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COMMISSION COMMUNICATION TO THE COUNCIL on the .

progress of GATT Article XX(i)/XXIIi consultations

on U.5. exports of synthetic fibres

I. Introduction

It is the view of the Commission that the existence of price regufation
in the United States for oil and natural gas, together with restrictions on
the export of certain of their derived products (e.g. naphtha, natural gas
liguids) give U.S. producers of synthetic fibres and other petrochemical

products a cost advantage comparéd with their European counterparts, and

that this advantage has been one significant factor among others in the greatly

increased exporfs of U.S. synthetic fibres to the Community in 1979.

The conditions of Article XX(i) GATT thus appearing to be fulfilled,
the Commission requested bilateral consultations with the United States on
24 November 1979, in accordance with Article XXIII.1 GATT, and consultations

_ began on 14 December 1979. Subsequent meetings have ‘taken place on

14 January 1980, 11 March 1980 and 24 June 1980.

An interim report on the results of the consutta;ions of December
and January was included in the working document of the Commission services
"U.S. Exports of synthetic fibres to the Community', which was discussed

in the Council meeting of 5 February 1980.

In that report, the Commission concluded that there were at the time no

- grounds for the taking of restrictive measures against synthetic fibre

imports on a Community-wide basis but that action might be justifiable in a

specific area of the Community.
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subsequently, safeguard measures were jntroduced by the Commission for
the U.K. market in the case of polyester filament yarn (1) and potyamide |
yarn for carpet, the latter measure being confirmed by the Council on
9 June 1980 (2).

The Commission's repoffﬂcohcluded further that the consultations with
the United States under Article XXIII GATT should be vigorously pursued .
and that the magnitude of the competitive'advantage enjoyed by U.S. producers
should continue to be studied with a view to the possible taking of remedial -

action.

The Council took note of the Commission's conclusions and invited it ;

to pursue the Article XXIII.1 consultations.

In order to‘arrive at an evaluation of the importance of the competitive

| advantage resdl%ing from U.S. controls on oil and natural gas prices the
Commission proceeded to study with the U.S. authorities the relevant
legislation and its practical applwcat1on and the timetabtes envisaged for
price decontrol. This subJect is of great complexity and a full understanding
of its practical consequences for 1ndustr1at costs is very difficult to attain.

The factual situation with regard to the oil and gas price regulatory
systems and. their impact on the costs of U.S. synthetic'fibres producers,
as it has emerged from the consultations, is summarised in the following two !

sections.

II. 0il price regulation

The U.S. oil price control legislation divides domestiéatly produced
oil into aeVeraL categories. "0ld oil", which is produced from wells discovered
some time ago, is sold at low, controlled prices, which are allowed to rise
only in line with inflation. "New oil", produced from recently discovered
wells, is not subject to price control and its price reflects wor(d market

conditions.
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The essence of the decontrol legislation, which is now allowing the
price mechanism to begin to play its part iin reducing U.S. oil consumption,
is that a certain proportion of the category "old oil" is transferred each
month into the category 'new oil", so an ever decreasing proportion of
U.S. domestic production is price-controlied. 40% of domestic production
was price-controlled in June 1979, aonly 25% is price~controlled in June 1980,

and none will be price~controlled by September 1981.

This decontrol timetable is not yet reflected in a narrowing of the
differential between the average price paid by U.S. refiners for their oil
and U.S5. oil import prices, because the effects of decontrol have been.
counteracted by the OPEC price rises which have taken place over the last
6~9 months. The differential has thus risen from $4.00 / barrel in June 1979
to 8 6.54 / barrel in March 1980. In June 1980 it is estimated by the
American authorities to have fallen to 8 6 / barrel, and under reasonable

assumptions about future OPEC pricing decisions and if the decontrol timetable
remains unchanged it can be expected to have declined to % 4 / barrel by

December 1980 and to continue to decline thereafter.

- PEO—
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This decontrol timetable is an inevitable result of existing legislation

which, (if it remains unchanged), will thus lead to complete decontrol by
September 1981.

