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1

INTRODUCTION.

During a stay in South India we witnessed the difficult conditions in which textile
labourers in small-scale textile weaving and spinning units live today. At the same time,
labourers in Aalst (Belgium), our native town, and in Tilburg (The Netherlands), where
our university is located, had been struggling with growing unemployment problems.
These phenomena raised questions concerning the behaviour of these countries in the
international textile market after the Second World War. This behaviour was undoubtedly
linked to a striking feature of this period in history: the increasing textile imports from
developing countries. For a case-study this study focuses on Indian exports to the Benelux
markets, taking into account the Benelux import policies, Indian export policies and the
consequent competitiveness of the Indian product in order to explain that country's export
performance. Thus, we look at the Benelux markets and their textile import policies only
from an Indian point of view.

These two areas (Belgium and the Netherlands, and India) are among the most successful
textile areas in history; the 'low countries' (especially Flanders) and India obtained fame,
power and prosperity from their textile skills.

Furthermore, we chose to focus on the period 1945-1992. It was only after the Second
World War that most developing countries were able to set up a domestic textile and/or
clothing sector and the year 1992 reflected a possible change of import policy by most
West European countries'.

A/FORMULATION OF THE PROBLEM.

We have formulated three specific problems which reflect the issue of the so-called
'textile threat from the developing countries' during the post-War period.

1)TEXTILES. A DEROGATION OF THE GATT PRINCIPLES?

The GATT (General Agreement on Tariffs and Trade) formed the framework for foreign
trade policy after the War. Consequently we question whether textiles were a derogation
of the GATT principles. During the late 1940s, economists in the West were fairly
unanimous in considering free trade the optimal policy. This kind of thinking constituted
the foundation for the creation of the GATT. The GATT principles were based on the
idea that free trade was desirable for the whole world economy', Therefore, the infant-
industry exception in the developing countries was severely criticised.

However, in the 1960s protectionist pressures in the West gave way to an ambiguous
policy of excluding textile products from GATT prescriptions. Sophisticated systems of

I See the abolishmentof the Multi-FibreAgreement and the introductionof a common EEC
market in 1993.

2 H.VAN DER WEE, 1983,pp.259-262.
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so-called 'voluntary' restrictions were introduced to limit textile imports: from 1961Long-
Term Agreements, and from 1974 Multi-Fibre Arrangements. In the 1980sprotectionism
became a recognised device to protect industries 'in distress'. The difficulties which
economists thinking along the Heckscher-Ohlin line experienced in explaining the
contradictory situation of favouring both free trade and textile protectionism suggested
an 'historical' approach to these economic phenomena'. Consequently, we assume that
West European policies were rooted in a socio-economic power structure based on an
historical (often 'colonial') heritage.

2)BENELUX UNANIMITY THREATENED?

Taking into account a historical dimension, we actually put forward some generally
recognised points of view in relation to the Benelux countries in order to try them out
in relation to the post-War textile trade policy.

Despite some risk of oversimplification, we first of all note some general economic
differences. Traditionally there was a difference in the content and direction of the
bilateral trade of Belgium and the Netherlands. Belgium produced and exported
industrial goods whereas the Netherlands not only specialised in agricultural products but
also made its living from 'trading and shipping'. Moreover, the Netherlands traditionally
put an emphasis on Asia and only made the EEC its priority area after the Second World
War, while Belgium directed its extra-European trade relations mainly towards African
countries and has always been Europe-centred. The Netherlands had primarily been a
trading nation, based on principles of free trade and co-habitation with the sea. Belgium
had been a 'semi-colonised' country (up to 1830), depending on its agricultural products
and raw materials derived from the earth and used for becoming the second industrialised
country of the world. Consequently, the general idea is that Belgian attitudes were 'home-
tied' and 'representing industrial interests', whereas the Dutch rather acted as a moving
'Holland Ltd', favouring free trade.

Historically speaking, the Dutch were indeed to some extent the antithesis of the Belgians
in their commercial and political style and view of the world".

-The Netherlands-

The corner-stone of Dutch policies has undoubtedly been free trade. Already in 1654,
Johan de Witt had defended the principle of 'peace for trade'. To him, navigation and
foreign trade were the soul and inner substance of the Dutch state. Two centuries later,
the Dutch Minister, Van Bosse, zealously implemented measures to liberalise trade and
explained to the other Cabinet members that the Netherlands could be considered one
big 'grocery shop'(1848). The country was so busy trading and bargaining that an

3 It was thought that a country automaticallywould use its 'natural' resources (capital, raw
materials, energyor cheap labour forces) to a maximum,thus creating a comparativeadvantage;
A.O.KRUEGER, December 1990,pp.2-9.

• J.J.C.YOORHOEVE, 1979,pp.18 and 159.
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industrial take-off did not occur. From 1870 to 1931 Dutch foreign trade policy largely
reflected 19th century liberal trade principles. The Netherlands' economic history,
geographical position and the improvement of its industrial competitiveness made the
country suitable for liberal experiments'. However, during the crisis years of the 1880s,
when Germany and France increased import tariffs, a polemic started between 'The
Hague' and Tilburg, the wool-producing centre in the Catholic south. H.Muller, a
member of parliament, described the Tilburg wool producers as protectionists who acted
very egoistically and lacked any understanding of the real situation. In the Netherlands,
the word 'protectionism' had a negative moral connotation whereas 'laisser-faire' theory
was considered to be one of the basic elements of society, completely in harmony with
Calvinist thinking.

Nevertheless, some industrialists did not hesitate to make public their protectionist ideas.
ADiepcn. representing the wool textile interests, defended the need for a solid
protectionist system similar to that of Belgium or the US at the time of their industrial
take-off. This polemic between industrialists in the south (Northern Brabant) and
tradesmen in the west (Holland) would continue until the definite fall of the textile sector
in the 1980s6

•

From the beginning of the 1930s, the economic CrISIS atmosphere introduced a
protectionist foreign trade policy? According to H.A.Kaag, professor at Tilburg, a
protectionist textile trade policy would gradually lead to a new balance that would be
more profitable to the national economy and harmful neither to the export position of
other sectors nor to the general well-being of the population. The free import of products
would not benefit the export of Dutch products. However, protectionist measures were
not allowed to harm another country to an extreme extent since this would be against
Christian solidarity as propagated by the Catholic church in the south of the country".
Finally, during the German occupation the last left-overs of the liberal traditions were
destroyed.

-Belgium-

Belgium had applied protectionist policies much earlier. During the 19th century both
protectionism and free trade were practised depending on the competitiveness of the
domestic industries. From its independence in 1830 till 1861, protectionism was an

3 AM.de BOO, 1989, pp.27-33.

6 ADIEPEN, 1887, pp.1-12 and pp. 149-168.

1 The protectionist policy was introduced by the 'Crisisinvoerwet' (1931), the 'Retorsiewet'
(1933), the 'Landbouwcrisiswet' (1933) and the 'Tariefmachtigingswet' (1934); AM.de BOO,
1989, pp.27-33.

t H.A.KAAG, 1930, pp.27-37.
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instrument to protect the first industrial revolution outside the UK: Walloon's heavy
industries". As soon as the Belgian product became competitive, Belgium turned into a
'champion of free trade' (under the leadership of Minister Frere-Orban). Belgium
apparently kept defending free-trade principles, also during the inter-War period. The
country supported and, in some cases, directed the initiatives of the League of Nations
in favour of free trade. The '14 points' of US President Wilson, favouring a general and
unconditional application of the 'most favoured nation treatment' were taken as a
guideline for the Belgian foreign trade policy 10. Other more regional initiatives were
taken. In order to liberalise trade between Scandinavian countries and the Low
Countries, the Treaty of Oslo was signed in December 193011• In 1931 the Convention
of Ouchy was signed, outlining for the first time the Benelux idea". Finally, when in
1935 the US government started relaxing its protectionist trade policy, Belgium was the
first country to sign a new bilateral treaty in accordance with the new spirit. From 1937
onwards, the Belgian Prime Minister Paul van Zeeland acted as a think-tank for gradual
international trade liberalisation".

However, all these initiatives seemed to have one thing in common: they were never
implemented or had only theoretical consequences. They only reflected the intentions of
some politicians and scholars. In 1935 Prime Minister Theunis reflected the majority
opinion in the country: up to a certain extent Belgium should direct its domestic market
towards its domestic industry", Politics had to be driven by pragmatic thinking. There
was no room for 'philosophies'.

Taking the textile products trade as an example, it becomes clear that Belgian trade
policy responded without hesitation to the protectionist attitudes of the country's trade
partners. Quota restrictions were considered the most effective way to preserve the
domestic market for the Belgian producers. From June 1932 increasingly more textile
products were gradually subjected to quantitative restrictions IS. Even during the
economic recovery from 1935, the Belgian government imposed export quotas on Belgian

9 Though protectionist measures were exclusively aimed at protecting the heavy industries
in Wallonia.

10 D.LALOUX. 1959, pp.74-75; M.SUETENS, 1955, pp.189-192.

11 F.VANlANGENHOVE in H.PIRENNE, no date, pp.18-19.

12 E.DlETRlCH, 1939, pp.235-237; F.BAUDHUIN, 1944, vol.I, p.318.

D See B.HENAU, 1985, bibliography; F.BAUDHUIN, 1948, pp.58-59.

14 London, PRO, FO 371.18785, letter Ovey to Simon, 1.1.1935.

13 Silk knitting (,bonnetterie') since 4 June 1932; felt since 1 October 1942; ready-made
clothes and silk fabrics since September and November 1933;woollen products since 1934; some
cotton fabrics since March and December 1936; ready-made products since beginning 1937; La
situation economique de la Belgique en 1936, in BTDBNB, XIl, 1937, pp.457-459; J.JUSSIANT,
1939, p.97; London, PRO, 37l.t7621, letter Bland to Simon, 6.9.1934.
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products". Foreign markets would otherwise continue to close their borders in order to
avoid inundation by cheaper Belgian products. By the end of the 1930s, the government
had again imposed import quota restrictions in the case of some textile products",

At the same time, imports were hampered by a sophisticated system of tariffs. Since 1929
all tariff walls had been raised gradually, including tariffs imposed on cotton and woollen
fabrics, which were raised in 193218

•

Taking into account these general descriptions, we then consider the fact that after the
Second World War, one group of countries within the West predominantly defended
protectionist ideas, while another group supported the idea of free trade in most cases.
Few studies have attempted to explain this discrepancy in the policies of Western nations.
The above historical approach suggested that, despite the co-operation between the two
countries within the Benelux and EEC framework and certain similar economic
conditions, the Netherlands would act as a liberal country in foreign trade matters also
during the post-War period while Belgium would not hesitate to defend protectionist
measures. This study aimed at investigating the value of these assumptions.

3)THE TEXTILE THREAT. FAKE OR REAL? A CASE STUDY OF INDIA.

-Which one is the True India?-

More specifically, we consider the reactions of Belgium and the Netherlands towards the
so-called 'textile threat' from developing countries since the Second World War. As such
we take the point of view of developing countries making attempts to export to the
Benelux. From the end of the 1950s, these countries became known as Newly
Industrialised Countries (NICs). We investigated whether NICs, which were included in
the protectionist Long-Term Agreements and Multi-Fibre Arrangements, were indeed
agressive in their export policies.

Immediately after the War, India was still the greatest cotton textile-producing nation of
the world, and as such became the 'first' NIC. Therefore we have selected India as a case
study. We first considered India's pre-War export policies in order to determine more
specifically the traditional position of the country. As in the case of the Benelux
countries, we then enquire whether India retained its commercial traditions. During the
early infant industry period in 19th century India, tariff rates on cotton yarn and cloth had
been extremely low due to colonial regulations. Only by the turn of the century did

16 In the case of exports of woollen,coir and velvet carpets and velvet furniture coverings;
R.MIRY, in BTDBNB,XIU, 1938,p.182.

17 London, PRO, Fa 371.21565,letter Avelingto Halifax,2.6.1938.

II O.DE LEENER, in BTDBNB,VIII, vol.2, 1933,p.213.
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Indian protection increase somewhat, as a direct result of the increased threat from
Japanese competition".

However, until 1916 the main motivation for customs duties in India was the raising of
revenue. Then, in 1921-22 the UK decided to allow India to impose duties on imports of
British cotton textiles in order to stimulate the domestic textile industries. An Indian
Fiscal Commission set out the outlines of a scheme of protection for the industrial
development of the country. The Commission stated:'We do not contemplate working on
a clean slate or drawing up any theoretical scientific tariff. The tariff, as we envisage it,
will be a combination of revenue and protective duties.' Indiscriminate protection was
ruled out on the grounds of 'the danger of fostering the growth of political corruption'
and 'the tendency towards combinations of manufacturers for the purpose of exploiting
the domestic consumer'. A rationale for a policy of discriminatory protection was
provided by the infant industry argument. The ultimate aim was the ability of the industry
to face world competition without protection. This formula became the basis of the
evolution of criteria of protection policy. During 1923-39 there were various degrees of
protection, not only for cotton textiles but also for the iron and steel, sugar, paper and
paper pulp, matches, salt, sericulture, magnesium chloride and gold thread industries".

Of all imported products, Japanese low-priced textiles were regarded as the most
dangerous menace. When the yen depreciated in December 1931, thereby providing
additional advantage to Japan's exports, both developed and less developed countries
gradually responded through trade policy measures raised. India, whose market was
flooded with Japanese textiles, raised duties on non-British textile imports to 50% ad
valorem in 1932 and to 75% in 1933. In retaliation, Japan boycotted Indian raw cotton.
Finally, an agreement was reached in 1934 providing a quota on Japanese cotton textile
exports to India and rescinding the Indian tariff. Similar developments occurred between
Japan and other countries such as Australia (May 1936) and the US (1937)21.

Cotton textile imports from the UK were regarded as the second most dangerous menace.
Especially during the crisis of 1930, India, having the status of a 'semi-dominion', started
a textile tariff war with the UK. This would finally lead to complete economic
independence after the War22.

It is clear that pre-War India had been struggling to obtain the right to protect itself from
foreign competition. Export promotion, on the other hand, had never been an issue ...

19 G.RANIS and G.SAXONHOUSE, International and Domestic Determinants of
Technology Choice by the Less Developed Countries, in B.ALUCAS and S.FRIEDMAN, 1983,
p.20.

20 P.DESAT, 1970, pp.l-13; ADOMUS, January 1961, pp.50-51.

21 S.C.YOUNG, 1969, pp.11-13.

22 ADOMUS, January 1961, pp.50-51; for post-War Indian trade policy in general see
M.AROKIASWAMI and T.M.ROYAPPA, 1953, pp.239-261.
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B.METHOD.

Before considering the method, we emphasise that the choice of the case studies did not
suggest that the problem of textile imports was confined to the above case-studies. The
study merely attempts to reconstruct a specific illustrative situation from different angles.
This situation is described as very specific import performance, which is possibly an
outcome of general trade policies, which are in tum an outcome of domestic pressures.
These domestic pressures were not only aimed at changing policies towards the case study
countries, but at affecting the total phenomenon of imports from developing countries
and textile importing markets in the developed world as a whole. However, it was
impossible to consider the policies of all developing and developed countries engaged in
the international textile trade. A historical approach needs certain geographical
limitations. For practical reasons, we have chosen two famous textile areas (from a
historical point of view) which were already known to us and consequently relatively easy
to deal with. Moreover, by 1992 these already existed many economic studies dealing with
the global phenomenon of textile exports from developing countries (see bibliography).

We explicitly opted for a historical approach instead of the usual development economics
approach. Historical research methodology consists of identifying and reconstructing the
so-called 'facts of history'. The application of external and internal criticism to 'historical
sources' contributes to a better understanding and interpretation of these sources in the
light of what really happened. However, 'historia' means 'enquiry', and so the historian
must be more than a mere recorder. The 'facts' must be capable of being related to other
'facts'. As models never exactly reflect what happened, the historian reconstructs a 'fact'
in relation to other facts which cause it, facts which result from it and facts which occur
at the same time. A historian does not concern himself about what could have happened
but recollects all possible facts concerning the three dimensions above. In doing so one
should avoid the method of 'hineininterpretieren', leading to the fallacy of 'post hoc ergo
propter hoc'. On the other hand, one should not neglect the 'facts of history'; a historian
already knows what happened afterwards; this makes his/her approach essentially
different from that of other social sciences. As such, the historian does not conduct
'experiments'. By the very nature of 'facts of history' he/she cannot do so.

One should also insist that the historian moves much closer to the psychologist or the
psychoanalyst than does the economist. Both mass psychology and individual psychology
lead the historian into more descriptive areas of truth. Motivations of individuals and
consequently 'quotations' from qualitative sources or interviews are of great importance
to the economic historian. Psychology helps to understand motivation, of which the
economic is said by some to be paramount while a few others consider that 'homo
sapiens sapiens' is ultimately motivated by 'eros'".

Taking into consideration the 'historical method', we first investigated the documents
which are source material for history: archival material, published sources .and oral
testimony (interviews of trade union leaders and activists, textile industry managers, civil
servants, diplomats) concerning trade unions, employers'organisations and especially

2' See for instance N.SUBRAHMANIAN, 1980, for historical research methodology.
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ministries and other government organisations (see bibliography and the relevant
footnotes). We enjoyed the co-operation of many Dutch archives viz. the archives of the
ministries of Foreign Affairs and Economic Affairs, the National Archives in The Hague
and the Tilburg City archives. However, we should also mention that archival research
in Belgium (except for the ministry of Foreign Affairs and the Benelux archives) and
India was regrettably hindered by legal obstructions. On the other hand certain gaps were
compensated for by research in the US (National Archives and Record Administration,
Washington, DC), UK (Public Record Office, London) and UN (United Nations
Archives, New York) archives. After having studied these sources, we attempted to
reconstruct the 'facts', viz. the foreign trade and development aid policies, and the foreign
trade performance. Interpretation through consideration of relations between foreign
trade policies and, respectively, pressure from interest groups (descriptive sources), other
policy measures and commercial activities (quantitative sources) merely contributed to
a better reconstruction.

Finally we should mention that for this study all possible manufactures being exported
to India from the Benelux countries, whether man-made or machine-made, from cotton,
wool, silk, jute or any other 'textile' raw material or substitute for it, are under
consideration". Trade in raw materials is not under consideration. When using the term
'Belgium' we refer to the Belgium-Luxembourg Economic Union (BLEU).

The above formulation of the problem has two dimensions: the trade policy and its
outcome. On the one hand the outcome of the policy, in casu the export performance of
Indian textiles to the Benelux, could be approached in a quantitative framework of
historical facts (Ist approach). Statistics reflect the extent of successful policies and
strategies. Also, they provide a factual and numerical idea of the extent of the threat
from Indian textiles (see 3rd problem).

On the other hand, it is vital to understand the social background to the policies (2nd
approach), in order to better reconstruct the historical facts, in casu the policymaking. It
improves understanding about (see 1st problem) the reason for making an exception to
GATT rules in the case of textiles, and (see 2nd problem) why this phenomenon divided
the Benelux countries (and the EEC) into two camps. In addition (see 3rd problem), it
provides insight into the real position of India from a more policy-making and
psychological point of view.

l)FIRST APPROACH.

Thus, we first take a quantitative approach. We actually attempt to reconstruct the
statistical truth, providing us with facts concerning the performance of developing-country
exports (case study: India) to developed countries (case study: the Benelux). First,
historical criticism is applied to the available foreign trade statistics. Unlike economists,
historians deal with obsolete ways of collecting data, continuously changing methods of
compiling data, of presenting data in publications or records, some of which may be

24 SITe groups 65 and 84.
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missing. Incomplete series and the non-compatibility of the existing series in the different
countries and international organisations make it extremely difficult to reconstruct data
relating to foreign trade relations with India in the 1950s and the 1960s. However, this
study does not include the typology of the sources and the methodology used to
reconstruct series; it should be dealt with in a separate publication (for basic source
information, see bibliography). Finally, in order not to misinterpret the reconstructed
historical facts, we relate the quantitative information to the demand for textile products
in the importing country and to the general situation of the world market for textiles. In
this way, we first approach the statistics from a world-market point of view and secondly
from the importing-market point of view. In short, statistical reconstruction provides us
with the share, quantity and content of performance of the world and Indian textile
exports to the Benelux and world markets. This approach allows us to estimate in a
merely descriptive way the competitiveness of the imported (Indian) product.

Finally, it should be noticed that since tariff discrimination did not exist, with the
exception of the General Scheme of Preferences (providing limited duty-free entry),
which was also applied to India's major competitors, the free-market principle was not
disturbed too much by tariffs. However, quantitative restrictions would certainly create
an artificial commercial environment. Thus, we have to consider the Belgian and Dutch
quota (quantitative restrictions) utilisation by Indian textile exporters before considering
the competitiveness of the Indian product on the Benelux markets. The quota utilisation
percentages were in addition a second source for the performance of Indian textile
exports to the Benelux.

Also included are illustrative production and other non-foreign trade statistics. They
should not be regarded as quantitative source material.

2)SECOND APPROACH.

As for the second approach, we analyse the qualitative sources. We first identify the
socio-economic groups that have an interest in the way foreign (textile) trade policy is
conducted. This is considered in relation to the general economic and social
circumstances of the various groups. At the same time, we analyse the possibilities of
their applying pressure on the government. Such an analysis of the economic, social and
institutional background is necessary to explain the interaction between policy and socio-
political pressure.

For each of the three periods (pre-LTA: 1945-1961, LTA: 1961-1974 and MFA: 1974-
1992) and for each country (the Belgium-Luxembourg Economic Union, the Netherlands
and India) we first examine the possible different interests of the financial groups backing
the economic activities of a specific country (chapter '1'). Within these groups tensions
arose between the different economic sectors, which finally led to one surviving interest
creating pressure on government policies. The role of the consumer is incorporated in
this chapter since the destiny of consumers is directly linked to that of products'.
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Secondly, in the same way we consider the labour force, both employees and casual
workers (chapter '2'). Here also there might be internal frictions leading towards a
specific kind of pressure on the government.

We opt for this approach of first defining the social partners in order to measure the
degree of integration of'micro' into 'macro'. The macro-economic trade policies might
be a reflection of locally existing structures. In any case, it is very important to determine
whether there was a concrete link between the micro-situation (local politics) and the
macro-situation (foreign trade policies)". The outcome of this study itself should provide
insight into the possible existence of a link between micro- and macro-situations.

Thirdly, the actual trade policy is be explained (chapter '3'), thus reflecting the ultimate
surviving interest derived from the 'filtered' labour and financial groups interests. Thus,
we regarded the final policy choice as the result of the degree and probability with which
a party' A' could alter the behaviour of one or more other parties against their original
intentions in such a way that they act in accordance with the preferences of 'A,26.

Fourthly, we consider a possible by-product of the actual trade policy in the developed
countries: the development aid or co-operation (chapter '4').

Finally, we should mention that we consider all three trade partners and their societies
in the same way. In fact, we do not attach much importance to the cultural background
of people. In Africa, colonialism tended to create dualistic societies: the colonial society
or economy had both European and indigenous segments. Due to scholars like J.Boeke,
'dualism' became a more universal concept, dividing the world into 'Western' and 'non-
Western' segments", However, unlike many NGO's defending the 'right of developing
countries to be different', the facts of Asian economic history before the 'arrival' of the
Europeans suggest that the Western 'homo oeconomicus' never has been confined to the
so-called 'Western' world". The roots of this type of human being are to be found in
both European and Asian civilisations. At the same time, the facts suggest that the
breakthrough of the 'homo oeconomicus' is simply linked to economic policies creating
or demolishing conditions for economic growth. In this sense, V.I.Pavlov concluded that
the general democratic changes after Indian independence, instead of helping to clear
away the medieval survivals from the path of capitalism, actually blocked its waf9. From
this point of view, the cultural background did not provide the necessary institutional
environment (economic policy) for capitalist development. However, contemporary
historians and anthropologists have suggested that the essence of economic policy has not

2-' See T.S.EPSTEIN, 1962 and K.1SWARAN, 1966; B.KUPPUSWAMY, 1986, p.120.

26 J.J.C.VOORHOEVE, 1979, p.6.

21 J.MATON, 1981, pp.1-9.

28 Th.Verhelst defends the idea of a co-habitation of countries and people with completely
opposing concepts of life itself; Th.VERHELST, 1986, pp.258-266.

29 V.I.PA VLOV, 1979, p.5.
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so much to do with the 'cultural nature', whether 'medieval' or 'Western', of the people
involved, as with the amount of pressure that groups are able to exert upon their
government. Some groups simply consider the arrival of 'capitalism' to be beneficial to
them, while others, mostly local and powerful groups (but not necessarily traditional
groups), regard the 'homo oeconomicus' as a threat to their position. But the same
starting point exists for all groups: the economic interest of the group itself. Basically, the
different economic conflict patterns of groups in society explain textile trade policy and
other policy choices, regardless of the cultural background". Thus, regardless whether
the 'textile threat' from India was real or fake, the reasons should be more socio-
economic than cultural.

:lO It is in this context that also the ideas of B.HIGGJNS, R.NURKSE (a big step along a
balanced growth path), P.N.ROSENSTEIN-RODAN (the 'Big Push'), W.ROSTOW (the 'Take-
Off') and H.LEIBENSTEIN (the 'Minimum Critical Effort') should be considered: strategic
economic positions of certain interest groups, very often created during the colonial period and
hardly the result of pre-colonial culture, were the cause offailure of several post-War 'Marshall'
strategies, and not so much the dualistic nature of society in the sense of 'Western' and 'non-
Western'.
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I.AI A QUANTITATIVE APPROACH: THE ERA OF TEXTILE DOLLARS.

l)INTRODUCTION: A NEW INTERNATIONAL FRAMEWORK OF TEXTILE
EXPORTS.

After the Second World War the international textile trade flows were different from the
previous period, from both the directional and commodity points of view'. In 1938 about
71 % of all the textile exports value had a 'non-industrialised' destination. By 1953 this
figure had dropped to 58%. Clearly there was a change in the destination pattern, mainly
caused by the increasing local production of finished cotton articles production in Latin
America. In this region about 60% of the traditional imports were replaced by Latin
American textiles.

There was also a change in the content of trade. Due to new production in developing
areas, there was a clear shift from yarn (thread) to fabrics in the world exports of both
wool and cotton products.

At the same time, the world export of raw textile materials continued to decrease,
especially when synthetic fibres (Fib ran, rayon) took up a more important role in the
'textile story'. This included the growth of rayon imports into Asia and Africa in order
to cope with an increasing demand caused by a growing population. Only Japan and
India, which successfully increased their rayon production for a rapidly growing
population, were excluded from this trend.

As a result of aiming for self-sufficiency, the value of the export of textile machines also
increased at a high rate. Clearly some 'developing' areas such as India were eager to
substitute previous textile imports and would in the long run end up in an exporting
position'.

However, for the time being there was practically no import of textile products
originating from 'non-industrialised' countries into industrialised markets. In 1955 almost
all exports still came from industrial countries 3.

We may conclude that the Benelux and India found themselves in an international textile
scene which was basically different from the pre-War situation. However, one should
distinguish different stages in the creation of the new international textile trade pattern.

First, the pre-War situation seemed to be consolidating itself. The growing purchasing
power of the less developed world seemed to benefit exports from traditional industrial

I See GATT. De Wereldtextielmarkt. 1938·1953, in TBH. May 1955.

2 De Wereldtextielmarkt. 1938-1953, in TBH, May 1955,pp.79-80; Niveaux de consommation
de fihres pilr hahitant, in Commodity Bulletin no.25, FAO, March 1954; Bulletin mensuel -
Economie et statistique agricoles, FAO, January 1955; BuLlletins statistiques de I'OECE -
Commerce Exterieur, Serie IV.

3 L.MOORE, 1985, p. 315, table 13.1.
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producers. Countries like Belgium and West Germany were oriented towards the
European market. Yet, the Netherlands and Italy were called the 'Freibeuter auf dem
Weltmarkt' and praised the emergence of a new vast market in the 'South'.

Still within this phase, the Korean War gave a new impulse to trade. The Korean boom
pushed up prices for basic materials, thereby influencing the prices of products made
especially of wool and to a lesser extent of cotton. The higher wool prices actually
resulted in a lower wool textile production in the industrialised world. Cotton textile
production also experienced a production fall but to a much lesser extent. Here the
higher dependence on the unindustrialised markets, which enjoyed new income sources
from raw material exports due to the Korean boom, could prevent the worst. In the case
of rayon production there had been no influence by any price rise and the dependence
on unindustrialised markets was also great. The situation here was comparable to that
of cotton production".

Only gradually was the impact of the growiag purchasing power of less developed,
especially Asian, countries fully neutralised by the new production capacities of these
countries. At the same time, their foreign currency reserves declined and pushed them
towards self-sufficiency and export attempts.

2)FROM THE WORLD MARKET POINT OF VIEW: THE KOREA BOOM AND A
WORLD TEXTILE CRISIS.

The international textile products market was characterised by a relatively low growth
rate compared to the general growth rate of the world market (see table 1). This
phenomenon, which took off with the world textile crisis of 1952, was attributed to the
rise of domestic production in developing countries.

Table 1 : Value and growth rate of world import and world textile import, x $
1,000,000,000, 1953-61.

World Import World Textile Import
Year ~ Indices Value Indices
1953 72.29 100 4.36 100
1954 75.58 104 4.75 108
1955 88.07 121 4.90 112
1956 100.51 139 5.10 116
1957 100.82 139 5.40 123
1958 113.00 156 5.03 115
1959 125.47 173 5.53 126
1960 131.50 181 6.43 147
1961 138.70 191 6.57 150
(Source: International Trade, Geneva, GATT)

• De wereldtextielmarkt. 1938-1953, p. 77.
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Until the end of the 1950s, the overall volume of world trade continued to increase at a
greater rate than did world productions. Only in the first stage, from 1948 to 1950, the
textile products fully contributed to this growth of the world trade. Exports of these
products even increased by twice as much as the exports of other products in the world
market.

However, this tremendous textile trade growth ended in 1951whereas in 1952, there was
a total collapse of the pattern. The share of textiles in the world exports of manufactures
dropped, whereas the share of manufactures in total world exports rose", The situation
was described as the 'textile crisis'. However it was clear that the crisis was also the result
of the sudden collapse of the 'Korean boom', by which the non-industrialised areas had
gained a lot of foreign currency and had been able to import many products, including
textiles".

There was only a slight recovery from the crisis. In 1955 the proportion of textiles
(excluding clothing) in world trade was 11% and stopped growing from than on, whereas
the proportion of clothing was only 2% and kept increasing".

Let us now consider international demand for the exported items separately. We
concentrate on those products influencing India's export performance, being our case-
study. During the whole of the 1950s, India's textile exports primarily consisted of fabrics
which accounted for more than 84% of the country's textile exports. Exports of clothing
and made-up items ranged from just 3% to 9% and the share of yarn also remained very
low. Cotton textiles had, and would always continue, to hold sway over all other fibres
(97.48% in 1950-51). Other fibres exported were jute, coir and to some extent wool",

Thus, we first consider cotton products. The world exports of cotton textiles, in terms of
volume, increased by 17.9% between 1948-50 and 1958-60. However, there was already
a slight fall in the relative share of cotton in the consumption of all textiles: this share
dropped from 71% in 1950 to 68% in 1960.At the same time the per head consumption
of synthetics increased, suggesting a substitution effect from the latter. During the 1960s
the growth rate of cotton product world exports would also start declining".

Especially cotton tissues illustrated the declining importance of imports in the textile
consumer markets. In 1914,40% of all cotton tissue production was still exported, against

5 L.MOORE, 1985, p.151.

6 A.G.KENWOOD and A.L.LOUGHEED, 1988, p.302-304, table 24 and 25, and diagram 16.

7 De wereldtextielmarkt. 1938-1953, in TBH, nr.5, mei 1955, pp.76-77.

8 The proportion of clothing kept on increasing to 4 % in 1973 where it remained;
L.MOORE, 1985, p. 315, table 13.1.

9 S.K.JAIN, 1988, pp.82-95, tables 2.13 to 2.19.

10 K.DEB, 1976, pp.43-56.
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only 160/£:in 195811• This occured against a background of protectionism and self-
sufficiency in the developing countries. Developed countries no longer exported cotton
mass products to their dependencies and other developing areas.

Secondly, we focus on ~ products. Despite the intensification of competition and the
emergence of substitutes, during the 1950s the world jute product exports recorded an
average annual increase of 2.9%12. A 'jute stagnation' would become an issue only
during the 1960s.

Thirdly, the world imports of coir yarn, which was India's main item in coir export, also
showed a declining tendency, especially during the second half of the 1950s. However,
against the dismal trend in world imports of both coir yarn and manufactures, the world
import of coir fibre recorded higher values every year".

Finally, in the case of woollen products, the Indian export performance was certainly not
very commendable against the background of the size and growth of demand for woollen
products in world markets. The existence of vast markets was only threatened by the
growing competition from synthetics".

3)FROM A BENELUX MARKET POINT OF VIEW: FROM SUPPUER TO
PURCHASER.

As we can observe from table 2, the Benelux countries imported an increasing amount
of textiles from other countries. Dutch textile imports rose from $211.6 million in 1951
to $397.3 million in 1961. Belgian imports rose from $102.9 million in 1952 to $226.6
million in 1961. However, these imports consisted primarily of textiles from other
developed countries, as explained further on. Also, demand for imported goods changed
dramatically depending on the nature of the product.

II p.ue CALAN. 1961. pp.95-96.

12 De werddtextielmarkt. 1938-1953, p. 77; K.DEB, 1976, pp.26-42; K.T.SHAH, 1947, p.177;
R.THIMISTER, in TBH, July and August 1955.

13 K.DEB, 1976, pp.79-83.

14 K.DEB. 1976, pp.83-88.
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Table 2: Value and growth rate of Dutch and Belgian textile import, in US$, 1952-61.
Dutch Belgian

Year Value Indices Value Indices
1952 123673733 100 102979820 100
1953 159906906 129 112820040 109
1954 185426389 149 116624280 113
1955 208626662 168 131689040 127
1956 258816682 209 136985840 133
1957 280837743 227 not available
1958 233105356 188 143985800 139
1959 273245109 220 170739360 165
1960 320873023 259 196048820 190
1961 397356604 321 226639580 220
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; (MaandeJijkse)
bulletin over de buitenlandse handel van de Belgisch-Luxemburgse Economische Unie,
NIS; US $ (cents) conversion factors from Yearbook ofInternational Trade Statistics, vol
1, Statistical Office of the United Nations, Department of Economic Affairs)

Also other West-European countries gradually grew more 'outward-looking' for
purchasing textile products. However, in relative figures the share of less developed
countries in the textile imports of developed countries was negligible; as we can observe
from table 3, most textile imports of the developed countries originated from other
developed countries. By 1955 the share of less developed countries in the imports of
textiles and clothing by developed countries had only risen to 10.2 %1S.

Table 3: Textile exports to selected developed countries by type of country of origin, in
millions of US$, 1955 and 1960.
Country From developed countries From other countries

.l.2.S2 1960 1955 12@
West Germany 252.3 510.5 15.8 56.4
Canada 196.0 233.6 23.9 40.2
US 187.7 229.6 171.5 323.2
Netherlands 153.0 226.1 15.9 28.7
Sweden 130.9 151.6 11.2 24.3
UK 109.1 219.6 98.5 160.6
BLEU 98.3 143.6 7.1 1l.3
Denmark 80.4 98.4 5.0 17.0
Switzerland 78.4 85.8 14.2 15.5
Norway 69.9 75.0 4.0 8.8
Austria 52.9 96.1 2.0 10.4
France 47.8 73.7 8.4 9.6
Italy 47.3 62.0 2.3 9.9
(Source: Trade. Wages and Employment in Textiles, in International Labour Review,
January 1963, p.8)

15 G.de GROOT, 1982, p.7, table 2.
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Nevertheless, as most non-industrialised countries were developing domestic textile
industries within closed boundaries, the destination of for instance Indian textile exports
was primarely the developed countries, including Benelux: they purchased 80.93% in 1950
and 78.33% in 195516

•

As becomes evident from tables 4 and 5, the new market potentialities of the Benelux
countries differed according to the product.

Table 4: Value of Dutch imports of selected textile products, in US $, 1952-61.
Yarn Cotton Man-Made Other Other Tapistry Clothing

Tissues Fibre Tissues Tissues Made-Ups et cetera
1952 44628487 17859699 21580031 7700706 4264893 20270085
1953 61927538 22302252 29737389 9163045 4712859 24228350
1954 69088684 22302252 37100672 10859369 6459454 28999376
1955 73147754 25097699 15222698 1596571 11788728 6828198 39682401
1956 81998118 28390068 18353199 1941626 12972075 8795091 59671125
1957 87696398 37954756 20436690 1603678 13897223 7931269 61358500
1958 67567388 32829199 18737208 1529718 13172897 6040177 53469343
1959 80300214 39234698 23261090 2324056 14795262 5722494 59240530
1960 90001766 47911349 29942158 3646636 19918450 5765922 72104430
1961 103644337 54144618 86737026 21211229 8001801 97364980
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; US $ (cents)
conversion factors from Yearbook of International Trade Statistics, vol 1, Statistical
Office of the United Nations, Department of Economic Affairs)

Table 5: Value of BLEU import of selected textile products, in US $; 1952-61.
Yarn Cotton Other Tissues Man-MadeTapistry Clothing

Tissues ~ Fibre et cetera
Man-Made) Tissues

1952 19544700 7659160 12886240 17091640
1953 25218820 8678120 13441600 17317820
1954 27788080 9729300 16714680 17337700
1955 31823920 12716180 17728060 20278780
1956 29924500 13415300 18419180 21532720
1957 not available
1958 25394840 18722260 19343540 20624460 5505520 33075460
1959 34880220 23749980 23304420 22047260 5958620 37065380
1960 42394360 26441800 27575900 23754440 6855280 41571160
1961 54033820 22536420 30888500 29503700 8237680 50018080
(Source: (Maandelijkse) bulletin over de buitenlandse handel van de Belgisch-
Luxemburgse Economische Unie, NIS; US $ (cents) conversion factors from Yearbook
of International Trade Statistics, vol 1, Statistical Office of the United Nations,
Department of Economic Affairs)

3518420
4034360
4178240
4746640
5086620

25488420
26446800
23756980
25783800
27278020

I" S.KJAJN, 1988, pp.82-95, tables 2.13 to 2.19.
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We first consider jute products which did not fit into the picture that during the
Interbellum, West European and North American textile producers had largely been
depending on overseas non-industrialised markets, among which was 'British' India. The
reverse situation indeed existed in a few cases such as the export of jute manufactures
from India. Also, in the 1940s and the 1950s the major markets for Indian jute goods
continued to be countries such as the USA, Australia, Canada, the UK, Argentina, the
USSR, the United Arab Republic and Sudan".

QlliQn products provide a different picture. Traditionally, many textile products such as
Indian cotton greys used to find markets in African, Middle Eastern and South East
Asian countries. During the 1950s most of these countries became self-sufficient and
either totally banned the import of greys or raised the tariff walls against their import.
At the same time, during the immediate post-War period there were certain favourable
circumstances in many Western countries, such as a large backlog of unsatisfied demand
in most countries due to wartime shortage and afterwards due to the Korean war. As a
result, the importance of markets such as the UK, the USA, Western Europe (including
the Benelux), Australia and Canada gradually grew.

This changing export direction pattern of Indian cotton products fitted completely into
the general changes of that time. As already described, the tendency towards self-
sufficiency was an important factor leading to a different directional pattern of cotton
product export flows. General imports of cotton textiles into traditional net importing
areas declined by 2.2% between 1948-50 and 1958-60. Levels of self-sufficiency in
countries like Hong Kong, Taiwan, Korea, Iran, the Philippines, Ethiopia, the United
Arab Republic, Guatemala and others went up remarkably. On the other hand, the
import into industrial net importing countries increased by 36%. The import into
industrial net exporting countries like the US and the UK even doubled as they were
willing to import from Japan, Hong Kong and India. Belgium and the Netherlands also
belonged to these industrial net exporters of growing importance",

Thirdly, we consider Benelux demand for wool products. At first, the most important
markets for Indian and other oriental woollen carpets and druggets were the UK, the US,
Canada and Australia. However, near the end of the 1950sBelgium, the Netherlands and
West Germany could also be added to this list. Gradually the US replaced the UK as
principal buyer. World demand would especially increase in the 1960s.

Finally, in the case of coir products especially the Netherlands should be mentionned as
an important market. The West European countries were the leading buyers of coir fibre
and coir yarn from India. However, the exports to these countries, in casu the
Netherlands, West Germany, France, Italy and the UK, declined considerably. As for coir
manufacturers, India's main markets were the UK, the US, the USSR, Canada, Australia
and Denmark. In all these cases exports dropped, except those to the USSR 19.

17 De wereldtextielmarkt. 1938-1953, p. 77; KDEB, 1976, pp.26-42.

18 K.DEB, 1976, pp.43-56.

19 K.DEB, 1976, pp.79-83.



21

In any case, it is clear from table 6 that, in general, the Belgian import growth coincided
with a relatively small domestic textile production increase.

Table 6: ProductiQn Qf Belgian textile mills Qer ~ector, in tons, 1938-60.
fur S)2inningMil1~ We!!ving Mills

Cotton Wool Flax Jute Cotton Wool Flax Jute S~nthetic
1938 75,075 25,788 8,241 50,690 49,488 15,600 9,041 29,723 2,740
1950 89,689 40,788 9,490 51,969 73,541 26,403 7,748 38,891 6,244
1955 111,752 41,660 8,771 78,045 74,107 28,457 7,099 42,157 7,030
1957 117,791 47,130 10,586 69,108 84,591 29,972 7,530 35,150 9,449
1960 110,890 50,800 12,824 78,254 84,488 29,307 8,078 37,240 10,359
(Source: jaarverslagen Febeltex)

Table 7: ProductiQn QfDutch cotton. \innen and ra~on fibre sQinning and weaving mills,
in 1000 kg., 1962.
Yarns According to destination:

-for domestic use: 65,700
-for export: 9,761
-total: 75,461

F!!brics -for domestic use: 43,950
-for export: 37,111
-total: 81,061

(Source: Economic surveys, Vereniging van de Nederlandse KRL-industrie)

4)FROM AN INDIAN EXPORTING POINT OF VIEW: INDIA'S TEXTILE
POSITION THREATENED.

No real Indian textile export growth rate is visible from table 8. Also, India's share in
world exports of textile products showed a steady fall",

Table 8: Value of world import of Indian textiles, in US$, 1948-61.
1948 402990000
1949 425754000
1950 528633000
1951 715281000
1952 431088000
1953 407442000
1954 420357000
1955 404313000
1956 302400000
1957 408429000
1958 350931000
1959 396543000
1960 466704000
1961 477225000

20 R.BANERJI, 1975. p.176, table 39.



22

(Source: Yearbook of International Trade Statistics, Statistical Office of the United
Nations, Department of Economic Affairs)

The same negative evolution was evident from the evolution of the share of textile
products in India's trade performance. In 1950-51 total Indian textile product exports
accounted for 46.31% of India's exports of manufactures, and 23.83% of India's total
exports. After the Korea Boom, in 1951-52 these shares dropped to 16.46% and 8.65%
respectively. During the next one-and-a-half decades, textile exports were characterised
by a very small growth rate. In relation to the competitiveness of the Indian textile
product, it should be noted that in the 1950s the importance of the mill sector (88.89%
of fabric exports in 1950-51) declined in favour of the handloom sector (only 7.02% of
fabric exports in 1950-51). The share of the powerloom sector also shows a similar
upward trend but to a lesser extent (0.67% offabric exports in 1950-51)21.This evolution
was against technological progress and found its reason in underlying forces of Indian
society, as explained further on. In any case, it might explain the poor quality of some of
the Indian textile export products. Table 9 shows that especially the export of cotton
textiles dropped severely, whereas products made of man-made fibre obtained an
increasing share in the total Indian textile exports. From a productionwise break-up (see
table 10) as yet no major change occurred, except for the fact that yarn and thread
exports already lost ground to fabrics and made-ups. At the same time the growth rates
of the Indian textile production in general were disappointing.

Table 9: Fibrewise break-up of India's textile exports, in relative shares, 1950-1961.
Year Cotton Silk Woollen Man-Made Others Total

Fibres
1950-51 97.48 0.12 0.35 0.68 1.38 100
1955-56 96.18 0.49 0.48 0.76 2.08 100
1960-61 89.90 0.97 1.14 6.35 1.66 100
(Source: Monthly Statistics of Foreign Trade of India, Calcutta, DGCIS)

Table 10:Productionwise break-up ofIndia's textile exports, in relative shares, 1950-196l.
Year Yarn/Thread Fabrics Other Clothing and Total

Made-ups Accessories
1950-51 12.09 84.29 2.20 1.42 100
1955-56 6.61 84.81 6.37 2.21 100
1960-61 6.40 87.25 4.90 1.05 100
(Source: Monthly Statistics of Foreign Trade of India, Calcutta, DGCIS)

-Cotton Textiles-
At the time of the International Buxton Conference (1952), India was still by far the
greatest cotton-textile force". However, the downfall of India's cotton textile industries
was already visible.

21 S.K.JAIN, 1988, pp.82-95, tables 2.13 to 2.19.

22 India's output of raw cotton, both for export and domestic use, increased from 0.52 milJion
tons in 1950 to 1 milJion tons in 1968.
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Immediately after the Second World War the widening supply gap created by the
withdrawal of the UK and the US producers had been somewhat filled by Japan which
increased its share in world exports from 11.3% in 1948-50 to 17.5% in 1958-60. When
the stagnation in world exports began, countries like Korea, Taiwan, Pakistan and Hong
Kong were able to continue increasing their exports at a fast rate, whereas India could
not even hold on to its earlier share.

What were the reasons behind India's poor competitiveness? In grey fabrics the main
obstacle was uncompetitive prices. Exports of processed fabrics and cotton yam suffered
from both higher prices and inferior quality.

The high production cost of cloth was mainly caused by the price of raw cotton. Till 1951
the Indian government had been setting the prices of raw cotton at a level nearly 30 %
lower than those prevailing abroad. This gave an important competitive advantage to the
Indian producer. However. from that year the US government started subsidising its
cotton product exports to the extent of 25% to 30%. As a result, the world prices of raw
cotton dropped severely, whereas between 1952-53and 1961-62 the prices of raw cotton
in India rose by 9%, due to inadequate supply of the required types and India's low yield
rate of raw cotton. Too often inferior lands had been allotted for production of cotton
and this inferiority was not sufficiently recompensated by the application of fertilisers or
better seeds. Due to the low raw cotton prices, some investments were pushed towards
other commercial crops. The 'green revolution' would not touch even the fringe of the
problem of cotton growing.

Another factor influencing the cost of production was the wage cost, forming 28% to 32%
of the total cost. The rise of the wage index was worsening the deterioration in the
relative position of the Indian product. However this should be put in the right
perspective; India remained very much a low-income country.

Finally, there was the effect of the continued use of old and outdated machinery, both
in the traditional mills and the growing powerloom sector. The installation of automatic
looms was painfully slow, whereas countries like Japan and China had already equipped
themselves extensively with automatic looms. By 1956 the percentage of automatic looms
in India was 6%, and in 1960 it rose to a bare 7%. Actually there had not been any
serious efforts either on the part of the government or on the part of the industry to
improve the competitiveness of cotton textiles.

This apathetic attitude may certainly be attributed partly to the existence of a very large
seller's market inside the country. The domestic market absorbed about 90% of the total
mill-sector production. The explosive increase of the population in India itself continued
to stimulate demand in the home market. However. basic features of Indian society are
equally to blame for this situation. as explained further on. In any case the level of
productivity was not high enough to sustain increases in real wages and raw material
costs; as table 11 illustrates, the production increase stagnated by the end of the 19505
23

23 K.DEB, 1976, pp.43-56.
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Table 11: Production of cotton yarn and cotton fabrics in India, in million kgs.Zrnillion
metres and percentage of total fibre production, 1951-1960/65.
Year Cotton Yarn Year Cotton Fabrics
1951 591.43 (96.55 %) 1951 4,740 (94.05 %)
1955 739.55 (96.22 %) 1955 6,261 (94.91 %)
1960 787.96 (93.66 %) 1965 6.623 (92.33 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

Finally, India's exports had been concentrated on the familiar little expanding markets
in the Commonwealth. Also, despite fabrics from India and Pakistan not being barred by
continental West European countries, in many cases the North-South textile traffic was
thwarted and disrupted by a more powerful intra-European East-West trade".

Other developing countries managed to increase both their output and their exports of
cotton fabrics at a higher rate. Within a comparatively short period there had been a
tenfold increase in Pakistan's output of cotton textiles. This turned the cold blast of
competition on India.

-Jute Products-
Jute manufacturers topped the list of foreign exchange earners, sharing more than 21%
of India's exports during the 1950s. Prior to Partition, India, being the largest producer,
had enjoyed almost a monopoly position in the international market". However, for the
period after the Partition of the subcontinent into India and Pakistan (1947), the
comments on cotton product export performances can also be applied to jute and jute
products. 'In particular, the competitive position of sacking is losing markets to Pakistan,
whose industry is rapidly expanding,' was how the Indian Jute Mills Association put it in
their 1962 report. At Partition, Pakistan (East Bengal) received about 72% of jute-
growing acreage and production. Jute from the adapted areas in India (West Bengal) was
inferior and more expensive than that cropped in Pakistan". In order to bridge the
supply gap, various programmes of intensive and extensive cultivation were undertaken
during the first two Five Year Plan periods. Despite the success of these programmes
(see table 12), up to the end of the 1950s there was a continuous fall in India's exports
of jute manufactures. The First Plan witnessed a decline of more than 2% from the level
in 1948-50. During the Second Plan period the quantum of Indian jute exports rose by
5% as compared to the First Plan, but this was nowhere near the growth in world export,
which increased by 16%.

~4 Development Through Cooperation. India and the Federal Repuhlic of Germany. January
1970, p.33; W.T.KROESE. May 1954, p.27; Den Haag, EZ, BEB, 3136/1, W.T.KROESE.
October 1969, p.20.

25 K.DEB. 1976, pp. 26·42.

26 See J.M.HUNCK, 1963.
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Table 12: Production of jute textiles in India, in 1000 tonnes, 1939-1961.
Year
1939 1129.2
1945 1029.9
1951 874.1
1956 1092.8
1961 954.8
(Source: Annual Report, Calcutta, Indian Jute Millowners'Association)

Until 1955, the major source of competition was the European (Belgian) and Japanese
jute industry. As expected, from 1954 East Pakistan (now Bangladesh) also emerged as
a strong competitor. Pakistan's competitiveness increased further when, from 1959, the
export subsidy provided by the Pakistani Bonus Voucher Scheme led to an effective
subsidisation in the range of 25% ad valorem. The establishment of jute and synthetic
industries in Europe also led to the decline in Indian exports. For example, till 1962India
remained the largest supplier of jute fabrics to the FRG, but subsequently EEC members
such as Belgium and to a some extent Luxemburg, the Netherlands and France captured
the West German market. It was obvious that not Pakistan but a few EEC countries had
captured India's share of the European jute market".

-Coir products-
Exports of Indian coir yarn and coir manufactures also registered only a marginal export
increase during the 1950s. Out of the total export of coir and coir products, about 60%
was accounted for by coir yarn, about 30% by coir mats, and the rest by coir matting and
rugs, coir fibres, curled coir and coir rope. Here the lack of competitiveness of the Indian
product was especially illustrated by the increasing exports of coir mats, matting and rugs
from the major West European countries, in casu Belgium, France, West Germany, Italy
and the Netherlands, thereby depriving Indian producers of potential markets. The crucial
factor determining this evolution was the competition from synthetics and from natural
substitutes like sisal. Especially during the late 19505production of attractive sisal carpets
at relatively low prices found rising demand in the EEC28

•

-Woollen Products-
Woollen products and raw wool constituted another relatively unimportant item of Indian
exports. However, their relative share of the total exports from India declined from 2.2%
in the 1950s to 1.7% in the 1960s. The export of raw wool fell perceptibly, but the
inadequate increase of the export of woollen manufactures, especially carpets and
druggets, was also responsible for a declining share in the foreign exchange earnings".

First, there was the problem of availability of raw wool of the requisite quality. Only
about 10% of the indigenous wool was suitable for use in the worsted sector. As a result,
the sector depended heavily on imports of raw wool, which increased continuously. These

~7 J.KTANDON. 197R,p.4C}.

28 K.DEB, 1976, pp.79-83.

29 K.DEB, 1976, pp.83-88.
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imports became increasingly more expensive: during the Korean boom the higher prices
for the basic materials influenced the prices of all woollen products. The result was a
continuing low capacity utilisation in the Indian spinning sector (see table 13), which
caused a high unit cost of production. Modernisation in the sector was too slow in order
to have any impact on this high cost of production",

Table 13: Production of woollen yarn in India, 1951-1960, in million kgs and percentage
of total yarn production.
~ar Woollen yarn
1951 7.75 (1.27 %)
1955 9.39 (1.22 %)
1960 12.70 (1.51 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

Another serious shortcoming had been the lack of any co-ordination in the market
promotion efforts of different producer exporters. Both the problems of modernisation
and market promotion were the outcome of underlying forces in Indian society as
explained further on". However, it should be pointed out that also in the industrialised
world, the higher wool prices resulted in a lower wool textile production.

-Man-Made Products-
As a result from the negative evolution in the traditional natural fibres, already in the
1950s the emergence of man-made substitutes can be observed statistically (see table 14).
The reasons for this new production will be further dealt with in chapter Lc/L

Table 14: Production of man-made fibre yarn and man-made fibre fabrics in India, 1951-
1960/65, in million kgs.j million metres and in percentage of total yarn/fabrics
production.
Year Man-made yarn Year Man-made fabrics
1951 13.32 (2.17 %) 1951 300 (5.95 %)
1955 19.59 (2.55 %) 1955 336 (5.09 %)
1960 40.61 (4.83 %) 1965 550 (7.67 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

5)FROM A BENELUX-INDIAN POINT OF VIEW: A NON-ISSUE.

During the pre-LT A period Indian textile product exports to the Netherlands rose
gradually from $4,583,949 in 1950 to $6,343,604 in 1961. Indian textile product exports
to Belgium increased from $1,282,560 in 1953 to $3,386,100 in 1961 (see table 15). At the
same time the total export of Indian textile products kept dropping from $528,633,000 in
1950 to $495,306,000 in 1962 but rose suddenly to $762,888,000 the next year.

30 De wereldtextielmarkt. 1938-1953, p. 77; K.DEB, 1967, pp.83-88.

31 K.DEB, 1976, pp.83-88.
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Table 15: Value of Dutch and Belgian import of Indian textiles, in US$, 1950/53-61.
Year Netherlands Belgium
1950 4583949.20
1951 4138949.02
1952 3079738.07
1953 3982633.17 1282560
1954 3671843.57 1898440
1955 3982633.17 2125800
1956 4130527.97 1763220
1957 4149475.34 not available"
1958 3461054.02 1408700
1959 4281317.50 1459100
1960 4435264.93 3414460
1961 6343604.75 3386100
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; (Maandelijkse)
bulletin over de buitenlandse handel van de Belgisch-Luxemburgse Economische Unie,
NIS; US $ (cents) conversion factors from Yearbook of International Trade Statistics, vol
1, Statistical Office of the United Nations, Department of Economic Affairs)

However, the Dutch import was limited to a few specific products (see table 16). In the
case of the Belgian market, Indian imports consisted even exclusively out of some ready-
made articles.

Table 16: Value of Dutch import of selected Indian textile items, in US$, 1950-1961.

1950
1951
1952
1953
1954

Yarn All Fibre Tissues and Made-Ups
4202778 381903
3414230 725379
1996109 1521559
2607259 771966
2720435 951994

Fibres Cotton Other Other Tapistry
Tissues Tissues Made-ups et cetera

1955 3181035 451651 302680 47902
1956 3036275 189767 38690 796970
1957 3309214 484025 234774 115545
1958 2090861 444018 47902 796180 82645
1959 2318792 623258 101858 1238093 44218
1960 2729647 889353 78434 693532 45007
1961 3623328 839568 891921 933585 55368
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; US $ (cents)
conversion factors from Yearbook of International Trade Statistics, vol 1, Statistical
Office of the United Nations, Department of Economic Affairs)

:rz Despite enquiries with the NIS at Brussels, seperate bilateral trade figures for India were
not available.
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By 1960-61 the Belgian share in Indian total textile exports was only 0.51%. The Dutch
share reached 1.89% during the same year. The Netherlands would remain a more
important partner of India relative to Belgium".
Also from a Benelux point of view, Dutch buyers, in general, were more attracted to the
Indian market than Belgian buyers, but in both countries the Indian contribution to the
textile market remained very limited (see table 17). India, despite being a major textile
producer, failed to manifest itself as a major supplier to the Benelux. As such the
Benelux is no exception to the rule: India's poor competitiveness prevented it from being
export-oriented. But also other developing countries had not yet reached the stage of an
export-led growth.

Table 17: Share ofIndian textiles in Dutch and Belgian textile import, 1953-1961.
Year Netherlands Belgium
1953 2.46 1.14
1954 1.98 1.63
1955 1.91 1.61
1956 1.60 1.29
1957 1.48 not available
1958 1.48 0.98
1959 1.57 0.85
1960 1.38 1.74
1961 1.60 1.49
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; (Maandelijkse)
bulletin over de buitenlandse handel van de Belgisch-Luxemburgse Economische Unie,
NIS; US $ (cents) conversion factors from Yearbook of International Trade Statistics, vol
1, Statistical Office of the United Nations, Department of Economic Affairs)

33 According to Monthly Statistics of the Foreign Trade of India, Calcutta (ocrS); See also
S.KJAIN, 1988, pp.226-227, table 4.2.
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1.8/ THE 'PAX AMERICANA'.

1) FACING 'TEXTILE CURRENCIES' STRATEGIES IN THE SOUTH.

a.Mixed Feelings and the GAlT.
By the end of the Second World War not only did the contradiction between the
communist bloc and the so-called 'free' world manifest itself, but the 'less-industrialised'
world also challenged the 'new international order' as envisaged by the 'industrialised'
world. There existed three groups of less-developed non-communist countries or
territories. The first group comprised countries that had been politically independent
before the War. To the second group belonged countries that were on the verge of
independence or had already reached autonomy in their commercial policy, like India.
The third group comprised dependencies for which an independent status was not
foreseen in the very near future". Unlike other less-developed countries, India would
from the very beginning be involved in the US-initiatives on the issue of international
free trade.

In 1943 UK and US representatives had begun to develop ideas for international trade
in an uncertain post-War world. In December 1945 the US was ready to publish the
results of negotiations with the UK government on foreign trade. The document was
called Proposals for Consideration by an International Conference on Trade and
Employment. Despite some feelings that these proposals pictured 'the kind of world that
the Amercans wanted', the UK government accepted the general principles embodied in
the document as a basis for international discussions. Through an exchange of notes, the
Joint Statement was extended to include several other countries, in casu Belgium, the
Netherlands, Czechoslovakia, France, Greece, Poland and Turkey. By that time Belgium,
Luxembourg and the Netherlands had already entered negotiations on a customs union
and acted as one party in international negotiations. The newly created Benelux
resolutely chose the way of multilateral free trade".

After extending the Reciprocal Trade Agreements Act of 1934, which empowered the US
president to initiate trade agreements on the basis of reciprocal reductions in duties, the
US invited 14 countries to join in simultaneous negotiations to bring about reduction of
tariffs and other barriers to trade. Only the USSR did not reply to the invitation". The
remaining 13, among which were India, the Netherlands, Belgium and Luxembourg,
agreed to start negotiations which would finally lead to the signing of the General
Agreement on Tariffs and Trade (GATT) in 194737

•

Meanwhile, on the UN level (through ECOSOC) a preparatory Committee for a
Conference had been set up in Havana. Four less-developed countries took part, namely

34 K.KOCK, 1969, pp.223-226.

" R.VERNON, 1954, pp. 2-7; K.KOCK, 1969, pp.28-30.

J6 See HEYNE, in TBH, July 1955.

31 K.KOCK, 1969, pp.2-3 and 38-39.
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India. Brazil, Cuba and Lebanon. India was regarded as the spokesman for the 'new' less
developed countries, particularly in Asia. During the preparatory debate for the Havana
Conference, the Indian government had presented an expert report on the guiding
principles for the commercial policy of India. It was emphasised that domestic planning
for industrialisation required planning of foreign trade in order to increase exports and
regulate imports in terms of essentials, even if such a policy would lead to discrimination.
Consequently, India claimed freedom in the field of tariffs, quantitative restrictions and
subsidies. At that time, India had no balance-of-payments problems but could not abstain
from using quotas for protecting new industries and regulating the use of reserves in
accordance with the essential nature of the imported goods. Naturally, India also
expected an access on equal terms to all markets. Indian negotiators were therefore not
interested in preferences and merely adhered to the principle of non-discrimination and
equal treatment. On this issue the Indian attitude would gradually change. Facing the
same economic problems as India, most Asian and South American countries supported
India's proposals, thus forming, for the very first time, an opposition group against the
industrialised world",

The subsequent Havana Treaty provided the theoretical fundament for further bilateral
trade policy negotiations as a follow-up to the US Reciprocal Trade Agreements Act, in
the form of the General Agreement on Tariffs and Trade(GA TT). As such these bilateral
negotiations were to be organised simultaneously and submitted to specific GATT rules.
Every participating country was to apply the method of 'item by item' to each GATT
member separately. Both India and the Benelux participated in the first GATT
conference in 1947 at Geneva and became GATT members from the start",

Despite the opposition of India and other less developed countries, article I of GATT
guaranteed immediate and unconditional most-favoured-nation treatment to all members
of GATT with regard to tariffs and other charges. Exception was made, however, for
countries such as France, the UK and the Benelux in connection with their overseas
territories and dependencies", Specifically in the case of the UK, a preferential tariff
system could be applied to products, including textiles originating from India. In fact the
entire 'old' empire (Canada, Australia, New Zealand, South Africa, Ireland, India, Burma,
Ceylon, South Rhodesia and the remaining 'dependent' countries) enjoyed the same:
preferential treatment",

Due to the application of GATT article XXXV some countries also could agree not to
apply most-favoured-nation treatment despite GATI membership. India and South Africa

38 N.FRANKEN, 1956, pp.40-54; K.KOCK, 1969, pp.223-226; R.L.VARSHNEY, 1954, p.58.

:-> Th.FLORY, I<](lX,pp.207-21O; K.KOCK, 19m, pp.III-115.

40 K.KOCK, 1969, pp.111-115.

41 R. ZINSER, 1962, p.n.
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both refused to grant each other the treatment, while the Benelux countries decided not
to apply the treatment in the case of Japan".

Other exceptions were related to GAIT article XI which opposed quantitative
restrictions. A specific clause permitted government measures for economic development,
as requested by India and other less developed countries in order to pursue an import
substitution strategy. However, the rules laid down in the special article were so
restrictive that, at that time, only Ceylon made use of it. The article would always remain
a dead letter, especially since most less developed countries, including India, would
introduce import restrictions on the grounds of the balance-of-payments situation, as was
also permitted by a separate clause (GAlT article XII). Later, Gunnar Myrdal would
describe the different import restriction models, applied by countries as India and
Pakistan, as the 'Asian drama'. Also, many 'Marshall countries' such as the Netherlands
took advantage of article XII as long as their balance of payments permitted them to do
so. Belgium was not in a position to apply article XII. Finally, GAIT also permitted
quantitative restrictions to a certain extent, in the case of agricultural products",

After almost seven months (from 10th April to 30th October 1947), negotiations between
23 countries resulted in approximately 123 agreements and 20 schedules, covering about
45,000 tariff items relating to about half of the world trade. The Benelux countries as well
as Lebanon and Syria had joint schedules".

The new GAIT agreements went into effect on 1st January 1948 for eight countries: the
Benelux countries, Australia, Canada, France, the UK and the US. In the following
months also the other 15 participating countries also ratified the agreements. India took
this step on 8th July 194845

•

This early success recorded during the Geneva negotiations in 1947 was not repeated at
later meetings at Annecy (from 8th April to 10th October 1949) and Torquay (from 28th
September 1950 to 21st April 1951)46. In quantitative terms, the Annecy meeting
resulted in 147 agreements, covering about 5,000 tariff items, whereas in Torquay the
same number of agreements covered about 8,700 tariff items. However, most tariff
reductions were rather disappointing" .

•2 R.ZINSER. 1962, pp.82 and 107-108.

43 Brussel, Benelux. 5216, GAIT. Parties contractantes. 6ieme Session. Rapport sur les
restrictions a l'importation appliquees en vertu de l'article XII. GAIT/CP.6/12/Rev.2,
22.10.1951; TIl.FLORY, 1968, pp.23-35; K.KOCK, 1969, pp. 289-298.

~ R.ZINSER, 1962. pp.146-150.

4$ K.LlEBICH, 1961, pp. 135-137; 1967, pp.143-145; 1971, pp.153-155; K.KOCK, 1969, pp.62-
65.

46 A.G.KENWOOD and A.LLOUGHEED, 1988, pp.258-261.

47 R.ZINSER, 1962. pp.146-150.
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On the other hand, time seemed to be in favour of an advent of regional trading blocs.
In May 1950 the French Foreign Minister, Robert Schuman, proposed that 'the entire
French-German production of coal and steel be placed under a common High Authority,
in an organisation open to the participation of other countries of Europe'. The next year
a treaty was signed and the signatories were, besides the two original countries, the
Benelux countries and Italy. The UK rejected any supranational authority and
consequently declined a French invitation to join. The GATT was now faced with the
problem of the integration of both the most-favoured-nation principle and regional
customs unions. A certain degree of flexibility became a new basic feature of the
Agreement".

The early 1950s were characterised by a passivity in the tariff field. Only the Benelux
countries, West Germany and Italy had granted the most-favoured-nation treatment to
practically all countries, regardless whether these countries were signatories to GATT or
not. OnJy Japan could not enjoy the treatment".

On the other hand, the traditional textile-producing countries were hit by increases in
import tariffs of the traditional overseas markets. 1951-52 was an especially critical
period for the industry and increased protection was granted to it by many governments
such as GATT signatories India, Pakistan. Peru and Australia". Throughout the 1950s
the tendency to provide higher tariff and quota protection for the textile industry
persisted in many new industrialising countries".

New all-round tariff negotiations in Geneva were taken up in 1956 but here also the
results were very meagre. From 18th January to 23rd May about 60 agreements related
to 2,900 tariff items". The system of commodity-by-commodity nibbling at tariffs did not
result in any significant progress. The disparity problem remained unsolved: the great
differences between the traditionally low-tariff countries (the Benelux and the
Scandinavian countries) and the other European countries persisted",

In the case of non-textile products (mostly agricultural commodities) tariff and quota
protectionism persisted not only in the newly industrialising countries, but also in the
West. In 1958 the Netherlands joined Belgium, West Germany and Switzerland in
applying import restrictions for reasons other than for their balance of payments position.

48 K.KOCK, 1969, pp.115-120.
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Thus, while GAlT had banned most of the textile restrictions of countries with a positive
balance of payments, in the non-textile sector (mostly agricultural commodities) the same
countries were able to maintain restrictions within GAlT. Already then, the original
Western founding nations of GAlT were most alienated from the GAlT principles since
the restrictions by less-developed countries could easily be excused for reasons of balance
of payments problems".

From 1958 trade policy formation in Europe was also linked to the creation of the
European Economic Community (EEC). The Rome Treaty was signed in 1958, thereby
laying the foundation for a single European Common Market. The GAlT approved this
'regional' initiative". However, at that time the overseas dependencies of France and
Belgium were still enjoying preferential treatment for their exports to the 'single' mother
country. French manoeuvres resulted in an association of the dependent African
territories with the EEC, thereby putting other developing countries, including India, at
a disadvantage".

Within the EEC the Benelux countries were considered as the low tariff countries".
Moreover, these countries were considered by GAlT as one customs territory. Under
GAlT, 'a customs territory shall be understood to mean any territory with respect to
which separate tariffs or other regulations of commerce are maintained for a substantial
part of the trade of such territory with other territories'", In fact, a common tariff and
common Iiberalisation list for imports from the OEEC area and from the dollar area
were in force. Also, by the end of 1956 Benelux had sent a joint delegation to negotiate
single commercial treaties with both Denmark and the UK59

• In light of these factors
the EEC actually consisted of four customs territories: France, West Germany, Italy and
the Benelux. The Benelux territory attracted attention due to its liberal points of view
and low import tariffs. Thus, the Benelux was closest to the American idea of free
trade'",

By 1958 both Belgium and the Netherlands had liberalised (in the sense of abandoning
quotas) 97% of all OEEC imports and 94% of all imports from dollar-zone countries".
On 15th May 1958 the Benelux countries officially harmonised their trade policy: all
remaining import restrictions and other measures applied by only one country became

~ Int~rnational Trade 1952, p. 82 and 1958, p.258.

" See GAlT-article XXIV.

56 K.KOCK, 1969, pp.128-130; Th.FLORY, 1968, pp.l09-129.

"I.FRANK, 1961, p.l77.

51 See GAlT-article XXIV, paragraph 2.

59 International Trade 1956, p.231.

/JO J.J.ALLEN, 1960, pp. 72-77.

61 R.ZINSER, 1962, pp.142-144.



34

valid in the entire Benelux area. With the exception of agricultural products, these
restrictions centred only around products from East European countries, China and
Cuba".

b. GAIT Versus Textile Tariffs and Quotas.
Let us now examine more specifically the existing textile trade barriers to which the
GAIT was opposing. As described above, the international trade in textile and clothing
products had already a pre-War history of quantitative restrictions which continued to
exist next to relatively high tariffs. From 1948 to 1961, the GAIT was the multilateral
legal framework for the world trade in textiles in order to react against this protectionist
web. However, as described above, the GAIT provided a principal safeguard clause
permitting quotas in case of serious balance of payments problems", In the case of
tariffs the GAIT could merely stimulate tariff reductions. As a result, major parts of the
protectionist 'web' of the 1930s continued to exist throughout the 1950s. The 'web'
consisted of quotas and tariffs, as described hereafter".

b.I )Quotas.
Immediately after the War, in all Western countries the textile industry was protected
against import competition by severe quantitative restrictions. After the GAIT
conferences most of the general quantitative restrictions on a large range of industrial
goods were dismantled, with the principal exception being products from Japan and
communist countries, which continued to be in violation of GAIT rules and became
known as 'hard-core' residual restrictions". However, Indian exporters had not made any
marked effort to export to Europe. Up to the mid-1950s only British manufactures faced
severe competition from Indian exporters. In the Benelux countries, imported Indian
cloth, usually of medium quality, offered no particular interest as the lower prices were
largely offset by customs duties at a reasonable level". Thus, the Benelux, as analysed
further on, along with Italy and Scandinavian countries only imposed quantitative
restrictions on textile imports from Japan and some communist countries. At the same
time, France imposed an almost total ban on cotton textile imports from countries like
Japan, India, Pakistan and Hong Kong. These restrictions were in no way of a voluntary
nature and were contrary to GAIT regulations", At the same time, the UK was moving
towards a system of voluntary quantitative compensation for the tariff exemptions granted
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to textile-exporting Commonwealth countries such as Hong Kong, India and Pakistan, as
explained further on".

b.2)Tariffs.
In the 1950s the tariff was the instrument most used for protection. Only during the
1960s, when the GAIT and preferential systems made the tariffs decrease drastically,
were tariffs replaced by bilateral quotas as the most important safeguarding
instrument". For the time being, the Indian textile exports along with other textile
exports met with tariff rates in all Western countries, except in the case of the special
Commonwealth rates applied by the UK. In most countries, India, belonging to the
Sterling zone, enjoyed the same treatment as OEEC countries: the 'most favoured nation'
treatment. Thus, in many cases there was no specific bilateral agreement with India and
the tariffs for OEEC countries were applied to Indian products. Existing trade
agreements were relatively unimportant: they existed separately from the GAIT
arrangements with India and merely summed up intentions for providing technical
assistance (industrial capital goods) and exchanging essential commodities in order to
increase India's exports, thereby reducing the country's deficit".

The nominal tariffs for OEEC textile products and clothing, in both comparatively 'low-
tariff countries (the Benelux, West Germany, Sweden and Switzerland) and 'high-tariff
countries (Canada, France, Japan and Norway) had since 1937been higher according to
the degree of production: clothing was more protected than tissues and yarn",

In 1955 customs duties on cotton textiles (excluding clothing) in the Benelux ranged from
12% to 18%. In France these duties ranged from 20% to 25%, but in West Germany they
ranged only from 10% to 13%. Import tariffs on clothing are not relevant here since
Indian exports of this kind were almost non-existent", After the EEC Treaty of Rome
was signed in 1958 the average pre-Kennedy Round EEC tariff amounted to 20.8% of
cif value imports for clothing (SITC 84) and to 17.3% for textiles (SITC 65). The US
applied 32.1% and 24% respectively. UK tariffs ranged from 20% - 25% of cif value of
imports, for clothing. 'Imperial or Commonwealth preferences' were granted on these, by
which Indian fabrics were admitted freely. Japan put about 25% on clothing". Thus, it
should be noted that the EEC and UK tariffs in 1958 were, in fact, by far lower than
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those of the other great trading countries. Due mainly to West Germany and the Benelux
countries, the EEC started as a comparatively low-tariff trading bloc. In all cases, labour-
intensive manufactures were protected to a greater extent than capital-intensive
manufactures 74.

c.Towards a New Kind of Protectionism.
Clearly, liberalisation was very unequally divided over the nations of the world. The
GAIT system could not even prevent the creation of a situation which would lead to a
new kind of textile protectionism. Two factors should be distinguished.

First, there was the continued existence of a Commonwealth Preferential System", As
a result of the historical links between the UK and the Commonwealth, the English
textile industry was first confronted with the new post-War Asian producers and was
particularly confronted with the difficult choice between 'Commonwealth solidarity' and
'protecting its own industries'. As early as 1952,during the Buxton conference (see further
on), UK textile producers expressed great concern over the losses they were suffering
because of competition from their Asian counterparts. They decided to send
representatives overseas to examine the Asian textile industries. The 'cheap labour'
conditions in Asian countries were alleged to be the main cause of price differentials.
These findings led the UK cotton industry to appeal to the government for protection
through import quotas. To overcome both the Preferentials and the GAIT, these quotas
would take the form of bilateral agreements stipulating 'voluntary' export restrictions.

In July 1958 talks had started with India, Pakistan and Hong Kong. The UK delegation
committed itself to an agreement with India and Pakistan covering a wide variety of
cotton manufactures conditional upon achievement of a similar agreement with Hong
Kong. However, Hong Kong's representatives insisted that only grey cloth should be
under consideration since the UK industry's complaint was primarily over grey cloth.
Finally, a formal agreement was concluded in December 1958. However, India and
Pakistan backed down on their tentative agreements because Hong Kong's agreement was
not as comprehensive as theirs and its ceiling was comparatively too high. They did not
join Hong Kong in agreements providing export quotas with the UK. Significantly, in 1959
Hong Kong producers themselves started complaining about the significant increase of
Indian imports.

Finally, in September 1959 similar arrangements which were valid from 1st January 1960
till 31st December 1962, were made for all three countries. In the case of quantitative
limitation of South Asian imports, no difference was made between clothing and tissues.
Hong Kong imports were limited separately for clothing and tissues. These arrangements
did not forbid re-export after textile product improvement, and yarn could still be
imported without restrictions.

74 R.BANERJI, 1975, pp.156-161.

75 T.FRANK, 1961, pp.223-231.
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At the same time India, Pakistan and Hong Kong still enjoyed a preferential tariff system.
Quantitative restrictions were in fact compensating for this preferential treatment, as later
the Long Term Agreement would compensate for the GATT tariffs in general. Lord
Rochdale, president of the UK Cotton Board, stated in May 1960 that without a
limitation of Asian imports the reorganisation of the UK's textile industry 'would be
doomed to fail'.

Even after applying the new agreements, India, Pakistan and Hong Kong still supplied
textiles equal to about one-fourth of the total annual production of the UK. Due to the
exceptional 'Commonwealth situation' the UK had no doubt been the first European
country to be confronted with the' Asian danger' and acted accordingly",

Secondly, the US, being the new super-power, found itself in the difficult position of
introducing to the world its liberal 'Pax Americana'. Since the US was the salesman for
the GATT, liberalisation was most advanced in that country", One of the countries
which would see its chance to activate exports to the US was Japan. Soon after the
Second World War had ended, Japanese cotton textile exports had shown a quick
recovery, thereby again threatening other textile producing countries. Despite the GA TT-
regulations (see further on), most West European countries almost immediately took up
their pre-War arrangements and imposed quantitative restrictions on Japanese textiles.
On the other hand, the US, introducing the 'GATT idea', in a first phase applied a
relatively liberal import policy. Thus, West European protectionism drove away the
Japanese producer to the US market, thereby alarming the US cotton textile
manufacturers.

This situation created panic among some political groups in the US, with strong influence
in industrial key regions, including both large cities and low-wage areas such as the South
of the US. While the domestic counter-pressure by consumer organisations was
completely ineffective, representatives of the American cotton textile manufacturers in
Washington, D.C. pressed for import quotas to be imposed by the US government",

Just as the traditionally protectionist Republicans came to accept the desirability of a
liberal trade policy as a general principle, traditional consumer-oriented Democrats,
representing the above described groups, began to press for exceptions to this principle.
By the mid-1950s the politically powerful cotton textile industry, whose employees tended
to vote Democratic, was asking for protection. The administration rejected this proposal
but did enter into discussions with the Japanese government concerning the possibility
of restraining cotton textile exports to the US. In 1955, the Republican Eisenhower
administration, as part of its efforts to obtain the support of the Democrats for its
liberalisation efforts, pressured the Japanese government into voluntarily restricting
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exports of cotton textiles to the US. In fear of non-discriminatory import quotas by the
US government, the Japanese government, gave in to the pressure in May 1956 and
limited the export of several cotton products". The two governments reached a five-year
agreement to begin in January 1957. The arrangement calIed for a somewhat larger quota
each subsequent year and a maximum ceiling on a greater variety on cotton products.
The agreement was also subject to annual consultations between the two governments.
It introduced to the world the principle of 'voluntary' export limitation programmes,
which would be consistent with GATT rules and still 'save' the US textile industry", An
environment was created in which this industry could undertake major structural changes,
which would transform it from a small-scale, unintegrated, predominantly family-owned
sector to a large-scale, more concentrated, capital-intensive, technologically advanced, and
internationally more competitive industry".

We can therefore conclude that the background of both free trade and preferential
systems provided the method for a new kind of protectionism: 'voluntary' restrictions.

d.First European Attempts to Avoid GAlT.
In addition to the US ad the UK, the originally more protectionist European continent
also gradually looked for ways to avoid GATT in order to safeguard some of its
protectionist 'webs' while moving towards Iiberalisation in line with GATT
prescriptions".

In some West European countries, including the Benelux, textile producers suggested
from the beginning the continuation of protectionism as it had existed in the 1930s. Some
events pushed them towards this opinion. First, they considered that a possible
resurrection of Japanese and German textile industries would stand in the way of rapid
export increase. Secondly, the political unrest in China, India, Burma, Java and Pakistan
obviously prevented demand for European products. And, last but not least, European
producers started feeling uneasy about some first signs of exports of finished textile
products by 'non-industrialised areas' such as the Shanghai cotton region",

During the textile conference in Buxton in 1952, the problem of opposing interests
between new ami old producers had received special attention. The idea of an
international cotton board was born but took only shape nine years later through the
foundation of the Cotton Textiles Committee in Geneva. The Buxton conference also
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rncntionncd the possibility of self-limitation agreements in order to avoid the violation
of GAIT principles",

Despite these warnings and suggestions, European countries kept on dreaming of using
textile exports as 'textile dollars' in order to payoff their post-War debts. Most of the
traditional textile producers started investing in domestic industries without taking into
account the growing competitiveness of some new overseas countries. After all, the fears
for future domestic industries in these countries existed only on a hypothetical level. In
general it was assumed that new 'less-developed' textile producers would have no real
chance in the world market. In fact, the development of the 'backward' countries was
supposed to be in favour of Western Europe: these countries would again become
purchasers of the European high-quality manufactured products such as textile products.
Thus, US plans for 'development of backward countries' were not opposed in Europe",
Still in 1956, when the GAIT discussions centred around India's and Brazil's export
potentialities, the European countries reacted comparatively in favour of India's demands
for tariff exemptions. At the same time, the US made a case for a settlement regarding
an escape clause which would provide more possibilities for protectionism than the
original clause. In addition, the developing countries became more and more united: their
demands during UNCfAD negotiations were increasingly interpreted by Western
countries as stubborn and revenge-seeking 86. Precisely because of the initial optimism
and consequent investments, the call for protectionism in Europe also grew.

At that time most European protectionist feelings only existed in relation to the
phenomenon of 'textile product improvement'. Of the total Asiatic textile imports to
Europe, in particular 'abnormally low-priced' grey fabrics, about 65% were re-exported
after product improvement. Since this practice could discourage the liberalisation of intra-
European trade, private measures to limit re-exports of textiles were taken. During the
general assemblies of the 'International Federation of Textile Dyers' of 1950 and 1951,
the idea to forbid the re-exportation of non-European cotton and tissues of staple fibres
('Fihranne') after product improvement was horn. Yet, only in 1956 did this option take
form in an agreement between West Germany, Switzerland and Austria, and it was only
applied to Japanese tissues. The next year an ad hoc commission was set up by the
OEEC which presented a recommendation to the Council of Ministers of the OEEC on
21st March 1958. At the same time, the 1956 agreement or 'Noordwijk Convention' was
extended, with Belgium and the Netherlands on the import side and India, Pakistan and
Hong Kong on the export side. Two years later, Italy and France joined on the import
side and the 'departernents francais d'outre-rner', the 'ex-territoires francais d'Afrique'
and the 'Republique Malgache' joined on the export side. The traffic of
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'perfectionnement' would finally be restricted. The application of the convention in the
case of Indian and Pakistani tissues was controlled by the respective governments of West
Germany, France and Italy. In the Netherlands and Belgium, there were only promises
of the companies and sectoral organisations not to re-export to the EEC member
countries. Basically, the Convention remained a private-sector agreement. Thus, an
effective application remained doubtful.

With the creation of the EEC (1958), the idea to develop a common textile protection
policy gained support. It was expected that the 'jeu de la clause de sauvegarde de l'accord
de Geneve'(GATT) would inevitably force all traditional producers to take measures
related to more products and to more countries. A study prepared for the EEC
Commission observed: '...chez les Six la crainte d'un developpement substantiel des
reexportations de produits de cotons indiens et pakistanais acheves au Royaume-Uni' 87.

The EEC had been under constant US pressure to agree to protectionist possibilities
within the GAIT framework. Also at the GAIT Ministerial Meeting of 1959, the US
Under-secretary of State Dillon had stressed the need to control the growing exports of
less-developed countries".

At the same time, raw cotton prices were falling, and developing countries consequently
rejected the possibility of exporting raw cotton to obtain foreign currency. The
International Federation of Cotton and Allied Textile Industries pointed out that a
reasonable stability of raw cotton prices was only to be obtained by completely freeing
the raw cotton markets and by sustaining and increasing consumption. The Federation
thus reaffirmed its belief that the natural laws of supply and demand should be allowed
free play. This shows that at the end of the 1950s most manufacturers in the West still
emphasised the supply of the raw product and neglected the growing danger of Asian
exports of the finished product".

2) TEXTILES AND DEVELOPMENT AID.

a. A Consequence of the Marshall Plan?
The idea that development aid was a much better way to gain foreign currency than to
export textile products was already suggested by many textile federations in Western
countries. However, there
is no proof of a concrete relationship between development aid policy and textile
protectionism.

87 Den Haag, ARA, BEB, 2093, Document de Travail. 1/9877/62-F, Brussels (CEE,
Commission, Dir. Gen. des Relations Exterieures, Dir. de la Politique Commerciale), 22.11.62.

88 N.M.BLOKKER, 1989, pp.71-72.

89 New York, UNA, Box No. 419, AG No. RAG-3/2, Press Statement IFCATI, Manchester,
23.10.59.



41

Already in January 1949 US president Truman presented to the UN his Four-point
programme for aid to the less-developed countries. Similar to the Marshall plan in
Europe, the programme would enable 'millions of people in underdeveloped areas to
raise themselves from the level of colonialism to self-support and ultimate prosperity'".
Economic growth theories dominated the scene: as in Marshall aid, large volumes of
capital were injected into the developing economies. After the US set up its bilateral aid
programme (1949), the UN started its technical aid programme (1950) and the UK came
forward with the 'Colombo Plan'(1950). However, gradually it became clear that these
first attempts to integrate developing countries into the new international free trade
system had failed. In 1956 Abramowitz pointed out that financial 'balance of payments
aid' was only of minor importance in the development of a national economy. Instead,
he emphasised the need for technical co-operation and progress in order to increase
exports and the national product".

One of the concrete reasons behind both the Marshall aid and the multilateral aid to
less-developed countries was obvious: to hold back the communist threat. The American
ambassador in New Delhi put it starkly:'A communist sweep in Asia would gravely
undermine our position in Europe and convince millions of our friends all over the world
that they are betting on the wrong horse'". The pressure to develop an intensive aid
programme grew when by the end of the decade two Indian states, West Bengal and
Kerala, had tasted 'communist sweets'". As yet a link with textile protectionism had only
been put forward by some textile federations in the West.

In fact, some labour-intensive sectors with relatively small need for advanced technology,
such as textiles, did benefit from the capital injections. The textile sector was succesfully
integrated into the new international economic environment described as the 'Pax
Americana'. Firstly, imports from the US, Japan and Western Europe were being
replaced by import substituting domestic production. Secondly, some products of 'less
developed' countries competed with those originating from the traditional exporters in
third markets. Later, the domestic production in less-developing countries would reach
such a level of price competitiveness that it could, to some extent, be exported to the
traditional exporters, in most cases ex-colonial powers. Within textile lobbies in Western
countries, this gave way to reconsideration of the role of development aid and
consequently presentation of it as a better alternative to a free textile import policy. In
fact, its role totally reversed.
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b.The Birth of Textile Protectionism and the Technological Aid Idea.
By the end of the decade there were several pressure groups originating in the West,
more specifically the US, in relation to development aid: some in favour of and some
other opposed to it.

The US and other Western textile lobbies favoured a strong aid policy so that developing
countries would not concentrate on textiles in order to improve their export
performances. This was due to the fact that the US and the Western countries in general
had not been able to cope with the economic success of their own international strategy
of free trade in textiles. As a result, two features of the textile lobby attitudes were
introduced: the Western textile protectionism idea and the technological development aid
idea, which were complementary to each other. In fact, the new development aid forms
would compensate the developing countries for the loss from possible protectionist textile
attitudes in Western countries. This new way of 'Marshall-thinking' provided the textile
lobbies with a perfect excuse to deviate from the sacred path of free trade.

On the other hand, the political failures (increasing communist take-overs) and the
apparently useless spending of the taxpayer's money made public opinion uneasy about
development aid, especially in the US. President D.Eisenhower confronted questions like
'What kind of so-called Americans do we have in Washington who go all-out in giving
millions of dollars to foreign countries who are not with us in the fight against
communism ...In fact, why should India get any money at all? They must be laughing at
us for being so stupid'".

