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United States Interuational Trade Commission
Washington, D.C.

Investigation No. 731-TA-103 (Preliminary)

SHOP TOWELS OF COTTON FROM THEVPEOPLE'S REPUBLIC OF CHINA

Determination

On the basis of the récordvlj developed in investigation No. Z31—TA;103
(Preliminary), the Commission determines, pursﬁant to éection 733(a) of the
Tariff Act of 1930 (U.S.C. 1673b(a)), that there is a reasonable indication
that an industry in the United States is threatened with material injuryrg/ by
reason of imports of shop towels of cotton as provided for in item 366.2740 of
the Tariff Schedules of the United States from the People's Republic of China

(PRC) which are allegedly being sold at less than fair value (LTFV)

Background

On August 24, 1982, a petition was filed by counsel on behalf of Milliken
and Company with the U.S. International Trade Commission and the Department of
Commerce alleging that an industry in the United States is materially injured,
or is threatened with material injury by reason of imports of shop towels from
the PRC which are allegedly being sold at LTFV. Accordingly, effective August

26, 1982, the Commission instituted a preliminary investigation under section

1/ The record is defined in section 207.2(i) of the Commission's Rules of
Practice and Procedure (47 F.R. 6190, Feb. 10, 1982).

g/ Commissioner Frank determines that there is a reasonable indication that
the domestic industry also is materially injured.
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731 of the Tariff Act of 1930, to determine whether there is a reasonable
indication that an industry in the United States is materially injured or is
threatened with material injury by reason of the importation of such
merchandise into the United States.

Notice of the institution of the Commission's investigation and of a
conference to be held in connection therewith was given by posting copies of
the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C. and by publishing the notice in the Federal
Register on September 1, 1982 (47 F.R. 38653). The conference was held in.
Washington, D.C. on September 14, 1982, and all persons who requested the

opportunity were permitted to appear in person or by counsel.



VIEWS OF THE COMMISSION

Introduction

Pursuant to section 731 of the Tariff Act of 1930, we determine there is a
reasonable indication that an industry in the United States is threatened with
material injury by reason of imports of shop towels from the People's Republic

of China (PRC) which are allegedly being sold at less than fair value. 1/ 2/

Standards for Determination

The Tariff Act of 1930 requires the Commission when making a determination
as to whether there is material injury, to consider, among other factors:

(1) the volume of imports of the merchandise which is the
subject of the investigation,

(ii) the effect of imports of that merchandise on prices in the
United States for like products,

(iii) the impact of imports of such merchandise on domestic
producers of like products. 3/

In this investigation we have determined that there is reasonable
indication of a threat of material injury. When determining whether there is
threat of material injury the Commission considers, among other factors:

(1) the rate of increase of subsidized or dumped exports to the U.S.
market,

(2) capacity in the exporting country to generate exports,

(3) the availability of other export markets. 4/

1/ Commissioner Frank determines that there is a reasonable indication that
the domestic industry also is materially injured.

2/ Material retardation of a domestic industry is not an issue.

3/ 19 U.S.C. § 1677(7)(B).

i/ 19 C.F.R. § 207.26(c) Commission Rules of Practice and Procedure.
Commissioner Frank notes that growth in domestic consumption in the foreign
exporting country which is allegedly selling at less than fair value relative
to capacity in that country must be considered which is partially implied by
point number (2) above in particular.
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The "threat of material injury” standard "is intended to permit import
relief under the countervailing and antidumping laws before actual injury
occurs.” 2/ In making its determination of threat of materiai injury, the
Commission is required to consider "any economic factor it considers
relevant” g/ in assessing the conditions of a particular industry. A finding
that there is a reasonable indication of threat of matériél.injury must be
based on a showing that the likelihood of harm is real and imminent, and not

on mere supposition, speculation or conjecture. 7/

The Domestic Industry

Section 771(4)(A) of the Tariff Act of 1930 defines the term "industry” in
an antidumping investigation as "the domestic producers as a whole of a like
product or those producers whose collective output of the like product
constitutes a major proportion of the total domestic production of that
product.” 8/ "Like product,” in turn, is defined as "a product which is like,
or in the absence of like, most similar in characteristics and uses with the
article subject to the investigation.” 2/