-

With regard to the impact of the oil price differéﬁtiat on the production
costs of synthetic fibre manufacturers,ithié is determined primarily by the
extent to which it Leads to a price for naphtha, the basic petrochemical
feedstock, below that which would prevail under free market conditions. Thus
the U.S. price for naphtha (1) in June 1979 was estimated at % 180/tonne
compared with a European contract price of $ 235/tonne, a difference of
g 55/tonne. By March 1980, this difference had increased to £75/tonne
(U.S. 8290/ tonne, EC 8345 /%onne), reflecting the increase in the crude
oil price differential over the same perijod, but it has since again declined,

the European contract price having fallen to around § 350/tonne in June.

oo

(1)Estimated as an average of U.S. prices for gasoline and naphtha type jet

fuel minus 820/tonne, reflecting according to European experts the unpublished
Us price for naphtha.

e —— e G -ty e emem = mn



User
Rectangle


i11. Gas price regulation

Natural gas prices in the U.S. are subject to control under the Natural
Gas Policy Act (NGPA) of 1978, although the U.S.A. has a Long history of
price control for gas produced in one state and sold in another ("interstate

gas').

The aim of the NGPA was to gradually decontrol gas prices by the year
1985 (1), but to ensure that industrial users of gas as boiler fuel pay a

realistic market price at a much earlier date.

However, when the NGPA was formulated, no-one foresaw the large
increases which were to take place in oil prices in 1979 and 1980. As
a result, the provisions of the Act which were to allow real gas prices to

attain free market Levels by 1985 are lLikely to remain completely inadequate.

In consequence, industrial producers using natural gas as a feedstock
obtain significant benefits from the control of gas prices, and the cost
advantage they now enjoy compared with their European counterparts is
unlikely to dwmwnish before the year 1985, when it will be to a very Large
extent eliminated. The advantage is compognded in the main gas—producing states
of Texas and Louisiana by a Low price alsorbeing paid by industry using k
gas as fuel: it is in this area that the man&facture‘of certain petrochemical
intermediates used in the manufacture of synthetic fibres (adiponitrile,
adipic acid, acrylonitrile, ethylene glycol) is concentrated This advantage
is shared between the producers of synthetic fibres and the producers of the
intermediates in a proportion depending on the prices baid for these

intermediates.

In the South-Eastern U.S., on the contrary, where the main manufacturers of
synthetic fibres are located, it appears that industry pays a considerably higher
price for gas used as a fuel. The advantage deriving from gas pribe control is
thus reduced, although that deriving from the purchase of intermediates produced
with cheaper gas remains.

The cost advantage derived by U.S. producers of synthetic fibre
manufacturgrs from gas price control.is certainly less than that currently deriv-
ed from oil price regulation, because of a major proportion of synthetic fibre
production must be based on naphtha and only the remainder can use gas as feed=
stock. However, it is untikely to diminish in real terms and may evén increase
between now and 1983 and wiLL‘thus remain a considerable problem even after
September 1981. ‘

(1) ,3_.‘).-:} dnk7 x
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V. U.S. Remediai‘action

The difference of opinion between the EC and U.S. sides as to whether
the conditions of Article XX(i) are fulfilled persists. The U.S. contention
is that the cost advantage derived by U.S. synthetic fibre producers from
oil and gas price regulation, which they consider to be very much smaller
than Community experts have estimated, has not been the mazin cause of the
jncreases in U.S. synthetic fibre exports to the Community. In addition,
the U.S. authorities allege that EC producers have free access to petro-
chemical intermediates under the same conditions as U.S. synthetic fibre
producers. Therefore, the U.S. does not consider itself to be breaching Article
XX(i) and is therefore under no obligation under the GATT to take remedial
action. Nevertheless, the U.S. authorities have declared themselves ready,
in a spirit of cooperation, to examine the possible courses of action proposed
by the Commission to alleviate the probiem of increased synthetic fibre
exports to the Community. The results of this examination yp till now are as
follows:

Firstly, in view of the long and politically difficult domestic decision-

making processes in the energy field, the U.S. authorities do not consider it
‘poLiticaLLy realisfic to propose specific legislation to accelerate oil and gas

price decontrol solely for commercial policy reasons.

.
»

.

Secondly, the U.S. authorities do not regard the use of commercial

policy instruments to restrain U.S. exports of synthetic fibres as justifiable

under their legistation.

\

¢

Thirdly, although current legislation would not allow the Administration

to derestrict U.S. exports of naphtha under its own authority, the U.S.

authorities have offered to examine two specific measures :

- the Europeanisation of existing national naphtha export quotas;

- the provision of a substantial export quota for natural gasoline.

The creation of a single Community quota for naphtha instead of separate ones
the Member States should be understood primarily as a symbolié gesture.

