fabric producers to meet the needs of domestic clothing producers (chapter 5); on
lost sales and revenues (chapter 6); and on U.S. market conditions for certain wool yarns and fibers
(chapter 7). Chapter 8 provides a summary of the views of interested parties as presented in written
statements to the Commission and in the public hearing held before the Commission.

13 Most wool tailored clothing is made from worsted fabric (a tightly woven fabric
with a smooth, hard surface made from worsted yarn containing long wool fibers that have
been carded and combed). However, significant quantities of sport coats are made from
woolen fabric (a loosely woven fabric with a fuzzy or napped surface made from fuzzy,
loosely twisted yarn containing short wool fibers that have been carded).
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CHAPTER 2

U.S. MARKET CONDITIONS FOR
MEN’S (AND BOYS’) WORSTED
WOOL TAILORED CLOTHING'

This chapter provides the requested information on U.S. market conditions for men’s (and
boys’) worsted wool tailored clothing for 2001 and the first quarter of 2002, except as noted. The
first section of this chapter discusses recent developments in the U.S. market for men’s tailored
clothing and factors affecting demand for such goods. The second section reviews recent
developments in the U.S. men’s tailored clothing industry, and the final section discusses recent
trends in imports of the subject clothing.

Market Overview

U.S. demand for men’s tailored clothing generally declined during the period covered by the
report, reflecting the popularity of casual dress in the workplace and weak and uncertain economic
conditions, which were exacerbated by the terrorist attacks of September 11, 2001.> Although data
available to the Commission show that retail sales of tailored clothing rose in 2001, before falling in
the first quarter of 2002, trade sources attributed the gain in 2001 to retailers meeting demand by
selling off existing inventories. An industry source stated that the apparel market is cyclical, with the
level of consumer spending on apparel often falling during recessionary periods, when disposable
income declines.” Gross domestic product (GDP) in real terms in the first quarter of 2001 fell by
0.6 percent from the preceding period, the first such quarterly decline since the first quarter of 1993.
Real GDP continued to fall in the second quarter (1.6 percent) and the third quarter (0.3 percent) of
2001, before rising thereafter by 2.7 percent in the fourth quarter of 2001 and by 5.0 percent and
1.1 percent in the first and second quarters of 2002, respectively.*

Some tailored clothing manufacturers believe that there is an upturn in the mood at retail and
that the casual wear trend is gradually subsiding in favor of a return to classic suiting.” Additionally,
having depleted inventories in the latter half of 2001, retailers are likely to increase production orders
as they seek to replenish stocks. The decline in production is expected to begin to slow if the

' This chapter draws on information received by the Commission at the hearing, in response to its
questionnaires, in written statements, and from in-person and telephone interviews by Commission staff with
officials of Hickey-Freeman Co., Hartz & Co., and American Fashion, Inc., March-June 2002.

% Response to Commission questionnaire by ***, and Cathy Horyn, “In Paris, Breathing New Life into
Men’s Suits,” The New York Times, July 2, 2002.

3 Hartmarx Corp., Form 10-K filed with the U.S. Securities and Exchange Commission, Feb. 26, 2002,
found at Internet address Attp://www.sec.gov, retrieved Mar. 20, 2002.

* The quarterly growth rates for real GDP are from the website of the U.S. Bureau of Economic Analysis
(www.bea.gov), retrieved Aug. 1, 2002.

> Information in this paragraph is from Keith Melrose, Senior Vice President and Director of Merchandising,
Hartz & Co., interview by Commission staff, New York, NY, May 13, 2002, and Walter B.D. Hickey, Jr.,
Chairman, Hickey-Freeman Co., transcript of hearing, p. 78.
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business climate for men’s tailored clothing experiences a slight rebound, and manufacturers realize
anticipated gains from the recent suspension of the TRQ in-quota tariff rate on fine-micron fabrics.

Consumption

Apparent U.S. consumption of men’s wool tailored clothing (made from both worsted and
woolen fabrics) generally declined in unit volume during the period covered by the report (table 2-1).
The data on apparent U.S. consumption (production plus imports minus exports) are based on official
U.S. statistics that include a broader array of garments than those covered by Title V of the Trade and
Development Act of 2000 and, therefore, should be used only as a guide for assessing market trends.’
The decline in consumption during the period reflected decreases in domestic production and imports
(which are discussed separately later in this chapter). Nevertheless, imports still accounted for most
of the U.S. market for suits (75 percent), sport coats (84 percent), and trousers (70 percent) in 2001.

