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EXECUTIVE SUMMARY

This study assesses the role of import relief in affecting adjustment in
import injured industries. To accomplish this, the study examines the
adjustment of five industries which received escape—clause relief during
1955-61. The five industries——bicycles, sheet glass, stainless steel
flatware, watches, and Wilton and velvet carpets—were chosen because, with
the exception of one industry which received escape clause relief in 1974,
they were the largest industries to receive import protection prior to 1975.
Also, because at least 20 years elapsed since they first received protection,
ample time has passed to observe their adjustment and the changes in their
markets. While this group of cases cannot be taken as representative of all
escape—~clause cases, they are nonetheless offered to suggest what may be
expected from temporarily protecting import injured industries.

Type of Adjustment

In three industries——carpets, stainless steel flatware, and sheet
glass—the adjustment pattern was one of "contraction,” that is domestic
shipments, employment, and capital stock (whece the data existed to show it),
were lower in 1977-80 (the most recent statistical period) than at the time of
the injury finding (1955-61). Contraction also shows up in figures on the
number of firms leaving the industry——over half in each case.

One industry——bicycles——modernized, improving its performance and
becoming more competitive with imports following escape—clause relief.

The fifth industry—watches——showed signs of both modernization and
contraction. The modernization is manifested in the increase of domestic
shipments of watches and in the stabilization of employment levels.
Nonetheless contraction predominated because only one of the seven domestic
firms supporting the petition stayed in the industry.

Role of the Import Relief

By reducing part of the (foreign) competition, protection probably slowed
the decline of the contracting industries. Because of the high average age of
workers and of capital equipment in the industries examined, the additional
time gained by protection may have reduced some of the unemployment costs to
these factors by allowing machines to physically depreciate and workers to
retire.

Escape—~clause protection may also have contributed to the orderly
transfer of resources to other uses. For example, many of the larger firms in
contracting industries transferred their managerial and financial resources to
different industries.

With regard to the bicycle industry's modernization, the temporary
respite from import competition probably encouraged the increase in investment
and subsequent competitiveness of this industry.
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Nonethless, escape—clause relief was only one of many factors affecting
the outcome of each industry's adjustment. For example, in the cases of three
of the industries examined-—carpets, sheet glass, and to a lesser extent,
watches—a domestically made substitute product appears to have been the major
cause of lorg—term adjustment. Since the source of the substitute was
domestic, efforts to prevent imports were probably of relatively less
consequence than other factors in affecting the general direction of
ad justment.

Even in the bicycle industry, escape—clause protection was only one of
several factors affecting the industry's modernization. Bicycle style changes
and demographic shifts—the "baby boom"™ of the 1940's and 1950's——are among
the examples of non—import-related factors that raised the level of demand for
the products of this industry.






CHAPTER ONE: INTRODUCTION

This is a study of the effectiveness of escape-=clause relief in promoting
adjustment to import competition. 1/ The study is divided into two sections.
The first, chapter 2, describes how the term "adjustment" will be used in this
research. The second part, chapters 3-7, examines the adjustment of five
industries which received escape—clause relief under section 7 of the Trade
Agreements Extension Act of 1951. The remainder of this introduction provides
some background on the escape-clause law and describes the approach of the
study in greater detail.

Background of the escape clause

The term "escape clause" refers both to an article in the General
Agreement on Tariffs and Trade (GATT) and to several successive provisions of
U.S. trade law which establish procedures for determining when the GATT clause
may be invoked. The following section describes the GATT clause and the
related U.S. laws.

Article XIX of the GATT

Article XIX of the GATT g/ allows the United States and other parties'to
the GATT to escape from concessions made under the agreement when imports of
an article have the unforeseen consequence of causing or threatening serious
injury to domestic producers of the article. This escape clause, inserted in
the GATT at U.S. insistence, is similar to that contained in a 1942 United
States-Mexico trade agreement. 3/ It was inserted into the GATT because of
concerns in the U.S. Congress that moves toward freer trade, while on the
whole beneficial, would have some unforeseen consequences, and that there
would thus be an occasional need to rescind certain concessions, at least

temporarily. 4/

The GATT escape clause has been in effect since 1947. Article XIX,
paragraph la, provides that certain corrective action can be taken--

If, as a result of unforeseen developments of the effect of the
obligations incurred by a contracting party under this Agreement,
including tariff concessions, any product is being imported into the
territory of that contracting party in such increased quantities and

1/ On Sept. 29, 1980, the U.S. International Trade Commission initiated this
study of the effectiveness of escape-=clause relief in promoting adjustment to
import competition as investigation No. 332-115 under sec. 332 of the Tariff
Act of 1930. The Commission's notice of investigation was issued Oct. 8,
1980, posted in the Commission's offices in Washington, D.C., and published in
the Federal Register of Oct. 16, 1980 (45 F.R. 68811). Written submissions
were invited from interested parties, however none were received. Public
hearings were not held in connection with this study.

g/ Art. XIX, "Emergency Action on Imports of Particular Products; General
Agreement on Tariffs and Trade,” Oct. 30, 1947, 61 Stat. A3, T.I.A.S. No. 1700.

3/ Agreement Between the United States and Mexico Respecting Reciprocal
Trade Art. XI, 5/ Stat. 845-46(1943).

4/ For an in-depth discussion of the art. XIX escape clause, see J. Jackson,
World Trade Law and the GATT, pp. 553-573.




under such conditions as to cause or threaten serious injury to
domestic producers in that territory of like or directly competitive
products, the contracting party shall be free, in respect of such
product, and to the extent and for such time as may be necessary to
present or remedy such injury, to suspend the obligation in whole or
in part or to withdraw or modify the concession.

Article XIX requires member countries intending to take escape-clause
action to give advance written notice to other GATT countries and to afford
countries having a substantial interest in the matter an opportunity to
consult on the proposed action. Article XIX permits countries adversely
affected by an escape=clause action to take retaliatory measures. The United
States generally has taken the position that the country taking an escape
action should provide compensation to the countries adversely affected by the
action.

The U.S. escape clause

The United States and other GATT members have established administrative
procedures through which the GATT escape clause might be invoked. U.S.
procedures were initially established by Executive Order 10082, but since
1951, the procedures have been set by statute. Since 1948, the U.S.
investigations which might provide a basis for invoking the escape clause have
been conducted by the U.S. International Trade Commission (until 1975 known as
the U.S. Tariff Commission). The Commission gathers information, makes
certain findings, and transmits its report to the President. If the
Commission finds that certain conditions are present, the President may invoke
the escape clause and provide temporary relief to U.S. producers by adjusting
tariffs or imposing quotas.

The industries discussed in this study were the subject of Commission
investigations under section 7 of the Trade Agreements Extension Act of 1951
(65 Stat. 72 (1951)), the first so=called U.S. escape-clause law. Under
section 7(a), the Commission was required, upon the request of the President,
upon resolution of either House of Congress, upon resolution of either the
Committee on Finance of the Senate or the Committee on Ways and Means of the
House of Representatives, upon its own motion, or upon application of any
interested party, to-—

promptly make an investigation and make a report thereon not later
than one year after the application is made to determine whether any
product upon which a concession has been granted under a trade
agreement is, as a result, in whole or in part, of the duty or other
customs treatment reflecting such concession, being imported into
the United States in such increased quantities, either actual or
relative, as to cause or threaten serious injury to the domestic
industry producing like or directly competitive products.