However, most Indians were very suspicious about US aid to their country. In fact India
suffered from a 'colonial psychosis', whereas the US suffered from a 'communist
psychosis'". In addition, the 'American way' was not much appreciated by many peoples
of the less-developed countries, just as many European groups had also experienced
problems with 'cultural' Americanisation during the Marshall aid period. The idea of a
high official going among the people, shaking hands and being folksy, was very often
misinterpreted. One official put it this way: ' ...We have to grow accustomed to it that we
must mature and cannot remain 'boys and girls' forever. The excuse that we are a young
nation is of course a good one, but we cannot go on using it ad infinitum'. Furhermore,
'Americans were resented because they are envied, as the rich; because we preach to
others, as if we knew better, ..., because we have not yet solved our own racial
problems ...we might try to explain that we are for our friends and not merely against the
Reds,96.
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The number of textile producers calling for both development aid and textile
protectionism differed from country to country. This phenomenon was most obvious in
countries, such as the US and the UK which, due to a liberal import policy, were
confronting Asian textile imports. However, in most West European countries the setting-
up of an extensive aid programme was mainly linked to the recent colonial past and the
continuation of a certain degree of economic dependence. Both French and British
policies aimed to maintain a 'Cornrnunaute Francaise' or a 'British Commonwealth of
Nations'. From 1946, the 'Fonds d'Investissement pour le Developpement Economique
et Social des Territoires d'Outre-mer' (FIDES) provided funds for the economic
development of the colonies. Gradually the 'Fonds d' Aide et de Cooperation' (F AC),
providing funds for independent ex-colonies, became more important. Similarly, the
'Colonial Development and Welfare Act' from 1940 directed all UK aid programmes to
colonial areas. In relation to the increasing textile imports, from 1958 also independent
members of the Commonwealth such as India could also enjoy development aid from the
UK97.

Like France and the UK also Belgium directed its policies towards the ex-colonial
territories, in casu Congo and Ruanda-Burundi (see chapter Ije.4).

On the other hand, the Netherlands was one of the rare countries that took off with their
aid programme, their own version of 'Marshall aid', exclusively on a multilateral basis.
As described later, this choice not only reflected an 'Indonesian trauma' but also the
'Tinbergen thinking' which emphasised an equal and just spread of financial means in
order to create the ideal international division of labour. However, like France and the
UK also Belgium directed its policies towards the ex-colonial territories, in casu Congo
and Ruanda-Burundi.

97 G.H.A.PRINCE, March 1976, p.175.
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ic) INDIA: THE TRIUMPH OF 'SMALL IS BEAUTIFULL'.

1) TEXTILES PAYING FOR HEAVY INDUSTRIES.

a.The Failure of Rostow's 'Take-Off': The Industrial Revolution in India.
It has been often asserted that the characteristic doctrine of Hinduism, 'karma', is a root-
cause of pessimism and lack of initiative among Indian entrepreneurs. Also, Weber
contended that the Hindu value system had not been conducive to India's economic
development. Hindu scriptures taught that only asceticism and renunciation would
provide escape from the eternal round of births and re-births. However, some scholars
interprete this doctrine entirely differently and consider it to be a most powerful incentive
to action, because it makes man and not fate the architect of his future. Moreover,
scholars noted Weber's Protestant ethic encouraging puritanical sobriety, discipline and
frugality among India's Jain and Parsi entrepreneurs",

They suggest that the contemporary economic history of India does not provide any
evidence that the Indian hasic psychological hackground would be any different from the
European basic psychological background. In India, too, Adam Smith's Wealth of Nations
circulated among the educated segments of society. Basically the European industrial
mind and the proto-industrial and Asian 19th and 20th century mind shared the same
objectives: a mixture of wealth, power and happiness.

However, adoption to a different structural and institutional environment was necessary
for survival in a specific society. As the French revolution marked a change of attitude
in Europe, in South Asia, too, a tension between tradition and laissez-faire characterised
the 19th and 20th centuries. Ironically it was 'Western' socialism which intensified the
negative higher-caste (Brahmin) attitudes to commerce. A combination of socialism and
conservative 'brahminism' would finally lead to organised resistance against the British.
Consequently, the post-War businessman was confronted with a complicated social
environment" .

Let us now consider more detailled this environment of the 19th and 20th century Indian
tradesmen and industrialists.

In the 18th century the first Industrial Revolution took off with the mechanisation of
cotton manufacturing in the ux=, As a result, the Indian part of the Empire was
deprived of its textile exporting and manufacturing role. The Lancashire cotton region,
with Manchester as its commercial centre and Liverpool as the 'cotton exchange', took
over the Indian role, while India was reduced to a mere supplier of the raw material and
purchaser of UK industrial products'?'.

98 G.B.JATHAR and S.G.BERI, 1949, pp.96-97; E.W.NAFZIGER, 1986, pp.20-22.

99 D.LAL, 1988, pp.41-53.

100 ADOMUS, in TBH, January 1961.

101 ADOMUS, De Britse katoenindustrie, in TBH, nr.l, January 1961, p.49.
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However, in the 19th century it was again the cotton textile sector which initiated an era
of modern industrialism in India. In the early 19th century, Parsi (for example the Tata
family), Bhattia and British merchants had started pioneer cotton mills in West India. In
other parts of India, merchants tended to grow into landlords. The pioneer merchants of
West India were especially engaged in the raw cotton trade, which received an immense
stimulus from the American Civil War. Some of the profits were invested in the new mill
sector!",

The Parsi and Bhattia merchants adopted the Lancashire system for management of their
cotton mills: qualified 'managing directors' received a salary and worked under the
supervision of the board of directors. This system was necessary because of the
comparatively imperfect development of India's capital markets and monetary system. In
general, one individual provided most of the initial capital for investment in a textile mill,
which might be supplemented by a small group of family members and associates. This
individual was then designated as the manager or 'managing director' of the mill, and
received payment for his function in addition to a return on his investment.

The managing-agent system remained a unique feature of industrial organisation in India.
Broadly speaking, the managing agencies were either family units or small private
companies dominated by the members of one family!".

This relatively early industrialisation gave India a headstart in certain sectors. However,
after a short industrial take-off, the economic progress as reflected in the average annual
rate of growth of the national product was disappointing'?', This was caused by typical
disadvantages of family entrepreneurship such as conservatism about risk, lack of
innovation, and lack of delegation of authority; paternalism in employer-employee
relationships; and reluctance to hire professional managers. In addition, the British
practically did not participate and consequently did not provide any UK investments or
technology lOS.

Secondly, the lack of native capital resources continued and affirmed the system of small
production units. In India there were neither the issuing houses nor the securities
companies which in many other countries financed new concerns, nor did banks pursue
a policy sympathic and elastic enough for the varied needs of the industry. Also, profits
usually were paid out almost immediately to managing agents as allowances and
commissions, and to shareholders as dividends.

102 In 1859 J.NTata, a Parsi from Bombay, founded India's first large-scale cotton mill. This
was the beginning of the success story of the Tata industrial empire.

100 G.RANIS and G.SAXONHOUSE, International and Domestic Determinants of
Technology Choice hy the Less Developed Countries, in B.A.LUCAS and S.FRIEDMAN (eds.),
1983, pp.20-25; M.AROKIASWAMI and T.M.ROYAPPA, 1953, pp.l99-213 and pp.283-309.

104 D.LAL, 1988, p.3.

I~ See P.J.THOMAS, 1948; K T.SHAH, 1948; J.N.Tata. 150th Birth AnniversaQ', TH,
3.3.1989; E.W.NAFZIGER, 1986, pr.t2-n.
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Thus, owing to both financial and institutional limitations the great increase of the
number of cotton mills between 1914 and 1940was in mills of medium and small sizes.
When the Indian post-Independence policies favoured the small-scale sector the
investments moved even more to small production units in the countryside'P.

b.The Triumph of Schumacher's 'Small is Beautiful'.
The partition between India and Pakistan in 1947 created new problems: a large part of
raw cotton production, especially the longer-staple cotton, went to Pakistan, but nearly
all the mills remained in India. The future of the cotton-textile industry was then staked
on the production of relatively coarse goods made from indigenous cotton and adapted
for home-market appeal 107.

However, in India raw cotton output failed to catch up with the growth in textile
production. One solution was to switch over to man-made fibres!". Already in the 1920s
Courtaulds had introduced the man-made fibre industry in India. The objective was to
supply rayon in a form appropriate for use by local textile producers. But in the early
1940s the Indian subsidiary was eventually closed due to stiff competition from Japan.
After 1947 the need was felt to set up a large domestic production system'?",

In addition to problems on the raw materials supply side, the manufacturing industry
itself was also facing many obstacles. Lack of capital, heavy taxation, slowness in
modernising equipment, low productivity of labour and political controls persistently
prevented the industry from getting out of the doldrums 110.

Moreover, the government refused to allow foreign firms to playa role in the production
process. Unlike Sri Lanka where 'foreign co-operation' arrangements especially took the
form of subsidiary relationships to foreign firms, India lacked any collaboration with
foreign purchasing markets. As a result, good co-ordination between marketing and
production activities was virtually impossible. In many other new textile exporting
countries Western fashion knowledge was more available. India, instead, adopted
independent or government exporters' order-based relationships with foreign buyers. Ever
since then, the absence of fashion and quality awareness and effective marketing has been
introduced by economists to explain India's textile export failures. When Nehru visited
the US in 1949,witnessing what free enterprise in a democracy such as the US had done
in raising living conditions of workers, many Indian businessmen hoped that their prime
minister would think less in terms of UK academic socialism and more in terms of

'06 S.J.KOH, 1966, pp.86-132.

'07 H.HUNCK, )963, p.2Ci9.

,0, D.KUMAR, S.P.NAG and L.S.VENKATARAMANAN, 1965, p.I.

,09 R.A.READ, 1984, pp.16 and 30.

110 H.HUNCK, 1963, p.269.
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economic progress as the US understood it'!'. By the end of the 1950s the government
had come under the fire of practically all large-scale private producers, who were
demanding a clearer policy and better co-ordination for the mill, handloom and
powerloom sectors.

However, in order to evaluate the economic performance we need to consider the
philosophy and policy-making in relation to trade and industry. D.LaI refferred to the
'most dirigiste industrial policies outside the communist world'!", We first mention the
government's industrial licensing policies. The Industries (Development and Regulation)
Act of 1956 gave concrete shape to the second industrial policy resolution and decreed
that production licences would only he needed for an investment of Rs 25 lakhs or
more'!'. This created a bias against large and medium scale investment, and in favour
of small investment. Applying for a licence took an average of 400 days and involved a
mountain of paperwork. This forced the applicant to maintain an enormous staff of clerks
and a battery of lobbyists to chase the application from desk to desk in New Delhi. Long
delays made entrepreneurs shy of large-scale investment, and on many occasions the
project was simply abandoned even if after a long time the licence was given!".

In relation to the textile industry, the turning point came when in 1957 the government
actually put a ceiling on the output of the large and middle-size mills, rendering them
virtually inoperative. But it placed no such ceiling on the small-scale powerloom sector.
This move, which was originally aimed at assisting the khadi industry, ended by causing
a phenomenal growth of small-scale industry, as can be seen from table 21.

However, within the small-scale industry especially the powerloom sector expanded.
Because of the combination with agricultural activities, labour costs were very low.
However, such cost-benefit notions, were, significantly, never deployed in defence of the
rural artisan. Mahatma Gandhi's ideals were actually transformed from the artisanal
small-scale level to the small scale power loom sector. Clearly, the rea] Gandhians were
steadily being pushed out of the Congress party!",

III Den Haag, BZ, 600, embassy Washington, DC to BZ: M.HUGHES, Private Enterprise
in India. It Needs a Lot More Encouragement than the Government Has Given It, in Fortune,
December 1949.

It2 Despite the words of Mahatma Gandhi: 'J look upon an increase in the power of the state
with the greatest fear, because although while apparently doing good by minimising exploitation
it does the greatest harm to mankind by destroying individuality which lies at the root of all
progress'; Den Haag, ARA, 1343/1, Forum of Free Entemrise, Bombay (Convention), 25.1.1957;
D.LAL, 1988, p.17.

113 This was raised in stages to Rs 2 crores in 1974; 1 lakh: 100,000; 1 crore: 10,000,000; Rs
1 = 21 US $ cents.

114 P.S.JHA, 1980, pp.65-91.

115 P.S.JHA, 1980, pp.241-267.
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Table 18: Production of cotton cloth in the three sectors of the Indian textile indust!)',
in million meters, 1951-61.
Year Mill (Growth) Handloom (Growth) Powerloom (Growth) Total
1951 3727 795 218 4740
12M 4701 0.3 1832 8.7 540 9.5 7073
(Source: Handbook on Statistics for the Cotton Textile Indust!)', ICMF, 1980, derived
from I.S.A.BAUD, 1983)

c. Is 'Bi~' Even More Beautiful?
Along with the favouring of the small-scale textile sector, the government attached much
importance to setting up large non-textile basic industries as a product of the closed
strategy of the Second Five Year Plan (1956-1960). As a result, the public sector
burgeoned. The government justified this on the grounds that in order to minimise the
quantity of foreign input required to obtain a given output of a final consumer good, the
right course was to break into the production chain as far back as possible. In time the
drive for self-reliance through heavy industrialisation came to overshadow all the other
avowed objectives of planned development. However, the rate of population growth
turned out to be nearly double that was anticipated by the Planning Commission, and
practically all the money invested in the large capital-intensive basic industries like steel,
mining, oil and petro-chemicals, and heavy engineering and electricals took much longer
to bear fruit than expected and costed a great deal more. There was no raising of
consumption standards or of savings through extra income generated during the First
Plan, nor was there any labour generation as a result of these investments. And, most
important, the investments did not provide sufficient employment...

Within the framework of a functioning democracy such as the Indian one, a government
always comes under pressure to create jobs at any cost. This explains why textiles were
pushed into the small-scale power and handloom sectors: the system was creating
unemployment and debts and the textile and agricultural sectors needed to be
manipulated in order to achieve 'Rostow's take-off and eliminate the unemployment
problem!".

d.Political Translation.
At the risk of some oversimplification, we can describe the 1950s in India as a political
battle-field where the old upper middle-class elite which 'freed' India from the British
gradually lost ground to new rising intermediate classes dominating textile and other
small-scale industries. These were necessary to pay for the dreams of heavy
industrialisation by creating employment and paying taxes'".

The old elite was drawn from all over the country, was thickly represented in the armed
forces, the bureaucracy, the professions and the universities, or was a shareholder in the
big traditional, possibly foreign-owned concerns. In short: they inherited power from the
British Raj.

116 P.S.JHA, 1980, pp.65-91.

111 J.H.HUNCK, 1963, pp.197-198.
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By contrast, the new intermediate classes were small-scale (textile) manufacturers and
traders, and agricultural producers. Gradually, they manifested themselves politically.
They were well aware that their sector was necessary to the planned industrial
development of India. However, this stimulation of the local small-scale production in
order to support a so-called 'socialist pattern of society' actually strengthened the existing
social and economic discriminating structures on a local level. The new policy gave the
local 'landlords' and 'money-lenders' the possibility of consolidating the socio-economic
inequalities without having to risk investments or being concerned with commercial and
technological know-how'".

However, this decentralisation of production did not exclude a financial concentration
centred around the traditional Parsi and Bhattia merchant families. The giant Indian
trading and industrial companies engaged in textiles continued to exist and merely
adapted their investment policies to the new situation. Like the Tatas, the Birlas were an
example of a well-entrenched indigenous capitalist family, expanding its interests beyond
India: the Birlas invested in textile plants in South-east Asia and some African countries
through joint ventures and collaborative agreements. In India, the Birlas dominated the
domestic marketing of Indian cotton yarn and colton piece-goods. In the marketing of
non-cotton textiles, foreign companies like Hoechst could acquire a market niche.
Further, as described above, only in the Indian fibre production was the role of foreign
capital input prominent: the Dutch company AKZO took over the role of Courtaulds'".
To some extent, Dutch companies were involved in negotiations related to possible
investments or transfer of know-how to the Indian textile sector. However, in general they
were reluctant to do business with Indian partners: apart from the discouraging legislation
there were doubts about commercial ethics, especially concerning counterfeiting of
trademarks 120.

We may conclude that, despite extensive re-location of production activities, fashion and
commercial know-how remained almost entirely in the hands of big Indian sub-
contracting companies (consequently being the basis for the small-scale textile sector) and
to a decreasing extent in the hands of a few left-over foreign investors'?'. Thus, even
if the production process had been very decentralised, the decision-making, especially
related to the production for the international market, remained very centralised.

11K J.M.HUNCK, 1963,p.269; J.K.TANDON, 1978,pp.5t·52; G.PAULSSON, June 1985,pp.l-
7 and 12.

119 AKZO only entered the ranks of the chemical giants as a result of the 1969 merger of
AKU (fibre·producer) and AZO.

120 See the 'Leidsche Wolspinnerij NV'; see Fa.H.Blenken (Enschede); see 'NY Chemische
Fabriek SERVO; Den Haag, ARA, 1351, van Oorschot (Hoofdafd.SterlingjOEEC) to embassy
New Delhi. 35472, 17.10.1955;'; see also the 'Algemene Kunstzijde Unie BV'(Arnhem) and the
'H.ten Cate Hzn.&Co Spinnerijen en Weverijen'(Almelo); Stolp to Helb. 16.525, 4.9.1959; see
the 'Royal United Carpet Factories Ltd.' (Cochin), etc.; Nota BEB (Afd.Sterl.&Scand.). 2035,
1.9.1955.

121 See J.DE HAAN, 1977.
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e.The Missing Link: Commercial Ties Abroad.
These Indian sub-contracting companies certainly lacked concrete links with foreign
markets. At first, the bulk of Indian clothing or textile exports took the form of order-
based relations between independent or government domestic exporters and buyers from
industrial countries, viz. the Benelux countries, through foreign wholesale intermediaries.
The Benelux purchasers or retailers did not maintain any formal control over production
for export as such!",

The link with foreign markets, which used to exist through foreign investors in the trading
business gradually had disappeared. By screening the data submitted by importers and
exporters to the Exchange Control Department, we could estimate the Indian and foreign
participation in India's textile foreign trade business. By 1951/52 the Indian share in
import businesses had amounted to 80% for raw jute and cotton. On the export side we
find a share exceeding 80% of the export businesses in the case of cotton manufactures
and raw cotton, and 66% in the case of jute manufactures. The importance of foreign
traders remained limited throughout the decade'".

However, only a third of the foreign trade handled by Indian firms was financed through
Indian banks, still leaving a large but decreasing part to foreign banks. For instance,
Indian banks financed only 4% of the imports from the Netherlands and only 15% of the
exports to the Netherlands, leaving business to the Netherlands Trading Society and the
Nationale Handelsbank, both having branches in Bombay and Calcutta. However, in
January 1954 the Nationale Handelsbank sold its offices to the British Bank of the
Middle East'24•

Since Indian exports were still primarily handled by Indian companies, the co-ordination
between marketing and production was thus limited to buyers' orders in the marketplace.
Considering the fact that large-scale retailers in Europe controlled an increasing part of
the garment market, the lack of reliance of the Indian exporters on such retailers
revealed a weakness in their marketing strategy!". Only in the 1960s and the 1970s
would the Western (Dutch) large textile retailers' networks gradually succeed in taking
over the transport activities between India and its customers. Clearly, the Indian situation
was very different from the situation in Pakistan where the entire external marketing
operation was handled by the Staflex International Trading Corporation, based in the tax
haven of the Dutch Antilles!".

122 S.K.JAIN, March 1981, pp.87-95.

123 Den Haag, ARA, 1342/1, van der Gaag (Cons-gen. Bombay): report 260, 13.2.1959; 269,
18.2.1960; Helchterrnans: 238, 12.2.1958;van Hall, 157,25.3.1954; Reserve Bank Survey, January
1958, 1959 and 1960.

124 Den Haag, ARA, 1342/1, van Hall (Cons-gen. Bombay): India's Foreign Trade Report.
157, 25.3.1954; Reserve Bank Survey, January 1954.

12S S.K.JAIN, March 1981, pp.87-95.

126 F.CLAIRMONTE & J.CAVANAGH, 1981, pp.182-185.
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2) INDIAN TEXTILE WORKERS: A NEW KIND OF INDUSTRIAL PROLETARIAT.

a.Trade Unions Protecting a 'Bourgeois Proletariat'.
From 1881 rights were granted to Indian labour which 'hobbled' the Indian textile
industry in competing for exports, and later for the domestic market, with Japanese
textiles!", By 1918, a few efforts had also been made to establish labour organisations,
such as the Bombay Millhands Association(1890), the Ahmedabad Cotton Mills
Wrappers(1917) and the Madras Labour Union(1918), which did very creditable work in
redressing the grievances of the textile mill workers. The post-War rise in prices coupled
with the tardy movement of wages, resulted in more organised agitation. Within five years
(1919-1923), unions had been formed in all parts of the country and were concentrated
in the railways, the postal and telegraph departments, among seamen and in the textile
industry.

In March 1921 a resolution for the proper registration and protection of trade unions was
passed in the Central Legislative Assembly. Due to opposition from the employers its
adoption was delayed until 1926, when the India Trade Union Act was passed. With the
awakening of political consciousness and the onrush of socialist doctrines, splits between
moderate and left wing elements often occurred during national congresses assembling
the different unions. By 1946 the All-India Trade Union Congress was accepted as the
most representative organisation of workers in India; it united 326 unions with a
membership of 695,555. Thus, as far as the organised sector of the economy is concerned,
the situation in India was not very different from that in countries such as Belgium and
the Netherlands. It explains some of the attitudes of entrepreneurs and trade unions in
relation to industrial and international trade policies!",

By 1950, in contrast to the future four 'East Asian Tigers', India had built up one of the
most comprehensive labour codes to be found in any 'less developed' country. Since the
rise of trade unions in 1921 millions of 'textile' man-days had been lost due to social
disputes. Most textile entrepreneurs regarded their labour costs (affected by labour laws
and legal rights granted to the trade unions) as the major production costs!".

In addition, despite the exclusive character of Indian trade unions, the All-India Trade
Union was controlled by the Communist Party of India. The vice-president of the trade
union clearly stated his preferences: 'The Soviets gave India capital machinery whereas
the US gave India products like wheat which were surplus in the US and which, if they
were not disposed of, created an internal economic problem in the US'. The big private
concerns such as Tata could do without communist interference in their factories. Trade
union's support for Soviet aid to heavy industries, completely fitted into a strategy of
creating a bourgeois alliance of elite workers in the organised large-scale sector. As they

m D.LAL. 19HH.p.3!.

1:!lI M.AROKIASWAMI and T.M.ROYAPPA, 1953, pp.214-238.

129 D.LAL. 1988. pp.31-34.
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did not interfere with workers elsewhere, the trade unions consolidated the existence of
the small-scale entrepreneurs 130.

Not surprisingly, many of the textile entrepreneurs welcomed the policies favouring small-
scale production units in the countryside where unionisation had not yet penetrated. In
addition, the existing labour laws only applied to the large-scale sector!". Finally we
should take into account that trade unions tend to defend the rights of their members
only, thereby neglecting the rights of the masses in the countryside. Consequently, the
idea of 'subcontracting' became a reality.

As the All-India Trade Union (AJTUC) did not represent the ruling Congress party,
another federal trade union was set up in 1947:the India National Trade Union Congress
(INTUC), which described itself as 'socialist'. The INTUC was fully supported by the
government. However, it should be emphasised that certainly in this period Indian trade
unions, regardless their sympathies for communism or socialism, were 'elite-trade unions'
expressing no interest in India's unorganised masses in the countryside!",

b.The Unorganized Masses...
Of course the existence of 'subcontracting' (see previous chapter) was linked to the
existence of large groups of unorganised workers.

Given the pre-independence lack of industrial growth, the increasing number of
submarginal cultivators and landless labourers in farming communities found no income
alternatives. These groups had been the result of the introduction of the Zamindari and
Ryotwari systems in the 19th century: these new land-owners' systems allowed so-called
tax collectors to take over the territory of their jurisdiction, thereby driving the peasants
into the clutches of money-lenders. These money-lenders were the survivors of the old
trading classes and gradually took over the land of the peasants. At the same time, for
reasons described above, the old industries and crafts declined and offered no sources of
income.

Thus economic pressures on the villages led to seasonal migrations to the cotton mill
centres. However, very often a permanent industrial labour class such as in Europe could
not be built. The great majority of employees in the relatively small factories remained
at heart villagers and retained contact with their families and customs. This agricultural
character of a large part of Indian labour resulted in the unavailability of a sustained and
regular source of labour in the cotton industry.

This situation led to the existence of the so-called jobbers, who recruited, trained and
disciplined workers for the factory. Jobbers extorted bribes as the price of engagement
and a commission every month, either out of the wages or in the form of service. The

130 Washington, DC, NARA, 3906,791.5 MSP/3-259, T.W.Simons (cons.gen.Madras) to State
Dep., 2.3.1959.

131 D.LAL, 1988, pp.31-34.

132 P.GOOSKENS, in India in beweging. 1984, p.84.
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eagerness of the jobbers to make money was responsible for unjust dismissals, resulting
in a very large turnover of labour and absenteeism.

When before and especially after Independence the small countryside production unit
arose as the ideal form of production, the system of middlemen, both for employment
and for purchasing orders, moved to new semi-agricultural or agricultural regions.

As a result, a new kind of industrial small-scale sector proletariat was created. The new
class consisted of full- and part-time workers, causing all the problems of urbanisation
associated with large-scale industry but lacking the planned housing colonies that existed
in the large-scale sector. In addition, the small-scale sector paid its workers more poorly
and could keep out the trade unions which remained quite powerful in the large textile
mills in the cities. In the case of part-time weavers in the countryside there was even no
need to pay minimum wages because any increase in their incomes during the agricultural
lean season made the entire family better-off than it had been. However, despite the
positive cost-benefit notions in the case of cottage or hand loom workers, the small-scale
sector powerloom workers especially benefited from the limitations placed on the large
mills!".

On the other hand, all through the 1950s there had been numerous complaints about
absenteeism, loitering and general negligence of duty during working hours on the part
of the textile workers as a whole. Some authors refer to the continued existence of proto-
industrialist attitudes to explain this phenomenon. However, a Technical Subcommittee
found that with slight improvements in lighting, humidification, speed regulation of
machines, etc., there was both reduction in absenteeism and loitering and increase in the
quantity of work turned out, besides improvement in quality. In fact, the general
negligence of labour rules reflected a certain awareness, also among the non-organized
textile workers, in the case of exagerated abuses!".

Nevertheless, the textile trade unions, afraid that a massive invasion of millions of
workers into the organised sector would endanger the social position of the originally
organised workers, allowed or even supported the growth of an uncompetitive small-scale
sector protected by high import quotas and tariff walls.

3) INDIA IN SEARCH FOR TEXTILE DOLlARS WITHOUT EXPORT
MEASURES.

a.The Origins of the Import-Substitution Policies.
After the Second World War, the ongoing tariff war with the UK (see introduction)
finally lead to complete economic independence. Between 1946 and 1950 the Indian
Tariff Boards tended freely towards less rigour as the requirements for protectionism
were made increasingly optional. In actual application, an industry that could not qualify

133p.S.JHA, 1980, pp.241-267.

134 S.P.NAG, Factors Determining Utilization of Installed Capacity in the Textile Industry in
India (11)4R-11)58). in D.KUMAR, S.P.NAG and L.S.VENKATARAMANAN, 1965, pp.121-122.
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on the ground of 'advantages' could pass on the ground of 'national interest', loosely
interpreted. In 1949-50 the Fiscal Commission again took a step towards a planned
economy. One of the criteria stated that '...strategic industries should be established and
maintained whatever the cost'. Five categories of industries were defined in terms of
excessive use of malleable phrases such as 'strategic', 'key', 'basic', 'high priority' and so
on. This could not but lead to confusion and a liberal interpretation as a way out of
confusion. An era of Third World protectionism 'desirable in the national interest'
began!",

From June 1947Indian import policy was based on the granting of 'open general licences'
which stipulated an import maximum per product in accordance with the availability of
foreign currency. From countries situated in the 'dollar zone', only imports of necessary
machines and raw materials were allowed. In 1948 an 'open general licence' system to
import clothes with the exception of raincoats was also set Up136.

In addition, from January 1948 these different import licences were divided into three
lists. List A contained products that could be imported from 'hard currency' countries, list
B only those that could be imported from 'soft currency' countries. List C contained
products that could never be imported. Originally Belgium and West Germany were listed
under the A countries. In July 1948 they joined the Netherlands in list B.

As mentionned before, from 1948 India also pursued a policy of trade agreements. By
1950agreements had been concluded with Argentina, Australia, Belgium, Czechoslovakia,
Egypt, Finland, France, Iraq, Japan, Pakistan, Poland, Switzerland, the USSR, West
Germany and Yugoslavia. However, these agreements did not regulate trade relations but
merely summed up commodities that could be exchanged. The agreement with Belgium
was a simple way for the Indian authorities to estimate which industrial capital goods
from Belgium could be useful for India's inward-looking strategy!".

bThe First Plan: Textile Exports under Control (1951-1956).
In September 1949, the Indian rupee was devalued along with all other currencies of the
sterling bloc in terms of the dollar. The possible positive effects on export performance
were neutralised by India's export policy during the first Five Year Plan (1951-1956). This
policy was of a restrictive nature and no real emphasis was put on increasing exports as
the balance of payments position was fairly comfortable for the time being. Specific
factors responsible for the comparatively slow growth of India's textile exports during the
decade may be found in:
1) Export controls, which were started during the Second World War and carried on for
much of the early part of the 1950s for jute manufactures (until 1958), cotton textiles
(until 1953), raw cotton (throughout the post-War period) and raw wool (ever since
1953);

135 P.DESAI, 1970, pp.1-13.

1:16 India. Weerslagvan de maatregelen inzake industriele bescherming 012de invoer, pp.58·63.

137 Den Haag, BEB, 2189, Background Material on the Import Restrictions, IMF (secret),
23.10.1950.
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2) Export duties on jute manufactures (until 1955), raw cotton (throughout the post-War
period) and cotton cloth (until 1956).

Nevertheless, in order to promote exports to some extent, the Cotton Textile Export
Promotion Council and the Silk and Rayon Export Promotion Council were set up in
1954 at Bombay, as the first two export promotion councils. In 1956, the State Trading
Corporation (STC) was set up and started rendering some help in promotion and export
of textile products!". There were some traces of export promotion measures in the
form of drawbacks of import duties and rebate of excise duties in addition to grants of
special import licences to replace the imported raw material content of exported
products. However, no incentives were given for the export of traditional manufactures
such as jute products, and only very few for cotton textiles!".

On the import side, the policies of the first Five Year Plan became less restrictive,
especially in the case of machines and capital goods. However, in 1951 a contingent for
clothes was set at half of the previous import amount. In 1953 a general policy of import
restrictions was implemented, banning all clothes imports. Also in 1951, there was a
similar knitting products contingent of 75% of previous imports. By the end of 1957, this
contingent too, was totally removed 140. In general, in comparison to the Second Plan
period, the restrictions during the First Plan period remained rather flexible.

c.The Second Plan: the Need for Foreign Exchange (1956-1961).
At first, the second Plan (1956-1961) still did not emphasise the need to maximise exports
and to economise on imports. However, the foreign exchange crisis of 1957-58saw India's
foreign exchange reserves depleted. Consequently, the need for foreign currency through
larger exports assumed greater significance!". Thus, only by the end of the 1950s would
the Indian government start introducing a reduction of export duties and export controls,
a simplification of export procedures, duty drawbacks on imports of materials, rebates in
excise duties, a liberal allocation of foreign exchange for export promotion activities and
relatively liberal imports of machinery and raw materials for export production. In
comparison with other NICs all these policy changes were implemented rather late!",

On the import side, from January 1957 all import regulations became more restrictive,
provoking complaints from importers. Dutch and Belgian consuls-general informed their
governments about the change for the worse. By October 1957 all importation of
consumer products, whether or not a similar product was available in India, was totally

138 S.KJAIN, 1988,pp.552-555;Den Haag,ARA, 1342/1,Cons-gen. Bombay:India's Foreign
Trade Report 184,2.6.1955.

139 For example, import licenceswere issuedfor sequins and motifsagainst exportsof sarees;
R.BANERJI, 1975,p.231.

140India.Weerslagvan de maatregeleninzakeindustrieIebescherming01' de invoer,pp.58-63.

141 J.KTANDON, 1978,pp.82-87.

142 S.KJAIN, 1988,pp.566·577.
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banned. At the same time, the import of capital goods, raw materials and machines not
available in India was severely regulated, favouring the 'actual users'!", It should be
noted that the government did not seek 'outward-looking' technologies, but merely
possibilities of increasing production within the small-scale sector and without taking into
account the quality-factor!".

The import of textile products was also practically banned. Most categories of cotton
thread and yarn and all categories wool tissues and clothes were not allowed into the
country. The contingent for cotton tissues was severely reduced and wool thread could
only be imported by the 'actual users'!", The Dutch consul-general in Bombay informed
the directorate general for Foreign Economic Relations ('BEB') in The Hague that the
quota for Dutch cotton tissues had dropped from 33 1/3% to 12 1/2%, compared to a
specific reference year, while rayon and wool yam could only be imported on an ad hoc
basis and staple fibres faced a complete ban'". In any case, India's suppliers in general
suffered a serious setback!".

However, once the goal of self-sufficiency in textiles had been more or less achieved, on
February 16th 1959 the Indian government announced a new import policy linking the
import of raw cotton with the export of cotton textiles as a further step in its export
promotion drive!". In case foreign currency was badly needed from one specific
country, it was possible to grant a foreign currency bonus for import of capital goods to
the textile exporter dealing with this specific country. This system favoured countries like
West Germany, the US and the Scandinavian countries and mostly harmed the Benelux
countries!". In these cases imports were no longer connected to the aim of self-
sufficiency but to the need for exports.

The Indian government also.found another way to import necessary products. Ever since
the foreign currency crisis, India had the negotiated barter agreements by which products
were exchanged for other products. In this way, East German textile machinery was

143 The use of a separate category of 'actual users' was meant to discourage new imports.
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imported in exchange for Indian jute ISO. However, in the case of the Benelux countries
almost all attempts to conclude barter agreements, including those involving Indian
textiles, failed!".

We can conclude that during the Second Plan the governmment more than ever expected
'textile currencies' to pay for India's industrialisation. Like Brazil, India considered
textiles a short-term solution for preventing too-high deficits. In April 1959, a report of
the Indian Cotton Textiles Export Promotion Council noted the growing competition
faced by India from the People's Republic of China and Japan in overseas markets, and
the consequent urgent need for increased efficiency in the Indian cotton textile industry.
The report even recommended that Indian manufacturers should export a certain
percentage of their production at 'whatever sacrifice it might entail' 152. However, these
recommendations did not lead to an active overall export-led growth. Textiles remained
a short term solution for deficit problems which would disappear once the stage of
complete self-sufficiency was reached.

However, in reality, the practice of screening requests for imports according to the so-
called 'indigenous availability' criterion led to the complete insulation of Indian
production from foreign competitive pressures. Producers, including textile producers, had
little incentive to reduce costs and to adopt technology and design to international
standards!". A vicious circle of protectionism and declining competiveness started.

ISO Den Haag, ARA, 1342/1, cons.-gen. Bombay to EZ: India's Foreign Trade Report,
no.9412, 3.11.1954; no.144, 19.8.1953; no.226, 16.7.1957.

151 In 1958, among others, the 'Verenigde Condensfabrieken Gouda' (VECOFA) had
expressed interest in a package deal exchanging their condensers for Indian jute bags and oil
cakes; Den Haag, ARA, 1351, van Oorschot (BEB) to embassy New Delhi. 70.578, 2.10.1958;
7365, 10.3.1958; Serraris (hoofdafd.OEEC/Sterling, BEB) to director-gen. (BEB). 882, 7.4.1959;
already in 1955 the Netherlands had explicitely informed their embassy in New Delhi not to be
interested in such an agreement; Teppema (BEB) to embassy New Delhi. 22369, 16.7.1955.

152 Washington DC, NARA, Box No.4086, 891.00/1-259, Weekly Economic Review, 22.4.59.
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I.D/ THE NETHERLANDS: PAVING THE WAY FOR A NEW 'GOLDEN AGE'.

l)FALSE HOPES FOR THE DUTCH SMALL AND MIDDLE-SIZE TEXTILE
INDUSTRIES.

a.The Overall Industrial Policy.
When the German army left the Netherlands in 1945 the Dutch national income had
declined by more than a quarter. Trade and industrial supplies had vanished. Almost 10%
of all houses had been destroyed. The agricultural areas had been damaged by floods. A
major part of the infrastructure had been demolished. And labour productivity had
reached its lowest point. Consequently, Marshall aid had to be spread over many needs.
But, as described later, unlike in Belgium, the Marshall Plan was also essential to the
recovery of the Dutch textile sector, especially the cotton industry'". Prof. Tinbergen
praised Marshall aid for providing the Netherlands with the possiblity of escaping from
a vicious circle of poverty which already had affected many developing countries. In the
Netherlands, as a result of the US solidarity, both consumers and producers gained
confidence in the future!".

Also, as a result of the Marshall strategies, the Dutch government stimulated the
concentration of investments. Government memorials (the 'Industrialisatienota's') praised
the fusion of companies!". This policy meant support for the growing Dutch
multinational companies, which included the big retailers of textile products. There was
hope for a new succesful Dutch foreign trade story as the country's commercial past
suggested. Also, the Dutch textile sector had a long tradition of overseas sales, similar to
that of the textile sector in the UK Unlike Belgium, Italy also started exploring overseas
markets. But investments in the textile sector continued in practically all European
countries 157.

b.The Company or the Family?
These investments in the late 1940s did not always fit into the strategy of industrial
concentration: rather, they strenghtened the existing structure of family businesses. Most
Dutch textile companies took the form of a closed limited liability company (NV or
Naarnloze Vennootschap). In this framework, the owners were merely shareholders while
the company led a separate legal existence. An executive committee took daily decisions,
while the general meeting of shareholders appointed directors, divided profits and
confirmed or rejected the policy of the directors. Especially in the case of the Tilburg
wool industry, one family almost always dominated the shareholders. Most shareholders
married members of other textile families, other families also engaged in politics, or were
involded with other economic sectors. Despite these family connections, companies

154 AH.lNGEN HOUSZ, Industrie en MarshaJlvlan, in Herwonnen welvaart, 1954, pp. 37·44.

J5~ J.TINBERGEN, De betekenis van het Marshallplan voor de Nederlandse
volkshuishouding. in Herwonnen welvaart, 1954, pp.24·29.

156 F.A.M ..MESSING, 1981, p.70.

1~1De Westeuropese textieIplannen, in ESB, 2.2.1949, pp.96-97.
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remained completely independent from each other. At the same time, non-family
members were kept outside the company. This was possible because the shares of a
closed limited liability company were not available on the market. In addition financial
reports were not made public and consequently remained a 'family affair'. At the same
time, the NV could go bankrupt with limited financial implications for the shareholders:
most of the family fortune could be kept outside the NV. Finally, shareholders could be
employed by their 'own' factory, and receive wages and benefits from the social security
system for employees!".

As most of the Dutch textiles were produced by family owned companies, the same
remarks as in the case of Indian companies can be made. However, capital was more
easily available, despite the distrust entrepreneurs had of bank participation'". Let us
first consider the case of the wool families in the South of the country.

c.Revival of the Companies after the War.
-Wool Sector-

Very soon after the German army had left the south of the country, the wool industry in
Tilburg started importing raw wool through Antwerp, and later through Rotterdam!",
However, spinning capacity had been reduced due to war destruction. Consequently,
Marshall aid was also used to import wool thread from hard-currency countries in order
to supply the weaving mills. The C.Verschuuren Goette NV was the first mill in Tilburg
to import Belgian wool yarn. By a complicated roundabout way (import of products from
the BLEU were cleared through Danish invoices) the payments could be tranferred and
converted into 'hard currency' instead of the useless Dutch guilders. A competitor tried
in vain to provoke action against the C.Verschuuren Goette NV by the Fiscal
Investigation Service (,Fiscale Opsporingsdienst') and the Crisis Control Service (,Crisis-
controle Dienst' or CCD). Gradually, other mills in Tilburg also discovered similar trade
channels. The system of 'Danish wool yarn' came to an end when all Dutch bank-notes
were declared null and void and the Dutch guilder joined the group of 'hard
currencies'!".

-Cotton Sector-
Very soon the Dutch cotton textile industry was also able to profit from Marshall aid. As
a result, cheaper raw cotton could be supplied and consequently the cotton region of
Twente, in the eastern part of the country, recovered from the devastation of warl62.
Twente cotton mills such as Ten Kate, Spanjaard, Koninklijke Stoomweverij and Van
Heek especially fully took advantage of the Marshall Plan possibilities. It was estimated

lSI H.HAPPEL, L.KEUNE,T.HERREMANS and A.de ROOIJ, 1980,vol.2,pp.8-9and pp.63-
64.

I~ E.W.NAFZIGER, 1986,pp.12-13.

1<10 J.L.VAN ZANDEN and R.T.GRIFFITHS, 1989,pp.134and 230.

161 Verschuuren. 1921-1981.De andere kant van de textielindustrie, 1982,pp.18-27.

162 J.L.VAN ZANDEN and R.T.GRIFFITHS, 1989,pp.134and 230.
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that approximately 18,000 jobs and 100 million 'export dollars' would have been lost
without Marshall aid'63•

-Synthetic Fibre and Rayon Sector-
AKU (Algemene Kunstzijde Unie), in its earlier form ENKA (NV Nederlandsche
Kunstzijde Fabriek), had started the production of viscose rayon in 1911 and could
establish a strong position as a major exporter and overseas investor. After the Second
World War, natural fibres were scarce and expensive. Consequently market conditions
were very favourable for rayon and synthetic fibre production'", This might explain why
the importance of Marshall aid for the setting up of the nylon sector was rather limited.
In 1949 AKU had applied for Marshall aid to import machinery for the manufacture of
enkalon under licence from Dupont-De Nemours. For the new factory, investments of
$5,000,000 were needed, of which $800,000 was expected from the Marshall Plan.
However, in August 1950 the ECA mission (Economic Co-operation Administration) did
not approve the inclusion of nylon in the aid programme. This decision was influenced
by a violent police intervention during a strike at the AKU subsidiary, 'American ENKA',
in the US. The ECA than did not want to endanger its good relations with the American
trade unions by financing AKU in the Netherlands. As a result, the nylon project was
taken over by the Dutch government which supplied free circulating dollars. In addition,
AKU was able to enjoy Marshall aid indirectly: it profited from an infrastructural aid
plan for South-East Drenthe where the construction of an ENKA factory had been
plarmed".

After four years of privation the demand for textiles in general was enormous. As a
result, the sector could successfully continue its traditional domestic specialisation in
cheaper market segments, which was identical to the specialisation of some overseas new
producers. These newcomers, for the time being, only attempted to reach their domestic
markets. Within the cheaper market segments the income elasticity of demand was rather
small and price-competitiveness determined trade performance. The problems in the
Indonesian market were not considered to be important enough to influence government
policy: already in the 1930s, Japanese exporters had invaded the Indonesian market and
in the post-War era Dutch exporters could keep a share of the Indonesian cake'".

d. The 1950s: Poor Ouality and Decreasing Competitiveness.
Also, during the 1950s, the policies favouring reorganisation and capital concentration did
not much affect the wool industry, only the cotton industry to some extent. In October
1948, the textile expert, J.Wisselink, set up the 'Vereniging KRL', an organisation that
protected all joint interests of the rayon, linen and cotton producers and favoured an
adequate investment planning. However, the industry looked successful as it was and the

163 P.van der ENG, 1987,pp.175-176;see table 9 for production statistics.
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need for major cbanges was not feltl67
• The wool industry described its new take-off

after the War as a 'golden time'. Production, demand and supply rose hand in hand.
Large profits were partially made possible by the Dutch policy of keeping wages down.
At the same time, these large profits made the producers ignore product improvement.

But basically the textile sector 'restored' the situation of the 1930s while ignoring the
existence of a new post-War period. The government policies gave breathing space to
new expanding sectors, but it rocked the textile sector to sleep'". But since the sector
continued to make profits, massive investments in the sector continued.

However, the new investments kept focussing on cheap mass production, both for export
to markets such as Indonesia (cotton textiles) and for the internal market: cheap wages
needed cheap food and clothing. Already before the Second World War Wisselink had
warned against a structural overcapacity of these cheap mass products, which could result
in stiff and self-destructive competition among Dutch producers. Poor overseas markets
would gradually disappear whereas the European consumer would gradually become
richer and would turn to more specialised, high quality and fashionable products. But,
after the War the Dutch producers continued to ignore fashion ...

On the other hand, the new investments did increase productivity. Immediately after the
Second World War there was a lack of productivity: the cotton weaving industry was
weighed down by a large quantity of obsolete equipment in comparison with the US and
most European countries. In 1952 the automation level was only 19% against 100% in
the US and an average of 40% in 'Europe of the six'. Only the UK was a more extreme
case of technological backwardness. However, the Dutch producers made up for their
'arrears' by investing large amounts in new technology, whereas in other European
countries (not least, Belgium) the increase in automation was almost exclusively due to
an accelerated depreciation of the old non-automatic machinery!". But as productivity
increased, the different producers remained as little product-innovative as before. In fact,
the massive investments in productivity increase would accelerate the financial problems
of the sector.

e. Towards Overproduction.
The small-scale production structure was doubted for the first time when Belgian
products came into the country through Benelux channels and the rising raw material
prices during the Korea war caused some activity decline, especially in 1951 and 1952.
In Twente, the importance of retaining family-businesses started fading away gradually.
There had been a first move towards higher industrial and financial concentration: in
1952 the first merger had taken place between two cotton weaving mills in Twente: Ten
Cate and the Koninklijke Stoomweverij (KSW)170. Again in 1957, the whole European
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textile sector experienced a short economic breakdown, as international demand dropped
considerably. At the same time, the first companies in the Tilburg region closed. From
1958, due to the creation of the EEC, fears of dumping from within the EEC grew. In
the wool sector the threat came from the Italian wool city of 'Prato'. Meanwhile, the
cotton sector performed better, while realising the need for mergers. However, the real
wave of mergers would only take place in the 1960s.

The industrial concentration brought about a gradual increase of vertical and horizontal
integration. However, this did not seem to take into account the necessary strategies to
adapt the industry to a new international and domestic environment. In other words,
despite early centralisation and rationalisation, the Dutch sector did not succeed in
changing from production to distribution: production needed to be more specialised, easy
adaptable to new fashion trends and based on serious commercial research. The
importance of familism as a counterproductive element was overshadowed by the
importance of a national textile industrial strategy that ignored product quality arid
overestimated the effects of price-competitiveness.

Meanwhile, the Tilburg wool centre had lagged behind in these early steps towards
concentration and rationalisation. However, in January 1958 the chairman of the Tilburg
Chamber of Commerce, H.Mannaerts, for the first time also suggested looking for the
problems of the sector at horne: he described the family ties in the wool textile sector as
'psychological resistance against economic reason'. Prof. Scheffer also suggested breaking
through the family traditions in order to face competition from the EECI7I•

But, whatever the degree of vertical or horizontal integration, the textile sector as a
whole intensified production through 'labour-saving' investments, which gradually led to
overproduction, preparing the way for two dramatic decades for the Dutch textiles: the
1960s and 1970s.

f.Ahsence of Trade Protection and Government Aid.
Despite these problems, demands for trade protection were almost non-existent.
However, there was some concern about new overseas markets that often specialised in
the same textile products. In May 1954 W.T.Kroese, who led the continental European
delegation during the Buxton conference in 1952, considered the possibility that India
would take over the role of the US as the world cotton textile power, and push out Japan
as well. India was further described as a 'formidable competitor in the world market' with
a 'striking increase in production'!", Three years later, the department for Foreign
Economic Relations at the Ministry of Economic Affairs (BEB) started a comparative
study of Dutch, Indian and other textile prices. Energy prices, wages and raw material
prices were taken into consideration to explain the Dutch disadvantage'P, Finally, in
1959 textile producers also mistrusted a plan to set up an Indian-export-promoting Indo-
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Dutch Institute in Rotterdam, fearing that textiles would be involved 174. But, on the
whole the Dutch producer did not consider the possibility of textile protectionism.

Also, the Dutch manufacturers, unlike their Belgian colleagues, could not persuade their
government to give them a financially helping hand. Only a very few advantages were
granted. From 1957 the textile industry was allowed to depreciate its equipment more
rapidly than usual!". The flax cultivators were the first to receive financial help similar
to that given to their Belgian colleagues: in 1958 they received a subsidy of Fl. 160,- per
each cultivated hectare in order to preserve the sector. In addition, a few initiatives were
taken at the trade policy front, as analysed further on176.In addition, there was one
advantage compared to the Belgian situation: from September 1955 all textile raw
materials and products were exempted from the 10% sales tax. These measures were
taken not to support the textile industry, but to lower the cost of living, as wages were
still very low and the interests of the consumers had to be considered!",

In short, hy the end of the decade we see highly productive and still profit-making units
producing non-competitive articles, but having obtained a reasonable degree of capital
concentration so that an eventual transfer to other sectors would be easier than in the
case of Belgium.

~.Escape to Retailing and Trading.
One explanation for the lack of attempts on the side of the Dutch textile producers to
influence decissions in The Hague can be that there was an easy transfer of capital from
the production sector to the more profitable retail and trading (including both clothing
and textile machines) sectors. An example of this transition was provided by the NV
Verschuuren which gradually moved its attention from manufacturing to the very
successful business of trading in (textile) machines. The first step towards commercial
activities had already been taken in 1921, but soon after the Second World War the
Verschuuren Group developed an international organisation with its own representation
all over the world. In the 1950s Verschuuren introduced a new element in the trading
business: it successfully built up a reputation for handling the liquidation of leading
European textile mills. While spreading the effective slogan, 'Why Buy New-If Used Can
Do!', second-hand capital equipment was sold to the less-developed countries ,but by the
end of the decade also to Belgian producers which were indeed more reluctant to give
up their businesses. At the same time, the Verschuuren Group built up a reputation as
an agent for various machinery makers. Verschuuren succesfully extended both activities
to the Belgian market, thereby illustrating the problems facing local Belgian businesses

17. Den Haag, ARA, 1351, Hoofdafd.OEEC (BEB) to Baron Lewe van Aduard. 3500,
1.10.1959; van Oorschot (BEB) to embassy New Delhi. 21.946.20.11.1959.
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'Textiel'. CIC/t (58) I, Brussel. 9.9.1958.



64

in reconstructing and taking up more profitable activities such as (textile) machine
commerce 118. In this way, the Verschuuren Group joined the group of traders and
retailers with interests opposed to those of the traditional textile manufacturers.

In November 1949 all controls on the clothing retail trade were abolished and the
consumer started making up for the wartime privation. Both the retail sector and the
clothing industry took their chances. Machinery was modernised and the number of small
clothing companies increased rapidly: in 1950 about 1,300 companies employed about
60,000 people. However, on the retailers' side drastic changes took place which gradually
would also affect the Dutch clothing industry.

Through Marshall aid a lot of American second-hand clothing had been dumped on the
Dutch market, thereby influencing the taste of the public. A combination of American
influence and a gradually rising standard of living resulted in an increasing demand for
more fashionable and easy-to-wear clothing. Demand for made-to-measure clothing
dropped and instead jeans took over almost the entire leisure clothing market and a large
part of the daily-wear clothing market. In addition, the quality of mass-produced clothing
gradually improved while the tailors' products remained more expensive. The small and
traditional tailors' businesses were especially severely hit by this evolution. The large
retailers, gradually grew into commercial empires and developed methods to efficiently
adapt to fashion and market changes. Extensive advertising campaigns were aimed at an
always younger section of the population that had more and more freetime. Significantly,
from 1947 about 75% of the officially controlled supplies of woollen tissues was destined
for the clothing industry which, for the time being, sold its production to the large
retailers.

However, in 1950 Mary Quant opened her first 'boutique' at King's Road in London,
promoting jeans and 'casual wear' for the young. As a result, parallel to the growth of the
supermarket system of the large retailers, large chains of boutiques also developed.

The success of large retailers, boutique chains and the commercial and transport
businesses made the Netherlands again a centre of international trade. Commercial
interest grew while textile industries gradually lost their influence in The Hague!". This
was to become a problem as both the large retailers and the boutique chains began
simply reacting to a combination of price and quality impulses and gradually prefering
clothing imported from overseas. However, for the time being the Dutch clothing industry
still received adequate domestic orders but at the same time made increasing use of
products from overseas weaving mills instead of the traditional domestic mills180.

Nevertheless, already there were signs of a future successful collaboration between the
Netherlands representing its large retailers and India symbolising cheap textiles produced
through a 'subcontracting chain'. In 1958 professor Mahalanobis, head of the Indian
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Planning Commission, visited the Netherlands to solicit support for his plan of a
decentralised network of small capital and consumer goods production units throughout
India. A possible transfer of Dutch know-how could contribute to the creation of
'pyramids of industry broadbased on a progressive rural economy': small units would
supply to and purchase from large-scale industries. As a result, a Dutch expert was sent
to India to investigate the possibilities of collaboration with the Small Industries
Corporation 181.

h.The End of the Era of Reconstruction.
By the end of the 1950s, other sectors had managed to reach a satisfactory level of
competitiveness. As such, the Christian-Liberal ministry of J.E.de Quay (KVP) (1959-
1963) marked the end of a decade of careful reorganisation to 'produce wealth'. The time
had come to 'distribute wealth'. In 1963 the Minister for Economic Affairs, J.W.de Pous
(CHU), noted that the industrialisation of the Netherlands had been cornpleted'", A
structural basis for a future spontaneous economic growth had been created. The role of
the government would decline, but the collaboration with industry would remain a feature
of the Dutch economic system. Ironically, this transitional period also marked the end of
the textile industry as a successful industry!",

2) DUTCH TRADE UNIONS SUPPORTING A NATIONAL RECOVERY
PROGRAMME.

a.Employment: The Main Issue.
From 1930 the Dutch population increased very rapidly: from 7,936,000 to 9,884,000 in
1949, thereby surpassing the Belgian population. In addition the average age was very
low. During the 1950s about 40,000 men joined the male labour market annually. As a
result, the pressure on the labour market was very highlS4.

In view of this difference between the Dutch demografic and economic structure and that
of the other Benelux countries, the Benelux governments denied the need for
harmonisation of wages and social security systems despite their endeavours to create a
single labour market!". Indeed, contrary to the strategies of their Belgian and
Luxembourg counterparts, the strategies chosen by Dutch trade unions and other groups

181 Den Haag, ARA, 1351, Hoofdafd.OEEC (BEB) to baron Lewe van Aduard. 28451,
29.10.1958; Serraris (Afd.Sterling/BEB) to embassy New Delhi. 16319,20.8.1959; and 5.8.1958.

182 See the Achtste Nota Inzake de Industrialisatie van Nederland.

183 AF.M.MESSING, 1981, pp.11-28.

184 Brussel, Benelux, 27/1, Commission des Questions Sociales. Rapport sur les problemes
demographiques des pays du Benelux. CUE-QS (51) 3, Annexe VI, Brussels, 14.11.1951.

m Brussel, Benelux, 27/1 Commissie voor Sociale Vraagstukken. Antwoord op de door de
Raadgevende Interparlementaire Beneluxraad aan de Regeringen gedane Aanbevelingen. QS/ipr
(59) 4, Brussel, 14.09.1959.
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were aimed at expanding the demand for labour, whatever the sacrifices necessary.
Totally in accordance with trade union thinking, Prof.Tinbergen promised full
employment if the economy was rationalised and became more productive by going first
through a phase of saving. Consequently, the rise in the general standard of living of the
working population was not as important as in the other two Benelux partners. Higher
wages were not on the agenda of the Dutch trade unions. As a result, unlike in Belgium
and Luxembourg, there was no legal minimum wage!",

In 1947, the Dutch textile industry employed about 60,000 people and the ready-to-wear
sector employed about 40,000 people 187. In 1951 some members of parliament visited
the Tilburg wool region. The chairman of the Chamber of Commerce explained that
employment was less vulnerable because it was divided among many companies'".
Seven years later, the same chairman was to say that concentration was the only solution
to the problems of the wool industry'". By then, at last, some people had started
realising that the economic planning of the 1950s would have negative effects on
employment in the textile industry. However, the overwhelming majority of trade unions
and politicians did not worry too much about the drop in employment in the textile sector
by the end of the 1950s.The mobility of the textile worker towards other sectors seemed
fairly high. Moreover, in some cases employers had problems finding the necessary labour
since the new generation was not keen on working in the textile sector without real job
security. Payments, occasionally in kind, above the officially permitted wage level and
attempts to restore the good reputation of the textile trade did not solve this problem.
Twente producers started recruitment campaigns in the northern provinces of Groningen
and Drenthe, and later on in Spain, Morocco and Turkey'"; Not surprisingly, the trade
unions and the parliament ignored the existence of a textile employment problem and
actually expected the textile sector to recover from what was seen as a temporary slow-
down. No special commission, investigation, meeting or parliamentary interest was visible
during this period. The reason was a fundamental belief in a general national policy
which would, in the long run, benefit every economic sector of the country and its
employment rate, as explained below'".

b.The Sacrifice for Future Full Employment: Low Wages.
Thus, in the aftermath of the War, the industry needed breathing space in order to
modernise and reach full employment in the future. The Netherlands, having been
destroyed to a large extent during the Second World War and facing a remarkable growth

'8<' Brussel, Benelux, 27/1, Commission des Questions Sociales. Rapport au Conseil de
I'Union Econornique. CUE-QS (51) 3, Brussels, 13.11.1951.

187 DV, 21.01.1948.

188 NvhZ, 12.09.51.

189 TP, 11.01.1958.

190 A.BUTER, 1985, pp.152-153.

191 J.KNOESTER, 1967, pp.9-15 and 133.



67

of its labour market, explicitly expected its population to 'save for the future'.
Consequently, from 1945 to 1959 the Dutch government adopted a planned wage policy.
Wages were fixed by the government and the levels were compulsory for all workers.
Wage rises were only permitted if labour productivity also increased. After 1959 a system
of differentiated wages was introduced. Only in 1964 did the 'CAO' agreements become
the only basis for wage settlement'".

These policies created a fast-growing economy, but by no means a consumers' paradise.
In September 1948 the ratio between the average real wage per hour in Belgium and in
the Netherlands was 160 to 100 in the textile sector (excluding ready-made clothes) and
156 to 100 in the ready-made sector. In both sectors the ratio between Luxembourg and
the Netherlands was 202 to 100. According to the Benelux Commission for Social
Questions, the real purchasing power was impossible to measure since the consumption
habits in the three countries were quite different (average family budgets). However, it
was clear that the purchasing power of the average Dutchman was far behind that of the
average Belgian'". During parliamentary discussions on the European Coal and Steel
Community, the Dutch Catholic Party expressed fears that higher wages would attract
labour from the Dutch provinces of North Brabant and especially coal-producing Limburg
to the Belgian coalrnlnes'". This situation was similar to that in the textile sector, which
also existed along both sides of the Dutch-Belgian border.

c.Trade Unions Supporting Tinbergen Thinking.
During the German occupation employers and employees had agreed to avoid social
tensions as these would stand in the way of a quick post-War economic recovery. After
the War, the 'Stichting van de Arbeid' ('Labour Foundation') acted as a joint advisory
committee, comprising all social partners, to the government. The need to solve basic
problems such as food distribution, house building and reasonable prices for basic needs,
made the trade unions agree to an economic 'health cure programme?".

In this atmosphere, the Dutch trade unions fully supported the American Marshall Plan
and ignored calls from the communist parties and East-European countries to ignore all
capitalist enticements. In March 1948,Dutch and Belgian delegations were present during
an international trade union conference held in Washington,DC., assembling
representatives of all countries engaged in the European Recovery Programme. The
conference ended as a paragon of unanimity: most delegates expressed their admiration
for the Marshall Plan and the American trade unions which had played a decisive role
in developing the plan. However, attempts to introduce Marshall's ideas during
assemblies of the World Trade Union failed. The communist countries and trade unions

Ion H.HAPPEL, L.KEUNE, T.KORREMANS and A.de ROOIJ, vo1.3, 1980, pp. 40-42.
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considered the Marshall Plan a capitalist trap and refused to put it on the agenda of the
meeting of January 1949. The unconditional approval of the Plan by the Dutch trade
unions was illustrated by the chairman of the Dutch trade union NVV and vice-president
of the World Trade Union, E.Kupers, when he left the meeting in protest over the
attitude of the communist members. A split could not be prevented'",

However, the US influence on the Dutch trade unions had certain limits: despite
recommendations by Marshall, the Catholic KAB (,Katholieke Arbeidersbeweging', the
future NKV) and the Protestant CNV ('Christelijk Nationaal Vakverbond') disapproved
of setting up a collective national trade union. The socialist NVV ('Nederlands Verbond
van Vakverenigingen') then considered joining the newly created EVC
('Eenheidsvakcentrale') but dropped the idea because of the latter's connection with the
Communist Party (CPN). The NVV resolutely chose co-operation with the Marshall Aid
Plan. NVV chairman E.Kupers, during a meeting in Paris in October 1948,put his hands
on G.C.Marshall's shoulders and ended his speech by saying 'Mister Marshall, you are
a very good old fellow'. Only the CPN and its trade union EVC described the Plan as an
expression of the imperialistic aspiration of the US to dominate and protect the
capitalistic world. In 1947 EVC chairman B.Blokzijl wrote that the recipient countries
would be forced to 'dance to Wall Street's tune'. Another EVC supporter described the
US as the 'feudal lord' of the world. Moreover, since West Germany was included in the
programme, the Netherlands was consequently forced to co-operate in the economic
rehabilitation of big German industries. However, from July 1948 the CPN started losing
votes and its impact on the other parties and trade unions declined!". As a result, no
major force denied the necessity of Marshall Aid and its rescue plans.

The Dutch trade unions continued to support the Marshall policy in view of the national
needs, also after the first basic needs had been satisfied. Full employment remained the
ultimate goal. Strikes such as those in the inter-War period no longer occurred. As in the
period 1929-1935, the 1950s were characterised by a 'survival-of-the-fittest' climate.
However, in the 1930s, due to the economic crisis, public opinion had turned against the
government in The Hague, whereas in the 1950s faith in rebuilding the country in a
better way and the fear of the workers that they might lose their jobs again (as in the
1930s) permitted an 'unpopular' policy to be followed!". The socialist party, the 'Partij
van de Arbeid' (PvdA), participated in both the ministries Schermerhorn-Drees (June
1945-July 1946) and Beel (July 1946-August 1948). Drees (PvdA) succeeded in keeping
all social partners within the 'Stichting van de Arbeid' while agreeing to a combination
of a planned wage-control policy and the implementation of an extended system of social
security'". The PvdA took the balance of payments as a parameter of economic

1'><1 E.KUPERS, in Herwonnen welvaart, 1954, pp.S5-o2.

191 See proposals CPN mp, J.Haken, 2.7.1947; see CPN-newspaper De Waarheid, 19.6.1947;
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recovery. As a result, the social demands continued to be postponed. PvdA congresses
fully supported the government and considered President Truman a successor of
F.D.Roosevelt whose 'New Deal' had been received positively by most social
dernocrats'". In 1951 a PvdA congress participant considered the Marshall aid as a
contribution of the US workers to the workers of Europe. Moreover, since 1945 the NVV
had maintained intensive contacts with American trade unions: the Congress of Industrial
Organisations and the American Federation of Labour. In this way, the combination of
Marshall aid with hard work and wage saving principles was in no way contradictory to
socialist international solidarity'?',

In the same way, the Catholic KVP supported Marshall aid: KVP MP's accused the CPN
of being 'narrow-minded natlonalists'i", The fight against communism was one of the
duties of every Catholic organisation. However, the KVP expressed fears about the
growing 'American materialistic thinking'. It preferred to stress the necessity for
combining Marshall aid and European integration with hard and honest work. In
addition, the 'organic'. co-operation between capital and labour was considered the
corner-stone of a new emerging socio-economic order'?'. This kind of thinking had
great impact on the attitudes of both employers and employees in the Catholic South,
including the textile region of Tilburg. The Protestant-conservative parties ARP (Anti-
Revolutionaire Partij) and CHU (Christelijk Historische Unie) and the Protestant trade
union CNV backed the Catholic point of view but opposed the American attitude towards
the Indonesia problem and the growing cultural influence from the other side of the
ocean'?',

This attitude of the Christian parties and trade unions, more specifically the Catholic
ones, explains why textile workers agreed to wage stabilisation, also when in the late
1950s the policy started to gradually bring in more and more 'golden eggs' to the
employers. Thus, during the 1950s the agreement to permit the country to breathe
financially was partially forced upon the workers by their trade unions, which fully
understood the necessity for understanding the 'Tinbergen logic'. After the War there
were occasional spontaneous and unorganised strikes or work interruptions, but these
quickly stopped after mediation by a trade union representative/".

200 See PvdA Economic Congress, 3-4.10.1947; P.van der ENG, 1987, pp.90-91.
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The argument put forward by many scholars in the 1960s and 1970s, that in the Tilburg
case the link between the Catholic church, the local politicians, the employers, the
chambers of commerce and the administrations of schools and hospitals, was largely
responsible for keeping the workers ignorant of their situation should at least be
combined with a general sense of 'goodwill' and 'understanding' among the workers. Most
workers were no longer ignorant about their situation: already during the general textile
strike of 1935, both the pre-War Catholic party, the R.K.S.P.206 and the Catholic textile
trade union ('Sint Lambertus') had lost popularity as shown in elections and public
opinion polls. In the same way, the clergy had lost its grip on the population. Despite
their regular preaching during Mass, the experiences through which the Tilburg textile
industry went in the 1930s could be described as a transition to a more modem type of
compartmentalisation along socio-political lines?".

The link between the workers and the political leadership was the propaganda system,
which was necessary to motivate people to continue their 'national solidarity'. The press
bureau of the Ministry of Economic Affairs and the ECA mission spread slogans such as
'Werk, fladder er niet om heen', 'de mouwen opgestroopt', and 'de schouders er
onder'f". The ECA mission also organised festivities to celebrate the arrival of ships
loaded with 'Marshall goods', among them cotton for the Twente spinning mills on board
the 'Mack Bruton Bryan' in October 1948209

• In November, Time magazine reporters
chose the village of Nijverdal to illustrate the importance of Marshall aid. Nijverdal was
totally dependent on its only factory, 'De Koninklijke Stoomweverij' which, in its turn,
was dependent on 'Marshall' cotton. Small supplies to fulfil basic needs included second
hand clothes and created 'goodwill'. On a tape which could be heard during a spring fair
in Utrecht in April 1949 'Jimmy'(US) asked 'Jan'(the Netherlands) what he planned to
do with the money since it was impossible to keep on sending money forever. Jan replied
that he would work very hard and save his money ...2IO. Could it be that a carefully
created feeling of guilt towards the US rather than a 'Calvinist' national spirit was
responsible for the different attitudes of the Dutch and Belgian social groups, in casu the
textile trade unions and employers' organisations?

Finally, to explain the 'willingness' of some Dutch textile workers, we should also take
into account that most workers earned more than the official fixed income, as
mentionned earlier. Due to occasional shortages of labour. a system of 'black market

2IJ6 RKSP= Roornsch-Katholieke Staatspartij.
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wages' existed upto 1964, the year of the so-called 'wage explosion?", The social
security situation also improved considerably'".

On the other hand, systems were worked out to prevent workers from going over to a
better-paying textile employer. In Tilburg, a 'gentlemen's agreement' among the 'textile
barons' stopped the poaching of textile workers from each other. As a result, there was
no free labour market within the wool textile industry of Tilburg.

3) THE DUTCH NON-INTERFERENCE OPTION.

a.Crisis and Protectionism.
After the Second World War the Netherlands entered a period that was very much in
contradiction with its traditional ways, as already described in the introduction. The
experiments during the crisis years of the 1930s and the War had led to different wyys
of looking at economic problems. Contrary to the pre-War policies, the government now
introduced an active industrialisation and export-promotion strategy. The socialist
Minister-President Schermerhorn (PvdA) reminded the Dutch people of their moral duty
to work and transform their ruined economy into a productive onemo In this new
export-led growth strategy, the role of the central government was of decisive importance.
Contrary to the traditional liberal ideas about the international market, the internal
economic performance needed a strong guiding hand. The ideas of Keynes provided the
theoretical background: the government should guide the economy in order to improve
competitive abilities within an international free trade environmenr'". Thus, at first the
Netherlands followed a policy of government controls on a wide scale whereas Belgium
stood for laissez-faire?",

This new kind of 'led economic growth' was linked to the Marshall Plan. The Dutch were
much in need of both consumer and capital goods from the dollar zone in order to
rebuild their economy. On the other hand, the low wages in many European countries,
including the Netherlands, were largely neutralised by the growing labour extensivity of
the US industry. As a result, very soon the trade balance between both continents was
unequalled unbalanced. The traditional trade conditions under the Land-Lease-Act
proved to be unsuitable. The growing dollar-gap was than tackled by the Marshall Plan,
linking a transfer of dollars to Western Europe to economic co-operation between the

211 H.HAPPEL, L.KEUNE. T.KORREMANS and Ade ROOlJ, vol.3, 1980, pp. 40-42.
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West European countries'", For this purpose, the Organisation for European Economic
Co-operation (OEEC) was set up in Paris, on 16th April 1948217•

In 1948/49, only 45.7 % of Marshall aid was spent to import goods destined for the
industrial sector. Within this industrial share, raw textile materials such as cotton
occupied an important place?". By 1954 the US had transferred about 3.5 billion
guilders to the Dutch economy. Prof. Tinbergen praised the Marshall aid for providing
the Netherlands with the possibility of escaping from a vicious circle of poverty which had
already effected many developing countries. Both consumers and producers gained
confidence in the future?".

b.The Goal: Free Trade.
Complementary to the Marshall Aid, the OEEC gradually liberalised inter-European
monetary and commercial relations'", In the same way, the new Dutch 'planned'
economy was linked to the gradual liberalisation of the domestic and international
markets. The Netherlands again took up its traditional role of defending free trade
principles?". The idea behind it was simply that the plans for the national economy
would only yield results if free trade remained the corner-stone of the Dutch strategy.
The emergence of a relatively competitive economy would only bear fruit if products
could be sold to a free international market. In 1945, the government and the industry
paid attention to the US 'Proposals for Expansion of World Trade and Employment'.
Two years later, the government commissioner, H.M.Hirschfeld, expressed the desire of
the Dutch government to fit the German economy into the European economy so that
it would benefit from the development of foreign trade in Europe. Large Dutch
delegations were sent to Geneva and Havana to discuss the setting-up of a world trade
organisation. Finally, in 1950, D.U.Stikker (VVD), the liberal Minister for Foreign
Affairs, following the example of Schuman, introduced his own 'Plan for Action for
European Integration', afterwards known as the 'Stikker plan'. It called for the
elimination, industry by industry, of tariffs as well as quotas on trade between members.
Thus, the Dutch point of view was fully in accordance with the aims of GAIT which,

216 See speech of US foreign secretary G.MarshaU, Harvard University, 5.6.1947; H.VAN
DER WEE, 1983, pp.21·25.
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from 1948, had started pulling down the most effective protectionist walls: the quota
restrictions?".

c.A Hesitatent Call For Protectionism.
However. in 1949 prof. J.Wisselink questioned the Dutch opportunities in the
international market. He described the new attempts of several countries to develop their
own industries as the start of a vicious circle which would decrease international trade.
But he remained optimistic about the position of Dutch textiles within a European
context: 'It is no coincidence that our textile industry gained such enormous results. It
suits us structurally and psychologically' 223. Nevertheless, doubts of this kind pushed the
government even more towards a strong savings policy, linked to some exceptions to the
free trade principle. The war devastation, which had pushed the country into the role of
debtor in contrast to creditors such as Belgium, provided the perfect excuse to exclude
itself occasionally from its own principles, especially in the case of textile imports from
Japan and the communist countries, as described further on224.

Policy measures taken by other countries could also lead to a contracting world market
for Dutch exports. The most important Dutch exports, the agricultural products, faced
stiff resistance from the international community over liberalisation of imports, even
within the Benelux framework. Once a certain interest group, viz.the farming
communities, was able to obtain an exception to the free trade principle, it became very
difficult to remove it. Moreover, the transport and services sector was linked to the
performance of the agricultural sector, both forming the pillars of the Dutch economy in
the 1940sand 1950s.Here lay the foundation of the Dutch policy defending international
free trade, also in the case of other products such as textiles.

In many ways, the Dutch economy was complementary to the Belgian economy and this
kind of complementarity (see the theory of International Labour Division) was the
ultimate goal of the Dutch strategy. It stimulated the growth of the import and export
services and transport sector. In the case of the Benelux, more specialised and luxury
textile products from Belgium could be traded for cheap mass-produced textile products
from the Netherlands. However, due to Belgian protectionism aimed at the imports of
Dutch agricultural products, the complementarity between Belgian heavy industrial
products and Dutch agricultural products was hampered to some extenr'". Already in
the 1950s,one could also assume that the domestic textile sector would be sacrificed once
foreign countries produced cheaper mass textile products. The same assumptions existed
among the farming community. Here, however, a protectionist framework for all
European farmers was about to be set up. Since rationalisation plans were so difficult to
implement in the agricultural sector, which constituted a larger part of the Dutch national

Z22 A.M.de BOO, 1989, pp.34-42; I.FRANK, 1961, pp.24-25.
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economy, the EEC protectionist framework would be welcomed. The development of the
agricultural sector would become a totally different storf26.

d.The New Framework for Trade Liberalisation: the Benelux.
After the foundation of the Benelux Customs Union on 1st January 1948, the
Netherlands, Belgium and Luxembourg introduced joint external tariffs and gradually
adopted a joint policy on contingents'", The three countries actually formed a 'tariff
union' which was referred to as a 'customs union'. From 1949 the Benelux also took part
in the dismantling of inter-European quantitative restrictions. Immediately, about half of
all quotas were dropped?", In addition, products from overseas areas belonging to any
of the Benelux countries could be freely imported into the entire Benelux area'",

At the same time, the partial creation of a 'Benelux Economic Union' was put on the
agenda'". From 1950 all industrial products could be traded within the Benelux market
without any quantitative restriction (excluding of course agricultural products). Five years
later, the free movement of labour forces and capital was allowed?". At about the same
time, the foundation was also laid for a complete harmonisation of the foreign trade
policies, including joint negotiations for bilateral trade agreements, joint quotas and a
joint strategy towards less-developed countries'".

Finally, the Benelux countries also took joint positions regarding international trade.
During meetings of international bodies the Benelux representatives received joint
instructions. For example, some concern over the US cotton policies was expressed by the
Benelux delegates during the annual meetings of the International Cotton Advisory
Committee/". In 1956 the Benelux delegates presented a joint declaration demanding
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a lower directive US price for raw cotton, a gradual removal of surpluses and prevention
of dual-pricing'".

Finally, joint export strategies were also created. In 1956 a joint Benelux 'expansion'
policy towards 'young' countries was introduced. The interest of the Dutch and Belgian
exporters was the only motive. It was mentioned that these countries might need technical
know-how but this was not connected to any preferential purchasing conditions. On the
contrary, one of the proposals consisted of joint or parallel actions in case payments were
delayed by the debtor country'".

e Marshall Aid and the Benelux External Ouotas and Tariffs.
During the second half of the 1940s, the external Benelux trade policy bad practically no
effect on the Dutch textile product trade with developing countries, in casu India. There
was simply no financial capacity to produce and export to, or to purchase from, non-
dollar areas. 'Marshall dollars' were spent mostly in the US (82%)236.Imports from
British India, which was situated in tbe Sterling area, could not be financed by Marshall
dollars.

At tbat time, the United Kingdom found itself in the position of debitor to its overseas
empire due to purchases during the War. Circumstances bad turned these debts into
foreign currency reservoirs for tbe creditor countries, not in the least for India. As a
result, inflatory developments in tbese overseas areas threatened the position of the
pound sterling. However, the debts gradually moved to areas where the UK could control
the monetary policies and the inflatory pressure declined. The pound sterling survived
and remained, for the time being, the leading currency for a great part of the world. Only
gradually were the European dollar area countries able to exchange domestic currencies
for pounds and thus start trading with the overseas pound sterling area wbich was not
included in the OEEC area"'. The dollar injections from the Marshall aid did not
change this situation.

However, tbere was an indirect 'Marshall'effect on the Dutch export performance.
Production capacity was stimulated by a growing availability of raw materials: during the
period 1948-50, about 51 % of the raw cotton imports were paid for with Marshall
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dollars?". In addition, about 68% of all imported textile machinery was financed by the
Marshall Plan. In this way, the textile industry was able to reach the production level of
1938 by 1948239• One should keep in mind that the Netherlands, unlike Belgium, was
one of the main benificiaries of the Marshall aid: between 1948 and 1954, the country
received about 1,127 million dollars (109 per capita) against 102 million dollars for the
BLEU (11 per capita)?", Nevertheless, J.Meynen of AKU, which was engaged in
machinery imports for nylon production, complained that only 28% of the Marshall aid
found its way to industrial goods?".

As soon as the Netherlands had restored its industrial and purchasing capacity, and the
need for Marshall dollars declined, the direct trade policy effects originated from tariffs
and to some extent also from quotas.

e.1 )Quotas.
The GAIT successfully destroyed overall textile quotas for external textile product
imports into the Benelux. Textile imports from Japan were the only ones originating in
the non-communist countries that continued to face quantitative restrictions. In principle,
the textile trade with non-OEEC countries was subject to quantitative restrictions and was
put under licence. However, in practice, textile imports from the US and the British
Commonwealth (including India) were liberalised. In October 1947 the Benelux Council
for Trade Agreements also invited Commonwealth dominions (Canada, Australia, New
Zeeland, South Africa, Pakistan and India) to conduct trade negotiations with the OEEC
countries?". In view of the Dutch specialisation in cheap mass-consumption products,
which were most easy to produce in the newly industrializing countries, this 'OEEC
treatment' of Asian dominions would prove destructive to the Dutch textile industry in
the long run.

In fact, according to the Benelux Commission for the Co-ordination of Commercial
Policy, the only 'abnormal' competition came from Eastern Europe and Communist
China, in the case of some products?". As a result, quotas were set up for synthetic

238 P.van der ENG, 1987, pp. 172-173.

239 P.van der ENG, 1987, pp.175-176.

240 P.van der ENG, 1987, p.80.

241 P.van der ENG, 1987, p.120.

242 Den Haag, ARA, BEB, 468, map 2. 1946-49. Benelux Raad van de Handelsakkoorden,
Proces-verbal de la reunion tenue a La Haye, les 22 et 23 octobre 1947, Preparation a
l'organisation de la conference du Groupe d'Etudes pour l'Union Douaniere des Pays de
l'Europe, du 10/11/47 a Bruxelles.

243 Since May 1958 the Benelux countries not only coordinated their protectionist measures
against these imports but also put up a joint policy; Brussel, Benelux Archief, 21/11, Commission
Permanente de Coordination de la Politique commerciale neerlando-belgo-luxembourgeoise,
Projet de note commune Benelux concernant la concurrence anormale provoquee, dans les pays
de Benelux, par certaines importations en provenance des pays non membres de l'OECE, qui
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women's stockings (GDR), synthetic and cotton gloves (GDR), printed cotton and
artificial silk tissues (GDR, Checoslovakia) underwear (Hungary) and table, bed and
household linen (Chinaj'",

From 1952 the re-export of Indian jute or jute products was also forbidden by the Dutch
government for political reasons. At the same time the Nederlandsche Bank considered
a transfer from the jute transit trade to Hamburg so that the Netherlands would no
longer be held responsible for putting Indian jute on the South African marker'".

By 1958, problems related to East European transit increasingly occurred and the Dutch
government joined Belgian initiatives. For example, certificates of origin were requested
in the case of woollen and synthetic gloves in order to avoid transit of East European
gloves through the Netherlands. Also, due to complaints about imports of East European
stockings through OEEC countries, imports of this product from OEEC countries was put
under licence. In the case of imports from countries such as Italy, West Germany and
Sweden, an additional certificate of origin ('certificat de tricotage') was requested'".

In March 1958, the first quantitative restrictions indirectly restricted imports from non-
communist overseas countries: the Netherlands (the Benelux) joined the 'Noordwijk
Convention', together with India. Dutch (Benelux) firms made a formal promise not to
re-export imported goods to the member countries?",

Finally, in 1958, the Benelux for the first time considered direct quantitative limitations
in the case of a non-communist country (excluding Japan): Benelux diplomats got into
touch with the UK government in connection with the fast-growing imports of gloves from
Hong Kong248

•

pratiquent Ie commerce d'Etat. CP (58) 118, Brussels, 9.9.1958.

2A4 Brussel, Benelux, 21/07-2, Perrnanente Commissie voor de Coordinatie van de
Nedcrlands-Belgisch-Luxernburgsc Handelspolitiek. Nota voor de subcomrnissie voor het
administratief regime van het buitenlands handelsverkeer, CP/RACE/CC (60) 20, Brussels,
20.6.1960.

W No legal action could be taken in the case of Indian jute products being exported by the
Dutch trader 'van Eeghen' to South Africa, via Tanganyika; Den Haag, ARA, 1351,Afd. Sterling
(BEB) to director-gen. BEB. 733, 8.3.1955; BEB to BZ (Directie Oosten, bureau Zuid-Azie).
36399, 24.3.1954.

2.wI Brussel, Benelux, PY Notes 23-50/1, Commissie voor lndustrie en Handel. Werkgroep
'Textiel'. CIC/t (58) I, Brussels, 9.9.1958.

241 Den Haag, ARA, BEB, 2093, Document de travail. 1/9877/62-F, Brussels (CEE,
Commission Dir. Gen. des Relations Exterieures), 22.11.62.

m Brussel, Benelux, PY Notes 23-50/1, Commissie voor Industrie en Handel. Werkgroep
'Textiel'. CIC/t (58) 4, 13.10.1958.
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e.2)Tariffs.
For the time being, the lower prices of many overseas textile products, including those
from India, were largely offset by the still existing general tariffs?". These general tariffs
were applied in the case of Indian imports since the Sterling area actually enjoyed 'most-
favoured-nation' treatment (see table 22)250.

UK Full Rates

Table 19: Tariff Rates of UK and EEC on certain commodities of interest to India, in
percent, 1962.

UK Preference EEC Common
Rates
o
o
o
o to 35
o
o
o
o
o
o

External Tariff
23
23
14 to 16
24 to 32
23
16
19
14
12
11

Jute Bags 20
Jute Cloth 20
Cotton Fabrics 17.5
Carpets Knotted 20 to 42
Carpet Unknotted 20
Leather Shoes 10 to 20
Sports Goods 20 to 25
Office MachineI)' 16
Sewine Machines 15 to 20
Light Agricultural 10 to 17.5
Machinery
(Source: Economic Survey of Asia and the Far East, UN, 1962)

However, in one case the import tariff was excessively high: in 1948 the Dutch
government had granted domestic producers of coir products a high degree of protection
in the shape of import duties of 24% on finished coir products whereas the import of the
necessary fibres and yarn was completely free. This policy was directly related to the
existence of a local matting industry using special rushes that grew in the 'Zuiderzee'. The
industry collapsed when the Zuiderzee was in part reclaimed and fresh water took the
place of salt water. This change altered the texture of the rushes to such an extent as to
render them useless for the whole industry. The industry could then easily have adapted
to making coir products, but here competition from Indian coir products and artificial
fibres was feared?".

Nonetheless, the average Benelux tariffs on textiles (excluding clothing), were very low:
in 1955 the cotton textile tariff rates ranged from 12% to 18%252.During the Torquay

249 S.K.JAIN, 1988, pp.579-593.

250 Brussel, Benelux, 21/10, Permanente Commissie voor de Coordinatie van de Nederlands-
Belgisch-Luxemburgse Handelspolitiek. Rapport van de Permanente Commissie over haar
werkzaamheden gedurende het jaar 1957. CP (58) 29, Brussels, 26.2.1958.

2.\1 Den Haag, ARA, 1351, Serraris (BEB) to Puri (first secretary embassy New Delhi).
43.303, 1957.

2'2 The Future of the European Cotton Industry, July 1957, p.34.
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conference in 1950, the Benelux and Danish delegations had felt that unless the average
tariff rate in the world decreased, the Benelux and Denmark would be forced to raise its
low tariff rates. Ironically, several countries backed this statement, assuming they were
in the same position?". After 1958, the EEe tariffs were imposed: from an average of
20.8% of cif value imports in the case of clothing (SITe 84) to an average of 17.3% in
the case of textiles (SITe 65)254.More specifically in the EEe the average tariff rate
for Indian cotton yarn was 10%, for Indian cotton tissues the tariff rates ranged from
15% to 19%, for jute these ranged from 10 to 23%, for coir mats the average tariff rate
was 23%, for woollen carpets they ranged from 21 % to 40%255. Within the EEe, only
Italian importers of textiles faced an additional obstacle: they needed to take into account
an export price list fixing prices of imported products to the Netherlands=",

f.The Dutch Role in the Benelux.
Within Benelux commissions the Dutch delegates played the role of a freetrade lobby.
In a July 1957 memorandum relating to the report of a Dutch ad hoc textile problems
study group, it was made clear that only Japan, due to its competitive position both in the
Netherlands and in third markets, was considered to be a real threat 257. During GATT
Ministerial Meetings, too, the Dutch delegations took up the same role, e.g. in 1959 a
delegate of the Netherlands pointed out the paradox between the two objectives
described by the US under-secretary of State Dillon and emphasised that free trade
principles should be applied in all cases. The Netherlands also attempted to reduce the
preferences for associated EEe territories to reasonable proportions. Increasing tariff
rates for raw cotton, wool and jute originating from non-associated countries would harm
both the importing countries (viz. Benelux) and the exporting countries (viz.lndia). The
EEe was wasting the feelings of 'goodwill' among the non-associated countries'",
However, this support the Netherlands gave to many demands of the less developed
countries did not lead to a more liberal position on their part. Indian diplomats remained

2.13 Den Haag, ARA, 1919/9, Rom Colthoff (Verbond van Nederlandse Werkgevers) to van
Blankenstein (Dutch delegation Torquay): De tariefconferentie in Torguay. in De Industrie.
5/23, 1.12.1950.

2.14 A.KUMAR, 1988, pp.96-98; V.DAGLI (ed.), 1970, pp.89-91.

2.1~ In the UK these most favoured nation tariff rates (applied to Indian products) were
respectively 7.5 %, 17.5 %, 10 to 20 %, 4 s. 6 d. per sq.yrd. and 20 %. From Indian point of view
the tariff differences with the EEC were one of the main obstacles for UK-admission to the
EEC; Den Haag. ARA, 815/2, EEG-commissie documenten CONF/COM/5/61 and
CONF /COM/6/61.

2.<6 Brussel, Benelux, PV Notes 23-5-/1, Commissie voor lndustrie en Handel. Werkgroep
'Textiel'. CIC/t (58) 4, Brussels, 13.10.1958.