The imported article which is the subject of this investigation is a 100

percent cotton shop towel, sold in the greige state, 19/ and provided for in

5/ S. Rep. No. 249, 96th Cong., lst Sess. 89 (1979), H. Rep. No. 317, 96th
Cong., lst Sess. 47 (1979).

6/ S. Rep. No. 249 supra n. 2 at 88.

7/ S. Rep. No. 96-249, 96th Cong. 1st Sess. 88-89 (1979); S. Rep. No. 1298
93rd Cong. 2nd Sess. 180 (1974). Alberta Gas Chemical, Inc. v. United States,
515 F.Supp. 780, 790 (U.S. Court of International Trade 1981.

8/ 19 U.s.C. 1771(4)

9/ 19 U.S.C. 1771(10).

10/ The term greige is used to describe cloth that has not been dyed,
printed or bleached.
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item 366.2740 of the TSUS. Shop towels are rags used for wiping and cleaning
functions in industrial and commercial establishments. Both the imported and
domestic shop towels are made from Osnaburg, a loosely woven fabric of plain
weave and are of basically the same size and weight.vll/ 12/ However, there
appear to be some discernible differences between domestic and imported
towels. Importeﬂ towels are exclusively all-cotton, wheréag the domestically
produced towels can be all-cotton or cotton blend. 13/ 'Inkgddition, imported.
towels enter in the griege state without further treatment or alteration. S
Although domestic producers sell some towels in the greige state, they also
dye towels and treat them with a soil release finish as additional cost and
feature options for their customers. 14/ They also imprint at no charge
customer names and logos on towels. 15/ These differences in physical
characteristics alone are not sufficient to distinguish domestic towels from
imported towels. |

Both domestic and imported towels are used primarily for wiping machine
parts and clganing away ink, grease, 0il or other unwanted substances. lé/
The primaiy purchasers of shop towels are industrial laundries which, in‘tu:n,

rent them to industrial and commercial establishments.

11/ Domestic towels usually range from 4.5 to 5.5 ounces per square yard.
Imported towels weight approximately 4.3 ounces per square yard. ‘

12/ Most domestic shop towels are 18" x 18". The PRC towel is 18" x 17 1/2".

l}] Blended towels are considered somewhat stronger and more
chemical-resistant. Report at A-2.

14/ Report at A-2.

15/ Report at A-2.

16/ Report A-1. Counsel for respondents conceded that domestic and imported
towels are used for the same purpose. TR at 121. :
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There is nothing on the record of this preliminary investigation which
suggests that the differences in characteristics between the imported and
domestic towels affect the end use of these towels. Thus, considering
characteristics and uses together, we determine that the "like product”
consists of all domestically-produced shop towels. Therefore, for purposes of
this preliminary investigation, we determine that the "industry” consists of

the domestic producers of shop towels. ;Z/

Condition of the Domestic Industry

Profit and loss information submitted to the Commission shows a profitable
industry through 1981. Total net sales of shop towels increased by 13 percent
from $25.4 million in 1979 to $28.9 million in 198l1. However, during the
6-month period ending June 1982, total net sales declined by 14 percent to
$15.3 million compared with $17.8 million in the 1981 corresponding period. 18/

Operating profit as a share of net sales was 12.7 percent in 1981 as
compared with 12.6 percent in 1980 and 16.3 percent in 1979. Although this
ratio declined in the first half of 1982 compared with the corresponding
period in the previous year, industry profit ﬁargins at this time were still

above the standards of comparable industries. 19/

17/ The names of the six producers of the product are found in the Report at
A-5. Four domestic producers representing approximately 90 percent of
domestic production responded to the Commission's questionnaire.