If the Commission made an affirmative finding, it was then to recommend
to the President--—

the withdrawal or modification of the concession, its suspension in
whole or in part, or the establishment of import quotas, to the
extent and for the time necessary to prevent or remedy such injury.



Section 7(c) provided that the President, upon receipt of the
Commission's report——

may make such adjustments in the rates of duty, impose such quotas,
or make other modifications as are found and reported by the
Commission to be necessary to prevent or remedy serious injury to
the respective domestic industry.

If the President did not take such action within 60 days, he was to
advise the House Ways and Means Committee and the Senate Finance Committee why
he had not done so.

The U.S. statutory provisions have been substantially modified twice
since 1951--=in 1962 and 1974. 1In 1962, section 7 of the Trade Agreements
Extension Act of 1951 was superseded by section 301(b) of the Trade Expansion
Act of 1962 (76 Stat. 872 (1962)). The procedures were made more detailed
and, in the view of most observers, the criteria for injury were made tougher
to satisfy. The increase in imports had to be actual and absolute (a relative
increase was no longer sufficient), the increase in imports had to have been
"a result in major part of concessions granted under trade agreements,” and
the increase in imports had to be "the major factor" in causing or threatening
to cause serious injury.

The Trade Expansion Act criteria were superseded and, by most accounts,
considerably relaxed in January 1975 by section 201 of the Trade Act of 1974,
the current law (88 Stat. 2011 (1975), 19 U.S.C. 2251). The Trade Act of 1974
eliminated the requirement that there be a causal connection between increased
imports and concessions, reduced the cause standard from "major" cause to
"substantial" cause, and restored the 1951 increased imports test, which
permitted the increase to be actual or relative.

Other changes were made in the law over the years as well. The period
for conducting Commission investigations was reduced to a maximum of 6 months,
the initial concept of "directly competitive" was broadened, and provision was
made for relief in forms which would not require invocation of the GATT
article XIX (i.e., negotiation of orderly marketing agreements and the
provision of adjustment assistance.)

Commission investigations under all three statutes have been of a
factfinding nature. The required public hearings are legislative rather than
judicial in character. No party bears a "burden of proof,"” and there are no
"default judgments.” Most investigations have been instituted following
receipt of a petition from representatives of an industry. Thereafter, the
Commission conducts its own investigation and requests relevant data from both
domestic producers and importers. The Commission may subpoena data which are
not submitted voluntarily.

Since 1951, the Commission has instituted 184 investigations. Of these,
167 were completed and 17 were discontinued, generally at the request of the
petitioning parties. Of the 167 completed investigations, a majority of
Commissioners made affirmative determinations or the Commission was equally
divided in 76 cases (when the Commission is equally divided, the President may
select the finding of either group of Commissioners 1/). The President
provided relief in 27 of those cases.

1/ Section 330(d), Tariff Act of 1930, (19 USC 1330(d)).



The U.S. law provides that, if the Commission makes an affirmative injury
determination and the President either takes action different from that

recommended by the Commission or provides no relief at all, Congress may, by
majority vote of the Senate and House, direct the President to proclaim the

relief recommended by the Commission (see for example sec. 203(c) of the Trade
Act of 1974, 19 U.S.C. 2253(C)). Congress has never so directed the President.

The escape clause and this study

The term "escape clause” will be used in this study both to refer to
article XIX of the GATT and U.S. laws and investigations under those laws
which resulted or could have resulted in the invoking of article XIX.

Approach to Study

‘The effectiveness of escape-clause relief in promoting adjustment is
assessed below in a two—step procedure. The first step examines what happened
to industries that received escape~clause relief. The second step examines
the relationship between what happened to the industries and the escape--clause
relief.

To complete the first step, a definitional problem had to be solved: in
spite of the widespread use of the term "adjustment"” in the context of
escape-~clause relief to industries injured by imports, the term is not defined
in the various statutes or their legislative histories. Hence, the first task
is to define the term, "adjustment,"” in the context of an industry response to
import injury or threat thereof.

In the following chapter, two possible definitions are described. In
chapters three through six, these definitions of adjustment are related to
five industries which received import protection in the 1950's and 1960's
under the 1951 law. By observing how firms and industries adjusted during the
20 to 25 years since receiving protection against a background of two clear

and relatively simple definitions of the term "adjustment,” we can
characterize what has happened to the industries.

The five industries-—carpets, watches, bicycles, stainless steel table
flatware, and sheet glass--were choosen for several reasons. First, because,
with one exception, they were the five largest industries to receive relief
assistance prior to 1975, data were more readily available. Also, because of
their size, these industries employed more workers than other escape-clause
relief recipients, and more imports were potentially affected by the
protection. Hence these cases were important at the time they received relief
in the 1950's and the early 1960's.

The third reason for choosing these industries was the relatively long
time over which they were beneficiaries of import relief. It is often argued
that the maximum of eight years of relief (5 years of initial relief and one
3-year extension) permitted under the present law (the Trade Act of 1974) is
insufficient to permit adjustment. Since the average period of import relief
for the five industries studied here was 12 years, and the minimum was 10
years, 1/ the period of protection was arguably sufficient for adjustment to
occur.

l/ In some cases, the import relief, though initiated under the escape
clause, was extended under other provisions of U.S. and international trade
law.
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The final, and most important, reason for choosing cases from the 1950's
and early 1960's is that these allow at least a 20-~year perspective of the
industry's adjustment. This makes it easier to separate temporary changes
from long-term trends in the industries studied. It also makes it possible to
distinguish the effects of economic cycles, which affect most industries, from
industry-specific effects, such as protection, the introduction of substitute
products, or demographic changes, all of which can affect an industry's
ad justment.

Having described the choice of cases and the first step, it is now
possible to describe the second step: determining the relationship between
adjustment and import protection. Just as industries must continually adjust
to changes in competition, with imports being only one source of competition,
adjustment can be influenced by many factors, import protection being only one
of them. Hence, assessing the effectiveness of the relief requires noting
other factors which also affected adjustment and determining the extent to
which each factor affected adjustment.

Because of data limitations and the inability to say with certainty what
would have happened in the absence of protection, the study relied on simple
concurrences between changes in the five industries' structures and the
granting of import relief or other events in the industries' competitive
environments. Since many events shaping the adjustment of an industry
occurred simultaneously with escape-clause protection, it is extremely
difficult to measure precisely the effects of protection. Hence, there is an
element of speculation or "educated guess work" in some of the findings.

Because of the nature of the type of questions and the data, such speculation
is unavoidable.

Sources

Information from many sources was used. Particularly important were
previous Commission reports. General business publications and trade journal
literature as well as Government publications were also helpful. The last and
most valuable sources were field trips to, and personal contacts with,
individuals active in the industry since the time of increased protection.