I/..
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The offer to examine the opening of an export quota for natural
gasoline might be of more interest to Community industry. It is a product
of considerable use as an alternative to naphtha in the making of some
petrochemicals, it may become available in considerable quant1t1es
on the American mrket, (for reasons associated with the declining demand
for gasoline), and according to the U.S. authorities it would be available
at U.S. market prices. However, it is as yet unclear just how useful a feedstock
natural gasoline would be, whether the infrastructure needed to assure its
transport to Europe is available, and what its market price would be Likely
to be. These questions are being further examined together with COmmunky 

industry.

V. The development of U.S. exports of synthetic fibres to the Communitx‘

The accompanying tables containing the most recent figures available to the
commission (see Annex) show that the high Level attained by U.S. exports to
the Community in the last quarter of 1979 has been maintained in the first
guarter of 1980,'atthough it‘has not increased significéntty further overall.

-

Vi. Conclusions

Taking into account the developments described above, the Commission
is of the op1n1on that the conclusions it arrived at in February remain
valid. As regards the GATT Article XXIII.1 consultatidns, it believes
“that they should be pursued wwthlthe fottow1ng aims in view:

- to maintain pressure on the U.S. authorities to adhere scruputously'
to the existing timetable for decontrol of oil prices. In this
context, it should be noted that a change in this Legislétion eitherbto
accelerate or to slow down decontﬁdl, would require a time—consuming

passage through both parts of Congress.

'n/--
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-~ to continue %0 press the U.S. authorities to accelerate the decontrol
of natural gas prices for industrisl users. In fact, because of the
considerable benefits it brings to some consumers, but not to
others, and because of the increasing discreparicy between the prices
of oil and gas, it is possible that the NGPA may be subject to
amendment between now and 1985. However, such amendment would almost
certainly be subject to a debate every bit as long and acrimonious
as the one which led fo the adoption of the Act 1in 1978 and any
prediction of the outcome of such a debate would be extremely
harzardous. Nevertheless, certain technical measures modifying the
application of the Act in the sense suggested by the Commission already

lie within the powers of the Administration;

- to continue to monitor the development of the oil and gas price

differentials;

- to continue to monitor U.S. exports to the Community of synthetic
fibres and other related products;
- to study whether the American proposal to Européanise naphtha exporf

quotas is of more than symbolic importance; .

-~ to pursue the American suggestion on liberalising natural gasoline
exports, if this shculd prove to be economically of interest to
" Community producers.



User
Rectangle


s5.0y stJlaw

3D 314v1S ¥3153470d 40

JYYHS 13NYVNW a@wkxomtn h

w_ *$*N J1eys Jdysey
33)-e43%3 aJeys 1ayJen

@z 22 06 °5°n siJoduy 1

) @st 251 209 26% 337-2J3X3 s3sodug T

o R *ge 2Jeys 3ajaey
§ 33)-eAIX3 2.40ys 1dyJey

2123 (€77 | 1418 S - *§°n s3ysodug i1
(040) si2 £98 DEl 33)-243x3 Sisoduy
%8 % 2’s X 2°s z 670 *S°n 3/eys 1ajJey
! (% 9762) (X 9762) % %21 339-243%3 2.BYS 33YJEH

251y (1£8) 196 ‘ 791°2 ~g°n s3s00w] An
(£62°1) (5£6°2) wmQaM : gg2oet Qve°9 339-e431x3 slJodui

%99 . %99 % 272 »s°n aseys 3axaey |

Z 291 % €791  SFAS 3 A 33)-e33x3 m:%? jaxsen | 2

062 ) 062 9L 9% *g°n c3s0du] 3

‘ €% ) 122 588°2 219°¢ 339-¢a3x3 sysodug | ° B

<z Lo %921 z %2l X 1L *$°f aJeys 32y Jen
% 2L X 0°9L % 0791 % 9791 33)-241X3 aJBYS 33%jieH