Retail Market

Although official statistics show that apparent U.S. consumption of men’s wool tailored
clothing (at wholesale) fell in 2001, data from the NPD Group® show that U.S. retail sales of such
goods rose by 13 percent, to $2.3 billion (table 2-2). Retailers reportedly met consumer demand by
selling from inventories rather than placing new orders with suppliers.” According to U.S. Census
Bureau data, retail inventories for all clothing and accessories declined by 8 percent in 2001.

The NPD Group data show that retail sales of suits in 2001 rose 12 percent by quantity and
45 percent by value from year-ago levels, and that suits accounted for 40 percent of the quantity but
62 percent of the value of total retail sales of men’s wool tailored clothing. Retail sales of sport

6 See chapter 1 of this report for more information on U.S. and Canadian tariffs on fine-micron fabrics.

7 Official statistics overstate the size of the U.S. market for men’s worsted wool tailored clothing in terms of
the market conditions being monitored under Title V of the Trade and Development Act of 2000. First, data on
production include garments that are cut in the United States, but sewn offshore and re-imported as finished
apparel. Second, import and export data include garments not covered by the Act (e.g., those containing more
than 50 percent wool by weight but less than 85 percent). Finally, the data include clothing made from woolen
fabric, which is not covered by the Act, along with the subject garments of worsted wool fabric.

¥ NPD Group is a leading global market information company headquartered in Port Washington, NY,
which uses both retail point-of-sale tracking and consumer information to monitor product movement at retail
and consumer purchasing behavior. The data are based on responses by an online consumer panel of more than
400,000 households (over 1.25 million individuals) that represent a wide demographic range. The men’s wool
tailored clothing data collected by NPD Group include both worsted and woolen apparel, thus overstating the
size of the retail market. Woolen fabrics are loosely woven with a fuzzy or hairy surface (e.g., tweeds), and are
not included in the scope of this study. It is believed that most suits are made from worsted wool fabrics, while
the proportion of woolen sport coats and trousers may be higher.

? Keith Melrose, Senior Vice President and Director of Merchandising, Hartz & Co., interview by
Commission staff, New York, NY, May 13, 2002.
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Table 2-1

Men’s and boys’ wool suits, sport coats, and trousers: U.S. production, imports for consumption,
exports of domestic merchandise, and apparent U.S. consumption, 1997-2001, January-March 2001, and
January-March 2002

Apparent Ratio of imports

u.s. u.s. u.s. u.s. to
Item and year production imports' exports? consumption consumption
1,000 units Percent
Suits:
1997 2,474 5,119 40 7,553 68
1998 ... 2,320 6,127 77 8,370 73
1999 .. 1,928 6,185 57 8,056 77
2000 ... 1,792 6,221 40 7,973 78
2001 .. 1,730 5,123 26 6,827 75
Jan.-Mar.:
2001 .. 625 1,528 2 2,151 71
2002% ... 501 1,369 1 1,869 74
Sport coats:
1997 . 2,559 4,791 529 6,821 70
1998 .. 2,313 4,989 565 6,737 74
1999 ... 2,231 4,810 326 6,715 72
2000 ... 2,131 5,646 990 6,787 83
2001 ... 1,702 5,415 708 6,409 84
Jan.-Mar.:
2001 .. 568 1,224 155 1,637 75
2002% ... 325 1,053 112 1,266 83
Trousers:
1997 4,651 6,962 765 10,848 64
1998 ... 4,310 7,613 618 11,305 67
1999 .. 4,068 8,018 466 11,620 69
2000 ... 5,002 11,139 353 15,788 71
2001 .. 5,099 11,191 302 15,992 70
Jan.-Mar.:
2001 ..o 1,372 2,704 112 3,964 68
2002° ... 912 2,433 84 3,261 75

" Import data are based on HTS statistical reporting numbers 6203.11.2000, 6203.11.6000, 6203.11.9000, 6203.31.0010,
6203.31.5010, and 6203.31.9010 (suits); 6203.21.0015, 6203.21.3015, 6203.21.9015, 6203.31.0020, 6203.31.5020, and
6203.31.9020 (sport coats); and 6203.21.0020, 6203.21.3020, 6203.21.9020, 6203.41.1210, 6203.41.1220, 6203.41.1510,
6203.41.1520, 6203.41.1810, and 6203.41.1820 (trousers). Imports of trousers were reduced by a quantity equal to the
quantity of suit-type jackets imported under HTS 6203.31.0010, 6203.31.5010, and 6203.31.9010 (suit-type jackets imported as
parts of suits that do not meet the requirements for tariff classification as suits; for example, the outer shells of the suit-type
jackets do not contain the required four or more panels; see note 3(a) of HTS chapter 62 for a complete definition of “suits”).