CHAPTER TWO: THE MEANINGS OF ADJUSTMENT

Industrial adjustment is an ongoing economic phenomenon caused by
changing market conditions. Changing conditions include technological
advances, taste changes, and demographic shifts. Another in the list of
changing market conditions that might require industry adjustment is a sudden
rise in imports of a competing product. Escape<clause relief is intended to
promote adjustment to this kind of market change when the increase in imports
causes or threatens injury to the domestic industry. To determine how escape<
clause relief promotes adjustment in the cases presented in the following
chapters, it is first necessary to describe how the term will be used here.
Hence, defining the term "adjustment,” in the context of an industry response
to import injury or the threat thereof, is the purpose of this chapter.

We will consider adjustment to import injury to have occurred when, in
the absence of protection, there has been an end to the industry's state of
injury. This can happen in two ways: either through a contraction of the
injured industry to a point where only competitive firms survive, or through a
modernization of the injured industry in which it improves its performance and
becomes more competitive.

The reader should note that contraction and modernization are two poles
on a spectrum of adjustment alternatives; the intermediate zones contain
various combinations of contraction and modernization. Indeed, most of the
cases that we will be looking at involve adjustment which combines contraction
and modernization. The point of this chapter is to define these two terms so
that they may be used as "tools" in the following chapters to describe what
happens to industries protected under the escape clause.

In addition to contraction and modernization, there are other important
concepts that will be referred to later. First, there is the distinction
between an industry and the firms that make it up. "Industry" refers to the
domestic facilities (i.e., firms and the parts of firms) that prnduce the
article which benefits from import protection. If a firm makes only the
protected product, then the whole firm is part of the industry. If a firm
produces several articles, only one of which benefits from the protection,
on y that part of the firm dedicated to the production of the protected
article is considered part of the industry.

Second is the distinction between industries and the factors of
production<<land, labor, and capital<<that they employ. Adjustment is usually
spoken of in terms of industries, although it is really the factors of
production which adjust. For this reason, much of the discussion of this
chapter focuses on the adjustment of the factors of production.

In addition to describing adjustment by contraction and by modernization,
the chapter also describes the costs and benefits of each type of adjustment
to the economy as a whole, and the distribution of the costs and benefits.
Finally, we consider the possible effects of relief on the different types of
ad justment. ‘

Aow o
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Ad justment by Contraction

Adjustment to import competition, as usually presented in standard trade
theory, takes the form of a contraction of the domestic import<competing
industry. l/ This contraction is expected when imports which injure or
threaten to injure a domestic industry have a competitive advantage over at
least some of the manufacturers of the corresponding domestic product.
Frequently this competitive advantage is based on lower relative input costs
such as cheaper labor, capital, or raw materials, or on the more efficient use
of these inputs. 2/.

Contraction adjustment is often described with the aid of a production
possibilities curve, such as in figure 1. The curve shown here illustrates a
simple economy with two goods, X and M. Because there are only two goods, it
is possible to show all the possible combinations-of X and M that the economy
can produce given its resources and technology: For instance, if production

occurs at point A, then the output of X ig,OXA and the output of M is OMA.

Two points should be noted coneerﬁing figure 1. First, the outer edge of
the figure, drawn as the arc X<M and called the "production possibilities
frontier," shows the maximal combinations of X and M that can be produced when
(1) all resources in the economy are fully employed and (2) all resources are
used efficiently, that is, ‘in the right combinations according to the latest
available technology. Therefore, production combinations beyond the frontier
(for example at point C) are not feasible unless resources are added to the
economy or superior technology is. developed.-- ‘ :

Second, the bowed<out shape of the frontier, which results from
diminishing returns, means that further production specialization in either
good has a progressively higher cost in terms of the amount of the other good
that must be given up.

Moving between any two production points along the curve represents a
reallocation of productive factors or resources<<land, labor, and .
capital<=from production of one good to production of another. Aloﬁg the
frontier, where there is full employment and efficiency, more of one good can
be obtained only by reducing the production of the other good, thereby freeing
resources to produce more of the first good. The slope of the frontier is
called the "marginal rate of transformation" because it reflects the rate at
which one type of output can be transformed into another type of output by
reallocating inputs.

Let us now turn to the task of showing what happens to this two<product
economy when trade is introduced. To do this we start with the case of a
full<employment economy in isolation with no chance to trade with other
countries. If prices are set competitively, then they will reflect the cost
of transforming one good into another by reallocating inputs. Confronted with
these prices, consumers choose some combination of X and M, such as point A in
Figure 1.

1/ See any text on international trade such as H. Robert Heller,
International Trade: Theory and Empirical Evidence, Prentice<Hall, 1968, or
Charles P. Kindleberger, International Economics, Irwin, 1968.

2/ Trade is based on comparative advantage rather than absolute advantage.
Therefore, even though the United States may use less labor, capital, and raw

‘materials, this advantage can be offset by foreign manufacturers.




Figure l.<<Production possibilities curve.
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Now consider the changes that occur when the economy is opened to trade.
It was explained that the slope of the frontier is the rate at which one good
can be transformed into another domestically by a reallocation of inputs.
Similarly, the ratio of world prices, in this case of X to M, is the rate at
which one good can be transformed into another via international trade. If,
by chance, the ratio of world prices of X and M is the same as the rate of
transformation domestically at point A, thea no trade will occur. But, in the
more likely event that the world price ratio differs from the domestic
transformation rate, the economy can trade to a level of consumption above its
own production possibility frontier.

Suppose that X can be transformed into M more economically abroad than at
home. This is represented by the world price line--the straight line tangent
to the curve at point B. In the absence of import protection, market forces
will bring about two changes. 1/ First, domestic production will tend Lo uove
in the direction of point B because of the relatively higher price of X
afforded by the opportunity to export. The expansion of industry X and the
contraction of industry M constitute industry adjustment to trade. In the
second change, consumption will tena to move toward point C because
inexpensive imports reduce the relative price of M.

The attainment of a higher level of consumption by trading represents the
welfare argument for lower tariffs. In short, by becoming involved in
international trade, the economy pictured in figure 1 becomes more specialized
in the manufacture of the good it produces most efficiently—X. As a result,
it is possible to consume anywhere along the world price line, D-D', including
at point C, outside the production possibilities curve; with trade, it becomes
possible to consume a combination of X and M that cannot be produced
domestically.

In this discussion we are primarily interested in what happens to the
import-competing industry, M, and so we will look a little more closely at M
industry's movement from point A to point B. First, if the factors of
production in the import-competing sector can be freely transferred to the
production in the exporting sector without cost and without delay, then the
factors would move because they would anticipate that their wages and rents
(i.e. the return to capital) in their present employment are about to change
because of trade. Factors would shift from the import-competing sector to the
export-competing sector of the domestic economy, where the economy has a
comparative advantage. 2/

In this case, adjustment would not be a problem. The workers and the
suppliers of the other factors in the import—-competing sector would recognize
that imports threaten to reduce their wages and rents relative to returns that
can be earned in growing export industries. They would respond by
transferring their factors to these growing industries. lence, unemployment
of workers and land, and the premature scrapping of capital equipment would be
avoided. In figure 1, if the point B level of production were to be attained,
then trade would permit cousumption at point—-C where the level of welfare for
the economy is higher.