2.17 Den Haag, ARA, BEB. 1356/5, Memoire related to the Report of the ad hoc Textile
Problems Study Group, 15.6.57.

2.18 Den Haag, ARA, 1939/2, Interim nota 'Nederlandse handelspolitiek t.a.v.
ontwikkelingslanden, Centraal Orgaan van de Economische Betrekkingen met het Buitenland,
5.10.1959.
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very sceptical about lifting import restrictions in India and other less developed countries
since such a policy could only support the existence of 'unhealthy industrial projects?",
'The fault of the Dutch is giving too little and asking too much' was a widespread image
of the Dutch people and their diplomacy, also among Indian businessmen and
government officialsf",

When in 1960 the EEC commission proposed to set up a common European trade policy
vis-a-vis certain countries such as Japan, and vis-a-vis certain product groups, in the first
place textile products, the Netherlands and consequently also the Benelux resisted these
new tendencies. Occasional trade policies in the case of a limited number of countries
or products would hamper the creation of a solid overall EEC trade policy. The EEC
should present itself as united only in order to liberalise international trade, not to
generalise the wishes of the most protectionist member states?".

g.Dutch Benefits from the 'International Labour Division'.
These free trade principles were derived from prof.Tinbergen's theory of international
labour division, which in reality was a new way of interpreting the classic Heckscher-
Ohlin theorem. Instead of the classical case of two markets and two products, an
unlimited number of markets and products was condidered'". As a result of such
theories, the Dutch government believed that each country should specialise in
production for which the most important factor of production would be available in
relative abundance. Thus, the developing countries ought to specialise in labour-intensive
industries such as the major part of the textile sector. However, the Netherlands was also
supposed to continue its textile producing activities since wages were kept relatively low.
A temporary low-wage period would permit the Dutch textile sector to breathe more
easily. Exports to high-wage countries such as Belgium would be in accordance with the
theory of international labour division. An international division of labour would also give
the Netherlands the chance to explore overseas markets further. The cotton industry in
Twente had already managed to strengthen commercial contacts with the United Batik-
cooperatives in Java, despite the painful Indonesian Independence. The future appeared
hopeful as long as the Dutch population was prepared to sacrifice its purchasing power
for some time. Only at a later stage would the new profits allow investments in more
capital-intensive production within the textile sector. This would become necessary since
labour unions would reach a point where they were no longer prepared to accept low
wages.

259 Den Haag, ARA, 1939/2, Samenvatting en conclusies tweede BEB-bespreking over hulp
aan onderontwikkelde gebieden, 17.7.1959.

~'" ' ...niet de indruk gaan wekken van de gierige tante die met guile lach en kJeine gift haar
populuriteit in de farnilie tracht te vergroren ...': Den Haag, ARA, 1939/2. Serraris (BEB) to
Timmermans. 2704, 11.6.1959.

2All Brussel, Benelux, 21/13, Permanente Commissie voor de Coordinatie van de Nederlands-
Belgisch-Luxemburgse Handelspolitiek. CP (60) 33, Brussels, 10.3.1960.

2Al2 J.BROECKX, 1974, p.R.
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Thus, this choice of free trade was completely in accordance with most producers' wishes.
While benefiting from Marshall aid, the entire sector engaged in a thorough
reconstruction long before the Belgian textile sector. This allowed the producers to feel
confident ahout being ahle to maintain a competitive position in the world market.

h.Oeclining Support for the 'Dutch Way of Thinking'.
In 1959 the Norwegian delegates to the GATT supported the Dutch plea for removal of
trade barriers, but the UK textile producers, united in the Cotton Board and supported
by the Board of Trade, criticised the existence of the Commonwealth Preferential System
and demanded more protectionism. The US textile producers were also lobbying for more
protectionist measures'". Due to the War in Europe, the US had become an important
textile exporting country. Marshall aid had allowed European producers to purchase
technology and had laid the basis for the resurrection of Japan and Germany. This re-
appearance of traditional exporters did not please the US producers'?'. The French
delegate during the GATT Ministerial Meeting of 1959also supported protectionism: '...1
refer to the need not to cause sudden disruptions in our economy while it is still
precarious, because, in a democratic country where the government cannot go against
public opinion, such disruption would, I feel certain, bring about protectionist measures
which would be still more restrictive ...'26s.

On the other hand, most low-wage producers appreciated the Dutch viewpoint and
commented extensively on the intentions of GATT to stop 'market disruptions' in the
North. In 1959,India, criticising a GATT secretariat study, introduced a new element into
the discussion: ' ...industrialised countries are currently passing through a phase of
unparalleled prosperity in which conditions of full employment and even over-full
employment are the rule. No more appropriate or opportune time could be conceived of
for encouraging or deliberately accomplishing shifts in patterns of production involving
a transfer of resources from less to more economical sectors of production'P', This
would be all the more true in the 1960s, when a situation of full employment was
reached, especially in the Netherlands.

4) MARSHALL AID AND AN INDONESIAN TRAUMA: INGREDIENTS FOR
DUTCH MULTILATERAL DEVELOPMENT AID.

Of all industrial sectors in the Netherlands, the textile sector was most dependent on the
Marshall Plan. It appeared that this aid to European textiles would gradually be
redirected to non-textile sectors of less-developed countries, in order to diversify the
exports of these countries and had to compensate for textile protectionism. As a result,

2(>3 W.T.KROESE, Nederland en de Vezelakkoorden van Geneve, in ESB, 4.5.77, p.421;
N.M.BLOKKER, 1989, p.75.

264 J.wISSELINK, 11.5.1949, pp. 368.371.

2MN.M.BLOKKER. 1989, p.n.

266N.M.BLOKKER, 1989, pp.76·n
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by the end of the decade some textile producers claimed that, from this point of view,
'development aid' was a consequence of Marshall strategies in order to safeguard
Marshall investments.

However, in the Netherlands the reasons for supporting the concept of development aid
were different: being a beneficiar of a suhstantial amount of aid itself, the Netherlands
could not refuse to give what previously had been given to them. Some facts indeed put
the Dutch willingness towards the developing areas in a different light: in the Netherlands
the Marshall aid provided 51 % of all credits for raw cotton imports. The Economic Co-
operation Administration (ECA) also had offered cotton, a surplus product, at a price
much lower than the official market price267• We should finally point out that 68% of
all textile technology imports were financed with Marshall aid. As a result, by 1948 the
Dutch textile sector exceeded the production level of 1938. The cotton textile industry of
Twente particularly seemed to have profited from Marshall aid268•

Thus, on the eve of a new development co-operation era directed towards the less-
developed countries (or the 'developing' or 'Third World' as it would be called later on),
no real evidence existed that the Marshall Plan, being the 'good example', would partially
fail. On the contrary, at the beginning of the 1950s a mixture of Keynes, Tinbergen and
Marshall were to supply universal answers to international problems/", On this basis
the Netherlands, on its turn, was prepared to be involved in developing aid to other
countries.

Only during the next decade would textiles not live up to expections and certainly not up
to 'the investments' made in them. Only in the long run 'Marshall Planning' proved to be
'imperfect' ...

At the beginning of the 1950s Marshall aid formed the inspirational source for future
similar actions. The Netherlands especially expressed interest in an intensive multilateral
aid pattern led by the US, which had gained authority by executing succesfuly the
Marshall Plan. This attitude had also to do with the abrupt and violent manner by which
Indonesia gained recognition of its independence from the Netherlands in 1949. Unlike
other European countries, the Netherlands found no opportunity to continue a close
relationship with its former Asian empire/". A feeling of responsibility for the tragedies

1fJ1 In April 1948 US president Truman signed the Economic Cooperation Act which made
provision for an agency which supervised all US aid missions: the Economic Cooperation
Administration CECA).

268 Companies in Twente such as Ten Kate, Spanjaard, Koninklijke Stoomweverij and Van
Heck, see P.VAN DER ENG, 11)87, pp.I72·174.

~(jJ See R.LHEILBRONER, 1987, pp.219·253.

210 New York, UNA, DAG·l, 1.1.1.3, Notes on the Background of the Dissolution of the
Netherlands-Indonesian Union, Dep.of Political and Security Council Affairs. Confidential,
2.3.1956; 1.3.4, Notes for the Chairman on 'The Question of West Irian'. Confidential.
PSCA/P AD /56·5, working paper No.402, 8.11.1956.
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during the Indonesian war for Independence and the lack of large overseas territories
also made the country express enthusiasm for a 'just and neutral' multilateral aid
programme through the UN. With the loss of Indonesia the Netherlands was reduced
from a middle-size power to a small one. A role within the multilateral organisations and
development aid would compensate for this situation?".

There were also moral motives for keeping up solidarity with the poor people of the
world on a neutral basis. As the Dutch population had experienced oppression by the
Nazis, some segments of society felt an obligation to provide a certain degree of human
dignity to less-developed societies that had not been able to benefit from Marshall aid.
The Calvinist sense of responsibility and the Catholic missionary tradition in the south
provided the religious ingredients of the Dutch feeling of solidarity with 'countries in
need'. Against this background, the organisation 'NOVIB' was set up in 1956 to unite all
non-governmental forces of society which expressed solidarity with the less-developed
world. In a few cases, the Indonesian trauma could also have left some paternalistic
feelings?".

By the end of 1949 the Dutch government had set aside 1.5 million guilders to support
the UN aid programme and had provided experts for the UN Technical Aid Programme.
It should be noted that much more financial attention continued to be given to the
remaining colonies: New Guinea, Surinam and the Dutch Antilles. These territories were
relatively unimportant and might be considered an 'internal affair', but they did provide
the opportunity to present the Netherlands as a responsible and 'caring' motherland
which had learned lessons from the past (Indonesian war) and now aimed at a more just
world. Anyhow, these relationships were quite different from the 'post-paternalistic'
attitude of Belgium towards its still existing African empire/".

Multilateral aid remained relatively 'modest' upto 1956. Very often international tenders
for projects in India were given to other producers before Dutch producers could even
respond?", Also, after 1956 the small 'colonies' still received approximately 70% of all
financial (aid) transfers outside the ten provinces.

Apart from the Indonesian trauma and the Dutch 'Marshall-Tinbergen thinking', a third
element gradually grew more important: the fear of communism. Even when in 1956
Khrutshev proc1amed his new policy of peaceful coexistence, the Minister of Foreign
Affairs, J.M.A.H.Luns (KVP), suspected the Soviets of merely changing tactics. In
response to the Bolshevik threat, he called for increased efforts in the less-developed

211 J.VOORHOEVE, 1979,p.216.

2n See J.van SOEST, 1975.

273 P.HOEBINK, 1988,p.48; W.STEVENS,in TBH, October 1955,p.32.

TI4 Den Haag,ARA, 1926/10.Rapporten 1954-55,Vertrouwelijkrapport omtrent een bezoek
aan Landen maart 1954 (P.van Loon), EVD, AfdeIing Aanbestedingen en Grote Werken,
25.3.1954.
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world275.The parliament agreed to Luns' conclusions and the development aid issue was
separated from the economic-humanitarian 'Marshall' atmosphere and incorporated into
a 'strategy against communism?". At the same time, Luns linked these anti-communist
feelings to the necessity for exploring multilateral aid forms as envisaged by the US. The
Netherlands was not capable of keeping up extensive bilateral programmes as its big
German neighbour could?'. Moreover, the institutional framework was totally absent:
financial aid could not be incorporated into the usual trade agreements/".

However, the BEB increasingly supported the idea of bilateral aid relations aimed at
supplying specific Dutch technology to specific markets. Gradually, the US, even though
it almost controlled the multilateral aid flows, supported these bilateral aid attempts. The
Netherlands could no longer be regarded as a 'less- developed' country needing Marshall
aid and the US felt it had carried the burden of development aid too long alone/". In
1955 the so-called 'Ruyger motion' was adopted by tbe Dutch parliament (Tweede
Kamer), expressing the desirability of extension of the Dutch aid programmes to specific
areas outside the 'Kingdom'. As a result, a bilateral technical aid programme was set up,
comprising two projects in India, one in Libya and one in Greece/". We should not
forget that the Dutch were about to lose one of their most important overseas export
product: cotton textiles. Instead of emphasising the political and moral reasons for
multilateral aid, as did the Foreign Office and the Interdepartmental Council for Trade
Policy, the BEB wanted aid policy to he implemented in the national industrial
programme. While the growing West European market was compensating for the loss of
overseas textile markets, it would be an extra safeguard to regain former markets through
specifically planned bilateral strategies. The only difference would be that capital goods,
subsidised by the Dutch government, would replace textiles?". In addition, the Dutch

27~ Handelingen van de Eerste Kamer der Staten-Generaal, appendix 4100, nr.133 a, 1956.

276 Handelingen van de Eerste Kamer der Staten·Generaal, appendix 4100, nr.133, 1956.

m Den Haag, ARA, BEB, 1940/1, director-gen.BEB.DKA/OL to minister EZ, 1261,
13.5.1960.

278 Den Haag, ARA, 1926/14. Hulpverlening aan onderontwikkelde landen. 1957, director-
gen. BEB (Bentinck) to H.L.M.van Oorschot. Afdeling Studies AEV. Kort verslag vergadering
14.12.1956 over de mogelijkheden tot hulp door het ministerie van EZ te bieden aan de
onderontwikkelde landen, 19.12.1956.

279 Washington, DC, NARA, 4085, 811.05100/1 ).155, The Business Outlook for 1956 in 20
World Markets, New York (Business International), \955; 4086, 811.05100/5-158, Rundt's
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ARA, 1858, Map Commissie van Ittersum, Rapport aan de Ministerraad van de
Interdepartementale Werkgroep ad hoc inzake relaties met minder ontwikkelde landen, 29.12.61.

2*l Den Haag, ARA, BEB, 1940/1, Director-gen. BEB.DKA/OL to minister EZ, 1261,
13.5.1960.

281 Den Haag, EZ, 3748. Intern bericht. 102'60/Tim/S, 21.1.1960; Interne nota. 5·13·298,
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85

financial presence (multinationals) in India, already backed up by two branches of the
'Nationale Handels-Bank' and one branch of the 'Nederlandsche Handel-Maatschappij',
would be supplied through development aid282.In this way, the big retailers and
commercial groups would ease tbeir support to free trade and their opposition to
development aid.

Against this background, the Benelux decided to launch a common 'expansion' policy vis-
a-vis the less developed or 'young' countries. The Benelux Commission for Trade Co-
ordination envisaged the diversification of economic activities of the concerned country
(coinciding with the wishes of many textile producers) and the availability of loans and
grants in order to stimulate Dutch exports and tbe maintenance of the free trade trade
policy towards non-communist less-developed countries (coinciding with tbe wishes of
many traders and large retailersj'". Significantly, the Verschuuren Group, originally a
textile manufacturer which had turned into a 'commercial trader' (see hefore), described
its sales of second-hand textile machines to less-developed countries as a kind of
commercial 'development aid'. It thus supported the free trade ideal which allowed its
overseas customers to get foreign currency through textile exports'".

For the time being, the suggestions of the BEB were turned down. However, after the
cabinet change of 1959a nota of the Directorate-general for Industry and Trade (Ministry
for Economic Affairs) also emphasised the country's lack of exports to less-developed
countries. Of course, this had to do with financial difficulties after the War which
prevented the Netherlands from giving long-term (5-year) financing credits insured
against risk by the governrnent'", However, it was felt that, in the meantime, West
German companies were largely benefiting from their country's bilateral and large-scale
approach to development aid. Among others, the Liberian economy was totally depending
on the support of German companies'",

Against the interests of the textile workers, the Dutch trade unions also joined the BEB
in 1960 in demanding more attention to overseas less-developed markets. Naturally, non-
textile entrepreneurs also considered the financial transfers to multilateral organisations
to be a total loss to the national economy, whereas bilateral credit facilities would
actually be an indirect subsidising of the most promising industries in the Netherlands;
a policy which fitted into the traditional collaboration between government and industry

282 V.K.NARASIMHAN,1954,p.77.

2&3 Brussel,Benelux,21/7, Permanente Commissievoor de Coordinatie van de Nederlands-
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landen. CP(56)17, Brussel, 11.4.1956.
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in post-War Netherlands'". In January 1960, an interdepartmental commission was set
up to investigate all options'".

It was not so evident that the new tendencies towards increasing bilateral aid would also
apply to India. During the immediate post-War period, political and diplomatic relations
between India and the Netherlands had not been without stumbling-blocks. Already in
1947 the Dutch embasador A.Th.Lamping had been confronted by crowds shouting
'Lamping go home', while the Indian press blockprinted: 'Dutch Onslaught' or 'Dutch
Bestiality'i". This had to do with the way the Dutch had handled the Indonesia crisis.
Even before Indian Independence, the Indian Viceroy Lord Mountbatten had condemned
all suffering caused by military actions in Indonesia/", As a result, it took some time
before India decided to send an ambassador to The Hague, and then in 1951 it
considered closing the embassy'", During the same year, Indonesia joined the Colombo
Plan, pushing New Delhi towards a very negative stand on the issue of possible Dutch
involvement within the Plan292

• On the other hand, the Netherlands and the leftovers
of the Dutch Indies had not officially congratulated India on its independent dominion-
status, whereas the Indonesian republic did S0293. After the Indonesia crisis was over,
The Hague tried in vain to convince India of its 'goodwill'. Speeches by the Dutch
ambassador led to newspaper headlines such as 'Holland against Colonialism. Envoy
Tries to Convince India,294.Systematically, 'Holland' was referred to as 'one of the
foremost democratic countries ...' opposing the image of an 'imperialistic country?". In
July 1953, Dutch Foreign Secretary Luns visited India, promoting the good image of his
country'". But, the situation had created an uneasy feeling towards India among Dutch
businessmen. M.S.Mehta, Indian ambassador to The Hague, tried to break the vicious

287 Den Haag, AM. EZ, BEB 1960-64, 1858, 2.06.10, Nota Samenwerking met
ontwikkelingslanden.

288 Den Haag, EZ, BEB, 3748, Rapport van de commissie Van Ittersum. 52631, 7.4.1961.

289 Den Haag, BZ, 912.1, Lamping (ambassador New Delhi) to BZ, 4.8.1947.

2110 Den Haag, BZ, 912.1, embassy New Delhi to BZ, 23.8.1947.

291 Den Haag, BZ, 912.1, Winkelman (embassy New Delhi) to Boon (BZ), 5.4.1951; telegram
Winkelman to Stikker and Boon (BZ), 23.4.195t; telegram Stikker to embassy New Delhi,
31.5.1951; London to BZ, 1.6.1951; memorandum baron van Ittersum to Boon, 9.5.1951.

292 Den Haag, BZ, 912.1, embassy New Delhi to BZ, 19.2.1951.

293 Den Haag, BZ. 912.1. Mees (Wassenaar) to minister Overseas Territories, 11.9.1947.

294 Indian New Chronicle, Delhi, 19.4.1951.

29j Den Haag, BZ, 912.1, embassy New Delhi to BZ, 23.4.1951.

296 Den Haag, BZ, 912.1, embassy New Delhi to BZ, 20.6.1953.
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circle of distrust by imitating his Dutch colleague in New Delhi, describing India as
trustworthy and friendly towards trade and commerce'".

In 1953 new frictions arose in relation to the Pakistan problem. Indian diplomats had the
impression that The Hague favoured Pakistan both politically and commercially'".
There might have been some truth in the fact that the 'Zeitgeist' favoured Pakistan: to
the Western businessmen the example of Turkey proved that the Islamic mentality was
much closer to the Western mentality, especially in comparison with the
'incomprehensible' hindu lifestyle?". Islamic fundamentalism was non-existent and
migration had not yet confronted Western Europe with Muslim culture.

Since 1949 there had been enquiries as to whether Dutch technical experts could
contribute to the economic development of India'?', By the end if the 1950s, some
bilateral ad hoc initiatives would finally be taken in relation to the Indian small-scale
sector growth.

Meanwhile, in 1958 an India Consortium had been established by the World Bank in
response to India's worsening balance-of-payments situation. India had requested its main
creditors, Canada, West Germany, Japan, the UK and the US, for help over its increasing
debts. The inward-looking strategies of the second Five Year Plan had not prevented the
creation of a financial gap vis-a-vis foreign suppliers during the financial year 1957/58.
At first the new Consortium was merely 'the sum of a set of individual bilateral
responses'. However, from a purely bilateral character the Consortium changed into a co-
ordinating body for formulating a joint strategy. As such, smaller creditors also joined the
Consortium'?'. The Netherlands became the sixth member, but only on a provisional
basis. An evaluation was made as to the usefulness of participating in future similar
World Bank Consortia'".

The combination of two elements, the existence of a 'Consortium' framework and a
change of attitude in the Netherlands, as proposed by the BEB, would finally lead to
permanent Dutch participation to the India Consortium in 1962, thereby, up to a certain
extent, 'replacing' Indonesia with India and cotton textiles from family-owned small

:m Speech before 'Nederlandsche Maatschappij voor Nijverheid en Handel'; Den Haag, BZ,
600, telex Amsterdam to BZ, 18.4.1951.

298 Den Haag, BZ, 610.21, dir.-gen.Politieke Zaken to embassy New Delhi. 15.4.1953; van
Beusekom (envoy Karachi) to BZ, 25.4.1953; Memorandum Terwisscha van Scheltinge (Bureau
South Asia/BZ), 11.5.1953; 601.0, Terwisscha van Scheltinga (Bureau South Asia/BZ) to Knuttel
(Amsterdam).

199 Den Haag, BZ, 600, Zeilmaker to baron van Ittersum, 8.6.1950.

JOO Den Haag, BZ, 610.352, Zeeman (embassador New Delhi) to BZ, 20.8.1949; Koks (trade-
commissioner Bombay) to dir.-gen.EVD, 26.4.1948.

JOt J.WHlTE, 1967, p.22.

302 Den Haag, ARA, 1940/2, dir.-gen.BEB. Dir.KA/OL, nota 95,30.1.1961.
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companies with capital goods produced and distributed by one of the big Dutch
multinationals. A new era had started'?'.

J03 See Handelingen van de Eerste Kamer der Staten-Generaal, 1962.
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I.E/ BELGIUM: TEXTILES SUFFERING FROM THE BELGIAN DISEASE.

1) THE TEXTILE INDUSTRY: A LOW GROWTH RATE AFfER A QUICK
RECOVERY.

a.A Quick Recovery.
Like most West European traditional textile countries, Belgium was hoping to cover its
post-War debts through textile exports. However, immediately after the War raw cotton
and wool were not available to the Belgian textile industry and the use of electricity and
coal was restricted. Also, many textile mills had difficulties in finding spare-parts for their
German machinery'?'. About a year after the liberation of Belgium, its textile industry
produced only at half capacity. Specific sales regulations remained in force. A second
problem was that, since the Allied forces paid higher wages, the industry had difficulties
in keeping its labour force. At the same time, labour had become much more expensive:
the new 'Nationale Arbeidsconferentie' (National Labour Conference) of September 1944
raised wages by 100%. The labour scarcity in many sectors (such as textiles) permitted
the labour unions to demand even more raises. By 1948 the average wage level was about
four times the pre-War level. From then, the relatively high wages remained a feature of
the economic situation in Belgium.

Due to the comparatively strong position of the Belgian frank, by 1946 the imports of raw
cotton and wool had resumed and the production figures had reached their pre-war
levels. However, to overcome the problem of demand being higher than supply, the
government restricted exports and set maximum prices. This resulted in the resurrection
of the black market and hoarding by the producers in expectation of better market
conditions in future. Gradually, these export restrictions were abolished and the textile
sector again became one of the assets of the Belgian economy, especially in relation to
its exports. By the end of 1948 the Belgian economy reached a total recovery.

b.A Low Growth Rate.
As the demand and supply balance was restored, the consumer, instead of the producer,
became the pivot on which everything hinged. However, with the exception of the Korea
Boom period in 1951, the economic growth rate remained comparatively low. Domestic
demand reached a saturation point. On the other hand, the European market for textiles
expanded: from 1950onwards many countries liberalised their imports in accordance with
their availability to get new foreign exchange. Marshall aid, which had passed over
Belgium, made it possible to pay Marshall dollars for Belgian textiles. Other European
countries still lacked the financial capacity to import large quantitities.

However, the increased dollar expenses for import of raw cotton and US textile
technology weakened the international position of the Belgian textile sector. Also, raw-
wool-producing countries such as Australia and New Zealand, and raw-cotton-producing
countries such as India, had started their own textile industries. However, Belgium had
never made serious attempts to secure and expand its position in overseas markets. Thus,

:lOO London, PRO, Fa 123/610, British embassy Brussels, Memorandum: Commercial
Conditions in Belgium,September 1945.
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the new textile producing countries did not much affect the export of Belgian textiles: the
industry was mainly dependent on the Belgian and European markets. In fact the Belgian
government only considered valuta problems to be responsible for the production and
export stagnation of some traditional textile products. In reality, Belgium was flooded
with the cheaper Dutch mass-consumption products which could not be stopped due to
Benelux agreements.

At the same time, demand for specific products such as tapestry, knitting and
'furnishing'fabrics increased remarkably. The export of these products to the Netherlands
compensated to some extent for the imports of Dutch mass-consumption products. In
reality this change in demand predicted the textile crisis: mass-produced articles were no
longer competitive and the sector turned to its traditional high-quality luxury products.
However, this change took a relatively long time and the production of mass-produced
articles persisted. As a result many companies could no longer face the financial burden.
The number of Belgian textile companies and employees started dropping from 1955305•

At that time the total textile industry employed 164,000 workers divided among 3,779
companies. Many companies were engaged in only one of the many production stages
(spinning, weaving, ready-made clothing). This non-integration of production stages wasa typical feature of the Belgian textile sector'?', Especially the financial problems of the
Belgian ready-made and linen sectors had been an issue of discussion at the Benelux
level. However, for the time being, the problem was only seen to be the lower price of
the Dutch product. In fact, the Belgian delegations accused the Netherlands of unfair
competition due to 'abnormal' low wages'", Ironically, later on this argument would be
used by both Belgium and the Netherlands against cheap imports from developing
countries.

In September 1956, according to Henri de Lovinfosse, chairman-founder of the NV
Manta and deputy administrator of the SA Usines Cotonnieres de Belgique (Ghent), the
Belgian textile sector was facing only the beginning of a long and serious textile crisis.
Despite reasonable profits there had been no balance between the investment and
innovation efforts and the financial results. De Lovinfosse predicted a catastrophy 'if the
necessary measures to save our economic possibilities and our Christian civilisation are
not irnplernented't", Allover the world, governments were reducing markets through
tariffs, quotas, taxes, licences and domestic protective measures. Belgian efforts to
specialise resulted in thousands of qualities and designs geared to satisfying the demand
of the different export markets. However, once the Belgian producers managed to

:lOS R.EVALENKO,1968,p.422;R.VANDEPUTfE, 1985,pp.15-18,21,23,28,35-36 and 40.

306 L.DE SMET, HKEERIS and W.VLASSENBROECK,1974,p.ll

321 On the other hand the average number of spindles per Belgian firm was higher than per
Dutch firm: 51,206to 27,493.However, this might reflect a higher productivity of the Dutch
spindle;The Future of the European Cotton Industry, 1957,pp.Sl and 79.

322 See General meeting of the 'SA Manta', 12.1.1960;H. de LOVINFOSSE,January 1960,
ppl-B.
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penetrate into a foreign, mostly European, market, they were chased away as 'criminals'.
Apart from the European markets, de Lovinfosse also considered the less-developed
countries to be potential consumers: apparent overproduction in the West contrasted
sharply with the poverty and misery of two-thirds of mankind. In all cases the concept of
'government' caused the unattainability of both European and overseas markets'". De
Lovinfosse referred to 'Ie plus mauvais des patrons: l'Etat anonyme et totalitaire'. The
policies of many governments had led to a dangereous overproduction that reminded de
Lovinfosse of 'Gribouille qui se jetait dans la riviere pour echapper a la pluie ou a cet
ivrogne qui s'enivrait de plus en plus pour oublier sa honte d'avoir bu ...'310.

Considering this protectionism by governments, the fiscal disadvantages and the high
wages, H. de Lovinfosse, objected to the idea that the post-War generation of textile
bourgeois families lacked the innovative and entrepreneurial spirit of the previous
generations. He explicitly reassured the shareholders of the 'SA Usines Cotonnieres de
Belgique' in May 1956: 'A aucun moment de son his to ire, la direction des usines textiles
n'a deploye plus d'efforts qu'aujourd'hui, pour maintenir en vie les entreprises dont elle
est responsable?".

c.The Fall.
As there was a general recession during the summer of 1958, for the first time, profits in
the sector dropped considerably. Afterwards only a slight recovery was visible. Cotton and
wool products managed to keep up production, domestic rayon production clearly
dropped and jute and linen products were the first to collapse. The relatively low
wholesale prices were made possible by the fall of raw material prices. Yet, at the same
time they illustrated the strong competitive textile environmenr'".

This fall in Belgian textile competitiveness took place against a background of constantly
rising wages and social charges, very much in contrast to the Dutch situation'!'. At the
same time, inflation could be controlled, which was supposed to stimulate exports. Never
before had the Belgian employee and worker been so prosperous. Belgian labour costs
were the highest in Europe. However. since the growth rate of wages was higher than that
of prices, profits dropped slightly. Not surprisingly, the economic growth rate of Belgium
lagged behind that of other Western European countries. Between 1950 and 1960 the
Belgian GNP grew only by 3% per year compared to 7.6% in West-Germany, 5.5% in
Italy, 4.8% in the Netherlands and 4.3% in France. US businessmen expected that the

JOI} See shareholders' meeting of the 'NV Manta', 18 September 1956; H.de LOVINFOSSE,
September 1956, pp.2-3.

JIO See sharehoklers'rneeting of the 'SA Usines Cotonnieres de Belgique', 28 May 1957; H.
de LOVINFOSSE. May 1957. p.4.

311 See shareholders' meeting of the 'SA Usines Cotonnieres de Belgique', 22 May 1956; H.de
LOVINFOSSE. May 1956. p.l.

312 R.VANDEPUlTE. 1985, p.47.

313 I.FRANK, 1961, p.209.
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Belgian management would fail to meet the challenge of increasing production to
compensate for the labour costs, would reduce production and would take a beating in
foreign markets'".

Because of the slow economic growth rate, a number of laws had been passed from 1953
to foster productive industrial investments in general. Tax concessions were granted to
firms that amalgamated (i.e. the option to revalue assets and the waiving of taxes on
reserves). From 1954 to 1956, the textile industry was allowed to depreciate its equipment
more rapidly than usual'", However, in contrast to the Netherlands, Belgium continued
to charge sales tax on textiles: 11% on tissues, 9% on yarn (if not purchased by a weaving
mill) and 9% on ready-to-wear garments if manufactured by a weaver-tailor, 5% if
manufactured by a specialised tailor. Again in contrast to the Dutch producer, the
Belgian textile producer did not receive repayment of 5% tax on raw materials, helpful
accessories and contractor's work. However, the different situation in the Netherlands was
not because of the industry but because of the consumer who had not yet reached the
'Belgian' standard of living!".

It is against this background that pressure from the textile families on the government
resulted in some measures to rescue the industry. Unlike their Dutch colleagues, local
politicians in Belgium used every possible way to influence the decisions of the
government in order to save the threatened industries in their region. Thus, local
discontent was turned into government measures which compensated for other more
negative 'policies', either domestic or abroad. By 1958 some measures were specifically
aimed at saving the Belgian textile industry. For each kg of combed wool, a wool-carding
firm received 1 frank. Subsidies of 2,000 franks for each hectare cultivated in 1958 and
of 10,600 franks for each employee, were supposed to be incentives to flax cultivators.
The aid programme to Fabelta, a large rayon products factory, particularly symbolised
the special attention the government was prepared to give to the industry. In 1958 a
subsidy of 10,000,000 franks was granted to Fabelta. Cheaper rayon yarn would also
benefit the thread- processing industries, which now paid the same prices as their Dutch
competitors. Fabelta also enjoyed exemption from taxes on raw materials. Other plans
related to subsidising the jute sector. Finally, investment facilities were considered for
every textile company that was prepared to invest for reconstruction'". These and
similar intentions gave way to an overall industrial regional expansion policy, the
,expansiewetgeving'.

314 Washington, DC, NA, Box 4085,811.05100/11-155, The Business Outlook for 1956 in 20
World Markets, New York (Business International), 1955; R.VANDEPUITE, 1985, pp.51 and
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In 1959, the 'expansiewetgeving' was passed in order to create a better geographical
distribution of investments so that the special problems of certain regions undergoing
industrial conversion or less favoured otherwise, could be tackled more effectively. The
government provided reduced interest rates, state guarantees for certain credits, capital
subsidies, ten years' exemption from anticipatory levy on immovable property, interest-
free advances for the perfecting of prototypes, expropriation of land for industrial plants,
fiscal incentives to speed up depreciation schedules (especially in the research field), the
possibility of taking up state shares through the National Investment Corporation and
finally aid to new or expanding industrial undertakings from public authorities (state,
provincial, communal and intercommunal organisations)!".

However, many of these measures came too late to maintain employment in textile cities
like Aalst, Ninove and Geraardsbergen in the east of East Flanders. In addition to
textiles the other traditional industries were also hit in the same way: these were
breweries, cigar factories, shoe factories and match factories. The massive unemployment
in the regions where these industries were located could only be solved through massive
commuting to the service sector of the larger cities such as Brussels. The preparations for
the World Fair at Brussels in 1958 especially attracted many former textile workers'",

However, the producers still felt that tbe roots of the problem bad not been tackled.
Dutch wages remained significantly lower, energy costs in the Netherlands were much
lower and the Dutch revenue system was not as harmful to the industry as the Belgian
system. H. de Lovinfosse ironically described the situation as 'Nous concurrons, bien sur,
rna is nous les Belges, a velo si j'ose dire, et les hollandais a velo-moteur!', As a result,
within the Belgian textile industry the enthusiasm for Benelux and CEE had declined
rapidly; as long as the national industrial policies were not harrnonised the Belgian textile
product would not profit from trade liberalisation, The reduction of government influence
on trade without reduction of its influence on industrial policies would bring about the
reverse effect: to compensate for a destructive industrial policy, the Belgian producers
demanded more financial aid programmes and a return to commercial protectionism'",

One should take into account the textile industrial structure in Belgium: relative small
production units were each managed by a different family. The average number of looms
per production unit (factory) in Belgium was only 219, whereas in the Netherlands this
figure amounted to 785. The productivity difference between the two countries (excluding
clothing) was reflected in the number of workers per unit: 16 in Belgium and 12 in the
Netherlands. In the case of the clothing industry, these figures were respectively 8 and
6. In any case, the Belgian textile producers lacked financial breathing space. As a result,
they could not take the risk of investing in new technologies in more promising sectors.

311 Den Haag, EZ, BEB, 2745/1, Note by the GATT-Secretariat: Adjustment Assistance
Measures Relating to the Cotton Textiles Industry, 15.12.71, p.20-21; EZ, BEB, 3135/3, Verslag
van de dertiende vergadering van de Werkgroep InternationaaI Beleid gehouden op dinsdag 12
oktober 1965 te 10.00 uur. C/WG.4/N/13, p.3.
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Consequently, a transfer to the high-tech, services or transport sector was not considered
by the textile entrepreneurs, and pressure on the government to save what was left of the
industry increased?'.

Occasionally, the growing imports from developing countries were also mentioned as an
important reason for industrial conversion. But the loss of markets in general was still
causing the most concern. In January 1960, during a general meeting of the S.A.Manta,
H.de Lovinfosse accused the Congo authorities of neglecting the interests of the
'aboriginals'. Tariffs kept away the Belgian textiles which would decrease the retailers'
price. De Lovinfosse in general thought that the consumer, who represented the 'general
interest', was discriminated against by producers' coalitions, whether they were of
employers or employees. To solve the crisis of 1930, the proposals of Keynes and others
had to be implemented, 'mais il y a direction et direction. La direction peut etre fausse
et la direction peut etre bonne. C'est malheureusement dans une fausse direction que
I'Etat mod erne s' est engage depuis la crise de 1930'. De Lovinfosse was well aware of the
seriousness of the situation and introduced his listeners and readers to the downfall of
the textile sector in the 1960s: 'En depit de l'euphorie de l'Exposition de Bruxelles, notre
pays s'est peu a peu irnrnobilise dans un malaise dont Ie textile a profondernent pati ainsi
qu'en temoignent la disparition de firmes reputees et les graves menaces qui ont pese sur
les autres. Depuis la grande crise de 1930 nous n'avons pas connu un desequilibre plus
sensible entre la production et la consumation'P,

The international business community paid little attention to the lamentations of the
Belgian textile sector. However, in New York, Business International wrote in 1956:
'Belgium has not kept pace with the rest of Europe in the shift in industrial products:
away from products such as steel and textiles towards highly finished capital equipment
and a wide range of manufactures'. The stubborn position of both employers and trade
unions was blamed for the 'Belgian disease?".

2) THE COMPLETION OF A SOCIAL WELFARE STATE IN BELGIUM.

a.The Background: Belgium as the Post-War European Paradise.
Already in 1946 the industry recovered and by 1947 the original level of employment was
restored. Quite often the employers faced labour shortages. Consequently, more measures
were taken against unlawful absence from work. Trade unions often failed to take a stand

321 On the other hand the average number of spindles per Belgian firm was higher than per
Dutch firm: 51,206 to 27,493. However, this might reflect a higher productivity of the Dutch
spindle;The Future of the European Cotton Industry, 1957, pp.81 and 79.

322 See General meeting of the 'SA Manta', 12.1.1960; H. de LOVINFOSSE, January 1960,
pp.1-8.

323 Washington, DC, NARA, 4085,811.05100/11-155, The Business Outlook for 1956 in 20
World Markets, New York (Business International), 1955.
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in this maner'". However. at the same time they managed to introduce national
minimum wages, thereby decreasing the wage differences with other sectors?".

As described before. the average real wage per hour in the Belgian textile sector was very
high, especially in comparison with the Dutch textile sector. However, according to the
Benelux Commission for Social Questions, the real purchasing power was impossible to
measure since the consumption habits in the three countries were quite different (average
family budgets). Also, one should bear in mind tbat, especially in the case of workers, the
social contribution share within the wage amount was considerably higher in Belgium and
Luxembourg. However, there is no doubt about the comparatively higber standard of
living of the Belgian and Luxembourg worker in general compared to most other
European countries!". In 1984, V.Thijs, a reporter for the socialist trade union,
admitted that Belgians were described by the French as 'les Americains du Nord' while
the Dutch claimed that, while getting richer, they were starving to death, whereas the
Belgians were eating while getting poorer'",

This situation would continue to exist throughout the 1950s. Considering the differences
in demographic and economic structure of the three Benelux countries, the governments
denied the need for an harmonisation of wages and of the social security systems, despite
their endeavours to create a single labour marker'", One should bear in mind that
since 1930 the Belgian population had augmented very slowly: from 8,092,000 to 8,603,000
in 1949. In addition the average age was rather high. As a result, the pressure on the
labour market was relatively low. The same phenomenon existed in Luxembourg: here
the population actually dropped from 300,000 to 293,000 during the same period'". Not
surprisingly the priorities choosen by Belgian and Luxembourg trade unions and other.
groups did not include the expansion of labour demand as such, but much more a rise
in the general standard of living of the working population, based on a legal minimum
wage330

• As a result strategies for job creation were neglected and emphasis was placed
on job security and higher wages for trade union members.

32A KB in Staatsblad. 18.1.1951.

m M.STANDAERT (ed.). 1988. p.31.

:m Brussel, Benelux. 27/1. Premiere reunion de la Commission des questions sociales, La
Haye, 23.12.1948.

327 ' ... de Hollanders beweren dat zij zich rijk hongeren, terwijl wij ons rijk eten'; Syndicale
Kroniek. Volksgazet. 30.8.1948; V.THIJS. 1967, p.174.

328 Brussel, Benelux. 27/1, Commissie voor Sociale Vraagstukken. Antwoord op de door de
Raadgevende Interparlementa ire Beneluxraad aan de Regeringen gedane Aanbevelingen. OS/ipr
(59) 4, Brussel, 14.09.1959.

329 Brussel, Benelux. 27/1. Commission des questions sociales. Rapport sur les problemes
dernographiques des pays du Benelux. CUE-OS (51) 3. Annexe VI, Brussels. 14.11.1951.

3:10 Brussel, Benelux. 27/1, Commission des questions sociales. Rapport au Conseil de l'Union
Economique. CUE-OS (51) 3, Brussels, 13.11.1951.



96

b.Active Trade Unions Confronting Economic Ups and Downs. 1948-.
However, the quick recovery ended when the deprived domestic market was satisfied and
the foreign markets did not provide the necessary demand. By May 1948, 11,857 textile
workers (excluding those in the ready-made industries) had lost their jobs (of which 8,415
still could continue on a part-time basis) against only 3,760 in May 1947. In the ready-
made sector, the fall was even more phenomenal: by January 1949 about 19,000workers
were fully or partially unemployed (about 32% of the sector). As a result, consultations
between employers and labourers ('paritair overleg'), especially in the ready-made sector,
turned out to be very difficult. An official national platform for these consultations, the
'Nationale Paritaire Commissie der Textielnijverheid', was set up in April 1949, but did
not produce any results. During its second post-War conference in October 1949, the
Catholic Textile Union, the 'Christelijke Centrale voor Textiel- en Kledingbewerkers'
(CCfKB), emphasised both the creation of employment within the sector and the need
to hold on to the sectoral execution of the agreed top-level consultations on labour issues.
However, by then the workers were no longer prepared to accept harmony with the
employers. Most of the participants accused the employers of being reactionary. The old
fashioned family structures of the textile industry hampered the necessary adaptation to
a new international environment. The new secretary of the trade union, Lucien Fruru,
mentioned the domestic production in some developing countries as one of the main
problems to be dealt with. On the other hand, he also thought that a general
improvement in the average purchasing power on a global level would also improve
Belgian textile export performance, if the producers would only give up their
individualistic thinking and work together with the workers and other producers for a
better future!". According to Fruru, the absence of multinationals in the Belgian textile
sector was exactly what provided an excellent atmosphere for agreement between the
social partners .and for a realistic assessment of the possibilities in the sector'".

Despite a socialist victory during the first post-War syndicate elections and
dissagreements concerning the return of King Leopold III (,Koningskwestie'), the Catholic
trade union agreed to co-operate with the socialist 'Textielarbeiderscentrale van
Belgie'(TAf'B). Both trade unions joined forces to obtain a better standard of living for
all workers in the textile sector'", Despite relatively high textile wages during the
immediate post-War period, demands for a rise in wages finally resulted in the general
strike of June 1950. Since the textile crisis of 1948 the gap between the average textile
wage and the average industrial wage had widened. The main argument of the employers
was that the gap between Belgian and foreign wages would ruin the competitiveness of
the Belgian textile product. Dock workers in Antwerp and Ghent refused to ship the raw
textile materials necessary for the Belgian textile industry. This solidarity among workers
forced the employers to come to an agreement. The Catholic Minister of Economic
Affairs, Gaston Eyskens (CVP), brought the two parties together and a satisfactory
compromise was reached. The success stimulated the co-operation between the two trade
unions.
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.In the meantime, the competitiveness of the Belgian textile product kept on worsening.
This made the Catholic trade union set up a study bureau. It was realised that
competitiveness was a powerful argument in the hands of the employers. The trade union
tried to provide an alternative which would put the 'competitiveness argument' in a more
relative perspective.

Despite the ongoing tensions with the employers, in January 1951 the 'Textile and Ready-
made Garments' Sectoral Council ('Bedrijfsraad Textiel en KJeding') was officially set
Up334.The new council was supposed to bring together different opinions. However, the
attitude of the employers, who felt betrayed by their workers, made discussions very
difficult. They portrayed themselves as a threatened group, as the only defenders of
private enterprise, struggling for survival. Each time the comparison with foreign
countries, very often the Netherlands and France, a few times with the developing
countries, made their feelings and arguments very strong.

In October 1951 the Catholic Minister of Economic Affairs, A'Coppe (CVP). pointed out
that co-operation between labour and producers was the only way to benefit the industry
as a whole. He presented a charter (,Charter van de Bedrijfsraad der Textiel-en
Kledingnijverheid') which proclaimed workers' co-management of companies. After eight
days the employers finally agreed and a historic charter in Belgian social history was
signed. The Korean boom had made the economic situation somewhat better and
consequently more suited to social agreement.

However, after the Korean boom (from 1953), employment in the sector again declined
significantly. Employers and labourers once again failed to agree on most issues.
Considering the growing unemployment, trade unions favoured a kind of rotating division
of available work among the labour force. In August 1954, an agreement encouraging the
use of labour in rotation was signed within the national platform, the 'Nation ale Paritaire
Commissie Textiel'.

However, this agreement would have no practical meaning since in 1955 the sector again
slightly recovered and employment opportunities to some extent grew. The employers
were prepared to go along with some of the demands of the trade unions, such as the
introduction of the 45 hours week and the application of the principle 'equal work, equal
pay', raising women's wages. The mutual distrust in the representative committees
("paritaire comites') gradually disappeared'".

The results of these economic ups and downs was that in 1955 the textile industry still
employed 164,000 workers, divided among 3,779 companies'". These workers bad never
before been so prosperous. The growth rate of wages was higher than that of prices and
the creation of a vast social security framework was completed. The 'arrears' in the fields
of wages and social conditions gradually declined.

334 KB in Staatsblad, 18.1.1951.

m L.PAUWELS, 1986, pp.137-152.

3Jj) R.EVALENKO, 1968, p.422.
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c.The Beginning of the End.
During the second half of 1957 the dream ended; especially, the closure of a large textile
factory in AaJst gave a psychological shock to textile labourers. Other enterprises started
intensively applying a rotating labour division system employing workers by shifts. The
linen (facing French and Russian competition) and jute (facing Pakistani and Indian
competition) sectors were most hit. On the other hand, employment in the ready-made
sector stood firm'".

Trade unions now started actions to avoid sudden closures which were unnecessary from
a financial point of view. By the end of 1958 the situation improved and an agreement
to share productivity profits was reached: productivity premiums were awarded to all
textile workers. In March 1959 the Catholic trade union succesfully stopped the closure
of the jute weaving mill 'Calcutta' in Sleidingerr'".

d.Towards a Social Pact. 1958-.
After the electoral victory of the Christian Democratic CVP in 1958 and the
implementation of the Economic Programming CEconomische Programmatie'), 'Social
Programming' was also started. In stead of annual negotiations within the representative
commissions ('paritaire comites'), long-term strategies became possible through this
'Programming'. Both the socialist and Catholic trade unions agreed to this new principle.
On May 11th 1960 a new Social Pact (,Sociaal Pact') was signed, putting the idea of
'Social Programming' into practice for the first time. According to the CCTKB secretary
Fruru, a subsequent agreement based on the 'Social Pact' and signed by the CCTKB, the
TACB and the employers' federation FEBELTEX in September 1960 was of 'historical
importance': employers raised the living standard of their labourers on a voluntary basis,
completely in accordance with the original intentions of the trade unions. Up to the end
of 1962 the workers would receive wage rises!". This success of the trade unions vis-a-
vis the employers has to be related to the highest degree of organisation in Europe: by
the end of the 1950s more than 90% of all textile labourers had joined a trade union'".
As much producers felt that their Belgian competitiveness could no longer be looked for
in price levels, but rather in higher quaJity and exclusiveness of the product.

331 Brussel, Benelux, 27/2, Antwoord van de Commissie voor SociaIe Vraagstukken op de
vragen 1, II, IV, V en VII van de Interparlementaire Beneluxraad inzake werkgelegenheid en
werkloosheid. QS(58)3, Brussels, 2.5.1958.

331 L.PAUWELS, 1986, pp.152-155.

3J9 Ibid.

340 M.STANDAERT (ed.), 1988, p.49.
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3) BELGIUM: A CHAMPION OF FREE TRADE?

a.Belgium as Creditor to Europe: an Argument for Free Trade?
Belgium emerged from the War relatively unscathed and with her Congo relationship
intact. In contrast to the War-damaged Netherlands, Belgium adopted orthodox domestic
fiscal and financial policies and a rather liberal regime in foreign trade stressing the
hardness of the frank. However, this 'laisser-faire' policy was a simple reaction to the
favourable position of Belgium in the European market and did not reflect any post-War
principal standpoinr'". Belgium felt it could afford to admit North American goods
more liberally than its neighbours, but was constantly being admonished by the latter not
to continue that policy. For the policy meant, in effect, that the other countries could not
sell as much to Belgian citizens and could not afford to buy as much from Belgium'".

In addition, Belgium no longer had the reputation of the perfect liberal country. From
its policies during the 1930s Belgium had gained experience in using protectionist tools
in many different ways, especially when directed against finished industrial products, and
would implement these without any pangs of conscience. In any case, Belgium's liberal
policy after the War should be considered as opportunistic behaviour which did not in
itself contradict the government interventions and protectionist policies in the case of the
textile industry by the end of the 1950s.

In theory, after the liberation, trade relations with India were still regulated by a bilateral
agreement with the UK which dated from 27th July 1898343• In reality, except for the
UK, there was no need for a separate bilateral agreement with any of the Sterling zone
countries and Canada. In most cases these were simply regarded as belonging to the
OEEC countries.

b.The New Framework: the Benelux.
From 1st January 1948 a common tariff became effective in the three Benelux countries
and gradually a joint policy of contingents was introduced'".

b.1 )Ouotas.
The Benelux quota policy, as described in the chapter on Dutch trade policies, was also
applied to Belgian foreign trade. Thus, here also textile imports from India did not face
quantitative restrictions since the lower Indian prices were largely offset by the still
existing tariffs. Also, the cloth imported from India was of medium quality and did not

)4, I.FRANK, 1961, pp.72-73; V.VAN ROMPUY, in ESB, 5.11.1947.

342 R.VERNON, October 1954, p.ll.

343 Brussel, Benelux, 21/1, Conseil des Accords Commerciaux. Overzicht van de in 1950 door
de BLEU ondertekende of verlengde handelsaccoorden. CAC-CP (51) 44, Brussels, 15.3.1951.

3014 This was explicitely put forward in a commercial policy protocol on 9.12.1953; Brussel,
Benelux, 21/13, Permanente Commissie voor de Coordinatie van de Nederlands-Belgisch-
Luxemburgse Handelspolitiek. Ontwerp van de Nederlandse delegatie. CP (59) 173, Brussels,
3.12.1959; I.FRANK, 1961, p.75.
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threaten the Belgian (Benelux) producr'". In fact, unlike the Dutch government, the
Belgian government regarded the liberalisation agreements with the OEEC countries as
having also a binding effect in the case of Commonwealth countries, including India. As
such, India enjoyed an almost complete 'most favoured nation' treatmenr'".

In the case of Belgium, additional exceptions should be mentionned in relation to textiles:
imports of nylon stockings from the dollar and sterling zones were subject to a minimum
price limit. Italian importers of this product needed a certificate guaranteeing that the
export price was not lower than the Italian market price347.

A very different kind of quantitative restriction was introduced when in March 1958
Belgium (the Benelux) joined the 'Noordwijk Convention', together with India. Belgian
(Benelux) firms made a formal promise not to re-export imported goods to the member
countries'".

b.2)Tariffs.
In the same way, the Benelux tariffs, as described in the chapter on Dutch trade policies,
were also applied to Belgian textile imports. As a result, after the War the Belgian
specific tariff system had to be adapted to the Dutch ad valorem system'".

A major problem arose when the EEC started negotiating the external tariff towards
other OEEC countries. In 1958 Belgium, together with France and Italy, believed that
special treatment would be necessary in the case of textiles. The principal fear was that
even the most elaborate rules could not adequately prevent cheap Commonwealth Asian
textiles from flooding in. The French textile industry strongly opposed application of the
regular tariffs to imports from India and Hong Kong, as contained in the declaration of
the 'Union des Industries Textiles'i". These attitudes would facilitate the adoption of
an International Cotton Textile Arrangement in the 1960s.

34~ S.KJAIN, 1988, pp.579-593.

346 Brussel, Benelux, 21/10, Permanente Commissie voor de Coi:irdinatie van de Nederlands-
Belgisch-Luxernburgse Handelspolitiek. Rapport van de Permanente Commissie over haar
werkzaamheden gedurende het jaar 1957. CP (58) 29, Brussels, 26.2.1958; PV Notes 23·50/1,
Commissie voor lndustrie en Handel. Werkgroep 'Textiel'. CIC/t (58) 1, Brussel, 9.9.1958.

341 Brussel, Benelux, PV Notes 23-50/1, Commissie voor Industrie en Handel. Werkgroep
'Textiel'. CIC/t (58) 4, Brussels, 13.10.1958.

34t Den Haag, ARA, BEB, 2093, Document de travail. 1/9877/62-F, Brussels (CEE,
Commission Dir. Gen. des Relations Exterieures), 22.11.62.

349 J.STEELS, 1945, pp.321.322.

350 I.FRANK, 1961, p.220.
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4) DEVELOPMENT AID ROOTED IN A BELGIAN COLONIAL PAST.

In Belgium, development aid and credit supply had always been the exclusive area of
private initiatives, Belgian financial groups and the Catholic Church. During the 1950s
the first modest government aid was given to a small number of projects in the Belgian
Congo and Rwanda. In fact, the Belgian attitude was very similar to that of France and
the UK35I.

Nevertheless, the US considered Belgium a potential ally in the struggle against
communism because of its higher level of industrial efficiency and higher living standards.
However, since Marshall aid only had an indirect role in the Belgian economic recovery
after the War, the Marshall Plan never stimulated the birth of a Belgian aid poliey'",
Significantly, by 1959 the Belgian contribution to UN multilateral aid was only $0.7
million whereas the Dutch share amounted to $4 milliorr'".

In fact, both France and Belgium were still experiencing their colonial age. Whereas the
Netherlands was violently pushed into a new international order (the Indonesian war),
creating at the same time a guilty conscience, a country like Belgium projected its own
colonial situation to the newly independent Indian dominion and republic. In his letters
to the socialist Minister for Foreign Affairs, Paul-Henri Spaak (PSB), the consul-general
in Bombay, Georges Carlier, emphasised the quality of what the British had left behind
(honest and hard-working Indian civil servants) and expressed dislike of the 'new India'
(the 'corrupt' politicians, especially the Congress leaders). Carlier observed an increasing
tension between the old administration and the new politicians who put their family
members in important departmental positions. He agreed with the more critical Indian
newspapers which were already well aware of the dangers of nepotism: important families
were ironically described as 'a team for national good'P',

In addition, some recent events suggested a somewhat difficult relationship which did not
encourage the giving of aid to India. Already in the 1930s there had been problems with
the presence of an Indian middle-class in Belgian Congo'". During the War there had
been a connection between the new India and the German invader: in October 1942 the

351 G.HAPRINCE, March 1976, p.175; M.VAN MEERHAEGHE, in TBH, October 1955.

J52 Brussel, BZ, 5216, Earl Bunting, managing director to National Association of
Manufacturers, New York to baron Silvercruys, Belgian embassador, Washington,D.C., 30.6.50.

:lS3 Den Haag, ARA, 1939/2, Nota: Hulp aan onderontwikkelde landen, 1960.

354 Brussel, BZ, 12118, Georges Carlier, consul-general Bombay to P.-RSpaak,
No. 10157/1730, d'ordre 264, Bombay, 12.6.1948.

3SS London, PRO, FO 371, 22875, Report on the Treatment of British Subjects in the Eastern
Provinces of the Belgian Congo and in the Ruanda-Urundi; 22874, letter sir Thakurdus to Indian
government, 15.2.1939; Foreign Office (London) to India Office (London), 16.3.1939; letter
Imperial Indian Citizenship Association (Bombay) to Gov.of India, 15.2.1939; letters consul-
gen. Mason to FO, 5.5.1939 and 27.4.1939; letter consul-gen. Joint to Hutcheon, 5.5.1939; G.DE
VYLDER, 1985, pp.272-281.
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leader of the radical Swaraj Party and ex-mayor of Calcutta, Sub hash Chandra Bose,
sought inspiration for building the new India by visiting the 'New Order' in Belgium.
Among the people he called on was H.Elias, the leader of the VNV, a collaborationist
political party. After his visit to Belgium, Bose would organise with Japanese logistic aid
a 'liberation army' in order to expel every Englishman from India'". Finally, in 1947,
during the troubles in Kashmir, a Belgian Mother Superior of the local Franciscan
congregation was killed'", In general, the vast Belgian missionary presence was not
much appreciated by radical and religious segments of Indian society and of the Congress
Party'",

After Independence, Belgium became trapped in the Indo-Pakistani despute. In January
1948 Pandit Nehru invited the Belgian ambassador, the Prince de Ligne, to discuss the
question of Kashmir. Both India and Pakistan wanted to control this Muslim state in the
Indian Himalayas. Belgium was highly regarded as a neutral observer since it had held
the chairmanship of many international organisations=", In addition, a possible 'Benelux
solution' would be acceptable to India: Kashmir would be economically linked to India
as Luxembourg was to Belgiurrr'". As a result, the Belgian General Delvoie was sent
to Kashmir as military advisor of the special UN Commission for India and Pakistan. At
first the Indian government favoured the presence of the general as UN observer on the
spor'". However, by 1949 the Commission had split over a 'Belgo-American' proposal
for a permanent ceasefire and a political status-quo, and a Czech-South-American
proposal for further negotiations more or less favouring India'". On many occasions,
Delvoie opposed 'exagerated' demands from the Indian side and was also able to prove
the incorrectness of Indian information about Pakistani violations of the ceasefire. From
that time, New Delhi tried to prevent the general from intervening during discussions in
the UN Security Council'?',

Thus, the Indian government and the 'Hindus tan Times' launched attacks against the
integrity of the Belgian UN representative: in October 1949, General Delvoie was

3$6 After the Japanese capitulation Bose was killed in a plane crash; L.BIANCO, 1984, ppJl
and 155-156; G.DE VYLDER, 1985, p.270.

m L.COLLINS and D.LAPIERRE, 1976, p.390; G.DE VYLDER, 1985, p.271.

358 G.DE VYLDER, 1985, pp.58-176.

359 Brussel, BZ, 12761, Prince de Ligne to P.H.Spaak, PII a/1460, d'ordre 182, New Delhi,
6.5.1948.

Jal Brussel, BZ, 12761, Prince de Ligne to P.H.Spaak, N.P/la/832, d'ordre 20, New Delhi,
18.1.48.

361 Brussel, BZ, 12761, Prince de Ligne to P.H.Spaak, New Delhi, 19.4.1949.

362 Brussel, BZ, 12761, General Delvoie to P.H.Spaak, Srinagar, No.4, 30.6.1949.

363 Brussel, BZ, 12761, C.Figault de Beaupre, charge d'affaires a.i., to Duvieusart, minister
for Economic Affairs, New Delhi, C.I/33/7144, d'ordre:583, 4.10.1949.
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accused of transporting goods confiscated by the Indian government to Pakistan.
However, according to the Prince de Ligne, these goods were the property of the Afghan
Princess Effendi. The Afghan government had approached the government of the Indian
state of Jammu and Kashmir to preserve and protect the princess' property. The Prince
de Ligne protected the interests of the General while visiting the Foreign Office in New
Delhi. In this way, the alleged favoritism of the Belgian general could be refuted. The
honnor of the 'brilliant general', as the Prince called him, had been saved'".

India continued to be suspicious of Belgium in relation to the Kashmir problem because
of Belgium'S NATO alliance with the US, which gave military aid to Pakistan. According
to the Indian government, if this aid had been converted into non-military aid, the Indian
economy would have been able to use a large portion of its military budget for peaceful
uses, where it was sorely needed. As a result the US and its allies were distrustedt".

On the other hand, the affair also reflected the Belgian attitude towards India as a
confusing and complex Hindu giant and Pakistan as a mono-theistic and better organised
Muslim country. One should take into account that Islamic fundamentalism was not yet
an issue at that time.

However, on the whole these Belgo-Indian political manoeuvres did not harm bilateral
(textile) trade policies in any direct way.

Prince de Ligne also expressed fears for the 'communist danger', hereby providing a
possible reason for development aid to India366

• In October 1952, the Belgian
ambassador in Oslo mentioned the Norwegian technical and economic aid programme,
the first of its kind, to the Indian state of Himachal Pradesh!". But throughout the
1950s Belgium did not see any cause for an extensive aid programme. Only a few
economic interests had to be protected in India and 'aid' was viewed as being due only
to the African colonies.

Finally, another issue that India regarded as very important was 'anti-colonialism', and
Belgium still had not freed its colonies while the Netherlands, and of course the UK, had
adopted a policy of gradual completion of the decolonisation process. The freeing of the
French territories (Pondicherry) in India itself proceeded very smoothly but there was a
direct conflict with Portugal over Goa. In 1956 India annexed Goa without reaching an
agreement with Portugal. Distrust towards colonial powers grew, and the French and

:1<.1 Brussel, BZ, 12761, Prince tit! Ligne to P.VanZeeland, P26/7496, u'ortlre:635, NewDelhi,
25.10.1949.

36S New York, UNA, RAG 3/10, TE 322/1. UN TechnicalAssistance Missionon Statistics
Econometrician in India. 1957-1960.

3M Brussel, BZ, 12118, see letters prince de Ligne to P.-H.Spaak, 1949.

)67 Brussel,BZ, 12621, Ch.Viersek,ambassador, to P.van Zeeland, minister BZ (FO), Oslo,
31.10.1952.
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Belgian policies in Africa were disapproved of. France carried with it the advantage of
an anti-American reputation but Belgium was too faithful to NATO to be trustworthy
from an Indian point of view'".

368 D.KUMAR. 1966. pp.S3 and 66.
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I. Fj CONCLUSION. 1945-1961.

Due to an increasing domestic market and the Korea boom, India witnessed growing
production and export figures during the immediate post-War era. However, very soon
its emphasis on its domestic market resulted in a steady deterioration of its competitive
ability in the world market. This was reflected in the actual textile export increase to the
Benelux, which remained far below the hypothetical increase (see the Constant Market
Share Analysis). Thus, India's inward-looking policies seemed to have had a negative
impact on the country's export performance. Consequently, India was incapable of using
textiles as 'textile dollars' in order to fight an increasing debt problem created by the
necessary imports to achieve self-sufficiency. By the late 1950s, the debt problem had
become the major obstacle in the realisation of the Five Year Plans.

The inward-looking policies were characterised by strict government planning towards
increasing production through development of large-scale heavy industries, stimulation
of deconcentration in sectors such as the textiles in order to compensate for the labour
extensiveness of the new large-scale industries, and adoption of a very restrictive import
and export policy necessary to introduce these inward-looking plans. Thus, the
government neglected the problem of the growing relative high-cost and uncompetitive
small-scale production.

The interests of specific groups determined the policy choice: the government itself,
investing in large-scale heavy industries, collaborating with both the organised 'elite'
workers of the large-scale sector and the new middle class, consisting of the old land-
owners and money-lenders who had become small-scale (textile) entrepreneurs. This
system, derived from the co-existence of socialism and traditionalism (favouring brahmin
and other high-caste interests), to some extent consolidated the old 'caste' system. Despite
its capitalist potential, India fell asleep'".

In the meantime, traditional textile-producing European countries expected their textile
sectors to eas their post-War deficit burden. The Netherlands especially did not fail to
invest huge amounts of Marshall dollars in the reconstruction of the sector. Belgian
producers adopted a similar attitude, but did not enjoy Marshall aid since they were
financially better off.

However, most of the overseas 'Southern' markets were lost (like India they became self-
supporting) and imports from Northern countries increased. Imports from the South also
occurred but did not keep pace with other imports. Yet, the very existence of the new
production capacity in the South made the 'Low Countries' and other European countries
regard Asian producers as a possible threat to their own post-war textile investments. In
the case of Indian imports, this had not yet been translated into a restrictive import
policy. The poor performance of the Indian exporters can thus mainly be viewed in
relation to Indian policies.

3lI9 See F.B.TIPTON and R.ALDRICH, 1987, pp.174-187.
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At the same time, the GAIT liberalised the trade policies of most European countries
to some extent. The Benelux countries maintained lower import tariffs on textiles than
most other countries and applied 'self-limitation agreements' only in some rare cases.

From 1958 onwards, the Netherlands permanently took up the role as defender of the
free trade principles within the new-born EEC. ..The Dutch producers did not explicitly
protest against this attitude of their government. The average company size was large
enough to try out new investments and the traditional linkages of the Dutch economy to
trade and commerce provided the industrial sector with more alternative investment
possibilities. These possibilities of capital mobility explain why the family transcended the
company as the economic and financial unit. Meanwhile, Dutch trade unions emphasised
employment creation for the expanding labour market, imbeded in possibly a kind of
'Calvinist' feeling of responsibility towards the US donor. Here job creation did not imply
government financial aid and protectionist trade policies but the willingness to 'tighten
its belt' in close collaboration with the government and industry. Increasing
competitiveness through cheap labour was supposed to lead to more jobs and more
prosperity, within the framework of a free world market.

These policies caused frictions within the Benelux since the Belgian government, backed
up by trade unions and textile producers, welcomed the move towards textile
protectionism. By the end of the 1950s, the disagreement on this issue, between the two
members of the Benelux, the BLEU and the Netherlands, had become visible. Belgium
turned out to be everything the Netherlands was not. First of all, the traditional textile
industries in Flanders showed much less capital mobility than their Dutch counterparts.
As a result, the interests of company and family very often coincided. Also, a large retail
network with international ambitions did not exist. As a result, the interests of the
Belgian consumer were overlooked: after all, the Belgian worker already had the highest
average wage in Europe. Meanwhile, Belgian trade unions were not challenged by an
intensively growing labour market and a vast publicity campaign by the US donors.
Instead, from the beginning they emphasised the introduction of the' American dream'
and demanded higher wages, even if the producer had to seek for government
compensation for the financial losses due to high wage costs. When finally job security
was also no longer evident, both trade unions and employers welcomed the trend to
restriction of textile imports.
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II. AI A QUANTITATIVE APPROACH: THE ERA OF TEXTILE TRADE
STAGNATION.

1)FROM A WORLD MARKET POINT OF VIEW: MAN-MADE FIBRES AGAINST
DEVELOPING COUNTRIES.

According to table I international demand for textiles could keep pace with the world
trade trend in general. In the 1970s there was even a comparatively high growth rate. Of
course the phenomenal growth of both world and textile trade in 1974 was partly due to
the higher oil prices.

Table 1: Value and growth rate of world and world textile import, x $ 1,000,000,000,
1962-1974.
World Import World Textile Import
~ ~ Indices ~ Indices
1962 151.20 100 7.00 100
1963 168.70 111 7.56 108
1964 172.40 114 8.58 122
1965 186.40 123 6.87 98
1966 203.80 134 7.68 109
1967 214.70 141 7.65 109
1968 239.20 158 14.03 200
1969 272.60 180 16.40 234
1970 312.00 206 18.64 266
1971 349.40 231 21.74 310
1972 414.70 274 26.65 380
1973 574.30 379 35.40 505
1974 835.60 552 43.03 614
(Source: International Trade, GATT, Geneva)

However. whereas the share of manufactures in general in world exports rose from 55%
in 1960 to 62% in 1973, the share of textiles within the manufactures dropped from
11.1% to 8.1% during the same period. Thus, the 1950s trend of an overall decline in
textile exports continued. However, in absolute figures, the textile world trade seemed to
recover slowly from its collapse during the 1950sl. In relative terms, the downward trend
was present in all textile sub-sectors. First of all, the rate of growth of cotton textile world
exports in the 19605 was much reduced. The high increase in cotton clothing was not
reflected in the overall figure" Also, the trend in world exports of jute products was
disappointing: its growth rate had gradually dropped since the 1950s3

• In addition, m
product exporters faced an increasingly depressing situation. On the other hand, ~

I A.G.KENWOOD and A.L.LOUGHEED. 1988, pp. 303-304.

2 K.DEB, 1976, p.46.

3 K.DEB, 1976, p.30.
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product exporters had reason for more optimism, especially if they were trading in the
famous oriental carpets".

The emergence of inexpensive man-made or synthetic substitutes in the developed
countries certainly has been one of the reasons for the slow recovery of the international
textile trade. While cotton was traditionally produced in developing countries, the
production of man-made fibres, on the other hand, was for the most part concentrated
in industrialised countries'. At the same time, the production of man-made fibres in
general rose considerably; non-cellulosics had the largest share in the increased
production. In 1960 the share of synthetic fibres bad already reached about 22% of the
world market. As a result, after a short export increase period, Indian cotton yam and
tissues were no longer in demand in the West6• Not surprisingly, the production of
synthetics was increasing in those countries like India which formerly had not produced
them. Moreover, the producers of man-made fibres in developed countries - in spite of
the fact that the production was capital-intensive - apparently deemed it more
advantageous to transfer part of their productive capacity to the developing areas",

However, this evolution, and consequently the strategies of European and Indian
planners, were influenced by price movements of natural and man-made fibres. The
prices determined the way in which and the rate at which the capacities of the traditional
processing industry increased and decreased again", It should also be kept in mind that,
as the population of the Third World was increasing at a rapid rate, the domestic
production of raw cotton did not meet the domestic needs any more and consequently
the new man-made fibre production also had to be directed towards the domestic
markets.

Also in the case of manufacturers of jute, one of the traditional exports from India,
competition from substitutes is vital to an understanding of the contracting world jute
market. In the 1960s the world exports of jute products stagnated. This was directly linked
to a stagnation in world consumption since 1963. For a long time, users of jute in the
world market had been guarding against uncertainty by stockpiling, and, more
importantly, by searching for alternatives. Plastic-film bags made out of low density
polyfelin or polyvinyl chloride (PVC), and since 1964 of polypropylene (PP) and high
density polyethylene (PE), took over large portions of the market", At the same time,

4 K.DEB, 1977, p.85.

5 Den Haag, EZ, BEB, 3136/1, W.T.KROESE, A Third and Final Performance of the Ballet
of the Fibres, p.2

6 R.VONK, in lfu!, Novemher 1990, p.17; Den Haag, EZ, BEB, 3136/1, W.T.KROESE, O.c.,
ppA-5.

7 Den Haag, EZ, BEB, 3136/1, W.T.KROESE, O.c., p.11.

8 Den Haag, EZ, BEB, 3136/1, W.T.KROESE, O.c., pp.18-20; P.DE CALAN, 1961, pp.99-
105; J.K.TANDON, 1978, p.52.

9 D.NAYYAR, 1976, pp.39-46; K.DEB, 1976, p.30.
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while fewer bags were being used in transportation and distribution, the carpet-backing
market began to develop.

In addition, the continued move towards self-reliance in the field of clothing also
contributed to stagnation in the world textile trade.

2)FROM A BENELUX MARKET POINT OF VIEW: AN OUTWARD LOOKING
BENELUX?

Table 2 shows a rapidly increasing Benelux market for textiles. The growth rate of the
1950s was reinforced. Dutch imports of textiles rose from $397,356,604 in 1961 to
$2,131,096,809 in 1973. In Belgium these figures were respectively $226,639,580 and
$1,569,853,895.

Table 2: Value and growth rate of Dutch and Belgian textile import, in US$, 1962-74.
Dutch Import Belgian Import

Year Value Indices Value Indices
1962 416786874 100 243488320 100
1963 517816398 124 297005720 121
1964 619803104 148 339536600 139
1965 671479605 161 375278460 154
1966 777666586 186 439613600 180
1967 726215775 174 409838380 168
1968 859652470 206 495932540 203
1969 1041701855 249 631761860 259
1970 1132992984 271 691110000 283
1971 1364937741 327 887203532 364
1972 1649495510 395 1112133854 456
1973 2131096808 511 1569853895 644
1974 2561811387 614 1919439393 788
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; (Maandelijkse)
bulletin over de buitenlandse handel van de Bclgisch-Luxembur~se Economische Unie,
NIS; US $ (cents) conversion factors from Yearbook of International Trade Statistics,
vol.l, Statistical Office of the United Nations, Department of Economic Affairs )

However, we should consider separately the imports from developing and developed
countries. It was due to the share of developed countries (neighbouring EEC-countries)
that there was a sharp demand increase, both in Belgium and the Netherlands. Contrary
to the myth of 'new aggressive textile NICs', the role played by the 'non-European NICs'
was very limited. The share of developing countries in the import of textiles and clothing
by developed countries amounted to only 16.3% in 1963, 15.8% in 1965, and 15.6% in
1970. This stagnating trend was only broken to some extent during the first half of the
1970s: by 1973 this share had risen to 21.1%10.

10 G.de GROOT, 1982. p.? table 2.
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In 1965, even in the traditionally overseas oriented Netherlands the total textile imports
(yarn and clothes) from so-called 'new producers' (Japan, Hong Kong, India, Spain,
Portugal, Egypt) for the time being did not exceed 4% of the national consumption 11.

Also, developed countries favouring protectionist measures, such as the US, imported a
similar share of their consumption from the 'textile NICs': 4.5% (1962). The EEC average
was about 5.5% 12.

Table 3: Value and !p"owthof BLEU imports of selected textile products, in US$, 1961-
74.

Man-Made Tapish), Clothin~
Fibre Tissues et cetera
Tissues

1961 54033820 22536420 30888500 29503700 8237680 50018080
1962 60779120 21244000 47830700 36830720 9148940 53803640
1963 77719400 29450360 30209440 41984220 10671260 65528680
1964 89119840 31361720 31153840 46125640 13256860 78933840
1965 89735680 29536780 104222120 16758600 92011140
1966 113589020 29176580 112943640 18142980 115193540
1967 102414940 27910020 97803700 17879700 117279100
1968 135835060 32808480 109719440 20401220 142762460
1969 179709460 41438160 129709780 25216440 193890540
1970 186894240 43781440 144349500 26624260 221196140
1971 243337276 63511296 174701308 37080769 286412101
1972 288614360 84425976 207345546 45273561 391348749
1973 400696988 106601369 307807726 67964011 559550710
1974 476008872 151989594 339945773 95375527 684955963
(Source: (Maandeliikse) bulletin over de buitenlandse handel van de Be1gisch-
Luxemburgse Economische Unie, NIS; us $ (cents) conversion factors from Yearbook
of International Trade Statistics, vol.l, Statistical Office of the United Nations,
Department of Economic Affairs)

Cotton
Tissues

Table 4: Value and growth of Dutch imports of selected textile products, in US$, 1962-74
(selected years).

Yarn

1962 107077216
1965 139641196
1968 161820608
197113156932630

QillQn ~
Tissues Tissues

38855264 95550285
50995916150717368
46992392171148435
52110576194415631

Other Tapistry
Made-ups et cetera

22387943 12331225
32092230 35426517
34838763 60843546
25997882 34374245

Clothing

111290647
218240259
318535660
407436389

Ii Den Haag, EZ, BEB, 3135/4, Verslag van de dertiende vergadering van de Werkgroep
Internationaal Beleid, gehouden op dinsdag 12 oktober 1965te 10.00uur. F/12517/65.

12 W.T.KROESE, De eerste internationale industrie en de prob1ematiek der
ontwikkelingslanden,appendix to ESE, 18.9.63,pp. 21 and 25.

13 For the period 1971-1976CBS only supplied figures excludingthe BLED.
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(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; US $ (cents)
conversion factors from Yearhook of International Trade Statistics, vol.1, Statistical
Office of the United Nations, Department of Economic Affairs)

However, the continued growth of demand for certain textile products (such as clothing)
in developed countries, including the Benelux (see tables 3 and 4) was of increasing
importance for Indian and other exporters from developing countries, considering the
changing market direction of their textiles. In India, while the developing countries' share
came down to 44.19% by the end of the 1960s, the share of developed countries
increased to 36.04% in 1970. In some cases the market concentration was very high: ~
products still found their way for the most part to the Netherlands whereas Belgium was
still extremely important as a purchaser of jute products". Raw wool was exported to
West European countries such as Belgium, while wool carpets also found their way to
Belgium and the Netherlands". But even more important in this evolution was the
emergence of Western Europe and North America as the largest buyers of the fastest
growing export product of India: ready-made garments 16.

It is clear that, as a result of the overall demand growth for foreign textiles in Western
countries, the LTA could not obstruct some nominal growth in imports from developing
countries for developed markets. In the case of Dutch imports, in the 1963-1973period
textile imports (excl.clothing) from developing areas quadrupled, while clothing imports
even multiplied tenfold. By the end of the 1960s clothing imports from the developing
countries had begun to outstrip textile imports from the same countries. In Belgium there
was a similar evolution. Clearly, in addition to the growing domestic demand for foreign
yarn and tissues, the fixing of quotas in volume units had induced exporting countries to
raise the added value per unit, in other words, to export goods at the end of the
production chain: clothing", The importance of yarn and tissues for export to Benelux
gradually began to drop.

Table 5: Production of Belgian textile mills per sector, in tons, 1960-73.
~ Spinning Mills

Cotton Wool Flax Jute
1960 10791 50800 1282478254
1964 110807 61303 13997 83767
1965 102175 64595 14683 81238
1970 95929 81173 11819 76983
1971 92490 90295 11455 69557
1972 90760 89111 10338 64074
1973 90703 83952 1033458011
(Source: Febeltex jaarverslagen)

Weaving Mills
Cotton Wool
84488 29307
85876 38580
75400 39284
70305 39150
71712 41662
73836 43887
74473 37302

Flax
8078
7580
7902
7804
6523
7562
701

Jute
37240
34521
35521
34152
30335
26753
19324

Hand-Made Fibre
10359
22063
21647
68058
87376
99171

135447

14 S.KJAIN, 1988, pp.78-95, tables 2.10 to 2.19; P.N.AGARWALA, 1978, pp.198 and 246.

15 K.DEB, 1976, pp.85-86.

16 P.N.AGARWALA, 1978, pp.221-222.

17 G.DE GROOT, 1982, p.4.
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Table 6: a) Production of Dutch cotton. linnen and rayon fibre spinnin~ and weavin~
mills. according to destination, in 1000 kg., 1962, 1966, 1970 and 1974.

1962 12Q2 .l21Q 1974
Yarns

-for domestic use:
-for export:

-total:
imports (approx.)

Fabrics
-for domestic use: 43950 44521 39013 36871

-for export: 37111 37109 42980 66403
-total: 81061 81630 81993 103274

imports (aprox.) 30422 41152 48527 81313
(Source: Economic surveys, Vereniging van de Nederlandse KRL-industrie)

65700
9761

75461
25836

61278
17499
78777
35052

50991
18664
69655
34496

41425
21827
63252
48620

b) Index figures of the production of Dutch clothing industries, based on value,
1963-73.
If 1970= 100 than 1963: 101

1964: 108
1965: 105
1966: 106
1967: 97
1968: 105
1969: 108
1970: 100
1971: 104
1972: 95
1973: 84

(Source: Jaarverslagen NEVEC)

3)FROM AN INDIAN EXPORTING POINT OF VIEW: AN OVERALL DROP IN
EXPORTS COMPENSATED FOR BY CLOTHING EXPORTS?

It is clear from table 9 that especially in the 1960s the Indian textile export strategies
failed completely. According to calculations by R.Banerji, during the whole decade the
difference between actual and hypothetical increase remained significant", Only in 1973
did the amount of textile exports exceed the level of 1963 and keep rising.

III R.BANERJI, 1975, p.176, table 39.
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Table 7: Value of world import of Indian textiles, in US$, 1962-74.
1962 495306000
1963 762888000
1964 566769000
1965 593964000
1966 592560675
1967 479001358
1968 497168000
1969 511913000
1970 497168000
1971 573175000
1972 688686000
1973 790643000
1974 987381000
(Source: Yearbook of International Trade Statistics, Statistical Office of the United
Nations, Department of Economic Affairs)

Also in relative terms, India's textile exports still witnessed a declining trend: their share
in the country's total exports of manufactures fell from 25.38% in 1960-61 to 20.34% in
1970-7119

•

This decreasing compennveness was a direct result of the factors influencing the
international position of Indian textiles. A World Bank delegation, following a visit to
India in the spring of 1963,produced a revealing report of these factors. It stated that the
price of raw cotton of domestic origin was higher than that of imports. Also, the cotton
industry depended increasingly on imports of the raw material from Sudan, Egypt and
Pakistan. In the years before 1963 the costs of replacements for machinery and
equipment, dyestuffs and auxiliary agents required for the manufacture of cotton fabrics
had rocketed. As a result, the production costs of printed cotton textiles were 14% higher
than in Japan and only 10% lower than in the US. According to the Report, the output
per hour worked in the Indian organised mill sector was only a third of that in Egypt,
whereas labour costs, including voluntary social insurance contributions, were 60% of the
comparable expenditure in Egypt. Most of the Indian textile machinery was 50 to 60 years
old, and even so the mills were 30 to 50% overstaffed. The mill owners, it was contended,
because of the unemployment situation, were pressed by the unions not to dismiss surplus
operatives. At the same time, the 'small is beautiful' theory led to the government
opposing the use of labour-extensive technology which would result in better quality and
thus more output and larger production-units". A quantitative analysis of the textile
industry supports this assumption. By 1965-66, the share of the mill sector had further
declined to 80.89% while that of the hand loom sector had increased to 16.01%. As in the
1950s the powerloom sector showed a smaller increase 21.

19 S.K.1AIN, 1988, pp.78·95, tables 2.10 to 2.19.

lD 1.M.HUNCK, 1963, p.173; P.N.AGARWALA, 1978, p.229.

21 S.K.1AIN, 1988, pp.78-95, tables 2.10 to 2.19.
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Other comments did not mention cost factors but emphasised the lack of designs and
fashions in the Indian textile sector. Indian fashion designing was not yet creative enough
for clothing exports to keep in step with world trends and consequently to compensate
for other textile export losses". However, for the time being Western fashion retained
a certain taste for the 'Indian look', as a result of the oriental spirit of the 'gay sixties'.

Also, there were numerous complaints about delays in the clearance of air cargoes and
the despatch of those cargoes abroad. Thus, the use of new technological possibilities
such as shipping by air were not saving time. Garments were still not reaching the market
at the correct time and were not remaining in step with fast-changing fashions and
designs",

On the other hand, countries like Pakistan, Hong Kong, the United Arab Republic, South
Korea and Taiwan increased their exports rapidly. These countries could take advantage
of the dropping shares of traditional exporters, viz. Japan. the UK and the US (see table
8)24.

Table 8: Shares of India. Hong Kong and South Korea in textile imports of the
Netherlands. the BLEU and the total of developed countries, 1962-65-70.

BLEU Netherlands total developed countries
India Hong Kong S.Korea India Hong Kong S.Korea India Hong Kong S.Korea

1962 0.13 0.07 0.03 0.l3 1.35 6.26 0.06
1965 0.15 0.38 0.29 0.03 1.11 0.26 1.47 7.09 0.52
1970 0.16 0.41 0.l3 0.24 2.09 0.39 0.86 7.68 2.10
(Source: Commodity Trade Statistics, United Nations)

However, if each sector is considered separately, it becomes clear that the lack of
competitiveness especially affected certain sectors. Therefore it is useful to analyse each
product group separately (see tables 9 and 10).

Table 9: Fibrewise break-up of India's textile exports, in relative shares, 1960-71.
Year QmQn Silk Woollen Man-Made Q.1.!]m Th1

Fibres
1960-61 89.90 0.97 1.14 6.35 1.66 100
1965-66 87.72 2.08 3.13 5.95 1.44 100
1970-71 77.22 4.49 9.74 5.88 2.67 100
(Source: Monthly Statistics of Foreign Trade of India, Calcutta, DGCIS)

22 P.N.AGARWAIA, 1978, p.224.

Zl P.N.AGARWAlA, 1978, p.225.

24 D.NA YYAR, 1976, p.65. table.
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Table 10:Productionwise break-up of India's textile exports, in relative shares, 1960-1975.
Year Yarnl Fabrics ~ Clothing and Total

Thread Made-ups Accessories
1960-61 6.40 87.25 4.90 1.05 100
1965-66 8.50 75.09 8.22 7.49 100
1970-71 15.81 54.34 10.97 17.97 100
(Source: Monthly Statistics of Foreign Trade of India, Calcutta, DGCIS)

-Cotton Competitiveness-
The traditional cotton and jute textile industries certainly found it hard to keep
competitive. The share of cotton textiles in Indian export earnings fell from 13% during
the late 1950s to 6.3% during the late 1960s25

• Despite a serious drop, cotton textiles still
ranked third in India's exports, next only to jute manufactures and tea. However, the
failure on an international level, appeared glaring even against the background of the
performance of certain developing countries. Between 1963and 1968,Hong Kong, Korea,
Taiwan, Pakistan, the United Arab Republic, Brazil, Colombia and Mexico increased
their exports of cotton manufactures, whereas India, the traditional world leader of raw
cotton production, 'deliberately' did not meet these new challenges". Table 11 illustrates
that also the production of cotton products lacked behind in comparison to other fibres.
The socio-economic background is further explained in chapter II.C/1. In any case, the
failing policies expressed themselves both in domestic supply and export performance.

Table 11: Production of cotton yarn and cotton fabrics in India. in million kgs.jmiIIion
metres and percentage of total fibre production, 1960/55-1975.
~ Cotton Yarn Year Cotton Fabrics
1960 787.96 (93.66 %) 1955 6,261 (94.91 %)
1965 939.24 (90.55 %) 1969 6,623 (92.33 %)
1970 880.99 (83.94 %) 1970 7,853 (87.75 %)
1975 989.32 (81.49 %) 1975 8,034 (86.02 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

-Jute Competitiveness-
By 1970, India had also lost its position of dominance in the world jute market: its share
kept dropping from 74.8% of the world market in 1964 to 47.8% in 1970. However,
during the first half of the 1960s jute manufacturers' exports had grown steadily in
absolute terms and foreign exchange earnings derived from jute goods reached a peak
level. After that, from 1965/66, there was a continuous decline in exports, also in absolute
terms. Also the Indian jute production declined, as illustrated by table 12. It is observed
that India managed to retain her share in a period of an expanding world market (1960-
1964), whereas during the next period of a contracting world market her share dropped.

2.S D.NAYYAR, 1976,p.65, table.

:'.6 K.DEB. 1976,pp.43-46.
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Pakistan's share (more specifically East-Pakistan or later Bangladesh) increased from
16.5% in 1964 to 42.3% in 197017.

Table 12: Production of jute textiles in India, in 1000 tonnes, 1956-1972 (from 1965:
Indian financial years).
Year
1956 1092.8
1961 954.8
1962 1168.1
1965-66 1036
1966-67 941
1967-68 909
1968-69 649
1969-70 71H
1970-71 760
1971-72 830
(Source: Annual Report, Calcutta, Indian Jute Millowners'Association)

-Wool Competitiveness-
The performance of Indian woollen manufactures was also not very commendable against
the background of the size and the growth in world markets. Import of good quality wool
still pushed up the price. The slow technological progress, the lack of any co-ordination
in market promotion efforts and the competition from synthetics (the production of man-
made fibres continued to increase, see table 14) affected the competitiveness of the
product. Wool blended with nylon and other types of synthetics increasingly replaced
woollen products and was also suitable for countries with a hot climate 28.

On the other hand, the success of the small-scale sector also stimulated the production
of woollen products (see table 13).