18/ Report at A-13. Commissioner Frank disagrees with the implications of
the comment "profitable industry through 1981" when two out of four producers
did not report a pre-tax profit in 1981.

19/ Commissioners Stern and Haggart note that comparable financial data were
not available from domestic producers for the interim 1981 and 1982 periods
because the individual firms use different accounting years. Therefore,
aggregate data for these interim periods are not truly representative and
cannot be relied upon for an accurate picture of the profitability of the
domestic industry unaided by additional analysis.
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Three of the four domestic producers who responded to the questionnaire
reported a pre-tax profit on their shop towel operations in 1979 and 1980. In

1981 two of the four producers reported a pre—tax profit. In the first half

of 1982 only one on fhe four producers reported a pre-tax profit. The other
firms substained pre-tax losses ranging from $6,000 to one million dollars.

Apparent U.S. consumption of shop towels increased to 273 million in 1981
from 255 million units in 1980 after declining from 260 million units in
1979. 29/ It then declined by 22 percent to 116 million towels in
January-July 1982, compared with 149 million in the corresponding period of
1981. Zl/ In 1981, domestic production of shop towels was 162 million units
as compared to 160 million units in 1980 and 182 million units in 1979. Three
producers who account for the majority of domestic production report a 17
percent decline in production for January-July 1982 when compared with the
corresponding period of 1981. 22/

Capacity utilization figures indicate a trend similar to that of
production. While capacity for shop towel production remained relatively
constant gé/, capacity utilization for the domestic industry increased to 44.6
percent in 1981 from 44.5 percent in 1980. Capacity utilization was 50.8
percent in 1979. There was a decline from 47.8 percent in January-July 1981
to 40.1 percent in the corresponding period of 1982.

U.S. producers' end of period inventories have increased throughout the

period under investigation. They rose from 1.5 million towels in 1979 to 2.3

20/ Report at A-19.

Zl/ This may be explained in part by the overall economic situation. As
industrial users of shop towels decrease production the number of shop towels
they need decreases.

22/ Report at A-7.

23/ 1d.
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million in 1981, an increase of 56 percent. gﬁ/ There were 5.5 million towels
in inventory at the end of July 1982, compared to 3.4 million towels in
inventory at the end of July 198l. Traditionally, domestic producers of shop
towels have maintained little inventory because towels were produced to
order. 25/ | |

The number of production and related workers declihed‘from 464 in 1979 to
427 in 1981. It increased slightly in January-June 1982 aglcompared to the
corresponding period of 198l. 26/ -However while the number of workers

increased during this period the actual hours worked declined 27/ from 424,624
to 336,726.

Thus, the financial and economic indicators of the condition of the
domestic industry show a relatively stable level of performance through 1981.

There are signs of deterioration in all the above indicators in the first half

of 1982. 28/

Threat of Material Injury by Reason of Alleged LTFV Imports

Imports of shop towels from the PRC have increased during the period under

investigation in both absolute and relative terms. Imports for consumption-

24/ Report at A-11.

25/ For example, if an end user wants red towels on which "service is our
business"” is printed, the order must be processed at the time it is placed and
cannot be run in advance.

26/ Report at A-12.

27/ Report at A-12.