1/ This discussion assumes that the difference between foreign and domestic
rates of transformation is sufficient to overcome transportation costs.

g/ In reality, the factors of production cannot glide costlessly from one
production process to another. Nonetheless, having an ideal model helps in
describing the more realistic alternatives which follow.
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Although aggregate welfare appears to improve, not everyone would
necessarily benefit if, as is likely, X and M differ in the intensity with
which they use productive factors. For example, if more skilled labor is used
to produce the exported good than to produce the imported good, then the wages
of skilled labor would tend to rise and the wages of unskilled labor would
tend to fall.

Unlike the situation presented above, however, in a real economy,
resources cannot be painlessly transferred from one industry to another in
response to increased imports. Not surprisingly, workers are reluctant to
abandon skills that were useful in their old jobs. In addition, workers may
not want to move to new areas, even if jobs are plentiful, or they simply may
not have information about job opportunities elsewhere. Similarly, capital
assets are usually industry specific. For example, shoe lasts cannot be used
for making electronic components. Finally, plants and land are not

necessarily located in areas with growing industries. As a result,
alternative uses are limited. 1/

Mobility is also limited because factor prices are not entirely
flexible. For example, because of union wage contracts, minimum-wage laws,
and strongly held beliefs about fair levels of compensation, wages and
salaries are not entirely free to fall. Returns to owners of capital assets
are generally regarded as more flexible, however. gj

The likely outcome of adjustment in such a situation is that some workers
in the import-competing industry will lose their jobs, and some plants and
capital equipment will be abandoned. Until the workers get new jobs in the
exporting sector and the capital is physically depreciated, production will
not be at the frontier in figure 1, but at some interior point such as point
U. During the period of adjustment, consumption will not be at point C. In
fact, the unemployment costs of adjustment might reduce overall consumption,
and therefore, economic welfare. 3/

In addition to lowering the general level of welfare, adjustment with
unemployment has a direct, negative effect on those workers who lost their
jobs and on those whose assets are unemployed, and who therefore suffer as a

1/ Some of the problems of factor adjustment are described in C. Michael Aho
and Thomas O. Bayard, "Costs and Benefits of Trade Adjustment Assistance”
(unpublished manuscript, Department of Labor); Malcolm D. Bale, "Estimates of
Trade Displacement Costs for U.S. Workers," Journal of International
Economics, vol. 6, 1976, pp. 245-250 and Jacques de Brandt, "Structural
Adjustment in the Textile Industries: Costs and Benefits," Adjustment for
Trade: Studies on Industrial Adjustment Problems and Policies, The
Development Centre of The OECD, 1975, pp. 29-=56.

2/ Robert E. Baldwin, John H. Mutti, and J. David Richardson "Welfare LS

Effects on the United States of a Significant Multilateral Tariff Reduction,”
Journal of International Economics, vol. 10, 1980, p. 410.

3/ This is illustrated formally by a partial equillibrium analysis in
Baldwin, Mutti, and Richardson "Welfare Effects on the United States of a
Significant Multi-laterial Tariff Reduction,” in an April 1978 (pp. 11=13)
manuscript version of this article. However, as subsequently published in the
Journal of International Economics, vol. 10, 1980, pp. 405-423, the arcticle
did not contain this illustration. '
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result of lost income. What positive effect does import protection have on
such costs? By temporarily lowering the level of imports and by giving the
workers and owners of capital in industry M more time to adjust, escape<clause
protection may limit the cost to idle workers and to the owners of idle
capital.

Allowing the adjustment process additional time to work reduces the cost
of adjustment because the frictions which cause factor immobility between
industries tend to diminish in importance over time. Workers retire or become
resigned to the need for change in occupation or location, machines wear out
or can be sold, and so forth. Consequently, a possible way to reduce the cost
of unemployment (i.e. to limit the unemployment itself) is to extend the
contraction of the industry over a longer time period.

Although this may be the desired outcome of temporary protection, it is
not the only possible result; excessive protection could stop or even reverse
the adjustment process. The threatened workers and owners of capital and land
in the contracting industry may do nothing to find other work or alternative
uses for their assets during the period of protection. Even worse, a
temporary respite from import competition and the consequent increase in
profitability of the domestic industry M could attract resources into the
industry. Then, when protection is removed, more workers and capital could
become unemployed than would have been the case without protection.

Finally, gradual adjustment may be less costly for the workers and firms
in the contracting industry, but the benefits of such an adjustment may be
outweighed by a cost to other segments of the economy. By restricting trade,
industries that would benefit from increased trade (i.e. exporters) lose
during the period of protection, and consumers are not able to take advantage
of the lower priced imports.

Adjustment by Modernization

Arguments for escape<clause protection can take another very different
form. Rather than accommodating increased foreign competitiveness by
contracting, protection can promote investment and better business practices,
which will allow the injured industries to compete without contracting. This
type of adjustment, characterized here as a modernization, is accomplished by
adopting more competitive production, marketing, or pricing practices.

The case for modernization is usually presented in the following way.
First, an industry, having lagged behind foreign competition in adopting new
technology or business practices, realizes that it has become uncompetitive.
The industry reasons that, if it is given a temporary period of protection,
productivity will be improved, profitability can be restored, and its
creditors reassured. During the protection period, investments are made and
modernization takes place. Following the period of protection, the industry
will be able to compete successfully with the imports. Hence, successful
modernization holds forth the hope of avoiding the costs of expensive
unemployment. Also, when successful, it saves a domestic industry from
contraction.
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This scenario, however, raises a number of questions and suggests
problems. First, why did the industry lag behind in the past? Is there
reason to believe that, after domestic producers have once caught up to
foreign producers, while enjoying the benefits of temporary protection, they
will remain abreast of the competition when the protection is removed?

Second, although it may be true that the domestic industry will become
competitive after it has adjusted to changed circumstances, temporarily -
depressed profits do not preclude accomplishing adjustment without import
protection. Private capital markets are expected to discern whether firms in
an industry can adjust to changing circumstances. If private capital markets -
agree with domestic producers, that they can regain their competitiveness,
then one would expect funds for new investment to be made available without
import protection. If capital markets are unwilling to advance these funds in
the absence of protection, then is there reason to believe that after the
investments are made, the industry will continue to be successful once the
protection is removed?

Third, even if the domestic industry is able to improve its efficiency by
adopting new technology, will this be sufficient to achieve competitiveness
when foreign producers may also be adopting the same or often more improved
technologies?

Fourth, another question about modernization is whether it can be
accomplished without factor unemployment. Usually an injured industry can
increase its efficiency only by using factors which are less costly. 1In
industrialized countries this usually takes the form of substituting capital
for labor. 1/ Hence, successful modernization would usually be expected to
result in unemployed labor.