Table 13: Production of woollen yarn and fabrics in India, in million kgs and percentage
of total yarn and fabrics production (in value), 1960-1975.
Year Woollen Yarn Woollen Fabrics
1960 12.70 (1.51 %) n.a.
1965 18.13 (1.75 %) n.a.
1969 n.a. 9.87 (0.12 %)
1970 19.57 (1.87 %) 13.39 (0.15 %)
1975 46.64 (3.84 %) 26.41 (0.28 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

27 D.NA YY AR, 1976, p.47, table; K.DEB, 1976, p.27.

23 K.DEB, 1976, p.87.
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Table 14:Production of man-made fibre yarn and fabrics in India, in million kgs./ million
metres and in percentage of total yarn/fabrics production (in value), 1955-65/75.
Year Man-Made Fibre Fabrics Man-Made Fibre Yarn
1955 336 (5.09 %) 16.59 (2.55 %)
1960 n.a. 40.61 (4.83 %)
1965 550 (7.67 %) 79.70 (7.68 %)
1969 870 (10.21 %) n.a.
1970 934 (10.44 %) 129.36 (12.33 %)
1975 863 (9.24 %) 137.39 (11.32 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

-Clothing Competitiveness-
While the traditional Indian exports of yarn and tissues were disapointing, one product
gradually gained a more important place: ready-to-wear clothing (see table 10). During
the 1950s imports of clothing into India had gradually been stopped, and in 1959 a
scheme for promoting the export of apparel first appeared. For a brief period, from 1964
to 1965, certain species of Indian handloom shirt, known as 'bleeding Madras', were
exported in large quantities to the US, but the fashion faded as suddenly as it had
appeared. A gradual revival of clothing exports began in 1968, this time with orders from
Europe.
Also, the continued growth of the small-scale handloom and power loom sector points at
a basic change in the export pattern in favour of clothing: while the share of fabrics came
down to 75.09% in 1965-66 and to 54.34% in 1970-71, the share of made-up items and
clothing increased from 5.95% in 1960-61 to 23.14% in 1969-7029•

It was not, however, till the 1970s that the so-called 'orthodox' phase of Indian clothing
exports transcended itself and changed into an 'unorthodox' growth phase, meaning that
clothing products had never been so important in Indian exports. It should be emphasised
that at the end of the 1960s India still only ranked 22nd in world exports of clothing 30.

Traditional countries such as Italy, Japan, West Germany, France, the UK. Belgium, the
US and the Netherlands still dominated the ready-to-wear trade. Only a few so-called
'developing countries' such as Hong Kong, in second place after Italy, and South Korea,
in 10th place, challenged the West European trade monopoly 31.

We may conclude that in the case of India the move towards a more profitable trade of
completely finished products had not yet improved the export performance of 'textiles'
as a whole.

4)FROM A BENELUX-INDIAN POINT OF VIEW: INDIAN CWTHING AND THE
GA Y SIXTIES.

In 1964 Dutch imports of Indian textile products fell from $8,258,008 to $6,733,423. They
would take almost a decade to regain the 1963-level: in 1973 Indian textile exports to the

29 S.K.JAIN, 1988, pp.78-95, tables 2.10 to 2.19.

JO A.KUMAR. 1989. pp.60-79.

~I A.KUMAR, 19X9, p.M, tahle.
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Netherlands again reached $8,305,176.A similar movement, but much more radical, can
be traced in Belgian imports of Indian textile products, which dropped suddenly from
$3,716,460 in 1962 to $1,594,660 in 1963. After reaching their lowest ebb in 1968
($543,620), they rose again to $4,267,305 (see tables 15 and 16). Clearly the
implementation of LTA and other restrictions (see chapters II/d.3 and II/e.3) had only
a serious impact on Belgian imports (see table 15:quantitative difference between 1967
and 1968).

Table 15: Value of Dutch and Belgian import of Indian textiles, in US$, 1962-74.
~ Netherlands Belgium
1962 6162428.84 3716460.00
1963 8258008.24 1594660.00
1964 6733423.13 1442280.00
1965 5880937.23 2504420.00
1966 5349169.45 not available
1967 4796959.70 1888400.00
1968 5027898.84 543620.00
1969 4916849.16 971180.00
1970 5957180.30 1166180.00
1971 3488318.40 1026705.86
1972 5545937.15 2170323.35
1973 8323673.04 2463344.19
1974 11353656.60 4267305.90
(Source: Maandstatistiek van de in-, uit- en doorvoer per land, CBS; (Maandelijksel
bulletin over de buitenlanrlse handel van de BeJgisch-Luxemburgse Economische Unie,
NIS; US $ (cents) conversion factors from Yearbook of International Trade Statistics,
vol,1, Statistical Office of the United Nations, Department of Economic Affairs)

Table 16: Value of Dutch import of selected Indian textile items, in US $, 1961-73.
Yarn .G.QllQn Other ~ TapistO' Clothin~

Tissues Tissues Made-ups et cet.
1961 3623328 839568 891921 933585 55368
1962 3985014 100261 612612 1409449 54135
1963 4958066 87279 1076075 2065424 69879
1964 4858358 93079 534447 1149821 106613
1965 3426537 153291 876935 1316645 106613
1966 3087087 103299 975538 1084637 90594
1967 2293012 58002 928308 1423811 85622
1968 2638815 59383 1364428 768941 186159 40601
1969 2213467 378394 1156726 568420 229798 357955
1970 2650691 197207 968081 531685 267085 1318303
1971 1799566 84538 627749 417547 274462 244474
1972 1888625 474726 931385 695891 307762 1232294
1973 1436593 1596294 601675 1229305 466127 1881810
(Source: Maandstatistiek van de in-, uit- en doorvoer per land, CBS; US $ (cents)
conversion factors from Yearbook of International Trade Statistics, vol.1, Statistical
Office of the United Nations, Department of Economic Affairs)
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Table 17: Value of Belgian import of selected Indian textile items, in US $, 1960-74.
Tapistry et cet. Clothing Other Made-Ups

lQ60 161760 1740 3250960
1961 170800 1060 3214240
1962 112680 4560 3599220
1963 136720 14120 1443820

Tapistry et cet. Wadding/Felt Knitting Clothing Other Made-Ups
1964 188980 11240 1242060
1965 212400 9920 2282100
1966 not available
1967 242960 1120 140 25160 1618020
1968 196820 12900 420 39860 293620
1969 511000 23320 580 249460 185860
1970 468440 11160 271500 413440
1971 565247 12772 8098 168900 268755
1972 536219 21974 11918 277462 1304819
1973 749929 23788 36301 578410 1069152
1974 1460300 34489 176533 783824 1799848
(Source: (MaandeJijkse) bulletin over de buitenlandse handel van de Belgisch-
Luxemburgse Economische Unie, NIS; US $ (cents) conversion factors from Yearbook
of International Trade Statistics, vol.1, Statistical Office of the United Nations,
Department of Economic Affairs)

From this statistical information we can conclude that India's textile export performance
towards the Benelux actually reflected the general trends of India's textile exports: after
an export increase until 1963, India's total textile exports dropped considerably. Only in
the 1970s products like clothing, tapistry and other made-ups compensated the import
decrease of more traditional items such as yarn and some none-cotton tissues (see tables
16 and 17).

However, contrary to the apparent drop in absolute figures, the Belgian share in Indian
textile exports to the 'developed world' rose from 0.51% in 1960-61 to 1.03% in 1970-71.
The Dutch emerged as more important purchasers with a share of 1.86% in 1960-61, but
with only 0.85% in 1965-66 and 1.48% in 1970-71 32.

On the other hand, the apparent drop in absolute figures also meant that the Indian
share in Dutch textile imports dropped from 1.59% in 1963to 0.26% in 1971. In the case
of Belgian imports, this share dropped from 1.53% to 0.12% during the same period".
Afterwards these percentages again slightly increased (see table 18).

3~ According to Indian trade statistics;S.K.JAIN,1988,pp.226-227,table 4.2.

JJ See also S.K.JAIN, 1988,pp.371-372,table 5.23.
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Table 18: Share of Indian textiles in Dutch and Belgian textile import 1962-1974.
Year Dutch Belgian
1962 1.48 1.53
1963 1.59 0.54
1964 1.09 0.42
1965 0.88 0.67
1966 0.69 not available
1967 0.66 0.46
1968 0.58 0.11
1969 0.47 0.15
1970 0.53 0.17
1971 0.26 0.12
1972 0.34 0.20
1973 0.39 0.16
1974 0.44 0.22
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; (Maandeliikse)
bulletin over de buitenlandse handel van de Belgisch-Luxemburgse Economische Unie,
NIS; US $ (cents) conversion factors from Yearbook of International Trade Statistics,
vol.1, Statistical Office of the United Nations, Department of Economic Affairs).

The Indian export performances can also be measured by means of quota utilisation
percentages (see table 19). As will be explained in chapter II.2/b quotas only existed
since 1968 and then only in the case of cotton products.

Table 19: Quota levels (I). shipments (s) ;!nd perc~ntage Quota utilisanons (%) in resp~~l
of Indi;!'s ~otton textile exports 10 the EEC ~ountries during the LTA-p~riQd, in tonnes,
1968-73.

B~ne)ux Total EEC
QyQill Shipments QyQill QyQill Shipments QyQill
Level Utilisation (%) Level Utilisation (%)

Group-I (raw cloth and bleached cloth)
1968-69 930 389 41.83 5755 6853 119.08
1969-70 930 136 14.62 5755 3730 64.81
1970-71 1180 26 2.20 8385 1482 17.67
1971-72 1180 73 6.19 8385 3112 37.11
1972-73 1475 832 56.41 10771 6112 61.70
Group-II (all other cotton products)
1968-69 370 11 2.97 2045 297 14.52
1969-70 370 252 68.11 2045 914 44.69
1970-71 470 202 42.98 3115 1022 32.81
1971-72 470 195 41.49 3115 2228 71.53
1972-73 588 507 86.22 7399 4071 55.02
Total
1968-69 1300 400 30.77 7800 7150 91.67
1969-70 1300 388 29.85 7800 4644 59.54
1970-71 1650 228 13.82 11500 2504 21.77
1971-72 1650 268 16.24 11500 5340 46.43
1972-73 2063 1339 64.91 18170 10717 58.98
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(Source: Cotton Textile Export Promotion Council (TEXPROCIL), Bombay)

Already during the LTA period the EEC and Benelux quotas allotted to India were
reasonably high in comparison with other NICs. For example, a quota level almost three-
and-a-half times India's exports to the EEC in the preceding years was allotted to that
country in October 1967.Again in September 1970,India was allotted substantially higher
quotas than those in the previous period.

However, India's exports of various cotton textile products remained well below the quota
levels of the EEC, the UK and the US. Total EEC quota utilisation in 'group I' (raw
cloth and blached cloth) dropped considerably from 1968-69 to 1970-71 but increased
again in 1972-73.In 'group II' (all other cotton products) the utilisation rose from 1968-69
to 1972-73. In the case of the Benelux, the quotas in group I never came close to the
EEC average: the utilisation rate dropped in 1970-71and rose again in 1972-73.However,
in group II the EEC and Benelux percentages showed more similarity; the Benelux quota
utilisation exceeded the average EEC quota utilisation, except in 1968-69 and 1971-72.
In general, the total Benelux quota utilisation remained below the EEC average during
the LTA-period, except in 1972-73, the last LTA-year.

A second observation is that even the duty-free quotas set for cotton hand loom textiles
by the EEC from July 1968 were not satisfactorily utilised by Indian exporters. Only the
duty-free quotas for handloom silk textiles were utilised fully. Thus, we may conclude that
quotas only played a minor role and that the lack of competitiveness should be taken into
account in order to explain export failures.
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II.B/ THE BIRTH OF PROTEcrIONISM IN WESTERN EUROPE.

1) Quotas: The Birth of the Long Term Agreement (LTA).

a.The Qri~inal Concept: Restructurin~ Needs Protectionism.
During the early 1960s the share of the 'low-wage countries' imports in West-European
consumption was still rather small, and in 1962 showed even a declining trend. Much
more, the loss of overseas export markets, viz.India, was the cause of the insecure
position of the West-European textile industries. This situation made it difficult for
producers in both Europe and the Asian NICs to plan their production. The fear of
overproduction and the eventual loss of profits resulted in a growing demand for a strong
EEC policy on quotas", Thus, in 1961 the Western nations along with the US
negotiated a Short Term Arrangement (STA) on Cotton Textiles, under the auspices of
GATT.

The real push towards international protectionism came from the US when President
John F. Kennedy, following the example of President Eisenhower, promised to act in
favour of the domestic textile industry. The problem was that the imports from new
exporting countries could not be stopped within the GATT: the export prices were not
below the domestic prices in these exporting countries. Consequently, there was no
evidence of dumping", Nevertheless, in April 1961 the president launched his 'seven
textile points' or 'Program of Assistance to the US Textile Industry', which incorporated
the idea of a world textile arrangement which would protect Western domestic textile
industries against textiles made not only of cotton, but also of wool, synthetic and other
fibres, imported from NICs. The US Secretary of Commerce, G.W.Ball, travelled all
around the world to get support for the idea. However, most governments were not ready
for a multifibre long-term agreement. Instead, his attempts resulted in one Short-Term
Agreement (1961-62) and three Long-Term Agreements (LTA) on cotton textiles only
(1963-66,1967-70,1971-74)36.

At the same time, the 'Group of 77' created a united front within UNCI' AD. This strong
unity among developing countries, also with regard to textile problems, made the
developed countries very nervous and willing to agree with US proposals",

34 Den Haag, ARA, BEB. 2093,EEC. Cornite des textiles de coton. Report of the reunion
of 22.7.63,Brussels.

3.S P.BRATSCHI, 1973,p.140.

36 W.T.KROESE in ESB, 4.5.1977,p.421;ill, appendix to ESB, 18.9.63,p. 21; AKUMAR,
1988,p.lOS.

37 Den Haag, EZ, BEB, 3135/3, Verslagvan de dertiende vergadering van de Werkgroep
Internationaal Beleid gehouden op dinsdag 12oktober 1965te 10.00uur. C/WGA/N/13, p.3.
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b,The Fir~t LTA: Cotton Under fire, 1963-1966,
The first international LTA agreement was signed in Geneva in December 1963,
replacing the Short-Term Agreements which already had existed since July 196138, The
most striking feature of these arrangements was that they accepted most-favoured-nation
treatment and thus violated a primary principle of GAIT, that of non-discrimination.

Quotas were set at initial restraint levels which were no lower than imports 'during the
twelve-month period terminating three months preceding the month in which the request
for bilateral consultation is made'. These quotas generally were to be increased by no less
than 5% a year, but in the case of voluntary bilateral agreements this increase could be
lower but not less than zero". However, they were strictly limited to cotton products,
defined as textile products in which cotton represented over 50% of the fibre content by
weight.

Bilateral LTA agreements were discussed between the 'Six' and Spain, Portugal, India,
Pakistan, Hong Kong, Japan, the UAR, Israel, Mexico, Colombia and Taiwan",

The EEC was obliged to realise at least 88% quota growth from 1962 to 1967.Thus, the
1962 quotas for Hong Kong, India, Japan and Pakistan had to expand gradually, The
EEC members started discussing the possibility of making exceptions in the case of hand-
made tissues as described by LTA, since these could almost not be recognised from the
other tissues. This problem has remained a source of diplomatic disagreement ever since
41

However, the EEC as such was not a party to the LTA. The EEC only provided
guidelines for the bilateral LTA agreements of its members with the NICs. As a result,
individual quota agreements with India continued to exist with France, West Germany
and Italy up to 1967. Aggregate ceilings for all textile products had been specified, with
no explicit mention of clothing. In the Benelux, the Dutch free trade movement managed
to keep EEC LTA-quota guidelines from being effective in the case of India".

c.Towards the First LTA Prolongation. 1967-70.
As France was against lowering limitations and favoured taking measures against textile
imports from the US, there was an increasing discussion in hoth the EEC and the

38 Text of the agreement, see F.K.LIEBICH, 1967,pp.147-157.

J9 See articles 3 and 4 of LTA; D.B.KEESING& M.WOLF, 1980,pp.19-22.

40 Den Haag, ARA, BEB, 2093,L'Accord it long terme de Geneve sur le coton et produits
cotonniers; EEC. Cornite des Textiles de Coton. Session decembre 1963. Reunion de
coordination des etats rnernbres. Document de travail, Brussels; ARA, BEB, 2092/2, Aide-
memoire, The Hague (US Embassy),29.1.62;G.DE GROOT, 1982,pp.3-4.

01 Den Haag,ARA, BEB,2093,EEC. Compte rendu de la reunion ad hoc des expertstextiles
des etats membres du 24 octobre 1963,Brussels,29.10.63.

O~ A.KUMAR, 1988,pp.102-105;N.M.BLOKKER,1989,pp.129-130.
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Benelux as to whether Europe should go its own way instead of depending on
negotiations between the protectionist US and the developing countries 43 •

As a result of a compromise between free-trade countries such as the Netherlands and
protectionist countries such as France, no important new developments occurred during
the multilateral negotiations for the first LTA prolongation. Patterns of restriction
established during LTA-I largely were retained or extended.

d. The First Bilateral Indo-EEC Agreement. 1967-70.
The EEC commission this time had committed itself to 154% quota growth from 1967
to 1970 and had replaced its member states as party to the Long Term Agreement, as a
first step towards foreign trade policy unification".

Despite the EEC's acting as a separate delegation during the second LTA talks in
Geneva in 1967, bilateral EEC agreements reached separately each EEC-member. On
October 1st, 1967, 'article 4-agreements', giving India both quantity ceilings and a special
right to export up to a certain quota with duty-free entry, were signed. For the first time
the Benelux applied LTA ceilings to imports from India",

These bilateral agreements took into account a global fixed ceiling per annum for the
whole of the EEC, and separate ceilings for two major product groups (on the one hand,
raw cloth and bleached cloth; on the other hand, all other cotton products) and also of
special ceilings for some 34 specific categories.

Further, the agreement contained provisions for carry-over from one year to the next if
the yearly quota was not filled up in one year, and for transfers between the various
categories. Also, quantities unutilised in one of the member states could be transferred
to another in accordance with the procedure in force in the EEC. The Benelux was
considered as 'one region'. It also should be emphasised that EEC member-states still
applied different procedures and a different choice of the proposed EEC ceilings.
However, for the first time, in all cases non-industrial fabrics (handlooms) were exempted
from any quantitative restriction under the LTA regime.

All these arrangements would permit an increase of imports from the less developed
countries by 88% within the first five years. The imports of non-cotton textiles and
textiles from the developed countries, even though very significant, were kept outside the
purview of all international arrangements.

43 Den Haag, EZ, BEB, 3135/3, Note: Verlenging Textielakkoord - Kennedy Ronde; 3135/4,
F /12517 /65. Verslag van de dertiende vergadering van de Werkgroep Internationaal beleid,
gehouden op dinsdag 12 oktober 1965 te 10.00 uur.

44 N.M.BLOKKER, 1989, pp.133-135.

4S Textiles and Clothing in the World Economy, July 1984, p.n.
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It should also be kept in mind that by entering the LTA the European countries were
also required to graduaIJy abolish the remaining pre-LTA quantitative restrictions".

e.The Second Extension of the LTA and the First Extension of the Indo-EEC Agreement.
1970-73.
In the Autumn of 1969 the first steps were taken to decide what was to be done after the
expiry of the second LTA extension (October 1967-1970).No sooner was the presidential
election in the US over, than the new administration of the Republican president Nixon,
exercised great pressure to have the LTA extended again and to include fibres other
than cotton.

The approach towards the problem textile trade had become much more radical
compared to the approach in the early LTA period. Trying to streamline the international
flow of cotton goods without extending these efforts to other fibres such as blends of
cotton with man-made fibres, was now explained as 'the building of a dam halfway across
a river'.

As a result, during LTA-III (1970-1973) a number of importing countries introduced
quotas for man-made fibre products without indicating a legal basis under the LTA. This
new development would finally lead to the setting-up of a different international
framework: the Multi-Fibre Agreement (MFA) in 1973. In general, the Cotton Textiles
Committee, used as a forum for discussions on LTA, more and more became dominated
by controversies between developed and developing countries",

This time the EEC replaced its member-states for the acceptance of the second Protocol
of Extension of the LTA and concluded bilateral agreements with 7 countries, including
India. This agreement was a simple extension of the already existing agreement up to 30
September 197348

• It should be noted that this extension was the first bilateral Indo-EEC
Cotton Agreement signed by the EEC instead of separately by each member.

f.Towards a Multi-Fibre Arrangement. 1967-74.
From the beginning the US had envisaged an international agreement for aIJ fibres. Yet,
only a cotton agreement, the LTA, had been possible. Earlier than the EEC, the US had
concluded very restrictive LTA agreements concerning import growth percentages with
all important export countries.

Especially after 1969, a 'great renaissance' took off in the relationship between the US
government and American business. The Secretary of Commerce, Maurice H.Stans, told
the American Textile Manufacturers Institute: 'For the first time in a long while, we are
seeing the re-establishment of mutual trust and respect between these two segments of
society. We are seeing the creation of a partnership that will benefit all Americans ...
working people, investors, businessmen, everybody who lives within our competitive free-

46 Textiles and Clothing in the World Economy.July 1984, p.72.

47 N.M.BLOKKER, 1989, pp.135-136 and 141.

43 S.KJAIN, March 1981, pp.96-98; N.M.BLOKKER, 1989, pp.135-136.
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enterprise system'. About the textile trade performances, the secretary told the industry:
'These figures are not new to me, but the fact that the government recognises them may
be very new to you indeed'. In short, President Richard M.Nixon, who had come into
office on 20th January 1969, 'restored faith in government'".
And indeed, as a result of domestic pressures in the US, the Mills Bill made it possible
to restrict per country from 1971 the import of certain textile products, including non-
cotton ones, to the average import during the period 1967-69.This also applied to EEC
countries. By acting in this way, the US managed to reach some stability in textile
imports.

2) TARIFFS: THE CONTROVERSIAL BIRTH OF THE GENERAL SYSTEM OF
TARIFF PREFERENCES (GSP).

a.EEC Tariffs: Compensation for the Loss of the UK's Preferential Tariffs?
While quantitative limitations were adopted by an increasing number of countries in the
West, tariff levels were the main target of GAIT liberalisation. The Commonwealth
Preferential Tariffs and the guidelines of GAIT paved the way to increasing tariff
excemptions. In mid-1962, Morarji R.Desai, than the Indian Finance Minister, made an
initial approach to the EEC. He wished to ensure that India's trade with Britain would
not suffer should the UKjoin the Community. The Imperial Preferences embodied in the
series of bilateral agreements concluded after the Ottawa Conference of 1932 still
controlled Indo-UK tariff relations. As a result, these tariffs were based on the principle
of home producers first, empire producers second and foreign producers last. The system
had worked out to India's advantage. Therefore India opposed Britain's entry into the
EEC, which would endanger the existence of preferential arrangements. Higher tariffs
would replace the existing preferential tariffs. At first there was some hope that the
existing UK quota restrictions on jute goods and the voluntary limitation on exports to
meet Lancashire mills' wishes would disappear after the entry. However, during the
Kennedy Rounds, the EEC, following the international community, would adopt similar
arrangements.

Table 20: Pre and Post Kennedy Round tariff averages on clothing in developed
countries, expressed as a percentage of cif values, 1963 against 1967.

USA EEC
Pre- Post Percent Pre-
Kennedy Kennedy Reduction Kennedy

Clothing 32.1 30.0 6.5 20.8
(SITe 84)
Textiles 24.4
(SITe 65)
All Manufactured
Products 14.4
(SITe 5-8)

Post-
Kennedy
15.2

Percent
Reduction
26.9

18.7 32.4 17.3 14.9 13.9

10.1 29.9 12.4 8.5 31.5

49 Den Haag, EZ. BEB, 311G/ I. United States Department of Commerce News for P.M.
Release Saturday, March 22, 1969.
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(Source: UNCfAD, 1968)

To soften the transition period from preferential tariffs to EEC tariffs the EEC Council
agreed on 2nd December 1963 to grant India tariff concessions, initially for a period of
two years. At the same time the EEC Commission proceeded with discussions with the
Indian authorities before the start of the Kennedy Rounds within GATT(1964-1967),
which were actually expected to cover tariff concessions for textiles and clothing on an
international scale". Due to the Kennedy Rounds average EEC tariffs dropped from
20.8% to 1S.2% for clothing and from 17.3% to 14.9% for tissues. The US tariffs declined
at a smaller rate: the new percentages were 30% and 18.7% respectively. An examination
of the tariff structure reveals that the nominal tariffs on textiles and clothing remained
high, compared to those on other industrial goods. Also, nominal tariffs still escalated
with the stage of production: tariffs on ready-made clothes always were higher than those
on yarn and the raw fibres".

Separate from the ordinary tariff cuts, the Kennedy Rounds also provided duty-free
quotas for the non-industrial or handloom fabrics originating from developing countries.
These already predicted the existence of the General System of Preferences (GSP) from
1971 onwards. The global ceiling under the EEC's duty-free offer for Indian handlooms
and handmades was only S,60S tonnes. The duty-free quota for each item was then
divided among the EEC members: 37.5% to West Germany, 27.1% to France, 20.5% to
Italy and IS. 1% to Benelux. The EEC's duty-free offer was limited to countries that had
signed the LTA. Thus, among the non-associated countries (the 'ACP' countries enjoyed
preferential treatment because of their association with the EEC) only India, Pakistan,
the United Arab Republic, South Korea, Jamaica, Mexico and Colombia were eligible
from the beginning for duty-free entry. Consequently, as there were bright trade prospects
for handloom fabrics, these decisions, including the exemption from LTA, traced the start
of endless arguments on whether some products were or were not handloom made",

b.A New Trade Policy Context: Normal Tariffs vis-a-vis GSP Tariffs.
Since the Kennedy Rounds (1964-1967) EEC tariffs had remained stable. By 1971 the
EEC import-weighted average nominal tariffs on yarns still amounted to 8.6% ad

30 J.M.HUNCK, 1963, p.175; Verslag aan het Europese Parlememt over de stand van de
onderhandelingen met het Verenigd Koninkrijk. 26.2.63, pp.40-44.

51 According to UNCTAD (1968); A.KUMAR, 1988, pp.95-97; more specific EEC-tariffs on
1.7.1971: raw silk 0%, silk yarn 10.6%, silk tissues 9.6 to 14.6%, raw cotton 0 %, carded or dyed
cotton 1.8%, cotton yarn 4.8 to 12.8%, cotton tissues 9.6 to 15% and cotton clothing 17%;
B.PIRET, 1972, p.llO, table 18.

52 'ACP': African, Carribean and Pacific Ocean countries associated to the EEC;
J.K.TANDON, 1978, pp.52-54; V.CABLE. A.WESTON and L.C.JAIN, 1986, p.191; Den Haag,
EZ, BEB, 3135/4, Verslag van de bijeenkomst van de handelspolitieke werkgroep preferenties
van de EEG. HP 70-7. Geneve, 1-4 September 1970, ppA-5; Verslag van de Nederlandse
delegatie naar de EEG- Werkgroep Handelsvraagstukken (aJgemene preferenties), Brussel22 juni
1970.HP 70-5, pp.3-4; Verslagvan de Werkgroep Handelsvraagstukken (UNCTAD-preferenties)
van de EEG, Brussel 13 juli 1970. HP 70-7, pp.4-5.
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valorem, on fabrics to 14.3%, on clothing to 16.4% and on other made-up textiles to
14.8%. The average tariff rate on textiles in general had dropped from 11.1% in 1968 to
10.5% in 1972.

In 1971 the average tariff rates on industrial products in general was still significantly
lower: 7.2%. Average tariffs on chemical products had dropped from 11.1% in 1968 to
7.1% in 1972. During the same period the average tariffs on minerals and metals had
dropped from 8.4% to 6.5% and those on machinery and tools from 10.7 %to 7.6% S3.

In addition to the ordinary tariffs, in July 1971 the EEe started applying the world's first
Generalised System of Tariff Preferences or GSP next to its normal tariffs and included
some textile products. Within a set quota a total exemption of tariffs was offered to
developing countries", However, the term 'Generalised' was rather misleading. Within
the newly created trade blocs, such as the EEe, the liberalisation of trade among
developed countries was much more 'generalised'. Taking into consideration that the GSP
exemptions were only applied within a certain quota which was calculated according the
sensitivity of the product within the EEe, a large part of the import of competitive
products (read textiles) from developing countries was hampered by both the higher
ordinary EEe tariffs, compared to the intra-EEC tariffs, and of course the LTA quotas
themselves. From table 21 it is clear that the quota for textiles increased much more
slowly than for other products. The quota growth was measured according to the
following keys:

Table 21: EEe Global quota Growthkeys, in millions of US $, 1968 and 1971.
Imports in 1968

Sensible textile products 110
Other Sensible Products 155
Other Products 190
Total 455
(Source: B.PIRET, 1972)

GSP Quotas in 1971
115
210
695

1020

From this point of view the GSP had the same effect as the LTA: the system pushed
developping countries towards less industrial and profitable products.

However, most other industrialised countries had excluded textile products in their GSP
offer.

c.The EEC GSP Including Textiles.
The problem of combining a restrictive textile trade policy with these tariff preferences
(GSP) came under discussion within the EEC, the GATT in Geneva (LTA) and
UNCTAD-II, held in New Delhi in 1968. That the Economic Commission of the EEC
considered this to be a serious problem was illustrated by the number of discussions
which were held in the closing moments of 1968 under the leadership of Professor J. de

53 D.B.KEESING and M.wOLF, 1980,ppA4-45, table 2A; see also C.JACQUEMART, La
nouvelle douane Europeenne, Paris, 1971.

5< C.W.M.DEN BOER, December 1975,pAD.
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Bandt. The resulting report again inspired many discussions. Thinking in the same way
as Prof. Tinbergen, de Bandt pleaded for a detailed programming for trade liberalisation
and replacement of labour forces. In September 1969 a new summary by the so called
Andreatti group was published. The overwhelming number of critics from both employers'
organisations and trade unions in the EEC forced the Commission to ask for other
opinions which were to finally result in a more protectionist EEC attitude. In the
meantime restrictive long-term bilateral trade agreements, among others between France
and the USSR, going past the deadline for a common trade policy (1 January 1970) had
been concluded. These gave way to consideration of a combination of textile quantitative
quotas and textile tariff-free ceilings as an acceptable alternative to both a laissez-faire
regime (the Netherlands) and an inward-looking protectionist strategy",

In the footsteps of the EEC, at first only Japan (in the asp system since 1 August 1971)
and Norway (since 1 October 1971) also granted asp treatment to imports of
manufactured and semi-manufactured products: respectively, a tariff reduction of 50%
and a total exemption of tariffs 56. On 1 January 1972 Sweden, Finland and Denmark
started applying their asp. Of the Scandinavian countries, only Denmark included
textiles. The UK asp, which started of at the same time, excluded most textile products.
However, Commonwealth countries still enjoyed duty exemptions up to a certain textile
import amount. Three months later, Switzerland introduced its asp system which did not
differentiate between products but granted only tariff preferences of 30% for the first two
years and afterwards according to the experience. Austria started its asp also on 1
March 1972 but excluded most textile products. At that time, the US, Canada and New
Zealand were still making no exceptions for products from developing countries", In
March 1973, during the 24th reunion of the aA IT Commission, India took the initiative
and stated: 'We believe that there must be a clear acceptance of the concept of according
preferential treatment for developing countries in the removal of trade bariers'".

The EEC preferential tariffs were applied to the 'group of 77', thus South Korea, India
and Pakistan benefited from the treatment. Hong Kong and Macao imports fell under the

55 Den Haag, EZ, Dir.-Gen.Tndustrie, Afd.Textiel, COST 1972 / 2, C.N.F.SWARTfOUW,
Het textielheleid van de B.B.G., Utrecht, MHY1972.

!l<o Den Haag. EZ. Gen-dir.lndustrie, Afd.Textiel, COST 1969-71. Notitie voor de bespreking
van een delegatie van de Stichting COST met de heer Molkenboer, plaatsvervangend direkteur-
generaal van Industrie en Handel. AR/LP /Coll .•3.9.70 : EEC-formula for maximum import free
of duty: c.i.f.-value of imports from countries enjoying GSP plus 5 % of c.i.f.-value of imports
from other countries, the maximum could be raised by applying another year, the additional
value would he variable and calculated every year; COST 1972, 2nd map, Agenda voor de
bespreking met de plaatsvervangend directeur-gen, van lndustrie en Handel. de heer Molkenhoer
op 18 februari 1972. JZ/CK/CoU .. 6.1.72.

" Den Haag. EZ, Dir.-Gen. lndustrie, Afd.Textiel, COST 1972, 2nd map. Note to
plv.Directeur-Gen. van lndustrie en Handel. Bespreking met de Stichting COST. 270 IH/PB/Tex.
17.2.72.

5, Den Haag. EZ. BEB. 2617. Verslag 24th GAIT-Commission Meeting concerning trade and
development. IRHP'73-27. 29 & 30.3.73.
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ordinary tariff rules as agreed within GAIT 59. In the case of semi-manufactures and
manufactures, the GSP treatment consisted of totally duty-free entry. Agricultural
products only enjoyed reduced tariffs. However, the size of the duty-free quota was
subject to a product classification: sensitive, semi-sensitive and non-sensitive products.
These were some 50 sensitive products, of which textiles (including clothing) faced tariff
quotas. These quotas were sub-allocated among the individual EEC members on the basis
of predetermined market shares: for the sensitive textile items, the rates were 27% to
West Germany, 22% to the UK, 19% to France, 14% to Italy, 10% to the Benelux, 7%
to Denmark and 1% to Ireland. Semi-sensitive products faced a system of tariff ceilings.
These fixed the amount of imports to the EEC as a whole. Non-sensitive products were
also subject to tariff ceilings, but these were normally so large in relation to imports as
to have no effect. In the case of Indian cotton fabrics, silk shawls, carpets, women's
undergarments, women's outerwear, men's underwear, bedlinen and embroidery /lace
belonged to sensitive items. Also, jute products and mats, and coir products were part of
the sensitive list until 197560

• One should bear in mind that the GSP imports remained
controlled by the LTA scheme. However, LTA exempted handloom fabrics from all
quantitative barriers. As a result, each year a number of Indian handloom textile
products, in many cases crocheted goods, and handknotted and woven carpets, exceeded
the tariff quotas".

3) SPECIFIC PRODUCT NEGOTIATIONS.

a.Also Jute. Coir and Wool Protectionism. 1962-. ,
As the LTA could only be applied to cotton textiles, textiles made of other fibres gave
rise to separate protectionist systems.

In order to preserve the European jute industry and protect it from the negative
consequences of the possible admission of the UK into the EEC, the EEC Commission
had proposed some auto-limitation agreements. Already in 1964, this concept was put
into an agreement between the EEC, the UK, India and Pakistan: tariff concessions were
compensated for by quantitative restrictions",

The Indian government felt uneasy about these import restrictions. It emphasised the
importance of the jute industry to the economy of the state of West Bengal and the
eastern states of India. Almost a fifth of the population in West Bengal was in some way
or the other engaged in or affected by the health and fortunes of the jute industry. As a

59 A.BROER (ed.), 1979, pp. 57-59.

coV.CABLE and A.WESTON, 1979, pp.46-80; J.K.TANDON, 1978, pp. 100-106.

61 V.CABLE, A.WESTON and L.C.JAIN, 1986, p.190.

62 Den Haag, ARA, 2093, EEC-Commission. Report on the Reunion of the Group of Experts
on the EEC Trade Policy on 15.6.62, Brussels.
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result, the east of the country was turning into a stagnating area, increasingly producing
for the domestic market".

In 1967 India also started complaining about the lack of specific results from the
decisions concerning the jute trade taken during the Kennedy Rounds'". As a result, the
EEC concluded a new agreement with India wich would be valid for three years from
January 1st 1970. While raw jute could be imported free of duty and quantitative
restrictions, jute products were subject to quotas and tariffs which rose according to the
stages of conversion.

Jute yarn was affected by a nominal tariff of 8%, jute fabrics by 15 to 22% and jute
sacks/bags by 15 to 20%. EEC countries had the highest rate of nominal protection
against imports of jute manufactures from all sources. Quantitative restrictions 'on a
voluntary basis', were imposed on jute cloth but the import of jute yarn was free".

In contrast to the EEC, India could not be accused of price discrimination since it did not
take the reverse measure of levying heavier taxes on raw jute exports than on exports of
finished products, as Pakistan and Bangladesh did. As a result, in these countries
producers tended to focus on the export of finished products, much to the disadvantage
of European producers. However, in the case of India, the EEC promised to speed up
its tariff concessions if India would continue to limit its exports of finished jute products
'on a voluntary basis'".

In 1968 India and the EEC also had agreed on a non-preferential agreement concerning
the import of coir products. A mixed commission for coir products was set up. During the
Kennedy Rounds (1964-67) the coir products trade had been the cause of some
misunderstandings between India and the Netherlands, since the latter had asked for
these products to be included in the talks. Coir products were increasingly being imported
into the Netherlands". As India was the only EEC supplier and was already confronted
with an import tariff rate of 23%, the Dutch 'coir sector' felt threatened by these imports.
The southern and 'Communist-Catholic' state of Kerala, where about 50,000 people were
employed in the coir sector, was especially worried about further measures. It was made
clear by the Indian Minister for Foreign Affairs that the Indian government was rather
disappointed with the coir products agreements: not one EEC member-state was
prepared to agree on tariff reductions.

63 P.N.AGARWALA, 1978, pp.244-247.

64 Den Haag, EZ, BEB, 3135/4, Note 2528: Katoen- en jute- onderhandelingen met India en
Pakistan, 2.11.67.

M E.R.GRTLLI and R.H.MORRISON, January 1974, Annex II, p.6.

66 J.WIEMANN, 1975, pp.31-35.

67 P.N.AGARWALA. 1978, p.198.
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Still, in 1968 the EEC and India also concluded a non-preferential trade agreement
related to the import of mixed silk/cotton tissues". The South Indian state of Karnataka
was most affected since it produced over 80% of the raw silk in the country. Considering
the rising labour costs in other producing countries such as South Korea and Thailand,
Karnataka producers had hoped to step up production".

Finally, it should be mentioned that in addition to cotton products, finished wool products
were also facing severe competition from the South. Dutch manufacturers experienced
great difficulties in obtaining New Zealand wool since India was buying on the world
market and thus causing a serious price rise. Indian producers needed to import raw wool
since domestic production was rather limited. As these wool products became a new
export product, the wool manufacturers from North Brabant (Tilburg) experienced
competition from India in both the supply of finished goods as well as the purchase of
the raw material", However, wool products would only be restricted within the MFA
framework.

b.Belgian Jute Production Facing Indian Competition. 1973-.
Along with the UK's entry into the EEC, there surfaced a need for yet another jute
agreement. UK tariffs on jute manufactures had been similar to those of the EEC, but
theoretically Commonwealth countries such as India had duty-free access to the UK
market by applying the Commonwealth preferential system.

However, in practice, the UK market also was protected by quantitative import
restrictions, and the British purchasing board (Jute Control) applied a mark-up system
to raise the prices of imported jute products to the domestic price level".

In any case, the existence of the Commonwealth preferential system and the forthcoming
EEC membership of the UK necessitated negotiations between the EEC, India and
Bangladesh for new agreements on trade in jute products. While the traditional Belgian
jute sector was becoming extremely sensitive due to competition from artificial fibres, the
import of jute, coming almost exclusively from India and Bangladesh, was continuing.
During the negotiations, Belgium had argued against a quota increase, and had pressed
for an increase in the share of other EEC countries and for maintenance of the limitation
on re-exports. The Belgian delegation made it clear that a lot of employment was at

6i Den Haag, EZ, BEB, 3237/2, EEC. The Council. Message of the Commission to the
Council concerning the relations between the EEC and India, Iran and Pakistan. R/1678/71
(COMER 308), Brussel, 24.8.90; 3135/4, Note to drs. 1.Boekstal. 2527, 2.11.67; 3237/2, Note to
drs.G.B.de Grooth: besprekingen Indiase delegatie. 1755,2.11.73.

(f} P.N.AGARWALA, 1978, pp.226-228.

10 Tilburg, GA, Bedrijfsarchief Simon de Cock, box LXXI 'Leveranciers' (Suppliers), letter
Nieuwe Nederlandse Wol Mij., Amsterdam, to Firma S.de Cock & Zonen N.V., Tilburg, 26.4.63.

11 J.WIEMANN, 1975, pp.31-35.
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stake. The Dutch delegation was squeezed between a principal preference for complete
liberalisation and its solidarity with Belgium",

On 21st March 1974, the new agreement with India was signed. The EEC autonomously
granted tariff suspensions of 50 to 60% of the normal tariffs. India and Bangladesh
agreed to limit their imports of broad jute tissues (cat.4 and 5) and of thread or yarn
(cat.6), again on a voluntary basis. Categories 1,2 and 3 (narrow fabrics and sacks) were
still subject to quantitative restrictions which were established autonomously by the
individual EEC countries and laid down in confidential letters to the agreement.
Permission was not given to transfer unused quotas to other EEC members. Denmark,
Ireland and the UK, which joined the EEC in 1974,were permitted to progressively adapt
their rates to EEe tariff rates. Finally, a joint Indo-EEC jute committee was also set up.

Meanwhile, the EEC jute industry continued to be characterised by decreasing production
and demand, together with unemployment problems. In the case of thread or yarn, the
production decrease between 1973 and 1974 was most obvious in the UK (16%) and
Belgium (17%), the most important producers. Also, on the weaving side during the same
period the UK lost 21% of its production and Belgium 17%. Surprisingly, the import of
jute products also dropped (41% for thread and 4% for tissues and bags). Obviously, the
real threat came from the increasing importance of synthetic substitutes originating from
the domestic supply market. But the import of jute tissues and bags decreased by a lower
rate than domestic production. However, except for the quotas for the UK, both
Bangladesh and India were unable to fill their EEC quotas in 197473•

The jute agreement expired on 31 December 1975, but its arrangements continued to be
applied. However, the ceilings were now calculated on the basis of 1975, adding to them
the rates of increase of 10% as envisaged in the previous agreement", But clearly the
jute foreign trade negotiations remained merely a way to soften the impact of the
competition from cheaper synthetic substitutes.

12 Den Haag, EZ. BEB, 717/2, Directors-Gen. of Industry & Trade and of the BEB, note to
the Minister of EZ, 171/11434,29.10.71; 3237/2, Note to drs.G.B.de Grooth. 1755,2.11.73.

7J Den Haag, EZ, BEB, 3488/1, Commission des Cornmunautes Europeennes,
Recommandation de decision du ConseR autorisant la Commission a ouvrir des negociations
avec nnde et Ie Bangladesh pour la conclusion d'accords sur Ie commerce des produits de jute.
COM (75) 434 final., Brussels. 25.7.75.

74 Den Haag, EZ, BEB, 3488/1, Note Verba Ie. S/606/76, Brussels (Embassy ofIndia), 9.3.76.
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n.c/ INDIA: 'IS SMALL TOO BEAUTIFULL TO BE TRUE?'.

1) THE END OF A DREAM: THE STAGNATION OF INOlA'S INDUSTRY.

a.lndustrial Policy in General.
The industrial strategies formulated in the immediate post-Independence years appeared
to have proved successful. Upto 1965industry had grown at an average rate of more than
7 % a year. In the areas where demand was growing, the industries adopted an offensive
strategy of obtaining licences, establishing capacity and bidding for a dominant share in
the area concerned. But in the areas where profits were lower because of slack market
conditions or price controls, capacity was preempted by obtaining licenses, thus
preventing entry by others. This defensive strategy permitted retaining the earlier bases
of monopoly power without actually investing in productive capacity or by keeping a
foothold in an area which could be exploited when market conditions turned more
buoyant. Sunset industries like coarse textiles. which in the context of trends in income
and distribution, were facing a slowly growing market, became the sources of surplus for
investments in other dynamic areas, but were themselves deprived of much needed
investments for modernisation. The immediate impact of this situation was that
productive capacity fell short of targets, even the actual demand in many cases, leading
to shortages and a black market.

Thus, licensing was substantially contributing to the growing inefficiency in Indian
industry. And so long as the stimulus provided by import substitution and public
investment was adequate to sustain a high rate of industrial growth, many of these
inadequacies of the licensing system were ignored. However, after the mid-1960s, when
industry entered a phase of secular stagnation, with import substitution possibilities
having exhausted themselves and public investment on the decline, the adverse effects of
control and regulation became the culprits that were nailed for the poor industrial
performance. At about that time, a series of committees set up by the Government were
extremely critical of the operation of the licensing system and its effects". They were
the first signs of a conscious retreat from licensing. Pressure from the World Bank and
the donor countries, including the Netherlands and Belgium, which were offering
conditional credit to India to overcome the severe balance of payments crisis it faced,
played a major role in this. However, in February 1970, the government announced a new
licensing system that reversed the trend towards decontrol started in the mid-1960s. Large
scale undertakings which applied for extension had to satisfy the requirements of the new
Monopolies and Restrictive Trade Practices (MRTP) 'that the proposed expansion ... is
not likely to lead to the concentration of economic power to the common detriment or
is not likely to be prejudicial to the public interest in any other manner'. As a result right
up to the mid-1970s, the secular stagnation that overwhelmed the industrial sector
persisted with a growth average of a dissapointing 3.5 to 4 % 76.

75 Including the Hazari Committee on Industrial Planning and Licensing Policy and the
Industrial Licensing Policy Inquiry Committee (Outt Committee).

76 C.P.CHANORASEKHAR. in Frontline. 6-19.lU988, pr.103-108.
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b.The Collapse of 1965-66.
Let us now examin the underlying basis for a policy which remained characterized by a
licence system which. as explained further on. discriminated the large-scale textile sector
and favoured large-scale heavy industries. Statistically speaking, India's economic fortunes
began to wane in 1965-66. We suggest that this reversal of the economic trend was a
manifestation of the rise of political forces that were largely inimical to economic growth.
These forces had already been visible in the late 1950swhen the aim of creating capital-
intensive and labour-extensive heavy industries at all costs needed the support of a new
'intermediate class', managing a small-scale sector, in order to create jobs.

The increase of per capita income and the employment created by the heavy industries
was supposed to 'trickle down' to the small-scale sector through vertical and horizontal
integration. In reality, the small and large-scale sectors were alienated from each other",
Problems of implementing large-scale heavy industries as per Soviet model, were the
main cause of the continuing 'small-scale' phenomenon.

As a result of this phenomenon, the textile sector, became even more dominated by the
small-scale industries. The growth of the installed capacity in the cotton industry from
10.2 million spindles and 197,000 looms in 1948, to 19.8 million spindles and 208,000
looms in 1975was mainly due to the growth of the small-scale sector". The number of
looms per mill hardly increased since 1958: about 700 on the average. In the remaining
large-scale mills production of cloth stagnated. Only the percentage of non-cotton cloth
increased enormously, especially from 1971. This increase was mainly caused by the
production of blended cloth and man-made cloth.

As far as spinning was concerned, the number of spindles allowed per (large-scale) mill
without a licence was limited to 20,000 in 1956, and increased to only 25,000 in 1972. On
the other hand, in the small-scale non-organised sector, production grew steadily, but the
growth rate gradually slowed down from 1966. Whereas the growth rate had been 10%
on the average per year in the early 1950s, this was slowed down to 2 % in the second
half of the 1960s. How was this increase of production divided between the hand loom
and powerloom small-scale non-organised sectors? Production in the powerloom sector
grew very quickly during the 1950s and the 1960s. The bandloom sector, on the other
hand, grew in the 1950s but stagnated in the 1960579•

c.The Easy Solution: a 'Plan Holiday'.
In the meantime, the Indo-Pakistan War of September 1965and the ill-timed devaluation
of the rupee in June 1966 pushed up the overall prices by 32% in two years. Over the
previous 15years the government had created conditions in which more than nine-tenths
of all central and state government employees were, either wholly or partially, protected
against increases in the cost of living, by means of a dearness allowance pegged to the
cost of living index. At the same time, while national income grew by 42% between 1960-

n India: Moeizame weg naar ge'integreerde industrialisatie, in .lliu,12, 1979, p.197.

78 P.N.AGARWALA,1978.p.228.

79 I.S.A.BAUD. 19S3, pp.24, 28-29 and 30-32.
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61 and 1972-73,employment in the government sector grew by 69%, to 11.8million. This
system created a financial burden which needed to be tackled.

To meet this increase in government expenditure extra taxes were levied. However, at a
certain point the government exhausted the taxable capacity of the nation. Tax payers
reacted to further increases in tax rates by concealing their incomes or by putting up their
prices to cover the increase in indirect levies. The government than chose to cut planned
investment in real terms by no less than 30% in order to be able to pay its employees.
As a result of this financial crisis a 'Plan Holiday' (1966-1969), cancelling the existing
system of five year plans, was declared.

It was a decision which satisfied both the government employee, retaining his wage-level,
and the small-scale entrepreneur, who would be hit by former tax rises. Not surprisingly,
both middle-class groups had representatives within the Congress Party. However, the cut
in public investment was the beginning of the slide backwards. The public sector could
no longer provide the lion's share of demand for the output of private industry. To make
things worse the Plan Holiday was triggered by drought and the government had not built
a large buffer stock of foodgrains despite the fact that monsoon failures should have been
calculated in any planning in India.

However, between 1968 and 1973 the spread of new, high-yielding varieties of wheat in
the northern wheat zone (Punjab) caused a spectacular increase in the output of cereals.
But the agricultural sector was only partially integrated with the industrial sector: the
rising incomes of the new 'Green Revolution' large-scale producers did not cause a rise
in demand for industrial products nor did it stimulate new investments. It is possible that
a large part of the increase in incomes went into the purchase of land, cattle, ploughs,
bullock carts and, last but not least, the purchase of gold and other forms of non-
productive savings. Gold was mostly smuggled into India and did not stimulate industrial
output. The idea of gold investments originally had a cultural background but very soon
artificial gold price rises within the domestic market stimulated further investments. A
vicious circle had started.

d.Creating Unproductive Employment.
Why did the Indian government so much favour government employees, small traders,
small-scale entrepreneurs and 'Green Revolution' farmers? Clearly, these groups of
society did not contribute to any real economic growth. The most commonly accepted
answer is that the five-year plans still emphasised too much the setting up of heavy
industry. Heavy industry created far too few jobs, forcing the central and state
governments to find ways to accomodate new entrants to the job market.

The private sma\1-scale (textile) sector was considered the ideal way of providing jobs or
lurking unemployment on the countryside. That such a policy created an ideal situation
for bonded labour relations and the avoidance of minimum wages and other social
legislation was of no concern to the government in Delhi80•

III bounded labour: labour in return for payingoff debts.
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In addition to the need to limit large-scale production, the bureaucracy expanded
recklessly, creating a whole chain of government officials who needed to be bribed for
all kinds of production, import or export licences. In this way the growth of employment
through rising bureaucracy and the growth of 'exploited' employment in the small-scale
sector were interacting. These bureaucrats were engaged in a rapidly changing legal
framework which increasingly favoured the small-scale family-owned enterprise. In 1967
the managing agency system was dissolved, thereby forcing the larger industrial houses
to break up the management of their industrial groups and thus weakening their influence
over the constituent enterprises. At the same time donations to political parties by
companies were banned. Again these measures affected the larger, professionally owned
concerns far more than the small family-owned enterprises. In February 1970 the
Industries Development and Regulation Act of 1956 was modified so that investment
which involved an expenditure of less than Rs 10lakhs of foreign exchange was exempted
from the licensing formalities. Licence applicants had to appear before a time-consuming
Monopolies and Restrictive Trade Practices Commission (MRTP). Also, new investments
were to be prevented from leading to the emergence of a monopoly in a specific product
and 12M industries were reserved for only small entrepreneurs. As the expansion of the
private large-scale industry was made practically impossible, new small-scale bussinesses
were set up instead. A small-scale trader, for instance, had only to locate a shop and he
could get his licence from the municipal authorities in a few days",

With the growing economic power of the intermediate class of small-scale entrepreneurs
and traders, their political influence also increased. After its election reverses in 1967, the
Congress party was quick to come to terms with the intermediate class. It did so by
breaking its links with big business and eventually turning openly hostile to it (see the
policies described above). The sector took a whole range of political key positions.
Operators of the powerloom sector infiltrated into the Congress Party with many
members of parliament and very soon formed a powerful lobby. The pressure they were
able to exert on the government, by harping constantly on the dangers of the
concentration of economic power in the hands of the owners of large textile mills, and
their alledged misdeeds in transferring depreciation funds to other industries, was one of
the main reasons for the continuing bias in the government's laws against the large-scale
sector. Following the textile powerloom sector, nearly every small industry association had
a powerful and effective lobby in New Delhi.

The rapid adjustments that the Congress party made after 1967contributed to the failure
of parties like the Hindu extremist Jana Sangh party and the Samyukta Socialist Party
(SSP) in picking up further strength. The Jana Sangh especially had been considered a
basis of urban-cum-rural networks of wholesale and retail traders. In any case, caste may
have been an adequate frame of reference for the earlier phase of the socio-economic
development in India till 1962, but it certainly could not explain the social-political
tensions from 1963.The concensus which had been possible during a period of economic
growth, the 1950s, could never be reached again".

II P.S.JHA, 1980, pp.65-91 and pp.lll-133.

r.! P.S.JHA, 1980, pp.Ll l- 133.
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The new class of politicians representing the 'small-scale bourgeoisie' or 'intermediate
class' supported the dearness allowance scheme which gave the organised working class
automatic protection against increases in the cost of living. By allying itself with the
organised working class within the Congress Party, the 'intermediate class' became a
'Trojan Horse' in the 'socialist' Congress Party camp. The professional, upper-middle
classes consisting of professional managers of 'late-capitalist' concerns, the senior
members of the civil services and the armed forces, and the academics, journalists and
lawyers and other members of the intelligentsia were no longer the basis of the Congress
Party.

e. Textiles: The Basis of the Small-Scale Sector.
Thus, while Nehru was putting emphasis on the heavy metal sector, the textile sector was
supposed to supply employment through an increasing 'small is beautiful' policy (see table
22).

Table 22: Production of cotton cloth in the three sectors of the Indian textile indystry,
in million metres, Abs.y'Growth, 1961-75.

Mill Handloom Powerloom
12Q.1 4701 0.3 1832 8.7 540 9.5
1971 3957-1.7 2218 1.9 1474 10.6
1975 4032-0.5 2131 -1.0 2009 8.0
(Source: Handbook on Statistics for the Cotton Textile Industry, ICMF, 1980)

Production surpluses of low quality products seemed necessary to maintain the
employment rate. However, in the opinion of the Indian Cotton Mills Federation, it was
high time to implement a new policy not aimed at increasing production but aimed at
making better quality cloth available to the consumer, at lower prices, and simultaneously
making way for exports. Restrictions on the mill sector, it was held, should be abolished;
for although they were intended to foster the growth of the hand loom sector, they had
worked in favour of powerloom operators situated in the small-scale sector. However, the
European fashion business of the 'gay sixties' had to be supplied and in order to meet
demand steps had to be taken for higher productivity in the small-scale sector".

For instance, in the case of jute products, the Indian government did not attempt to
subsidise the jute industry in any way, whereas in Pakistan the export policy was operated
in such a manner that the jute manufactures industry was subsidised heavily throughout
the 1960s. Until February 1964, exports of Indian raw jute were subject to a very small
tax, which was a hangover from the 1950s, and was prompted by the scarcity of raw jute
supplies in India. But otherwise, during the 1960s, the Indian jute industry was one of the
few export earners which did not receive any subsidy whatsoever. Moreover, the effects
of a devaluation in 1966was greatly reduced by the simultaneous imposition of duties on
the exports of jute manufactures, even though these were gradually lowered during the
years after 1966.D.Nayyar finds it 'difficult to understand' that these decisions were taken
in a period when raw jute prices were abnormally high within India and Indian jute
manufactures were being subjected to increasing pressure in the world market, both from

S3 1.M.RUNCK, 1963, p.269.
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Pakistan and from synthetic substitutes", No doubt these measures had been necessary
to secure the domestic supply of jute products.

Following the industrialised countries, India also attempted to search for textile
substitutes. The most obvious reason for switching to man-made fibres was that the
Indian raw cotton output had failed to catch up with the growth in textile production ever
since 1947 8S. Since the 1950s India had assured synthetic yarn supplies through imports
from or collaboration with the Dutch company AKU, a subsidiary company of AKZO.
In the 19605this situation would be linked to Dutch development aid policy".

f.The Export Link.
Considering the low competitiveness of the Indian textile product and loss of contact with
European investors during the 1950s,Indian exporters increasingly looked for alternative
export products. However, at the same time they considered more and more doing
business directly through international large-scale retailers, namely large departmental
stores, chain stores and specialty stores. As is explained in chapter II.c/3, the emergence
of these retailers was largely to be attributed to the inroads of developing-country exports
into the markets of industrial countries. Most of them demonstrated a considerable
experience in handling export-related tasks since tbe Indian exporters themselves merely
offered a non-selective clothing manufacturing capacity; they followed rather well-
developed purchasing routines. Thus, the buyer provided exporters with complete and
quite detailed specifications for the product covered by the order. Very often, he also
made sure that a suitable fabric was used. The buyer usually had rather tight schedules
in the clothing trade and dropped disappointing suppliers. An important intermediary role
was played here by the buyer's representative in India. The representative's assistance
generally started with a request from the buyer to locate a suitable manufacturer. The
execution of the resulting order was then also monitored by the representative, including
extensive quality control at both the manufacturing and packaging stages. As a result, the
exporter's own activities did not generally extend beyond India's borders. Most of the
buyer relationships were initiated within India, and exporters always remained largely
ignorant about distribution and pricing of their products in the Benelux".

g.The Winners and Loosers.
To check our assumptions, it now remains to ask who really gained financially from
diverting investments from large (possibly foreign supported) industry into small industry
and trade. While the indigenous large houses or 'families', viz. the Birlas, Tatas,
Mafatlalas and others, found ways around the restricting laws, although with progressively
greater difficulty and longer delays, these laws bore down particularly hard on foreign
companies. The gainers were therefore the self-employed small-scale industrialists, either

84 D.NAYYAR, 1976, pp.54-58.

85 D.KUMAR, S.P.NAG and L.S.VENKATARAMANAN, p.I.

16 Den Haag, ARA, BEB, 2.06.10, 1782, 1345'62/STO/HE, 28.6.62.

87 See G.PAULSSON, June 1985.
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owner-managers of small companies or families controlling and operating 'closely-held'
public companies.

Could these self-employed be considered as a distinct socio-economic middle-class? Did
they share an identifiable economic interest because of which all members of the class,
as a rule, reacted to a given situation in the same way? Shortages and inflation had
benefited neither the worker nor the salaried professional manager who at the end fought
a losing battle to maintain their real wages. The shareholders in large enterprises also did
not benifit from inflation, because of the shifts it caused in income distribution and the
accompanying changes in the pattern of consumption. By contrast, the self-employed, as
a whole, benefited from inflation. We suggest using the concept of 'intermediate class',
already put forward in 1964 by M.Kalecki, a Polish economist. He also used the term
'intermediate regimes' to describe governments in which the lower middle class and the
rich peasantry could be identified as performing the role of the ruling class.

2) THE CREATION OF A SMALL-SCALE PROLETARIATE?

a.A Lack of Industrial Employment Growth.
The investments in heavy industries stil\ did not provide any solution to the problems of
poverty and unemployment. Total non-agricultural employment in the organised sector
(services + industry) rose from 12.9 million in 1961 to 15.64 million in 1966, a rise of
28%. In the next seven years, however, it grew from 16.19 million in 1966 to 18.82
million, an increase of only 16%.

Most of the government-created jobs were created in the bureaucracy: in 1961there were
7.05 million civil servants, in 197311.88 million. This labour increase came about because
of political rather than economic compulsions. Many new jobs consisted of stamping seals
on documents, thereby enlarging Indian bureaucracy. In 1961 there were only 0.77 million
and in 1973 only 2.58 million workers employed in productive enterprises run by the
central and state governments, including the non-profitable heavy industries.

The growth of employment in the organised private sector was even more disturbing.
While employment here grew from 5.04 million to 6.~1 million -a rise of 33%- during the
third five-year plan, in the subsequent eight years (1966/67-1974/75) it declined
fractionally to 6.8 million. During this period the rise in the total employment, if
compared to other developing countries, was very disappointing &8.

Considering the policies of the Indian government, within this total employment one
would expect a major contribution by the textile sector and more specifically by its non-
organised segments. The available figures support this assumption. In 1975the large-scale
cotton textile mills alone employed over 700,000 workers. But according to one estimate,
the small-scale cotton powerloom sector offered employment to about 900,000 persons,
while the employment figure in the small-scale cotton handloom sector was around

n P.S.JHA, 1980, pp.3-18.
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5,000,00089
• Another estimate suggests that in the powerloom sector employment grew

from 145,000 in 1964 to SS1,OnOin 1982.No doubt this must be considered the lowest of
the several estimates. According to another estimate, the number of people employed in
the hand loom sector was 3 million in 1961and 8 million in 1978. These figures probably
represent the highest estimate". In any case, because of the very nature of the
'unorganised' sector figures are very uncertain. However, they provide enough
information to know that no other field of economic activity, except agriculture, has ever
offered such a high level of employment in the Indian economy.

b.The Victims.
However, the devaluation of the rupee in 1966 caused sharp inflationary movements in
the economy. As a result, the 'fixed income' groups, including textile workers in the
organised large-scale sector, did not profit from this situation: even the real incomes of
army and government bureaucracy employees dropped when wage increase no longer
neutralised inflation. This disconnection between wage and cost of living again symbolised
the growing political importance of the small-scale producers.

However, the worst hit were again the countless millions of poor farmers, the rural
landless, and unorganised workers in villages and towns. Many of them were employed
by the small-scale textile sector, possibly in combination with poor agricultural activities.
In this way, the government had succeeded in limiting to some extent the number of
people without any income. The fact that most people employed in small-scale industry
hardly earned enough to meet their basic needs and that bonded-labour relations still
persisted were of no concern to the government in New Delhi".

While the organised textile workers still were represented by their trade unions, the
unorganised textile workers had no political influence and as a result no legal protection.
Usually the land-owners, acting as local money-lenders, also controlled most of the
industrial job opportunities in the village. They had converted their economic strength
into political power and controlled the operations of the panchayati raj system, which
gave the zilla parishads (district councils) control over sizable amounts of development
funds as well as the right to decide who got these and other inputs first. The system
provided every opportunity to consolidate their position. They became a combination of
land-owners and local textile-barons. Their tenants became completely dependent on
them, both for land and for the necessary extra income through textile activities.

c.Leftist Parties Ignoring the Real Problems.
Even the communist parties (the CPI(ML), the CPI and the CPM) did not consider the
negative social implications of a 'small is beautiful' policy favouring local men in power.
In some cases these parties championed the cause of small-scale industry against big
business. Yet, in some ways the Indian small industrialist was similar to the property-
conscious. self-righteous capitalist entrepreneur of the 19th century who aroused Marx's

89 P.N.AGARWAI.A, 1978. pp.228-229.

90 I.SABAUD, 1983, p.35.

91 P.S.JHA, 1980, pp.92-110.
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wrath. But in India leftist parties in general ignored the existence of the new small-scale
entrepreneur and reduced the different interests to two basic categories: big capital and
labour",

Also, not much protest could be expected from the trade union side, representing the
large-scale workers. Moreover, the Congress-supporting INTUC had managed to take
over the leading position of the communist AlTUC. Basically INTUC was a corporate
organisation defending the idea that in a real socialist state the real interests of
employers and employees were one and the same. Strikes against government policies
were discouraged and only the interests of the members were defended, and all the while
the countryside remained unorganised. As the Congress party was increasingly influenced
by Stalin's planned economy in order to develop a heavy industry, the communist AITUC
also became less radical in its strategies against government policies. As a result, in 1971
the Centre of Indian Trade Unions (CITU) was set up in order to defend the more
'Marxist' version of the communist party CPI, namely the CPI(M)93. On the communist
side, theoretical discussions dominated the scene, transforming the communist movement
of India into some kind of elite group of communist middle-class intellectuals discussing
politics on a theoretical and hypothetical level and losing touch with the daily realities
of the non-organised countryside. They ended up by unconsciously defending the same
intermediate classes and organised labour classes as their political opponents.

On the whole, the Indian trade unions were incapable of proceeding beyond local
company or even caste-tied demands for immediate improvement of a specific condition
while at the top theoretical nihilism was sold to the activists. Even though federal unions
existed, the basis for labour organisation was the factory". As a result, during the LTA
period the Indian unions had no specific programme concerning the role of foreign trade,
or any other national topic for that matter.

Within the International Federation of Free Trade Unions, the Dutch FNV and the
Belgian ACV and ABVV found themselves collaborating with the non-communist federal
unions of India, in casu the INTUC and the still-existing Hind Mazdoor Sabha (HMS),
still assembling socialist elements outside the Congress party. Despite their actual small
differences with the other trade unions the communists were left out of the international
scene.

3) INDIA'S MODERATE ATTITUDE TOWARDS THE FIRST LTA.

a.Towards a Devaluation of the rupee.
To assess India's foreign trade policies, one should first of all take into consideration that
in the 1960s Indian domestic demand pressure increased. At the same time the need for

92 P.S.JHA, 1980,rp.ll1.133.

93 P.GOOSKENS, in India in beweging,1984,p.86.

94 Local company trade unions choose either to remain independent or to join one of the
federal trade unions; P.GOOSKENS, in India in heweging,1985,p.88.
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foreign currency for capital investments rose up. The Third Plan (1961-1966) further
liberaliscd export controls to some extent and introduced some direct export promotion
measures consistent with the internal needs of the country. The coverage as well as the
rates of import entitlement", foreign exchange allocations and other promotional
measures and incentives were enhanced. The system of granting import licences was
streamlined, certain tax concessions were announced and certain business concerns were
recognised as 'export houses', which could apply for financial assistance from a 'Market
Development Fund' (MDF). It is also noteworthy that the exports of jute manufactures
were no longer subject to controls or export duties in this period.

Moreover, in 1964 the Wool and Woollen Export Promotion Council at Bombay and in
1966 the Handloom Export Pomotion Council (HEPC) at Madras were set up. In
addition to the promotional councils, the Handloom and Handicrafts Export Corporation
of India (HHEC) Ltd., a subsidiary of the State Trading Corporation of India (STC), had
been functioning since 1962 as an export house for undertaking various export promotion
and marketing activities". Finally, also the 'Kandla Free Trade Zone' scheme, including
some textile units, was started in March 1965.

However, since exports were not picking up fast, the large-scale textile mills decided to
participate in a 'voluntary export obligation scheme' under which all the cotton textile
mills agreed to export 12.5% of their turnover of cloth and 3% of yarn. At the same time
most government measures were delayed due to their complexity, amount of red tape and
co-existence with import controls".

The next move by the Indian government to promote exports was the devaluation of the
rupee by 57.5% against the dollar in June 1966. Unfortunately this was accompanied by
an abolition of the subsidy system through the import entitlement schemes. Calculations
by Nayyar, Bhagwati and Desai suggest that the net effect of this devaluation on the
exports of cotton yarn and cloth was on the whole relatively insignificant since the
subsidisation, implicit in trade policies, was scaled down considerably",

The Indian government was well aware of the fact that the devaluation had failed: its
domestic textile industries could not even fill their LT A quotas. Thus, after the
disappointing results of the 1966 rupee devaluation, the Indian government again
introduced a new export promotion system consisting of 'cash compensatory schemes'

95 Import Entitlement Schemes existed since 1958 and were vastly extended in the period
1960-66; the scheme covered a wide range of exports, also from the textile sector: cotton cloth
and yarn. ready-made garments, art silk fabrics, other silk products such as sarees; R.BANERJI,
1975, pp.232-233.

96 S.K.1AIN. 1988, pp.552-555.

91 J.K.TANDON, 1978, p.87; S.K.JAIN. 1988. pp.566-577.

98 D.NAYYAR. 1976. pp.74-76.
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(CCS) which could be applied to certain textile products from September 1967
onwards", However, these schemes of cash incentive disbursements were announced on
a short-term basis, which made it difficult to ensure a long-range sales programme and
production planning'P', With effect from 1 April 1968, the government also provided
cash assistance at a flat rate of 5% on the fob value of all exports of cotton textiles. This
subsidy was paid through the Indian Cotton Mills Federation, and was financed by a
reimbursement of non-refundable taxes!", On the other hand, the export duties
imposed on many traditional exports such as jute and coir manufacturers after
devaluation, continued to existlO2•

The Fourth Plan (1969-1974) continued along the the same lines and again introduced
export incentives in the form of imports of components and other raw materials and
many facilities to increase production capacity of sectors which exported 10% or more
of their production. Further, in July 1970, in recognition of the importance of steady
growth of exports, the Indian government adopted a comprehensive Export Policy
Resolution designed to promote investment in the promising sectors of the economy for
larger exports!". Also in 1970, the Trade Development Authority (IDA) was set up
and provided package services to small and medium-scale units for organising production
and exports on new lines and in new markets. It also organised a large number of buyers'
and sellers' meetings'?'.

Concerning the currency policies, up to September 1975 the rupee was pegged again to
the pound sterling. This meant a 25.6 % devaluation of the nominal exchange rate against
the dollar between 1970 and 1975105.

Finally, we should mention that the LTA (and since 1974 MFA) agreements had left the
problems of distributing quotas among exporting firms to the exporting countries. From
1967 to 1978 India chose a fairly straightforward 'first-come, first-served' or 'greyhound'
method. This job was handled by the Cotton Textile Export Promotion Council'P'.

b. India's Hesitant Approval of LTA.
The ambigious trade policies were reflected in India's attitude towards the LTA. Initially,
the existence of LTA was not much appreciated. During the first LTA talks the Indian

99 S.K.JA1N, I<)RR, pp.566-577.

100 P.N.AGARWALA, 1978, p.225.

101 D.NA YYAR, 1976, pp.74-76.

102 R.BANERJJ, 1975, p.234.

103 J.K.TANDON, 1978, p.89.

104 S.K.JAIN, 1988, pp. 552-555.

10:1 M.WOLF, 1982, pp. 79, 80, 120 and table 4.1; J.KTANDON, 1978, p.90.

106 A.KUMAR, 1988, pp.116-119.
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delegation had painted a pessimistic view of their country's exporting position: 'In the
exporting developing countries (viz.India), in spite of their natural economic advantage
to produce cotton textiles, the cost of production has increased. The industry in India has
been under undue pressure and is struggling to retain its fair share of the world market'.
At the same time, the delegation referred to an ILO study which confirmed that the
impact of a decline in textile production on employment and unemployment in the cotton
industry of the developed countries 'would be marginal and the resultant problems would
not be as serious as they might at first appear to be,I07.

However, in general India accepted the existence of the LTA-framework and thus ratified
it without any reservation'P, At this time India still believed that multilateral co-
operation would lead to an orderly progression in world trade and that this co-operation
would be directed towards yielding under-developed nations a greater share in world
prosperity in the long run. The Indian representative however emphasised in Geneva in
1964 that in the short run it would be necessary to adopt measures to suit individual
cases, and underlined the importance which his country placed on the 'preambular
provisions of the Arrangement'!". These provisions made it compulsory for the
committee to review the operation of the arrangement once a year and report to the
contracting parties. After one year it was clear that the arrangement had not allowed the
less-developed countries a due share in the world consumption of cotton textiles and a
feeling of dissatisfaction began to grow. The reasons for complaints varied with the
importing countries: during 1960, imports of cotton textiles from developing countries as
compared to total consumption of cotton textiles represented 1.7% in the case of the
BLEU, 0.2% in France, 0.1 % in Italy, and 4.9% in the Netherlands and the FRG. In the
US, this percentage was quite high: 4.5%, which puts the subsequent US attempts for
limitation and regulation during the LTA-period in a different light'".

Some conclusions regarding this situation were reached at the Congress of the
International Federation of Cotton and Allied Textile Industries (IFCATI) which was
held in New Delhi in November 1967: 'Action now appears to be necessary in Asia and
the Far East, where -during the past fifteen years- productive capacity has been increased
by approximately 100%' and 'Importing countries should avoid unjustified demands for
undue protection of their domestic markets; exporting countries should refrain from
making excessive claims for increased shares in the world's export trade'. The Congress
ended with the sentence: 'The textile industry has been the first industry to be forced to
adjust itself to the structural change in the world economy. It is now prepared to meet

Hl1 Den Haag, A RA. BEB. 2092/2. Cotton Textiles Committee. Statement hy the Government
of India (restricted). Geneva (GATT), 4.12.63.

lOll Den Haag, ARA, BEB. 2092/2, Cotton Textiles Committee. Statement of the Government
of India (restricted), Geneva (GATT), 4.12.63.

109 Den Haag, ARA. BEB, 2092/2, Cotton Textiles Committee. 21st Session of the
Contracting parties, Geneva (GATT, restricted), 27.2.64.

110 Den Haag. ARA, BEB, 2092/2, Aide-mernoire, The Hague (Embassy of the USA),
29.1.62.
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the challenge of modern times. It should be able to prosper botb in developing countries
and highly industrialised countries'. There can be no misinterpretation of tbe prevailing
ideas about the world's textile future: the industrialised world felt free to enter a
protectionist era. Yet, it is a fact that the resolution was adopted not only by the
representatives of Western Europe, the US, Canada and Australia, but also by the
delegations of India, Japan, the United Arab Republic, Israel and the French Associated
Territories in Africa Ill.

This can be explained by the fact that the LTA policy of favouring labour-intensive
products (produced by handloom, powerloom or ready-made cottage industries) fitted
into the overall industrial policy of the Indian government. As we will analyse later, tbe
Indian government did react heavily when the preferential treatment of 'band-mades' was
threatened. As there was in the West considerable concern regarding the definition of
'cottage' industry or 'handmade' products, vigorous steps were taken to put across the
message to the appropriate authorities abroad that the ready-made garment sector in
India was basically a cottage-based industry and that it afforded a big employment
potential to a developing country like India. The issue would be even more pregnant
within the MFA framework, when the Commerce Minister made forceful pleas in tbis
regard during visits to the US and Western Europe!".

c.India: Inward Looking Strategies Predominant.
On the whole, India remained the prototype of an inward-looking country. For a number
of textile products, the domestic price levels still ranged above the world market price
levels, and production controls and a general ban on imports persisted!",

However, the fulfilment of the quotas had to do with the product competitiveness which
was related to the industrial policies. The virtual ban on the expansion of the weaving
capacity of the mill sector since the early 1950s had acted as an important deterrent to
the modernisation of the organised sector of the industry. Despite a more liberal attitude
towards modernisation in the 1960s and 1970smost of the textile mills in India could still
be described as 'technological dinosaurs', 'museums', or worse as 'graveyards of
machinery' in the world, to use Prof. S.KJain's descriptions!".

111 Den Haag, EZ, BEB, 3136/1, W.T.KROESE, A Third and Final Performance of the Ballet
of the Fibres, Almelo, October 1969, pp.18-20.

112 P.N.AGARWALA. 1978, p.225.

113 H.-H.TAAKE and D.WE1SS, 1974, pp.40-43.

114 S.KJA1N, 1988, pp. 529-549.
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ILD/THE NETHERLANDS: RECONSTRUCTING THE ECONOMY.

1) REORGANISATION WITHOUT FINANCIAL AID?

a.A Decade of Reorganisation.
Until 1967 the Dutch cotton industry, which was engaged in a very thorough-going
rationalisation process, received no financial aid from its government. Taking this and the
lack of a protectionist trade policy into consideration, H.Reimer of the Foreign Office
in The Hague described the Netherlands as the most 'liberal' country in Europe, the one
most faithful to the spirit of the Rome Treaty!",

Due to important technological and labour-saving developments during the 1950s, by the
beginning of the 1960s the industry was close to being capital intensive: according to the
marginal capital coefficient (investment/increase of production), the growth of its capital
intensiveness was ahead of other sectors. Since this restructuring was expected to
neutralise to a certain extent the effect of import from cheap labour countries, the Dutch
government kept on supplying credit guarantees only against the normal interests. This
'literal interpretation of the Treaty of Rome' disturbed the harmony within the Benelux
and the EEC: Italy and France, but also Belgium, did not consider an industrial policy
to be an EEC matter but a domestic matter, and did not hesitate to support their textile
sectors financially.

b.Demanding Equal Aid Treatment.
However, some concern over this situation was expressed in the traditional textile areas.
In 1968 the OST (the negotiating and co-operative organ comprising all employers'
organisations and trade unions in the Dutch textile and clothing industry) was established
in Tilburg, the Dutch wool textile centre. Such a new commission characterised the new
concern for the future of Dutch textiles in a changing international environment!".

The 'OS1" desired a policy that would decrease the discrepancies between the Dutch
policy anti the policies of other Western countries. Being confronted with the aid policies
of the Belgian government, the Dutch government was finally persuaded to grant the
cotton textile industry, for the first time, a state credit of FI. 150 million to finance
investment over the years 1968, 1969 and 1970. The main purpose was to finance
investments in depth. Following an analysis of the viability of the undertaking applying
for a loan, the credit was granted by the National Investment Bank of the Netherlands,
in which the government had a major interest. The interest payable by the undertaking

II) Den Haag, EZ. BEB, 2745/1, Note by the GATT-Secretariat: Adjustment Assistance
Measures Relating to the Cotton Textiles Industry. pp.4-6; 3136/1, W.T.KROESE, A Third and
Final Performance of the Ballet of the Fihres, Almelo, October 1969, pp.18-20.

116 Den Haag, EZ, Dir.sgen.Industry, Afd.Textiel, COST 1969-71, Note pres.COST
(Ir.E.A.Gelderland) and vice-pres. (H.A.C.Huysmans) to members, Tilburg, 16.11.70.
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receiving the credit was not lower than normal bank interest. The state guaranteed the
credits vis-a-vis the Bank'!',

As regards measures specifically aimed at assisting adjustment in the cotton textiles
industry, countries like France, Japan and the UK had already continued to pursue
restructuring measures by compensating firms for the scrapping of obsolete equipment,
helping with modernisation or encouraging mergers of firms!".

In some other countries (Austria, Canada), more general measures providing for tax
advantages, adjustment premiums and equipment credits proved to be beneficial to the
cotton textile firms.

At the same time, a number of countries (Spain, Canada, Norway, Sweden, Finland) had
commissioned studies to ascertain the need for further adjustments in their cotton textile
industry!".

c.EEC Support for Textile Product Producers?
In 1968 the first steps were taken to reach a common EEC textile and clothing policy.
The EEC Commission appointed Prof. de Bandt to start an investigation into the
problems of the sector in the EEC. In 1969 Prof. de Bandt concluded there was a need
for a liberal environment for the textile trade and industry 120.

As a result of the criticism on behalf of the EEC textile industry, a new study group led
by EEC commisioner Andreatta was set up. The subsequent report of September 1969
was not very different from the 'de Bandt proposals', but contained some concrete
proposals to soften the social by-products, such as the setting up of a 'European Social
Fund'.

Thus, up to the beginning of the 1970s EEC attempts to create a common framework in
which all national government industrial support would fit, had failed. Actually, the
Treaty of Rome did not supply the juridical grounds to implement an EEC active sector
policy. Consequently, the policy was limited to disapproving of financial support
programmes 121.

111 Den Haag, EZ, Dir.-Gen.lndustry, Afd. Textiel, COST 1969-71, Note pres. & vice-pres.
COST to members, Tilburg, 16.11.70.

1I81nformatienota over de Nederlandse textielindustrie, Tilburg (Stichting COST), 1970; Den
Haag, EZ, Dir.-Gen.,1ndustrie, Afd.Textiel, COST 1972, 2nd map, Agenda voor de hespreking
met de plaatsvervangend direkteur-gen. van Handel en Industrie, de heer Molkenboer op
18.2.1972. JZ/CK/Coll., 6.] .72; Note to plv.Directeur-Gen. van Industrie en Handel. Bespreking
met de Stichting COST. 270 fH/PB/Tex, 17.2.72.

119 Den Haag, EZ, BEB ,2745/1, Note by the GAIT-Secretariat: ID., 15.12.71, pp.l-S.

120 See J.de BANDT, 1969.

121 A.BROER (ed.), 1977, pp.S5-57.
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Than, in July 1971 the EEC Commission published the 'Spirelli Document', which agreed
with Prof. de Bandt and Andreatta but lacked concrete proposals concerning the pace at
which trade obstacles should be abolished. On the other hand, it was formally decided
not to take action against regional aid programmes!",

Consequently, in December 1971 European textile organisations such as Comitextil
expressed their satisfaction over the EEC Commission's decisions. However, they
emphasised again that the 'unnatural' imports from the Third World not only created a
need for reconstruction of the sector, but also an effective trade policy, and criticised the
Spirelli Memorandum for still being to some extent captivated by a 'Tinbergen'-way of
thinking.

This time the EEC Commission more or less replied in an anti- Tinbergen way; despite
its understanding of the Third World's problems, the Commission did not envisage the
transfer of a part of the textile sector to the South. Moreover, the Commission explicitly
regretted the lack of regional financial government support in the Netherlands and
interpreted the Spinelli Memorandum as such. As the official EEC spokesmen grew more
protectionist, the Dutch feared an increasing discrepancy in European textile policies!".

The Dutch Co-ordination Commission for European Integration and Association
Problems expressed its fears for an increasing dependence on the EEC and the
'minimalistic' attitudes of some of its members 124

Even the Dutch vice-president of the EEC Commission, dr.S.L.Mansholt, expressed
similar ideas: 'Est-il vraiment necessaire que nous conservions it. tout prix cette industrie
alors que nous sommes en train de vivre un processus d'industrialisation formidable? Je
reponds non'!". And further: ' Nous devrons aller au fond des problemes et cela
pourrait signifier que nous devons elaborer un plan pour transferer l'industrie textile hors
des pays fortement industrialises'. The Commission emphasised the fact that dr. Mansholt
had spoken 'a titre personnel'. However, the Dutch voice was not totally neglected; the
way the EEC treated the textile problem was still basically different from the US

122 See EEC-Commission Memorandum of 22nd July 1971.

123 Den Haag, EZ, Dir.-Gen.Industrie, Afd.Textiel, COST 1972 ,2nd map, Agenda voor de
bespreking met de plaatsvervangend direkteur-generaal van lndustrie en Handel, de heer
Molkenboer op 18 februari 1972. JZ/CK/Coll., 6.1.72; Nota Sektoriele Politiek. Voornaamste
punten van bespreking van de EEG-Commissie met Comitextil en AEIH, gehouden op 7
decemher 1971. JZ/CK/Coll., 6.1.72.

124 Den Haag, EZ, BEB, 2850/2, secretary H.C.Posthumus Meyjes to the members of the
'Coordinatie Commissie voor Europese Integratie- en Associatieproblemen', 109605, 29.5.72.

123 At the Koninklijk lnstituut voor Internationale Relaties/Institut Royal pour les Relations
Internationales, Brussels, 1\.3.1971.



152

approach: the word 'Iiberalisation' kept its original positive value and remained the magic
final goal in some far-away future 126.

By the end of 1971 the first report of SOFRED (Societe Francaise de Recherche, d'Etude
et de Documentation), which had been asked by the Commission to set up policy
planning for the period 1975 to 1980, was published!". According to SOFRED the
Netherlands was most advanced on the way to a 'new textile era' whereas Italy was
lagging far behind ...

Two years later the mood seemed to have turned again completely towards liberalisation:
the Commission now put forward a plan based on a new study by Prof. de Bandt, to
transfer labour- extensive parts of the EEC textile industry to the EEC-associated
countries in Africa. However, trade unions reacted heavily against this new plan as they
considered the 'EEC Social Fund' far from being capable of cooping with the social
consequences of such a plan'".

As a result of the pressures from employers' organisations and trade unions, the EEC
Commission was unable to put forward a clear and indisputable textile policy, leaving
behind it a large discrepancy between the policies of the different EEC member-states.

d. Was the Dutch situation so much different?
Surprisingly, despite the Dutch efforts to create a liberal economy, the Dutch transport
and services sectors warned their government of joining Belgium and other EEC
members in 'supporting without reconstructing'!". The case of the Netherlands precisely
had been 'reconstructing' and not 'giving' or 'protecting'.

Was there any structural difference which justified a more liberal policy than that of most
other European countries? Besides the overwhelming importance of transport and
international services to the Dutch economy, the financial structure of the textile sector
(especially in Northern Brabant) might also have influenced the trade policies. In the
1970s many NV's which employed less than 100 people changed into BV's (Besloten
Vennootschappen). While new legislation forced NY's to publish their financial figures,
BV's were still exempted from this obligation.

At the same time the financial structure of the sector changed dramatically. The change
was linked to the increase in average interest rates on the financial markets by the end
of the 1950s (including mortgage rates). From then, the textile families gradually lost

126 Den Haag, EZ, Dir.-Gen.Industrie, Afd.Textiel, COST 1972/2, C.N.F.SWARTTOUW, Het
textielbeleid van de E.E.G., Utrecht, May 1972.

127 See Etude preparatoire ..., 1972.

128 A.BROER (ed.), 1977, pp.55-57.

129 Den Haag, EZ. BEB. 3588/3. Verbond der Nederlandse Groothandel to the Minister of
Economic Affairs. 6X80.
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their interest in the textile business and started living increasingly upon the interest from
their money. This was made possible by the introduction of the 'holding society'
(,houdster'-maatschappij). As a result, many companies were split into two: a 'holding
society' actually leased the buildings, the machines and other capital goods to a 'working
society' ('werkers' -rnaatschappij), The 'holding' society continuously received money from
the 'working society', thus contributing to its financial collapse. At the same time, many
'holding societies' invested in bonds or invested directly, by buying shares, in other
sectors. Completely legal money was pulled out of the textile sector and transferred to
other sectors, both abroad and in the country'P, In some cases these transfers were
relatively easy since many companies already had family, financial or business ties with
other sectors. Traditionally, transport companies had grown along with the textile
companies in order to execute their transport orders. Building, machine importing and
chemical companies had in the same way links with the textile sector'". In one case,
a family possessed two textile companies, one building company and one dredging
company'". Investments could move to the most profitable sector.

As a result, many textile cities like Tilburg gradually turned into cities of 'services' such
as banks, insurance companies, transport and building facilities, education and public
health. In addition, there may have been some interaction in the old textile cities between
emerging imported industries, multinationals producing chemicals or electronics, and the
availability of former textile capital. Let us now consider the different Dutch textile
sectors seperately.

e.The Collapse of the Wool Industry.
e.l)The Prato Threat.
In any case, the financial transitions did not prevent complaints from the textile producers
and their organisations regarding the general economic environment. In the Tilburg wool
region, the Italian wool industry of the Prato region was accused of dumping its products
on the Dutch market. In 1957 the first two wool companies closed doors 133. Articles in
Texpress (1958) appealed to the 'social conscience' of the Italian producers. The Tilburg
producers presented their case as a 'case for social justice'. The Prato industry escaped
social burdens, paid lower wages and often used woollen rags and waste, imported from
several countries. However, in 1962 an Interlaine study commission accompanied by some
Tilburg producers visited the Prato region and concluded that the North Italian wool
products were more fashion-conscious, more specialised and technically developed. There
was no proof of 'social dumping' or illegal 'cottage industry'. The study commission did
emphasise the influence of Italian government subsidies on the Italian wool product

130 H.HAPPEL, L.KEUNE, T.KORREMANS and A.de ROOIJ, vol.1, 1980, pp.29-30 and
vol.2, 1980. pp.9-12 and 22-25.

1~1 10, vo1.l, 191W,pp.18-22.

13210, vo1.5, 1980, p.17.

m PJ.M.van GORP, 1987, pp.235-252.
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prices'", Nevertheless, in 1963 FENEWOL, the federation for the Dutch wool industry,
for the first time, mentioned a possible application of EEC article 226 of the Rome
Treaty which temporarily allowed import restrictions in the case of very negative
consequences for one specific region'". Again the next year, the Tilburg comb wool
weavers complained about possible 'dumping' of Italian products on the Dutch market
and informed the EEC Commission about their situation!", And again the Prato
producers denied any unfair competition on their part.

Until that time, only Italian competition had been regarded as dangerous. However, in
1964 the chairman of the Tilburg Chamber of Commerce also considered the possibility
that the developing countries could contribute to unfair competition from outside. He
feared that as a result of the Kennedy Rounds these countries would profit from the
GATT tariff cuts!".