ZEY Commissioners Stern and Haggart note that in this case, aggregate data
for the various indicia of the health of the domestic industry do not reveal
the significant variations about the norm which were experienced by individual
companies. In particular, information on the record reveals that the
performance of one company is far worse than that of the other producers,
apparently for reasons unrelated to imports. Therefore, they considered
confidential information regarding the performance of individual companies as
well as the aggregate data in their analysis of the domestic industry.
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from the PRC rose from less than 9 million towels in 1978 to lﬁ million in
1979, and then more than tripled in 1980 to 45 million towels. 29/ The number
of shop towels from the PRC increased again in 1981 tc 94 million. 30/ The
“imports for consumption from the PRC fell 22 perceant ﬁn tﬁe period
January-July 1982. 31/ It must be noted, however, cuétoms data on general
imports indicate that there was a 57 peréent increase in PRC shipments in July
1982 over those in July 1981, which is not reflected in the data concerning
imports for consumption. This suggests that U.S. importers may be warehpusing
PRC shop towels in Customs bonded storage. ég/

The ratio of imports from the PRC to apparent domesticvconsuﬁption
increased from 5.4 percent in 1979 to 17.8 percent in 1980 and to 34.6 percent
in 1981. There was a slight increase in the January-July 1982 percentage as
contrasted with the comparable period in 1981. 33/

Furthermore, importers responding to questionnaires gﬁj have reported a
substantial build-up in inventories since 1979. By July 1982 inventories of
imported towels had almost tripled since the end‘df the previous year. 35/

Domestic producers sell shop towels in the United States through their own
sales representatives and distributors. éé/ Imports are sold through a

distribution arrangement 37/ as well. Both U.S. producers and importers sell

29/ Report at A-17. Most-Favored-Nation treatment was granted to the PRC on
February 1, 1980.

30/ 1d.

31/ Report at A-19.

32/ 1d.

33/ 1d.

34/ Importers which represent 85% of total shop towel imports answered the
questionnaire.

35/ Report at A-17. Commissioner Frank notes inventories of imported towels
were about four times the level of domestic towel inventories at the end of
July 1982.

36/ Report at A-21.

37/ 1.
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at different prices to different types of customers. While list prices issued
on a quarterly basis are generally offered to smaller customers, prices are
negotiated for larger accounts. gg/ Pricing is very competitive and one cent
can make the difference in making the sale.

Domestic prices during the period studied rose slightly while PRC prices
declined. Domestic price increases were small, despite rising costs, in order
to remain competitive. Importers undersold domestic prices in every quarter
of the period January, 1979 to June, 1982. 39/ The margins of underselling
increased from 25 percent in 1979 to 34 percent in the second quarter of
1982. Given the ratio of PRC imports to apparent domestic consumption there
is an indicétion that this underselling has resulted in the suppression of
domestic prices. Further, there were 127 allegations regarding lost sales.
The Commission was able to confirm 16 of the allegations. 40/ The majority of
these sales were lost because of lower prices of the towels imported from the
PRC.

information on the PRC's capacity to increase exports to the United States
is limited. Counsel for respondents indicated at the conference that there
are presently four mills making shop towels with no excess capacity ﬁlj and no
plans to increase capacity. However, according to a recent Commission report,

the PRC is emphasizing the development of export-oriented light industry as a

38/ 1d.

39/ Report at A-22.

40/ Ten of these accounted for sales valued at $766,500. Six additional
firms confirmed the purchase of imports, but were unable to state the value of
the lost sales. Report at A-23.

41/ Report at A-6.

10



11
means of earning foreign exchange. Textile products are expected to be one of
the key product areas. 42/ 43/

Therefore in light of import trends, sizeable inventories held by
importers and in Customs warehouses, indications of underselling and price
suppression and confirmed lost sales, ﬁﬁ/ we conclude that there is a
reasonable indication that a domestic industry is threatened with material

injury by reason of imports of shop towels from the PRC which are allegedly

sold at less than fair value. 45/

42/ See Emerging Textile - Exporting Countries Report on Inv. 332-126 (USITC
Pub. 1273)(August 1982).

ig/ Further information on export capacity should be developed should this
investigation return to the Commission.

ﬁﬁ/ Commissioners Stern and Haggart note that the record in this preliminary
investigation does not provide sufficient information to conclude that
increases in import penetration and the existence of underselling by these
imports during the period 1979 through 1981 led to the present condition of
the domestic industry. However, recent developments within the domestic
industry, particularly declining profitability, lead to a reasonable belief
that current and anticipated levels of imports pose a threat of material
injury to the domestic industry.