The U.S. color television industry, the subject of a recent Commission
investigation to extend the period of import protection after 3 years of
relief, provides an example of this substitution of capital for labor.
According to a majority of the Commissioners, "the adoption of technological
improvements is reducing total labor content of television receivers."” 2/

Finally, even if unemployment can be avoided, the costs of protection to
the economy generally have to be noted. Protection implies that consumers
must pay for the modernization of the industry through higher prices to
support higher industry profitability. Also, because trade tends to be
balanced, preventing imports is tantamount to preventing exports. Hence to
the extent this is the case, protection for modernization leaves export
industries worse off than they would otherwise have been. Thus, in any case
where an industry is protected, there are costs distributed among consumers
and exporters that must be weighed against benefits to the industry.

lj For a discussion of factor reversals, see Martin Wolf, Adjustment
Policies and Problems in Developed Countries, World Bank Staff Working Paper
No. 349, August 1979, pp. 120<121.

2/ Color Television Receivers and Subassemblies Thereof: Report to the
President on Investigation No. TA<203<6 Under Section 203 of The Trade Act of
1974, Publication 1068, May 1980, p. 5. This was the opinion of Commissioners
Alberger, Moore, Stern, and Calhoun.
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Summary

Having defined two types of adjustment, we are left with the necessary
tools to describe what happened to escape<clause<protected industries in the
following chapters. Was the predominant pattern in an industry contraction or

modernization?

In addition to describing adjustment by contraction and modernization,
the chapter has also provided a basis for some other questions. For example,
if the protected industry contracted, was the decline prolonged by protection
and were the factors spared some unemployment? If the industry modernized,
was it able to overcome the problems with modernization mentioned above?
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CHAPTER THREE: ADJUSTMENT IN THE WILTON AND
VELVET CARPET INDUSTRY

Background

In 1961, the Commission (then known as the U.S. Tariff Commission), after
an investigation and a hearing, determined that Wilton and velvet carpets and
rugs were being imported into the United States in such increased quantities
as to seriously injure the domestic industry. In 1962, the President _
suspended the tariff concession on these carpets and rugs thereby raising the
tariff from 21 percent to 40 percent. This level prevailed until 1973, when
it was reduced again to 21 percent. 1/ This chapter presents information on
the adjustment of the injured industry from 1962 to the present.

Industry definition

The designated industry consisted of two types of carpets (and rugs)
referred to as Wilton and velvet, respectively. Both are produced by a
weaving process in contrast to such other methods of carpet manufacture as
tufting or knitting. Tufted, knitted, and woven carpets other than Wiltons
and velvets were excluded from consideration in the injury determination, and
did not receive import relief.

Uses .—Wiltons and velvets and most other types of carpets (and rugs),
are used primarily for residential and commercial floor covering. Tufted
carpets are also frequently found in automobiles.

Industry history.--Woven carpets were first produced commercially in the
United States in the early 1800's on hand looms. The particular type of weave
often took the name of the city of its origin, for example, Wilton, Axminster,
and Brussels. 1In the 1840's, power was added to the loom, and productivity
increased substantially. Nonetheless, until the combined introduction of
tufting and synthetic fibers in the 1950's, carpets were considered luxury
items out of reach for most consumers.

The Wilton weave is considered the most complicated of the machine-woven
carpets. Using a computer-like (Jacquard) punched card to control the action,
several different colors of yarn can be woven together through the mechanized
action of wefting and warping, in elaborate custom-made patterns. In
contrast, the velvet weave, because it is usually of one color, is among the
simplest of weaves.

1/ For the principal reports of the Tariff Commission see Wilton, Brussels,
Velvet and Tapestry Carpets and Rugs, Escape Clause Investigation No. 7-104

« o« o, TC Publication 28, August 1961; Wilton, Brussels, Velvet and Tapestry
Carpets and Rugs, Report to the President on Investigation No. TEA-I-EX-2,
under Section 351(d)(3) of the Trade Expansion Act of 1962, TC Publication No.
213, September 1967; and Wilton, Brussels, Velvet and Tapestry Carpets and
Rugs, Report to the President on Investigation No. TEA-I-EX-5, « . ., TC
Publication No. 302, November 1969. Presidential Proclamation 3458, Mar. 27,
1962; Presidential Proclamation 3815, Oct. 11, 1967; and Presidential
Proclamation 3953, Dec. 31, 1969.
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Tufting is less complicated than all weaves. The tufted carpet is formed
when multiple needles are simultaneously punched through a backing. With
tufting, not only are the Wilton weave's complicated color patterns not
imitated, but the relatively complex mechanical motions of wefting and
warping, needed even for a simple velvet weave, are avoided.

Petitioners.——The petition alleging injury was filed with the Commission
in 1961 by the American Carpet Institute, 1/ all but 1 of whose 16 members
were manufacturers of Wilton and/or velvet carpets. In addition, there were
12 other domestic companies in 1961 which produced Wilton and velvet carpets.
Table A-1 in the appendix contains a list of the 16 members of the
petitioning association and the names of 7 of the other 12 companies in the
injured industry at the time. 2/

In its determination of injury, the Commission attempted to limit its
consideration to the Wilton and velvet portion of the sales of the 27
companies considered to make up the industry at that time. This greatly
reduced the size of the industry under consideration in the investigation
because only 39 percent of the aggregated output of the
27 firms consisted of Wilton and velvet carpets. Carpets made by the tufted
method constituted most of the excluded output of these firms.

History of tariff changes

In the Tariff Act of 1930, Wilton and velvet carpets and rugs were
subject to rates of duty of either 40 percent or 60 percent ad valorem,
depending upon whether they were valued at more or less than 40 cents per
square foot. Beginning in 1939, the tariff rate was reduced in bilateral and
multilateral trade negotiations on five separate occasions to the level of 21
percent (regardless of value per square foot) in 1957. The history of the
tariff concessions is summarized in table A-2 of the appendix.

The Commission, following The American Carpet Institute's second petition
for import relief under the 1951 act, reported its finding of injury to the
President in August 1961. It recommended that the tariff concession be
withdrawn and the tariff rate be increased from 21 percent to 40 percent ad
valorem. 3/

1/ The American Carpet Institute was the manufacturer's association for the
woven carpet industry. As consumption and production of carpets shifted away
from the woven variety, a new manufacturer's association was formed in Dalton,
Ga., primarily for the makers of tufted carpets. In 1972, the two
associations merged to form the Carpet & Rug Institute, presently located in
Dalton, Ga.

2/ It was not possible to determine the names of the other five, presumably
very small, companies. Wilton, Brussels, Velvet, and Tapestry Carpets and Rugs
« « «, TC Publication 28, August 1961, pp. 10-11.

3/ During the first investigation on the industry, a majority of the
Commissioners found that imports were not being imported "in such increased
quantities as to cause or threaten serious injury.”
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After requesting further information from the Commission, 1/ President Kennedy
in 1962 raised the tariff on Wiltons and velvets to the level recommended by
the Commission. 2/

Under a provision of the Trade Expansion Act of 1962, 3/ escape-clause
protection provided under the 1951 act had to be withdrawn 5& 1967. Import
relief could be extended, however, after the domestic industry petitioned the
Commission to hold hearings and to report to the President on the probable
economic effects of the tariff reduction. After receiving the report and the
advice of the Secretaries of Commerce and Labor, the President could decide to
extend the relief for a maximum period of 4 years.