The next year, in 1965, FENEWOL was able to persuade the Dutch government to bring
the problem of possible 'dumping' from Prato before the EEC commission!". Some
parliament members also put pressure on the Minister of Economic Affairs, J.Den Uyl,
to give the Dutch wool textile industry a transition period to adjust to foreign
competition. However, the influence of the ready-made garments and distribution sectors
made the government postpone plans to restrict imports. The organisation for clothing
or 'ready-made garments' (NEVEC) suggested the possihility that if Prato imports were
disturbed, the Dutch clothing sector would relocate itself, possibly in overseas areas 139.

As a result, requests to the EEC Commission were continually postponed. Only when the
sector had fully agreed to thorough investigations into structural problems, did the
Minister of Economic Affairs consider the possibility of import restrictions. It was not
until 5th December 1966 that the Netherlands actually submitted a request to the EEC.
As was expected, the Belgian government gave its full support. However, NEVEC
demanded compensation for the clothing sector if such measures were taken!".

The EEC Commission responded very reservedly to the request. On 29th June 1967, it
agreed to restrictions on the import of Italian wool products into the Netherlands. It was

134 ~ 04.08.1962.

•35 Handelingen Tweede Kamer. 1964-65, appendix, p.325; 1967-68,9364, nrs.1-3.

•36 See art.226 (Treaty of Rome); TP, 09.05.1964; In fact the share of Prato products in the
domestic supply of comb wool tissues was 3% in 1953, 18% in 1960, 56% in 1965 and 68% in
1970; P.J.M.van GORP, 1987, p.214.

•37 TP, 04.01.1064.

138 ~ 03.04.1965; Fenewol:'Federatie Nederlandse Wolindustrie'.

139 Nevec:Nederlandse Economische Vereniging van de Confectie-industrie; TP, 05.06.1965;
26.06.1965 .
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decided that for the period July 1967-July 1968,Italian wool imports to the Netherlands
should not exceed the imports of the previous year. However, in 1966 these imports had
been at their highest level ever. It was clear to the Dutch wool sector that its demands
had been ignored totally. Despite FENEWOL's attempt to influence the decision by
inviting members of parliament to Tilburg and other activities, the interests of other
economic groups had been decisive!". Minister of Economic Affairs L. de Block
personally complained to the Commission in Brussels, but despite suggestions from
FENEWOL to ignore the decisions of the Commission, no extra measures were
taken!",

While assessing this struggle of the wool sector for an active trade policy, we should
however bear in mind that it was not only foreign competition that was to blame for a
deteriorating situation, but also a general drop in demand for woollen products. As
described later, the consumer of the 1960s no longer preferred woollen quality clothing,
but gradually became more attracted by leisure c1uthing made of cotton (jeans) or
synthetic fibres!".

e.2)Towards Reconversion.
In order to face up to the foreign competition and fashion changes, politicians, academics
and businessmen suggested radical structural reforms of the sector. Already in 1961 the
chairman of the Tilburg Chamber of Commerce had called for a horizontal collaboration
between several wool companies 144. According to Prof. 1. Wisselink the Dutch wool
industry, being scattered among competing small family companies, was squeezed
between the concentrated raw wool supply and the coherent distribution sector!". Also,
the chairman of FENEWOL (the national organisation representing wool product
producers), 1.P.L. van der Lande(1964), Prof. Schouten, Prof.C.F.Scheffer(1961) and
Minister Den Uyl called upon the wool producers to concentrate their capital and to
modernise 146.

However, the Dutch wool producers kept on accusing the distribution and raw material
sectors, together with foreign wool producers, of conspiring with the Dutch government
against their sector. Very often, no extra investments were programmed for modernisation
and in most other cases the efforts were too limited to result in any significant change.

But the situation grew worse: an increasing number of workers had gradually been
discharged since 1959, the number of production units was declining per company and

141 TP, 22.04.1967.

142 TP, 08.07.1967; 29.07.1967.

143 PJ.M. van GORP, 1987, pp.196-204.

144 TP, 07.01.1961.

145TP, 17.06.1%1.

146 TP, 28.10.1961; 03.10.1964.
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many companies either had been closed or declared bankrupt. Between 1957 and 1968
the number of wool companies in Tilburg dropped from 62 to 24147.These problems
and pressure from the government and public opinion made some Tilburg producers
collaborate in several ways: from simple collaboration agreements, leaving every ultimate
decision to the separate company boards, to mergers, take-overs and even the creation
of new factories. There were even some technological innovations, but 'family
individuality' persisted as characteristic of the sector.

Attempts by FENEWOL president Van der Lande and others to collaborate with the
ready-made and distribution sectors totally failed. These sectors enjoyed the benefit of
cheaper Italian fabrics. Taking into account their importance for the national economy,
the government did not consider measures against Italian imports!".

e.3)Wasted Initiatives.
As Minister J.Den Uyl had linked the application of EEC article 226 to a thorough
investigation into the structural constraints in the sector, a mission led by Prof.
Goldschmidt of the Katholieke Hogeschool Tilburg was set Up149,with its report on the
first phase of the investigation being expected by September 1965. However, Prof.
Goldschmidt was unable to explain the price differences between Prato and Tilburg. In
1966, Prof. Bosman of the same university considered the possibility of distortion of
competition and the magazine 'De Tiid' still referred to the Prato industry as the
'murderer of Tilburg'.

Meanwhile, the 'Stuurgroep Goldschmidt' had received its first government subsidies and
had started the second investigation phase in 1966. During both phases the national
'Commission for Productivity Increase' (COP) remained very sceptical. Also, the Ministry
of Economic Affairs lacked confidence in the sincerity of the producers ISO. The
chairman of the Tilburg Chamber of Commerce, P.W.c.Pessers, and Minister J.M.den
Uyl took an optimistic stand and predicted a revival of the sector, based on the statistics
of the Central Plan Bureau, on the assumption that measures would be taken to
reorganise lSI. However, at the same time, den Uyl was accused of seeking arguments
to postpone decisions concerning aid to the wool sector!".

147 P.J.M.van GORP, 1987, pp.235-252.

'48 H.HAPPEL, L.KEUNE, T.KORREMANS and A.de ROOU, vol. 1,1980, pp.64-76.

'49 Den Haag, EZ, WA/IH 726, letter Fenewol to EZ, 10.2.1965 and Nota. FE 900, 9.2.1965.

•50 Subsidies up to a maximum of Fl. 33,000 during the first phase, Fl. 320,000 during the
second phase; COP:'Commissie Opvoering Productiviteit'; Den Haag. EZ. WA/IH, 726, Nota.
lH/PB 44, lO.5.1965; letter EZ to Fenewol, 21.5.1965; Nota IH/lD/P, 24.12.1965; WA/lH 645.
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In May 1%6 FENEWOL expressed the hope that the conclusions of a new report from
the EEC commission would result in the harmonisation of the aid programmes of the
different member countries: only then would the Dutch wool product be able to face
Italian competition '",

However, in general it became fashionable to act as a 'prophet of doom'. This kind of
crisis psychosis ruined the last prospects for revival of the sector. Doubtlessly the
conviction that the sector could not be saved in high-wage countries contributed to the
removal of the sector regardless of any cost-benefit analysis. Many companies, including
the famous 'Beka', which was actively engaged in the restructuring plans of Prof.
Goldschmidt, closed their doors'?'. In parliament questions were asked regarding the
role of the government and the Ministry of Economic Affairs in relation to the closures
and the apparent failure of Prof. Goldschmidt's plans'",

Moreover, whereas the governments of France, Italy and Belgium were fully engaged in
wool sector aid programmes by 1967, Dutch scholars and politicians, such as Minister of
State W.Drees and even Prof.D.Schouten (Kath.Hogeschool Tilburg) continued their
unconditional support for a continuation of free-market principles!", When in May
1967 the Twente industry received government aid, the producers in Tilburg felt totally
neglected!".

The year 1968 started with a general uneasiness about the possible consequences of the
introduction of value-added-tax'". Wool textile producers again panicked and asked in
vain for a preferential VAT.

In February 1968 the 'Stuurgroep Goldschmidt' at last published its final report: after
reorganisation in the comb wool industry, only three loom mills and one spinning mill
would be permitted to exist. When Minister of Economic Affairs De Block said he was
prepared to back the plan financially, nine big companies agreed to it. On 8 May 1968
the parliament ('Twcede Kamcr') approved the Goldschmidt Report, together with the
decisions of Minister De Block. As a result, in theory the possibility existed to supply
guaranteed credits against a favourable interest payment settlement through the 'Special
Financing Settlement' (,Bijzondere Financieringsregeling') of the NIB (,Nationale
lnvesteringsbank') and to participate in risk baring capital of companies through the

153 TP, 21.05.1966.

154 TP, 17.09.1966and 18.11.1967.
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IGFIS9.However, Goldschmidt expressed his disappointment regarding these measures
and FENEWOL emphasised that if no aid 'a fond perdu' was granted most producers
would be hesitating to join the programme't",

On the other hand, Minister De Block, being afraid of subsidies going to the 'holding
companies' instead of being invested in the industry, postponed the application of the new
settlement. He first wanted to make sure that he would not be subsidising shareholders
who kept their investment capacities outside the wool company. Also, as a result of
temporarily better production figures all concentration plans had been put back'".
Moreover, the textile department ('Afdeling Textiel') of the Ministry considered a total
fusion into one remaining company a better alternative to the Goldschmidt plans and had
been pressuring the Minister to postpone application of the settlement!". As a result,
relations between FENEWOL and the Ministry reached their lowest point.

Considering the fact that an overall plan would never be approved by the participating
companies, FENEWOL stimulated individual plans which would be inspired by the
Goldschmidt recomendations'". By January 1969 only five of the initially participating
companies had produced such a plan'". Nevertheless, on 29th May 1969 the Minister
agreed to supply credits of up to a maximum of 70% of the total needs, spread over 15
years. Interest payments could be suspended or even remitted in the case of poor
company results. No use was made of the possibility of government participation through
the IGF, and only one company took up some credits. After four years of intensive
investigations the reconversion plan proved to be a complete failure.

The same can be said about the Goldschmidt plans to reconstruct the worsted yarn
industry (report of 20 february 1969) and the worsted cloth industry (report of 17 July
1968). In the case of worsted wool yarn production the only way out was an overall
merger into one big company, in combination with guaranteed credits within the
programme of Special Financing (,Bijzondere Financiering'), including a flexible interest
payment arrangement. In the case of worsted cloth, Prof. Goldschmidt suggested a
number of mergers in combination with similar forms of government support as in the

1~ HandeIingen Tweede Kamer. 1967·68, B 9300, XITI, nr.22.
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comb wool industry 165. Also in these sectors, instead of making use of the proposed aid
forms, companies closed doors or discharged large parts of their labour force. By
February 1972 all of the Goldschmidt plans had been rejected by all companies involved
on a definitive basis. Consequently, with the exception of some incidental aid to
individual companies between 1968 and 1973, all plans of government financial support
were suspended!".

In short, the wool industry had pressed for an active foreign trade policy in order to save
the industry. Only for a very short period had imports been somewhat hampered. To
compensate for the lack of trade protectionism, The Hague had gradually agreed to
financial support, but very soon it would become clear that the industry was not
interested in this kind of government intervention. No other industry had been focussing
so much on the import problem and had received so little attention from this side: the
LTA system remained limited to cotton products and financial aid was ignored as a real
chance for improving competitiveness.

At the same time, the NKY was challenging Prof. Tinbergen's ideas by pointing out that
by then the Dutch textile industry had reached such a degree of modernisation that the
sector should now be described as capital intensive. Only labour-intensive sectors were
supposed to be moved to the 'developing' world.

However, despite some encouraging export figures published by FENEWOL in 1970, the
general view was that the changes in the wool sector had not been effective enough to
make the sector capital extensive. The OST emphasised the lack of growth in the entire
textile sector. The absence of public interest in the problem was illustrated by the striking
emptiness of the public tribunes during the discussions in parliament (Tweede Kamer)
concerning aid to the wool sector. The relatively better performances of the cotton, linen
and rayon textile sector (KRL), partly due to LTA measures, did not influence the
general atmosphere in the wool sector. It looked as if the industry considered a Dutch
active trade policy only possible if there was pressure from outside. As this only existed
in the case of cotton textiles, the industry gradually grew more fatalistic!".

By 1973 more and more politicians were emphasising the positive effects of transferring
the sector to developing countries, including Minister Boersma of Social Affairs who
openly supported the idea of moving as many production units as possible to countries

165 TP, 24.7.1971; Den Haag, EZ, WA/I/968/3, Nota. BKS 452, 2.7.1970; Nota.
IH/RS/SB/744, 29.6.1970; Nota. BKS/139, 16.1.1970; Nota. IH/RS/PB/748, 8.7.1970;
WA/IH/62~, Nota. lH/PB/Tex/778, 24.2.1976;WA/IH/4~2, letter Fenewol to EZ, 9.5.1967.

166 TP, 19.02.1972;individual aid to NV Koninklijke Wollenstoffen-en Dekenfabrieken
(AaBe), NV Wollenstoffenfabriek George Droge, Swagemakers-Ceasar NV and
Kamgarenspinnerij Swagemakers-BogaertsNY (Swabo); M.M.L.DORST and AJ.W.van der
MEER, 1991,pp.94-99.

1(,1 TP, 10.04.1971;10.07.1971;NvhZ, 09.05.1968.
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such as Morocco and Tunisia'". Also, the chairman of FENEWOL, J.P.L.van de Lande,
predicted the end of the wool sector in the Netherlands!". Most other parties
concerned agreed. We therefore suggest that the interaction of economic reality and the
general pessimistic view accelerated the downward trend.

[Problems in the Cotton Industry.
The situation in Twente had been somewhat different. By 1963 about 60 % of cotton
weaving looms had been automated. Thus, a thorough modernisation of the cotton textile
sector had taken place during the late 1950s. However, because of these massive
investments in productivity increase, the fall in demand from 1963 onwards had
comparatively severe financial consequences for the Dutch cotton textile sector. Producers
dropped all plans for technological innovation and concentrated on problems of capital
concentration and reorganisation. However, due to their conservative attitudes, they still
lacked the necessary specialisation ideas'?".

As a result, the loss of the Indonesian market (due to domestic production growth) could
not be compensated for through the sale of better quality products on the European
market. Attempts to export the cotton products to other developing markets failed. The
sector was left with an increasing production capacity that had no economic purpose
whatsoever. The Dutch international shipping business also suffered indirectly from this
export decline!".

In 1965, for the first time, the Dutch cotton, rayon and linnen sector ('KRL') witnessed
a large amount of company closures. From then, the trend continued: Van Heck & Co
in 1967 and the Koninklijke Nederlandse Textiel Unie in 1972. In 1961 the sector had
still been spread over 126 companies. Thirteen years later, the sector would consist of
only 71 companies, of which 7 were large concerns. With this downward trend setting in,
in July 1965 the 'Vereniging KRL' discussed the matter with the Ministry of Economic
Affairs. However, the Director-general for Industry and Commerce ('Industrie en
Handel') still regarded the situation in the sector as 'satisfactory'!",

The 'Vereniging KRL' continued its efforts and meetings took place at the Ministry of
Economic Affairs in July 1965, October and November 1966. The director.general still

It'" H.HAPPEL, L KEUNE, T.KORREMANS and A.de ROOIJ, vol.I, 1980, pp.66-92; NvhZ,
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disliked individual and incidental support to 'suffering' companies, but did agree that
some kind of overall emergency settlement was necessary in the sector'".

In March 1967 the industry presented a doctoral study by J.Knoester, as a final
memorandum on the overall problems in the sector to the Ministry of Economic Affairs.
As a result, in April 1967 talks concerning the problem took place within the
parliamentary commissions (,kamercommissies') for Economic Affairs and Social
Affairs!".

At about the same time, Van Heek & Co, after going through a number of mergers,
specifically requested financial support from the governmment. The Ministry agreed to
a bridging credit of Fl. 10 million, granted through the NIB. Very soon afterwards, this
precedent led to other companies applying for the same175•

Finally, in May 1967 a global 'Nota KRL' was presented to parliament (,Tweede
Karner')!". The most important policy measure was a state guaranty for credit supply.
For the year 1967 F1.600,000 was taken up from the NIB, using a Special Finance Act
dating from 19561n

. In addition an amount of Fl. 150 million could be borrowed on the
following conditions: while the government guaranteed half of a specific investment
project, the other half had to be financed by private sources, and the interest was
calculated according the usual market conditions!". The credits were only to be made
available after an analysis of the viability of the undertaking and only to be used to
finance investments in depth!".

In 1968 only ten out of seventeen offers from the NIB were accepted by 'KRL'companies.
During the next year even fewer credits were taken up. The hesitation of many 'KRL'
producers was strengthened by the general interest rate increase from 7% to 8 3/4%.

113 Den Haag, EZ, WA/I/420, Nota to minister EZ, 25.10.1966; AS/fH/FD/153/2, letter to
minister EZ, 10.4.1967.
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Before the new settlement, the fact that Belgian, French, Italian and West German
governments had been financially supporting their 'KRL' -sectors, had not influenced the
point of view of the Ministry. Now, however, the hesitation seemed to come from the
producers' side'80• This seems even more strange since the sector had already actively
collaborated with the Ministry and invested to 'reconvert' the sector: by 196772% of the
'KRL' weaving capacity and 86% of the 'KRL' spinning capacity was controlled by only
six concerns!",

As the 'KRL'settlement had been arranged for only three years and not all available
credits had been taken up, the settlement was extended for one year!". Other similar
settlements followed and the system actually continued to exist up to 1987. Between 1968
and 1981 about 93 credits, amounting to a total of F1.212 million, were taken up by 34
companies 183.

Nevertheless, in 1977 the author of the 'KRL-notas', dr.W.T.Kroese, blamed the six
former governments for the abrupt and irresponsible end of many textile companies.
Instead of pursuing an active bilateral trade policy, and as such making use of the LTA-
possibilities, the governments had chosen to look the other way. Kroese considered the
effects of some 'macro-economists' (viz.Prof.Tinbergen) on the government to be
responsible for the 'irresponsible' policy!".

In the meantime, due to the loss of many overseas markets including those for the cotton
products from Twente, the international transport sector was compelled to restructure its
activities, including moving from the sea to the road. In a second stage, the textile sector
would again contribute to the survival of the international transport sector, playing or
supporting the role of importer, as explained hereafter!",

g.Clothing or Import Industries?
Already in 1960 the average size of the Dutch clothing companies was small, but the
number was quite high as compared to the Belgian situation: of a total of 874 companies,
217 were small enterprises employing fewer than 10 persons, 317 belonged to a middle
group employing between 10 and 50 persons, and 286 companies had more than 50
persons on the pay roll. In 1972 the same figures had dropped to, respectively, 213, 148
and 148, making a total of 509 still existing companies. Thus, there was a clear tendency
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towards concentration, but also towards relocation in the Dutch countryside. Also, very
often many enterprises closed their doors while others were being opened at the same
time. In other words, the sector was characterised by a high geographical and capital
mobility. For the moment the geographical mobility was directed towards Belgium. In the
Netherlands itself, due to the high labour intensity and the growing wage costs, the
production level actually dropped from 1964 despite a higher investment rate. If the
average indexed wage in the Dutch clothing industry is taken to have been 100 in 1963,
the last year of controlled wages in the Netherlands, the wage was 317 ten years later. As
a result, competitivity decreased on the domestic market, creating an opportunity for
European competition in the first instance, and secondly for Asian competitors.

From the Capelin report of 1968 we can conclude that the Netherlands had relatively the
smallest number of clothing companies, but these were relatively the largest in size. This
again was the result of the Netherlands having the relatively highest number of mergers
in the EEC (see Capelin Report of 1970). At the same time, the Dutch (and also the
West German) clothing industries increasingly integrated with the retail sector'".

One of the new succesful clothing concerns, which both exported relocated production
units abroad and took up the roles of importer and retailer, was MacIntosh, built on the
remains of Nijmegen's textile sector. The most important shareholder was DSM, a state-
controlled chemical concern, and 20 to 25% of all shares belonged to US companies. This
reflected the necessary roles played by the government and foreign input in a succesful
reconversion. The concern gradually grew into the most important clothing business in
Western Europe. Many Dutch and gradually alsoBelgian clothing enterprises were taken
over, many production chains were eliminated and replaced by imports, such as 'De
Kievit' in Nijmegen and Ewijk (196R) and the 'Bendien-Srnits concern' in Nijmegen,
Emmen and Almelo (1970).

Since the end of the 1950s MacIntosh production units had been handed over to Eastern
Europe. Know-how and capital investments for jeans production were transferred to the
Soviet Union in 1967. By the end of the 1960s a separate importing firm, Mac Intosh
International, bought clothing from South _ East Asian countries. New subsidiaries started
production in Tunisia (1973), Brazil and Portugal (1968)187.

h.The Invasion of Large Retailers and Importers.
As the clothing industry was changing structurally, retailing distributors such as C&A
were gradually moving towards monopolies for certain products in the market. From 1967
'Zeeman' gradually grew into a 'small pocket' large-scale retailer through purchases of
other chains such as the Vinke & Co and Gazan in 197418R.

In response to these large scale retailers, small retailers would increasingly join
purchasing agencies. In this way, economies of scale were also introduced among the

186 A.BROER, 1977, pp.81-99.
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small 'unorganised' retailers!". As a result, by 1970 the orgasization rate of European
clothing retailers was highest in the Netherlands (45 to 45% of all retailers) and also
West Germany (40 to 50%). By 1976 about 12 such combinations were linked to a co-
ordinating organisation: the Verenigde Nederlandse Textiel Inkoopcombinaties,
assembling a total of 4,000 members and 5,600 establishments. The small retailers,
regardless of their partnerships with other small retailers, still represented about 61% of
the turnover in the sector. Large retailers' chains represented only 20%, department
stores 9%, public market and 'at the door' sales 3%, supermarkets 1% and mail order
businesses also 1%. As a result of the introduction of a 'large-scale dimension' in the
small-scale retailers' sector, the independent retailers would more or less retain their
market sharel90

• Only small individual businesses like tailoring houses almost completely
disappeared!".

Another reason for this relative success was an increasing specialisation, like the
introduction of 'boutiques' for leisure clothing; in the Netherlands, the first one was
opened in Amsterdam in 1965. Some boutiques took the succesful form of a 'jeans-shop'.
Other attractions of more traditional individual shops were the personal contact with the
customer, the after-sale-service and the professionalism of the personnel'".

On the other hand, whether the retailers were large or part of the new 'combinations',
it was the size which determined whether wholesale prices would be in the retailers'
favour. Large-scale retailers could profit from the stiff competition among clothing
producers: profits were transferred from the small mills to the large distribution retailers'
concerns!".

Besides this supply approach, a demand factor also contributed to the monopolisation of
the distribution; consumers' tastes underwent drastic changes in the 1960s. By the middle
of the 1960s a new generation had been born, consisting of youngsters who lacked the
discipline for 'rebuilding the country after the war' and instead questioned all existing
moral values. Clothing became a way to express the new sense of rebellion, freedom,
equality, hippie-culture, 'flower-power' and 'Provo'. This kind of 'anti-clothing' movement,
together with the growing purchasing power and the continued importation of the
'American way of life' (also America was 'greening') into Western Europe, stimulated
sales of less formalistic fashion styles. Leisure and casual clothes became more
sophisticated and could also be used at the office. The 'home market' became a simple
extension of the 'American dream'. As a result, demand for easy-to-wear and soft- feeling
clothes made of cotton, synthetic and leather tissues increased. Yarn from carding-wool
spinning mills was now considered too rough. Weaving mills gave preference to fine and
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soft yarn. At the same time, the happy feeling of 'being young and rebelling all together'
was gradually interfered with by the different purchasing power of these 'young people':
increasing varieties, qualities and trademarks of easy-to-wear clothing came on the
market. Thus, the social status was not indicated by the way younsters were dressed but
by the trademark on their clothes, such as Lacoste!".

Individual tailors and dressmakers could no longer adjust to these quick fashion changes
and the increasing variety in fashion. New techniques, needs and materials (artificial and
mixed fibres) made new designs, colours and forms possible. Articles which used to satisfy
basic needs retained their traditional function but also started functioning as luxury or
status products. The main sale arguments became not so much their usefulness, but rather
their design and decoration (for example bedsheets, underwear, towels, blankets,
furnishing articles). Technical research, statistical marketing studies and modern
marketing techniques were necessary to keep on improving and refining the article.

Especially during the second half of the 1960s changes in demand, fashion, distribution,
production and sales were complementary to one another in creating a new vertical and
horizontal structure of the whole textile sector. Dressmakers and tailors gave way to more
concentrated industrial mass production and distribution of knitting-wear, dresses and
gradually also of men's suits.

Only the large-scale retailers' sector was powerful enough to bring about vertical
'empires' of production, import, design and distribution units. Only there were the
necessary planning and investments available to control or own mostly foreign production
units, import houses and a network of representatives in exporting countries. The
difference between large-scale retailers, clothing producers, importers and wholesalers
became increasingly difficult to define!".

Thus, whereas independent retailers had bought most of their collections during domestic
or international fairs, the organised large-scale retailers now put orders through more
visible and better structured trade channels and even controlled many of these
channels'", However, the system provided by the 'combinations' of independent
retailers, was also more visible: they, too, were linked to some specific producers and
importers, sometimes even to the extent of being shareholders. In many cases the
'combinations' also had their representatives abroad. Plans for even more vertical market
integration and the creation of dependent production units existed. As in the large-scale
retail sector, the foreign share in purchase patterns was also growing here.

Disregarding the financial relationship between importer and' combination' or large-scale
retailer, the role of the importers had changed dramatically: they now had to play an
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important role as wholesalers: they influenced production by prescribing the designs,
models, qualities and colours. They had become, so to speak, fashion trend setters!".

Apart from moving to the trading-retail business, others moved to the international
trading business only, such as the Verschuuren group. The Jan Verschuuren BV
continued to find a lower income market for their economically outdated textile
machines. This division actually surpassed turnover in the new machinery division. At the
same time, the C.Verschuuren-Goette directed its strategy to wool imports for the
succesful Belgian carpet industries'". Instead of one of the old wool textile barons
being traditionally represented in the local political structure, in the 1970s one of the
directors of Jan Verschuuren NV was also a member of the municipality of Tilburg, much
against the will of 'new left' parties like PSP and PPR 199.

This kind of reconversion of the Dutch textile sector, including the fundamental changes
in the clothing and retail sectors, took place against a changing international background.
Traditionally domestic-oriented enterprises had transferred investments to imports of
foreign textile products. Only the largest enterprises could adapt smoothly to this new
role whereas the smaller enterprises lacked the financial means to restructure.

i.An Application of the Theory of Economic Familism?
Clearly, the policy of heavy investments and low wages during the 1950s did not lead to
a textile industry competing succesfully with developing countries. The role of the Dutch
textile producer is also an issue of discussion. Both Dutch employers' organisations, the
VNO (Verbond van Nederlandse Ondernemingen) and the NCW (Nederlands Christelijk
Werkgeversverbond) had made only occasional attempts to protect the textile
industry''", The textile producers themselves emphasised the need for protectionism and
ignored possibilities through government financial aid. At the same time, the
government's attachment to free trade and its refusal to interfere in the textile sector was
made possible by the moderate attitude of the producers in Tilburg and Twente. By 1972
the Dutch textile industries seemed to have achieved partially the purported goal of
shifting output to trading and retail activities and a very few clothing productions which
did not need protection'?', whereas the textile industries of other EEC countries were
still demanding continued financial support from their governments to reorganise. The
Dutch textile industry organisations had not interfered when the Netherlands granted
more liberal entry to Third World products even before the EEC had introduced i!.
similar idea all over the EEC (GSP). Only their confrontation with their European
colleagues made them realise that their government had been comparatively 'anti-textile'
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minded 202. However, here we argue the possibility of applying the theory of 'economic
familism' to the Dutch textile barons. These barons had in mind not so much the interest
of the textile business, as the financial interests of their respective families: new
investments were spread over a variety of stocks, shares and property. Indeed, in a way,
the government-administered schemes, designed to bring about a shrinkage of productive
capacity, had identified producers who were willing to be 'bribed' to cease
production'?' .

As a result, by the end of the LTA period, the interests of the Dutch 'textile sector' had
changed fundamentally. Basically, the sector had been taken over by the transport and
retail sectors. To some extent also, the Belgian textile sector had been taken over by the
same Dutch transport and retail sectors.

2) GROWING AWARENESS OF THE SOCIAL PROBLEMS.

a.Social Conditions Improved.
Economic growth made Dutch trade unions gradually more demanding. Already during
the second half of the 1950s there had been a 'wage drift', resulting from employers'
attempts to escape the official wages. From 1959 'soft' sectors such as textiles were
compelled to follow a cao (collective workers' agreement) trend set by the heavy industry,
being the wage 'leader'. This of course resulted in a deteriorating competitive position
on the world market?". In 1964 the 'CAO' wages increased by 17.6%, introducing the
real 'wage explosion' of the 1960s. The system of differentiated wages was replaced by
free wages, and the creation of a complete social security system reached its culmination.
Inflation was more than compensated for by the rise in wages'", By the end of the LTA
period the initial advantage of low wages in the Netherlands had been totally reversed.
In October 1974 the average wage costs in the Dutch cotton, linen and rayon sector
(including social benefits) were the highest in the EEC206

• Thus, from 1974 we have to
consider a different social background against which to place the foreign trade policies
of the Netherlands?".

:m Den Haag, EZ, Dir.-Gen.lndustrie, Afd.Textiel, COST 1972,2nd map, Nota Swarttouw
inzake de EEG-rapporten.

200 E.VERREYDT and J.wAELBROECK, 1980,pp.16-19.

204 J.L.van ZANDEN and R.T.GRIFFITHS, 1989,pp. 99-102.

:'I~ P.DE ROOY, in Von der DUNK, etc., 19116,p.136.

206 If the Netherlands: 100;than UK 47, France 60, Italy 70, USD 85,West-Germany94 and
Belgiumalso 94; ABROER (ed.), 1977,p.70.

:m See previous chapter and R.T.GRIFFITHS, in H.W.von der DUNK, 1986,pp. 147-167.
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b.Fighting Unemployment or Fighting the Employers?
As long as there was some labour shortage, the Twente and Tilburg textile producers did
not worry too much about wage rises. To cope with the labour shortage and wage rises
the sector had invested in productivity increases and now was increasingly attracting
workers from the Mediterranean area and female workersf". However, in Twente the
employment rate started dropping very quickly after 1965. The number of workers in the
cotton, rayon and linen industries (KRL) dropped from 56,000 in 1960 to 39,000 in 1967
and 29,000 in 1970. In Tilburg, between 1957 and 1968 the number of workers dropped
from 12,000 to 7,000. Clearly, a total change of policy was required to cope with the new
situatiorr'".

The same can be said about the clothing sector. In 1960 the Dutch clothing industry
employed 6.3% of the industrial employment... In 1971, the industry employed only 4.8%
of the industrial employment. This fall in employment was not yet as disastrous as in
other textile sectors but it made clear that the clothing sector was also not immune to the
'textile crisis'. However, the development of better paying and attractive jobs in the new
industries or the succesful services sector should also be taken into account when
examining these employment figures.

Despite the employment problems of the 1960s, the textile trade unions completely kept
in line with the Dutch labour philosophy of the 1950s: they still felt the need to
collaborate with employers in order to save the industry. This philosophy still existed
when in 1966 European trade unions joined Comitextil during a conference of the
Euromarket in Milan. During this conference, it was emphasized that imports of market-
disturbing products should be limited. As a result, both Dutch trade unions and
employers took a united stand during the Kennedy Rounds'!". However, this solidarity
lacked the critical attitude of the Belgian trade unions forming a united front with the
employers, but with much more active and critical input"!'.

On the Dutch political front the same attitudes characterised those political segments that
traditionally defended the interests of the workers. As the PvdA had not yet changed its
attitudes in relation to the atomic bomb and the role of NATO since the 1940s,
'Marshall-thinking still characterized the traditional left-wing party. Despite a short
opposition cure after 1958 and a gradual decline of parliamentary seats from 1956 to
1967, the PvdA did not hear the bells of the revolutionary 1960s, thus causing the
political introduction of 'Nieuw Links' ('New Left'). The PSP presented itself as the
conscience of the non-communist Left wing and was the first to doubt US domination,
both in a political and an economic (read foreign trade) sense. Thus, up to 1973, the
PvdA lacked any 'foreign policy'. The PvdA more or less agreed with Prof.Tinbergen and
did not have any' unorthodox' effect on the foreign trade policy of the Netherlands. Nor

208 J.KNOESTER, 1967, pp.9-15 and 133.

200 J.KNOESTER, 1967, p.166; J.KUHLMEYER and WKATS, 1970, p.36.

210 TP, 17.12.1966.

211 Interview L.Fruru, Gent, 1991.
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did they connect the rising unemployment in the textile sector with active interference
in the trade relations of the country'",

However, on a micro-scale trade unions and political parties occasionally grew more
critical towards the attitude of textile employers and occasionally used political pressure.
In April 1967 the parliament (Tweede Kamer) paid attention to the employment
problems in the textile sector?". During the same month Minister J.M.den Uyl set the
NVV textile trade union 'De Eendracht' at ease by declaring that the way was free for
financial support from the government. However, den Uyl linked this support to special
conditions, 'the tax-payer's money should not be wasted?", The next month both
prof.D.Schouten (Kath.Hogeschool Tilburg) and W.Drees, then Minister of State,
recommended that textile workers adopt a more flexible attitude in relation to
employment in other sectors, even if it meant commuting to work'".

By the end of 1967 the unemployment in textile cities had reached a phase described as
alarming in comparison with the general economic euphoria of the 'gay sixties'. In
Tilburg, 5.3% of the working population was unemployed whereas the average
unemployment in the Netherlands was only 2.8%216.

However, the textile industry unions continued to playa remarkably passive role. Only
from 1970 they condemned the sacking of people or the closing down of any the factory
without considering all other possibilities, but still did not put up a pragmatic scheme of
defence. President De Jong of NVV union 'De Eendracht' accused the employers of
totally ignoring Prof.Goldschmidt's recommendations. The chairman of the Catholic union
St. Lambertus, Huysmans, protested against US protectionisrrr'".

Also, in the political world there had been slight change towards more interest in the
subject. As a socialist Minister for Economic Affairs, J.den Uyl could no longer ignore
the problems of many labour-intensive sectors of the economy. Consequently, den Uyl
hoped for compulsory all-round solutions for the entire sector. However, the employers,
especially those in Northern Brabant, were too much concerned about the preservation
of their decision-making freedom. As a result, the PvdA and other leftist and Christian-
democratic parties hesitated to express an opinion on the matter of financial aid. In
addition, the PvdA started realising that, considering the new environment of a welfare
state, the foreign sector could be an important outlet for socialist and progressive ideas.

212 D.F.l. BOSSCHER, in H.W.von der DUNK, etc., 1986, pp.71-83.

m TC, 14.04.1967.

214 TP, 15.04.1967.

21~ NvhZ, 26.05.1967.

216 BD, 13.09.1967.

217 H.HAPPEL, L.KEUNE, T.KORREMANS and Aide ROOIJ, vol.1, 1980, p.B8.
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When during the negotiations for a new cabinet in 1972/73 the PvdA asked for control
over Foreign Affairs, Defence and Development Co-operation, the more progressive
segments of society became more favourably inclined towards it2l8. This time the
'external' aspects of the textile problem would receive attention, even though not always
in full accordance with Prof.Tinbergen's theories.

Finally, it should be pointed out that there also was a paradox in the role of the trade
unions and the labour side in general: by 1970 the decreasing employment in the sector
still did not prevent serious shortages of labour supply in the sector. Other sectors were
even more in need of workers and found them increasingly in North African countries.
However, the bad reputation of the textile industries due to unexpected bankruptcies,
shrinking, mergers or reorganisations made the sector unattractive to the labour market.
The OST even suggested bringing in 'married female labourers on a part-time basis' a
contrast to other countries where the women's share in textile production had always
been as much as or more important than that of men. However, the rising textile imports
had no negative effect on the gradual demolition of one of the characteristics of the
Dutch, Calvinist society: a male-dominated labour force?",

3) HESITATION TO APPLY PROTECTIONISM.

a.Outside Pressure for Protectionism.
Especially in the Netherlands, the compulsion to join the LTA was linked to EEC and
especially US influence. Much more than the pressure from domestic textile producers,
the need to co-operate within Europe and US pressure through an 'aide-memoire' sent
by the embassy to the Dutch government, made the Netherlands accept possible EEC
involvement in the Long Term Agreement (LTA) restricting cotton imports through
quotas'".

In 1961 the Benelux negotiated with Hong Kong to reach a self-limiting agreement within
the GATT and STA frameworks, next to the existing agreements with Japan and East
European countries. Shortly afterwards, the LTA as a whole was also accepted as a useful
tool for protecting the Dutch cotton industry'".

218 D.F.J. BOSSCHER, in H.W.von der DUNK, etc., 1986, pp.71-83.

219 Share of female labour in textile sector (1970): the Netherlands 27.9, Belgium 45.2, West
Germany 59.6, Italy 65.8, France 59.9% ; Informatienota over de Nederlandse textielindustrie.
Tilhurg (Stichting COST), 1970, pr.8-10.

220 Den Haag, ARA, 2092/2, Aide-rnernoire. US Embassy at The Hague, 21.1.1962.

221 Handelingen Tweede Kamer, 1962-63, p.3336.
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On 28 September 1962, the Benelux ratified the LTA agreernenr'". However, within
a very short time the Netherlands was already promoting 'dissident' opinions. The EEC
partners had started discussing the possibility of making exceptions in the case of hand-
made tissues as described by the LTA. since these could almost not be differentiated
from the other tissues. The German representative expressed doubts about Indian
certificates. The Dutch representatives had first put forward the idea that an expert could
make the distinction on the basis of some examples, but after consulting some Dutch
experts he supported the German opinion. This problem has remained a source of
diplomatic disagreement ever since/".

b.The TinbeT/~en Story.
Despite its international commitments, and as a result of the economic and social
situation, the Netherlands was still opposing the demands for textile protection, and
considered industrial restructuring to be separate from trade policy. During the meetings
of textile specialists organised in 1962 by the EEC Commission, Belgium and the
Netherlands were opposing each other regularly: while the Belgian representative was
opting for an active common trade policy for all textile products, including the synthetic
products, the Dutch representative accused the EEC Commission of willingness to
implement the LT A too restrictively'". Again the next year, the Netherlands considered
an official adoption of the Noordwijk convention by the EEC as the start of an
irresponsible return to an increasingly protectionist policy, which was opposed to the
liberal founding ideas of the EEC. The Dutch government refused to consider the EEC
as a platform for all kinds of 'ad hoc solutions for all kinds of difficult products'. This
situation, indeed, did not correspond with the original intentions of the Rome Treaty.

A dispute continued with the Belgian delegation on whether commercial policy experts
or textile experts should be consulted. Commercial policy experts would rather have
considered the Dutch 'trade interests'. Still, in March 1963 the Dutch delegation again
considered it very unlikely that their country would join 'some kind of official Noordwijk
Convention', and said that if they did do so, only raw cloth from Japan and the People's
Republic of China would be under consideration. It was made clear that the Dutch free
trade policy with India, Pakistan and Hong Kong could under no circumstances be
revised'". Belgian participants expressed similar ideas but with less determination.

By 1965 a discussion had started related to possible ways of prolonging the existing LTA
and the possibility of the existence of a first bilateral LTA agreement between the EEC

m Consequently also Surinam lind the Antilles joined LTA; F.K.LlEBICH, 1971,pp.208-209;
\D, 1967, pp.156-157.

m Den Haag, ARA, BEB, 2093, EEe. Compte rendu de la reunion ad hoc des experts
textiles des etats membres du 24 oetobre 1963, Brussels, 29.10.63.

224 Den Haag, ARA, BEB, 2093, EEC-Commission. Short Report on the Reunion of Textile
Specialists on 28.11.62, Brussels.

22.5 Den Haag, ARA, BEB, 2093, EEC-Commission. Short report on the reunion of textile
experts on 4.3.63, Brusssels.
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and India, which would include the Benelux. The Benelux still had not yet taken
advantage of the LT A for protection against cotton products from India. Within the BEB
there were some doubts as to whether a positive reply to the US pressure to join such an
extension of the LTA, or even to submit to the EEC pressure for a bilateral LTA
agreement with India, would not raise serious doubts about Dutch intentions and
principles towards the developing countries. Prof. Tinbergen's theory of international
division of labour had given the Netherlands a good image in the developing countries,
something which had to be maintained for political and economic reasons ...226•

Prof. J.Tinbergen, then chairman of the Dutch Study Group for International Policy
(Werkgroep Internationaal Beleid), favoured his international labour division theory as
the basis for Dutch textile trade policy and only expressed concern over some cases of
dumping. Another member of the study group, Prof.L.H.Janssen, s.j. (Katholieke
Hogeschool Tilburg) stressed the possibility that the quality of products from developing
countries was much lower than those from South and East European countries. In that
case it would be wrong to even include the 'South' in possible quota measures. Thus, the
Dutch official point of view remained very clear: the Netherlands preferred an open
market to all textile products from the South, but, on the condition that all European
countries would implement a similar policy'".

In any case, until the second LTA period the Dutch free trade movement was able to
keep both the Netherlands and the BLEU free from effective quota agreements with
India?". In fact, the Benelux had liberalised some of the existing pre LTA quotas to
other countries.

c.Careful Steps Towards Protectionism.
In reaction to this policy, since 1961 the cotton industry had brought the problem of
cheap imports from developing countries and East European countries to the attention
of the Ministry of Economic Affairs and the Ministry of Social Affairs. The Ministry of
Economic Affairs continued to assure the industry that its interests were not neglected.
On the other hand, the Ministry considered the attempts towards rationalisation and
concentration to be succesful and emphasised the good chances of the cotton
industry'".

226 Den Haag, EZ, BEB, 3135/3, Note: Verlenging Textielakkoord - Kennedy Ronde; 3135/4,
F/12517/65. Verslag van de dertiende vergadering van de Werkgroep Internationaal beIeid,
gehouden or dinsdag 12 oktober 1965 te 10.00 uur.

221 Den Haag, EZ, BEB, 3135/3, Verslag van de dertiende vergadering van de Werkgroep
Internationaal Beleid gehouden op dinsdag 12 oktober 1965 te to.OO uur. C/WG.4/N/13, pp.8
and 10.

228 A.KUMAR, 1988, pp.l02-t05; N.M.BLOKKER, 1989, pp.129-130.

229 Handelingen Tweede Kamer. 1964-65, B 7800, XIII, nr.l1, letter minister EZ to Tweede
Kamer, 5.11.1964.
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The same point of view arose during the discussion between the Director-general for
Industry and Commerce of the Ministry of Economic Affairs, and the 'Vereniging KRL'
in July 1965230.During a similar meeting in November 1966, the industry explicitly
asked for 'measures against imports from low-wage countries?".

The subsequent 'Nota KRL', which was presented to parliament (Tweede Kamer) in
April 1967, contained a strong request for the application of the LTA232.Through its
contacts with the Ministry of Economic Affairs the industry increased its pressure
significantly. The Ministry of Economic Affairs promised to pay close attention to
developments concerning abnormal cotton textile imports. As a result, during the second
LTA period (1967-1970) the Netherlands hesitantly applied the first bilateral Indo-EEC
LTA agreement and subsequently protected its cotton industry through LTA-ceilings (see
table 23), while still implementing EEC tariffs on textiles (see table 24).

Table 23: Quotas alloted to India by the EEC for cotton textile exports, annual levels in
metric tonnes, 1967-1974.

EEC Total Benelux
1961-7Q
Total 7800 1399
Group 1233 5755 930
Group II 2045 370
1971-7;2
Total 11500 1600
Group I 8385 1186
Group II 3115 470
1974
Total 13154 1800
Group I 8794 1180
Group II 4360 620
(Source: GAIT)

ZlO Den Haag, EZ, WA/I/969/I, letter to minister EZ, 23.7.1965.

m Den Haag, EZ, AS/IH/FD/153/2, letter to minister EZ, 10.4.1967.

2.1~ Hande\ingen Tweede Kamer. 1967, B 9139, nr.2.

m Group I: raw cloth and bleached cloth.
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Table 24: Import weighted average nominal tariffs on textile products and on all finished
manufactures, in percentage ad valorem, 1973.

Yams Fabrics Clothing Other Made-Up All Industrial Products
Textiles

us 16.4 23.8 30.7 14.2 6.7
E.C 8.6 14.3 16.4 14.8 7.8
~ 11.1 11.1 17.8 13.0 9.4
Canada 16.7 22.7 25.6 22.9 7.7
Australia 14.8 24.9 62.9 22.8 14.4
Sweden 2.7 13.6 14.3 9.9 4.7
Switzerland 8.9 11.6 10.6 9.5 3.1
Austria 4.0 26.7 33.5 26.9 12.0
Norway 2.3 16.3 21.7 13.8 5.2
Finland 4.3 21.8 37.8 28.4 5.4
New Zealand 12.8 21.7 72.7 31.2 20.0
(Source: D.B.KEESING and M.WULF, 1980)

d.Changing Attitudes,
In April 1969 the US minister of Commerce personally went to The Hague to solicit
support for his idea of starting negotiations in Geneva which would result in a new
international arrangement including all textiles. The Dutch Ministry of Economic Affairs
feared that strengthening US protectionism would not only sharply decrease Italian textile
exports to the US, but also increase Italian exports to other EEC markets, and more
specifically the Netherlands which could not tum to protectionist measures. Italian
exporters would find 'European market alternatives', thereby destroying the last hopes
for the survival of the Tilburg wool industry.

As a result, discussions started on whether the country should continue to defend free
trade principles and consequently defend the interests of textile producers in Spain,
Portugal, Greece, Taiwan and South Korea. The theory of Optimal International Division
of Labour still dominated discussions on the issue. The Ministers of Economic Affairs,
viz. De Block (1967-70), Nelissen (1970-71)and Langman (1971-73), as well as their
predecessors, had not implemented any active Dutch trade policy, to the disadvantage of
the textile sector. The problems in Twente and central Northern Brabant were no reason
for any real change of poliey'".

On the other hand, The Hague made it clear that it did not want to take the risk of
endangering the good relations with the US235.The government also took into account
that the concept of an exclusive cotton multilateral agreement had resulted in an
increased production of textiles less than half of which consisted of cotton, the rest being

234 Vijftien jaar 'Pech gehad' voor de Nederlandse krl-industrie (W.T.Kroese), If, 18.9.76;
Den Haag, EZ, Dir-gen. Industrie, Afd.Textiel, COST 1967-71, Notitie voor de bespreking van
een delegatie van de Stichting COST met de heer Molkenboer, plaatsvervangend direkteur-
generaaI van Industrie en Handel. AR/LP/Coll., 3.9.70 and Nota betreffende de wereldhandel
en wereldproductie van textielgoederen. CA/W. coll., 4.9.70.

ZlS Den Haag, EZ, BEB, 3136/1, Note Director-Gen. IRHP '69-24, 28.4.69.
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often artificial fibres. Consequently, a possible new agreement comprising all fibres,
would level the market conditions of the different textile sectors'". Finally, during the
discussions for the prolongation of the KRL settlement in April 1970, the necessity for
an active trade policy was ernphasised'". This time also, protests arose against the EEC
General System of Preferences. As a result, in accordance with the wishes of the
members of parliament from the Tilburg wool region, the Netherlands accepted a
possible future multi-fibre agreement but retained its free-trade option during
negotiations.

4) RECONSIDERING DEVELOPMENT AID.

a.Towards a Leading Role.
As mentioned before, the Dutch textile industry had lost its traditional export markets
in the Third World, such as Indonesia and some African countries, to domestic producers
and to competition from Asian NICs, Japan and the US. In the meantime, European and
Asian countries had penetrated the Dutch home market. Even though the free trade
movement still dominated, some elements in society considered protectionist policies.
From the end of the 1950s the textile industry had asked its government to consider the
possibility to take effective measures to limit the import of textiles from Asia, and
Eastern and Southern Europe/". Also, BEB officials (Department of Foreign Economic
Relations; Ministry of Economic Affairs, The Hague) took the textile threat seriously and
already assumed that the same evolution was about to happen with other manufactured
products'", But most important of all, as the Netherlands had obligations within the
EEC, it was pushed towards protectionism.

Parallel with the application of the 'new protectionism', segments of society called for
serious consideration of the possibility of an active bilateral development aid policy. Here
we examine the heterogeneic composition of this new 'development aid lobby' in order
to understand the true aims of this group.

Firstly, there was the political point of view. Considering the colonial past and the
Indonesian trauma, and also realising that an international long term textile trade
agreement would not be avoidable, the government in The Hague was nevertheless
aiming at building up a positive international image of the Netherlands. Development aid
was an opportunity to wipe out once and for all the 'Indonesian past'.

23<1 Den Haag, EZ, BEB. 3136/1, IRHP '73-20, OverJeg in het GATT over het regelen van
de internationale handel in textielproducten, 12.3.73.

137 Kkl.-settlement according the 'KRL-Nota' of 25 May 1967; Den Haag, EZ,
AS/IH/FD/153/2, Nota to minister EZ, 16.4.1970.

2JB Den Haag, EZ. BEB. 3136/ I, W.T.KROESE, A Third and Final Performance of the Ballet
of the Fibres, Alrnelo, October 1969, pp.18·20.

Zl9 Den Haag, ARA, BEB, 1940/1, Note to director-gen. BEB. 963, 21.5.62.
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Secondly, there was the influence of a growing feeling of international solidarity among
the Dutch public. Already by the end of the 1950s some segments of the Dutch public
linked the application of Tinbergen's theory to a new attitude towards international
problems. It was understood that the ultimate goal of creating a 'new international order'
was the levelling of the different national incomes. In order to achieve this a sense of
common interest, replacing the classic national feelings, was necessary".

Thirdly, many textile producers also supported the growth of Dutch bilateral aid as long
as this seemed to make textile protectionism easier. W.T.Kroese of the 'Vereniging KRL'
pointed out during the IFCATI meeting in Athens 1963 that the developing countries had
been forcing themselves under the slogan 'Trade but not aid' to repay the assistance given
to them by means of industrial exports, viz. textiles. Kroese considered it wiser to allow
somewhat more time for the re-grouping of the industrial apparatus in the already
industrialised countries because also the developing countries would also profit. He
thougt it more beneficial for them if the industries in the developing countries were
primarily made subservient to the satisfaction of their own national needs. The essence
of his speech was: 'The obtaining of the desired foreign exchange could then be made
possible via more direct additional granting of aid'. And this aid would be comparable
to the Marshall Plan:'That such a change may be very beneficial is proved by the 1948-52
period during which the 17 countries of the OEEC received Marshall aid to a total of
$12.8 thousand million, which helped them to their feet?".

In addition, in the 'Nota KRL' of May 1967, the 'Vereniging KRL' suggested
rehabilitating the Indonesian textile refining industry in order to restore the Indonesian
market for cotton products from Twente. The idea was presented to parliament (Tweede
Kamer) as 'development aid,242.

In October 1969 Kroese again explicitly linked the international textile trade situation to
a new kind of Marshall aid which would help less-developed countries to their feet. He
argued that due to the industrialisation race and the consequent need for foreign
currency, many such countries neglected the clothing needs of their own people. It stood
to reason that 'that the problems with regard to aid in the less-developed countries in the
textile field would act as a catalyst for the solution of various economic problems of
worldwide importance?".

Thus, very much in contradiction with the Dutch preferences for free trade, the Dutch
textile sector did not disapprove a reversal of the slogan 'Trade but not aid'.

240 H.BOHUSLA V, Optimale internationale arbeidsverdeling, in Ifu2, 8.9.1973, p.516.

2.41 See W.T.KROESE, The First International Industry and the Problems of the Developing
Countries, in IFCATI, vol.4, 1963; Den Haag, EZ, BEB, 3136/1, W.T.KROESE, A Third and
Final Performance of the Ballet of the Fibres, Almelo, October 1969, pp.24-27.

2.42 Handelingen Tweede Kamer. 1967. B 9139, 2.

2.43 Den Haag, EZ, BEB, 3136/1, W.T.KROESE, A Third and Final Performance ofthe Ballet
of the Fibers. Almelo, October 1969, pp.23-27.
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Fourthly, when the Netherlands joined the India Aid Consortium in May 1962, as the first
one in a list of similar aid consortia, the colton trade agreements had heen made more
acceptable also to the Indian and other governments of developing countries and the
Dutch transport and services sectors. Despite textile trade restrictions, the developing
countries still received foreign currency and the Dutch transport sector handling overseas
textile products found new bussiness in the transportation of capital goods and other
development aid goods. I·

One should also take into account the fact that the Indian government was no longer
willing to except a negative trade balance with the Netherlands as long as it did not
provide loans or grants through the Consortium'".

Yet, another reason for joining the Consortium was the US pressure; the US government
was no longer prepared to take the burden of 'defending the West against the communist
threat' on its own. The Consortium, despite being a 'sum of a set of individual bilateral
responses', was also an economic version of the containment policy; whenever
communists appeared on the scene, Western countries were able to co-ordinate
'economic' countcr-attacks'". The India experiment finally ended lip as an international
World Bank network of consortia for important and strategic countries.

Finally we should consider the influence of the international transport and service sector
and the industry in general. The textile industry also found support for expanding
development aid in other industrial sectors and the Ministry of Economic Affairs. The
Commission Van Ittersum, which had advised the Consortium membership, explicitly
stated that intensive bilateral Consortium aid, being in reality bilateral aid in a
multilateral framework, would benefit the Dutch industry to a much larger extent than
the traditional multilateral aid through international organisationsi". At the same time
the international service sector would he able to continue to ship goods, other than
textiles, to and from Rotterdam.

As a result of the above factors, a compromise was found to link the inclusion of an LTA
partnership in the defence strategies of the sector to programmes of financial bilateral
aid to developing countries: a possible future limitation of textile export possibilities to
the Netherlands would be accompanied by financial aid to diversify the export capacities
of the developing countries. By doing so, the Benelux was hesitantly following the US
example: bilateral financial aid to diversify industrial performance was supposed to
compensate for the very restrictive US-import policy vis-a-vis textiles.

:l44 Den Haag, ARA, 2.06.10, 1782, Nota's 1962. 1202'62/deW /ba.

~.~J.J.C.VOORHOEVE, 1985, pp.l Sd anti 289; Nota over de hulp aan mintier ontwikkelde
landen, 1962, p.8; J.wHlTE, 1967, p.22.

2M; Den Haag, ARA, 1858, Intern Bericht. 59874, 5.6.1961; Rapport van de sub-groep
Bilaterale Hulpverlening van de Interdepartementale werkgroep ad hoc inzake de relaties met
de minder ontwikkelde landen. F/14027/61.
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b,The Consortium Aid.
Despite the fact that the Consortium aid was officially untied, studies have proved the
contrary'". At the same time the development aid became institutionalised: in 1963 the
Minister of Foreign Affairs, J,M,AH. Luns (KVP), for the first time appointed a separate
state secretary, I,N,Th,Diepenhorst (CHU) to deal with 'aid-matters on an
interdepartmental levef'". When in 1965 a minister without portfolio, KVPer
Th,H,BOT (14.4,1965-5,4,1967) took over the role of a state secretary controlled by
'Foreign Affairs', the influence from trade and industry continued to increase'", Trade
Policy projects and so-called 'drempel'-projects were set up and a National Guarantee
System was proposed,

Most political parties agreed to the bilateral 'commercialisation' of development aid in
the same way as with with the Consortium aid. Possibly the catholic and socialist parties
considered the interests of the textile workers in Tilburg and Twente, thereby promoting
a diversification of imports instead of a textile 'mono-culture'. Only 'Klein Links' (small
extreme leftist parties: PSP and CPN) described the policies as 'neo-colonial'P", In
1966 for the first time bilateral aid exceeded multilateral aid251

, Bot's successor in 1967,
CHU Minister Bxl.Udink (5.4,1967-6,7.71) took up where Bot had left, but emphasised
more the need for geographical concentration of the Dutch aid2S2, In addition he gave
birth to the 'National Investment Guarantee Scheme' (WHI)2S3, Regular informal talks
with the industry took place'". Finally, since the eve of the new decade, the 'Financing
Society for Developing Countries' (Financieringsmaatschappij voor Ontwikkelingslanden,
FMO) started stimulating overseas Dutch investments, The FMO was a private
organisation with participation from the government and the industry, Udinks's successor,
C, Boertien (6,7,1971-11.5,1973), again proceeded in the same way2S5,

247 See Jvan HUNNIK and B.MONNENS, 1990,

248 Den Haag, EZ, 2447, Verslagvan de Coordinatiecommissie Minder Ontwikkelde Landen,
26.10.1964; P.HOEBINK, 1988, p.50.

249 Den Haag, EZ. 2447, Verslag van de Coordinatiecornrnissie Minder Ontwikkelde Landen
1965-1%6. CC/N/5, 2:\.6.1%5 and CC/N/15. D.(l.I966; P.lIOEBINK, 1988, p.255.

250 Handelingen der Staten-Generaal, Openbare Commissievergadering, 12.1.1966,

251 Den Haag, EZ, 2448, Coordinatie-Comrnissie MOL. 1967-68, Jetter BEB to minister EZ.
757'67 Bor/vo, 26.4.1967.

~2 Den Haag, EZ, 2448, Verslag van de Coordinatie-Commissie voor de Minst Ontwikkelde
Landen. CC/N/29, 18.1.1968.

~3 Vierjarenprogramma 1968-1971, pp.17-19; Den Haag, EZ, 2448, Coordinatie-Comrnissie
MOL. 1967-68. letter BEB to minister EZ. 757'67 Bor/vo, 26.4.1967.

2S4 Den Haag, BZ, 610.300, 914, Verslag van de COOEB, 1967/3, p. 16 and 17; P.HOEBINK,
1988, p.53.

m Den Haag, EZ, 2449, Verslag van de Coordinatie-Cornrnissie MOL. 1969-72. 41st and
42nd reunions. CC/N/41 and 42, 13.9.1971 and 21.12.1971.
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By that time the 'Dutch label' had gained a better and 'Third World-friendlier' reputation
than ever before. In India the bad image of the Netherlands due to its Indonesia policies
was now totally reversed, which was in the interest of Dutch bussiness in the long run.
Especially the end of the New Guinea conflict during the first years of the 1960s also
contributed to the improvement of political Indo-Dutch relations.

The socalled 'commercialisation of development aid' actually made the financial groups
agree with development aid. Of course, the consensus depended on the concrete
economic benefits of development co-operation. According to J.van Hunnik and
B.Monnens, Dutch Consortium Aid to India had important consequences for Dutch
exports: the aid/trade ratio was significant. The overall picture of the aid pattern was
characterised by a domination of capital goods, completely in accordance with the BEB's
wishes. However, up to 1965 purchases from the Dutch metal industry also dominated
because of Nehru's dream of creating a vast heavy-industry sector. During the 'Plan
Holiday' (1966-69) and afterwards, emphasis was also put on orders in the chemical
sector (fertilisers) in order to contribute to the 'green revolution'. Up to 1972 the aid
composition had been the result of a 'trade off relation, by which Dutch and Indian
interests were exchanged: the Netherlands wanted to export capital goods for aid and
India wanted heavy machinery and fertilisers. From 1972 this trade-off relation became
less visible. Both countries had compatible interests: supply and demand centred around
machinery and transport goods. The Indian government suddenly also started paying
some attention to the 'light industries', as reflected in the aid pattern. At the same time,
India became increasingly dependent on Consortium aid as a result of the growing
external dcbt2

.\6. From table 25 it becomes clear that Dutch development aid was
directed towards India, while Belgian aid remained directed towards the non-textile
exporting former colonies.

Table 25: Authorisations and utilisations of Dutch (and Belgian) assistance (loans/grants)
to India, in Rs. crores, 1962-74.

The Netherlands Belgium
Authorisation Utilisation Authorisation Utilisation

1962-67 22.8/ - 9.5/ - 11.4/ - 4.9/ -
1967 8.3/ - 8.4/ - 2.8/ - 1.9/ -
1968 6.8/ - 5.7/0.4 9.4/ - 2.1/-
1969 8.3/0.5 9.1/0.5 2.3/ - 2.9/-
1970 8.3/0.5 16.2/0.5 10.1/ - 5.1/ -
1971 10.4/0.5 11.6/0.5 3.0/ - 4.2/ -
11)72 15.3/0.5 11.0/0.5 :'.0/ - :'.0/ -
1973 19.3/0.6 20.1/0.6 5.0/ - 2.M/ -
1974 25.4/4.2 24.4/ - 6.0/ - 16.3/ -
(Source: Economic Surveys, New Delhi, Government of India)

India and other NICs, considering their large population and their relatively advanced
technological development, offered a much better market to the Dutch industry than the
least developed countries. As a result, the Dutch MNOs and industry set up an extensive

2S6 J.van HUNNIK and B.MONNENS, 1990, pp.206-209.
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lobbying circuit in order to get orders from governments receiving Dutch bilateral aid.
Indian consultancy bureaus, Dutch embassies and consulates and officials in The Hague
contributed to a system of information gathering. The importance of aid to some Dutch
companies was illustrated by the succesful pressure the industry put on the Dutch
government from October 1965 to lift the embargo on aid to India implemented because
of the second Indo-Pakistan war. Aid to India and Pakistan was restored in December
1965257.The companies involved were predominantly large MNOs with vast interests
in India. Here, there was a very important difference from the Belgian situation, which
explains the different policies as explained furher'".

At the same time, India had been able to realise a major part of its intentions. However,
an export-stimulating effect from the financed imports and the investments of the
involved Dutch MNOs could not be established. The purchased capital goods were mainly
included in production for the domestic market. This occasionally had an import-
substituting effect, but not in the case of aid to the synthetic fibre production by Centuri
Enka, since at that time there was already an overproduction of the product in India.

However, in the meantime, despite a foreign policy which included both development aid
and textile protectionism, the Dutch government continued to defend free-trade principles
during international negotiations. Protectionism was, so to speak, 'forced upon the
government' through multilateral agreements, and financial aid was subsequently the
perfect compromise that would benefit the Third World partners of the Dutch industries
as well as the Dutch transport sector and industries themselves.

Already during the 1960s, terms such as development aid and the same reconversion
plans were mentioned in the same breath by organisations like the NAR (Nationale
Advies Raad) and the SER (Sociaal-Economische Raad). Also from this 'noble' point of
view, the obligations within the EEC, LTA and GATT were considered as obstructions
to the 'straight path'. However, an official concrete plan to link reconstruction to
development co-operation was still lacking. Only in December 1974 did the Ministers of
Economic Affairs and Development aid come forward with the 'Note Regarding
Restructuring of the Dutch Economy and Development Aid', known as the 'Nota
Pronk/Lubbers'. This step might be attributed to new policy topics introduced by the new
centre-left government Den Uyl2S9.

2S7 Den Haag, BZ, 610.301, India-Netherlands. Technical Cooperation. DTH-Archives. 3rd
block. vol.Ill, Report of the 'Ministerraad', 10.12.1965.

2SS J.van HUNNIK and B.MONNENS, 1990, pp.219 and 249.

2S9 A.BROER (ed.), 1977, pp.171-184.
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H.E/ BELGIUM: A CASE OF EMPLOYERS' AND WORKERS' ACfIVISM.

l)SURVIVAL THROUGH SPECIALISATION.

a.Consolidation of a Tradition of High Ouality.
During the first half of the 1960s many Belgian textile subsectors were still experiencing
some production growth. This was the case for the rayon- and cotton- weaving mills and
wool spinning and weaving mills. The cotton spinning mills and the flax sector faced a
zero growth, while the jute sector, especially the spinning mills, was subject to heavy
fluctuations.

Towards the middle of the 1960s there was a visible weakening of the Belgian textile
sector. Production dropped in wool dyeing, cotton-spinning and weaving mills, jute-
spinning mills and rayon- spinning mills. The US stopped further imports of Belgian
tapestry and cheaper textile products were imported from the EEC and to a much lesser
extent from the Newly Industrialised Countries (NICs) and Eastern Europe260•

As a result, the capital concentration movement that had started in the 1950s was
accelerated. Mergers of capital seemed the only way our'". Using the banks as
intermediaries, the Belgian industrialists were able to convince their government to place
a major part of the textile imports under licence. The influence of the big trusts which
had interests in the sector, like the 'Societe Generale', Solvay, Brufina and the group of
the Boerenbond and the Kredietbank, was decisive in these decisions'". Soon
afterwards, in 1967, the EEC Commission gave permission to the Ministry of Economic
Affairs in Brussels to compare import prices with the average price on the EEC market.
In case of market disturbance, an import licence was not delivered. This kind of price
control had a retarding effect on the irnports'", Also, textile federations considered the

2M RVANDEPUTIE, 1985, p.75.

261 The major trusts being the 'Union Cotonniere' (1919, since 1957 'Filatures et tissages
Union Cotonniere' and since 1964 'SA UCO NV'), the 'SA Manta'/,Usines Cotonnieres de
Belgique' and 'Utexbel' (1929); in the artificial fibre sector there was the 'Fabelta' (1932); in the
linen sector there was the 'Filature Lys-Lieve' (since 1964 'SA Tissage de Torchons et Serviettes
TCf'); in the dyeing and finishing phases there was the 'Alsberge & Van Oost'-group; PJOYE,
1964, pp.53-57.

26~ The Societe Generate controlled the 'SA UCO NY', the 'Filterie Imperiale d'Alost', the
'Filature Nouvelle Orleans', the 'Tissage La Flandre', the 'Cotonniere de l'Escaut', the 'Silkose'
and the 'Et Textiles Fernand Hanus'; Solvay participated in FABELTA; BRUFINA controlled
'bonneterie PERFECfA' and the 'filature de laine et de soie SOFILAINE'; the Boerenbond-
Kredietbank collaborated with the 'Ancienne Filature Yan Hoegarden-Boonen', the 'Usines
Textiles Reunies de Belgique UTEXBEL', the 'Algemene Fluweelweverij' and 'Steverlynck'; the
French group 'Text il' (Gillet-Thaon) controlled 'AJsberge et Van Oost' and collaborated with
Solvay; finally also the French 'Groupes Textiles du Nord de la France' controlled various textile
companies; English interests were present in the 'Filature and Filteries Reunies' and the 'Filature
du Canal'; PJOYE, 1964, pp.130, 149-150, 166-167, 194, 196 and 198.

263 A minimum price was fixed in order to protect producers from low prices.
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industry as increasingly capital intensive, producing high-quality products and thus being
completely outside the purview of Prof. Tinbergen's ideas. An 'active' trade policy within
the LTA framework was thus completely justified'". In addition, the 'Verbond van
Belgische Ondememingen' (VBO) adopted the negative attitude of the textile producers
on the issue of a 'Generalised System of Preferences' (GSP) and pushed the government
towards restricting the GSP as much as possible in order to prevent an increase in
imports265.
Also, since mid-1959 the' expansiewetgeving' or 'lois de relance economique' had been
in force/". The government could supply credits, interest subsidies, employment
premiums and fiscal advantages. However, the guarantees the Belgian government gave
for credits against lower-than-normal interest were considered to be in violation of article
92 of the EEe Treaty of Rome. In 1971 the Belgian government was asked to change its
systenr'".

Not surprisingly, this successful co-operation between the Belgian industry and its
government was taken up by the Dutch producers and trade unions as an argument
against the official Dutch policy of non-interference. In the 1970s,many Dutch producers
relocated their units to Belgium, citing their reason as the fact that 'the Belgian
government provided interest subsidies of 3 to 4% (5% from 1970) on 50% (75% from
1970) of the necessary investments during 5 years. Such interest-subsidised credits for the
reconstruction of the textile industry were made available for a total of 750 million B.Fr.,
to be spread over 4 to 5 years?". Most probably, many Dutch and other foreign
investors were misinformed regarding the size of the benefits. Minister AJ.Vlerick, during
a speech on the 1971 budget before parliament (Kamer van Volksvertegenwoordigers),
explicitly mentioned a Dutch magazine as providing an exaggerated view of the
advantages to its readers'".

In addition, Belgium was also chosen for investments because of the tax laws. The
maximum taxes on savings, including municipality taxes, were comparatively lo~o.

However, the assurance of government aid gave many Belgian textile producers an
unjustified faith in the future. As a result, they invested further and succeeded in

264 G.FELS, in YiA Band 108, 1972, pp.71-121; J.BROECKX, 1974, p.16.

265 B.PIRET, 1972, pp.118-121; LS, 19.2.1969; Bulletin de la FIB, nrs.2 and 6, 1969.

2fJ6 K.VERAGHTERT in H.DAEMS, et al, 1981, p.42; R.MICHEL, 1970, pp.50-53.

21>1 Den Haag, EZ, Dir.-Gen.Industry, afd.Textiel, COST 1969-71, Note pres.& vice-pres.
COST to members, Tilburg, 16.11.1970; P.MINGRET, 1976, pp.139-147.

21>8 A.BROER (ed.), 1977, p.60.

1m Kamer van Volksvertegenwoordigers, 3.3.1970; R.MICHEL, 1970, pp.55-56.

21040.3%against 47% in the Netherlands, 51.6% in Luxemburg, 50% in France, 62.6% in
West-Germany, 26.25% in Switzerland, 40% in the UK and 48% in the US; R.MICHEL, 1970,
p.47.
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becoming competitive in certain traditional high quality specialisations: export possibilities
for Flemish woollen carpets were exploited and the production of rayon and other
synthetic fabrics increased.

But the overall picture was that the phenomenon of the 'Golden Sixties' had a negative
effect on the sector. Activities in less exclusive productions like wool-spinning mills,
cotton-spinning and weaving mills came to a stop.

As a result, the attitudes in traditional textile regions, such as the East of Eastern
Flanders, had to adapt to the new situation. At first the general mood had been one of
complete rejection of all ideas which had something in common with the 'International
Division of Labour' theory. Many members of the Chamber of Commerce of the textile-
producing city Aalst thought it more logical to protect and support the existing industries
instead of 'wasting millions' on 'low interests' in order to attract new industries. However,
in the meantime regions like Aalst had been reduced to so-called 'developing areas':
already in 1963 the contribution of the region around Aalst to the national industrial
employment had dropped to 3.9% whereas it contained about 5.1% of the national
population. Commuting to the nearby services sector of Brussels brought only a partial
solution to the demographic-structural pressures in the region. Other textile regions such
as Kortrijk, Oudenaarde, Ghent, Tournai and Verviers found themselves more or less in
the same situation.

Thus, reality had overtaken the conservative arguments and very soon chambers of
commerce of regions affected by the textile crisis stimulated US or Japanese investments
through the setting up of industrial estates, in combination with the possibilities provided
by the 'Expansiewetgeving'. At the same time, initiatives were taken to retrain (mostly
female) former textile workers?".

However, when in 1969 the general economic boom reached unexpected hights, the
textile sector also recovered temporarily. Global production increased again. The
production and export growth of carpets and synthetic fibres were reinforced. By the end
of 1969 the trend again reversed. Wool dyeing especially suffered heavy blows while the
cotton-spinning and weaving mills, and the rayon-weaving mills could only retain their
production. This time the textile producers started panicking: despite their fruitful
collaboration with the government, the sector could not cope with US protectionism and
competition from Japan, the NICs and Eastern Europe. Many 'textile barons' had to start
negotiations to obtain loans as provided by the 'Expansiewetgeving'?".

In 1971 there were again signs of recovery in the textile sector. This was due to the better
export performance of a few sectors: tapestry, knitting products and ready-made clothing.
By the second half of 1972 the trend again became more negative?". By that time the
number of textile companies (excluding clothing) had dropped from 2,666 in 1965 to

271 D.PODEVUN, etc., 1991, pp.113-122.

m R.VANDEPUTfE, 1985, pp.98-100.

273 R.VANDEPUTfE, 1985, pp.136-137.
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2,016. But in any case, according to the National Bank, in 1973 the textile industry was
still fifth on the list of Belgian sectors that depended most on export, after the diamond,
metal, oil and chemical industries. Thus, despite a continued export role and maintenance
of a small positive trade balance within the sector, the industry increased its pressure on
the government, leading to the 'textile plan' of 1977Tl4•

b.Specialisation. Fusions and Decreasing Production in the Traditional Textile Sectors.
b.1) The Cotton Sector.
During the LTA period the cotton sector was subject to capital concentration through
mergers of capital. The number of both spinning and weaving mills dropped considerably.
Larger companies, such as the Union Cotoniere, tried their chances on the European
market. Marginal companies with outdated technology, however, were not taken up in
mergers but simply disappeared?'. Especially in the period 1967-1969 the cotton sector
(especially the spinning activities) were severely hit.

This deterioration was linked to the international market conditions. At the beginning of
the 1970s the Belgian market price for cotton yarn collapsed, as much cheaper Italian,
French and other foreign products became available. At the same time, world prices for
raw cotton were unstable. Sudden price rises could not be calculated within the sale
prices on time. Therefore many producers switched from cotton to cheaper and more
price-inelastic synthetic or semi-synthetic fibres.

While most cotton-spinning mills underwent a complete reconstruction, most cotton-
weaving mills were still family businesses to be situated in the small-scale sector; they
were more in number and smaller than the spinning mills. By the end of the 1960s there
were still about 300 industrial weaving mills, of which 52 produced about 87% of the total
production. Despite reconstruction measures, many small businesses continued to exist;
but the total number of weaving looms decreased, especially from 1964 when orders
stagnated and many developing countries reached the stage of complete self-sufficiency.

b.2)The Wool Sector.
Like the cotton-weaving mills, the large majority of the traditionally very important wool
sector was also in the hands of traditional textile families. The strong ties with certain
families made the reconversion very difficult. Unlike in the cotton yarn sector, the non-
integrated companies still dominated the scene. Only a few companies managed to attain
vertical integration in which all production stages were concentrated within the same
company. Since the beginning of the 1970s the fragile structure of the sector could no
longer coope with a sharp increase in the price of raw wool on the world market.

The labour intensive sub-sectors especially, such as the Belgian wool-carbonising and
washing plant sub-sector, were facing cheaper labour in France and the devaluation of
the French Franc. By the beginning of the 1970s only some 10 Belgian wool-washing
companies were left (in 1955 there had been 13).

274 J.BROECKX, 1974, pp.23-24.

275 See Etude sur l'evolution de la concentration dans quelques sous-secteurs de l'industrie
du textile en Belgique, Brussels (EEC Commission), 1972.
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The wool-carding sector recovered gradually from its fall during the 1950s. However, in
this sub-sector, too, activities dropped sharply from 1970, because of rising raw material
prices, falling exports and increasing imports from France.

Due to failures and mergers, in the comb wool-spinning sector only 36 companies still
existed (in 1939 there had been about 100). As a result, the wool region of Verviers
became impoverished due to growing unemployment. An increased demand for wool
from the carpet sector from 1968 onwards saved the still existing mills. The combing wool
spinning sector performed better: originally there had been fewer but bigger mills.
Exports to West Germany and the Netherlands always remained stable and between 1969
and 1971 the USSR became an important market.

In the meantime, the wool-weaving sector, once one of the most famous traditional trades
in Flanders and Brabant, was heading for disaster. Imports of comb wool textiles and a
different taste or fashion in favour of lighter tissues resulted in the demolition of the
comb wool-weaving industry: its share in wool weaving production had dropped from 46%
in 1950 to 13.5% in 1965 and 11.2 % in 1973. On the other hand, combing wool yarn was
still in demand for manufacturing 'mixed' textiles. On the whole the number of weaving
looms dropped considerably, especially when raw wool prices reached their peak at the
beginning of the 1970s. However, the main reason for the deteriorating situation was a
general decrease in domestic demand in favour of other materials such as cotton (jeans),
synthetic fibres and leather. As a result about one-third of the Belgian production found
its way to foreign markets, especially the Netherlands. Belgium traded its high-quality
products for Dutch mass-produced articles, which could no longer be produced profitably
domestically.

h.3)The Jute Sector.
After the Second World War the existence of the Belgian jute sector had been threatened
by the success of synthetic substitutes and the development of ajute manufacturing sector
in Asian countries. During the 1960s the Belgian jute sector more or less maintained its
market position through orders from the succesful carpet sector. However, in 1970 the
political unrest in Bangladesh (previously East Pakistan) endangered the supply of raw
jute. After the stocks were exhausted, imports from Bangladesh, Thailand, Nepal and
India again took off. However, due to the creation of a common Asian sales agency,
prices could be kept high. As a result, Belgian jute yarn, and even more so jute fabrics,
were no more competitive and production dropped. Textile organisations such as Jutibel
and Febeltex accused Pakistan, India, Hong Kong and Bangladesh of dumping jute
products. They also expressed disappointment when jute products were not included in
the first Multi-Fibre Agreement of 1974.

b.4)The Linen Sector.
At the end of the 1950s flax: dumped in the Belgian market by the USSR led to a big
drop in the flax price. As a result, farmers preferred different crops and flax became very
scarce. Agreements between Western flax farmers and the flax textile sector made flax
available again. However, linen-spinning mills could still not meet domestic demand, and
from 1965 the production figures of weaving mills also fell. From 1971 there was a
general production drop, especially in the weaving sector. The spinning mills again faced
serious supply shortages and the traditional US demand for 'Belgian linen' was
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interrupted by the devaluation of the dollar and a temporary extra US import duty on
linen during 1971. At the same time, Belgian labour costs were comparatively high. As
a result linen articles began to be imported to some extent from both the rest of Europe
and developing countries. Moreover, representatives of the sector failed to include flax
products in the Multi-Fibre Agreement of 1974.

b.5)The Synthetic Fibre Sector.
The process of industrial concentration in the production of synthetic textiles had begun
in 1932 with the creation of the 'Union des Fabriques Belges de Textiles Artificiels'
(FABELTA). This concentration, good market prospects as well as US investments
provided the sector with a solid basis?", Together with the carpet industry, it was the
only sector which performed well during the entire LTA period. The combination of the
chemical and textile industries resulted in a wide variety of new products for which a
certain demand grew in Belgium, which became to some extent a consumers' paradise
from the end of the Warm.

b.6)The Clothing Sector.
In 1960 some 6565 companies of which more than half employed fewer than five persons,
belonged to this sector. In 1978 there were only 2820 companies left; 2500 small
enterprises employing fewer than 5 workers had disappeared. Despite its high importance
in some regions, the sector provided only 1% of GNP (1978). Consequently, the crisis in
the clothing industry was mostly only felt on the local level. The exceptionally sharp
decline was primarily caused by structural factors: new big clothing companies, very often
originating from the Netherlands and the US, not only produced but also imported
clothing'". In addition, these large clothing companies were linked to the large-scale
retailers, which gradually gained an almost monopolistic position in the retail market.
Being a Benelux partner, Belgium was used by the growing Dutch large-scale clothing
companies and retailers as a testing ground for foreign expansion, and the collapse of the
Belgian clothing sector will be examined further in the chapters on the Dutch clothing
sector.

The expansion into Belgium by Dutch companies was caused by the labour supply
problems and rising wage costs in the Netherlands. According to an inquiry in 1972, most
of these producers had relocated production because of the availability of female labour,
higher labour productivity and better financial conditions in Belgium. These conditions
consisted of low prices for real estate, free infrastructure, exemption from taxes on
property, contributions for training employees, a capital premium up to a maximum of
75% of the fixed assets and finally of course the possibility of interest subsidies and
exemption from several kinds of taxes for a specific period. As regards higher labour
productivity, by 1970 the average turnover per head in the European clothing industry
was highest in Belgium. An explanation for this may have been the policy of tying wage
rises to productivity increases that was introduced by the Dutch investors. The same

276 PJOYE, 1964, pp.52-53; R.MICHEL, 1970, p.lOl.

zn J.BROECKX, 1974, p.64.

278 R.MICHEL, 1970, p.101.
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phenomenon existed in Finland, which was turned into a 'Swedish clothing producing
unit'.

Between 1960 and 1965 ahout 7 Dutch producers opted for Belgium, between 1965 and
1970 again 7, and during the next 5 years again 7. However, by 19764 (1 in 1973,2 in
1974 and 1 in 1975) had left Belgium. In 1974 Dutch clothing producers had been
employing about 10,000 workers in Belgium, most of whom were in the provinces of
Antwerpen and Limburg.

As the Belgian investment conditions worsened in the 1970s, the Dutch producers again
looked for other alternatives: increasing imports from Asian countries (including India)
and relocation in low-wage countries such as Portugal, Spain, Greece, Malta, Tunisia and
even BrazjJ279.

In all cases, the products were being sent back to the Dutch company for quality control
and distribution. Only the largest producers also owned sales points in Belgium itself.

The competitiveness of the Belgian clothing product was also affected by the gradually
changing textile export pattern of developing countries, including India, in favour of
clothing products. Until the 1970s the EEC had dominated imports to a large extent
(93% in 1970,80% in 1979)280.

c.Foreign Retailers and Belgian Consumers.
Finally, we should consider the interests of the retail and transport sectors. Unlike in the
Netherlands, the Belgian transport sector had not specialised in overseas transport and
thus would not benefit from increasing trade relations with overseas countries. As in the
Netherlands, the importance of large scale clothing retailers increased significantly.
However, the Dutch economy had vast interests in this sector, whereas that sector in
Belgium was characterised by foreign inputs. Among others, the US company 'Jewel Tea
Co.' was a shareholder in 'Superrnarches G.B.' and 'Superbazars?".

By the end of the LT A period, foreign, especially Dutch, large retailers gradually became
attracted to the open Belgian market (see the chapters on the Dutch retailers and
consumers to place the social-economic environment in context). A Belgian group that
did this was the 'Societe Anonyme pour la Revente d'Articles en Masse' (SARMA) which
controlled chains like Sarma (37 establishments in 1962), Nopri, Samar, Turma, 'Maison
Jean Fontaine' and the 'Grands Magasins de la Bourse' and 'Super-Marches Sarma-
Nopri'(since 1961). But large retailers like SARMA and also DELHAIZE were not
involved or did not specialise in clothing'".

119 A.BROER (ed.), 1977. pp.l00 and 114·115.

2110 Belgie in de interdependentie ontwikkelingslanden-ge"industrialiseerde landen, 1981,pp.85-
87; Source: Febeltex.

2111 PJOYE, 1964, p. 205.

2112 PJOYE, 1964. pp.187-188.
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Against this background of growing concentration of the retail sector, mostly in foreign
hands, there was still a small-scale sector of independent retailers. Fully illustrating the
Belgian individualist spirit, the threat from the large-scale companies did not lead to new
ways of protective co-operation. By 1970, Belgium, together with France and Italy,
showed one of the lowest organisation rates in the European retail sector: less than
10%283.

As a result of this situation characterised by foreign input and a lack of organisation, no
specific interests related to textile trade policy existed within the retail sector. In addition,
certainly during the first half of the 1960s, the Belgian consumer continued to be
characterised by a comparatively great purchasing power, whereas the Dutch consumer,
remembering the hard times during the 1950s,appreciated much more the availability of
cheaper foreign clothing.

d.'Economic Familism'?
Despite some Belgian textile producers specialising succesfully in carpets and decoration
and technical textiles, textile producers in Flanders aligned themselves very much with
France. We suggest that the theory of 'economic familism' is not relevant here; this
irrevelance might explain why in Belgium the collaboration between government and
producers was more succesful than in the Netherlands: in Flanders production units were
relatively small, and therefore they did not have the financial capacities and know-how
to transfer investments to other sectors. Unlike in the Netherlands, financial input for
new high-tech, chemical or transport industries or trading and retail activities
predominantly came from abroad and did not extend or complete existing activities.
Financial and industrial activities of a textile families never had extended beyond their
own factories. As the company coincided with the family, it is of no use here to apply the
theory of 'economic familism'.

At the same time, instead of transferring investments to other sectors, many Belgian
textile producers survived by specialising in some high-quality products. The textile
federations emphasised that the sector was about to develop a capital-intensive character
and should be functioning at its optimum in the developed world. From this point of
view, the textile sector did not fit into the re-allocation plans of Prof.Tinbergen. However,
aid and protectionism were still needed to ease the transition to capital-intensive
production. More attention had to be paid to quality demands and to production
possibilities with synthetic or semi-synthetic fibres.

However, scholars such as J.Tinbergen, G.Fels and H.Bohuslav kept on mentioning the
textile sector as an examplary sector to be transferred to developing countries. On the
basis of their studies they claimed that only synthetic-fibres production had a chance of
survival in the developed world. This kind of production belonged to the chemical sector
rather than to the textile sector'", Together with the Belgian labour unions, the Belgian

283 A.BROER (ed.), 1977, p.99.

284 G.FELS, The Choise of Industry Mix In the Division of Labour Between Developed and
Developini Countries, in Weltwirtschafliches Archiv. Band 108. 1972, pp.71-121.
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textile federations campaigned against this kind of thinking on the Benelux, West-
European and multilateral levels.

2) POWERFUL TRADE-UNIONS FIGHTING BACK.

;t.I ncrcasi n~ UIIClllploymclI!.
In 1961 the Belgian textile, clothing and leather sector still employed 8.8% of the total
national labour force: 142,986 male workers and 153,744 female workers. These female
workers formed 16.9% of the entire female employment in the country. Most were
manual workers. The corresponding percentage for males was only 5.8%. In the group
of higher-qualified textile workers and managers there was a large majority of males.
While male employment was equally spread over all age categories, of the female
workers about 56 % were below 30 years of age. However, the necessary savings on
labour costs were not to the disadvantage of the 'disposable' younger female workers.
During the ensuing years the number of manual workers did decline, but it was especially
male workers who lost their jobs'".

Throughout the 1960s Belgian textile employment had decreased continuously. Between
1965 and 1973 employment dropped from 149,640 (134,507 workers and 15,133
employees) to 118,602 (104,123 workers and 14,479 employees). In 1972 about 4.7% of
the total national labour force and 13.1% of the industrial employees were employed in
the textile industry. As such, the textile industry was still the most important
ernployer'". However, by the end of 1976 employment had dropped to only 90,000
workers?".

Employment in the clothing industry also dropped to some extent: from 87,500 workers
in 1960 to only 60,000 in 1978. In this year, about 86% were women. The industry was
the most labour intensive and most 'female' in the country. At the same time, it was
characterised by the highest rate of decreasing employment: 30% against a national
average of 10% in 1978288

•

b.Trade Unions Takin~ the Initiative.
In November 1960 the Belgian government had put the so-called 'Eenheidswet' before
parliament (,Kamer van Volksvertegenwoordigers'). This act provided for public saving
measures in order to cure the country of its 'Belgian disease'. The 'liberal' background
to the Act, slightly comparable to the policies which the Netherlands had pursued since
the Second World War, gave way to an exceptionally strong socialist opposition (unlike
the Dutch situation), resulting in violent strikes and street fights. However, since the
Catholic trade union (ACY) and consequently also the 'Christelijke Textielcentrale'

285 O.ROELS. L.VANOVERBEKE and P.VAN ROMPUY. 1975, pp.SO-Sl.

:'116 J.BROECKX. 1974, p.23.

287 J.-M.COSYNS, etc., 1981, p.88.

288 J.-M.COSYNS, etc., 1981, p.8S.
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decided to support the ruling catholic-liberal coalition, the textile sector remained largely
unaffected by the events. Moreover, the general economic boom of the 1960s was very
soon felt and led to a new social peace as expressed in an overall agreement known as
the second 'programmatie-akkoord'. This peace was only interrupted when negotiations
for a third 'prograrnmatie-akkoord' in 1965 coincided with a slight and very short
stagnation of the economy'".