©v9) B2 08 gz 669°1 sn sisodug w
wso | weori | - 9007t 220°y 0£9°€ 33)-e43x3 sjsodug

cmwm d_ ommw u.:m .f.mmm,i ruwmmmnm £26% 8263


User
Rectangle


(% 9L § (x 878 (% 0°sL) % £ 1 ¢ *$°n dJeys ayJew
; 1 ¢ %8 x 0°02) % 02 ¥ 276 33)-843X3 3JeyS 13YJeW
(68778} §  209°% 1§72 250°0L 22271 *s*n sisodug !
(££2°5) 900°¢ §58°% 229°sL 185 33)-e431X3 S3iJodul
(R 2') ) % 6°2 S M) X v X %0 *§$°n aseys anJen
(X 91 % 221 (% 9701 (X 9701 ¥ 9’a 339-043x3 o._mz,m ogJey
. €00%3 04 S9L 199 kA%4 *s*n sidodug y
000"y | 22571 262°1 ‘0L1°S 829°9 339-843x3 S3400u]
. o4 ) X 2°% L& 3xad ) €% *g°n aJeys 19%uel
R X 861 33)-e43x3 JJeys axndey
0271y | 99ect osL . 12672 SL1°t “sen s3s0du] N
, gr9°8) 192°% s§L°Y 296°81 9%9y°LY 33)-e43x3 siJodu]
(¢ 4D % 0°S ¥ 0°s X 81 sgen aseys JayJey
1 % 199 p AL 13 % 5921 33)-BJ31X3 3JRYS 33Ysey 3
I (0052 4926 892°§ £66°02 $54°§ *§°n s3soduy 3
186°41 222791 888°85 222°0% 33)-€1%3 siJodu ?
. ] ! &I81
R e O O I R B
M, S5U03 JLJIoW . .
. °3UBI4 INAVLS ¥ILSIAT0L 30 3yvHS 13y NV SLHOJWI
M .
A%



User
Rectangle

User
Rectangle


oV

SU0} JtJa3ow

&

*N¥YA INIWVII4 ¥31S3AT0d IUVHS L3INYVW OGNV SLYOJWI

(¢ AN % s12) % %L % ¥ % 2% °S°f 2ueys 3ajtey
% 22 x 98] % ivee IR Ed £ B4 330-823%3 aueys 3ajuey |
20032 6655 ) 64574 74879 809 “$Tn s3soduy
(792°%) (159" 3 890°¢ 222721 9189 332-843x3 s3Joduy
- x9 X 975y % 2% % 27% 5 §%2 “gen aJeys jaytey
(% ‘0L s} x 2% ¥ 2% 5 2% 337-241%3 sieys 13%.ey
s - (985> els ) 99¢ PIoaY 28 “s°n s320dug
02071 (2Li°L ) Y08 ‘912°¢ $65°L 33)-8431%3 S)Jodug
% 9D X 9%t % 9% %z 970 "S°M 24eys 313yJey
' % 9%¢ % 9%¢ g 6% 333-243X3 3JBYS 3I3yJey
00iL°L +) 266 ) 924. | 668°2 092 °g*n s3soduy
(690°2 ) 265° 1 295°9 814°S 335-843%3 siLodu}
% 0°LL) % L% % 4% % ‘¢ "STh 2JEYS 33%den
: . % 0% % 024 %2 333-843%3 2JEys 19yJeH
€00L°8) 682°01)}  026°9 828°42 925°6 *$"n sisodu]
zse syl 69861 820°6% 691°2% 33)-203x3 s31s00ug
ogeL | 06l 0864 6261 -sbedsne | gsa 8261
Key . JL4dy sjsenb "3sI] "isenb A7} Ajd234end . .


User
Rectangle

User
Rectangle


S el 2

Lt

=

+ oy
. Bk

P,

% SY1E

*ge aJeYS 1INJE

N
e

Car et sl Suaa ST SENETRO s - e SR ol S N e

X 2969 33)-BL3%3 aseys 1aydey
(sée g §92°1 £2s s s3ysoduf 1a
- ogs ) z0% 019t 850°4 33)-223x3 sysoduy
o {% §2) {% 02) % G2 "o aJeys 3IajJey
X Les X L2 33)-BJ31X3 34PYS IINJBHK
) {006) cte 3 92¢ 906°2 L9t . -gn sjsodug | ¥
N - (9562 (g ) one 196°2 6212 33)-43x3 S3J0du]
(% 29 % 622 'z 6791 Z 6%t % s z 0% cs°n m.._fem..wmsu:ms
% 8762 % 8762 ¥ 6702 33)-843%3 2Jeys 33yJey
‘ 97 29" 1) 9962 612°€ 290°¢ J. 120°S esen sjuodug | A0
(S1$°6) §12°s ¢mwyo~ wmmeNP 335-8J3Ix3 $3IJ0du]
29 . %9 % 979 *g°f 942YyS IINYJEY
% 8791 % 8°91 Z s‘8 33)-2J3%x3 aJeys 3ayJey M
(802 ) 724 269 90€ "STn sisodup | 4
265 2 %2 696 265 333-243%3 sisodug ft
%8+ x 2’9 % 2°9) % 170 “sen adeys jaysey
% 2°st X 2'si % w45y 333-841X3 24LUS 32%40H
0ot + 9Lt 3 B -7 ) 4% 22 , g sidodug L
61 (9z 3 761 ¥ 28 333-243x3 s3Jodug
T U6l RETY Ga6s 6264 781
Lep m 11dy sjiend 1:11 c1senb Ag fuhuuwu 6261 2261