In 1967, the Wilton and velvet carpet manufacturers returned to the
Commission to request such an extension. In spite of the Commission's advice
that the producers of Wiltons and velvets would be little affected by
the termination of the import protection, 4/ President Johnson chose to extend
protection until the end of 1969. 2/ In 1569, there was another requested
extension, and again the Commission recommended the restoration of the tariff
concession rate of 21 percent ad valorem. 6/ President Nixon, like his
predecessor, extended the tariff level of 40 percent ad valorem on most
Wiltons and velvets until January 1, 1973 7/ when the tariff reverted to the
present 21 percent ad valorem level. However, in his 1969 decision, President
Nixon withdrew the escape-clause protection on "Imitation Oriental Floor
Coverings,"” a type of Wilton carpet.

Increase in imports

Ninety percent of imported Wiltons and velvets in 1960 came from either
Belgium or Japan. Both in quantity and as a proportion of domestic
consumption, imports had grown considerably throughout the 1950's, as shown in
table 1. Concentrating primarily on what had happened between 1957 and 1960,
the Commission, in its 1961 report, found imports up "dramatically,” and noted
that "in 1959 alone, the actual quantity by which they increased was greater
than the total quantity imported in any single year before 1953." 8/

1/ Wilton, Brussels, Velvet, and Tapestry Carpets & Rugs, Report in Response
to the President's Request for Information Supplemental to the Report on
Escape Clause Investigation No. 7-104, Publication 41, December 1961.

2/ Presidential Proclamation 3458, Mar. 27, 1962 (76 Stat. 1457) became
effective June 17, 1962 when the concession was suspended .

2/ Sec. 351(c)(1)(B) of the Trade Expaansion Act of 1962.

4/ Wiltons, Brussels, Velvet, and Tapestry Carpets and Rugs, Report to the
President on Investigatlon No. TEA-I-EX-2 Under Section 351(d)(3) of the Trade
Expansion Act of 1962, TC Publication 213, September 1967.

5/ Presidential Proclamation 3815, Oct. 11, 1967.

6/ Wiltons, Brussels, Velvet, and Tapestry Carpets and Rugs, Report to the
President on Investigation No. TEA-I-EX-5 Under Section 351(d)(3) of the Trade
Expansion Act of 1962, TC Publication 302, November 1969.

7/ Presidential Proclamation 3953, Dec. 31, 1969, is entitled a "Partial
Extension of Increased Duty on Imports of Carpets and Rugs."”

8/ Wilton, Brussels Velvet and Tapestry Carpets and Rugs, Escape Clause
Investigation No. 7-104, . . ., TC Publication 28, August 1961, p. 23.
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Table 1l.--Wilton and velvet carpets and rugs: U.S. production,
imports for consumption, and apparent consumption, 1950-70

¢ Ratio of imports

Year ¢ Production : Imports : coﬁgg;;:giﬂ l/: to appar?nt

: : : =3 consumption

¢ 1,000 :
1,000 ¢ square : 1,000 :

:square yards: yards : square yards : Percent
1950~—====—=m== s 54,669 : 14,620 -3 56,289 : 2.9
1951-—======== 3 40,461 : 1,680 : 42,141 : 4.0
1952 ————mmmmem s 40,358 : 2,340 : 42,698 : 5.5
1953 ——==—=~emm : 45,658 : 34115 ¢ 48,773 : 6.4
1954 ———=—meemm; 37,714 : 2,880 : 40,594 : 741
1955=————mmmme : 41,639 : 4,008 : 45,647 : 8.8
1956=——======mm 3 40,648 : 4,425 45,073 : 9.8
1957 —————=eemm 2 35,776 : 4,671 : 40,447 11.5
1958—===m=meem : 34,258 : 4,632 : 38,624 : 12.0
1959~=—mmmmem $ 40,570 : 6,982 : 47,356 : 14.7
1960——==—==m—= 5 31,530 : 8,165 : 39,509 : 20.7
1961-—=~—~—=m=- i 28,663 : 8,234 : 36,676 : 22.5
1962 ——=—==—emv 2 29,473 : 5,919 : 35,162 : 16.8
1963 ==—==——mmmm: 28,290 : 1,853 : 29,955 6.2
1964 ~————=mm=~ : 24,248 949 : 25,048 : 3.8
1965=—==—~=~wm— : 23,546 : 519 : 23,820 : 2.2
1966~=—====——=- s 23,359 : 574 : 23,698 : 2.4
1967 ======m—— § 20,855 : 669 : 21,320 : 3.1
1968 ~——===m—==: 21,169 ¢ .879 : 21,721 : 4.0
1969-—==~—m—m 2 20,331 : 883 : 20,813 : 4.2
1970~—======—m : 17,667 : 695 : 18,010 : 3.9

l/ Production plus imports. Exports have been negligible.

Sources: U.S. Tariff Commission Publication No. 41, December 1961,
and U.S. Tariff Commission Publication No. 447, December 1971.
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Injury

While noting that there had been an overall decrease in the consumption
of Wiltons and velvets (both domestics and imports) in the late 1950's, the
Commission nonetheless felt that "A direct corollary of the mounting tide of
imports since 1957 has been a decline in domestic sales of Wiltons and
Velvets"” by 11 percent from 1957 to 1960. 1/ Other signs of injury, caused at
least partially by the increase in imports from 1957 to 1960, were a
15-percent fall in production, a 40 percent reduction in profitability (in
Wilton and velvet operations only) and a 33-percent decline in the number of
hours worked by industry employees. gj

Adjustmént

Adjustment in the Wilton and velvet. carpet and rug industry has taken the
form of a gradual but constant contraction. In 1977, output, assets,
employment, and the number of firms were less than half of their 1960 levels.
In its 1967 report to the President concerning the extension of the import
protection period, the Commission observed that adjustment was occurring
through contraction. After noting that 85 percent of all U.S. carpet sales
were tufteds, the Commission commented that the Wilton and velvet firms had
adjusted to the "pervasive technological and market change" posed by this
relatively new carpet product by going into tufting themselves. Furthermore,
the Commission felt that the net benefit from increasing the tariff in 1961
was to "retard somewhat the decline of weaving as opposed to tufting."” 3/

However, in addition to its beneficial effects, the report also noted the
cost of retarding the decline of the industry. By reducing imports, and hence
raising the prices of Wiltons and velvets to the consumer, the escape clause
protection probably "accelerated somewhat consumer purchases of tufted
products.” 4/

The fortunes of the domestic Wilton and velvet industry are demonstrated
by the almost unbroken series of declines in their annual domestic production
since the 1940's and 1950's. 1In table 2, this decline is contrasted with the
almost tenfold increase since 1960 in the growth of tufted carpet production.

Employment of workers in domestic Wilton and velvet plants, as shown in
table 3, was halved between 1960 and 1970. Table 4 shows a similar downward
employment trend extended to 1977, even though the data include all woven
carpets of which Wiltons and velvets constitute over half. With regard to
investment, table 4 shows that the gross value of fixed assets in the woven
carpet industry has similarly declined markedly, indicating that capital was
being depreciated faster than new investment into the industry.

17 Tbid.

2/ 1bid, p. 24.

é/ Wiltons, Brussels, Velvet, and Tapestry Carpets and Rugs, Report to the
President on Investigation No. TEA-I-EX-2 Under Section 351(d)(3) of the Trade
Expansion Act of 1962, TC Publication 213, September 1967.