45/ Commissioner Frank notes that only a low-threshold standard applies to
pfziiminary determinations. An overview on this is found in his views in
Frozen French Fried Potatoes from Canada, Inv. No. 731-TA-93 (Preliminary),
USITC Pub. No. 1259 at 12-15 (1982). Commissioner Frank also considers the
past profit slump or losses on operations of domestic firms in the industry,
domestic inventory accumulation, underselling margins, and volume of past PRC
imports to have an effect on domestic producers of like product that is
significant. Hence, he determines there is a reasonable indication that the
dometic industry is materially injured as well as being threatened with
material injury.
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INFORMAT ION OBTAINED IN THE INVESTIGATION
Introduction

On August 24, 1982, a petition was filed by counsel on behalf of Milliken
& Co. with the U.S. International Trade Commission and the U.S. Department of
Commerce alleging that an industry in the United States is materially injured,
or is threatened with material injury, or the establishment of an industry in
the United States is materially retarded, by reason of imports of shop towels
from the People's Republic of China (China) which are allegedly being sold at
less than fair value (LTFV). Accordingly, effective August 26, 1982, the
Commission instituted a preliminary investigation under section 733(a) of the
Tariff Act of 1930, to determine whether there is a reasonable indication that
an industry in the United States is .materially injured, or is threatened with
material injury, or the establishment of an industry in the United States is
materially retarded, by reason of the importation of such merchandise into the
United States. The statute directs that the Commission make its determination

within 45 days after its receipt of a petition, or in this case by October 8,
1982.

Notice of the institution of the Commission's investigation and of a
conference to be held in connection therewith was given by posting copies of
the notice in the office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and by publishing the notice in the Federal
Register of September 1, 1982 (47 F.R. 38653). 1/ The conference was held in
Washington, D.C., on September 14, 1982. 2/

The Product

Description and uses

Shop towels are industrial wiping cloths used primarily for wiping
machine parts and cleaning away ink, grease, oil, or other unwanted
substances. They are usually purchased by industrial laundries which, in
turn, rent them to commercial and industrial establishments. After being
used, the towels are returned to the laundry for cleaning and further use.

Shop towels are made from osnaburg, a loosely woven fabric of plain weave
usually ranging from 4.5 to 5.5 ounces per square yard. The most widely used
towel sizes are 18 X 18 inches and 18 X 30 inches. Most shop towels are
overcast_i/ or finished on three edges with a natural selvage on the fourth.

l/ A copy of the Commission's notice of institution of the preliminary
investigation is presented in app. A. A copy of the Department of Commerce's
notice of initiation is presented in app. B.

'3/ A copy of the list of witnesses appearing at the conference 1s presented
in app. C. ,
.2/ A slanted stitch around cut edges to prevent raveling.

A-1
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Imported and domestic shop towels have the same end uses and, according
to counsel for the petitioner and the respondents, are competitive. 1In terms
of construction, imported and domestic shop towels differ in size and quality
of the yarn used and the yarn count (threads pe% inch). The yarns used in
imported towels are made of 70 percent waste fibers (from previous yarn
processing) and 30 percent short staple fibers. The domestic towels are made
of 60 percent waste and 40 percent long staple fibers. The yarns in the
standard Chinese towel are of number l/ 10 (10s) in both the length and the
width of the fabric. Those used in domestic towels are 10s and 6s or 12s and
5s, the higher number in the warp (length of goods) and the lower number in
the filling (width of the goods). The yarn count in imported towels is
usually 34 threads per inch in the warp and 26 threads per inch fn the
filling. Domestic towels usually have a yarn count of 29 in the warp and 20
in the filling. 2/