However, despite the situation in the textile sector not being 'alarming', the trade unions
realised that the economic boom concealed structural changes that would damage textile
employment in the long run. Consequently, a campaign gradually took off against the
policies advised by Prof.Tinbergen and others. Subsidising companies seemed to be the
only way to save jobs in the short run, and very few Belgian politicians and scholars
pointed out that asking for subsidies would not benefit the workers in the long run290.

While looking for strong ideological fundaments, Belgian and French trade unions were
unconsciously influenced by Marxist thinking. The Marxist critique of the theory of
Optimal Labour Division supplied the trade unions with 'socialist' ethics which allowed
them to ignore 'demands of workers in developing countries'. Capital was being
transferred to low-wage countries in order to increase profits of the same few.
Employment was being created in a capital-safe climate, implying unsafe labour
conditions. The capitalist class would retain the low wages and suppress the workers in
an environment lacking trade union organisation. Thus, the common opposition of
Belgian employers and trade unions against the New World Order and free trade was
overshadowed by a theoretical clash of interests between the workers' and capitalists'
classes?".

In reality, the average worker was simply concerned about the eventual loss of his/her
traditional working environment. In most cases workers were only informed about the
chances of keeping their jobs. Both employers and trade unions failed to inform textile
workers about the need for and the possibilities of retraining and other activities to ease
the transfer to other sectors.

Belgian trade unions did not seriously consider the employment possibilities in expanding
sectors during the Golden Sixties. Nor did they take into account some UNCTAD studies
that pointed out that an eventual loss of jobs under free trade conditions would only
decrease employment in the Western world by an average of 1.7%292. And they also did

289 L.PAUWELS, 1986, pp.155-161.

2CJO See D.OLE and N.KOHT, Welke soort internationale arbeidsverdeling?, in ~ 8.9.1972,
p.507.

291 See P.van DRIEL and Wiener SALVEDA, in ISa, 8.9.1972, p.507; J.BROECKX, 1974,
p.12.

292 See S.S.LITTLE, Industr:y and Trade in some Developing Countries, London, 1973;
W.S.SALANT and B.N.VACCARA, Import Liberalisation and Employment, Washington, 1961.
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not take into account that during the whole LTA period wages in the Belgian textile
industry had remained higher than those in neighbouring countries?".

3)BELGIUM OPPOSING FREE TRADE PRINCIPLES AND FAVOURING
DEVELOPMENT AID BlLA TERALlSM.

a.Not Idealism But Realism.
As a result of pressures from trade unions, employers' organisations and members of
parliament representing traditional industrial (textile) regions, Belgium had a rather
'hostile' attitude during international meetings and pushed its Benelux partner towards
bilateral negotiations based on the LT A. At the same time, Belgium took a very tough
stand on the General System of Preferences (GSP). Basically, Belgian delegates defended
a 'realistic' solution to the problems in the sense that domestic non-competitive industries
(read 'textiles') had to be exempted from all preferential treatment and protected by
exceptions to free trade principles. In July 1968 the Minister for Development
Cooperation, PSCer R. Scheyven (17.6.1968-8.11.1971), told the Press 'qu'il n'est pas
possible, contrairement a ce que certains ont souhaite a la CNUCED, de supprimer les
droits de douane et d'ouvrir largement les frontieres des pays riches aux produits du
Tiers-Monde sans nuance et au risque de miner certaines industries des pays
developpes?", In a Ministry of Foreign Affairs publication entitled Autant d'idealisme.
mais plus de realisme, the same minister expressed doubts wether it was 'realiste de
demander a un pays comme la Belgique d'abaisser ou de supprimer les droits de douane
sur les produits textiles en provenance des pays sous-developpesr?". In any case, the
role played by Belgium in the introduction of the world's first GSP was rather of a
hampering nature, resulting in a GSP with limited effects.

b.A Belgian Price Control Licence System.
In 1967 Belgium set up a price control licence system to cut its textile imports. Through
the banks the textile sector could put pressure on the Belgian government. Despite their
relative interest in trade relations with the relatively small Benelux market, Indian textile
delegations did not hide their emotions when it became clear that restrictive measures
against liberalized imports were being taken in Belgium. They did so probably because
they considered it to be an opportunity to divert the attention from the real problems:
the lack of adequate policies in order to raise competitiveness. At the same time they
most probably wanted to live up to their role as 'spokesman' of the developing non-
aligned countries. However, the textile exporting developing countries were assisted by
the Ministry of Economic Affairs in The Hague in claiming that the Belgian government
did not act according to the international (including Benelux) rules and obligations which
it had agreed to. Officials of this Ministry thought the situation would result in a deadlock
which would damage the image of the EEC. The Dutch Director-general for Industry and

m See EEC Social Statistics no.5, Wage Costs per Hour, 1972.

294 B.PIRET, 1972, pp.118-120; LS, 12.7.1968.

m B.PIRET, 1972, pp.118-120; Textes et Documents, nr.242, Brussels (Ministerie van
Buitenlandse Zaken), Decemher 1968, p.IO.
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Trade criticised the exaggerated influence of the Belgian textile lobby in which both
employers and employees were closing their eyes to 'statistical truth'. The demands of the
Belgian textile-lobby were described as 'unreasonable and impossible'. Dr. W.P.H.van
Oorschot of the Ministry of Economic Affairs in The Hague accused the Belgian
government of simply refusing 'to take up its responsability which resulted in all kinds of
reservations whatever the proposals'. It was clear that there was a general distrust
between the Benelux partners'". In addition, some Belgian diplomats found themselves
squeezed between the contradicting interests of the Benelux. In 1971 the Belgian
ambassador to UNCfAD, Forthomme, in any case acknowledged the problem: 'Ne
serait-ce que pour eviter que les rapports continuent a se degrader entre les pays en voie
de developpement et les Occidentaux, on ne peut plus se contenter de dire non, ni de
mener des actions de retardement ou de diversion?",

c.Preventive Actions or an Immediate Need?
When interpreting these Benelux talks one has to consider the theoretical character of
the settlements between the Benelux and India. India's exports to the Benelux were very
limited. India was merely an example of a textile exporting developing country for which
the developed world 'a priori' took its precautions, even before there was a genuine
'textile threat', as was to some extent the case with the famous 'four Asian tigers'.
Actually, despite all Belgian counter-productive activities, in reality there was no direct
need for an agreement: considering the relatively small importance of the Indian imports,
and imports of other similar countries, the different sides were only thinking in terms of
possibilities which could occur in the future. Furthermore, the talks had been an Indian
monologue, with Belgium replying in the negative and the Netherlands replying
reservedly positive. It is a matter of interpretation whether the outcome of such
negotiations really has influenced the future bilateral trade pattern to a great extenr'",

d.Belgian Development Aid: African Bilateralism.
Also, whereas the Dutch textile producers occasionally welcomed the developing aid as
an accidental compensation for 'textile dollars', the situation in Belgium was somewhat
different since most of the aid was concentrated in mid-African countries which cannot
be regarded as textile producing NICs. Comparatively the share of the Belgian
Consortium aid to India within the total Belgian financial aid was very significant, but no
technical or project aid whatsoever ever reached India. In absolute figures also the
Belgian Consortium aid was very disappointing, especially in comparison to the

296 Den Haag, EZ, BEB, 3135/4, Note Director-gen. for Industry and Trade: Uniforrne
akkoorden tussen de EEG-Ianden en ontwikkelingslanden inzake katoenen textie1producten.
2083, 27.9.67; Goedkeuring rapport inzake de onderhandelingen in de sector katoenen
textieIproducten. Interne afspraken tussen de EEG-Ianden inzake inroepingvan de ontsnappings-
cIausule (art.3) van het katoenaccoord, 3.3.67; Verslag van de dertiende vergadering van de
Werkgroep Internationaal Beleid, gehouden op dinsdag 12 oktober 1965 te 10.00 uur.
F/12517/65.

197 B.PIRET, 1972, pp.111-112.

298 Den Haag, EZ, BEB, 3135/4, Note 2528: Katoen- en jute-onderhandelingen met India en
Pakistan, 2.11.67.
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Netherlands: by 1974-75 Belgium authorised loans up to 6.0 Rs.crores whereas the
Netherlands authorized up to 25.4 Rs.crores for loans and 4.2 Rs.crores for grants (see
table 25)299.

However, regardless its direction, development co-operation served the same purpose
from a public opinion point of view: whereas the wealth fare state became a reality in
Western Europe, some of the new wealth rightfully was transferred to the poor ex-
colonies, and at the same time Belgian firms could profit from new orders.

The Belgian industrial sector in general had largely a colonial past and tried to
compensate for the loss of the African colonies by supporting bilateral development aid
relations with the ex-colonies. Both credit facilities and friendly relations with developing
countries would occasionally stimulate Belgian exports to the ex-colonies. In July 1969
Y.Lacoste commented that 'les milieux qui profitent de ces politiques d'aide financiere
ont evidemment interet a ce que la masse des contribuables ne s'y opposent pas. Pour
cela, il n'est pas inutile que les mass media diffusent dans l'opinion les images atroces
d'enfants affarnes et exhortent a la charite et a la solidarite'F", However, as the Belgian
market was more European (the neighbouring countries) and the former colonies were
hardly textile markets or producers, the Belgian textile producers showed little interest
in aid as a possible compensation for 'textile dollars' ...

m 1 crore = 100,000,000;Economic Survey 1977-7R, p. 112. table 7.2.

300 B.PIRET. 1972, pp.181-1R2; see Esprit, July 1969, p.203.
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II.F/ CONCLUSION. 1961-1974.

Both the gradually more restrictive policies of the North and the contradictory policies
of India suggested a decline of Indian textile exports, even if the Indian government was
hoping that the 1966 devaluation would actually put things right again. And indeed, the
poor trade performance confirms the expected link between trade and policy. Exports to
the EEC and the Benelux dropped, even if here the LTA was of a less stringent nature
than in the US. This suggests a stronger relation with failing contradictory policies of the
exporting country, viz.India.

The whole Indian system of production, export and import licences resulted in a general
loss of competitiveness. The small clothing sector was the only exceptation, but was
especially oriented towards the US and did not seem to react to the 1966 devaluation.
It was only when the system of small-scale production adapted itself to the completely
finished product, clothing instead of textile products, that India could start profiting from
the 'Indian look' fashion in the rich countries: from 1972, exports grew again, especially
to the Netherlands.

By that time, the Dutch market regarded the purchase of foreign products as inevitable.
It had become clear that reconstruction in the textile sector was failing. Public opinion
was also influenced by the interests of more profitable Dutch activities: the trading and
retail businesses. As a result, the existing EEC protectionism was not much appreciated.
On the other hand, in addition to other aims, 'developing co-operation' was supposed to
polish the image of the Netherlands and its firms in the developing countries, so that
other more profitable sectors would export to these countries.

On the other hand, Belgium supported the EEC protectionist policies much more and
employers' and trade unions joined hands to demand increasing government financial
support to save the textile sector.



III. THE NEW PROTECTIONISM. 1974-1992.
(the MFA-period)
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lII.a/ A QUANTITATIVE APPROACH: THE ERA OF CLOTHING.

I)FROM A WORLD MARKET POINT OF VIEW: FROM TEXTILES TO
CLOTHING.

The world trade still followed the post-War movement away from consumer goods
towards capital goods. While textiles could keep pace with the global world trade, the
shift away from textiles towards chemicals and engineering products continued: the share
of textiles and clothing within the world trade of manufactures further declined'.

Table 1: Value and growth rate of world and world textile import,
x $1,000,000,000. 1975-87.

World Trade World Textile Trade
~ ~ In.Qi.ru ~ Indices
1975 872.50 100 43.45 100
1976 991.00 113 51.28 118
1977 1122.00 128 57.40 132
1978 1303.00 149 69.05 158
1979 1639.20 187 85.40 196
1980 1998.10 229 97.40 224
1981 1963.00 224 96.50 222
1982 1842.40 211 91.55 210
1983 1807.00 207 92.00 211
1984 1907.20 218 100.55 231
1985 1923.60 220 103.20 299
1986 2118.70 242 128.05 294
1987 2532.70 290 163.40 376
(Source: International Trade, Geneva, GATT)

Also in nominal figures the world exports of textiles and clothing continued to increase.
But in the beginning of the 1980s the growth rate actually decreased. Due to the oil crisis,
a stagnation of the major textile markets could not be prevented",

The continued drop of the relative share of traditional textiles was to some extent
compensated for by the success of clothing exports: the share of non-clothing textiles in
world trade kept dropping to 5 % in 1981, whereas the share of clothing had reached a
peak in 1973 (4%) but remained stable ever since',

Also, the materials used in textiles and clothing production changed dramatically. By 1990
the share of cotton fibres in world trade had dropped to 45%. In the domestic markets

I AG.KENWOOD and A.L.LOUGIIEED. 19XX,pp.)03-304.

2 G.DE GROOT, 1982,pp.3-4; see AG.KENWOOD & AL.LOUGHEED, 1988, p.303, table
25.

3 L.MOORE, 1985, p.315, table 13.1.
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of the rich industrialised countries, this share had even dropped to about 33%.
Simultaneously, the share of hand-made fibres grew. Only the psychological disapproval
by the 'green movement' in many Western countries slowed down the growth rate of
artificial fibres to some extent". Except for cotton products, also jute products rapidly lost
ground to synthetic substitutes',

2)FROM A BENELUX MARKET POINT OF VIEW: DEMAND DROP IN TIlE
WEST.

In general, the growth of the textile exports from developing countries to developed
countries stagnated. Of course, the use of non-tariff import restrictions by Western
countries, as explained further, accounted for some of this phenomenon".

In the case of the Benelux countries, we still observe a trade increase in nominal terms
(see table 2). Dutch textile imports rose from $2,561.8 million in 1974 to $5,357.9 million
in 1986. However, from 1981 to 1982 imports suddenly fell sharply. The next year they
started increasing again. Only in 1986 did imports regain the 1980 level. Nevertheless, it
should be mentioned that in no other Western European country did the textile and
clothing industry production deteriorate as drasticalIy as in the Netherlands, and
consequently offered so much space for continued imports. At the same time, developing
countries had in the Netherlands a larger textile market than in any other country. This
was bound up with the extreme openness of the Dutch market due to the high degree of
organisation in the retail trade and the internationalisation of production of many
clothing companies.

Meanwhile, Belgian textile imports increased from $1,919.4 million in 1974 to $4,197.4
in 1980. Afterwards, the imports declined, reaching their lowest point in 1984, at only
$3,024.9 million. The subsequent recovery was very slow and in 1986 the 1980 level had
still not been reached.

4 R.VONK, in Ifu2, 16.11.1990, p.17.

, R.KUMAR, et al, 1986, p.3l.

6 G. de GROOT, 1982, pp.3-4; see A.G.KENWOOD & A.L.LOUGHEED, 1988, p.303, table
25.
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Table 2: Value and growth rate of Dutch and Belgian textile import, in US$, 1974-86.

Dutch Textile Import Belgian Textile Import
Year ~ Indices ~ Indices
197.t 2561 HIDR7 100 1919439393 100
1975 2730366098 106 2031609868 105
1976 3118103543 121 2324097698 121
1977 3271086245 127 2635390821 137
1978 4068048544 158 2648010839 137
1979 4818385359 188 3724623950 194
1980 5149581389 201 4197495428 218
1981 4052705894 158 3435298986 178
1982 3204670518 125 3224059988 167
1983 3556531657 138 3110030343 162
1984 3567332308 138 3024922133 157
1985 3856813392 . 150 3076907794 160
1986 5370577083 209 4172726448 217
(Source: Maandstatistiek van de in-, uit- en doorvoer per land, CBS; (MaandeJijkse)
bulletin over de buitenlandse handel van de Belgisch-Luxemburgse Economische Unie,
NIS; US $ conversion factors from Yearbook of International Trade Statistics, vol.l,
Statistical Office of the United Nations, Department of Economic Affairs)

Up to 1973-74, the total EEC had increasingly purchased extra-EEC textiles: from the
signing of the Rome Treaty (1958) to 1974 the supply of the total EEC market by
national production had fallen off from 91% to 63%.

However, by the end of the 1970s the vigorous impulse which stemmed from the growth
of the clothing imports had burnt itself out (see tables 3 and 4). In 1978, still about 50%
of the total EEC clothing imports were of EEC origin. About half of the remaining 50%
originated in developing countries: this means a share of 26% of the total imports. As far
as textiles (excluding clothing) are concerned, only about 33% of the imports came from
outside the EEC, of which developing countries bad an even smaller share than in
clothing. This share comes to about 13% of the total non-clothing textile imports',

7 G.de GROOT, 1982, pp.7·8.
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Table 3: Value of Dutch import of 'Yarns and Tissues' and 'Clothin~', in US$, 1975-86.

Yam and tissues Oothing
1975 895778914 1062329970
1976 991373989 1341876510
1977 1482854914 1788415922
1978 1854659962 2213195584
1979 2111702132 2706354943
1980 2274553335 2317027500
1981 1736061522 2317027500
1982 1334659578 1870105072
1983 1597803085 1958752192
1984 1655363239 1912368783
1985 1811887433 2045155317
1986 1993517943 2963284346
(Source: Maandstatistiek van de in-. uit- en dooTVoerper land, CBS; US $ conversion
factors from Yearbook of International Trade Statistics, vol.1, Statistical Office of the
United Nations, Department of Economic Affairs)

Table 4: Value and growth of BLEU imports of selected textile products, in US $, 1975-
86.

Man-Made Tapist!)'
Fibre
Tissues

1975 461790611 139962115 349235651 86059685 828710397
1976 562804306 177894487 345461633 97004798 959767986
1977 568053207 220738523 364626914 119978900 1140742445
1978 527632954 211439963 60599888 228096325 136492604 1175583010
1979 795439788 299145762 82013876 315930805 190560723 1593684403
1980 943282991 319743221 93787515 300628465 206269537 1823458568
1981 788834160 239867217 70172541 231694182 148088115 1554620796
1982 754389125 246584342 61311634 206682214 130065370 1870315888
1983 781604704 225646274 65947630 185012769 120523732 1359082561
1985 774819691 277012649 78636849 219610700 110097298 1334528526
1986 944150995 262214557101455894 305863085 141971984 1934074329
(Source: (Maandelijkse) bulletin over de buitenlandse handel van de Belgisch-
Luxemburgse Economische Unie, NlS; US $ (cents) conversion factors from Yearbook
of International Trade Statistics, vol.1, Statistical Office of the United Nations,
Department of Economic Affairs)

C!!llim
Tissues

Other
Tissues

Clothin~
et cetera

To explain the relative EEC market stagnation we should again consider the situation
before 1974.During the LTA period, as a result of the 'many disputes' and 'bureaucratic
retardations' in Brussels, the US and Japan had applied restrictive measures much earlier
than the EEC. Since the basis period originated in an LTA environment also during the
first MFA years, textile exports to the EEC grew more rapidly in absolute terms than to
the US or Japan. Also, we should take into consideration that there were large
differences among the six original EEC members. France, Italy and West Germany were
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still for an important -though gradually declining- part supplied by their national
industries. On the other hand, in the Benelux imports had risen above 50% of
consumption: domestic production felt threatened (see tables 5 and 6l
Table 5:Production of Belgian textile mills per sector, in tons, 1974-79.
Year Spinning Mills Weaving MiII~

QillQn .wlli!l Flax ~ QillQn ~ .EJ.M ~ Hang-
Mad ~
Fibre

1974 86671 78687 11033 51130 67665 30518 6855 14991 149795
1975 54947 71155 8980 37066 55050 30140 4631 8434 152941
1976 68810 81128 10560 37188 63076 33972 5033 5826 191543
1977 52980 76918 8918 29692 48876 26365 4346 5170 201441
1978 51923 73981 3004 23113 45339 27609 5888 4485 198156
1979 57208 75998 9607 16875 51659 30691 4876 5986 224453
(Source: jaarverslagen Febeltex)

Tanl~ ti: a) PrmjuQtion of Dut~h ~ottQn. linnen and ra~on fibr~ sl2inning and w~aving
mills, in 1000 kg., 1974.

Yarns According to destination:
- for domestic use: 41425
- for export: 21827
- total: 63252
imports (approx.) 48620

Fabrics - for domestic use: 36871
- for export: 66403
- total: 103274
imports (aprox.) 81313

(Source: Economic surveys, Vereniging van de Nederlandse KRL-industrie)

In addition, very soon the situation was also affected by a fall in West European demand
due to the overall economic recession in these economies and the fall in the value of
European currencies until September 1985.The reduced effective purchasing power in
Western Europe, combined with the high exchange rate for the US $, triggered the
clothing import boom to the US9

•

The problem was that India was increasingly effected by this relative demand fall in
Benelux and other European countries. The export direction of Indian textiles during the
1970s reflected the fact that developing countries were even more hit by the oil crisis:
while the share of the developing countries plummetted from 44.19% in 1970 to 16.26%

• W.T.KROESE, September 1975, p. 18; P.van DUCK and H.VERBRUGGEN, in ESB.
5.5.1982.

9 R.KUMAR, et al, 1986, p.54.
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in 1979, the share of the developed countries shot up from 36.04% in 1970 to 72.30% in
1979. Though exports to the centrally planned economies in value terms also grew
substantially, in relative terms exports witnessed a decline and fell from 19.74% in 1970
to 11.41% in 1979 10.

Thus, despite a stagnating overall Indian textile export growth rate in absolute terms, the
EEC comparatively became a more important purchaser of Indian textiles (especially
clothing). Also, the disappointing demand from EEC countries should be considered in
relation to the problems of the EEC producers. At the beginning of the 1970s, the EEC
was still a net exporter of textile products. However, in 1979 there was a negative balance
of about $1 billion. West Germany, the Netherlands and the UK imported more than
they exported: $3.1, 1.1 and $0.3 billion respectively. Typical protectionist textile-
producing countries as Italy and Belgium still had a small trade surplus of $3.4 and $0.5
billion respectively. France was in between, having a marginal surplus of $0.06 billion".
In any case, in the Netherlands, low-wage countries were able to retain a larger market
share for their textiles and clothing products than in any other country 12.

3)FROM AN INDIAN EXPORTING POINT OF VIEW: WE COMMERCE OF
CULTURE AGAINST A GENERAL RECESSIONI3•

The Indian textile sector still did not meet expectations (see table 8). The total Indian
textile exports first increased from $987,381,000 in 1974 to $1,735,766,000 in 1980, but
then dropped severely (see table 7).

Table 7: Value of world imports of Indian textiles, in $, 1974-82.

~ Value
1974 987381000
1975 794288000
1976 1076658000
1977 1222147000
1978 1214391000
1979 1516914000
1980 1735766000
1981 1645178000
1982 1531194000
(Source: Yearbook of International Trade Statistics, Statistical Office of the United
Nations, Department of Economic Affairs)

10 J.K.JAIN, 1988, pp.78-95, tables 2.10 to 2.19.

11 Positie eeg op textieImarkt gestabiliseerd, ED, 17.12.79.

12 G.DE GROOT, 1982, p.21.

13 'Commerce of culture' should be interpreted as products of traditional small-scale and non-
mechanised sectors.
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Table 8: Shares of India. Hong Kong and South Korea in textile imports of the
Netherlands. Belgium and the total of developed countries, 1975 and 1979.

Netherlands total developed countries

India H.Kong S.Korea India H.Kong S.Korea
1975 0.19 0.95 0.77 0.34 3.24 2.40
1979 0.42 0.91 0.78 0.94 3.06 2.19
(Source: Commodity Trade Statistics, United Nations)

India H.Kong S.Korea
1.16 8.67 4.84
1.95 8.35 6.17

During the first period, up to 1980, there had been signs of a gradual improvement in the
competitiveness of the Indian textile product (see table 8). Due to expansion of textile
exports at a rate faster than that of the country's total manufactures exports, the share
of textiles (excluding clothing) - albeit marginally -went up to 24.66% in 1979-80.
However, the main difference from the LTA period was the successful consolidation of
the break-through of clothing exports: their share in the Indian manufactured exports
increased from 17.97% in 1970-71 to 51.22% in 1979-80 14.

Table 9: Fibrewise break-up of India's textile exports, in relative shares, 1975/76 and
1979/80.
Year Woollen Man-Made Others

Eihrss
1975-76 83.31 2.92 6.92 3.66 3.20 100
1979-80 81.57 3.40 4.99 4.90 5.16 100
(Source: Monthly Statistics of Foreign Trade of India, Calcutta, DGCIS)

Table 10: Productionwise break-up of India's textile exports, in relative shares, 1975/76
and 1979/80.

Year Yarnl Fabrics Made-ups Clothing and Total
Thread Accessories

1975/76 2.12 41.96 10.44 44.40 100
1979/80 2.40 36.98 9.32 51.22 100
(Source: Monthly Statistics of Foreign Trade of India, Calcutta, DGCIS)

-Tradi tional Items-
Indeed, one should distinguish between traditional and non-traditional textile items (see
tables 9 and 10). India's export performance was disappointing in the case of traditional
items like jute manufactures and cotton fabrics. This clearly demonstrated some
unnecessary loss of markets where India clearly possessed a comparative advantage and
had a head start over other developing countries. India, still saddled with outdated
technology and vintage capacity had lost its shares in world markets. This was shown by
the fact that Indian exports of textile fabrics were well within EEC GSP limits. Exports
of jute products, mainly carpet-backing and sacking material, were a similar story, but
here also jute exporters from other developing countries (viz.Bangla Desh) encountered

14 The wide range of definitions used for handicrafts makes it difficult to quantify.
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difficulties". Considering the enormous population growth production also did not meet
expectations (see tables 11 and 12).

Table II: Production of cotton yarn and cotton fabrics in India. in million kgs.Zmillion
metres and percentage of total fibre production, 1975 and 1980.

Year Cotton Yam Year Cotton Fabrics
1975 989.32 (81.49 %) 1975 8,034 (86.02 %)
1980 1,057.83 (73.65%) 1980 8,314 (75.80 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

Table 12: Production of jute manufactures in India. in 1000 tonnes, 1974-81.
Year

1974 1,066
1975 1,097
1976 1,040
1977 1,009
1978 0,909
1979 1,153
1980 1,383
1981 1,353
(Source: Annual Report, Calcutta, Indian Jute Millowners' Association)

On the other hand, by the end of the 1960s some completely new commodities such as
handicrafts and leather had emerged as leading exports. The 1970s could be called the
decade of clothing, engineering goods, gems and jewellery and tapistry in the context of
Indian exports. Exports of these commodities grew from negligible amounts at the
beginning of the 1970s and maintained high growth rates throughout the decade, Also,
during the 1980s the growth rates of clothing, gems and jewellery, marine products and
carpets remained relatively high",

-Tapistry and Clothing-
In the case of tapistO' exports, India far surpassed its GSP limits and 80% of these
exports attained tariff duties of 18 to 21%, depending on quality", The same was the
case with c!othin2 products, which met with an EEC tariff duty of 16.5 %, being charged
beyond the rather low GSP limits which applied primarily to hand loom-based garments.
The clothing products were heavily concentrated in the 'fashion garment segment' of the
market. This comprised mainly women's garments such as dresses, suits, blouses and

U RKUMAR, et al, 1986,p.30.

16 RKUMAR, et al, 1986,pp.16-17.

11 RKUMAR, et al, 1986,p.3l.
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skirts. India exported only small volumes of standard garments such as men's shirts,
trousers, suits and outerwear garments".

-Hand-Made Products-
The success of carpets and clothing was linked to a general success of hand-made
(handloom) and woollen products. This phenomenon together with the success of clothing
and carpet exports completely fitted into India's strategy of restructuring towards a larger
and more efficient small-scale sector. The share of the large-scale mill sector had gone
further down to 60.29% in 1979-ROwhile the share of the hand loom sector had reached
27.l)1)% in the same year. After a constant growth at a lower rate, the share of the
powerloom sector finally had reached 7.02% in 1979-8019• We can conclude that the
continued success of the small-scale hand loom sector implied the continued success of
the handloom exports, due to an expanding world market for these products.

Especially in the early 1970s the world market for handicrafts, as in the case of hand-
knotted woollen carpets, was large and growing. The total Indian handicrafts and
hand loom exports in the 1970s grew more than tenfold". However, the successful silk
hand mades were threatened by failing crops due to the 'Uzi-fly' plague". India also
faced competition from producers in other non-EEC developed countries such as Greece
for woven carpets, Switzerland and Austria for embroidery and lace, and Japan for
scarves. Finally also LOC's such as Iran and Pakistan (hand-knotted carpets), China (silk
and scarves), South Korea (lace) and Egypt (woven carpets) competed with India in the
field of hand-made textiles".

As in the case of textiles in general, the first years of the 1980s witnissed for the first time
a fall in India's handicraft exports. Since the policy did not change, it can be suggested
that the market for handicrafts was being seriously affected by a combination of changing
taste, competition from machine-made items and the general recession", In general the
success story of the 1970s was not repeated in the 19HOs,hut hand-made textiles retained
their relative importance.

11 R.KUMAR, et ai, 1986, pp.34 and 45.

19 J.KJAIN, 1988, pp.78-95, tables 2.10 to 2.19.

'lO See V.CABLE, AWESTON and L.CJAIN, 1986.

21 Uzi vliee bedreigt Indiase zijdecultuur (M.de Boo), NRC, 26.6.1986; L.KAYE, in Far
Eastern Economic Review, 25.6.1987, p.67.

Z2 V.CABLE, AWESTON and L.C.JAIN, 19X(i,pp. 177-IX5, tahles (i. I and (i.1.

23 V.CABLE, AWESTON and L.C.JAIN, 1986, p.182.
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-Woollen Textiles-
Closely related to the success of 'cottage' or 'hand-made' products was the increasing
share of wool and woollen products in the export performance, whereas the share of
cotton fibres declined to 81.87% in 1979-80 (but clearly still dominated all other fibres).

All through the 1960sand 1970sexports ofIndian wool and woollen goods had registered
a continuing growth. In 1962-63 raw wool still represented about 55% of the exports of
woollen goods. Since then the shift has radically been in favour of manufactured products.
As a result, to satisfy its production needs, India became an importer of New Zealand
wool. Indian exports of hand-knotted woollen carpets secured about 20% of the total
world exports. Export growth in this case is understandable in view of the favourable
EEC import policies towards such products as described. Other successful products
included woollen knitwear, readymade garments, blankets, shawls, fabrics and hair
belting",

Table 13: Production of woollen yarn and fabrics in India, in million kgs/million metres
and percentage of total woollen yarn/fabrics production, 1975 and 1980.

Year Woollen Yarn Woollen Fabrics
1975 46.64 (3.84 %) 26.41 (0.28 %)
1980 53.02 (3.69 %) 27.74 (0.25 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

-Man-Made Fibres-
Also polyester staple fibre/cotton blend increasingly replaced the traditional pure cotton
fibres (see table 14). The investments for additional cotton cultivation had become
colossal. However, fiscal levies and the dependence on imported equipment and
technology hampered the development of the industry; China, which was comparable with
India in terms of per capita income, could increase the production of synthetics a
hundred-fold in just 15 years from 1969 as against a ten-fold increase in India",

Table 14: Production of man-made fibre yarn and fabrics in India. in million kgs./million
metres and in percentage of total yarn/fabrics production, 1975 and 1980.

~ Man-made fibre yarn Year Man-made fibre fabrics
1975 137.39 (11.32 %) 1975 863 (9.24 %)
1980 184.36 (12.83 %) 1980 1,329 (12.12 %)
(Source: Indian Textile Bulletin, Bombay, Office of the Textile Commissioner)

24 Spectacular Rise in Woollen Goods Exports from India, gr, 15.2.80.

2S K.N.SANGAMESHWARAN,in Surveyof Indian Industries 1987,1987,pp.239-241.
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4)FROM A BENELUX-INDIAN POINT OF VIEW: A CASE OF UNUTILISED
QUOTAS.

In 1973 a period of rapid trade growth began: Indian textile product exports to the
Netherlands rose from $8,305,176 in 1973 to $59,795,691 in 1979. However, from 1980
to 1984 these exports dropped again to only $33,170,467. In 1985 and especially 1986
these exports grew dramatically and exceeded the 1979 level. The Indian textile exports
to Belgium increased drastically from $4,267,306 in 1974 to $38,903,226 in 1980. As in the
Netherlands, these imports then dropped severely to $ 8,010,363 in 1984, but afterwards
the recovery was not as spectacular as in the Netherlands (see table 15)26.

At the same time the number of authorised Belgian and Dutch authorised importers and
Indian authorised exporters increased significantly",

Table 15: Value of Dutch and Belgian import of Indian textiles, in US$, 1973-86.

Netherlands Belgium

1973 8323673.04 2463344.19
1974 11353656.60 4267305.90
1975 11595796.24 5056798.73
1976 26327095.97 7254043.18
1977 40760553.04 14559253.32
1978 52938503.52 19752839.53
1979 59818706.55 22667048.16
1980 59328995.21 38903225.96
1981 48179567.28 24603522.40
1982 43454580.09 17053670.63
1983 34433584.61 11947234.26
1984 33135991.57 8010363.37
1985 46269181.25 10692981.30
1986 62739833.19 12429706.58
(Source: (Maandelijkse) bulletin over de buitenlandse handel van de Belgisch-
Luxemburgse Economische Unie, NIS; Maandstatistiek van de in-. uit- en doorvoer per
l.ru1!I., CBS; US $ (cents) conversion factors from Yearbook of International Trade
Statistics, vol.l, Statistical Office of the United Nations, Department of Economic Affairs)

The European (including Benelux) markets grew more important, especially in the case
of Indian hand-made products. The special EEC treatment for handicrafts corresponded
with the position of the EEC as biggest market for Indian handicrafts: the EEe absorbed

26 According to Belgian and Dutch trade statistics; for detailed information in Rs. per item,
see publications of the Cotton Textiles Export Promotion Council, for example India's Exp.0rts
of Cotton Textiles in 1979, 1981.

zt Lists of Indian apparel exporters to the Benelux are available with the Apparel Export
Promotion Council. New Delhi; the Benelux importers can he identified from lists in Apparel
Importers Directory. New Delhi.
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more than 30% of the Indian hand-made exports and India was the major supplier of
woven carpets and scarves. In terms of individual countries, however, the US was the
largest market for aU items except carpets and hand-printed textiles, for both of which
West Germany was by far the largest market, buying nearly half of all India's carpet
exports. West Germany actually bought more than half of all Indian handloom imports
into the EEC, followed by the UK and France. These figures correspond with the efforts
of the Indian state-owned Handicrafts and Handloom Export Corporation in the German
market and the higher per capita incomes",

Despite the growth of EEC imports from India and other countries outside the EEC, with
the exception of hand-knotted carpets and lace, domestic production continued to be
important in the cases of silk scarves (especially in Italy), wool scarves (the UK) and
woven carpets (the BLEU and the UK)29.

Table 16: Value of Dutch import of selected Indian textile products. in US $, 1974-86.

Yarn Qtl!Qn Hand-Made Other Other Tapistry C10thini
~ Ei.b.r.s< ~ Made- et cetera

Tissues ~
1974 1906306 1321501 596747 1236412 709826 5466260
1975 1591512 242230 473773 1397966 968127 6797865
1976 1602671 2435134 308615 1355552 1340747 19236989
1977 3689593 3290147 1106634 2640840 3353325 26536390
1978 7426619 623677 1820023 5533332 5180456 32145073
1979 6855761 3114758 87824 2072846 4683115 7398673 35462433
1980 4439858 6192658 2217665 7895148 9254525 28883474
1981 1347102 1819452 734454 5293536 10127988 28696770
1982 2315159 1338838 820530 4628446 9188358 25061915
1983 2380760 1729099 76935 921109 2041053 9154175 18078249
1984 2480456 2483580 639483 1273655 9084592 18279461
1985 2732170 2303244 979235 1825281 7486988 30788525
1986 34163773574251 1157061 3106764 7646664 43779769
(Source: Maandstatistiek van de in-. uit- en doorvoer per land, CBS; US $ conversion
factors from Yearbook of International Trade Statistics, vol.1, Statistical Office of the
United Nations, Department of Economic Affairs)

21 However, in general the BLEU was rather a disappointing market for handmades. A
Handloom Textile Furnishings Survey suggested in 1976 that handloom furnishings, if the right
design, color and pattern was used, was much in demand in Belgium; V.CABLE, A.WESTON
and L.C.JAIN, 1986,pp.I77-185; Study on Belgium·Luxembourg. June 1978, p.72.

29 V.CABLE, A.WESTON and L.c.JAIN, 1986,pp.177-185, tables 6.1 and 6.3.
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Table 17: Value of Belgian import of selected Indian textile products, in US $, 1975-86.

Tapist!)' Wadding! Knitting Clothing Other Made-Ups
et cetera Felt

1975 1914173 4651 56005 845648 2231162
1976 2401655 9661 155763 2280029 2387074
1977 4737476 7421 748083 5522721 3536771
1978 6883956 734 891924 6611275 5389441
1979 6340520 21892 335544 10629788 5304596
1980 7380121 47504 464231 13998128 16998460
1981 6268617 9288 541917 10666890 9776781
1982 5852074 17958 495531 5084589 5565447
1983 4866131 33457 264404 2837472 3940286
1984 4062957 78334 759868 1770776 540624
1985 5102262 52424 710915 1675449 3131729
1986 5322666 4480 777683 2817853 3493168
(Source: (Maandelijkse) bulletin over de buitenlandse handel van de Belgisch-
Luxemburgse Economische Unie, NIS; US $ (cents) conversion factors from Yearbook
of International Trade Statistics, vol.I, Statistical Office of the United Nations,
Department of Economic Affairs)

Between 1975 and 1980 the Dutch share in Indian exports to the North rose from 2.40%
to 3.92%. The Belgian share increased from 1.03% to 1.77%. By 1980 the Netherlands
ranked 7th and Belgium 12th30.

The Indian share in Dutch textile imports rose significantly. In Belgium this trend was
much less obvious (see table 18)31.

30 According to Indian trade figures; see S.K.JAIN, 1988,pp.226-227, table 4.2.

)1 S.K.JAIN, 1988, pp.371-172, table 5.23.
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Table 18: Share of Indian textiles in Dutch (1) and Belgian (2) textile import, 1975-86.

~ ThUctl Belgian
1975 0.42 0.25
1976 0.84 0.31
1977 1.25 0.55
1978 1.30 0.75
1979 1.24 0.61
1980 1.15 0.93
1981 1.19 0.72
1982 1.36 0.53
1983 0.97 0.38
1984 0.93 0.26
1985 1.20 0.35
1986 1.17 0.30
(Source: (Maandelijkse) bulletin over de buitenlandse handel van de Bel~isch-
LuxembuTl~seEconomische Unie, NIS; Maandstatistiek van de in-. uit- en doorvoer per
lmlll, CBS; US $ (cents) conversion factors from Yearbook of International Trade
Statistics, vol.l, Statistical Office ofthe United Nations, Department of Economic Affairs)

-The MFA I-Quota Utilisation Rate-
The export performances seemed to confirm a general trend: an export decline during
the first half of the 1980s was very succesfully compensated afterwards. However, the
quota utilisation percentages put the Indian textile exports to the EEC and the Benelux
in a different light. Just like the LTA arrangements, the new MFA arrangements
provided India with substantially higher quotas for cotton textile exports. In the case of
the EEe, MFA-I still only covered cotton textiles and clothing. More specifically,
quantitative ceilings were fixed for the three mill-made items, viz. fabrics, women's
blouses and shirts, and household linen. Only the UK and France imposed some more
restrictions in the form of voluntary export restraints (VERs) after consultation with
India. Like the US, the EEC also agreed to exempt India's exports of cotton handloom
fabrics and products made from them from the purview of quota restrictions (see table
19).

Table 19: Simple average quota utilisation rates of textiles and clothing export by select
developin~ countries in the EEC and the US, 1979-82.

!IS EEC
1979 1980 1981 1982 1979 1980 1981 1982

Hong Kong 83.4 86.1 90.1 90.8 68.2 65.8 59.6 52.6
South Korea 77.1 85.0 95.3 87.3 75.0 69.5 70.0 61.7
India 70.9 78.1 87.0 80.9 66.8 71.4 62.0 51.6
Pakistan 97.4 60.2 78.9 59.7 53.6 77.9 60.0 68.5
Macao 88.7 79.7 84.7 81.4 74.0 67.4 61.1 66.8
(Source: Textiles and Clothing in the World Economy. Geneva, GATT, july 1984)

Table 20: Ouota levels. shipments and percentage quota utilisations in respect of India's
textile exports to the EEC and BenelYX,in tonnes, 1974.
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Group I Group II Total
quota ship- utili- quota ship- utili- quota ship- utili-

ments sation ments sation ments sation
Bene-
lux 1,180 349 29.58 620 690111.29 1,800 817 76.64
EEC 8,794 3,406 38.73 4,360 4,985114.6513,154 8,391 63.79
(Source: Cotton Textile Export Promotion Council, TEXPROCIL, Bombay)

Table 21: Quota levels. shipments and percentage quota utilisations in respect ofIndia's
textile exports to the EEC and Benelux, in tonnes, 1975-77.

-To Benelux
1975 1976 1977
!l1!Q.t! illW: utili- Quota ship- Y1ili: Q.!.!Qlil ship- utili-

Illcn!s sation lllcnls salion lllcnis sal ion
Woven
cotton
fabrics

1,637 113 6.70 2,025 1,685 83.21 2,355 679 28.83

Knitted shirts/ quantitative restrictions
T-shirts

Women's
Blouses
and 148 69 46.62 148 158106.76 150 134 89.33
skirts (not
knitted)

House-
hold 292 299102.40 315 504 160 400 384 96
linen

Men's shirts no quantitative restrictions

Cotton towelling no quantitative restrictions

Handkerchiefs/
Woven fabrics

no quantitative restrictions
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-TO EEC
1975 1976 1977

fl!!Qill ship- utili- ~ ~ utili- fl!!Qill ship- utili-
ments ailim menls sation .m.Ia!1§ ailim

Woven
cot-
ton 34,940 U,051 34,49 37,390 40,594 108.57 40,0 28,889 72.12
fabrics

Knitted shirts/ no quantitative restrictions
T-shirts

Women's
Blouses
and 954 541 65.71 954 891 82.91 1,014 858 84.62
skirts (not
knitted)

House-
hold 7,592 3,908 51.48 8,015 6,786 81.67 8,544 4,340 50.80
linen

Men's shirts no quantitative restrictions

Cotton towelling no quantitative restrictions

Handkerchiefs/ no quantitative restrictions
Woven fabrics
(Source: Cotton Textile Export Promotion Council, TEXPROCIL, Bombay)

In 1974 the quota utilisation was lowest in the Benelux, with the exception of France.
However, the average EEC utilisation was also relatively low. As during the LTA period,
the Indian exporters performed better in exporting group II-products to the Benelux. In
group I, Indian exporters performed worse: their quota utilisation in the Benelux was
below the EEC average.

During the remaining years of the MFA-I period (1975-1977), the Indian utilisation of
Benelux quotas for woven cotton fabrics again remained below the Indian average EEC
quota utilisation. In the case of women's and girls' blouses and shirts (not knitted), these
percentages were more or less similar. However, in the case of household linen, the
utilisation of EEC quotas was far below that of Benelux quotas (see table 20 and 21).

-MFA II-Quota Utilisation-
It should be noted that, except in Austria, all MFA II agreements covered cotton as well
as non-cotton textiles. In the case of the EEC, the scope for the Indian exporters to
diversify into unrestricted categories was greatly reduced as the number of restrained
items increased from 60 under MFA-I to 127 under MFA-II. However, while other
developing countries faced severe cutbacks in their base quota levels, India was allotted
higher quota levels in many product groups. Similarly, while 50 to 60% of the textile and
clothing imports into the EEC from India were subjected to quota restrictions, the shares
of such imports from Hong Kong, South Korea and Macao were as high as 80% to 90%
during the MFA-II. Finally, EEC exemptions granted to a variety of handloom products
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once again show that India had been in a better position vis-A-vis Hong Kong, South
Korea and Taiwan.

Table 22: Quota levels. shipments and percentages in respect of India's cotton textile
exports (excluding garments) under restraints to the EEC/Benelux during MFA 2 period,
in metric tonnes, 1978-81.

Year Quota Level Shipments Per!;;entage QYQta WiIisatiQn
tQ B~n~lyx
:Yru:n

1978 717 28 3.19
1979 723 104 14.38
1980 730 363 49.73
1981 736 37 5.03

-Fabri~
1978 1,458 185 12.69
1979 1,479 1,427 96.48
1980 1,501 1,556 103.66
1981 1,523 156 10.24

-T~r~ Fabri!;;sL
Kit!;;hen Linen

1978 194 22 11.34
1979 222 2 0.90
1980 250 16 6.40
1981 281 18 6.41

-Hangk~r!;;hi~fs
1978 3,667 299 8.15
1979 3,924 31 0.79
1980 4,195 931 22.19
1981 4,501 942 20.93

-B~d Linen
1978 695 248 35.68
1979 710 465 65.49
1980 729 782 107.42
1981 748 234 31.28

-Table. Toilet and Kit!;;hen Linen (other than terry)
1978 34 2 5.88
1979 40 5 12.50
1980 47 5 10.64
1981 55 1 1.82

tQ EEC

1978
1979
1980

9,000
9,045
9,090

418
2,712
2,214

4.64
29.98
24.36
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1981 9,156 621 6.68
-Fabrics

1978 40,000 24,181 60.45
1979 40,100 37,259 92.92
1980 40,200 24,966 62.10
1981 40,380 12,980 32.14

-T~ro: Fil.l::!ri~LKit£hs.<nLinsn
1978 3,500 1,030 28.61
1979 3,780 1,060 28.04
1980 3,969 1,472 37.09
1981 4,169 983 23.58

-Handks.<r£hi!<fs
1978 64,035 19,330 30.19
1979 65,956 32,879 49.85
1980 67,935 27,238 40.09
1981 69,975 29,142 41.65

-B!<d Linen
1978 5,736 2,836
1979 5,965 4,320
1980 6,204 5,113
1981 6,462 2,339

-Tahle. Toil!<t and Kit£hs.<nLinen(other than terry)
1978 1,169 123 10.52
1979 1,239 202 16.30
1980 1,313 201 15.31
1981 1,402 103 7.35

(Source: Cotton Textile Export Promotion Council, TEXPROCIL, Bombay)

49.44
72.42
32.41
86.20

Ta.l::!l!<23: Ouota lev!<ls. shipm!<n1s and p!<rc!<ntag!<sin respect of India's iarm!<n1 !<xports
und!<r r!<straints to th!< EEC/B!<n!<1ux during MFA 2 period, in metric tonnes, 1978-81.

to Ben!<lux
-T-Shirts

~ Ouota Level Shipments P!<rcentage Ouota utilisation

1978
1979
1980
1981

634
676
719
763

405
497
756
778

63.88
73.52

105.15
101.96
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-Trousers
1978 no quantitative restrictions
1979 175 184 105.14
1980 186 117 62.90
1981 197 171 86.80

-Ladi~s blQyses
1978 3,500 3,427 97.91
1979 3,525 2,950 83.69
1980 3,549 2,211 62.30
1981 3,572 2,310 64.67

-Q~nt:; shirts
1978 2,692 2,572 94.54
1979 2,726 3,064 112.40
1980 2,760 1,861 67.43
1981 2,794 1,275 45.63

-Ladi~s ia!;k~ts
1978 111 116 104.50
1979 112 89 79.46
1980 113 87 76.99
1981 114 92 80.70

-Q~nts jackets
1978 no quantitative restrictions
1979 175 155 88.57
1980 186 110 59.14
1981 197 63 31.98

-AnQra!;ks.~tC,
1978 no quantitative restrictions
1979 560 103 18.39
1980 594 86 14.48
1981 629 101 16.06

-Ladies gr~sses
1978 947 928 97.99
1979 954 921 96.54
1980 964 1,013 105.08
1981 971 838 86.80

-Knitt~g ~yjamasl
night gress~s no quantitative restrictions
-Ladies skirts

1978 598 457 76.42
1979 603 329 54.56
1980 609 430 70.60
1981 616 563 91.40

-Ladi~s coordinate suits
1978 35 35 100.00
1979 38 43 113.16
1980 40 34 85.00
1981 43 54 125.58



-Ladies nil:ht
dresses
-Ladies under garments

1978
1979
1980
1981

-TOTAL
1978
1979
1980
1981
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no quantitative restrictions

6,772
7,043
7,325
7.643

51 6
77 1

102 2
111 1

28,000
28,280
28,565
28,903

24,500
24,818
25,142
25,494

668
695
723
754

11.76
1.30
1.96
0.90

7.956
8,336
6,707
6,246

92.74
86.64
68.28
62.42

8,868
9,621
9,822

10,007

to EEC
-T-Shirts

Year Quota Level Shipments Percentage Quota Utilisation

1978
1979
1980
1981

-Trousers
1978
1979
1980
1981

-Ladies blouses
1978
1979
1980
1981

-Gents shirts
1978
1979
1980
1981

-Ladies jackets
1978
1979
1980
1981

-Gents jackets
1978
1979
1980
1981

-Anoracks. etc.
1978

6,621
5,817
7,860
7,882

97.77
82.39

107.30
103.13

no quantitative restrictions
340 376 110.59
353 291 82.44
642 582 85.34

22,419
24,419
20,867
22,547

13,728
19,315
12,716
10,275

549
605
616
557

80.07
86.35
73.05
78.02

56.03
77.83
49.88
40.30

82.19
87.05
85.20
73.87

no quantitative restrictions
300 155 51.67
946 826 87.32

1,004 288 28.69
no quantitative restrictions, except:

984 168 17.07
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6,500 4,905 75.46
6,663 6,580 98.75
6,830 6,992 102.37
7,030 6,967 99.10

-Ladies dresses
1978
1979
1980
1981

-Knitted u)!jamas/
ni~ht dresses

1981
-Ladies skirts

1978 4,500
1979 4,613
1980 4,726
1981 4,864

-Ladies coordinate suits
1978
1979
1980
1981

-Ladies niiht
~

1981
-Ladies under garments

1978 1,685
1979 1,889
1980 2,084
1981 2,264

-TOTAL

no quantitative restrictions, except:
270 132 47.48

390
410
430
454

3,074 68.31
3,390 73.49
4,452 94.20
5,061 104.04

343 87.99
465.1 113.43

379 88.14
536 118.06

no quantitative restrictions, except:
220 153 69.55

66
80
92
91

3.92
4.24
4.42
4.02'

1978 72,641 51,707 71.18
1979 75,486 61,301 81.21
1980 77,718 55,177 71.00
1981 80,574 55,242 68.56

(Source: Cotton Textile Export Promotion Council, TEXPROCIL, Bombay and Apparels
Export Promotion Council, AEPC, Delhi)

During the MFA II-period (1978-1981), the Indian utilisation of Benelux quotas for
textile exports, excluding garments, was weII below the Indian EEC average, except in the
case of fabrics in 1979 and l')HO and hcdlincn in 191{0(sec tables 22 and 23).

In the case of garments, another picture emerges: both in 11)71{and 1971) the Indian
utilisation of Benelux quotas exceeded the Indian EEC average (see table 21). In 1980
and 1981 the negative difference was rather small. However, a constant higher rate of
utilisation occurred only in the case of men's shirts. Most other garment items only
occasionalIy exceeded the Indian quota utilisation average in the EEC: trousers (1981),
women's blouses (1978), women's jackets (1978 and 1981), women's dresses (1978 and
1980), women's skirts (1978), women's coordinate suits (1978 and 1981) and women's
undergarments (1978). In the case of anoraks in 1979 and 1980, the Benelux applied
quotas in contrast to the other EEC members. On the other hand, the category of knitted
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pyjamas and nightdresses and the category of women's nightdresses did not suffer any
quantitative restrictions in the Benelux, in contrast to the situation in France.

The slight improvement of Indian export performance in the Benelux should be
considered in relation to the Indian performance in the EEC in general. Clearly, in the
EEC market India's performance on the average remained not only poor in a relatively
larger number of product categories, but it also decelerated further, especially after 1980
in the case of a number of product categories. This was in contrast to the experience of
some other exporters to the EEe.

However, these low rates of utilisation did not signify the existence of free market
conditions: the prospect of a continuing quota system discouraged both Indian producers
and Benelux importers. According to a majority of Dutch bussinesmen, the import
restricting measures were the most important obstacle to increasing trade relations with
India in the future",

Also, we should be careful about the extremely disaggregated level at which quotas were
specified and administered. Each country specialised and had a comparative advantage
in a specific number of garment categories, depending upon the fabrics used, types of
garments and product design. Individual countries could rarely be expected to export the
entire range of garments equally succesfully. Thus, for India certain garment categories
were more important. But, in any case, it is clear that country quotas have remained
unutilised, even in categories where Indian exports were concentrated",

32 See investigation for ma thesis J.EUWEMA, December 1990.

33 R.KUMAR, et ai, 1986, pp.50-53.
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lII.bl WESTERN EUROPE IN THE GRIP OF TEXTILE PROTECfIONISM.

1) MFA Quantitative Restrictions.

a.MFA I: The US Proposin~ a New Concept. 1974-78.
Already in 1969, president Nixon had made attempts to extend the cotton-oriented LTA
with wool and man-made fibres. In 1971 the US signed autolimitation agreements which
were applied in the case of imports of woolJen and chemical fibre textiles from Japan,
Hong Kong, South Korea and Taiwan. As a result, these South-East Asian producers now
concentrated their export strategies on the EEe. In this way the US succeeded in
persuading the EEC to agree to the creation of a multi-fibre agreement.

Similar contingency or auto limitation agreements already existed between Canada,
Sweden, Norway and Australia on one side and several East Asian countries on the other.
Also, the majority of European countries applied contingency provisions to textile imports
from communist state trade countries outside the LT A framework. The creation of a
multi-fibre agreement would thus only consolidate a situation that already existed to some
extent.

With the exception of Japan and the developing countries, all the textile producing
countries agreed to start investigating possibilities of solving alJ textile problems on a
multilateral basis. In June 1972 the GATT council set up an ad hoc study group to
investigate the possibilities of drawing up a new international arrangement. Also, the
EEC commission agreed to a general autolimitation principle, but with the exception of
certain non-sensitive products". This time the EEC aimed to make up for its neglect of
the LT A possibilities.

Only on January 1st 1974 did the first Multi-Fibre Arrangement come into operation.
Besides cotton products, the Arrangement also included products made from synthetic
or artificial fibres and wool. Jute and other fibre products such as those made from
coconut (coir), and linen were still not included. Apart from an increase in coverage, its
provisions for growth (6% minimum) and flexibility ('swing', 'carryover','carryforward')
were on the whole more generous than those of the LTA3s

• However, article 3 of the
first MFA offered opportunities for importing countries to take 'temporary measures
against disturbing influences on individual markets or the threat of it'.

Non-industrial products remained a separate category and were always exempted from
the quota restrictions. In the case of India they were defined as textile fabrics woven on
looms operated solely by hand or foot in the cottage industry, handmade cottage industry
products made of the above-described fabrics, and traditional folklore handicrafts textile
products, as defined in a list of such products agreed between the parties.

34 Den Haag, EZ, BEB, 3136/3, lRHP '73 - 20. OverJeg in het GAIT over het regelen van
de internationale handel in textielproducten, 12.3.73; P.VAN DUCK and H.VERBRUGGEN,
in ESB, 5.5.82, p. 473; lBROECKX, 1974, p.94.

3' See MFA-article :1
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The US put the MFA immediately into practice: by 1976 the US already had concluded
bilateral agreements according to MFA article 4 with Brazil, Columbia, Haiti, Hong
Kong, Japan, Macao, Malaysia, Mexico, the Philippines, Singapore, Taiwan, Thailand and
South Korea. The agreements with Egypt, India, Pakistan, Poland and Rumania still only
included cotton. Consulting or 'gentlemen's' agreements, by which talks only would occur
in case of market disturbance, were signed with Greece, Hungary, Jamaica, Malta,
Nicaragua, Peru, Portugal, Spain, Czechoslovakia and Yugoslavia 36.

As a result of the EEes attempts to make up arrears, the new bilateral EEC agreements
under MFA I were very restrictive. A study pointed out that the EEC, more than other
developed markets, now focused its protectionist measures on textile and garment
products from developing countries. Other industrialised countries now put comparatively
more emphasis on the protection of the heavy industries sector",

On 19 April 1975the first bilateral EEC agreement under MFA, based on article 4 which
specified 'voluntary' export limitation, was signed". The EEC's bilateral agreements
were not comprehensive, but, largely because of West Germany's desire to avoid
excessive management of world trade, they were quite product-specific and only the most
highly penetrated products were restricted. Such agreements were much more porous
than those of the US which had comprehensive quotas at both aggregate and product-
specific levels 39.

On 18 July the EEC Commission also submitted a proposal for a bilateral agreement
with India in accordance with the MFA, to the EEC Council". In the case of cotton
products, the EEC had only increased some of the quotas of the former LTA agreement,
which therefore continued to exist on a de facto basis. Article 1 of the Agreement
provided the size and the division of the contingents". Article 2 forbade the EEC to
apply other quantitative restrictions. Article 3 excluded transit products, even after
adaptation, from the MFA restrictions. Article 4 provided exceptions for 'hand loomed'
and 'traditional' products. Article 5 provided the possibility of talks in Geneva at the
request of one of both parties. Article 6 authorised India to demand talks if it found itself

36 W.T.KROESE, in TP, 18.9.76; S.K.1AIN, March 1984, p.125; N.M.BLOKKER, 1989,
pp.212-217.

37 H.H.GLISMANN and A.NEU, in WA, 1971, p.240.

38 Den Haag, EZ, BEB, 3488/1, Note to R.Verhagen: Resume of the meetings of Committee
113 Textile on 17 and 24 April 1975.692,29.4.75.

39 D.B.KEESING & M.wOLF, 1980, pp.52-59.

40 Den Haag, EZ, BEB, 3488/1, Voorstel voor een verordening van de Raad houdende
sluiting van een overeenkomst tussen de Europese Economische Gemeenschap en de Republiek
India betreffende de handel in textieIproducten en vasts telling van de uitvoeringsbepalingen.
COM(75) 377 def., Brussels (Commission EEC), 18.7.75.

41 Women's blouses were the only items to be granted no growth at all from 1975 to 1976;
A.KUMAR, 1988, p.103.
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in an unnatural disadvantaged competing position in relation to other exporters. Article
7 provided the opportunity to transfer imports to quotas that had not been used fully.
Finally. article 10 set out the ways of controlling the system",

The consequent agreement with India came into force from 1st August 1975. The
restricted items included important Indian export products such as cotton fabrics,
women's shirts and blouses of cotton, and cotton bed linen (see table 24)43.

Table 24: EEC Quotas on textile imports from India and other developing countries, in
tonnes or million units, MFA I and MFA II period.

P~rmiH~d Annygl 1211 QUQtas 1278 QUOlS!.~
Growth (MFA I) (MFA II)

(Group I)
CQUQn YSlrn
India limit in UK 9,000 tonnes

and Ireland

Pakistan no limit 7,000
Brazil 0.5 % 28,100 26,900
WQv~n Fal!ri!;;~
of Cotton
India 40,000 40,000
Pakistan 5% 20,500 20,000
Brazil 18,450 16,500
Hong Kong(plus 17,850 23,000
man-made fabrics)
Knitted Shirts
and T-Shirts
India limit in UK 6.72 mill.units

and France
Pakistan limit in UK 6.32
Sri Lanka 4% no limit 1.00
Hong Kong 24.5 23.00
South Korea 10.00 10.00

42 J.K.TANDON, 1978.p.53; the agreement was formally ratified in Brussels in October 1975
and valid up to 31 December 1977; P.N.AGARWALA. 1978, p.236.

4) P.N.AGARWALA, 197X,pp.236 and 244.
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Knitted I~r:i~ i\ng
Quter Qarmen!:i
Pakistan no limit 6.30
Sri Lanka 3% no limit 0.70
Hong Kong 32.30 25.30
South Korea 27.10 24.70
M~n's i\ng WQm~R'~
Twuser:i
Sri Lanka 3.5 % no limit 1.60
Hong Kong 54.90 50.40
WQm~n's i\nd Qirl's
BlQuses ",ng Shirts (nQl knitteg)
India 24.50 28.00
Pakistan no limit 2.67
Sri Lanka 1.5 % no limit 2.75
Hong Kong 25.00 30.00
Soutb Korea 7.40 8.30
Men's ",ng Bois shirts
India 19.40 24.50
Pakistan 1% no limit 2.40
Sri Lanka no limit 3.10
Hong Kong 65.10 48.10
South Korea 31.80 28.00
(Group II)
CQtton TQwelling
India limit in UK 3,600 tonnes
Pakistan 5% no limit 870
Brazil 6,400 3,400
Women's Bainsaats
India no limit 0.67 mill.units
Hong Kong 4% 2.70 6.00
South Korea 4.30 4.00
Hj!ndkerchiefs ",nd WQven Fabrics
India 4% 52.10 64.00
Hong Kong n.a. 68.90
South Korea n.a. 18.00
HQusehQIg Lin~n
India 4% 8,540 tonnes 10,505
Pakistan 2,000 870
M~n's p):jamas i\ng Nightw~ar
Pakistan 5% no limit 0.133 milJ.units
Women's i\ng Qirls' Dr~ss~s and Skirts
India 2.5 % 13.20 6.50 (dresses)/4.30 (skirts)
Hong Kong 13.20 7.90 (dresses)/7.00 (skirts)
Women'~ Suits
India 5% no limit 0.39
Hong Kong no limit 2.00



223

Women's Undergarments (ExcludinK Nightwear)
India 5 % no limit 1.60
Hong Kong 13.50 7.80 (plus 5.60 for men)
(Source: EEC Commission documents as quoted by V.CABLE and A.WESTON, 1979,
pp.155-156)

By September 1975 the EEC had only agreed on import agreements with three countries.
By September 1976, the EEC had concluded MFA article 4 agreements with 13countries:
Brazil, Colombia, Egypt, Hong Kong, India, Japan, Macao, Malaysia. Pakistan, Singapore,
Thailand, Yugoslavia and South Korea. For Taiwan measures based on MFA article 3
were enforced unilaterally.

The general idea was that all products that posed a threat to the 'normal' development
of the market should be included. In the case of new market disturbances, other products
could be included after consultation. The annual increase of the EEC ceilings for Indian
textile imports was planned to be 7%. After some time, the most vulnerable aspect of the
system seemed to be the lack of control facilities".

Finally, we should keep in mind that the Indian negotiators were quite successful in
winning a comparatively secure access to the EEC; an analysis of the quotas imposed on
imports from India reveals that India was able to seek more favourable treatment as
compared to other major supplier countries".

In total, about 120 products were submitted to 127 different autonomous and 172
bilateral measures by the member states of the EEe. As a result, the EEC now faced the
gigantic administrative task of supervising approximately 3,000 quotas. For this purpose
the EEC set up a committee for textile products which met on a weekly basis. However,
due to some vagueness in the administrative concepts, there was a certain amount of
'elbow room'. As a result, the representative of India stated that in many cases the
evidence provided for application of MFA article 3, had not substantiated claims of
market disruption".

In addition, there were problems related to article 4 providing total exemption for
'handloomed' and 'traditional' products. During consultations with India on 9th and 10th
August 1976 in Brussels, the EEC Commission asked for export restricting measures in
the case of counterfeit 'handloomed products'", As there was no response from the
Indian side, the Commission decided to put up ceilings for the import of Indian blouses
and shirts, making no distinction on the basis of production method. After a while the

.. Den Haag, EZ, BEB, 3106, Ter informatie. Buitenlandse Betrekkingen. De
textielovereenkomsten van de EG in het kader van de Intemationale Regeling betreffende de
handel in textiel. X/465/76-N. 131/76.

4.!1 S.KJAIN, March 1981, p.127.

4() G.de GROOT, 1982. pp.12-l3.

'7 Den Haag, EZ, BEB, 2850/2. Conclusions of the 'BEB Textile Stuurgroep', 16.8.76.
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Netherlands, too, applied a more restricted delivery of import licences in accordance with
the decision of the EEC Commission". The French and Italian governments demanded
permanent measures.

Almost immediately it seemed that the new quotas for Indian import into the Benelux
had already been used up, especially in the case of shirts. Big quantities of shirts and
blouses already within the Benelux borders were waiting for licences. During the meeting
of the Study Group on Textiles of the EEC Council, the Dutch delegation discussed the
matter both with Belgium and with the EEC-Cornmission services. Despite the probability
that delimitation of the quotas would result in a raising of the ceiling by 30 to 40%49,
the Dutch government refused to confront the Indian government on this issue: Fokker
and pipeline contracts were at stake. The BEB clearly prefered export intrests to import
restrictions'", Thus, in April 1977 the cmu gave import licences to all parties that had
already been in the Benelux before 19th March 1977, when the Commission decree no.
561/77 had come into force". At the same time, the EEC Commission was arguing that
more effective control of 'handlooms' at the border would make quotas unnecessary'i,

In September 1977, a new problem was put forward: Indian textiles avoided the new
quotas by exporting from Nepal. The CDru sharpened its import control since the
Benelux countries were the first victims of this system; its import quotas obviously did not
meet the import demands". Meanwhile, the Indian government had referred the matter
of the new limitations to the GATT's Textile Surveillance Board, but neither
compensation nor amendment was forthcoming".

Why did the Indian government remain stubborn in relation to this problem? Handloom
trade had much to do with the success of the small-scale powerloom sector, the woollen
industry and especially its hand-knotted woollen carpets. The wool industry started
playing a stimulating role in the national economy. In 1978-79 about 55% of the
production was accounted for by exports, about 20% by the defence services and other
para-military services. It provided optimum employment in both the rural sector as well
as in the small and cottage sectors: about 2,000,000 families received the means of their

.. Den Haag, EZ, BEB, 2850/2, Conclusions of the 'BEB Textile Stuurgroep', 21.3.77.

49 Den Haag, EZ, BEB, 2850/2, Short resume of the BEB Textile Stuurgroep meeting,
29.3.77.

so BEB: Buitenlandse Economische Betrekkingen, section of the ministry of Economic
Affairs; Den Haag, EZ, BEB, AS/BEB 1021, Note DBZ/WAZ to director-gen. BEB. 531'77,
9.3.77;.

'I Den Haag, EZ, BEB, 2850/2, Conclusions of the 'BEB Textile Stuurgroep', 4.4.77.

'2 Den Haag, EZ, BEB, 2850/2, Conclusions of the 'BEB Textile Stuurgroep', 12.4.77.

'3 Den Haag, EZ, BEB, 2850/2, Conclusions of the departemental 'werkgroep' 'lnvoer
Textiel' (Textile Import'), 5.9.77 and the 'BEB Textile Stuurgroep', 2.5.77.

34 V.CABLE, A.WESTON and L.c.JAlN, 1986, p.191.
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livelihood directly or indirectly from the woollen industry. Moreover, the import
conditions for hand-knotted woollen carpets were favourable in the West. AU this
explains why the government favoured the sector and enacted regulations to import raw
wool so as to allow export expansion as well as meet the domestic requirements. In
addition, Indian woollen products were also displayed during several international trade
fairs".

b.MFA II: The Reinforcement of MFA and the Increase of Fraud. 1978-82
In 1977 negotiations started for the prolongation of the MFA. Since the existing
arrangement efficiently protected the US textile sector, the US government was firmly
committed to an immediate renewal without substantive change. The administration in
Washington actually used diplomatic pressure to convince the EEC in Brussels that the
framework of the MFA provided adequate opportunities for EEC textile producers to
protect their interests. Several 'memoires' were sent from the US embassies to the
different governments".

However, the negotiations for the renewal of MFA followed a period of worsening
economic conditions, especially in the national textile industries of Western Europe. The
European industry associations, labour unions and most national governments had
exerted more and more pressure on the EEC to further tighten its textile import policy.
The only exception was West Germany which initially opposed any material changes in
the MFA. But it had ultimately to give its consent to the modifications demanded by the
EEC.

As a result, two new clauses were added. The first was the 'reasonable deviations'
mechanism which made it possible to establish lower growth rates for certain products
through an overall classification into specific groups. The second new clause was the
'basket extractor' mechanism which allowed the importing countries to establish quotas
for non-restricted products. Under these conditions, the second MFA (1978-1982) was
finally approved on 1st January 1978.

The new bilateral 'self-restraint' MFA article 4 agreements, were, as a result of the tough
negotiations by the EEC, even more import-limiting than those under MFA-I: the new
arrangement should limit export growth upto 6% annual and should implement efficient
control methods. Under these conditions the negotiating parties came in touch with each
other",

At first the bilateral negotiations were failing: supported by the US, most low cost
producers kept on considering a simple prolongation of the previous agreements as a

~~Spectacular Ris\!in WoollenGoods Exports From India, ET, IS.2.XO.

,. Den Haag, EZ, BEB, 3106, Confidential. Renewal of MFA. US Embassy Memoire to
Foreign Office and Trade Council,The Hague, 24.2.77.

57 Den Haag, EZ, BEB,2850/2,Note Director-General to the Ministeron the bilateral EEe-
textile negotiations, no.1876,7.11.77;P.Van DUCK and H.VERBRUGGEN, in ESB, nr.3353,
jg.67,5.5.1982,p.473.
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reasonable demand. Finally, the EEC Commission and the EEC Council agreed on
proposals for bilateral negotiations: by applying different quotas for all products the
average annual growth of 6 % was maintained. In accordance with the new 'reasonable
deviations' mechanism, all existing trade products were divided into five groups and 114
product categories on the basis of the sensitivity of the textile products to the EECss.
The import of group I, or the so-called 'sensitive' products (cotton thread and tissues,
shirts, trousers, T-shirts and underwear) was brought back to the 1976 level and was
allowed to grow by only 2% (0.25 to 4%) annually. Group I items were deemed 'both
economically and politically sensitive'. Group II was supposed to be only 'economically
sensitive'. Here, growth rates were permitted still well below the average MFA norms.

As a result of this quota allocation system, a supplier country had to enter into bilateral
agreements with each member country, and each time hundreds of quotas had to be
negotiated. Thus, an immense administrative burden of control was placed on the
exporters".

Over 60% of the EEC's imports from low-cost suppliers, by weight, fell into into group
I and nearly half of the rest belonged to group II. The higher growth rates for the other
groups were not of much use since not much trade existed in these items. There existed
provisions for the transfer within the product group and sub-groups to the extent of 10%.
The EEC also permitted carry-overs and borrowings in advance to the extent of 8% to
10%60.

However, in addition a Note Verbale of the Indian government setting out 'carry-overs'
in nearly all limited categories was rejected by the EEC Commission.

Also, not much flexibility was provided to shift quotas from one EEC region to another.
Since the Benelux was considered to be one region, quotas could be interchanged among
the Benelux partners.

A new phenomenon was that the transferability of quotas from one exporter to another
within the supplier country gave birth to speculative activities among the traders known
as 'traffic in licences': traders bought licences in order to produce a shortage and thus
cause prices to rise".

51 This was in contrast to the first MFA bilateral EEC-agreements, which was based on a
selective approach.

59 Den Haag, EZ, BEB, 3495, 1st map, Textile Management Committee. Summary Record
of meeting held 29 August 1978.

<5O'fhedifferent yearly growth rates for different product groups: group 1:0.3 to 4 %; group
II: 4 to 5 %; groups III and IV: 6 to 8 %; group V: over 8 %; S.K.JAIN, March 1981, p.l05;
D.B.KEESING & M.WOLF, 1980, pp.64-69.

6. Den Haag, EZ, BEB, 3495, lst map, Textile Management Committee. Summary Record
of meeting held 29 August 1978.
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Finally, the EEC devised its 'basket extractor system' (trigger mechanism) so as to impose
restrictions on any initially unrestricted products whose exports in a given period reached
a certain proportion of the extra-EEC imports in the previous year.

Hong Kong (-9% growth) and South Korea (-7% growth) would be most hit by the new
arrangements. Hong Kong only agreed when the EEC promised to distribute its quota
losses among other poorer producers. However, in the case of India, most quotas had not
been filled, anyway. As a result a very promissing deal was made with the Indian
delegation". For the Mediterranean countries there were similar arrangements
regardless the 'sensitivity' of the product. The ACP-countries did not present a problem
since their textile exports were almost non-existent",

Also the Issue of Counterfeiting came up again. As under the previous MFA, many
handmade, handloom and traditional products were kept outside the scope of the MFA.
The EEC granted duty-free entry for certain hand-woven fabrics of cotton and silk and
also for more specific handmade products under the Indo-EEC Agreement. This
Agreement, like the former one, did not apply to 'cottage industry' or 'powerloom'
products, only to fabrics woven on looms operated solely by hand or foot, garments made
of such fabrics and sewn solely by hand, or traditional folkloric handicraft textile
products, made by hand in the cottage industry. The annual growth rate of the duty-free
EEC quota depended on each item and ranged between 0.25% and 6%64.

Specifica\1y regarding these imports from India, discussions continued on whether to
accept traditional products of man-made fibres on the 'folklore-list'. Also, some other
items on the list did not seem to be bona fide folkloric items. Subsequent negotiations
over the bilateral agreements for the 1978-82 period again led to the withdrawal of the
hand loom exemption for dresses and skirts as well as shirts and blouses, India's four
leading handloom-garment exports. Henceforth these were subject to the same quotas as
the powerloom and mill-made items. However, other items of handloom cloth, as well
as hand loom fabrics and a number of traditional Indian folkloric textile products,
remained quota-free. In the meantime, also the US adopted an increasingly restrictive
approach to handloom garments".

c.MFA III: An Economic Cold War Atmosphere. 1982-86.
Already during the second MFA period an unsatisfactory feeling had grown among EEC
textile producers. As a result, in 1980 there had been requests from the EEC to impose
restrictions on Indian exports of non-quota restricted articles under article 6 of the India-
EEC agreement. The Indian Union Government responded by suspending exports of
trousers to all EEC countries, except the UK and Benelux, and also of women's knitted

62 A.KUMAR, 1988, pp.98-tOO; S.K.JATN, March 1981, pp.l04-106.

63 Den Haag, EZ, BEB,3495, 1st map, Note R.van Dartel: Achtergrondinfo textiel, 31.7.80.

64 Handhook on Handloom Exports, June 1979, pp.66-71.

6S V.CABLE, A.WESTON and L.C.JAIN, 1986, p.191.



228

nightwear to France. The UK and Benelux markets were already subject to quota
specifications for the export of trousers",

France, Italy and the UK favoured the linkage of the textile products import growth rate
with the growth rate of domestic demand for textile products. These countries considered
the restrictive policies of the US and Japan during the first MFA period to be responsible
for the textile products import growth in the EEe of about 25% during the same
period".

Due to these still increasing protectionist attitudes of West European countries, the
negotiations for MFA-3 were jointly engineered and piloted by the US and the EEe.
Both trade blocs were confronted with general monetary restraints, overall low economic
growth and declining growth in production and trade in manufactures. On 17th December
1981, in Geneva, the GAlT director-general Dunkel put forward a plan to prolong the
MFA by the traditional means of article 4 arrangements in accordance with the Geneva
International Textiles Trade Agreement. The new plan left the text of the MFA largely
unchanged. There were, however, some changes.

First, the 'reasonable deviations' clause was removed. Second, the EEC's chief negotiator
in Geneva underlined that the import possibilities in the EEe should be linked with the
possibilities of access for EEe producers to Third World markets". The EEe wanted
to limit once again the levels of entry of the dominant suppliers for the most sensitive
products. This concerned only Hong Kong, South Korea, Macao and Taiwan. Also, the
more liberal states (the Netherlands, the FRG and Denmark) agreed to the cutting back
of the larger suppliers so as to create more room for the less-developed small suppliers,
some of whom had only just begun exporting textiles and clothing. In this way a formal
distinction was made between dominant suppliers (Hong Kong, Korea) and non-dominant
suppliers, where the latter group was favoured by diminishing the quotas for the first
group.

Third, the EEe introduced, at the initiative of the UK, the so-called 'anti-surge-
mechanism', by which imports were prevented from increasing too drastically as a result
of a sudden filling up of under-utilised quotas",

Finally, the 6% growth rate was considered to be non-realistic. Some EEe member states
even wanted to start from a basis of negative import growth. A compromise agreement
made possible a lower growth rate than the 6 % stipulated in the second MFA70.

66 Barr on Apparels to EEC, FE, 9.11.1980.

67 P.VAN DUCK and H.VERBRUGGEN, in ESB, 5.5.1982, pp.472-476.

68 EEC Hints at Liberalised Textile Imports, FE, 16.7.1981.

W However, during the MFA 3-period this mechanism would never be applied.

70 R.J.P.M. van DARTEL, in E.VOLKER (ed.), 1987, p.243-247; See Annex B in MFA.
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MFA-3 was to be implemented for a period of four years and seven months, that is from
January 1982 to July 1986, with somewhat more liberal terms and conditions but along
with new restrictive measures such as those pertaining to the 'anti-surge' clause and
abolition of a system of the prescription of minimum growth rate. For the first time,
Greece was an MFA participant, but Spain, Australia and Norway continued not to
participate, and Japan and Switzerland, though participant, still did not impose
quantitative restrictions".

Tough negotiations for bilateral MFA agreements started in September 1982. The EEe
found it difficult to conclude bilateral agreements in accordance with MFA-3. With India
an agreement was concluded with some delay". At first the Indian delegation in
Brussels had failed to agree with the EEe partners since the EEC had suggested some
new elements which ran counter to the multilateral MFA73. Finally all exporting
countries involved agreed to the EEC proposals.

In its bilateral negotiations the EEC had asked for 10 to 12% 'voluntary' import
reductions, especially in the case of articles of clothing such as T-shirts, blouses, sweaters,
trousers and shirts. The other demands included the 'anti-surge-mechanism', a limitation
of the 'swing' between products whenever a product contingent was used, and a fraud
stipulation that permitted action against the exporter even if the fraud took place after
checking and sealing. The major exporters considered these demands to be totally against
the spirit of the MFA-agreement. Furthermore, the exporters could not appreciate that
the EEe was still dividing its quota very strictly between its member states. In any case,
as a result of the EEC's increasingly radical attitudes, the growth rate of 6% as
prescribed in annex B of MFA-III remained to exist only a 'theoretical basis'.

However, in the case of India again a substantial increase of quotas, especially for high-
value items, had been granted. According to the EEe, India would also be able to utilise
quotas in a better way as a result of quota alignment among different EEC members. The
need for intercountry transfer of quotas would thus be minimised".

During the negotiations the EEC bad found itself in a very difficult position since the
existing EEe demands had already been a compromise between the EEe members.
Especially France, the UK and Belgium, to a certain extent, would refuse to give in to
any bargain", On tbe other hand, West Germany pointed out that a multilateral

71 S.KJAIN, 1988, pp.579-593.

72 Den Haag, EZ, BEB, 3582, Agreement between the EEC and the Republic of India on
Trade in Textile Products, 27.9.82.

"Textile Exports: Indo-EEC Talks Fail, in EE, 13.6.1982.

74 New Textile Pact with EEC to Boost Exports, ET, 1.10.82.

75 N.M.BLOKKER. 1989, pp.221·223; Onderhandelingen van EO met Derde Wereld over
textiel mislukken opnieuw, NRC, 29.9.82; Le protectionisme des Dix compromet l'accord textile
avec Ie tiers monde. LS, 29.9.82; Hong Kong houdt verzet vol in textielgesprek, FD, 28.9.82;
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agreement could never solve every detailed problem of every separate participant.
Exceptions could be permitted. The Dutch delegation supported the German point of
view.

Only after the EEC Commission finally succeeded in concluding satisfactory bilateral
agreements with all supplying countries, did the EEC Council of Ministers decide on 13
December 1982 to continue participation in the MFA.

Despite the restrictive nature of the third MFA, J.Cavanagh, a UN-economist, considered
the agreements to be in favour of the West European transnational corporations,
attempting to divide international labour and exploit Third World workers. The new third
MFA would cause casualties in the Third World among small and medium-size textile
and clothing firms and countries with import-substitution strategies". Thus, according
to Cavanagh the MFA should even more be directed against export oriented developing
countries possessing large scale textile industries.

In addition, during the MFA-3 period demands for total or partial elimination of MFA
limitations grew among EEC traders, EEC consumer organisations and some EEC
political parties. In July 1983Prof.J.Maton (UG), participating in an ILO study financed
by the Belgian government, concluded that also the growing competitiveness of US and
West German producers was responsible for the changing pattern of the European
market. Moreover, the position of Belgian textiles had improved considerably. Also,
Dutch and Belgian liberal politicians defended the idea of changing the entire MFA
policy within the European Parlement in Strasbourg in February 1985, on the grounds of
non-discrimination against the EEC consumer", At the same time, France, Italy and the
UK, having problems restructuring their industries, still favoured some kind of protection
against exports from low wage-countries".

Also, the 'Handloom Story' was not yet over. While India strongly opposed an EEC-
proposal to include handlooms in the quota system of the next MFA, another EEC
mission had been sent to India in April 1982 to try to settle the problems concerning
counterfeiting in the handloom sector", The mission proposed a more strict definition
of what was supposed to be 'hand loom' . More specifically, questions had been raised as

Geen akkoord textielinvoer in de eeg, ED, 28.9.82;M.SUBHAN, Textile Agreement: What
Prospects?, in Commerce, 6.11.1982,pp.704-705;Den Haag, EZ, BEB, 4399, 1st map, Notitie
staatssecretaris van EZ, ir.W.Dik,over de verlengingvan het MVA naar de Vaste Commissie
voor de Handelspolitiekvan de Tweede Kamer der Staten-Generaal gestuurd, no.ll, 11.1.82.

16 J.CAVANAGH,Northern TransnationalsCan Use NewMFAto sewup Markets. in South,
May, 1982,pp.70-71;Le protectionisme des Dixcompromet I'accord textile avec Ie tiers monde,
LS, 29.9.82.

n Derde wereld tegen multivezelakkoord,~ 12.2.1985.

18 Westerse industrielanden pleiten voor verlengingvan multivezeIakkoord,inISa, February
1986,pp.22-23.

79 Handlooms Quota Rule to be Opposed, ET. 27.5.1980.
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to whether the Indian cottage industry structure was in accordance with the definition of
article 12 par. 3 of the MFA80.

According to the Department of Textiles and Clothing of the Dutch Ministry of Economic
Affairs, the Indian hand loom-confection industry did not correspond to the spirit of the
MFA article involved here. The department considered the fact that the production of
the handloom fabrics took place in ordinary ready-made companies: both the production
and sales were commercially organised, to such an extent that the Indian government was
actively involved in planning to increase production in an irresponsible way. However, at
the same time the department mentioned the inability to distinguish between pure
handmade and other products in the strict sense. If counterfeiting occurred, it was sure
to continue.

After the visit the mission proposed considering a new 'protocol B' mentioning traditional
products manufactured in the cottage industry and exclusively sewed by hand without any
assistance of a machine. According to the mission, the resulting difference in products
could be noticed by experts".

The Directorate-general for Industry of the Ministry of Economic Affairs in The Hague
favoured a separate hand loom quota by which India could choose for itself which
products to export within the quota. On the other hand, the BEB and Development Co-
operation thought it unwise to settle the problem with a quota: the tradition of free
import for Indian hand looms could at the most be tempered by a limitation on the export
growth.

Not surprisingly, handlooms had been the major bone of contention in the renegotiations
in 1982 of the bilateral agreements between India and the EEC and the US within the
MFA framework. Both in the US and the EEC, protectionist lobbies had grown very
powerful. Despite lengthy negotiations on the issue, the Indian government was eventually
forced to agree to having all handloom garments in categories which, if made of non-
handloom cloth, were subject to quotas. Six new items were affected: trousers, men's and
women's jackets, women's suits, anoraks and women's pyjamas. Handloom shirts, blouses,
shirts and dresses already were covered by quotas. According to the EEC, the new
agreement was satisfactory to Indian exporters because it offered them security of access
to the EEC market; it eliminated the lengthy delays experienced in 1982 when customs
authorities in several EEC countries had begun to test imports. In the US too, a similar
solution was adopted for imports from India of hand loom garments",

10 Den Haag, EZ, BEB. 3499, 1st map, Hoofdafd.Benelux. Conclusies van de stuurgroep
textiel dd. 29.3.82; Notulen vergadering dd. 23.3.82.

II Den Haag, EZ. BEB, 3499, 1st map. D.G. voor Industrie. Directie Lichte Industrie.
Hoofdafd. Textiel en Confectie. Nota aan de Werkgroep Invoer Textie1: Konklusies betreffende
handloomprodukten India. 32 I/Ll/TC, 14.5.82.

12 V.CABLE. A.WESTON and L.C.JAIN. 1986. pp.190·194.
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d.MFA IV: towards Liberalisation in the EEC. 1986-9l.
In March 1986 twenty-three developing countries met in Beijing to determine their
standpoint on the coming MFA-negotiations. India and Brazil presented a 'non-paper'
containing a draft Protocol which provided for a three-year extension of the MFA, during
which the elimination of restrictions had to be realised".

A more important factor influencing the negotiations for the third MFA extension was
the US Jenkins Bill which provided for a limitation of textile imports from Taiwan, South
Korea and Hong Kong by a maximum of 30% while imports from Brazil, India and other
Asian countries would be frozen at their 1984 level. The Bill had been adopted by a large
majority in Congress on 3 December 1985, but was vetoed afterwards by President
R.Reagan. However, this veto could be overruled by a two-thirds majority in both
Houses. Thus, the American delegation tried to prevent the adoption of the Bill by
negotiating a protectionist result of the MFA-negotiations. At the same time, the NICs
hoped to put pressure on the importing countries as preparation of the new GATT
rounds.

The EEC, on the other hand, was no longer the most restrictive party. Already in May
1985, an EEC official in GATT, during a visit to New Delhi, had expressed the European
willingness to phase out the MFA after 10 years. During the negotiations, the EEC
dropped all previous demands and started acting as a mediator between the North and
the South". Also, India gradually adopted a less negative attitude towards EEC policies.
It became clear that the EEC favoured India, in the sense that regulations were less
restrictive than in the case of the dangerous 'newcomer' China. India had no choice but
to welcome the EEC's unwillingness to allow China a larger share of its market. More
aggressive marketing had enabled China to emerge as the EEC's second-largest supplier.
At the same time, Indian exports had been disappointing, leaving practically all
quantitative quotas unfilled",

Although the EEC came closer to the Dutch point of view, the disagreement within the
Benelux still existed to some extent".

Also, the attitude of the US remained largely the same and led to further possibilities of
protecting the home market. The new deal made it possible to limit trade in textiles
made of vegetable fibres combined with fibres falling under the original MFA, and blends
containing silk, which were directly competitive with the original MFA products. Thus
linen, ramee, silk blends and jute were considered to be directly competitive with the
original MFA products (cotton, wool and man-made fibres) and limitations in accordance

83 N.M.BLOKKER, 1989, p.155.

84 EEC Favours Phasing Out MFA In 10 Years, lIT. 31.5.85.

I~M.SUBHAN, Do EEC Textile Regulations Favour India?, in Commerce, 11.2.1984, p.231.

86 E.BRUYLAND and E.VERREET. in Trends, 25.11.90, p.22-26.
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with articles 3 and 4 of MFA could be applied", At the conclusion of the negotiations,
China and India placed a reservation on this extension of fibre-coverage. Also at the the
request of the US, the possibility for unilateral import restrictions in a situation of market
disruption was widened. Finally, several provisions were included for the prevention of
fraud.