4/ Tbid., p. 4.
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Table 2. Domestic shipments of Wilton, velvet and tufted
carpets, 1951-79
(In millions of square yards)

Total : Wilton : Velvet ¢ Tufted

Tear : shipments : shipments :shipments }/: shipments
1951 - - : 65 11 '3 22 i 6
1952 - —-— z 73 =2 14 : 25 = 12
1953 3 80 : 15 : : 22 16
1954 s 83 : 14 : 20 27
1955 — 2 98 : 15 : 24 ¢ 35
1956 ' 2 110 : 16 : 26 : 45
1957 : 112 & ° 14 : 24 56
1958 : 123 .8 14 : 22 71
1959=~ ey 145 : 17 : 27 3 86
1960 3 148 : 13 : 23 102
1961 4 161 : 10 : 23 117
1962 - $ 194 : 11 : 29 : 145
1963 ~===—= $ 223 : 10 : 29 : 175
1964 : 264 7 3 29 : 221
1965 3 301 : 6 : 29 : 261
1966 - 328 : 7 3 27 : 288
1967 s 497 10 : 41 : 530
1968 - 540 : 5 : 19 : 511
1969 s 592 : 4 20 : 563
1970 - 631 = 4 2 19 : 604
1971 : 109 2 3 3 17 & 681
1972 - 848 : 3. 12 19 : 823
1973- : 967 : 3 3 17 944
1974 : 887 : 2 16 : 866
1975---- g 799 : i bl 12 784
1976 - - 887 : (- 12 : 872
1977 3 993 : 1 3 1Z 3 977
1978 : 1047 : 2/ : 2/ : 1028
1979 : 1178 : 3/ : 3/ : 1157

1/ Includes other types of carpets and rugs estimated to be less than 10
percent of the number.

2/ All woven = 19.

3/ All woven = 21.

Sources: American Carpet and Rug Institute, Basic Facts About The Carpet
and Rug Industry, 1968. The Carpet and Rug Institute, 1973 Industry Review,
1976-7/ Industry Review, and 1978-79 Industry Review.
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Table 3.--Plants producing Wilton and velvet carpets and rugs: Indexes of the
average number of production and related workers employed and man-hours
worked by them, 1960-70

N (1960-62 = 100)
™ Index of :
: average number of:

Index of man—-hours worked on--

tear : workers employed : :

om all produsti § All products: Wiltons and velvets
1960 - 112 & 109 : 110
11961 : , 97 : 97 : 96
1962 : 91 i 94 : 94
1963 - : 83 : 89 : 87
1964 : 78 : 82 : 74
1965- : 77 : 81 : 71
1966 -3 75 @ 79 : 67
1967 i 70 : 74 : 62
1968 . - 73 : 76 : 61
1969- ¥ 67 : 72 : 56

1970 -: 59 56 : 34

Source: Derived from data supplied the U.S. Tariff Commission by U.S. firms
whose output was estimated to have accounted for more than 90 percent of total
U.S. production of Wilton and velvet carpets and rugs during 1960-70.

Table 4.--Average number of U.S. employees engaged in the production of woven
carpets and rugs, capital expenditures and aﬁﬁets, 1963-77

Number Expenditures and assets

Year : . of ¢ New capital : Gross value of
. employees

¢ expenditures : fixed assets

Million : Million
: Thousand : dollars s dollars
1963 13.4 442 135.3
1964 ———— 121 % 746 % 138.3
1965 —————————— - 10.5 : 4.7 : 1/
1966 e 9.7 ¢ 5.6 ¢ b1
1967- - $ 8.7 3 693" % 102.8
1968~ —— 100 ¢ 6.6 : 107.7
1969 — 2.9 .: Bad” & 106.3
1970-=-~ - 8.5 : 4.2 : 109.8
1971 on ———————————— 7.6 ¢ 2+6 2 96.5
1972 === g 635 8 3.2 ¢ 88.3
197 3 ey 5.3 5.9 : 92.7
1974 == e e e e 5.9 3 7.6 : 97.7
1975~=——m e ———————————— 4,8 3.1 ¢ 97 .4
1976~=—=——m e e e e : 4.8 4.8 ¢ 94.9
1977 mmmmm e s e e § 248 % 1.1 3 1/

l/ Not available.

Source: U.S. Department of Commerce, 1977 Census of Manufacturers, SIC
2271.
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A further indication of what has happened over the years may be seen by
comparing the number of firms active in the Wilton and velvet industry today
with the number at the time of the petition. In 1961, 27 firms made Wilton
and/or velvet carpets; 24 of the 27 produced velvets, and 22 made Wiltons.
Today, of the original 27 firms, there are 4 producing velvet carpets, 2
producing Wiltons, and 1 firm making both.

At the same time, imports of Wilton and velvet carpets and rugs, having
fallen 90 percent from their 1961 high point to their post-tariff-withdrawal
lows, increased in the 1970's after the restoration of the tariff concession.
Nonetheless, by 1977, imports were equivalent to a mere 21 percent of the 1961
level, as tables 1 and 5 show.

Table 5.--Wilton and velvet carpets and rugs: U.S. production, imports for
consumption, and apparent consumption, 1971-77

H

: : : : Ratio of
Year ¢ Domestic : Imports ¢ Apparent : imports to

¢ production: : consumption: apparent

s : : : consumption

¢ Million : Million : Million :

! square ¢ square : square $

¢ yards ¢ yards : yards : Percent
1971-—==m—m——m : 20 : sl 3 21.1 : 5.2
1972 —— -— s 22 ¢ 1.5 2 23.5 : 5.4
1973 ———— 20 : 1.6 : 21.6 : 7.4
1974 nnnn i n— : 18 : 1.3 = 19.3 : 6.7
197 5—==——— e e s 13 : 1:5 2 14.5 : 10.3
1976 ———y 13 .z 1.8 : 14.8 : 12,2
1977 ~=--=~ ——— 13 3 1.8 : 14.8 : 122

Sources: Carpet and Rug Institute Annual Reports 1972-1978 and U.S.
Department of Commerce, FT 246, 1971-1977.

Growth of domestic tufted carpet manufacturing.

The rapid increase in the production and consumption of tufted carpets
can be attributed to a combination of technological and demand factors. The
tufting machine, for example, requires about one-third the amount of labor as
a weaving loom and is capable of manufacturing about 25 times as much carpet
in the same amount of time. 1/ Hence, the technological innovation, the
tufted carpet, introduced commercially in the 1950's, permitted significant
immediate carpet price decreases. Similarly, the introduction of manmade
fibers, another 1950's technological innovation in the carpet industry, helped
to further reduce costs by providing an alternative to wool's high price and
unstable supply. Finally, the growth in the homeowning population along with
the increasing affluance of the country in the 1950's and 1960's, combined
with the tufted product's lower price, helped to make carpets a common
household item.