Imported towels are made of 100 percent cotton and are sold in the
greige 3/ state. U.S. producers make 100 percent cotton towels and also
towels that are a blend of 60 percent cotton and 40 percent acrylic. The
blended towels are preferred by some end users who feel that they are stronger
and more chemical resistant than the all-cotton towels. 1In addition, the
blended towels can be washed at a lower temperature than the all-cotton towels
and can be dried more quickly. Domestic producers sell towels in the greige
state; they also dye them or treat them with a soil-release finish as
additional cost options. In addition, domestic producers imprint customer
names and logos on their towels without extra charge to their customers.
Industry sources indicate that the cost of dyeing is * * * cent per towel;
soil release, * * * cent; and imprinting, * * * cent.

Importers and producers disagree concerning the relative quality and
utility of the imported versus the U.S.-produced towels. During the
conference the importers frequently alleged that the shop towels imported from
China are a cheaper product, inferior in quality, and consequently should sell
for less than the U.S.-produced towel. 4/ To support this contention, the
importers cited the percentage of cotton waste in the imported towels 5/ and
their lighter weight. 6/ They mentioned the additional features provided by
U.S. producers that are not available on the Chinese towels, 7/ and stated
that Chinese towels do not last as long as U.S.-made towels. 8/

1/ Yarn number describes the diameter of the yarn. The lower the number,
the thicker the yarn.

2/ Transcript of the conference, pp. 90-91.

3/ Unbleached and uncolored. '

'Z/ Transcript of the conference, pp. 72, 74, 75, 79, 80, 84, 91, 93, 95,
104, 106, and 129.

5/ Ibid., pp. 82 and 90-91.

6/ Ibid., pp. 80, 91, 106, and 114.

7/ Ibid., pp. 81 and 97.

_/ Ibid., pp. 92, 95, and 113.

A-2
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However, the petitioner contends that the U.S. and Chinese shop towels
are directly competitive, 1/ and that, although the U.S. towel is a better
towel, the degree to which it is better does not warrant the price differ-
ence. 2/ The petitioner contended that it could produce a towel like the
imported one for roughly 1 cent more than it costs to make its own products
because the Chinese use a finer yarn and consequently have to weave more
threads per inch to achieve the required weight. 3/ Also, the petitioner's
postconference brief states that Chinese shop towels weigh almost exactly the
same as the towels that it produces. &4/

U.S. tariff treatment

Shop towels are classified under item 366.2740 of the Tariff Schedules of
the United States Annotated (TSUSA). The current column 1 or most-favored-
nation (MFN) rate of duty for shop towels is 14.3 petrcent ad valorem, and the
column 2 rate is 40 percent ad valorem.lil The MFN rate has been in effect
since January 1, 1982, and reflects the initial reduction resulting from
concessions granted in the Tokyo round of the Multilateral Trade Negotiations
(MTN), conducted under the auspices of the General Agreement on Tariffs and
Trade (GATT) during 1973-79. The remaining scheduled reductions for item
366.2740 and their effective dates are as follows:

Rate Jan. 1--
13.5% ad val-——=—————m— e 1983
12.8% ad val-——=—~-- - 1984
12.0% ad val-——-=——m——— e 1985
11.3% ad val-—-———==————cmm 1986
10.5% ad val- ——— 1987

Imports of shop towels are not eligible for duty-free treatment under the
Generalized System of Preferences (GSP)._Q/ In addition, imports from the

1/ Ibid., pp. 16 and 49-50.

2/ Ibid., pp. 26 and 32.

3/ 1bid., pp. 28-30.

4/ Petitioner's postconference brief, app. 1.

5/ China was granted MFN treatment on Feb. 1, 1980, joining Hungary, Poland,
Romania, and Yugoslavia as the only Communist countries eligible for such
treatment. Imports from all other Communist countries and areas, pursuant to
general headnote 3(f) of the TSUSA, are assessed the higher col. 2 rates;
imports from all other sources are assessed the MFN rate.