During the MFA-IV period, India again increased its efforts to promote the export of
items for which the quota had been left largely unutilised. Leading Indian garment
exporters who attended the Cologne International Men's Fashion Week in August 1987
expressed optimism about future export prospects",

A much-awaited, somewhat disappointing, 'change of camp' proposal from the EEC came
in July 1989: the EEC favoured the dismantling of the MFA under certain conditions.
According to the Indian press, the proposal confirmed the worst fears of textile-exporting
developing countries and had the potential for a new battle in GATT: 'the Brussels
proposal appears no different from the MFA with perhaps a different name".

The EEC proposal actually made the dismantling of the MFA dependent on concessions
from the exporting countries on a wide range of other issues negotiated during the
'Uruguay Round'. The centre-piece was that a gradual integration of textiles into GATT
should be linked to the application of strengthened rules within GATT, viz.
improvements in anti-dumping and anti-subsidy rules, concessions on access to raw
materials, gains in the area of protection of intellectual property rights, and promotion
of a selective safeguard mechanism. Moreover, officials in Brussels had stated that it
would be impossible to make the textiles trade subject to all GATT rules from August
199190

•

And indeed, on 31st July 1991 the Textile Committee decided to keep the MFA, as
extended by the 1986 protocol in force, for a further period of 17 months, from 1st
August 1991 to 31st December 1992, in the expectation that the Uruguay Round results
would come into force immediately thereafter. One of the aims of the Uruguay Round
was to integrate the textile sector into the GAITl.

Consequently, the EEC Commission began negotiations for the extension of the existing
bilateral agreements. In October, talks were held with India. However, neither Pakistan

'7 See articles 3 and 4 of MFA.

'IEEC May Buy More Indian Garments, BS, 26.8.87.

19 EC Proposal Confirms Textile Exnorters' Fears, TH, 31.7.89.

'Xl See RJ.P.M. van DARTEL, in E.VOLKER (ed.), 1987.

91 MFA Extended for 17 Months, in GATT Focus, August 1991, p.12.
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nor India had as yet signed the protocol extending the MFA extension. Both countries
asked the EEC for provisions for better access to Western textile markets".

The MFA story was 'to be continued' ...

2)TARIFF REDUCTIONS: THE TOKYO ROUNDS OF 1974-79 AND GSP (1975).

a.The Tokyo Rounds.
Despite the oil crisis (1973-79), a series of multilateral trade rounds again took place
where ordinary tariff rates were reduced: the Tokyo Round of 1974-79.As can be seen
from table 25. EEC tariffs on cotton yarn dropped from 8.2% to 6.8%. on cotton fabrics
from 9.8% to 7.4% and on clothing from 19.3 % to 8.8 %. The Tokyo Rounds were the
first ones not to bypass clothing. However, nominal tariffs still escalated with the stage
of production. Also. average EEC tariffs on clothing, and also on textiles in general, were
still more than 70% above the average EEC tariffs on all the industrial products.

Table 25: Nominal tariff rates on cotton textile and clothing imports from developing
countries. before and after the Tokyo Round, in % of cif value, before and after 1974-79.

Before After % Chang~
USA
Clothing 16.9 13.7 18.9
Cotton Fabric 14.0 10.0 28.6
Cotton Yarn 7.0 6.0 14.3
Raw Cotton 0.0 0.0
EEC
Clothing 19.3 8.8 54.4
Cotton Fabric 9.8 7.4 14.5
Cotton Yarn 8.2 6.8 17.1
Raw Cotton 3.3 1.9 42.4
(Source: UNDP /UNCT AD. May 1980)

Yet. the relatively small average tariff cuts under the Tokyo Rounds included some
products that were of great intrest to a developing country like India: cotton fabrics (14
to 13%). women's blouses (17 to 14%). men's shirts (17 to 15%) and bed linen (17-19%
to 13%). These reductions were important since GSP concessions were limited to some
textile products and then again limited through quotas. On the other hand, the effects of
the Tokyo Rounds were still reduced by the MFA restrictions",

Most other industrialised countries still applied higher tariffs. The US tariffs for textiles
and clothing varied from 18.4% to 25%. those of Canada from 16.4% to 23.8% and those
of Japan from 11.1% to 13.1%. Only the Swiss tariffs were lower than the EEC ones.

92 Agreement by Ten Textile Exporting Countries and the European Commission to Extend
Existing Agreements-Flexibilty Raised to 40% of Quotas,'Europe', No.5590 (new series),
17.10.1991.

93 S.K.JAIN, March 1984, pp.114-126.
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b,GSP Ouota Extended, 1975-
An enlarged EEC GSP scheme came into effect from 1st Jaunuary 197494, In 1975 the
EEC also increased the GSP-quota for duty free imports; special butoirs were introduced
for competitive countries like Hong Kong, South Korea, Macao, Mexico and Yugoslavia,
giving the rest of the beneficiary developing countries, including India, some advantage,
India became one of the most important beneficiaries, Ceilings set for duty-free products
from India were quite high as compared to ceilings set for products from many other
NICs, Also, further GSP quota exemptions for jute products and silk handloorns were
granted (non-sensitive list), The reduction of the list of sensitive products excluded
textiles, But since 1975only the silk handloom tariff quotas had been increased, and then
only by 10%, One should also take into account that in the US GSP concessions for
textiles had never been granted, but also that the EEC imposed, in addition to tariffs,
value added taxes (VAT) which ranged from 10 to 20%95,

c.A New EEC GSP: More Tariff Concessions, 1981-,
The original tariff concessions under the EEC GSP had been provided only for a period
of ten years (see table 26). This scheme had been the only one to provide duty-free entry
to the entire range of 'textiles', In early 1981 the EEC announced the continuation of
these GSP concessions over the 1980s as well, The Indian trade and industry reacted
positively since the proposals were likely to be more beneficial to India: the new scheme
reduced the preferential treatment of countries which were relatively more industrialised
and which had a fairly satisfactory level of per capita GNP. Consequently, important
competitors of India such as Spain, Yugoslavia, Hong Kong, South Korea, Mexico,
Singapore, Brazil, Argentina and Colombia got a very limited GSP advantage whereas
India continued to enjoy the same GSP concessions. India also pleaded for an end to the
'dual' quota system for textiles in the EEC market, but a quantitatively restricting quota
continued to operate next to a tariff-free quota".

94 Study on Belgium-Luxemhourg, June 197R, p.35.

~ AKUMAR, 1988, pp.95-98.

'l6 India and the asp (V.K.Pande). ET, 14.2.1081.
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Table 26: Major textile itens ~:oing from India under GSP to Benelux and tariff
advanta~, in percentage, 1978.

Jute Fabrics 15 to 22
Home Furnishings Articles 17 to 19
Sacks and Bags 8 to 20
Cotton Yarn 4 to 8
Women's Outer Garments 10.5 to 17
Men's Outer Garments 17
Other Offals 4 to 14
Other Woven Fabrics 13 to 15
Knitted Carpets 12 to 20
Other Carpets 10.5 to 23
Goat Skin Leather 3.5 to 5
Cathode Valves 6.5 to 17
Under Garments Knitted 17
Other Articles of Copper 7
Silk Fabrics 8 to 14
Sheep Skin Leather 3 to 5
Pliers Tweezers 5 to 7
Shawls, Scarves, etc. 16
(Source: Trade Development Authority, New Delhi)

Finally, in July 1992 the EEC was planning a complete overhaul of its 21-year-old GSP
regime. Some EEC trade experts argued that countries like South Korea, Singapore,
Hong Kong and Mexico were advanced enough not to need special trade preferences to
sell on western markets. Already in 1989 the US had 'graduated' the four Asian 'tigers'
from its scheme. As there could be no differentiating between the status of developing
countries, the discussion was limited to a simple choice of countries which would no
longer benefit from the GSP. One difficulty was the concern that if certain Asian
countries would be taken out of the GSP, there would be even more Asian complaints
about the EEC's lack of interest in the region, while EEC's relations with eastern Europe
and the Maghreb were deepening. As yet the position of India within the GSP was not
threatened. Moreover, the removal of countries like South Korea and Taiwan could
increase direct investments from these countries in Thailand, Indonesia, Malaysia and ,in
the long run, possibly in India9'7.

3)SPECIFIC PRODUcr NEGOTIATIONS.

Some textile products, like those made of jute, wool and coir, were still kept out of the
purview of the MFA-system. In 1976 the agreement on coir products was extended (till
31st December 1979) after its expiry. All tariffs were to be abolished in yearly stages. In
the UK and Denmark the zero duty already existed 98. At the same time the EEC,

IJ7 From Inter Press Service (feature by Shada Islam), 22.7.1992.

98 Den Haag, BZ, BEB, 3237/2, EEC Council. Note S/252/76, Brussels, 6.2.76.
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condidering the Indian export duty policies, was worried about an assurance for a
continued Indian supply. A mixed committee was set up to increase collaboration.

Negotiations for a new EEC jute agreement with India and Bangladesh had already
started during the second half of 1975. The precarious economic situation in the EEC
jute sector severely limited the negotiating manoeuvrability of the Commission. Some
possibilities to exceed quotas were granted but transfer of quotas (upswing between
products) remained impossible".

In April 1980 the Indian Market Development Committee of the Jute Manufactures
Development Council (JMDC) feared that China was likely to emerge as a major jute-
producing and exporting country, thus becoming a competitor. In the Indian case, exports
met with many constraints like shortage of power in West Bengal and Calcutta port
workers' strikes. On the other hand, due to a steep hike in petroleum prices in 1979, the
prices of synthetics had increased sharply whereas jute prices remained more or less
stable. A plan was drawn up for promotional activities, including feedback arrangements
between jute goods suppliers in India and importers in potential overseas markets. In
Brussels, the JMDC merged with the Indian Trade Centre to promote jute goods exports
in EEC countries \00.

On January 1st 1980, a new three-year Indo-EEC agreement on jute products had come
into force. In April 1982 Benelux discussions started concerning the elimination of all
restrictions. All EEC members, except Greece, had suspended all tariffs and quotas on
jute products except for Indian jute cloth of a width above 150 ern falling under category
4, and jute yam. Belgium did not agree with the removal of the 'indicative sealing' but
did propose some extra import possibilities. On the other hand, the Dutch 'Stuurgroep
Textiel' in The Hague argued whether an exceeding of the quotas could be retarded on
juridical grounds 101. Finally the EEC gave a commitment to complete tariff and
quantitative quota Iiberalisation of the import trade in jute goods with effect from
January 1, 1984. At the end of 1982 the EEC also did away with all tariff (under GSP)
and quota restrictions on coir products!". A jute textile threat from India had
completely disappeared: everywhere the jute industries were fighting for their
survival!".

99DenHaag, EZ, BEB, 3488/1, EEe. The Council. Note: Results of the Special Committee
of Article 113 Group Textiles on 11.4.75, Brussels, 16.4.75; J.WIEMANN, 1975, pp.38-43.

100 Jute Exports May Stagnate, BS, 24..4.80; Jute Exports: Impressive Rise, lIT. 24.11.79.

101 Den Haag. EZ. BEB, 3499/1, Hoofdafd. Benelux. Conclusies van de Stuurgroep Textiel
dd. 5 april 1982, 7.4.82.

I02EEC to Lift Jute Import Curbs. BS, 16.11.1983; EEC Official Journal L 43/82; The
European Community and India, April 19Ro.ppA-5.

1<1:1 P.e.MAHANTI, in Commerce, 2.7.I!)H3,pp.u-Ll.
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III.c/ INDIA: SMALL MODERN ENTREPRENEURS CONSOLIDATING POLITICAL
POSITION.

l)A DISCRIMINATING INDUSTRIAL LIBERALISATION.

a.ls Small Too Beautiful To Be True?
After a period of return to a stiff licensing system, from February 1970 the investment
ceiling for licensing again was gradually raised. However, these exemptions did not apply
to 'MRlP' companies or companies with more than 40% foreign participation that came
under the Foreign Exchange Regulation Act (FERA) which came into force on 1st
January 1974. Summarising, beginning from 1975 the government launched a series of
measures aimed at liberalising industrial policy, but discriminating as never before against
the largest industrial and foreign houses. From March 1985 the pace of the liberalisation
process accelerated, also in the case of MRTP and FERA companies. Very soon changes
amounted to a near dismantling of the industrial licensing system to the extent that it
could neither influence the direction of industrial growth nor restrict the growth of
monopoly. However, after a near euphoric response in 1985, the stimulus that the new
policy had generated waned. Foreign investors especially were still unconvinced about the
change of intentions of the Indian government'?' ...

How did these policies affect the textile industries? The share in cloth production of the
large composite mills, combining motor-driven spinning and weaving operations,
continued to go down sharply, so that by the 1980s they produced less than 40% of the
total output, while the small-scale powerloom and handloom sector produced over 60
m.IOS
70 .

Thus, during an era of modernisation and automation, in India the small-scale sector was
responsible for a production increase. Gradually big enterprises closed their doors, while
the small-scale sector, and especially the small powerloom units, received new
investments. This was largely the result of the continued support given by the government
to the small-scale sector. 'Gandhian' textile production had to take the place of the
imports from the UK.

However, the small-scale sector remained largely in the hands of 'middle-men' despite
a growing number of co-operatives. The growth of the small-scale sector, especially during
the 1970s, can be partly explained by the foreign and Indian trade policies and options
such as the MFA bias towards handloom products and the preference of the trade houses
and retailers to pass orders on to 'jobbers' (subcontracting) in the small-scale sector in
order to avoid trade union and labour legislation which were already too prevalent in the
big firms or in the European (Benelux) industries'?', Very often these unregistered

104 C.P.CHANDRASEKHAR, in Frontline, 6-19.8.1988, pp.l03-108.

10' W.T.KROESE, in ESB, 4.5.77, p. 422; G.ROSEN, 1988, pp.49-73.

106 See the twelve months strike of the textile workers in Bombay in 1982 onwards. The
dispute ended in favour of the employers; India en textiel, September 1984, p.14.
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small units escaped any taxation. At the same time, one should keep in mind that in the
1980s the Indian textile sector still sold 90% of its production to the home market.

Finally, we should mention that, along with the discouraging of large-scale production,
the foreign input in the Indian textile industry was kept very limited. According to the
Handbook of Indian Companies 1991, there were only 4 companies with foreign
shareholders. Century Enka Ltd. (Bombay) had a 40% Dutch input, Madura Coats Ltd.
(Tamil Nadu) 40%, Nirlon Ltd. (Bombay) 13.4% and Loyal Textile Mills Ltd. (Tamil
Nadu) only a 1.1% foreign input. In many cases the shareholders' percentages are not
available. If we also consider footwear, mention should be made of Bata India Ltd with
a foreign shareholding share of 40%107. This relative absence of direct financial links
with Western distributors has often been used to explain the slow adaptation to Western
fashion trends.

Let us now consider the reasons for admitting expansion only in the small size sector. The
concern for employment was put forward as a reason by the government. However, the
MFA policies, and, as we will analyse further on, the very nature of the export business
itself made large firms keep away. As a result of uncertainties in relation to orders, the
export sector was dominated by small and medium companies which invariably had
started and remained in this industry. Most of them had been un-prepared to raise
investment levels and create permanent assets in order to cope with the sometimes very
short seasonal activity nature of the export business!": demand for a specific product
could exist for some time but could suddenly dissapear due to fashion or even climatic
changes. On the other hand, despite the fact that only 10% of the handloom production
was being exported and the products themselves were not very much appreciated in
export markets, the MFA created the possibility to expand since home demand no more
provided the necessary impulses.
Clearly the government tried to increase quality and export-awareness by stimulating the
co-operative system which put the member-villages more in touch with demand and thus
with production goals; about 37% of the co-operatives contributed to export. This system
permitted farmers to remain productive in a more organised and economically
responsible way during temporary unemployment in the agricultural sector. Like the co-
operative cottage industry in 19th century Flanders, weaving provided the necessary extra
income for survival in the agricultural sector which became more and more dominated
by 'Green Revolution' landlords.

By 1982, one 'cottage'-unit could contain up to 20 looms, even jacquards, all in one room.
Relatively advanced techniques were performed with the looms, such as the 'tie-and-dye'
process, weaving on the basis of differently coloured yarn and weaving of tea, hand and
bath towels. However, the unit often worked on both a handloom as well as mill-made
basis. About twenty of these units which each employed about 20 to 25 children, women
and men, were dependent on one organisation, led by one master-weaver. An average

107 See B.L.BROWN (ed.), February 1991.

101 R.KUMAR, et ai, 1986, pp.58-59; see also J.M.D.LTTILE, D.MAZUMDAR and
J.M.PAGE, 1987; D.B.GUPTA, 1987; S.KATHURlA, V.MIRALAO and RJOSEPH, 1988;
R.K.VEPA, 1988; D.MAZUMDAR, in World Development, vol.19, no.9, pp.1197-1213.
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organisation had a reasonable turnover of about $3 mIn. The wages were extremely low
(4 Rs. a day) but the input costs were comparable to those in the mill sector. The
turnover in the handloom sector was divided into raw materials (60%), labour force
(20%), other costs (10%) and profits (10%). According to the Dutch handloom products
mission to India in April 1982, among other companies, the Dutch HEMA had
commercial relations with the bigger production units each possessing 15 to 20 looms
under one roof.

Aside from weaving, other activities completed the traditional handmade product. Some
small businesses had specialised in 'block-printing' (for instance with a gold-print) or
painting by hand (of for instance silk or artificial silk). Rotary and screen print probably
also existed, since itwas impossible to distinguish the results from block-printed or hand-
painted products. Also, embroidery could be done both manually (about 50 women sitting
on a surface of 24 m2) and with machines which were moved by hand or foot. Clothing
was mostly being made by one person working on piece-wage basis. This could also be
defined as a cottage industry. Finally it should be mentioned that industrially produced
yarn was increasingly being used for a large part of the handloom sector activities.

As described earlier, checking the 'handmade' nature of the exported products was a
difficult task, and even more difficult was to determine who was responsible. A qualified
Indian inspector of the 'Textiles Committee' supplied a certificate, after which the
products were sealed. Sometimes the customs checked and sealed it again. According to
the EEC mission of April 1982, the seals did not seem to be very solid. Fraud most
probably occurred between the first sealing and the customs sealing. The quality and
characteristics, and the time needed for a certain production order were equally difficult
to determine. No doubt the buyers' agent or representative had a very difficult task in
choosing producers. Fraud, low quality, a lot of red tape, long delivery times, ... gradually
made India unpopular with the European buyer. In April 1982 the Indian government
expressed both its willingness to punish frauds and to correct the quota, in order to
expand the handloom sector through foreign trade 109.

b.Identification of the 'Chain'.
Before we elaborate on the political options and influence of the interest groups, certain
clarifications are needed concerning the definitions of these groups. As described above,
during the MFA period, a movement towards an organised small-scale export sector
reached its completion. The different persons engaged in this trade were increasingly
easier to recognise.

First we have the exporter. This is the person, concern, company or industry that was
licensed to export. Most of them operated only from the metropolitan cities of the
country. They were mostly unaware of all aspects concerning the actual manufacturing
of the product. On the one hand, the exporters operated with contractors and agents; on
the other hand, they received the order from a (Benelux) importer. In most cases the
importer and the exporter met regularly for orders and to make up the contracts. The

109 Den Haag, EZ, BEB,3499,1st map, Beknopte samenvatting.Missiehandloomprodukten
textiel India, 19-26.4.82.
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price quoted for the items was known only to each other. Then the exporting agency
transferred the orders to the contractors. This was the beginning of a long voyage to the
small scale producer 110.

Despite this transfer of the orders to the small scale sector, during the 1970s there had
been efforts to meet the design and quality demands of the overseas markets for clothing
and textile products'!'. Almost the whole clothing business depended on export
performance: the garments and designs produced for export markets did not have a
domestic demand due to completely different consumer tastes. Having concentrated on
certain fashion segments and design categories, India was able to command higher unit
values for its garment exports than other developing countries. Some of the loss from its
inability to export mass-produced standard clothing was made up by higher unit value
realisations. However, during the 1980s the situation worsened for the Indian exporters;
the women's clothing industry is characterised by rapid fashion changes and the 'Indian
look' was no longer very popular. Being concentrated in fashion segments of women's
garments, Indian exports suffered. Increasingly, the exporters had to depend on their
European importers in order to produce European designs and styles, even those for the
coming seasons!".

Since the Indian customer was completely alien to European design and style, the
exporter had no other choice but to export all financed production. Here the exporter
faced the MFA quota-system. Exporters were entitled to product-specific quotas in
individual countries on the basis of their past performance. These quota entitlements
carried varying premium rates which depended directly on the demand for those
categories in particular markets. Premiums were sometimes as high as the cost of the
clothing product itself. It was, therefore, profitable for the quota holders to merely sell
their quotas to willing buyers who had firm orders but did not possess the required quota.
In some cases the premium was lowered if the actual exporter, buying the quota, agreed
to ship the consignment in the name of the original quota holder. Such 'third party
exports' enabled the original quota holder to retain his past performance entitlements
while also earning a rent on his sales of the quota. Obviously an clement of speculation
was hruugh! iutu till': quota market. As the pa~t performance cutitlcmcuts of quotas were
seen as carrying a higher return, the premium on outright sales was almost twice the
premium on 'third party shipment' transfers for the same garment category. The

110 One such exporter was Export House Bibi Modes in Delhi. Another was Guru Import
Export through which the C&A was working; MS-Mode collaborated with Miracle Exporters
Ltd., exporting since 1981 and having their own clothing production unit in Okhla Industrial
Area, an area in South Delhi housing many export companies where many Dutch shopping lists
were send to; also established in this area was Exportos India, doing business with C&A, Vroom
en Dreesman and Peek en Kloppenburg; Westerse bedrijven houden grootste uitverkoop India
(C.Kuypers), NNU, 28.8.1991; interview C.Kuypers, 1991.

III J.EUWEMA, 1990, p.26.

112 RKUMAR, et ai, 1986, pp.45 and 53.
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difference was due to accrual of past performance entitlements. Needless to say that the
whole situation was totally illegal!",

It also should be mentioned that, in order to ensure the availability of quotas, exporters
submitted several applications to the Apparel Export Promotion Council (AEPC). This
was done under different corporate names as the same firm could not submit two
applications for the same quota categories. This led to a 'mushrooming' of 'fake
exporters'. which existed only as letterheads and as a registration number with AEPCII4•

Uncertainty about quota availability and the requirement to fulfill the quotas within 90
days added to the seasonality and uncertainty. As a result the industry remained an
'unorganized production chain', in which the bottom of the chain had to bear the entire
burden of seasonal fluctuations and greater squeeze on profits as a result of premiums
on quotas.

Though the procedures to obtain an export licence gradually grew more easy in the 1980s,
the small and new exporters were not able to compete with the established exporters.
Very often the export quality yarns and designs were only available to the established
exporters. This monopoly was maintained by raising artificially the good quality yarn
prices in case new competitors expressed interest.

The contractors were those who operated as agents for the exporters. The exporting
agency received quotations from these contractors. Those who could supply the required
orders with lowest prices and within a specified time, were given the assignment.

These contractors did not own the looms to produce the textiles. They fully depended on
the agents who sometimes owned a few looms (,small-factory' style) but mostly depended
on their ability to mobilise the weavers in their area!", Most of these areas had a
specialty, like sarees in Salem and Madurai, carpets in Bhavani and Chennimalai, and
hosiery items in Thirupoor. Agents were themselves engaged in weaving or hired weavers
to manufacture the required items. Very often these weavers only owned the looms and
the technical know- how but lacked the necessary running capital. After getting the
orders, the weavers often raised high-interest loans from the local money lenders. In
some cases the agents assisted the weavers in raising loans. Then the agents supplied the
yarn to the weavers, who received specific wages for the products only after they were
delivered in time. The agents also organised the initial operations such as dyeing,
warping, sizing and twisting of the yarn. The colour, design and patterns were also given

113 R.KUMAR, et al, 1986, p.55.

". R.KUMAR, et al, 1986, p.56.

liS Such areas were for example in South Indian places like Erode, PalliaIayam, Chenimalai,
Komarapalayam, Anthiyur, Kavanthapadi, Elarnpillai, Bhavani, Athur, Salem and Karur.
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to them hy the agents. Both the agents and the weavers were unaware of the final
destination and sales price of their product!".

A city like Erode, in Tamil Nadu, being a large railway junction in the South, had
increasingly become a meeting place for weavers, agents and contractors. Whereas
weavers used to meet contractors directly in the market place, and a lot of money and
time was being spent travelling to the city, gradually agents became the new indispensable
link between weaver and contractor. During the 1980s the size of the agents' businesses
grew remarkably, turning the city into a booming and relatively prosperous commercial
centre 117. Other textile cities in the same area, like Salem and Karur, were also
transformed due to textile export activities. By the end of the 1980s about 65% of the
Karur weaving production was exported.

Finally, we should mention that in a few cases the exporter, in fact, was connected to a
structure of co-operatives. In this case the agents or 'master-weavers', placing orders with
individual weavers, were replaced by co-operatives. In these co-operatives weaver-
members still owned their own looms and as agents they also supplied yarn. But thanks
to the co-operatives they had legal contracts with their own 'contractors' or co-ordinating
organisations, who were directly involved with the export business through a licensed
exporting sister organisation. In addition, very often co-operative members formed some
kind of non-official trade unions!", In such a system, of course, the weaver was not
squeezed out by the agent, but at the same time the capacity to deal with unexpected
demand drops declined. As a result, most export businesses made use of the usual
channels, including contractors and agents, whereas most co-operatives worked for the
local or domestic markets.

II. Bused on a sociological area study of textile production in Tamil Nadu in collaboration
with drs. L.A.Samy and dr. Mohan Raj+, Karur, Tamil Nadu, 1991/92; K.NAGARAJ, et al, in
Frontline, 6.12.1991, p.5S; According Miracle Exporters Ltd, Delhi prices were as follows: costs
(materials and labour) to produce a blouse for MS-Mode amounted to about F1.8,the blouse was
exported for FUO to the Netherlands, where it was sold for about F1.70; Westerse bedrijven
houden grootste uitverkoop India (C.Kuypers), NNU, 28.8.1991.

117 K.SHETTY, in IT, 15.7.1991, pp.74-77.

111 Such an organization for Tamil Nadu cooperatives, among which four in Karur (viz. the
'Karur Co-op Handloom Export project Ltd.'), was Co-optex in Madras, exporting to EFTA (The
Netherlands), through its exporting sister-organization 'Co-Optex International'; see unpublished
paper H.STAFLEN, Amsterdam; importers like SOS Wereldhandel had connections with
independent fashion designers and coordinators collaborating with co-operatives (such as
mrs.lrani Sen from Bihar); Cor:poraties goed alternatief voer reguliere handel (C.Kuypers),
NNU, 4.9.1991; among these co-operatives belonged Ankur Kala (Calcutta), started in 1982,
employing about 25 women by 1991, specializing in batik clothing, taking care of aU necessary
training, and providing information on women's rights, nutrition, family problems and hygiene;
another co-operative was Sundarban Khadi & Village Industrial Society (Canning, 60 Ion South
of Calcutta), started in 1978, than employing 8 women, whereas by 1991 it employed about 500
women, combining spinning, weaving and batik clothing activities, and exporting to a number of
West-European countries, including the Netherlands; Kleine hedrijven in India vechten te~en
economische en socia Ie ongelijkheid (C.Kuypers), NNU, 4.9.1991;
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Thus, the starting point, the basis for the 'export chain', consisted of those weaving for
wages, the actual weavers. These weavers could work as a co-operative but many chose
to work as an independent family unit allying itself with one of the agents connected to
the export market. Being on the labour side the 'weaver' is analysed further in the next
chapter!". Here we should emphasise that, due to the very position of the weavers, the
system was capable of responding quickly to the perceived market signals. The
relationship was essentially an asymmetric one: the weaver was not an employee, and
could be laid off at will, but was dependent on the agent. The agent dictated what was
to be produced and also whether anything at all was to be produced at each point of
time. This capacity to squeeze the weaver gave the system a market advantage that was
not shared by the manufacturing or co-operative systems.

So far we have been focussing on the most important textile producing state, namely
Tamil Nadu. In Andhra Pradesh state, the system was somewhat more fragmented. Here,
weavers lacked the unique relation to one agent. As a result they had even less reach or
contact in the input and output markets 120.

The diagram might help in understanding the textile export system from the Indian side.
One should keep in mind that except the exporter all other persons engaged were
ignorant of the exact prices.

SCHEME:

Overseas Importers
I

Indian Licensed Exporters
I I I
Contractors

I I I I I I I I I
Agents

I I I I I I I I I I I I I I I I
Weavers

During the 1980s competition from the powerlooms and mills became very severe.
Powerlooms, even though belonging to the small scale sector, had been eating into the
market for cotton cloth on a massive scale, due to their productivity and cost advantages.
The problem was compounded by the fact that there had been a significant demand shift
away from cotton textiles to man-made synthetic fibres while the handloom sector was
involved only with the production of cotton textiles.

Attempts by the parliament in 1985 to reserve certain articles for the handloom sector
met with stiff opposition from the mills and powerlooms, and the levying of excise duty

119 Based on a sociological area study of textile production in Tamil Nadu in collaboration
with drs. LASamy and dr. Mohan Raj (+), Karur, Tamil Nadu, 1991/92.

120 K.NAGARAJ, et al, in Frontline, 6.12.1991, p.55.
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on the products of mills and powerlooms, but not of hand looms, was overcome by making
use of a number of loopholes in the tax legislation.

In sum, the hand loom sector faced a situation where input supply was unreliable and
inadequate and the market limited and inelastic!".

c.The Political Background: From the Emergen<;yto Rajiv Gandhi.
From the above we may conclude that political India still very much supported the idea
of small-scale industries (especially handlooms). This had to do with the influence of the
intermediate class. On June 25th 1975 an Internal Emergency was declared by President
Fakhruddin Ali Ahmed on the recommendation of Prime Minister Indira Gandhi. Shortly
afterwards, Indira Gandhi announced her 20-Point Programme to realise national
expectations. The events that led to this first interruption of democratic rule in India may
be summarised as follows: when in 1973 the rise in oil prices gave a violent new lease of
life to the inflationary spiral, further demands for wage hikes could no longer be
entertained. The government crushed a series of strikes by government employees and
thus dissolved its links with the working class. As a result, the ruling Congress Party came
firmly into the hands of the independent 'intermediate classes'. On the other hand, these
classes, now represented by Indira Gandhi, lost their most powerful ally, the organised
labour movement, alienated the Left intellectuals in the country, and could no longer
hide their bid for political dominance behind a veil of socialist rhetoric.

While the organised labour movement was pushed into a defensive pOSItIOn,the
bureaucrats, and many army officers, believed that the Emergency would restore
discipline to the nation. Initially, the professional managers of the big concerns (the
corporate sector) were wary of the Emergency but eventually came to accept it because
it gave them relief from persistent labour trouble'".

However, also the 'intermediate class' was gradually giving its support to the only possible
non-communist opposition party to the ruling Congress Party: the Janata Party. Not
surprisingly, the elections of June 1977 swept Indira Gandhi's government out of power.
This was no doubt an important break with the past. However, a majority of the leaders
of the new ruling party, the Janata Party, had been recruited during the Emergency
among Congress defectors defending intermediate class interests. The record of Prime
Minister Desai's first year in office showed that on balance the pull of the intermediate
class was beginning to prevail over pressures from an increasingly restive electorate.
Gradually also the Janata Party became a party for 'intermediate class' defectors from
the Congress. Just as after 1967 this class had given its support to the Congress, it had
now to a large extent transferred its allegiance to the Janata. As a result, the Janata
government did not during its first year in power make a single change of any
consequence to the framework of economic laws inherited from its predecessor'",

121 K.NAGARAJ, et al, in Frontline, 6.12.1991, pp.54-55.

122 P.S.JHA, 1980, pp.134-181.

123 India: Moeizame weg naar getntegreerde industrialisatie, in ISa, 12, 1979,5, p.198.
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There were, however, some subtle changes of emphasis in favour of the small sector. In
October 1977 the Planning Commission had identified no fewer than eight sectors where
production could be reserved for the cottage sector. The economic policy resolution of
November 1977 stated that'what can be produced by cottage industry (handlooms) shall
not be produced by the small-scale (powerlooms) and large-scale (mills) sectors and what
can be produced by the smaIl-scale sector shaIl not be open for large-scale industry'.
Three sectors were now reserved for the cottage industry: textiles, footwear and soap.
Moreover, the industry policy promised to put a temporary freeze on the output of
power-driven or powerloom units only in the case of textiles. Textiles could be produced
as cheaply on handlooms in the house or backyard as in a small factory, so this
arrangement did not disturb powerloom producers too much. On the whole, the small-
scale sector (powerlooms) was still the only real beneficiary of the new industrial policy:
the expansion of the large-scale sector (mills) remained very restricted while the cottage
industries (handloorns) could only expand as long as that fitted into the strategies of the
small-scale sector (powerlooms).

The talk of the need for a Gandhian model of development, and for revitalising the
cottage industries, in order to attack the roots of poverty, did not result in a significant
change of policy. Some of the very people who had put the Janata party into power were
now beginning to switch their alliance back to Indira Gandhi'". To some extent history
was repeating itself. As was expected, in 1980 Indira Gandhi came back to power with
a thumping majority.

In 1980 the textile policy formulated by the previous Janata government was reviewed by
the new Congress government. It involved removal of constraints, mainly technical, which
came in the way of higher production'", However, on the whole, the large scale sector
still faced enough restrictions to perrnit the small scale entrepreneur to control society
on a local or 'micro' level. In fact, the small scale sector reinforced itself, pushing even
more people beneath the poverty-line. A specific problem was related to the availability
of the raw material. It was pointed out that if the Indian government would allow exports
of raw cotton without restrictions, it would result in raw material shortages and add fuel
to the fire of inflation on the domestic market!", The domestic production of fibres,
despite Dutch collaboration through Century Enka for the production of synthetic yarn,
hardly satisfied demand. As demand was increasing, the assets of Century Enka increased
by 400% between 1973 and 1981127•

12A P.S.JHA, 1980,pp.182-198.

125 TextilesPoli9' ReviewLikely,ET, 21.5.80.

126 M.KUMAR,Cotton Export Policies,FE, 23.4.80.

127 Dutch AKZO was represented through technicalco-operation and shares participation in
twoIndian companies,CenturyEnka and Organon;F.vander VELDEN, De internationalisering
van de Indiase ekonomie, in DW, 1985/1,p.?l.
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In 1983,in sharp contrast to the decision taken by the Cotton Advisory Board (CAB), the
export of short and medium staple raw cotton was still not hindered!". As a result of
these exports and a sharp domestic demand pull resulting in more production for the
home market, exports suffered considerably from raw-material shortages. Indian
manufacturers had to import fibres or even fabrics in order to maintain their output. First
these imports had been banned, then smugglers used illegal channels, and finally
exporters stepped in, making hay with the existing loophole in the import policy, and
openly importing synthetic fabrics. In 1980 a consortium of European viscose fibre
manufacturers had cut their selling price in an attempt to compensate for excise duty on
the import of fibre 129. In the meantime, the heavy import duties and the expanding
domestic demand were pushing up domestic raw-material prices, including that of Indian
raw cotton. As had been predicted, the domestic market faced growing inflation.

Also, a strong dollar created exchange fluctuation problems. Unlike the Pakistani
government, the Indian government did not provide incentives to fight these 130.

In 1985, after the murder on Prime Minister Indira Gandhi, her son Rajiv Gandhi took
office and accelerated the liberalisation programme of his mother?'.

In the meantime, huge trade dificits had been responsible for a big increase in the
external debt. According to UNIDO (United Nations Industrial Development
Organisation), the compulsion to continue imports on a large scale required a different
strategy for securing foreign exchange resources, which included significant foreign
investments in selected spheres!". However, with the exception of synthetic fibres, the
textile sector was kept out of the reach of foreign investors.

Following the general elections in November 1989, a new government again asumed
office. The ruling party, Janata Dal, announced that the process of economic and
industrial development would continue and that no drastic measures would be
implemented to reverse the policies of modernisation and liberalisation. However, the
accent would be on strengthening the agricultural sector and on intensive development
of small-scale and cottage industries, with a view to generating more employment

128 Higher Cotton Export Quota?, ~ 29.1.83.

129 Europeans Cut Price of Viscose Fibre, ET, 6.12.1979; Foreign Fabrics Again in Indian
Market, IE, 27.7.1978.

130 Textile EX[lort:No Room for Com[llacen<,y,IE, 26.11.1986.

1)1 India's dilemma:computers of meer armoedebestrijding(J.Kamp),NRC, 21.3.1986; Raiiv
Gandhi wilvan India industriele topnatie maken,DS, 21.4.1986; RajivGandhi tracht zakenleven
uit sreer van korruptie te halen, FET, 29.5.1985; Met Raiiv Gandhi waait er een nieuwe wind
door India, FET, 10.1.1986; Gandhi wi]meer textie\ invoeren (M.Ram), NRC, 26.1.185; Inde:
la politique de modernisation de M.Gandhi (G.Viratelle), LM, 4.6.1985.

132 India. New Dimensions of Industrial Growth, 1990, p.lO.
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opportunities 133. The interests of the middle-class small-scale entrepreneurs again
prevailed.

However, in July 1991 the murder of Rajiv Gandhi was followed by the electoral victory
of the Congress party and the pre-1989 strategies were continued. In July 1991 the
Ministry of Textiles proposed to revise the textile policy of 1985 in the light of the
recommendations of the 'Abid Hussain' Committee. These included an order reserving
items for the handloom sector, as already had been proposed by the Janata Dal
government but stopped by the courts. Also, the problem of increasing cotton product
exports while insufficient raw cotton stocks were available in India, had to be dealt with.

In contrast to most other Ministries, 'privatisation' was not the new buzzword at the
Ministry of Textiles. Privatisation in the context of textiles would mean selling off the sick
mills of the National Textile Corporation (NTC), for which there were no buyers. After
the famous Bombay textile strike of 1982 (see chapter III.c/2 ) many private mills had
been taken over by the NTC, other were just being run by the NTC. The financial
situation of these large-scale companies was still very doubtful. However, the mood in the
entire textile sector was upbeat because of the speculation that the recent devaluation of
the rupee would give a boost to textile exports!".

d.The Result of the Policies: Poor Quality and High Costs.
The old diseases of the textile sector had not been cured. Even the Soviet Ministry of
Trade told the Indian exporters bluntly in November 1986 that there had been a marked
deterioration in quality of Indian textiles. Textile mills in the South had to deal with
massive power cuts while those in the cities had yet to open completely and work
regularly 135. Most of the mills produced piece-lengths of 80 to 100 metres and some
of them between 40 to 80 metres. There were only a few mills like 'Century' which
produced quality cloth and supplied piece-lengths as long as 400 to 500 metres, which
were in demand in the overseas markets. Unfortunately, some export houses managed
to export very poor quality textiles. As a result, India developed a bad reputation and this
adversely affected export prospects. In West European countries, cheap American
products from fibres to carpets were mentioned more frequently than Indian imports as
a threat to the continued survival of large parts of the European industry'".

In any case, due to comparatively higher prices, export promotion initiatives such as the
visit of a study team of the Cotton Textiles Export Promotion Council (Texprocil) to the
EEC in July 1979,and the setting up of one more council in 1983, notably the Indian Silk
Export Promotion Council (ISPEC) at Bombay, did not meet with much success.

133 India. New Dimensions of Industrial Growth, p.161; India zoekt aansluiting (J.Bohets),
DC, 18 & 19.2.1989.

134 K.NAG, in BI, 22.6-4.7.1991, p.53; Dissapointment on Export Front, in Commerce,
4.12.1982; R.MENON, in IT. 29.2.1984; R.MENON, in Business, July 1984.

ias Hi~her Cotton Emart Quota?, BS, 29.1.83.

136 USA Market for Cotton Fabrics, 1980, pp.6,7 and 10.
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During the several Belgian and Dutch business co-operation missions to India, Indian
business men mentionned the unfavourable situation of their country with regard to the
bilateral trade balance. On several occasions the Indian embassies listed a number of
commodities requiring special attention and always textiles and floor coverings were
included 137. However, despite some improving non-clothing textile competiveness by
1985, India remained outpriced in many qualities. The utilisation of the EEC quota in
the case of fahrics dropped as low as 60 %138.

Nevertheless, the Indian textile industry had realised that in the international demand for
traditional exports such as yarn and tissues had dropped severely and that more
investments had to be focussed on clothing. Besides, most yarn and tissues now could be
used for domestic clothing production, both for the domestic and the foreign markets.
The small sector had to be linked directly to foreign demand. India Today expressed the
sentiment: 'It's all very well to export cashew nuts and mango juice and lemongrass oil,
but we are India and it is time we really thought big. Big can also be beautiful'. As a
result, the small-scale sector gradually grew into a more capital-intensive 'middle-scale
sector', putting up the image ofsmall-scaleness'!".

However, in the 1980s the Indian situation still remained basically different from
economies such as Korea and Taiwan which produced nearly 85% of their output for the
world market. In India about 85% of what Indian mills produced was for the domestic
market. Hence the pulls and pushes of the domestic market tended to have a greater
bearing on Indian export performance'", Also, the difference between labour
productivity in India and other competing developing countries was considerable. As long
as the domestic financial purchasing capacity did not increase significantly there would
be no challenge to increase productivity.

2) TRADE UNIONS VERSUS THE INTERMEDIATE ClASS.

a.Industry Labour in Figures.
In 1976 the organised large-scale industry in India still employed only about 2% of the
labour force!". If considering growth rates, the following picture emerges. The number

131 For a Belgian business co-operation mission to India in May 1984, the embassy in Brussels
had included:
l.textiles. a)priorities: knitwear (woollen and acrylics) and furnishings (silk and cotton); b)other
commodities: garments (silk and cotton) and fabrics (silk and cotton); 2. floor coverings.
a)priorities: carpets (woollen, jute and others); b)other commodities: mats (coir); Business Co-
operation Mission to India. May 1984, pp.3-4; Voor een Belgisch Aziebeleid, p. 107.

138 S.K.JAIN, 1988, pp.552-555; Exports to EEC Fall, FE, 23.7.1979; Textielexport uit India
concurreert weer, NRC, 25.5.1985; A.BHANDARI, in Commerce, 25.7.1981; V.CABLE and
B.BAKER, in The Economist. Special Report no.152, 1983, pp.146-150.

139 J.DUBASHI, Que Fera Fera, in IT, 30 November 1982, p.n.

1.0 Fluctuations in Cotton Textiles, liS., 10.4.80.

141 Tradine Up. IE. 23.7.1977.
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of manufacturing jobs in the organised sector had first grown rapidly from 5.14 million
in 1973/74 to 6.8 million in 1979/80, then increased at a more gradual pace between
1979/80 and 1982/83, reaching 7.18 million. Then, the number of industrial jobs fell
slightly to 6.87 million in 1984/85. Ever since then, the number employed has kept
dropping. Thus, in general, job creation in Indian large-scale industry was very limited,
despite industrial output growth'S,

The need for employment was the official reason for favouring the small-scale sector. In
1981 it employed more than 10 million people, all engaged in weaving activities and
another 10 million people were involved in supplying activities. Despite the fact that only
10% of the handloom production was being exported and the products themselves were
not very much export-appreciated, the MFA provided the possibility to expand since
home demand no longer gave the necessary impulses.

Both in India and in the West, stories of child labour abuse reached the press. Child
labour existed but appeared to be largely restricted to one kind of small scale industry:
the hand-knotted carpet industry. In this sector, craft skills had been passed on from one
generation to the other, providing full-time employment or part-time to those marginally
engaged in agriculture, especially in the states of Jammu & Kashmir and Uttar Pradesh.
In the 1980s the industry was increasingly faced with adverse publicity as an exploiter of
child labour. However, traditionally all family members took part in the production. The
learning process in carpet-weaving techniques required induction at an early age and the
contribution of children was often essential for the survival of their families. Children
below the age of 14 generally were not employed in the carpet-weaving industry. Those
helping their families while also going to school received no wages and could not be
termed employed'", It is therefore clear that these reporters who described this help
to the family as exploitation did not take into account the daily realities of a large part
of the world population.

On the other hand, taking advantage of poor, possibly homeless, children in the cities by
employing them illegally in clothing production 'cellars', is a different story. However,
according to S.N.Gulati, president of the Hind Mazdoor Sabha trade union, only a few
children were working in the non-carpet textile sector!".

b. The Fall of Fixed Income Groups.
In general, the fate of large and small-scale textile workers had to do with political
options. At the beginning of the 1970s the situation continued by which the government
allowed the fixed-income groups (salaried earners) to be squeezed by inflation and rising
tax rates. There was an increasing apathy towards the problem of the self-employed
classes escaping taxation (largely small-scale entrepreneurs). As a result, more than three-
fifths of the actual income tax payers in the country were salaried earners. Clearly the

1'2 India: Poverty.Employment and SocialServices, 1990,pp.l0S-107.

143 Child Labour in Camet Industl)', in SundayMail. 8-14.12.1991,p.1S.

144 Vakbondenkunnenweini~aan positiearbeidersveranderen (C.Kuypers),~ 28.8.1991;
Y.van HEES, in ~ May 1989,pp.44-4S.
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influence of the so-called 'bourgeois' trade unions, representing the fixed income groups,
on government decisions existed but was limited!". Also, during the Janata party rule,
despite promises of full liberty, Prime Minister Desai decided to keep the trade unions
within the official policy strategies, permitting some loss of income to the fixed-income
groups!",

On the other hand the self-employed intermediate class, mainly consisting of contractors
in the small-scale sector, found itself in a better position. At least it could try to
compensate for inflation by earning more money, for instance through textile
manufacturing for export.

However, by trying to compensate inflation, the intermediate class actually passed on the
burden of inflation to the unorganised textile workers. The different 'roles' played in the
textile export production chain have already been analysed in the previous section. Here
we only consider the financial positions of the different players and consequently their
real interests in possible changes of the system. It is first of all a fact that as a result of
the inflation, the exporter more than ever looked for the cheapest contractor and
therefore stimulated competition between contractors. Also, many contractors attempted
to enhance their income by not employing agents, but by seeking access to credit facilities
from the nationalised banks which would readily finance the contractors' own export-
oriented powerloom venture. In a way these were cheating business since the exporters
and contractors actually got orders for handlooms and consequently labelled their
powerloorns as handlooms. This was an open secret known to all the textile exporters and
to the authority concerned in the Export Department. Not realising that the contractor
had been installing his own powerlooms closer to the export concern, the agents very
often continued to employ large numbers of weavers or even advance lots of money to
them for the next orders.

From the above we can conclude that indeed the 'lower' links in the production chain
(agents, and especially weavers) suffered from inflation. Though clothing exports had
been on the increase and quite a lot of export formalities and requirements had been
reduced, the condition of the weavers, both in co-operatives and family units, and in some
cases also the agents, seemed to have been deteriorating. While during the previous
period the weavers had more or less permanent jobs, they now became seasonal workers.
As a result of the tough competition among weavers' agents, huge orders were accepted
without knowing the exact capacity load of the weavers. Because of inferior quality and
late deliveries, consignments were rejected by the contractors or by the exporters!".

14~ P.S.JHA, 1980,pp.92-11O.

146 FA, 10.8.1977.

147 Based on our area study of textile production in Tamil Nadu in collaboration with
Drs.L.ASamy and Dr.Mohan Raj (+ ): interviewswith owners of an export dyeingunit, Tamil
Nadu, July 1991 and January-February 1992; 1) interviewing Mr.Sathurajan of Karur, Tamil
Nadu: said that after getting an export order from a Bombayexporter and after investing Rs.
2,00,000,the contractor did not take the goods; it took two years to sell the rejected goods and
he could get only Rs 40,000back from his original investment; 2) interviewingMr.Karthik of



252

There was neither guarantee nor contract signed between the different 'players' in the
production chain. An unsold consignment was a total loss since the products could not
be sold on the local market; the patterns, materials and colours were not made for local
tastes. In the same way as the agents sometimes lost their entire capital, the weavers were
more than ever thrown into the clutches of the local money lenders and other agents. The
weavers very easily entered this textile-export web since the wages earned in weaving the
export textiles was higher than those received for weaving for the local market. Basically,
in the beginning it looked attractive and those who changed to export weaving did get
more money, but they soon realized that there were no jobs for months. Many
individuals, attracted by the prospects of higher wages, had left their original co-
operatives engaged in home weaving and at the same time lost the advantages of being
co-operative members: all the welfare schemes proposed by the textile ministry, viz.
housing, credit and insurance facilities!". And by 1991, on the average an Indian
handloom weaver was unemployed for more than six months in a year ....49•

It should finally be emphasised that there was still no union for the small-scale rural
weavers. Exploitation of weavers by agents seeking compensation for their own
exploitation was no affair for the regular trade unions. Also, in the informal small-scale
clothing sector in the cities, trade unions had not made real attempts to penetrate the
sector. Only in Delhi were about 20,000 out of a total of 100,000 workers organised in
one way or the other by 1991. Only the Hind Mazdoor Sabha (HMS) and the Centre for
Indian Trade Unions (CITU) had some control over the working conditions in the Delhi
export clothing business. However, S.N.Gulati, president of HMS, remained very
sceptical: Indian trade unions did not want to be involved in this sector; they were as
corrupt as the rest of Indian society and represented only better-off employees. As they
received financial aid from allied political parties, they actually were puppets of the
middle-class politicians 150.

c.The Ambi~uous Attitude of Reinforced Trade Unions.
By 1980 most of the large-scale labourers were organised. Only those working in mills in
the countryside seemed less affected by the ideas or activities of their trade unions!".

Bhavani, Periar district, Tamil Nadu: said that, just because there was a very slight difference in
dyeing yarn all the orders had to be rejected and his business was almost lost; it took him some
months to sell off the coloured yarn on the local market.

148 Based on our area study of textile production in Tamil Nadu in collaboration with Drs.
L.A.Samy and Dr. Mohan Raj ( + ), Karur, Tamil Nadu; interview with Mr.Krishna Moorthy, a
weaver from the village Malaipatty, Kulithalai Taluk, Trichy District, Tamil Nadu, July 1991 and
January-February 1992.

149 K.NAGARAJ, et al, in Frontline, 6.12.1991, p.54.

1$0 Vakbonden kunnen weinig aan positie arbeiders veranderen (C.Kuypers), NNU, 28.8.1991.

UI See S.J.KOR, 1966, pp.86-132; J.TANNER, India's Textile Workers, in Action for
Development, December 1981, p.7.
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Significantly, the most important social conflict started in the largest concentration of
textile production: the 'megapolis' of Bombay, with its more than 10 million inhabitants.
In January 1982 a mill strike began and went on for eighteen months. The workers
demanded pay raises and a more secure position for the 'badli's', temporary labourers
who made up about 40% of the 'organised' labour force in Bombay'". The Economic
Survey for 1983-84 refered to 'stiff competition from the powerloom sector' as being one
of the reasons for the financial and employment difficulties in the large-scale textile
sector which had led to the strike. By not releasing foreign exchange for import of
modern machinery in the 1950s and 1960s, the government had hoped to increase
employment in the small-scale textile sector and to preserve existing jobs in the larger
mills. In reality this policy had eliminated the lead that India's undestroyed large-scale
cotton textile industry had at the end of the Second World War and consequently also
the possibilities for employment and wage growth. By 1983 the government had to take
over numerous bankrupt textile mills in order to protect 'the interests of the workers
employed'!", Ignoring the past causes of the uncompetitiveness of the sector, the trade
unions now accused the large Bombay mills of having broken the strike by starting
investments in labour-extensive technologies!". In this way, many striking workers were
no longer needed and could be dismissed. On the other hand, the government hoped that
the competitiveness would increase which would, at a later stage, increase employment
again.

We can conclude, that in any case also from the workers' point of view Schumacher's
"small is beautiful"theory, if translated into the Indian context, permitted the continuation
of discriminatory limitations imposed by an outmoded social structure.

Despite the failure of the Bombay strike, in the 1980s the trade unions seemed to gain
influence in the mill and power loom sectors: real wages grew again, but employers indeed
responded by economising on the use of labour and investing in more capital-intensive
techniques. Also, activities were relocated to regions with lower labour costs and less
unionisation, production was spread across a number of small plants to reduce the
concentration of workers and diminish the impact of strikes, contractual or casual labour
was used more often and older workers were more often replaced by their children in
order to .reduce wage costs.

However, there were many factors other than wage growth which explain the employment
stagnation in the organised industrial sector. For example, restrictions against
retrenchment and closure raised the real long-term cost to firms of biring additional
labour and undoubtedly contributed to slow employment growth in the organised sector.
Also, the statutory payment of annual bonuses and other benefits had strengthened
disincentives to hire workers. Finally, the direct cost of labour to employers increased

U2 P.GOOSKENS, in India in beweging. August 1984, p.93.

153 G.ROSEN, 1988, pp.22-48; The Tenth Month. Bombay's Historic Textile Strike, 1982.

154 P.GOOSKENS, in India in beweging. August 1984, p.94.
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sharply in the 1980s, in part due to the substantial overindexation of wages which
occurred through the system of 'dearness allowance' ISS.

This whole situation was consolidated by the Seventh Five Year Plan (1985-89) which
touched only briefly on industrial employment opportunities and found that these were
not significant. Instead, the Plan put emphasis on the need to enhance work opportunities
in agriculture and allied activities including work programmes. At the same time, the
dominant approach was protective of existingjobs and oriented towards specific firms and
industries rather than being concerned with the overall growth rate of industrial
employment. We can conclude that by the 1980s, the wage-workers in the organised
sector could again also look after their interests through political influence in order to
protect individual job positions in the larger firms. And again the small-scale sector was
a kind of dumping ground for all social problems'".

Towards the end of the 1980s this became very visible. As a result of a combination of
economic factors and the lack of interest of trade unions and political parties, in 1991 the
small-scale weaving community of the relatively prosperous and accessible Guntur and
Prakasam districts in Andhra Pradesh state got trapped in an acute and deadly crisis.
According to 'Frontline', at least 73 weavers starved to death between 30th August and
8th November 1991.

The disaster was blamed on the sharp increase in yarn prices. The mill sector, which was
the sole producer of all Indian yarn, both hank: and cone, again had not been producing
hank yarn to the required extent. Secondly, a large part of the hank yam was being
diverted to the powerloom sector and another significant proportion was being exported.
As a result, the handloom sector had been left with a meagre, unreliable supply of
increasingly expensive hank yarn, resulting in many looms remaining idle and labour
being underemployed!",

As might be expected, the extra costs were again transferred to the weaver: weavers'
wages were reduced. The market for handloom cloth was too competitive, limited and
inelastic, to pass on the cost rise on to the consumer. As the production on cloth was also
reduced, weavers received fewer orders'". We might conclude that the social conditions
in the small-scale sector were worsening in the 1980s and that weavers grew more
sceptical in relation to foreign trade involvement.

"5 India: Poverty.Employmentand SocialServices, 1990,pp.l08-115.

156 India: Poverty.Employment and SocialServices, 1990,p. 110.

m KNAGARAJ, et al, in Frontline, 6.12.1991,pp.47-56.

158 K.NAGARAJ,et ai, in Frontline, 6.12.1991,p.59.



3) AlTEMPTS TO LIBERA LISE FOREIGN TRADE.

a.Liberalisation Hampered by Red Tape. Monetary Problems and Fraud.
During the Fifth Plan (1975-1980) it was possible to sort out some of the difficulties
concerning export promotion schemes and measures through the introduction of modified
duty drawback schemes, viz. the 'duty drawback credit' scheme and the 'duty exemption'
(for imports of raw materials) scheme. However, the Open General Licence Scheme met
with opposition from the small manufacturers and exporters who found it difficult to
prove their 'bonafides' as the actual users. In general, the many changes in the policies
and schemes created doubts and loss of interest among Indian entrepreneurs'r".

Also, many monetary problems occurred during the MFA period. The rising oil prices in
the world market since 1973 had posed a serious challenge to the Indian export trade.
The import bill had gone up and the international demand had fallen. From September
1975 the value of the rupee was linked to a basket of currencies denominated in terms
of US$, as reference point instead of the pound sterling. During the next year, due to the
fall of the dollar, the weighted exchange rate remained constant in nominal terms (125.6
if 1970= 1(0) but depreciated rapidly in real terms (from 114.6 to 136.5 if 1970= 100)1110.

Another problem continued to be the distribution of the MFA quotas among the
exporters. To distribute export garment quotas more efficiently among Indian exporters
a separate body was formed in 1978: the Apparels Export Promotion Council. However,
most scholars still agreed that the most prominent feature of the Indian quota distribution
system was its extreme complexity, which increased with time. The problem with severely
fragmented quotas was that it became exceedingly difficult to mould a demand pattern.
Thus, the probability of non-utilisation or underutilisation increased sharply. The crux of
the problem seemed to have been that the government had too many 'targets', including
the promotion of the small-scale sectors!".

Additional quantities of restricted textiles were often loaded aboard a ship under a prior
agreement. On arrival they were discovered to be surplus to the ship's manifest, but were
than sold to a particular customer in the country of destination. In the British experience,
India, Pakistan and South Korea accounted, in descending order of magnitude, for most
instances of surplus cargoes'". To avoid the surplus cargoes, it was suggested that a
system be established whereby unused quota quantities covered by import licences would
be returned to the member state's licensing office so that they could be reissued to other

'''' S.KJAIN, 19XX, p.576.

100 M.WOLF, 1982, table 4.1, pp.79,80 and 120.

161 A.KUMAR, 1988, pp.116-119.

162 Den Haag, EZ, BEB, 3495, 1st map, UK's replies to the questionnaire (COM.TEX 356-
357/79 dated 8 August 1979), distributed at the Textiles Committee meeting on 28 August 1979.
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importers through an EEC reserve mechanism. It was also suggested that if demand grew
unexpectedly in a certain region, an increase of the regional quota should be allowed'".

Fraud was not restricted to Indian exports: in October 1979 a Dutch delegation visited
Indonesia to investigate fraudulent export of Hong Kong textile products (jeans, trousers
and shirts) via Indonesia to the Netherlands. Hong Kong companies were using falsified
certificates on behalf of at least 6 Indonesian textile producers. The officials of the
regional offices of the Indonesian Ministry of Trade were being given big bribes to supply
certificates of origin. However, the involvement of Dutch companies dealing with the
responsible Hong Kong intermediaries could not be proved'".

b.In the Grip of Free Trade.
At the beginning of the 1990s, the changing international environment also had its
repercussions on India. In June 1991, after the assassination of its leader Rajiv Gandhi,
the Congress party took office again and the new Prime Minister, Narasirnha Rao, faced
dramatic drops in India's exports. Following the collapse of the communist regimes in
Eastern Europe and the Soviet Union, exports to these countries had dropped sharply.
The new Commerce Minister, P.Chidambaram, unfolded a new foreign trade policy in
July 1991. The removal of the export licensing regime and the insistence on exports to
pay for imports were radical changes. But at the same time, there was a shortage of
imports of raw materials and capital goods for export production. Steps were taken to
remove the savage import curbs that made it nearly impossible to stimulate export
production. Talks started about making the rupee convertible. But could there be any
export increase while the Finance Minister, Dr.M.Singh, watching India's trade balance,
seemed to be saying 'thou shall not import'? On the other hand, The Hindu blockprinted
'No Alternative to Exports' and certainly in a developing country exports and imports
were interlinked: 'only imports could stimulate exports'!",
In January 1992 the World Bank expressed confidence that the liberal reforms would
facilitate India's development!", However, India faced reduced demand in the
developed countries, lower prices for commodities and increased pressures for
protectionist trade measures militated against imports from the developing countries.
According to World Bank vice-president L.Summers, the new protectionist trend was very
much visible in the US political climate with calls for 'taking care of Americans first'!",

163 Den Haag,EZ, BEB, 3495, 1stmap, EEe. Modalites de constitution et de mise en oeuvre
d'une reserve communautaire pour les produits du groupe I dans Ie cadre des accordsbilateraux
textiles, 28.2.79.

164 Den Haag, EZ, BEB, 3700, 1st map, Kort verslag van de Nederlandse missie voor
Indonesie,

165 No Alternative to Exports, TH, 12.1.1992; India ontwaakt en ontdekt de wereld om zich
heen (B.lmhasly),NRC, 20.9.199l.

166 Needs of Rupee Funding: World Bank to Work Out Modalities, IE, 4.1.1992.

167 Indian Economy. Miracle Story of 90s, IE, 14.1.1992.
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c.Qn the International Front
Not surprisingly the general impression ofIndia's attitudes during MFA-negotiations had
been and remained one of a poor country victimised by the rich world. However, after
its usual complaints about the lack of market opportunities in the rich countries, India
systematically agreed to the MFA-proposals. We may conclude that India actually
preferred the continuation of the MFA since otherwise the developed countries would
be free to increase their restrictions, and India would also no longer be protected against
competition from the East Asian NICs. The MFA, so to speak, forced the developed
markets to distinguish between India and the agressive NICsl68• India always welcomed
the special status as a cotton producing country occupying a middle-range position in the
group of developing textile exporting countries, unlike the more advanced Hong Kong
and South Korea, and the quotas not being based on the actual previous performance but
to be fixed in relation with the access rights. Qf course this argument was only valid as
long as India was incapable of competing with these 'NICs,169.

Thus the real reason for India's active participation in international complaints about
textile protectionism by the developed countries has to be found elsewhere. Actually,
India had become a minor participant in the international trade in textiles and only a
newcomer in clothing when the MFA was first negotiated. Its role in global negotiations
during successive rounds of the MFA probably derived more from its position as a
leading developing country than from its relative share in global trade 170.

168 P.van DUCK and H.VERHOEVEN, in ESB, 5.5.1982, p.473.

169 R.L.N.VIJAYANAGAR, in Commerce, 18.9.1982, p.27.

110 R.KUMAR, et ai, 1986, p.46.
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Ill.d/THE NETHERLANDS: THE COLLAPSE OF THE DUTCH TEXTILE INDUSTRY.

1) A FAILURE OF INDUSTRIAL RESTRUcruRING.

a.A Real Textile Poli£Y?
In contrast to the US, most European countries had not fully taken advantage of the LTA
to set up a complete network of effective trade arrangements, including tariffs.
Consequently, they now faced many difficulties in translating the LTA situation into new,
broader and more effective Multi-Fibre Agreements. Yet, public opinion forced them to
do so. The public knew that their sacrifices during the low-wage period (upto 1963) had
not been able to compensate for not using LTA protectionism: the Dutch share of the
domestic textile market (excl.clothing) had dropped from 72% in 1958 to 39% in 1973,
and to only 14% in 1985. As a result, during the 1970s the Dutch textile production
declined by 50%. In the case of clothing and footwear, the Dutch share of the domestic
market had dropped from 91% to 55% during the period 1958-1973. At the same time,
the US industry still supplied more than 80% of its domestic market, possibly as a result
of US LTA involvement'?'.

Nevertheless, the official Dutch attitude towards the MFA remained largely linked with
the attitude towards the theories of Optimal Labour Division. Since the textile industry
was a typical labour-intensive sector, it had to be moved to the Third World where labour
was cheap and abundant.

However, the Den Uyl government (11.5.1973-19.12.1977; coalition ofPvdA, ARP, KVP
and D'66) was described by W.T.Kroese as the first since the Second World War to
pursue a real textile policy!". The PvdA had the difficult task of protecting the interests
of the textile workers in the Netherlands and at the same time continuing its new
progressive world-oriented image building in order to avoid pushing the growing 'Third
World movement' towards new political alternatives such as 'Nieuw Links' ('New Left').
The result was support to an MFA-oriented trade policy, concrete aid measures for the
textile sector, as well as an active development co-operation policy as a question of
principle.

It was indeed difficult to determine which policy would contribute to the new fashion of
'tiers-rnondisme' and critical attitudes towards US foreign policy. On the one hand, it was
felt that the existing disadvantage of the developing countries should be overcome by
making use of their natural production advantages, viz. cheap labour. On the other hand,
a labour-intensive sector such as textiles in general had a lower growth rate than capital-
intensive sectors. An international division of labour would lead to an even more
powerful 'North' liberated from all sectors that could not be expanded. The only possible
reaction of developing countries' producers would be to lower wages even more and

171 W.T.KROESE, in ESB, 4.5.77, p.422; J.L.VAN ZANDEN & R.T.GRIFFITHS, 1989,
pp.229-230 and 272.

172 W.T.KROESE, in ESB, 4.5.1977, p.422.
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consequently increase oppression of the poor!", Together with the unemployment
problem of the Dutch textile workers, this theoretical uneasiness made the socialist PvdA
hesitate between free trade and development co-operation as a tool for development of
the 'Third World'.

In December 1974 the Den Uyl government submitted a 'Memorandum on the
Restructuring of the Netherlands Economy and Development Co-operation' to the
parliament. This was regarded as one of the first serious attempts by an industrialised
country to establish a direct and concrete link between domestic restructuring and the
interests of developing countries 174. Unlike in other reconstruction programmes, funds
were provided not so much to break a financial constraint as simply to subsidise the
companies. However, the use of the programme turned out to be disappointing. By the
end of 1978 commitments under the Dutch programme were well below the sums
appropriated for the purpose: very few firms could find projects that were product-
innovative, maintained employment in the Netherlands, and at the same time benefited
the exports of developing countries!".

On the whole, the Den Uyl government certainly did not stop the further deterioration
of the Dutch textile competitiveness. According to the trade statistics, the decreasing
activity within the Dutch textile sector coincided with a big rise in imports, in both the
textile and clothing sectors, due to a much lower foreign price level in general. Clearly,
the comparatively strong position of the guilder (a revaluation of about 6%) was also
responsible for the weaker position of Dutch textiles. Actually, even at the beginning of
the 1960s,when most industrialised countries still had a remarkably positive textile trade
balance, the Netherlands, due to its liberal trade policies and despite its price and loan
control policies during the 1950s,already faced a serious deficit. The longer this situation
persisted, the more the producers (and trade unions) became nervous.

According to M.Van den Wildenberg, head of the textile department of the Ministry of
Economic Affairs, the big Dutch retailers were able to send their buyers abroad while the
textile companies could not react to fashion changes and their quality was not as good
as that of their West German colleagues. Internal quality controls, for example, were less
effective!", In any case, despite the new link between restructuring and development
co-operation, the origin of the increasing textile imports was still primarily other
European developed countries.

b.Employers'Reactions?
In view of the worsening situation, the OST, the negotiating and co-operative organ
comprising all employer and labour unions in the Dutch textile and clothing industry, now

173 Den Haag, EZ, Dir-Gen. Industrie, Afd.TextieI, COST 1969-71, Nota betreffende de
wereldhandeI en wereldproductie van textielgoederen. OST.181, 4.9.70.

174 B.EVERS, Dec. 1979,p.2.

173 M.WOLF, 1979, pp.167-169.

176 Dutch Suspicious of Third World Takeover (Ch.Batchelor), FT.
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fully supported involvement in possibilities such as a compulsory licensing for all textile
and clothing imports from outside the EEC and the conclusion of EEC treaties with all
market-disrupting producers, the US included, in accordance with the MFAI71. There
was a growing feeling that countries such as Hong Kong, South Korea, Taiwan and
Singapore were producing textiles, shoes, radios and even capital goods (pumps and
machines) in such a way that they could no longer be considered ordinary developing
countries. But also low per capita 'newly industrialised' countries such as Brazil and India
were also considered to belong to these countries in most aspects'",

Moreover, the OST emphasised the positive social consequences of keeping a diversified
production structure so as to protect the Dutch population against market fluctuations
abroad and the increasing dependence on foreign countries. It was decided that the
'Tinbergen ideas' could only be put into practice if the labour division was accompanied
by a political super-structure (such as the EEC) so that the dependence on other
countries would not involve any danger. As a result, in June 1980 the OST argued to the
Ministry of Economic Affairs: 'The central objective of an international trade policy is
the ordering of world trade in textiles and clothing and the creation of equitable
competitive conditions'.

We may conclude that an industrial reconversion linked to a definite loss of industrial
activity was only accepted with many reservations. But unlike Belgian producers, Dutch
producers recognised the impossibility of keeping major parts of the sector in the country
in the long run: many producers supported the OST but at the same time thought about
closing their mills.

Closely related was the question of linking development aid to the reconversion. The
different opinions were reflected by the way terms as 'restructuring' and 'development
aid' were interpreted.

The employers' organisations, the VNO eVerbond van Nederlandse Ondernemingen')
and the NCW ('Nederlands Christelijk Werkgeversverbond'), both interpreted these terms
as 'government intervention'!". They not so much feared the loss of the textile sector
as they assumed that linking development to the reconstruction plans might create a
precedent for further government intervention 180. Restructuring and development aid
were not controversial in themselves, but their possible effects were of great concern to

In Den Haag, EZ, Dlr-Gen. Industrie, A.H.F.Ruigrok (adj.-secr. Stichting COST) to
S.C.Homan (EZ), OST.47/AR/AG, Tilburg, 15.4.75; W.L.Verstraeten & A.J.A.van Gerwen
(pres.& secr.Stichting COST) to J.A.M.Molkenboer (dir.-gen.Industrie, EZ), OST.45/Bo/AG,
Tilburg, 11.4.75; G.DE GROOT, 1982, p.18.

111 GATT Geldt ook voor Hongkong, ED, 9.1.80.

179 Nota van de Raad van Nederlandse Werkgeversverbonden, in ISa, April 1974, pp.81-89;
G.de GROOT, 1982, p.2; Standpunt van de Nederlandse Textiel- en Kledingindustrie inzake de
wereldtextielhandel in de 80-er jaren, Tilburg, August 1980, p.2.

180 FD, 9.8.1975.
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these organisations: the free trade with other developed countries and the complete
independence of each company was at stake (Terburg, 1975)181.

Thus, these organisations did not use 'government intervention' in the sense of helping
the textile sector to strengthen its position but in a 'Tinbergen' sense: reconversion was
meant to be closing down and moving to better locations. In this way, the government
would 'intervene' and push textile companies into closure, with development effects as
a cover. Then free market conditions would no longer prevail.

On the other hand, there were many dissident interpretations such as the one of
Louwman of VNO (1974) who favoured collaboration between government and industry,
also in relation to the aid given to the textile sector, in such a way that it would save
production suitable for the Netherlands while at the same time having development
dimensions for developing countries. Actually, the discussion centered around the
intensity of government intervention to persuade companies to stop production and
restructure, and which policy instruments could or could not be used!".

Opposing this ambiguity, and despite the careful policy changes of the Den Uyl
government, a genuine free trade lobby remained exceptionally active in the Netherlands.
Transferring textile production to the developping countries would mean business for the
Dutch trading companies (exporting textile machines, importing clothing). Thus, the ocr,
still representing nearly all of the Dutch textile and clothing trade, clearly advocated an
interpretation different from that of the OST: 'The object of the arrangement is to, by
way of temporary transitional measures, achieve the liberalisation of world trade'!".

As a result, in March 1975 the Dutch textile and clothing trading sector supported the
Department of Development Co-operation when expressing views which implied that
some Dutch textile production would consciously be transfered to the Third World. The
export of know-how and the machines themselves would then be the result of official
collaboration between the respective governments and companies.

However, opposing the Department of Development Co-operation, the Ministry of
Economic Affairs rejected this insensitivity to public opinion in the Dutch textile areas
of the Netherlands. Within the OST Commission, the Ministry emphasised that such deals
with Third World countries could only be considered if the production involved was
certain to be lost for the Dutch industry, would not harm any industrial activity in the
Netherlands and could be considered as a method to ease the transition in the Dutch
industry. Also, these transfers were only tolerated for the purpose of image-building of
the Netherlands as a good partner for developing countries. Moreover, together with the
financial world, including the trading sector, the Ministry hoped to incorporate some
Dutch interests in the transferred activities through trade activities or the foundation of
subsidiary companies, joint-ventures or supply-activities.

III A.L.M.TERBURG, ill 12/14.10.1974.; ID., in Iful, June 1975, p.337.
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In any case, Minister of Development Co-operation PvdAer Pronk (1973-1977)
considered the disposal of activities as indispensable to the survival of the 'fittest' sub-
sections of the sector, as described in his policy programme 'Pronkstuk'. This fact was,
after a long time acceptable to all parties involved, including the Ministry of Foreign
Affairs. The problem would rather focus on the implementation of the policy, both on
the domestic restructuring side as on the developing dimension side. Let us first consider
the several Dutch textile sectors separately'".

c.The Cotton. Rayon and Linen (IffiL) Sectors.
Gradually the cotton region of Twente had been included in the overall policies for
regional measures. From February 1975 the IPR or 'Investerings Premie Regeling'
(,Investment Premium Settlement') could be applied to stimulate useful service industries,
whereas a similar IPR for industrial enterprises existed on an individual basis. From
March 1976 such projects were handled by the regional development society, the
'Overijsselse Ontwikkelingsmaatschappij' (OOM). Finally, in 1977 the IPR for industrial
enterprises became valid on a permanent basis up to 1980 in the textile towns of
Oldenzaal, Hengelo, Almelo and Enschede'".

In the meantime, initiatives had still been taken aimed solely at the KRL sector. As 1975
had been catastrophic for the sector, the government was forced to participate in some
companies and to put up a restructuring plan for the entire sector on the basis of the
follow-up to the structural investigation which had been rounded out in 1973.As a result,
in 1978 the 'Beleidscommissie' ('Policy Commission') implemented the 'Spinnerij
Nederland'plan, combining most of the remaining spinning mills into one co-ordinating
company. The weaving mills and additional processing activities could take advantage of
similar initiatives.

In 1981 the results of an investigation by McKinsey & Company made the government
again prolong the KRL settlement. However, also during the 1980s the 'Spinnerij
Nederland' and most other reorganisation initiatives were not capable of getting out of
the red. The sector was still unable to produce 'trendy' trade mark articles and collapsed.
By 1990 only two large Dutch KRL textile concerns had survided with good prospects for
the future: Nijverdal-Ten Cate and Gamma Holdingl86•

d.The Wool Sector.
Despite many investigations and good intentions, even though at a very late stage, the
main problem now seemed to be that the Minister of Economic Affairs, R.F.M.Lubbers
(KVP. 11.5.1973-19.12.1977),refused financial aid to inefficient wool companies which,

184 Den Haag, EZ, Dir.-Gen.lndustrie, COST 1975, map 4, Commentaar op punt 5 Agenda
COST 21/3. Herstructurering i.v.m. o.s., 581 I/Raadadviseur, 18.3.75.

1115 Handelingen Tweede Kamer. 1976. B 9113, nr.l.

186 See M.M.L.van DORST and A.J.W.van der MEER, 1991, p.34; J.L.van ZANDEN and
R.T.GRIFFITHS, 1989, p.273.
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in most cases, had transferred money to separate holdings. Only the tapestry sector was
considered to be profitable if financially supported by the government!",

In order to slow down the increasing pace of closures, the government set up a new
foundation called WoJcon. This new foundation was in charge of the shares of a new
company, the Sigmacon BV, which was supposed to concentrate several companies. Along
with concentration came reorganisation, as planned by the consulting agency Kewill Ltd.,
based on wage-cost savings and integration of activities and totally different types of
production. As production and marketing systems were too specialised for each separate
product, very soon it became clear that concentration was in fact self-destructive. In
March 1977 the OST made public a memorandum in which it called for immediate action
to save the wool textile sector. Proposals for financial government involvement and for
trade policy measures were put before parliamentary 'Vaste Commissies', concerned with
Economic Affairs and Trade Policy ('Tweede Kamer'). Nevertheless, in 1978 the
'Sigmacon-adventure' came to an end: the government had wasted about 100 million
guilders with the total collapse of the wool textile sector in the Netherlands being the
result'". By the end of the 1970s, only seven companies (of which two were the
survivors of the 'Sigrnacon-adventure') were left over. The small economic and social
importance of what remained was symbolised by the removal of both Fenewol and
Woleon. There was no more organised pressure to limit the import of wool textiles!",
And the Ministry of Economic Affairs was left with an uneasy feeling of distrust towards
the former wool textile entrepreneurs ...

e.The Main Problem: the Ambiguity of Non-Clothin~ Textile Producers.
From the above we can conclude that despite some effort by the government, the whole
problem was handled in too fragmentary a fashion. The Ministry of Economic Affairs
favoured vertical integration, but the individual textile sub-sectors had not been in favour
of this. In many cases support was refused for this reason'f",

To some extent, especially in the case of wool producers in Northern Brabant, many of
the changing attitudes can be explained by rising profit interest on the popular forms of
savings. Former share-holders of family companies transferred their money to foreign
production arrangements and consequently joined the textile trading sector, or invested
in savings certificates to bearer, in order to escape taxes.

Thus, despite the possibility of financial government intervention, the entrepreneurs did
not seem prepared to take any further risks. For those who decided to stay in the sector,
the only acceptable possibility left was a total transfer of the production process to
foreign countries. As analysed further on, at first these companies preferred to start all

\J1 VK, 24.07.1974; TP. 03.07.1974 and 10.08.1974.

1101 TP, 14.12.1974. 19.03.1977,23.09.1977, 24.09.1977, 01.10.1977, 11.03.1978,10.02.1979 and
24.03.1979; NvhZ, 18.11.1977; EW, 15.11.1975.

189 H.HAPPEL, L.KEUNE, T.KORREMANS and A.de ROOIJ, vo1.2, 1980, pp.83-103.

190 Dutch Suspiciousof Third World Takeover (Ch.Batchelor), FT.
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over again across the nearby border, in Belgium'". Later, production units were
transferred to Maghreb countries. In one case, the transfer was directly inspired by the
ideas of Prof. Tinbergen. Moreover, during a symposium on the future of the textile
sector, which took place in Enschede in February 1975, Prof. Tinbergen reaffirmed his
resistance to any kind of long-term protection of the domestic textile industry'".

Those companies that managed to expand during the MFA period no longer belonged
to the traditional textile sector, but rather to a new sector balanced between the clothing,
wholesale and international services sectors. By the end of the 1970s, companies like
Verschuuren BV derived about 95% of their annual turnover from transactions abroad.
In the case of Verschuuren, Belgium remained a favoured area for action'".

f.The qothini and Trading Sectors.
f.1)Implications of Fashion and Demand Changes.
Fashion of the 1970s and 1980s was characterised by a growing pluriformity. As social
controls had already been fading away in the 1960s, all kinds of clothing were possible
for all kinds of situations. An increasing number of elements determined the clothing
behaviour of the individual. However, during the 1980strade-marks increasingly identified
themselves with a certain 'life-style' (college look, classic look, vagabond look, etc.) and
were able to create their own following. The tendency towards trade-marks also reflected
the increasing wish to display its financial abilities and cultural background, as a reaction
against the return of a 'crisis awareness' since the oil crisis of 1973.The 'gay sixties', and
with them the 'Indian hindu look' suddenly seemed very far away.

In addition to the diversity, insecurity about the clothing behaviour of the consumer, also
made it increasingly difficult to plan production. This higher degree of risk-taking again
stimulated large-scale production and trading. On the other hand, a new critical
atmosphere made mass products less attractive'?'.

Not only the composition, but also the degree of demand changed. Due to the crisis of
1973 and the consequent drop in consumer demand, the retail, international transport
and wholesale sectors grew to a lesser extent than before'". The decrease in demand
first of all affected the small-scale retailers. As a result, these sectors were increasingly
in the grip of an international concentration.

191 Mefil-Brakat produced both in the Netherlands (Deurne) and in Belgium (Maaseik); one
member of the Franken family sold its shares and moved to Belgium; in 1971 Van Puyenbroek
Goirle opened a subsidiary company in Meerhout, Belgium, in 1976 a ready made unit in
Tunesia, see TP, 06.02.1971,11.10.1975 and 22.05.1976; De Wijs BV moved to Maaseik, Belgium,
see NvhZ, 13.10.1978.

192 Such as Marocco and Tunesia; NvhZ, 03.07.1973 and 25.01.1975; NRC, 03.02.1975.

193 Among others Verschuuren took charge of the weaving mill of 'Pekanol' in Aalst
(Belgium); Verschuuren. 1921-1981, pp.51 and 155; FB, 12.11.1881.

II>< F.L.JANSEN, 1991, pp.196-198.

195 J.L.van ZANDEN and R.T.GRIFFITHS, 1989, p.273.
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f.2) The Result: Internationalisation.
By 19XO SOIllC 35-40 large transnational companies (TNCs), based in five Northern
countries and mixing trading (importing, wholesaling, retailing) and clothing production
activities, dominated the textile exports of almost $55 million. Most TNCs were engaged
simultaneously in clothing, retailing and trading. They bypassed the MFA restrictions
through an international 'sub-contracting' exchange known as 'outward processing'. This
involved transferring the most labour-intensive phase to Third World FIZs (Free Trade
Zones) where wage costs were lower. To lower the costs even more, production in many
cases was again sub-contracted to the semi-mechanised cottage industry, for example in
the Indian countryside. Domestic fabric design and cutting were largely left to the North,
with sewing done in the South before the partially completed items were reimported for
finishing and packaging. In the US these operations were encouraged by special Item 807
whereby the corporations only paid duty on the value added to the garment abroad. The
US company Blue Bell attempted to make profits from overseas operations by
overcoming protectionism when it vaulted over EEC tariffs by setting up operations in
Belgium and then outward processing of garments in Portugal and Italy. The Western
European corporations also, through tariff exemptions, used countries as Spain, Portugal,
Tunisia, Cyprus and Malta for their production. The Netherlands and West Germany led
in this evolution and even employed the lower-cost East European states for outward
processing. Japan dominated the textile and clothing industries of East and South-East
Asia. Only in the UK was the outward shift much slower as a result of strong trade union
resistance. During the talks to renegotiate the 2nd MFA, the TNCs kept a low profile,
preferring to voice their concerns through Northern trade associations such as the EEC's
Comitextil which also represented the interests of the small and medium producers.
These firms were most-hit by the TNCs' outward processing and called for protection
through the MFA. The TNCs did not oppose this since their respective governments
made use of the MFA to enlarge the less-developed countries' quotas (India's) against
those of Taiwan, South Korea and Hong Kong, as endorsed by the World Bank. Naturally
the TNCs had gradually been shifting their offshore investments and outward processing
towards countries where wages were much lower than in the NICs 196.

f.3) International Retailers.
During the entire MFA period the Netherlands and Switzerland represented about the
highest post-War expression of concentrated retail power in a small powerful country. In
the whole of the Benelux, a major proportion of textiles and clothing were distributed by
large retailers: Marks & Spencer (UK), Carrefour (France), Vroom & Dreesman
(Netherlands), G.B.Inno (Belgium) and C.& A.Brenninkmeyer (Netherlands)!",

By 1987 there were about 6,450 specialised clothing establishments in the Netherlands.
After 1975especially, the chains of C&A, Kreymborg, Peek&Cloppenborg, Mac&Maggie,
Duthler, Gako, M&S Mode, Hij (Hey in Belgium) and Miss Etam expanded. Mergers,
take-overs and collaboration between chains resulted in a complicated web of investments

196 J.CAVANAGH, in South, May 1982, pp.70-71.

197 J.VAN DEN BELD and G.-J.JANSEN,in Trends, 8.2.90, pp. 46-47.
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and decision-making in the sector. Many cbains still existed by name but had lost their
independence to giants such as C&A and Vroom & Dreesman'".

In the 1980s the big retailers increasingly invested in budget sales formulas better known
as textile and clothing supermarkets. Zeeman, already controlling 45 textile supermarkets
in 1980, took over the textile company Brons (1980) and Zeeman-Bebeer (1987) and
changed its name to Zeeman Textiel Super in 1987. In March 1984, Superconfex of the
Macintosb concern opened ten clothing supermarkets; the next year there were already
25 Superconfex supermarkets. Also, in 1985 C&A succesfully started Marca, a 'clothing
supermarket'. Finally, there was Kien of the Vend ex concern controlling about 36
supermarkets by 1987199•

The C&A Brenninkmeijer' family, the first Dutch large-scale retailer, consisted of about
200 male members who managed subsidiaries in West Germany, the Netherlands (162
branches in 1989), Belgium (38 branches in 1989), the UK, the USA, France and
Switzerland, with a share of clothing sales reaching as much as 15% of the national
markets in some cases. Almost half of C&A's sales were in the US. C&A was also one
of the world's biggest advertisers, and the largest in Belgium, the Netherlands and West
Germany.

The second Dutch large-scale retailer was Vroom & Dreesman, baving stakes in four
large US retailing groups and controlling almost a quarter of the equity capital of the
third Dutch large-scale retail competitor, the Peek&Cloppenburg group. Clearly the
economic importance of the Dutch retailers was reflected in the country's trade policies
(see chapter m.d/3 )200.

The small-scale retailers reacted to these big retailers by strengthening collaboration,
organising meetings and putting pressure on local politicians not to approve new branches
of the large retailers. The sector of leisure clothing and jeans shops was especially
characterised by financial concentration; the number of establishments per business
increased'?'.

f.4) International Clothing Business.
As a result of this internationalisation, the situation in the Dutch clothing sector was
different from that in other textile sectors: it did not disappear but rather underwent a

198 F.L.JANSEN, 1991, pp.201-202.

199 F.L.JANSEN, 1991, pp.207-208.

200 In 1989 C&A had shops in the Netherlands (162), in Belgium (38), in West Germany
(158), in the UK (appr.100), in France (41), in Switzerland (appr.lO), in Denmark (1), in North
America (HOO), in Brazil (appr.22), in Japan (appr.4) and in other countries. Information from
SOS Wereldhandel, September 1984; J.VAN DEN BELD and G.-J.JANSEN, in Trends, 8.2.90,
pp.46-47; unpublished study report 'Garment Exports in India', by drs.P.Gooskens, Utrecht
(UW), March 1990.

201 F.L.JANSEN, 1991, pp.206-208.
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'face-lift' causing unemployment in the traditional producing country, viz. the
Netherlands.

Companies such as Superconfex succesfully continued their transition from clothing
producer to import-export house. In 1981 the last large-scale production activities of
Superconfex in the Benelux ended with the closure of HoIlandia Kievit. From then
production was carried out only by Bendien-smits (Almelo) on a smaller scale. Except for
a few other production units in Portugal and Tunisia, MacIntosh concentrated its
activities around imports of cheap clothing all over the world. By 1985 about 60% of its
turnover originated from sales through its own retail chains. These chains had first
emerged in Belgium, Spain and Portugal, and graduaIly also in the Netherlands. Very
often Superconfex as a retailer was referred to as a Belgian-Spanish business. It became
increasingly difficult to agree on a nationality for former Dutch companies. In response
to the success of Superconfex and other large chains selling cheap family clothing outside
the actual shopping areas, Vend ex and C&A, shortly followed with similar marketing
formulas. When Superconfex took over the Kwantumhallen-concern in 1986, a new era
began: the former domestic textile producers had turned into a trading and retail business
dealing with a wide variety of products, including non-textiles'". The domestic textile
sector had transformed itself into the original success story of the 'Holland Unlimited';
the circle was completed but, in the meantime, many clothing sector workers had found
themselves unemployed .

f.5) International Clothing Business in the Netherlands.
In the Netherlands, as a result of the increasing unemployment problem, in 1974 an
advisory committee of the clothing industry, the 'Stuurgroep Confectie-industrie', had
introduced a packet of proposals in order to stabilise the situation in the clothing sector.
As a result, two new organisations came into existence: the WERCON (,Stichting
Herplaatsing Werknemers Confectie-industrie'), connected with the Ministry of Social
Affairs, and the STRUCON (,Stichting Struktuurverbetering Confectie-industrie'),
connected with the Ministry of Economic Affairs. The WERCON was responsible for
locating alternative jobs and retraining former clothing workers, whereas the STRUCON
supplied wage subsidies and individual company support or/and advice. The STRUCON
proposed structural changes in order to deal with the problem of increasing Asian
imports, and set up a framework for new investments'?'.