1/ See William A. Reynolds, Innovation in The United States Carpet Industry
1947-1963, Van Norstrand Co, 1968; and Robert Kirk, The Carpet Industry:
Present Status and Future Prospects, Wharton School of Finance and Commerce,
Report No. 17, 1970; and George Millman and John P. Figh, The U.S. Carpet and
Rug Industry: Current Trends and Outlook to 1980, The Chase Manhattan Bank,
Technical Services Division, 1972.
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Though a tufted carpet is physically not a perfect substitute for a
Wilton or velvet carpet, the differences are outweighed by price considera-
tions. With the price of the tufted product only half to a third that of the
Wilton and velvet, few consumers were tempted to purchase the high-priced
product.

Wilton and velvet firm adjustment

Though firm responses were diverse, it is possible to observe that one of
four types of adjustment was experienced by each of the 15 Wilton— and velvet-
making members of the American Carpet Insitute and the seven nonmembers about
which information could be obtained.

Abandonment of carpet production.--Ten companies, including five members
of the American Carpet Institute, left the industry from 1961 to 1980, with
all but one of the departures occuring between 1964 and 1975. Most of these
were manufacturers of Wilton carpets, and most were among the smallest firms
in the industry.

The first to abandon the carpet industry after the import relief action
was a Philadelphia company, Archibald Holmes & Soa. In 1964, after selling or
scrapping its old looms, Archibald Holmes & Son ceased carpet manufacturing.
Confronted with union demands for increased wages in 1963, the owner decided
to accept an offer from Speigel Inc. to lease their old building for 5 years
as a regional mail-order service center. Nothing is known about the
reemployment of the firm's employees, which in 1957 numbered 130. 1/

A second example, also from Philadelphia, is the Harwick & Magee Carpet
Co.. Harwick & Magee, in 1910 the largest domestic Wilton manufacturer, filed
for bankruptcy in 1972. At that time, the company closed its four retail
stores and its Philadelphia plant, laid off the remaining 35 workers, and
auctioned approximately 250,000 dollars' worth of its plant, equipment, and
inventory. g/

When asked why the company, which at its 1940's peak employed 250 and had
sales of $6 million, failed, a former executive told a local newspaper:
The real reason, I believe, is they couldn't compete with the
non-union southern shops and the industry turned to tufting, a
new method of weaving. Harwick and Magee only had three tufting
machines. They failed to move with the times.

Their production finally moved south in the last year and a
half...but it was too late." 3/

Consolidation in the production of tufted carpets.-—A second form of
ad justment consisted of the abandonment of Wilton and velvet carpet production
while shifting resources to the production of tufted carpets. Five companies,
all members of the American Carpet Insitute, took this route.

One example of a firm using this adjustment form is the Downs Carpet Co.
Founded in 1864, the company finally closed its Wilton carpet production in
1975 following considerable investments in tufted carpet manufacture since the

1/ "Spiegel Mail Order Firm Leases Plant at K and Erie,” The Evening
Bulletin (Philadelphia), Jan. 14, 1964. Also "Carpet Workers Win Pay Boost",
Philadelphia Inquirer, Sept. 10, 1957.

2/ "An Auction - The End of an Era" Philadelphia Inquirer, Feb. 25, 1972.

3/ Ibid.
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1950's. Today the company engages exclusively in the production of tufted
carpets at its plant outside Philadelphia, which was opened in 1954 following
an investment of $1.5 million. 1/

The demise of the Downs' Wilton carpet manufacturing was very gradual,
and company officials note that, with alternative employment nearby, there was
no large-scale unemployment when the old Wilton plant was closed in
Philadelphia. Furthermore, many of the Wilton workers were beyond retirement
age, and hence not interested in further employment.

The company's old Philadelphia plant is today vacant. Most of its aged
equipment was scrapped, though some was sold to one of the remaining
Philadelphia Wilton makers.

Another example of a company that followed a pattern similar to that of
the Downs example is the Philadelphia Carpet Company. This firm began a
diversification into the production of tufted carpets by acquiring the Mylu
Corp. of Georgia in 1957. 2/ Two years later a company formed by J. C. Shaw
purchased the Philadelphia firm. Since 1971, it has been known as Shaw
Industries Inc. of Dalton, Ga. Shaw concentrated most of its subsequent
growth in tufted carpets, and by 1979, with sales of $213 million, the company
manufactured only tufted carpets. 3/ Shaw industries ceased Wilton carpet
production in 1978, when it sold its Wilton Carpet Division to the
Pennsylvania Wilton Carpet Co., one of the three remaining domestic Wilton
makers.

Consolidation in the production of tufteds with some residual
production of velvets.——Among today's largest manufacturers of tufted carpets
are four firms that participated in the 1961 petition seeking escape-clause
protection. Each of these firms still produces velvet carpets as a small
proportion (less than 10 percent) of its total carpet output. None of them
still makes Wiltons, however.

Subsequent to the escape-clause action, three of these firms were the
object of acquisitions by larger companies in related industries. A. & M.
Karagheusian and James Lee & Sons were acquired by two large textile
companies, J. P. Stevens and Burlington Industries, respectively.
Bigelow—-Sanford, Inc., was acquired by a company in the home furnishings
business, Sperry Hutchinson (S&H Green Stamps). The fourth and fifth
companies, Firth and Mohasco, merged in 1962. 4/

Many of these companies took advantage of the growing demand for tufted
carpets by opening new tufted plants, often in the labor-union-free
Southeast. Table 6 shows how the members of the petitioning organization
maintained their substantial share of the tufted market from 1954 to 1966.

To the extent these firms, having ceased or reduced their manufacturing
of Wiltons and velvets, could offer employment opportunities in other lines of
business to the displaced Wilton and velvet workers, little unemployment of

1/ "Carpet Firm to Double Production Capacity with $1,500,000 Step',
Philadelphia Inquirer, Dec. 14, 1954.

gf’"Philadelphia Carpet Officers Acquire Georgia Firm", Philadelphia
Inquirer, Dec. 13, 1957.

3/ Standard & Poors, Standard Corporation Descriptions, vol. 41, No. 23,
sec. 2, Dec. 1980, pp. 1817-1818.

4/ William A. Reynolds, op. cit. Robert Kirk, op cit.
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Table 6.--Tufted carpet and rug production by members of the
American Carpet and Rug Institute, 1954-66

(In millions of square yards)
ACI tufted ° Total tufted - ACL tufted shipments

Year H - 3 as a percent of total
shipments . shipments . shipments
TD S isrmmsossmminee 8 : 27 30
1 A — -— 13 3 35 : 37
L 17 45 37 )
5 . (SR — : 17 : 56 : 30
1958 =amrmarrms : 25 : 71 : 35
1959 —===mmmmmmmm : 31 86 : 36
1960msrmmmsrimanise : 30 : 102 : 29
1961-~======mmmm : 32 : 117 27
T LB : 40 : 145 : 27
1963 ~——————=mn—— : 46 175 : 26
e, 1 (— : 54 : 221 % 24
) [T T — : 72 261 : 28
) {11 S ——— : 116 : 288 : 40

Source: American Carpet Institute, Basic Facts, 1968.

labor resulted. Unfortunately, detailed information on this form of labor
redeployment is not available. However, because the shift from weaving to
tufting coincided in most cases with a locational change from the Northeast to
the Southeast, most displaced Wilton and velvet workers probably could not
take advantage of such opportunitie