6/ GSP is a program of nonreciprocal tariff preferences granted by developed
countries to developing countries to aid their economic development by
encouraging greater diversification and expansion of their production and
exports. The U.S. GSP program, enacted under title V of the Trade Act of
1974, was implemented by Executive Order No. 11888 in January 1976 and is
scheduled to expire on Jan. 4, 1985.

A3
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least developed developing countries (LDDC's) are not granted preferential
tariff treatment. 1/

The shop towels considered herein are subject to control under the
Multifiber Arrangement (MFA), g/ which provides the legal framework for
bilateral agreements among participating countries to provide for the orderly
development of international trade in textiles and apparel. Imports of shop
towels are classified in category 369, a "basket™ category consisting of a
large number of miscellaneous cotton manufactures. During January-June 1982,
shop towels accounted for about 11 percent of the total’ 1mport volume in
category 369.

China is not a signatory to the MFA; however, its exports of shop towels
to the United States are covered by a 3-year bilateral textile and apparel
agreement that will expire on December 31, 1982. 3/ Although the agreement
set quantitative limits for certain product cateésfies, the basket category in
which shop towels fall is unlimited. Moreover, unlike the bilateral
agreements with the three largest foreign suppliers--Hong Kong, Taiwan, and
the Republic of Korea-—the agreement with China does not contain an aggregate
limit. However, the agreement did establish a consultation mechanism for
categories which are not subject to specific limits and for which limits may
be established to prevent market disruption or the threat thereof.

Channels of distribution

Between 90 and 95 percent of domestic shop towel sales by U.S. producers
and importers are made to industrial laundries and linen supply companies.
These firms, in turn, rent the towels to various industrial or commercial
establishments, such as printers, auto repair shops, and food processors.

After the towels become soiled, they are returned to the rental agent for
cleaning. Testimony provided by the petitioner and respondents differs
considerably with respect to the useful 1life of shop towels. Producers have
stated that their shop towels are made to withstand over 50 launderings, but
due to the high loss rate through pilferage, the average towel life is closer
to 20 washings. However, importers stated at the conference that the Chinese
towel only lasts through five washings, whereas laundries and linen suppliers

expect a minimum of 9.2 washings from cloth shop towels to get their money's
worth. 4/

gjgfhe IDDC rate reflects the final U.S. MTN concession rate for an item
without the normal staging of duty reductions, and is applicable to products
from the LDDC's enumerated in general headnote 3(d) of the TSUSA.

2/ Sanctioned under the GATT and formally known as the Arrangement Regarding
International Trade in Textiles, the MFA was implemented in January 1974 for
4 years, was extended twice, and now runs through July 1986.

/ Negotiations to renew the bilateral agreement are being conducted with

China by the Office of the United States Trade Representative.

4/ Transcript of the conference, pp. 95 and 113.
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Sources indicate that the rental fee per towel is between 5 and 6 cents
per laundering. Most establishments have a set delivery schedule, and
depending on size and use, receive a specified number of towels per week. In
rural areas, delivery may be made biweekly.

The remaining 5 to 10 percent of the shop towels are sold directly to the
end users, usually to printshops or newspapers, which may have them cleaned by
local laundries. However, unless the purchase and laundering are on a large
scale, using a rental service is more economical. ' ‘

U.S. Producers

The number of firms known to produce shop towels in the United States is
six; 1/ the petitioner--Milliken & Co.--is by far the largest producer. The
shares of total production in 1981 accounted for by each of the four responding
firms are shown in the following tabulation:

Producer Percent
Milliken & Co- —~— *kk
Texel Industries, Inc- *kk
Wikit, Inc - k%
Wipo, Inc — - kk%

Wikit, Inc., and Texel Industries, Inc. appeared and testified at the
conference in support of the petition.