However, decision making was slow in general, which created a continuous uncertainty
about the length of time during which an arrangement would remain valid. A good
example was the STRUCON. Only at a very late date was it decided to extend the first
three-year term for another three years. After that, in July 1980, another year-long

2112 G. van den BROEK, D.HAUDE and F.van der VELDEN, 1987, p.65.

2CO A.BROER (ed.), 1977, pp.189-193.
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extension followed, mainly in order to avoid a too-abrupt ending of its activities'?'. By
then, the sector, in its traditional form, had almost completely vanisbedi".

f.6) And the developing countries?
Dutch buyers were operating in many developing countries, among which India. By 1989
the most important Dutch buyers, whether traditional traders or former clothing
producers, operating in India included Peek & Cloppenburg, Zeeman, C&A, Hema,
Termeulenpost, Vroom & Dreesman, Superconfex, Samen Sterk, Wehkamp, Hij (in
Belgium known as Hey) and MS-Mode. An important Belgian partner was Deltex.
'Exporters' purchased about 90% of their stock from the Indian small-scale or informal
sector. Indeed, the success of the trading empires or TNCs, such as the one of
Brenninkmeijers' C&A, was partly due to their invisible structure existing out of several
middle-men, partnerships and trade partnershipsf",

f.7) The 'Re-Runaway'.
The Dutch retailing companies understood that the price of domestic textile products
would never, even after 'restructuring', be as low as in the developing countries and the
NICs in Asia and Europe. At the same time, they knew that keeping the consumer prices
down was one of the essential elements in anti-inflation policy. Their version of the
'international division of labour' was supposed to be in favour of the European
consumers.

Up to the mid-1960s, the Dutch consumer, due to his relatively low income, had been
very price conscious. This continued to be so, although to a lesser degree. Moreover,
during the crisis of the 1970sthe European consumer in general welcomed price stability.
This explains the public support for the argument of free trade, especially in the
Netherlands.

However, an important segment of the consumers gradually preferred more expensive
and higher quality products in order to demonstrate their purchasing power. The trading
companies became aware of this new consumer behaviour and put a bit less emphasis on
the need for international free trade. At the same time, the MFA largely escaped the
public criticism that the Common Agricultural Policy was facing, because it did not have
a budget impact. It looked as if the MFA was there to stay.

204 G.de GROOT, 1982, pp.20·21.

2!lS De uittocht van de konfektiebaronnen (F.van Waarden), GA.

206 See unpublished study report Garment Exports in India', by drs.P.Gooskens, Utrecht
(LIW), March 1990; Westerse bedrijven houden grootste uitverkoop India (C.Kuypers), NNU,
28.8.1991.
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As a result of the new importance of 'fashion' and 'quality', many traders and retailer
again became interested in 'home-production'. However, by that time the sector had
already left the country. The way was free to start a new system?".

The new system combined all market demands: local production units employing in many
cases illegal and cheap immigrant workers could react faster to the changing fashion
trends and were not restricted by any quota system. As a result, during the MFA-period
a change took place within the international clothing and retail business: a small part of
the production moved back to the developed countries.

In the case of Indian imports, there were additional reasons for moving back home: the
existing commercial relations with India had not been fully satisfactory. The main
complaints consisted of delays in delivery of goods, supplies which contained more than
5% defective materials, insufficient capacity to execute further big orders, packaging that
required a lot of expensive labour to unpack, lack of communication regarding fashion
orientation and too much, protracted and unnecessary correspondence/".

Again in another case, during the 'Silvertex Fair' organised by the Indian Cotton Textile
Export Promotion Council in December 1979, exporters had concluded deals with EEC
buyers and afterwards found that no export quotas were available before the next quota
distribution 209.

During the 1980s, the phenomenon of 'relocation' gradually broke through in the
Netherlands. From Asian countries the production moved back to the countries of origin:
informal, illegal circuits, existing out of small production units and homeworkers, could
easily respond on a very short-term basis to all fashion changes. Other legal small-scale
production units specialised in supplying the quality-conscious Belgian publici",

From 1991Dutch NGO's proposed the possibility of a trade union label or a social clause
being included in an international trade agreement. The inclusion of a social clause in
the 'Wet Ketenaansprakelijkheid' Act (law on the chain of responsibility for paying taxes
and social security contributions), which was already being applied to the building sector
and as a fiscal measure against 'black labour' was also considered. At the same time, the
Act would be applied also if foreign trade was involved in the production chain'".

:m Den Haag, EZ, BEB, Verbond van de Nederlandse Groothandel (R.J.Glaser) to the
Minister of Economic Affairs (G.M.V.van Aardenne), 6.8.80; E.VERREYDT and
J.WAELBROECK, October 1980, p.11.

3lII S.K.JAIN, March 1981, pp.84-87.

209 Quotas to be Released Immediately, ~ 3.2.1980.

210 Kledingindustrie keert terug (P.van Bakkum), YK, 20.5.1985.

211 Interview with mr.D.Beekman, Ministry of Social Affairs in The Hague, Utrecht, January
1992.
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These different alternatives to the MFA would improve labour conditions in both
developed and developing countries. Moreover, the existence of illegal labour channels
in the Netherlands increasingly attracted economic and political refugees, including
Tamils, Sikhs and an increasing number of East Europeans.

However, the problem was to find a reliable partner in the developing country, viz.India,
whether a trade union or the government, in order to guarantee the implementation of
a possible social clause. Also, there was the fear of price rises as expressed by consumer
organisations.

By 1992, approximately half of the entire Dutch clothing production originated from the
new illegal labour channels in the big cities in the west of the country. As, in 1991, the
legal position of illegal residents worsened, many refugees were pushed into illegal job
circuits. Unlike Belgium, the Netherlands has not yet witnessed the growth of extremist
political parties in reaction to this developmenr'".

2) DECUNING IMPORTANCE OF THE TEXTILE SECfOR IN THE LABOUR
MARKET.

a.Textile Employment in Figures.
In 1975 the Dutch textile, clothing and leather sectors employed about 100,000 workers.
By 1986 the number of workers had dropped to about 45,000. This meant that only 3.3%
of the industrial labour force was employed by the textile, clothing and leather sectors.
Thus, the sector was of small significance from an employment point of view. Also, the
Netherlands was among the countries in which this share had decreased the most
between 1967 and 1987.

As in other countries, female labour was especially represented in the clothing sector.
However, whereas Belgium showed the highest percentage of female workers in this
sector (86%), the share of women in the Dutch clothing sector was only 60%, which was
clearly a European minimum. Also, the female share in the textile sector was lowest in
the Netherlands: about 30%213.

Comparatively, too, the labour conditions were lagging behind. In the Netherlands the
wages in the textile and clothing industries increased by less than the average for
manufacturing. Wage differentials by sex also remained very high: during 1980-83
women's earnings were still 25% below those of male workers?". Finally, the working
week in the Dutch clothing and textile industries was 38 hours (1987), regulated by
collective agreemen t215.

212 See De klerenkampagne, 1991.

213 Employment and Working Conditions in the European Textile. Clothinf:, Leather and
Footwear Industries, 1990, pp.9-25.

214 O.c., 1990, pp.82-85.

21S O.c., 1990, p.137.
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b.Public Opinion and the Fate of Textile Workers
In general more and more 'progressive' segments of society took up the defence of the
workers verbally. In 1974, for instance, Tilburg City Hall (B&W) had its doubts about the
need to close the 'Enneking' textile mill. The Church (Pastoraal Beraad) also started
asking questions. Members of parliament (Tweede Kamer) from PPR, KVP and VVD
demanded financial measures. Trade unions accepted the closure but demanded an
investigation into the causes. During meetings organised by the KWJ ('KathoJiek
Werkende Jongeren') protests against the laxity of the government were launched.
Pamphlets to mobilise the workers were distributed at the factory gate'". Also, the
juridical EHBO (law student organisation for juridical 'First Aid') and the COS (Centrum
voor Ontwikkelingssamenwerking) put pressure on the trade unions not to accept the
need for closure too easily'".

The trade unions themselves adopted more radical attitudes after a long time. In 1973
H.Huijsmans, former chairman of the Catholic textile union 'H.Lambertus', realised that
despite the textile workers had not been among the favoured in terms of labour
conditions and wages, textile trade unions had always kept very silent. He strongly
opposed the idea that there would be no more room for textile production in the
Netherlands. He emphasised the role of the trade unions both in politics and in relation
to the workers?".

In 1977 the trade union 'CNV' (,Christelijk Nationaal Vakverbond'), the 'Unie BLHP'
(,Beambten, Leidinggevend en Hoger Personeel') and the 'Vereniging Hoger Personeel
AKZO' expressed fears that about 40,000 Dutch textile workers would lose their jobs, and
put these problems before the European parliament?".

In an early stage the trade unions CNV (Terpstra, 1975) and NKV expressed doubts
about linking development co-operation to reconversion plans in the Netherlands. They
considered concrete measures to help implement former Dutch labour-intensive industrial
activities in developing countries as a way of creating umemployment at home in the
short run. The third trade union, the NVV, remained somewhat in the background,
preferring a compromise solution. Finally, still in 1975, the joint steering committee
('Overlegorgaan') of NVV, NKV and CNV agreed to most SER and NAR
recommendations supporting concrete development linkages to the reconversion. Thus,
after some hesitation, the Dutch trade unions again lacked any fundamental critique on
the idea of an 'international division of labour'?",

216 H.HAPPEL, L.KEUNE, T.KORREMANS and A.de ROOIJ, 1980, vol.I, pp.92-93.

217 m, vol.S, 1980, pp.57-58; NvhZ. April 1975 and 04.03.1977.

21B TP, 03.11.1973.

219 TP. 17.12.1977.

220 A.BROER (ed.), 1977, pp.187-188.
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Nevertheless, many NGOs and other groups joined the side of the trade union members
who considered workers in the new textile industries in developing countries to be
exploited both physically and financially under unnatural conditions. Domestic, self-
supporting and traditional ways of employment in the South had become a fashion within
certain NGOs in West European countries. The ideas of Mahatma Gandhi played a very
important role in the creation of this phenomenon. It was ignored that the North had also
experienced its own industrial revolution creating proletarian poverty and destroying
traditional and local ways of production?".

Especially in the case of the wool sector in the province of Northern Brabant, near the
Belgian border, universities and Third World organisations joined hands in arguing that
the policy of 'giving the Third World a chance' had actually been 'giving the other EEC
countries a chance'. The employees in the Dutch wool sector and the population of the
Third World had been played against each other for no obvious reason. The same was
said by the FNV in Twente 222.

Nevertheless, W.Verstraeten, textile industry specialist at the FNV, was sombre about the
future. He expected that by the end of the 1980sthe industry would be definitely finished.
It was necessary to form an alternative economic backbone for the provinces of North
Brabant (the area around Tilburg), Overrijsel and Gelderland (region of Twente). At the
same time, he complained that next to nothing had been achieved for the good of the
people in Third World countries. Moreover,' ... in the meantime we have lost our jobs ...'.
He considered the main beneficiaries of the process to be the international trading
companies and the consumers in the West.
Finally, L.Albers, district organiser for the FNV in Hengelo, a traditional textile town in
Twente, believed that the sector had been hit by competition from countries like Italy and
West Germany, and not the low-wage countries. The low-wage countries were only being
used as an excuse by the companies to disguise their failure to seek out new markets'",

3) DUTCH mADE POLICY: JOINING HANDS WIlli FRANCE?

a.A New Policy.
As described before the Den Uyl government looked for a compromise between
restructuring, development co-operation and the interests of the Dutch textile workers.
The last components resulted in a more active trade policy, but combined with more
active positions on development issues. The new attitudes also had to do with
protectionist ideas in the EEC, which were the result of a new coalition, including some

221 P.VAN DUCK and H.VERBRUGGEN, in ESB, 5.5.82,p.472.

222 See Mr. Lex Alberrs, a district organiser for the FNV in Hengelo; Open Letter, pia
Koningsdijk44, 4905 AR Oosterhout, z.d. Signed by IVO (Tilburg University), IKVOS (The
Hague) and NOVIB-NorthBrabant.

223 Dutch Suspiciousof Third World Takeover (Ch.Batchelor), FT.
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national governments, industry associations and lahour unions in the EEC. In addition
to the clothing sector, the synthetic fibre and textile sectors also joined this coalition 224.

In May 1977 France decided to impose extra restrictive measures outside those of the
EEC MFA. It should be noted that additional restrictions had also been brought in by
the UK and Ireland since the beginning of the MFA period. The UK actions were
scrutinised by the Textile Surveillance Body, which found them to be illegal. The EEC
was asked to dismantle them, but they continued even beyond March 1977by when they
had been originally intended to be 'phased out' 225.

Initially, the non-governmental reactions in the Netherlands were still predominantly
negative. The 'Haagsche Courant' referred to the negative experiences during pre-War
protectionist years. The 'Financiele Dagblad' was disappointed over GAIT article 19, the
general escape clause in the case of market disturbance which could be used at any
time226

•

However, by May 1977 the Dutch government had adopted a different attitude: the
Netherlands joined France, Belgium, the UK and Italy in demanding severe protectionist
measures. The BEB, in fact, described the French action as 'beneficial'. In Brussels some
delegations of developing countries felt this turn-around to be a declaration of war on the
Third World. In Die Zeit the Dutch manoeuvres were described as 'ein Lehrstuck iiber
den feinen unterschied zwischen Worten und Taten in der Entwicklungspolitik'. Germany
and Denmark had lost their ally in defending textile free trade and thus the deal to
increase the quotas by a yearly 6% : 'Die Stimme der Textilindustrie erklingt jedesmal,
wenn die Niederlander das Wort ergreifen'. Many German critics thaught it strange that
a country that had accepted the LTA very reluctantly had become one of the most radical
defenders of the MFA. Die Zeit considered the slogans of the French revolution as well
as the high morals of Dutch Calvinist principles to be nothing more than a fa<;ade for
whatever seemed convenient.

Among the countries that had 'forced' France to take action were Spain (thread, 'l-shirts
and trousers) and India (dresses and skirts). West Germany and Denmark condemned
France but the other EEC members pointed out that they were at least as much affected
by these imports as France and thus urged the EEC Commission to take action for the
whole of the EEC227• Furthermore, in June 1977 the Netherlands even insisted that
several inexpensive textile products which were not included in the MFA's, also be
restricted.

n. D.B.KEESING& M.WO.LF,1980, pp.60-64.

225 AKUMAR, 1988, pp.103-104.

226 Heilloos, HC, 22.6.77; Groter protectionisrne in textielbeleidvan de EEG, HC. 23.6.77;
Fnmkrijk en het EEG-textielheleid,FD, 27.6.77.

127 Den Haag, EZ ,BEB, 34119/ I, Note of the Director-General: French Textile Measures.
1182, 24.6.77; Angst urn das eigene Hernd (H.H.Brerner), in DZ, 15.4.77.
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When the Netherlands finally decided to take a more moderate attitude, the UK and
France kept on following the hard line. West Germany, very worried about markets for
its important textile machinery industry, kept on defending GAIT principles 228.

About a month after the French initiative, the French import limitations were applied
troughout the EEC. Consequently, France withdrew all national initiatives. In this
atmosphere, the EEC was confronted with the discussions on the 2nd MFA.

b.Still Confusin~ Attitudes.
With a change of government, the Netherlands moved slightly back to its traditional role
as a moderate defender of free trade during the Benelux or EEC consultations'".
Meanwhile, in September 1977, M.Dharia, Indian minister of Commerce, paid visits to
several European capitals in order to gain support for Indian proposals concerning the
prolongation of the MFA. In The Hague, Dharia called for special treatment for
countries like India, Egypt and Brazil. Outside the MFA the EEC clearly favoured groups
of countries such as the ACP, Maghreb and Mashrek countries. After the 'Emergency',
India needed to create employment for youngsters through small textile industries in
order to preserve Indian democracy. Thus, according to Dharia, the handloom principle
should be replaced by an employment coefficient.

Around the same time, the Indian Minister of Industry, George Fernandes, paid a private
visit to the Netherlands. During a speech at the Institute for Social Studies in The Hague,
Fernandes, who was reputed for his ideas in favour of nationalisation and inward-looking
strategies, repeated Dharia's proposals. Minister R.Lubbers replied that the Netherlands
was in favour of an international division of labour but needed time to restructure its
industrial sector. A gradual growth would also be in the interest of India. Lubbers agreed
in principle to redefine the handloom categories'",

In June 1979, the Dutch State Secretary of Economic Affairs, K.H.Beijen, agreed with the
ocr that protectionism was on the whole a 'bad thing'. Clearly, the influence of the
Dutch retail and trading business had again determined the government's final stands.

Dutch officials also complained that it was difficult to satisfy the Belgians. The Dutch
approach would have been different if they had not needed to consider the Benelux
interests. Yet, Belgium expected Dutch support for its MFA demands and was also afraid
of a possible dumping of products on the BLEU market from over the Dutch border.
Furthermore, the Belgians, along with the Italian, the French and the British, generally

228 W.T.KROESE, in ESB, 4.5.77, pp.421-422.

229 In December 1977 a Christian-democratic-Liberal cabinet (van Agt) took over from a
Christian-democratic-Socialist cabinet (den Uyl); See P.GOOSSENS and G.G.I.THISSEN (ed.),
1988.

230 Den Haag, EZ, BEB, AS/BEB 1021, verslag van het bezoek van minister M.Dharia aan
minister Lubbers op 1.9.1977, Director-general BEB to embassy, New Delhi. 177/7838, 8.9.77;
Note DBZ/WAZ to director-gen. BEB. 1596, 15.9.77; Note Director-gen. BEB to minister. 1528,
31.8.77; G.DE GROOT, 1982, p.9.
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still supported the proposals of the EEC Commission. Only the Danish, the Dutch, and
to some extent the Germans, were criticising many protectionist proposals 231.

Some others suggested the continuation of the Dutch policy favouring EEC protectionism.
In November 1979, the Textile Section of the Directorate-General for Industry pointed
out that the Dutch pro free trade attitude was damaging relations with the neighbouring
countries, including Belgium, and that a whole industrial sector in the Netherlands was
being sacrificed to 'an idea of the past': free trade. The 'Departementale Werkgroep
Invoer Textiel' (,Departmental Committee for Textile Import') or 'Stuurgroep' was
accused of 'lacking any understanding of the real situation?".

Also significant was the changing attitude of the Dutch big retailers and trade houses,
which were the actual opponents of the industry and its employees (except, of course, in
the case of financial merger between them). By 1980 they had accepted import restriction
measures as long as these were accompanied by real time-bound restructuring aid and
planning, the possibility of limiting production capacity and the possibility to helping the
victims of cheap imports financially (instead of helping them to continue their
uncompetitive activities). According to the trade houses, these aspects had not been given
enough attention. Instead, imports had been restricted to an irresponsible extenr'".

Despite the Dutch openly defended free trade, some other countries had done better in
avoiding multilateral protectionism: Australia and NOTWayparticipated in STA, LTA and
MFA-I but abstained from MFA-II; New Zealand, Portugal and Greece abstained from
all arrangements; Spain was only a participant in STA and LTA; Japan and Switzerland
participated in all arrangements but did not impose quantitative restrictions on textile
imports. Austria had bilateral agreements under MFA, but not with India. Third World
exporters and also the US, whose textiles were already well protected by efficient
bilateral agreements and a battery of 30% -plus duties, prefered to renew the first MFA
while only agreeing to have stricter control of its application in the future/".

On the other hand, perhaps the most restrictive MFA-II quotas were those created by
previously liberal Sweden. The Swedish quota growth at rates well below 6%, allowing
'lower positive rates' in countries with 'small markets' to protect their 'minimum viable
production', became known as the 'Scandinavian clause'. Finland invoked the same clause
and provided no change in its agreement with India. Canada also shared the protectionist
view: it rejoined the MFA after almost a year's delay with a dozen agreements in hand.

231 Den Haag, EZ, BEB, Note Director-Gen. to K.H.Beyen, staatssecretaris, 1110, 20.6.79.

:!:\~DenIlaag, EZ, BEB, :1700, lst map, DGI. Note to the 'Departernentale Werkgroep Invoer
l\:xticl'. ()54I/eL/IJ, 21.11.79.

233 Den Haag, EZ, BEB, 3588/3, Verbond van de Nederlandse Groothandel, drs.RJ.Glaser,
to the Minister of Economic Affairs, The Hague, 6.8.80.

234 S.K.JAIN, 1988, pp.579-593.
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As in the case of Sweden, the Dutch attempts to secure free trade on an international
scale did not have a solid foundation. By the end of the 1970s the Netherlands seemed
trapped in its own preference for the internationalisation of trade, its free trade principles
and desire to promote the transport and trade sector, its efforts to keep consumer prices
(textile prices) down and the impossibility of neglecting any longer a dying and
uncompetitive textile industry'", The reality was that the Netherlands had no standpoint
at all, only opposing principles ...

This ambiguity continued in the 1980s. During a symposium in Tilburg, De Koning,
Minister of Development Co-operation, considered protectionism against developing
countries as 'building castles in the air' since Dutch textiles in reality could not compete
with those of other industrialised countries'". In 1980 the OCT stated: 'The object of
the MFA arrangement is to, by way of temporary transitional measures, achieve the
liberalisation of world trade?", while a Dutch trade unionist remarked that even if the
Southern suppliers were given a free hand, 'the absence of a free and democratic trade
union movement in the Third World has meant the local population is not one cent
better Off238. In such a situation, no need existed to sacrifice the domestic industry.
Also, the OST stated: 'The central objective of an international trade policy should be
the ordering of world trade in textile and clothing and the creation of equitable
competitive conditions', thereby providing the perfect excuse for protection'". Again,
on the other hand, in 1991, Dutch European Parliament member Karla Peijs (CDA)
considered a complete phasing out of the European textile sector. But she emphasised
the possibility of a surviving healthy, adjusted and highly qualified industry. Clearly, still
in the 1990s, many segments of Dutch society continued to think in 'Tinbergen terms?",

The ambiguity continued to exist as the Benelux talks also included Dutch MFA
proposals?". Due to the fact that many possible interpretations of the definition of
'handloom' still existed, many Dutch and other EEC textile producers felt threatened by
the import of so-called handlooms. The Indian government and some exporters had
affirmed that some mill-made fabrics were still sold as hand-made so that they would not
be hampered by MFA restrictions. Dutch delegations were quite active in investigating
these and other possible shortcomings in the MFA agreements. In general, the differences

23~ Den Haag, EZ, BEB, 3495, 1st map, Overleg Commissie Textielhandel. Verslag gesprek
Staatssecretaris Economische Zaken K.H.Beijen, met delegatie ocr, 22.6.79.

236 Versterking industrie dringend nodig (H.Lockefeer), VK, 20.12.1980.

237 G.DE GROOT, 1982, p.2.

238 D.B.KEESING & M.WOLF, 1980, pp.147-149.

Zl9 Standpunt van de Nederlandse textiel- en k1edingindustrie inzake de wereldtextielhandel
in de 80-er jaren, Tilburg (Committee OST), August 1980, p.2.

:lAO Textiel moet snel moderniseren, in Europa van Morgen, 30.10.1991, p.488.

241 Den Haag, EZ, BEB, 3700, 1st map, Telex Dutch permanent EEC-representative to the
EEC-Commission. Com.Tex 067/80, 4.1.80.
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in attitude between the Netherlands and Belgium, and especially 'protectionist' France,
had become insignificant. In addition to the Dutch ambiguity, France occasionally left its
traditional uncompromising protectionist viewpoints. In January 1980 the French
President Valery Giscard d'Estaing, while visiting New Delhi, expressed the intention of
taking a more flexible view of textile imports from India'". At the same time, the
attitude of trade unions and producers both in France and Italy remained unchanged.
Thus, despite the special attention the French gave to South-North relations, the French
Minister of Industry, Pierre Dreyfus, kept on urging the EEe to adopt MFA agreements
to compensate for the failing growth in demand for textiles in the EEC243

•

4) WIDENING THE TINBERGEN IDEA

A new era of Dutch development co-operation took off with Minister De Koning's
business-like approach to relations with India and other developing countries. From then,
the new trends in the in the Dutch development co-operation, described as attaining a
more 'business-like' ('zakelijkheid'), 'widening' ('verbreding') and 'society-relevant'
('vermaatschappelijking') character, were new expressions of the old 'Tinbergen idea'
linked to a strengthening collaboration between the government and large-scale
industries. Since the new spirit favoured trade rather than aid, the textile industries
increasingly witnessed a trend from the careful protectionism of the Den Uyl government
back to the original free trade principles'".

However, as the Netherlands had transferred decision-making to the Benelux and the
EEC, MFA was still being applied. As such, according to textile producers' organisations
development co-operation continued to compensate for textile protectionism; textile
exporters such as India and Indonesia received a major part of Dutch development aid
(see table 27). Table 28 illustrates the importance of India as development aid partner
to the Netherlands.

242MoreTextile Exports to EEC Likely, lli 10.4.1980.

243'fextiel: test voor Noord-Zuid-relatie, DM, 10.12.1981; Multivezelakkoord biedt industrie
volgens verhruikers geen protektie, FET, 10.11.1981.

244 India-reis zakelijk van aard, VK, 19.2.1981; J.VINGERHOETS, in 1.§u, March 1986,
pp.149-159.
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Table 27: Authorisations and utilisations of Dutch (and Belgian) assistance to India. in
Rs. crores, 1975-88.

(The Netherlands)
Authorisation245 Utilisation

1975 57.7/29.6 23.0/22.9
1976 82.7/20.8 45.0/17.0
1977 68.4/24.3 51.2/15.5
1978 81.6/4.3 62.9/ 6.0
1979 67.2/29.3 80.0/ 2.0
1980 67.7/22.1 72.5/33.8
1981 58.1/21.3 85.6/18.0
1982 - 32.0/17.6
1983 - /77.7 38.9/31.8
1984 20.3/ - 16.6/51.4
1985 4.9/ - 45.8/34.7
1986 37.1/36.5 49.9/57.7
(Source: Economic Survey, 1978-)

(Belgium)
Authorisation
7.5/0.6
9.0/ -
9.4/ -
9.5/ -
9.8/ -
- / -
10.5/ -
7.4/ -
6.9/ -

Utilisation
19.0/0.6
8.6/ -
6.8/0.5
10.8/ -
7.2/ -
5.5/ -
7.1/ -
4.4/ -
6.0/ -
6.1/ -
3.0/ -
5.8/ -

Table 28: Dutch Bilateral Aid tQIndia and the Other ImI2ort~ntD~veIQI2ingAig Partn~rs
CConcentratielanden'), total ofloans and grants/grants only, in millions of guilders, 1975-
80 (based on importance in 1975, excluding Surinam and Netherlands' Antilles).

1975 1976 1977 iszs 1979 l28!!
India 150/50 180/50 190/16 218/12 225/61 234/59
Bangla
Desh 50/35 63/37 81/81 85/85 85/85 94/94
Pakistan 50/17 55/13 61/16 64/14 64/20 58/23
Sri Lanka 25/13 31/9 40/10 44/10 44/10 46,16
Indonesie 150/40 150/25 150/25 135/25 150/64 158/62
Tanzania 49/29 65/38 89/89 102/102 95/95 105/105
Kenya 53/22 45/13 50/13 55/13 55/28 58/27
Sudan 25/13 31/18 40/40 42/42 42/42 44/44
Peru 53/10 35/10 35/10
(Source: Foreign Office, The Hague)

As a result, the Centre for Import Promotion from Developing Countries found itself in
a dubious position: textiles should be promoted whereas the MFA quotas still existed.
Only in the case of hand-made and handloom textiles did a promotion campaign have its
full meaning'",

245 It was not necessary to utilise authorised grants and loans during the same year.

2A6 Meer samenwerking Nederland-India and Samenvatting van de besprekingen tussen India
en Nederland, te New Delhi van 23 tot 27 februari 1981 en van de daarbij bereikte conclusies,
in AIS. 14.3.1981, pp.140-142 and 147-150; S.SAGWAN, 14.12.1985.
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Witnessing the new application of the idea of international division of labour in the
Netherlands, the other pillar of 'development aid', viz. the non-governmental
organisations, kept emphasising that the textile workers in developing countries were
exploited both physicaJly and financiaJly. The alternative was clear: domestic, self-
supporting and traditional ways of employment bad been a fasbion since the 'gay sixties'.
The ideas of tbe Mahatma Gandhi had played a very important role in the introduction
of these ideas'".

The time was right for companies to make public their activities in developing countries
and to label them as 'development co-operation'. For example, the NV Verschuuren
described its sales of second-hand machinery from closed textile factories in the Benelux
to developing countries as a kind of non-philanthropic development aid. They put the
'theory of international division of labour' into practice: relatively 'labour-intensive'
machinery was transferred to low-wage countries. Among others, Verschuuren was
involved in moving the spinning mill of Raymakers in Helmond to Indla/". Another
case was VLTSCO which in 1975 transferred know-how and management knowledge to
a number of African companies in which Vlisco had minority participatlorr'". As such,
both the original Dutch producers and the financing upper classes of the developing
country were better-off. As a result, the India Committee (UW) went on the offensive:
many government development projects were accused of opposing the poor, not
poverty'".

However, direct aid for small-scale industries in the textile industries continued to exist.
Among others, the Dutch Countryside Integration Programme contributed largely to the
'Karnataka Industrial Sheds Project'. State co-operatives delivered the silk, cotton or wool
and acted as purchasers of the finished (woven) product, such as sarees. The ultimate
destination of tbe product was mostly the middle and high classes in the Indian cities, and
to some extent also overseas non-resident Indian markets such as the UK. Sheds were
built, training courses were organised and looms and machines were bought in order to
permit the members of the co-operative to work efficiently. Project managers admitted
that such a project did not reach the poorest of the poor. However, considering the large
scale of such projects, we can assume that the lower classes benefited and could challenge
the private 'small-scale middle class' which actually produced similar products?'.

2A7 P.van DUCK and H.VERBRUGGEN, in ESB. 5.5.1982, p.472.

2A8 Verschuuren. 1921-1981,pp.114 and 142.

2A9 Den Haag, EZ, PAZjlj61jl2, Note AT to minister EZ, 11.4.1975.

Z-'CJ Behoeftigen in India hennenvan minister Schooweinigte verwachten (G.OONK), NRC,
21.12.83.

1.$1 W.KONTNG,in TSa,July 1986, pp.l0-12.
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II I.e/BELGIUM: SURVIVAL THROUGH TEXTILE SPECIALISATION.

1) A SUCCESSFUL 'TEXTILE PLAN'.

a.Bell:ian Textiles and the End of the Golden Sixties.
From 1965 the share of textiles (excluding clothing) in the total Belgian exports started
dropping: from 14.1% in 1965 to 9.3% in 1976 and 7.8% in 1979. Whereas the crisis in
the non-clothing textile sector had its roots back in the 1950s, the clothing sector only
faced problems during the MFA period. However, this latter crisis was a serious one.
Whereas in 1960 there had been 6,565 clothing companies, of which more than half
employed fewer than five persons, in 1978 there were only 2,820 left. About 2,500 small
enterprises employing fewer than five employees had disappeared'",

Actually, the oil crisis of 1973 caused a severe drop in the overall industrial activity in
Belgium. While 1974 still witnessed preservation of the production level, in 1975 the
production level dropped by 10%. In the textile sector the crisis had already been visible
in 1974. During the last quarter of that year, the total textile production had dropped by
15%. In 1975 the tendency to limit production accelerated. Domestic demand dropped
but exports fell even more. During the next year, it looked as if the situation would
improve but in 1977 the production again dropped to the 1975 level. In 1978 production
continued to drop. However, in 1979 and 1980 production increased slightly. The sector
would continue to exist ...2S3.

The crisis was not spread evenly over the different textile sectors. The spinning mills were
especially hit by it. Jute spinning in Flanders practically came to an end. Jute mills,
knitting and clothing also had to cut production permanently.

On the other hand, except for jute-weaving mills, most other weaving mills survived the
crisis. Wool-weaving mills performed better than cotton-weaving ones: artificial yarn and
fabric producers and woollen tapestry producers still experienced excellent market
conditions'",

Nevertheless, cotton was still the most-used textile material in the Belgian textile sector,
both for spinning and weaving. Thus, the textile sector was greatly dependent on the
international raw cotton market. The Caribbean islands, Egypt, the Mississippi region,
Mexico, Brazil, Zaire and India still supplied the Belgian textile sector with its raw
materialsf".

In the meantime, the 'internationalisation' of the Belgian economy, as introduced by,
among others, the Americans and the Dutch in the textile, clothing, wholesale and retail

252 J.-M.COSYNS, 1981, pp.85 and 87-88.

253 RVANDEPUTIE, 1985, p.171.

254 RV ANDEPUTIE, 1985, pp.204-205.

255 See Year Report Febeltex 1973.
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businesses, continued'". Shopping areas increasingly reflected names such as C&A,
HEY (HIJ), Kreymborg, Perry Sport, Free Record Shop, ZY and Blokker. The small and
middle-size family businesses, lacking long-term strategies, did not present an alternative
to foreign investment. As Dutch investments in particular enlarged the retail trade, more
emphasis was put on trade and commerce in order to keep sale prices low, and less on
production.

b. The End of Social Peace.
Meanwhile, the textile crisis had started to accelerate the fall in employment in the
sector. Between 1953 and 1974 the total employment in the textile and clothing industries
had dropped from 251,060 to 188,449257

• Between 1975 and 1986, employment in the
combined textile, clothing and leather industries again dropped from 182,000 to only
104,000. -

Actually, the process had begun in 1970. In that year the traditional textile sector
(excluding clothing) still employed 126,400 workers, of whom 45% were women. For six
years, employment continued to fall at a high rate: by the end of 1976, only 90,000
workers were left. During the next half-decade there continued to be an annual decrease
of about 5%.

On the other hand, until 1974, the clothing industry had succesfully been able to employ
a reasonably stable number of people (see chapter II.E/2). All this changed in 1974258.
In a few years' time, the number of clothing employees decreased by 33%, to less than
60,000 in 1978. But the clothing sector remained the most labour-intensive of all Belgian
sectors'",

In comparison with other countries, these figures still reflect the relative importance of
the sector to Belgian employment. By 1976, the share of the textile, clothing and leather
industries in total industrial employment was nearly 13.1% in Belgium and only 5.9% in
the Netherlands. By 1987 these figures had dropped respectively to 10.7% and 3.3%. The
European countries in which this share decreased the most between 1967 and 1987 were
Ireland, Belgium, the Netherlands, West Germany, France and the UK. However, in 1987
the Belgian percentage was only surpassed by Greece (22.0%), Italy (16.5%) and Spain
(12.8%). Also in Ireland (9.9%), France (8.4%) and the UK (8.4%) the sector was still
relatively important to industrial employment. In other countries, like West Germany

2.'" For instance, in 1974Superconfex penetrated the Belgian market, in 1991 Gamma Holding
took over the textile division of the Bekaert-group.

251 Statistical source: Fabelta.

258 L.PAUWELS, 1986, pp.162-164; Employment and Workers Conditions in the European
Textile, Clothing. Leather and Footwear Industries, 1990, pp,9-25; M.-L,COSYNS, et al, 1981,
pp.87-88.

2S9 J.-M.COSYNS, et ai, 1981, p.85.
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(5.6%), Denmark (5.3%) and the Netherlands, the sector was of small significance from
the employment point of view260

•

Thus, the traditional importance of the sector to employment and the seriousness of the
situation made the workers and their trade unions take a strong position on the issue. It
was believed that this time the employment increase in the clothing sector could no
longer compensate to some extent for the loss of employment in the textile sector. At the
same time, the industry in some regions was still very much concentrated in one or both
endangered sectors. By 1977 textiles still represented about 41% (20% for textiles and
21% for clothing) of the industrial employment in a textile-producing 'arrondissement'
like Aalsr'". As a result, from 1973 the number of inhabitants in arrondissements like
this started dropping. Whereas the older generation preferred to commute every day to
the workplace, younger people choose to leave the region and settle close to the work
place/".

c.A Trade Union Movement on the Offensive: the 'Textielplan'.
The gradually improving labour conditions during the 1970s did not correspondend with
the general state of the sector and were unable to lessen the social tensions caused by
unemployment. Additional trade union strategies were needed to safeguard employment
itself. As a result, Belgian labour leaders, faced with the permanent decline of the textile
sector, gradually started an offensive against free trade and the consequent collapse of
the textile sector on a national and an international scale. Their activities were aimed at
'demystifying' incorrect theories put forward by 'misled' economists.

As such, the trade unions shared these goals with the employers'organisations. Most
Belgian industrialists were still engaged in the low-productivity sectors such as iron and
steel, non-ferrous metals, textiles, leather and glass, whereas the high-interest sectors were
predominantly linked to foreign input. Gradually the export pattern became less
concentrated around the traditional export items and more diversified, creating more
opportunities for smaller export sectors. But the traditional economic interests, which,
due to family and other connections, could easily be translated in political terms,
remained linked to the old, mainly non-profitable sectors?".

Government support to the textile industry had traditionally been incorporated in the
national economic planning system (see chapter II.e/l). From 15th July 1970, the concept
of 'programme' was traded for the concept of 'plan'. The first regionalised 'plan' was
implemented during the period 1970-1975. Subsidies could now be obtained for
technological research, and the 'Economic Expansion Act' could also be applied to non-
material investments such as marketing research and promotional activities, next to the

2tiO Employment and Workers Conditions in the European Textile. Clothing. Leather and
Footwear Industries. 1990, pp.9-25.

2111 Toekomst van textiel van kapitaal belang voor onze streek (RDW), DV, 7.10.1977.

262 Werkgebrek doet Aalsterse iongeren verhuizen (R.De Witte), DV, 7.10.1977.

263 J.-M.COSYNS, 1981, pp.76-77.



283

traditional production investments. The questionable and traditional sectors such as
textiles and iron and steel industries still played an important role in the plan'". At the
same time, the industry welcomed the MFA and expressed disappointment over flax and
jute not being included in the agreernent='.

The issue of an 'international division of labour' was then investigated by the Vandeputte-
commission. The commission concluded that activities in sectors characterised by lower
productivity would disappear and those in sectors characterised by higher productivity and
higher wages would increase. Thus, such a policy would result in a negative employment
balance and a positive balance for the GNp266

• Both trade unions and low-productivity
sectors refused to even consider such a strategy.

As the last cao (collective workers' agreement) expired by December 1975, the Catholic
textile union 'Christelijke Textielcentrale' called in a university study group to assess the
industry'S realistic chances of survival?". The findings were diametrically opposed to the
pessimistic forecasts of the Dutch Prof. Tinbergen. According to professor Van
Waterschoot, a member of the study group and chairman of the 'Bedrijfsraad Textiel en
Kledingsector', the sector should be saved as an essential part of the balanced Belgian
economy. Moreover, because of the geographical concentration and the high percentage
of female labour, it would be difficult to provide alternative employment. Thus, with
academic support, the trade unions now took up a survival strategy campaign which
would finally lead to a 'textile plan' (the 'textielplan'j'".

Meanwhile, the Ministers for Economic Affairs, A.Oleffe (PSC,deceased on 18 August
1975) and F.Herman (PSC, since 22nd August 1975) planned and organised a 'Textile and
Clothing Round-table' conference, which took place in February 1976 and tried to find
concrete answers to the unemployment problem. On 3 September 1977, the central board
of the 'Christelijke Textielccntrale' asked the government to proclaim the textile and
clothing industries a socio-economic disaster sector and consequently to take the
necessary social measures.

As a result, in October 1977, after consulting with the 'Bedrijfsraad Textiel en Kleding'
(,Industry Council Textile and Clothing'), State Secretary for Flemish Regional
Development M.Eyskens (CVP) agreed to set up a first national sectoral rescue plan for
textiles and clothing'".

264 See Belgie 1975. Het ulan. 1972.

~ J.BROECKX, 1974, p.102.

266 J.-M.COSYNS, et aI, 1981, p.75.

11>7 Members of the study-group were J.Van Waterschoot (chairman), RDonckels, RVan
Straelen and Herman Daems; M.STANDAERT (ed.), 1988, p.117.

2611 L.PAUWELS, 1986, pp.162-166.

269 M.STANDAERT (ed.), 1988, pp.60-67 and 109; L.PAUWELS, 1986, pp.167-169.
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At about the same time (1977 and 1978), W.Claes, Minister for Economic Affairs, drew
up a plan known as the 'revised industrial policy' ('vernieuwd industrieel beleid'). Very
much in contrast to the Dutch 'international division of labour', the Belgian plan basically
aimed at defending domestic employment in the existing sectors and public well-
being'".

In the textile areas, the trade unions joined hands?'. The next year (1978), the
government ofP.Vanden Boeynants agreed to a more extensive plan as a 'predominantly
Flemish' counterpart of the predominantly Walloonish 'Steel Plan'. Mer discussions with
consultants such as MacKinsey, Sobemap and Bekaert-Stanwick, Minister of Economic
Affairs W.Claes (SP) proposed a 'Five Year Textile Plan' on 6th August 1980 before a
round-table conference. The plan was approved two days later by the Ministerial Council.
The trade unions, together with the employers, the government and the EEC, together
formed an advisory commission directing the planm.

This approval of the plan was undoubtedly linked to an overall Belgian textile strategy.
One should bear in mind that the Belgian textile industry found itself in the comfortable
position of receiving the Flemish counterbalance of the government support to declining
or endangered Walloons' heavy industries'", The Dutch textile sector never succeeded
in building up a similar relationship with the commercial interests in the west of the
country.

However, the implementation was to some extent hampered by external forces: some
EEC member states protested against the plan as being contradictory to the spirit of the
Rome Treaty. The West German employers' organization 'Gesamttextil' particularly
accused Belgium of distortion of competition, even though the West German industries
received aid from the federal governments of their respective 'bundeslander'. Finally, in
October 1981, the EEC Commission agreed to the Belgian financial therapy known as
the 'textielplan?".

c. The Strategy.
The plan envisaged adjustment assistance for workers who had to be retired prematurely,
the maintenance of 100,000 jobs in both the textile and clothing sectors, more commercial
input, promotional measures at home and abroad, improvement of financial structures,
an investment programme for modernisation and productivity increase, and finally more
efforts in the area of fashion and design. Loans at an interest of only 2%, repayable after

210 Parlementaire Handelin&en. Kamer van Volksvertegenwoordigers. 1977-78, nr.30t.

271 Is er nog hoop voor de textielsector? (R.De Witte), DV, 7.10.1977; Aktiekomitee bezint
zich over de toekomst textiel (RDW), DV, 30.9.1977.

272 M.STANDAERT (ed.), 1988, pp.60-67 and 109; L.PAUWElS, 1986, pp.167-169; J.-
M.COSYNS, et al, 1981, pp.95-96.

273 M.STANDAERT (ed.), 1988, pp.57-67.

274 L.PAUWElS, 1986, pp.167-169.
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only 5 years, and this only if the financial condition of the companies permitted them to
do so, were made available, A new schedule for repayment of old credits and advances
was drawn up. In the case of NVs, bonds could be subscribed, and in other companies
one could interfere through 'participations', obtaining non-voting shares. In order to
implement these programmes, two government organisations composed of social group
representatives, the 'Instituut voor Textiel en Confectie voor Belgie' and the 'Nationale
Maatschappij voor de Herstructurering van de Confectie- en van de Textielnijverheid',
were set up. The government provided a budget of about 21 billion francs. About 620
textile companies would be involved'". Remarkably, it was the Liberal-Christian-
Democratic governments which would pursue this policy of interventionism in the private
sector.

The capital-labour ratio indeed started growing very soon. This was due to the
involvement of micro-electronics. A Belgian firm, Barco, had specialised in producing
specific information systems for the textile industry. The government of the Flemish
region had a minority participation of 49% in the firm. At the same time, collective
research was done in CYNTEXBEL, a collective research centre co-financed by the
government and the industry. In short, close contact between the government, mill
producers (Picanol, Vandewiele and Houguet Duesberg Bosson), universities and
collective research centres resulted in successful technological research both at the
machine and management levels. This aimed at restoring the production levels.

The use of micro-electronics also stimulated product research. Through product
innovation and the flexibility to shift towards new products in combination with improved
trading skills, Belgium also aimed at maintaining or gaining a dominant position in
certain specialised market niches such as furnishings, carpets and terry-towelling.

Application of micro-electronics (introduction of information technology) was most
advanced in weaving of household textiles and cloth and in spinning of cotton and man-
made fibres; in the case of carpets and furnishings, where demand was high and
competition not so keen, trading skills were regarded as more important. However, in
each sector only the larger plants were able to bear the high costs of computerisation or
could develop efficient trading skills'".

e. The Result: Survival.
From a social point of view the plan was a partial success (see table 30). Whereas
between 1973 and 1979 about 60,000 jobs had been lost, between 1979 and 1985 the loss
could be limited to 20,000 jobs. As the plan had envisaged, by the end of 1984 the
combined clothing and textile sector still employed approximately 100,000 people. As a
result of this relative success, the plan was extended till the end of 1989277•

215 P.BALLIEUX, 1990,p.l l l; L.PAUWELS, 1986,pp.167-169;J.-M.COSYNS,etal, 1981,
pp.97-98;L.VERDUYN, 1992,pp.IOO-lOl.

216 J.MATON, September 1986,pp.15-27.

2n L.PAUWELS, 1986.pp.167·169.
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Trade unions were also able to improve labour conditions in the sector. In contrast to the
Dutch textile sector (see chapter n.d/2), during the 1980s wages in the Belgian textile
clothing and leather sectors increased by more than the average for manufacturing.
However, in 1988, the wages in the clothing industry especially were still below the 1980
average level of manufacturing wages. Also, despite wages of female workers increasing
more than those of male workers, wage differentials by sex were still high in Belgium. In
1980, wages in the textile sector averaged 81% of those in manufacturing in general,
while eight years later they had reached 86%. In the clothing industry they passed during
the same period from 67% to only 73%. And, as in most other countries, women
accounted for almost 90% of total employment in the clothing industry'", Finally, the
Belgian textile and clothing workers enjoyed, along with their Danish colleagues, the
shortest work week in the EEC: 37h20' in the textile industry and 37h30' in the clothing
industry(1987)Z79.This relative improvement in working conditions reflected both the
improved financial situation of the remaining industries as well as the sporadic difficulties
in finding new workers prepared to join a sector which had one of the worst reputations
with regard to job security and pay.

Also from an economic point of view, the facts proved the trade unions right: due to
heavy subsidises, a new, higher-quality specialised textile industry emerged in Flanders
in the long run (see table 29)280.Concerns like Beaulieu of the De Clerck family
reflected the success of the reconversion. The emphasis which had been put on non-
apparel items proved to be successful in the long run. The increased capital intensity and
mechanisation of textiles meant that its underlying trade position was much stronger than
that of apparel. It became clear that the apparel sector was much more difficult to
mechanise and thus one in which the labour-abundant developing countries like India had
a greater natural advantage?". Textile exports increased and the textile balance of trade
was restored. The choice for specialisation in traditional textile sectors might have been
motivated by social considerations but very soon the strategy chosen appeared the right
one. But at the same time the textile sector would never again be one of the necessary
pillars of the Belgian economy, as it had been during the 1950s.

278 Employment and Working Conditions in the European Textile. Clothing. Leather and
Footwear Industries, 1990, pp.38-43.

219 a.c., 1990, pp.ll 1-122 and 125·126.

m See statement by W.Claes,Minister of Economic Affairs; M.STANDAERT (ed.), 1988,
p.94.

281 See W.R.CLINE, 1987.
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Table 29: Index of employment and production in the Belgian textile industry, value in
constant prices, 1973= 100, 1973-84.

Year Employment Production Productivity
1973 100.0 100.0 100.0
1974 95.2 92.9 97.6
1975 85.6 84.6 98.7
1976 80.2 83.8 104.7
1977 74.2 82.6 111.4
1978 67.8 81.2 119.8
1979 64.0 86.0 134.5
1980 61.9 88.6 143.2
1981 57.7 92.0 159.6
1982 55.5 93.2 168.0
1983 55.2 100.8 182.6
1984 55.7 104.2 187.1
(Source: taken from J.MATON, September 1986, p.16)

However, the sub-sectors each innovated in its own way and obtained different results.
The spinning of cotton and man-made fibres was made more productive through the
substitution of ring-spinning mills by rotors. In Belgium and France, a major part of the
production was made by the new technique of rotor spinning. At the same time,
specialisation in a limited number of yarns could stimulate demand.

On the other hand, in the case of wool spinning only ring-spinning mills could be used.
But here, too, productivity increased due to improved quality of the fibre. As the product
itself became also more specialised and was directed towards successful sectors such as
knitting or weaving of carpets and furnishings, production was able to increase.

By 1985 Belgium had indeed become the primary exporter of carpets and the second of
furnishings. Computer-controlled processes were hardly introduced, but mechanical
innovations raised productivity and new trading skills opened new markets. Since only
some 17 enterprises were involved in producing carpets, capital was mostly available for
modernisation of the sector.

For weaving of household linen and cloth, Belgian enterprises used many rapier and
projectile looms. These looms were suitable for a continuous flow of short runs with
changing designs, styles and colour. Moreover, together with France, Belgium had the
most modern loom stock of the industrialised world; micro-producers had been
introduced in the early 1980s. As a result, this subsector could react very quickly to
demand changes and consequently stimulated demand.

In some cases there was a high degree of vertical integration. The firm vca combined
weaving of cloth and classical household textiles with spinning of cotton and man-made
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fibres. Moreover, by 1985 it was the only firm which attempted to use an integral
information system that embraced all plants and processes'".

As already mentioned, many such innovations had been financed by the 'textielplan'.
However, as the domestic capital market became practically exhausted, the government
had made use of foreign capital markets to finance a global deficit-spending policy, of
which the 'textielplan' was a typical element. As a result, a vicious circle of interest
payments made Belgium one of the EEC countries with the highest debt ratios. In the
meantime, through the extension of the domestic monetary basis, inflation was
stimulated'", In addition, some journalists and politicians claimed the existence of fraud
in the execution of the "Textielplan'i",

However, by 1991 the chairman of the Flemish employers' organisation VEV ('Vlaams
Economisch Verbond') admitted that the efforts to save sick sectors such as textiles had
demanded too much time and money so that other more innovative domestic sectors had
often been ignored. On the other hand, Belgian textile policies were no longer attractive
enough to continue being a safe escape for Dutch clothing producers. Also, Belgium stilI
had problems competing with investment conditions in countries like Portugal and
Tunisia, and with Asian and East European imports?". While the non-profitable sectors
such as textiles and clothing collapsed, the new, more promising sectors were not as
strong they might have been. But unlike the Netherlands, Belgium kept certain successful
textile specialisations like carpets and upholstery which enjoyed an international
reputation.

I:.MFA Protectionism as Part of a Strategy.
For this study it is especially interesting to consider the impact of the 'textielplan' on the
foreign textile trade policy. Belgium kept voicing strong anti-MFA views, especially vis-a-
vis the Netherlands. Belgian trade unions took an active role in the international and
West European discussions on the textile problem. In response to the crisis, a 'European
Trade Union Committee on Textiles' had been set up to defend the interests of West
European textile workers. The Belgian input was significant through the
underchairmanship of L.Fruru, leader of the 'Christelijke Centrale der Textiel- en
Kledingbewerkers van Belgie' (Catholic Textile and Clothing Trade Union of Belgium).
During international conferences, Belgian labour delegates like Fruru usually refused to
attend Tinbergen's speeches. According to L.Fruru, the basic problems were mainly the
lack of employment alternatives for the textile workers and the misconception that a
mono-industrialisation towards textiles could save the developing economies'",

2B2 J.MATON, September 1986, p.19-25.

283 J.-M.COSYNS, et ai, 1981, p.100.

284 Politicians of the new protest party 'ROSSEM', in parliament from 1991; See also
L.VERDUYN, 1992.

28!i H.CROOIJMANS, in Elsevier, 9.11.1991, p.64-68; F.LJANSEN, 1991, p.208.

286 M.STANDAERT (ed.), 1988, pp.57-58.
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However, as South European workers were also included in this committee, the strategy
was again only directed against the non-European developing countries. In 1978 the
Committee put pressure on the EEC to extend the MFA In December 1980 the
European, and especially West German, trade unions started actions for a second
extension. In November 1981 the EEC commission in principle agreed to the new
demands and was able to ensure the interests of European textile workers during a third
MFA period from 1.1.1982 to 31.7.1986287.

The European Trade Unions Committee seemed to have accepted some views of many
Belgian and French textile producers: there was no alternative to the textile sector. It
ignored the possibility of an economic or social 'trickle-down effect' from the 'better-off
sectors towards the 'sick' sectors?".

Employers' reactions were not much different. One agreed that, due to the 'textielplan',
the competiveness of the Belgian product had no doubt improved. Belgium was able to
produce and export products with little foreign competition. Yet, only a few voices would
suggest the gradual removal of the MFA which was still obstructing the textile exports
of developing countries. In July 1983, prof. J.Maton (UG), participating in an ILO study
financed by the Belgian government, concluded that the growing competitiveness of US
and West German producers was mostly responsible for the changing pattern of the
European market. Thus, so-called 'social dumping' from Asian exporters could not solely
be blamed for the need to restructure the Belgian industries. Furthermore, Maton
confirmed that the position of Belgian textiles had improved considerably. Those products
which had been contributing to the new success were not included in the MFA and
consequently the agreement was no longer needed.

Some Dutch and Belgian liberal politicians also defended the idea of changing the entire
MFA policy within the European Parliament in Strasbourg in February 1985, on the
grounds of non-discrimination against the EEC consumer'". However, the lobby of
consumers and importers was not strong enough to break the alliance of producers and
trade unions.

In November 1990,RParmentier, representing Bekaert Textiel NV, emphasised the need
for reciprocity: industrialised developing countries should open their borders in case the
MFA was dismantled. He also described Indian and other textile producers as
government-protected textile giants which were violating international law by copying
European designs with advanced technology. However, Parmentier admitted that
Flanders' textile sector had become less vulnerable compared to the French or Italian
sectors because of its specialisation in decoration (viz.tapestry) and technical textiles.
C.Blum, representing Comitextil (organising the EEe textile producers) emphasised the
need for social democracy in developing countries, including powerful trade unions,
before textiles could be allowed free entry. D.van Haeverbeke of Febeltex deplored the

m L.PAUWELS, 1986, p.166.

288 L.FRURU, 1988, pp.38-39.

2119 Derde werdd tegen multivezdakkoord, DS, 12.2.19SS.
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government aid to the agricultural sector while the textile sector was comparatively
neglected. According to B.Jehin, representing the Belgian Federation of Banks, Belgium
should instead learn from US textile protectionisnr'".

These and similar feelings determined the foreign textile trade policy of the Belgian
government.

Simultaneously with the apparent success of the Belgian 'textielplan', the MFA was again
extended in 1985. The MFA was in a way calculated into the 'Textielplan'. As such,
almost the entire Belgian industry and trade union lobby agreed on the need for textile
protectionism?". We may conclude that the preparation for and the implementation of
the 'Textielplan' also confirmed a strong resistance to the idea of free textile imports.

Finally, in 1992 trade unions again feared the loss of about 5,000 jobs in the sector and
demanded an extansion of the MFA. Despite the 'Textielplan' the sector experienced
many difficulties in fighting a new recession'",

h.Competition from the Inside?
Finally we should mention a new kind of competitor: illegal and semi-legal clothing
production units employing illegal, often foreign, labour started producing fashionable
products very cheaply. At first this phenomenon was limited to certain cities in the
Netherlands and France. But soon afterwards similar clothing production points were
established in Brussels and Antwerp. In February 1992, H.Santens, chairman of the
'Federatie van de Kledingnijverheid' ('Clothing Sector Federation'), protested against the
possible presence of 'semi-legal' activities in or connected with a specific clothing area
known as the 'Triangle' near the Brussels South railway station. Due to quick response
to fashion changes and a somewhat cheaper illegal working force these producers were
able to cope with the problem of cheap imports. Many of the employers and employees
consisted of Jews descended from immigrants from Rumania and Poland, Sephardic Jews
and Christian refugees from the Middle East, such as Armenians, Chaldeans and
Arameans. Others came from Turkey, Cambodia, Pakistan, Poland and other East
European countries. Probably Indian refugees (Tamils and Sikhs) were also occasionally
involved. Poles and Asians were regarded as very disciplined and trustworthy workers.
Very often a part of the labour force was legally registered, whereas at night their family
members continued the work illegally, or illegal work was done in a different unit very
close to the 'official' production unit.

As there were family links all over Europe, production, including the material and the
sewing machines, very often moved from one country to another, depending on market
conditions. Links within the Benelux also existed. Reacting to this situation, the Belgian

200 E.BRVYlAND and E.VERREET, in Trends. 25.11.90,pp.22-26.

Z91 L.PAUWELS, 1986,p. 169.

m Textielvakbondenvrezen verlies van 5000 jobs, DS, 9.10.1992;Textielfront voor nieuwe
CAO, LN, 9.10.1992.
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clothing sector federation was contacted in 1991/92 by its Dutch counterpart 'Fenecon'
to join forces against the illegal practices.

However, since we are dealing here with the 'dark spheres' of the economy it is
impossible to quantify any of these practices or to assess their financial importance?",
In the same way we cannot consider the countless falsified proprietary apparel items
which entered the Benelux market illegally in 1992294•

i. Conclusion.
Active collaboration with the trade unions enabled the Belgian textile industry to pressure
the government to set up a 'textielplan' which went hand in hand with the
implementation of the MFA. The role of trade unions cannot be underestimated. As a
result of the lowering of corporate taxes, devaluation, and the 'textielplan' providing for
new labour-cost reducing investments, Belgium was able to increase its competitiveness
in certain exclusive quality branches. However, the apparent success of the plan did not
initiate a more liberal foreign textile trade policy.

In any case, one might conclude that due to the 'Textielplan' Belgian textiles were better-
off than Dutch textiles, which lacked the Belgian high quality specialisation. In 1992,
however, critics increasingly suggested it had only been a temporary reprieve ...

2)FOREIGN TRADE AND DEVELOPMENT CO-OPERATION: TOOLS FOR
PROTECTIONISM OR LIBERALISATION?

The strategies of Belgian producers and trade unions, including the 'Textielplan', were
reflected in the Benelux and EEC foreign trade policies as already described; Belgium
continued to persuade the Benelux and the EEC to make effective use of MFA
possibilities. However, this was not easy since the existence of the EEC itself was
interpreted in different ways by both Benelux countries. Whereas Belgium considered the
EEC an effective way to protect domestic markets, the Netherlands thought that a
stronger EEC would return to the genuine principles of the Rome Treaty of 1958 and be
able to influence member states to return to free trade principles.

As such, the Netherlands strongly supported strenghtening the economic and political
unity of the EEC. According to S.L.Mansholt, the Dutch former chairman of the EEC
Commission, the Belgian prime minister, L Tindemans (CVP, 25.4.1974-18.4.1977), had
been looking too much for a European compromise, thereby neglecting the need for a
powerful and liberal European Community. The Netherlands interpreted the hesitatancy
of Belgium as a denial of the original liberal Monnet doctrine/".

293 E.BRUYl.AND, in Trends, 27.2.1992, pp.50-53.
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m See Report on Elsevier Symposium; Europa: tot welke priis?, 1976; J.J.C.VOORHOEVE,
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Later on, in 1991, the unchanged strategy of Belgium was reiterated by R.Chanterie, a
Belgian member of the European parliament, when pointing at the protection the textile
sector was receiving allover the world. The EEC should not deviate from this
international phenomenon, he said. Chanterie also considered the EEC tariffs to low in
comparison to US and Japanese tariffs. He demanded a new overall textile policy for the
EEC296

•

Also, unlike in the Netherlands, in Belgium development co-operation policies were still
very much directed towards its former non textile producing African dependencies and
some other French-speaking countries?". Development co-operation with India
remained limited to the traditional bilateral annual loans, as agreed on by the India
consortiurrr'". In the 1970s, in theory, India had become the most or second-most
important yearly potential benefitor of these loans. However, India far from used its full
loan capacity with Belgium (see table 29, chapter III.d/4). As a result, by 1984-85,
considering the availability of non-used loans over the previous years, no new external
assistance was authorised. At the same time, during the same year the Netherlands again
authorised 73.6 Rs.crores'". From table 29 it also becomes clear that the Belgian
contribution to India's development had always been unsignificant, if compared to the
Dutch contribution.

Since Indian independence, commercial relations between India and Belgium had
gradually increased to reach a substantial figure. However, diamonds always accounted
for the major part, whereas industrial collaborations, for which loans could be obtained,
were rather rare. A staggering information gap and the fact that the terms and conditions
of the suppliers' credit offered by Belgium were not attractive enough, were put forward
as the main causes for the little use of the loans by Indian importers'i",

In addition, there was still no connection whatsoever to specific project or technical aid,
as was the case with Indonesia'?'.

Nevertbeless, Belgian co-operation development aid gradually moved away to some
extent from the former colonies. However, Belgian textile producers only occasionally
pointed out that development co-operation was a better way to obtain foreign currency
than was exporting textiles.

296 Textielindustrie moet sne1 moderniseren, in Europa van Morgen. 30.10.1991, pA88.

291 R.VAN ELSLANDE, 1977, pp.123-160.

298 J.-M.COSYNS, et al, 1981, p.B8.

299 1 crore = 100,000,000; Economic Survey 1987-88, p.82, table 7.3.

300 Interviews B.G.HEBBALKAR, trade commissioner Belgian Consulate-general at Bombay;
G.SONCK and baron A.de VIRON, former Belgian Consul-generals at Bombay; Business
Cooperation Mission to India, May 1984,p.17; Study on Belgium-Luxembourg. June 1978,pp.42-
43; Voor een Belgisch Azie-beleid, p.107.

301 J.-M.COSYNS, et al, 1981, p.B1; Know-How From Belgium, January 1988.
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On the contrary, certain cases, like the co-operation agreement signed with Morocco on
25 April 1965 (which remained valid throughout the MFA-period), clearly suggest that
aid was stimulating the Third World's textile trade through labour-extensive technology
transfers. Belgium supplied technical personnel and some scholarships which
predominantly benefitted Moroccon export sectors such as textiles and agriculture. Some
Belgian firms also promoted the Moroccon textile industry by supplying thread, fibres,
tissues, weaving looms and sewing machines. Moreover, in the case of Morocco, as a
whole there was not even a significant trade-off between trade and aid, benefiting the
Belgian industry'?', Via possible Consortium loans, Belgian know-how was also
available to India. In 1975 the Indian government approved a collaboration between
Houget Duesberg (Bosson) and Modella Woollers Ltd. (Bombay) for the installation of
woollen textile machinery'?', Another collaboration involved cotton baling press'?',
During a Fabrimetal Technology Transfer Seminar in Delhi and Bombay in February
1988, a presentation was prepared by LVD Company N.V. (Wevelgem-Gullegem),
producing balers for textile fibres'".

Nevertheless, individuals and some groups did make the link between aid and textile
protectionism. According to Prof. J.Van Waterschoot, the theory of international division
of labour could be considered a simple reformulation of Ricardo's comparative costs. It
gave many developing countries false hopes for development. Van Waterschoot proposed
to spend 1% of the Belgian GNP on specific development aid instead of implementing
an open door economic policy. At the same time, he softened the term 'protectionism'
by replacing it with 'market regulation'. Practically all trade union activists and employers
agreed with him. R.Van Royen, chief of personnel of the 'Bonneterie Bosteels-De Smeth'
(Aalst), reflected the general attitude among personnel and employers when during a
round-table meeting in October 1977, he described development aid as a better
alternative to 'textile currencies' which only benefited the larger textile companies and
the NICs306

•

Despite development co-operation relations not being optimal, there were good
diplomatic relations between India and Belgium. In fact, the image of Belgium depended
on the social background of the Indian partner. Many Catholic South Indian businessmen
recalled the time when Belgium used to export its religion and the famous lace-making

J02 J.-M.COSYNS, et al, 1981, p.128.
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techniques to the (present) states of Tamil Nadu and Kerala''". Together with many
Catholic 'aboriginals' ('adivasis') in the Chotanagpur district inBihar state, they regarded
Belgium and Flanders as part of their cultural and religious heritage. On the other hand,
extremist hindu movements considered the still existing Belgian religious presence a
threat to their hope for a new hindu India'". These increasingly popular movements
opposed any influence from non-Hindu source but could not stop a generalliberalisation
and economic openness from 1991 onwards.

YJ7 C.T.A.Augustine, deputy director export promotion of ministry of Commerce, during a
meeting with Trade and Industry in hotel Chola Sheraton, Madras, 11.5.1984; Business
Coopeartion Mission, to India, May 1984, p.29; Belgian Trade Team's Praise for Madras Port,
ra 15.5.1984.

308 Interview with W. Vandekerckhove, sj, Ranchi, expelled in 1986 by the Indian authorities.
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rn.r/ CONCLUSION. 1974-1992.

The period was characterised by tough MFA negotiations between India and the EEC.
These were a result of the relatively indulgent attitude of the EEC countries during the
LTA period when the possibility of dangerous Indian imports was not yet apparent.
Developing countries started negotiating with EEC countries from a better position than
with the US. As a result, the EEC countries, including the Netherlands, showed more
determination to maintain the quotas so that the 'damage' done during the LTA period
could be limited. Moreover, the imports from developing countries became a scapegoat
for all problems. This came about because the developing countries were easier to deal
with than other competitors who occupied a strong position within the EEC or outside
the EEC as associated countries. As a result, it was the mediterranean and industrialised
countries which benefitted most from the existence of the MFA.

At first, India's textile export performance (in absolute figures) also improved. However,
from the end of the 1970s the 'India look' started fading. As a result, textile exports to
the Benelux countries suddenly dropped. It took India three to four years to recover from
this collapse of the export pattern. Due to closer contacts with the retail chains in the
Benelux and due to rising efficiency in the small-scale textile sector (including
replacement of handlooms by powerlooms), patterns and colours could be adapted to new
fashion standards in the West.

In the Netherlands, as domestic textile production lost competitiveness, investments
moved to the retail and trading businesses. The Dutch textile sector indeed had
transformed itself into the original success story of the 'Holland Unlimited': international
trade. India played a role in this transformation: many large Dutch retail chains sold
Indian clothing because of its favourable price-quality ratio. As such, the strengthening
of the retail and trading businesses in the Netherlands was linked to the Indian
subcontracting system with its low wage costs and the new efficiency in the small-scale
sector.

Dutch retailers played about the same role in Belgium as they did in the Netherlands.
They linked Belgium to India. At the same time, due to the 'textielplan', Belgium
managed to retain its production Jines of certain specialised high-quality products. In the
long run, the successful demands of producers and trade unions for financial support for
the sector seemed to bear some fruit.

As the situation in the European textile sectors stabilised around the middle of the 1980s,
the EEC somewhat changed its attitude towards protectionism. During the negotiations
for the third MFA extension, the EEC negotiators for the first time showed less
determination to maintain quota levels than did their US colleagues. It should also be
noted that during the negotiations for the first MFA extension the Dutch negotiators had
taken their traditional liberal standpoint whereas Belgian negotiators had strictly followed
the general EEC protectionist guidelines. Though the policy in the strict sense was not
different in the two Benelux countries, the difference of import growth suggests that
'attitude' also had a certain impact.





IV.GENERAL CONCLUSIONS.
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1. Opposing GAIT.
First of all, the overall conclusion can be that textiles were a major derogation from
GAIT-principles. Moreover, the issue divided consumer and trade organisations plus low-
wage countries on the one hand and industrial employers and labour unions on the other.
However, the difference between the Netherlands, Belgium and other West European
countries was determined by the role of the government, which of course responded to
the influential strength of the different interest groups.

2.Benelux Divided.
We then observed that the trade policy itself, or the implementation of this trade policy,
was characterised by a certain steadiness. None of the countries took revolutionary steps
and changed its complete strategy. Change only occured very slowly and gradually. No
doubt, 'habit' was influencing foreign trade policy. Also, large parts of the actual
consultations between the social partners and their governments regarding trade policy
were quite invisible, without real engagement and on a voluntary basis.

Both the governments and their social partners lacked information from each other. This
might have been the most important obstacle to possible policy changes and the most
suitable nourishing ground for 'habit' or 'policy tradition': concrete data were needed for
clearly defining the problems and setting up strategies to fight these.

The 'policy traditions' of the Netherlands and Belgium were indeed very different from
eachother. Traditionally the Netherlands had been oriented towards overseas areas.
Textiles had a very important part in this Dutch specialisation. However, the situation
after the Second World War had turned the Netherlands into a mainly EEC-oriented
country. This re-orientation and the textile crisis and consequent reconstruction went
hand in hand. In a first phase the reconstruction resulted in new and more productive
industries. But the large-scale production of mass-articles for a European public met with
increasing competition from (mainly European) low-wage countries. On the other hand,
there was no way out for the former colonies and other large developing countries, viz.
Indonesia and India, which had turned into new producers.

One should take into account that up to the late 1960s the Netherlands was still a
'developed developing country': unlike Belgium, it was a net importer of industrial
products and a net exporter of raw materials, agricultural products and intermediary
goods. Its traditional sphere of activity had been trade (in the sense of 'shipping') with,
in and between overseas and increasingly European areas. Textiles and spices had been
the original 'trade mark'. Since the beginning of the Industrial Revolution in the
Netherlands, domestic textile production and its consequent exports to Indonesia had only
been a supplement to the existing economic structures based on international trade
services. As, by the end of the 1950s, textile production at home was no longer rewarding,
the textile reconversion was invisibly pushed towards the more succesful trading business.
In a way a circle was completed: certain industrial segments of the Dutch economy again
reached their original take-off: international trade. In this situation, trade unions and
producers' organisations were reluctant or not powerful enough to persuade the
government to apply protectionism and increase financial support.
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Whereas the Netherlands remained faithful to its role of international trader, wholesaler
or retailer, Belgium also kept its identity as an industrial, occasionally protectionist
nation. L.Fruru, former leader of the Catholic Textile Trade Union, might be right when
describing the Belgian entrepreneur as a good producer but a bad salesman. Belgian
trade unions and producers' organisations insisted on preserving large parts of its textile
industry, even though the sector was fragmented into small-scale family businesses. The
government directed its foreign trade and industrial policies towards that aim, but lacked
any demand-oriented, realistic overall strategy. During the 1950s textiles had been
inherent in the existence of the so-called 'Belgian Disease'. Afterwards the reconstruction
aid from the government resulted in maintaining the fragmentation of the capital
structure for a comparatively long time. At the end, certain exclusive and specialised
production chains successfully survived. In the short run, protectionism and government
aid seemed to be benefiting the sector. Meanwhile the retail and trading businesses had
been transferred mostly in the hands of foreign (Dutch) hands.

The argument of 'habit' or 'policy tradition' may be weakened by taking into account the
financial obstacles to execute a chosen method. As far as the 1950s and the beginning of
the 1960s are concerned, one might argue that due to its financial problems, the
Netherlands had not taken the trouble to examine the alternatives, but simply had
adopted the least expensive method of 'reconstructing' with no financial support. Belgium,
on the other hand, could 'afford' to keep a larger part of its textile sector.

3.India. Hardly a Textile Threat.
In reality, India only gradually adopted a more liberal and 'dangerous' trade policy.
Moreover, during the entire post-Second World War period the competitiveness effect
(MFA analysis) of Indian textile exports to the Benelux countries remained
predominantly negative. The real threat came from within the EEe.

However, it also should be kept in mind that some other textile-producing countries such
as the 'four East Asian Tigers' (Hong Kong, Singapore, Taiwan and Korea), came
somewhat closer to the presented image, even though these countries had initially also
introduced a state- controlled and protectionist intensive investment policy.

4. 'Small' Can Be Ugly.
We also include some basic conclusions regarding possible historical evidence of a
relationship in the three countries between the scale of the industries and the foreign
trade policy. E.F.Schumacher called for the development of intermediate technology to
solve social and economic problems. He emphasised the need for technology that would
range in some intermediate position between 'the £I-technology and the £ 1000
technology', to use his terms. At such a level of capitalisation, very large numbers of
workplaces could than be created within a fairly short time. Each firm would remain an
undertaking of limited size, and, if demand seemed to be growing beyond this limit, the
original undertaking would help to set up new fully independent units. At the same time
the official and popular interest could be turned away from grandiose projects towards
the real needs of the people'.

1 E.F.SCHUMACHER, 1973, pp.167, 175 and 258.
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Of course the main objection raised was that the idea of 'small is beautiful' would result
in withholding of the most productive technology and having to put up with something
inferior and outdated, and stimulation of foreign trade policies protecting the domestic
marker'. Does the 'story of textiles' confirm this critic against Schumacher's ideas? Are
trade policies simply a predetermined result or extension of (failing) small-scale
strategies?

In general our historical reconstruction of events indeed suggests a link between
protectionist attitudes and the small average size of the firms, as far as the three case-
studies were concerned.

In India the 'small is beautiful' idea had many negative effects. In normal circornstances
large units tended to sell mainly to the high-income markets and small units mainly sold
low-income products to the informal sector. At the same time the small-scale sector was
supposed to be almost inconducive to the adoption of new technologies. However, in
India the informal textile sector increasingly was oriented toward the export market and
was forced to adapt to fashion and technological changes in the world market. Whether
or not this Indian 'reconstruction' succeeded is a matter of interpretation, but is in any
case linked to squeezing out small-scale labour costs. At the same time the large-scale
heavy industry sector was exclusively oriented towards the domestic market, more
specifically to the infrastructure. Exports of informal textile sector products were used for
financing large-scale and capital intensive heavy industry sector techniques which were
only aimed at output maximisation without realistic market prospects. As this kind of
investment had adverse consequences on employment, economic efficiency and income
distribution, the problems were again passed on to the 'job-creating' informal textile
sector. Thus the increasing move of the textile export business toward the informal sector
proved to be working against real socio-economic development.

The system was the result of an identification of socialism with a contempt for both
commerce and businessmen, and by association, that prime symbol of the mercantile
mentality, the market, coloured economic policy-making in the new independent India.
Socialism and small-scale development in India offered the excuse for a vast extension
of the essentially feudal and imperial revenue economy. In fact the existing spirit of the
'homo oeconornicus' was totally ignored. The new leaders would, even more than the
British raj, take over most of the Indian higher-caste attitudes to commerce. It was indeed
an attitude which did not result from cultural heritage or nostalgia but from Nehru's
misconception and overestimation of the Stalinist Soviet Union. E.F.Schumacher himself
mentioned the risk of the growth of a 'mutual admiration society, a 'trade union of the
privileged', to see to it that privileges were not eroded by the great masses'. However,
Schumacher did not foresee that small-scale development itself, if implemented without
destroying completely traditional power structures, was the ideal system to oppress the
rural masses ..

2 E.F.SCHUMACHER, 1973, pp.168-169.
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5. International Complementarity.
Another important conclusion can be that the respective shares of manufacturing and
commerce (retailing and trading) in the textile sector determined the standpoints of
labour unions (from an employment point of view) and employers' organisations (from
a financial point of view) took on the issue of foreign trade policy. As the situation is
different in each country one might suggest the existence of a certain kind of economic
textile complementarity.

Probably, at first the commercial complementarity between the Benelux countries had
been wishful thinking: unlike Germany, Belgium had no need for Rotterdam's harbour
facilities or the Dutch trade and transport services. However, especially in the textile
sector, including producing, trading and retailing, an economic complementarity, rather
than a commercial complementarity gradually emerged. Whereas Dutch clothing
production often moved to Belgium, the Dutch trade, transport and retail services were
increasingly in charge of post-production activities in the entire Benelux. In any case,
whereas in the Netherlands the importance of the industrial sector for the employment
and economy declined further and the importance of the services sector remained steady,
consolidating its impressive growth up to the 1960s, the same tendencies existed in
Belgium but to a lesser extent.

Certainly many Dutch large-scale retailers and other importers were linked to production
units in the developing, especially Asian countries. As some of these units can be
identfied as Indian small-scale units, we may suggest that international complementarity
was possible between larger and small-scale sectors, created through opposing historical
trends in both countries. However, in this case the complementarity was based on a
declining labour force in the Netherlands and the 'squeezing out' of the small sector in
India. At the risk of some simplification, we then contend that as many Dutch retailers
and importers had also penetrated into the Belgian market, Belgium, lacking domestic
large scale retailers and importers, joined this kind of complementarity with developing
countries like India, the Netherlands being the financial link between India and Belgium.

6.'Fortress Europe'.
Was there optimism or pessimism among traders and politicians concerning India's textile
export chances? A list of the top 15 textile product exporting nations prepared by GAIT
revealed that India went down to the 13th rank (1982) while West Germany secured its
number one position, followed by Japan, Italy, the US and China. Even France, Hong
Kong, the BLEU and South Korea improved their positions. However, in relative terms
India succeeded in keeping its share in the world textile exports: it remained just around
1%. In absolute figures, India's cotton textile exports, excluding garments, improved
significantly in 1986. However, this was being attributed primarily to the acute shortage
of cotton in certain textile exporting countries like Pakistan and China 3. At the same
time, with the 'India-look' fading away, the handlooms lost ground and the powerlooms

3 Textile Export: No Room for Complacen<;y, IE, 26.11.86.
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claimed a more important share of the Indian textile export pattern". As a result there
were reasons for both optimism and pessimism among Indian exporters and policians.

In any case, there seemed to be some hopeful signs in the Netherlands. An inquiry
carried out in 1991 found that Indian textiles seemed increasingly attractive to Dutch
bussinessmen. The most important argument to buy Dutch textiles was the relatively low
price, especially in the case of clothing. As was to be expected, the quality of the Indian
product was considered to be poor in relation to textiles originating from Southeast Asia.
Yet, the price-quality relation worked out in favour of the Indian product. The Dutch
importers also noticed that the Indian product was becoming increasingly expensive and
of better quality. This quality improvement was due to better communication between
producers and importers and increasing attention to product development in order to
better satisfy the desires of the European consumer. Finally, most businessmen
considered the delivery terms to be the most important obstacle to increased imports
from India; they attributed the extremely long waiting periods at the Indian airports to
the fact that India was still a 'time-abundance-society". However, the overall picture of
the Indian products did not seem to have worsened.

Also some other positive predictions were put forward. According to O.P.Sharma, the
income elasticity of Indian textile products in the EEC was relatively high in comparison
with products from other developing countries. Thus, contrary to the general belief, India
would enjoy comparatively better demand conditions in the EEC and thus comparatively
better trade creation possibilities in the post-1992 period. On the condition that the MFA
restriction would be abolished, India would not be hurt by a possible reduction in prices
in intra-EEC trade, but would face severe price competitiveness from other established
Asian competitors in most of the product categories. Moreover, O.P.Sharma did not think
that increased competition from East Europe would have a major impact on this
situation. In 1991 India still had a higher quota than the combined total quota of the East
European countries and the former USSR. It was also expected that wages in these
countries (labour migration to the EEC) and even more in the traditional textile EEC
member states, like Portugal, would increase faster than the Indian wages".

Apart from the abolishment of the MFA, also the European integration after 1992
became a topic of discussion within the Indian textile sector. Would a complementarity
between the Benelux and non-European markets, such as India, stilI be possible? Again
according to O.P.Sharma the external impact of 1992 would be best seen in the area of
textiles and clothing. The consequences of the economic unification could be gauged in
terms of increased income of the EEC and reduction in intra-EEC trade prices,
elimination of member state quotas as well as GSP quotas, removal of all national
restrictions, and consequent increased competition among extra-EEC suppliers, having

• K.NAGARAJ, et ai, in Frontline, 6.12.1991, p.59.

5 See J.EUWEMA, December 1990.

6 C.P.SHARMA, 1991. pp.15-18; Bril:ht Prospects for Garment Exports (M.K.Panthaki). FE,
27.10.1989; Textile Exports Need to Sharpen Competitive Edl:e, FE, 27.10.1989.
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an impact on their prices, quota rents and export earnings? Some argued that 'Europe
92' was the new way of protectionism against the developing world ...They feared a
'fortress Europe' replacing the MFA. ..

The ultimate conclusion of our case studies is that they contribute to the idea that
economic policy-making in different countries, in a world which becomes technically
speaking smaller all the time, is increasingly interlinked and interdependent. It is not
obvious that this fact is linked to a growing feeling of responsibility for and solidarity with
events taking place far from home, on the part of large portions of the population,
political parties and governments, both in the developed and developing countries.

7 O.P.SHARMA, March 1991, p.1S.
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Trade by Commodities. Statistics of Foreign Trade. Serie C, Paris (OECD).

Yearbook of International Trade Statistics, New York (Statistical Office of the UN.
Department of Economic Affairs).
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III. UNPUBLISHED RECORDS.

1) Gemeentearchief Tilburg (GA), The Netherlands.

- Records of 'Pieter van Dooren':
Inventory nrs. 514, 515 and 998/1004.

- Records of 'Simon De Cock':
Box LXXI.

2) Algemeen Rijksarchief (ARA)/ The Hague, The Netherlands

- Records D.U.Stikker, 2nd dep. 124-142.

- Records Directoraat-Generaal Buitenlandse Economische Betrekkingen, BEB (2.06.10):
1351, 1720, 1131, 1919, 1342, 722, 468, 1895, 1702, 1112, 1939, 1343, 1720, 1085, 1940,
719, 1926.

3) Archief Ministerie van Economische Zaken (EZ)/ The Hague, The Netherlands

-DG Buitenlandse Economische Betrekkingen (BEB)

-DG Industrie en Handel (IH)

-DG Industrie (I)

-D Financiering en Deelneming (FD)

(WA:Werkarchief/ AS:Algemeen Secretariaatsarchiefvanhet MinisterievanEconomische
Zaken)

4) Archief Ministerie van Buitenlandse Zaken (BZ)/ The Hague, The Netherlands

- Code 6.
2nd bloc: 600, 610, 611, 612, 613, 614, 660.
3rd bloc: 610, 611, 612, 613, 614, 661, 664.
4th bloc: 601, 610, 611, 612, 613.
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- Code 9.
2nd bloc: 911, 912, 921, 996.

5) Archief Ministerie van Buitenlandse Zaken (BZ)/ Brussels, Belgium

- 5216, 12118, 12455, 12456, 12621. 12761 and 12151.

6) Archief Secretariaat-Generaal Benelux/ Brussels, Belgium

-l l.Decisions ministerielles

-13.Gemengde werkgroepen

-21.Commissie voor Buitenlandse Economische Betrekkingen

-23.Commissie voor Industrie en Handel

-25.Commissie voor Douane en Belastingen

-31.l3ijzundcre Commissie voor de Coordinatic van de Statistick

7) United Nations Archives (UNA)/ New York, United States of America

-Records of the Office of the Secretary-general

-Records of the Office of the Under Secretary-general for
Political Affairs

-Central Registry

8) National Archives and Records Administration (NARA)/ Washington DC, United
States of America

-State Department Records



326

9) Public Record Office (PRO)/ Kew, Richmond, Surrey, United Kingdom

-Foreign Office General Correspondence Political (123. 370, 371)

-Dominions Original Correspondence (35)

-High Commission and Consular Archives India (133)
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IV. SELECTION OF INTERVIEWS AND CONTACTS2
•

In Belgium:

Fr.(lic.) J.Hanssens, DISOP, Brussel.

Mr. P.Van Ginderdeuren, NV Sogilo, Zele; PVBA Ets.Van Ginderdeuren P. & Cie.,
Aalst; Usine Beige de Confection, Aalst.

Prof.dr.H.Van der Wee, KUL / formerly: NV J. Verbreyt-Weyn, KapeUebrug, St.-
Jansteen (The Netherlands)

Prof.dr.J.Maton, ISVO, Universiteit Gent.

Mr. L.Fruru, Volks Deposito Spaarkas, Gent; formerly: Christelijke Centrale der Textiel-
en KJedingbewerkers van Belgie, Gent.

Mr. and Mrs.(dr.) Majumdar-Chaudhuri, Gent.

Lie, D.Podevijn, Aalst.

Ms. Ph.Govaere, Antwerpen.

dr. B.Henau, KUL, Leuven/ VEV.

In the Netherlands:

Drs. L.Keune, Drs.W.Boerboom and Dr.J'Blasing, Katholieke Universiteit Brabant,
Tilburg.

Mr. D.Beekman, Ministerie van Sociale Zaken, Den Haag.

Drs. P.Gooskens, Landelijke India Werkgroep/Schone KJeren Karnpagne, Utrecht.

Drs. G.Oonk, Landelijke India Werkgroep, Utrecht.

Drs. B.Evers and Drs.G.de Groot, IVO, Tilburg.

Former students: B.Monnens, J .van Hunnik, J.Euwema, J.Langbroek, H.Holthuizen, Ade
Graaf, H.Staflen, APastor.

2 This is no exhaustive list; however, we like to thank you ALL who provided me with
information and suggestions.



328

In India:

M.Saqib, Indian Council for Research on International Economic Relations, New Delhi.

M.Eapen, Centre for Development Studies, Ulloor, Kerala.

B.G.Hebbalkar, trade commissioner, Consulate-general of Belgium, Bombay.

G.Sonck, Consul-general of Belgium, Bombay.

G.N.Chikmath, Under secretary, Indian Merchants'Chamber, Bombay.

LSamy, director AREDS, Renganathapuram, Tamil Nadu.

Dr.P.Mohan Raj MBBS DGO (+), Preetha Nursing Home, Karur, Tamil Nadu.

K.Panchaksharam, deputy regional representative Oxfam, Madras.

Dr.B.Lakra, sj, Agricultural Training Centre, Namkum, Bihar.

Dr.M.Van den Bogaert, sj, Xavier Institute of Social Studies, Ranchi, Bihar.

S.R.Sengupta, Director-general DG of Commercial Intelligence & Statistics, Calcutta.

Fr.LLucas, Diocese of Kottar, Kanniyakumari, Tamil Nadu.

Mr. & Mrs. N.P.Chaudhuri, RITES, New Delhi.

Dr.F.Bakhala, Namkom, Ranchi, Bihar.

Fr.(Dr.) V.Mariadasam, TNBCLC, Tindivanam, Tamil Nadu.

C.Joseph, Centre for Research on New International Economic Order, Madras.

Fr.Tagore, AICUF House, Madras.

In Portugal:

Dr.P.Fontoura, Instituto Superior de Econornia, Lisbon (and other participants of the
ESTER seminar)
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V. ABBREVIATIONS OF MAGAZINES AND NEWSPAPERS AS QUOTED IN
FOOTNOTES.

De Volkskrant VK
Die Zeit DZ
Economisch-Statistische Berichten E-SB
NRC Handelsblad NRC
Nieuwsblad Nu NNU
Frankfurter Allgemeine FA
De Standaard DS
De Financieel Economische Tijd FET
Le Soir LS
Internationale Spectator ISp
Internationale Samenwerking ISa
De Groene Amsterdammer GA
Vrij Nederland VN
Le Monde LM
Tijdschrift voor Buitenlandse Handel TBH
Financial Times FT
Het Financiele Dagblad FD
The Hindu TH
De Voorpost DV
Economic and Political Weekly EPW
Nieuwsblad van het Zuiden NvhZ
Texpress TP
Noord-Brabants Historisch Jaarboek NHl
Business India BI
India Today IT
Journal of World Trade JWT
Indian Express IE
Inforient-Dossier TD
Gatt Focus GF
The Economist TE
Derde Wereld DW
Financial Express FE
Weltwirtschaftliches Archiv WA
Tilburgse Courant TC
De Tijd DT
Economic Times ET
Eastern Economist EE
Far Eastern Economic Review FEER
Algemene Geschiedenis der Nederlanden AGN
Business Standard BS
Het Laatste Nieuws LN
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