2 Export data are based on HTS subheadings 6203.11.00 (suits), 6203.31.00 (sport coats), and 6203.41.00 (trousers).

% Production data for January-March 2002 were estimated on the basis of the percentage change in production reported by
tailored clothing manufacturers in their responses to Commission questionnaires for January-March of 2001 and 2002, and
applying those changes to U.S. Census Bureau data for January-March 2001.

Note.--Official statistics of the U.S. Department of Commerce, which were used to develop data on apparent U.S. consumption,
overstate the U.S. market for men’s worsted wool tailored clothing in terms of the market conditions being monitored under Title
V of the Trade and Development Act of 2000. First, production data include garments cut in the United States, sewn offshore,
and re-imported as finished apparel. Second, import and export data include garments not covered by the Act (e.g., those
containing more than 50 percent wool by weight but less than 85 percent). Finally, the data include clothing made from woolen
fabric, which is not covered by the Act, along with the subject garments of worsted wool fabric.

Source: Compiled from official statistics of the U.S. Department of Commerce, except as noted.
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Table 2-2
Men’s wool suits, sport coats, and trousers: U.S. retail sales, 2000-2001, January-March 2001,
and January-March 2002

January-March--

Item 2000 2001 2001 2002
Suits:
Quantity (1,000 units) .. ........ ... .. ... ..... 5,307 5,951 2,072 1,397
Value (million dollars) . ...................... 1,035 1,497 553 324
Sport coats:
Quantity (1,000 units) .. ........ ... .. ... ..... 5,022 6,263 1,944 1,022
Value (million dollars) . ...................... 804 680 240 155
Trousers:
Quantity (1,000 units) .. ........ ... .. ... ..... 3,080 2,180 323 731
Value (milliondollars) ....................... 237 172 39 50

Note.--Data on trousers for January-March of 2001 and 2002 should be interpreted only as indicative of market
trends. The NPD Group stated that the number of trouser transactions was insufficient to extrapolate an
accurate projection of retail market size.

Source: Compiled from data of the NPD Group, Port Washington, NY.

coats rose 25 percent by quantity but fell 15 percent by value in 2001. The data also show that
trouser sales declined in terms of both quantity (29 percent) and value (27 percent). Thus, while
consumers purchased more suits and sport coats by quantity in 2001, they spent more money on each
suit ($195 in 2000 and $252 in 2001) than on each sport coat ($160 in 2000 and $109 in 2001).
During the first quarter of 2002, the NPD Group data show that retail sales declined in men’s wool
suits and sport coats but increased in men’s wool trousers."

The NPD Group data for 2001 show that suits sold at retail for less than $400 each accounted
for 70 percent of total suit sales by value, while those selling for $400 each or more accounted for
30 percent of the total, up from 27 percent in 2000 (table 2-3). The increase in the share of suit sales
accounted for by the $400-plus suits partly reflected consumer demand for higher quality and more
luxurious clothing.!" With the Consumer Price Index for apparel in 2001 reaching its lowest point in
5 years, retailers may be lowering prices on higher value suits while still remaining above the $400
mark, which could encourage customers to buy in the higher price range if they believe they are
receiving significant value for their additional dollars. As retail prices decline, tailored clothing
manufacturers face increased pressure to reduce production costs in order to remain competitive.

' Data on retail sales of men’s wool trousers for January-March of 2001 and 2002 should be interpreted
only as indicative of market trends. The NPD Group stated that the number of trouser transactions was
insufficient to extrapolate an accurate projection of retail market size.

! Keith Melrose, Hartz & Co., interview by Commission staff, New York, NY, May 13, 2002.
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Table 2-3
Men’s wool suits: U.S. retail sales, by price points, 2000-2001, January-March 2001, and
January-March 2002

January-March--

Item 2000 2001 2001 2002
Under $400:
Quantity (1,000 units) . .. .................... 4,850 5,095 1,668 1,154
Value (million dollars) . ...................... 755 1,048 332 198
$400 or greater:
Quantity (1,000 units) . .. .................... 458 856 403 243
Value (milliondollars) ....................... 280 449 221 126

Source: Compiled from data of the NPD Group, Port Washington, NY.

U.S. Industry

Restructuring and Consolidation

The U.S. tailored clothing industry continued to decline in size during 2000-2001. U.S.
Census Bureau data show that the number of establishments in the industry in 2000 fell by 6 percent
from the 1999 level to 182; it is likely that the number fell further in 2001, given recent plant
closures. U.S. Bureau of Labor Statistics data show that industry employment in 2001 declined by 18
percent from the 2000 level to 17,500 persons. A number of clothing manufacturers and retailers
have expanded their global 