Milliken & Co. is among the largest textile producers in the country,
producing a wide array of textile products. Because the firm is privately
owned, the importance of shop towels relative to its total sales is not known,
but it is believed to be low. Milliken's shop towel facility is located in
LaGrange, Ga. For Wikit, Inc., located in LaGrange Ga., and Wipo, Inc.,
located in Columbus, Ga., shop towels are believed to account for the ma jor
part of their total sales.

Pennsylvania State Manufacturing Co., Clifton Heights, Pa., was contacted
after the conference. It produces about * * * million shop towels a year,
which account for less than * * * percent of its overall business. 1Its shop
towels are manufactured in Puerto Rico. * * *, :

Milliken and Wipo weave their own fabric and subsequently cut and finish
it into shop towels. The two other producers, Texel Industries and Wikit,
purchase their fabric and then convert it into shop towels. Wikit and Wipo
also purchased imported (primarily Chinese) towels from jobbers and identify
them as such on their price lists. The imported towels are their lowest
priced shop towel. * * *, Both firms reported that 1981 was the peak year
for buying and selling imported towels, when they accounted for about * * *
percent of their total shop towel revenues.

1/ * * =%,
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The four producers also make other related items in the same establish-
ments in which they produce the shop towels. The products include mopheads,
dish towels, and huck toweling made in continuous lengths for use in public
restrooms. However, the shop towels are cut and sewn on separate machinery.
In addition, the two firms that weave their own shop towel fabric do not
produce other fabrics on the same looms because, according to the petitioner,
the looms are lightweight and cannot weave fabric heavier than that used in
shop towels. Also, the looms are limited to fabric widths of no more than 38

inches, compared with widths of 45 inches or more for most other broadwoven
fabrics.

U.S. Importers

The net importer file maintained by the U.S. Customs Service identified
seven Importers of shop towels from China during 1980 and 1981. The * * *

largest importers—-* * *--are estimated to account for over 85 percent of
total shop towel imports.

The Chinese Industry

China's production of shop towels reportedly takes place in four mills
where other textiles for export are also made. The mills use only cotton in
their shop towels, which are not dyed or printed but are exported in bulk in
the greige state.

Although data are not available on the four mills' output of shop towels
or their productive capacity, counsel for U.S. importer and Chinese interests
indicated that there is currently no excess capacity and that there are no
plans to expand current capacity. lj Counsel further indicated that because
Chinese consumer demand for textile products is high and because other ma jor
markets--Japan, Canada, and the European Community--absorh a significant part
of China's output of shop towels, a significant increase in {ts exports of the
towels to the United States would be improbable.

Shop towels account for only a small part of the output of China's
textile industry, which is playing an increasingly important role in the
country's economy. The industry supplied about 20 percent of domestic retail
trade and 20 to 25 percent of total exports in recent years. As part of its
economic readjustment program giving priority to the development or
modernization of light industry, China is encouraging the growth of textile
production to generate foreign exchange quickly, at a relatively low
investment cost, and to meet growing consumer demand domestically. Partly as
a result, the textile mills operated under the Ministry of Textiles expanded
their output at an average annual rate of 17 percent during 1977-80.

%{ Meeting with counsel for U.S. importer and Chinese interests, Sept. 13,
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China's foreign trade is a state monopoly controlled by the Ministry of
Foreign Trade through a number of foreign trade corporations, which are set up
on a product or service basis. Trade in textiles is handled primarily by the
China National Textiles Import and Export Corporation (Chinatex), which has a
branch office in New York City. Prices of both foreign and domestic goods are
fixed centrally by the State Price Bureau to maintain domestic price stability
and to protect domestic industry. Chinatex purchases textiles for export at
prices fixed by the bureau for domestic use and then sells the goods abroad at
world market prices. l/

Nature and Extent of Alleged Sales at LTFV

The petition alleges that China is selling shop towels in the United
States at LTFV. The petition proposes three alternatives for calculating the
dumping margins, comparing China's pri<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>