SUCl JLJdicm

e

e

ke :

Zm.@b IWYTITS ¥ILE3IAN0d IYVHS L13NYVM oz«@mo&xm

Ll A T el X

.

R e

B -

*s


User
Rectangle


& 279 % 5'6) 2 2% X 2°¢ % 52 eg*n aJeys 393JeM
“ T T T xe & e %€l ¥ 0’st X 0°e 337-841X3 3JB4S 33YJEY
A (587D oze°e g21°¢ 169°24 522°9 .m.s. s3Joduf
) (552°%) 920°8 208°¢ 622°1E ‘940°61 33)-eJ3x3 siJodug
(3 % (e D} % Lo %t % 1% *S°n aseys 3ajJey
% £79) % 99 ¥ 979 % % 33)-RJS3IX3 34BYS 13NJRW
(£0%) (2o ) 122 £88 922 °s°n syJodug
“_ 852°1 )|  guseL | geg°s 98E°% 337-e43%3 SyJodu]
| X 8°0) % 2°0 & 20 & £°0) §*n 2Jeys 12%seH
(¢ JAD) x O 2 (% $'8) 337-41X3 aJeys 19%Jey
iy (SLL) (824) . @ 4°74 *g°n siJoduy
(68£°2) (90%°1 )| €991 ££2°¢ 902°2L 333-023%3 S3s00ug
% 0°S) X2’y z 2%y z 92 “s*n aJeus 39184
) % 02 % 0°21 x's‘8 33)-843X3 3Jeys 1ayJe
(00£°E) (788°7 51 89y"y ¥62°L4 622°01 ,  °s°n s3so0dut
(ss9°0L | 6%4°21 666"0S L1672 33)-243x3 S31Jodu]
B [ < T BI6T .
R T i s tvesieed I B |
suoy JtJlaw ® v
S314VLS JITA¥IV 3¥VHS 13A¥YW GNV SI¥OdUI
) N
Ly N ._ .

R P -

LS

e s e g SO

aRE



User
Rectangle


M - i m SN edeyt 1dyJey
T m 33)-RJ1%X] 3JBYS 3I3NJEY
) _ (S 4 I 3 { ) *5°n sjsodui
o m ) (51id 7Li 95y 68y | 333-243x3 s3s0dul
h - 73 q T T “§*f adeys zajydey
i 33)-833%3 24BYS 3jdey
. o . "S$°f1 sisoduy
1. OLL) (741} e 951 g8 33)-813%3 s)Joduy
i a TR I R Wi & 9’8 | g 9% % 072 "5 Jeys 13yseR
_ £ L9 % 19 g 9°¢ 33)-243%3 aJeys 13jsey
m o 281y 1651 (2083 (925 229 289°2 52172 *s°n sidodug
(552> 96171 982°Y 959°§ 377-e03x3 slJodug
W ; % s°¢ - % £s % '€ ‘s°n sseys Janied |
: .,, X A % L2 XY 337-2231%3 3deys 13yLey
_m (22§} et 882" 10e°1 °gen S3J00u] 3
] .
W, ) {239 b2 B 8L 05y 333-2431%3 S3Joduy
_ M - u, (% 672} % 672 %971 *GoN dieys IaxJel
) 1% 27¢6) (% 8763 % 879 337-B43IXF 2JBYS 333J8H
. Mwwcg 99 3 99 $92 8yl *$°n s3407ug
4 | - 21y 2y 82§ 025 | 333-841%3 s1s0du}
W m O\,MM " mmmwa ummmw 351 e“i_wmm..)w \:vmwwwm 6461 861
i © O sua1 023w re) 33045 2TTA¥IV JUVHS LINHVM Qzﬁzo&: .



User
Rectangle




