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Executive Summary

In 1.9_88, the U.S. apparel market totaled approximately $140 billion in retail
‘value. However, the market has been stagnant for the last few years. The larger trends in
apparel sales indicate that the per capital spending of U.S. consumers on apparel has not
increased. Since the U.S. retail market in the future is likely to make only moderate gains,
the competition into the 1990s among U.S. producers and foréign exporters is expected to
intensify. There are six major challenges that Thai apparel manufacturers may face in
competing for a share of the U.S. apparel market. :

First, foreign imports will not continue to enjoy the accelerated growth of the last
two decades. This is mainly attributable to the increasingly strict apparel trade regulations
under the Multi-Fiber Arrangement (MFA) and bilateral agreements with individual
exporting countries. The present quota system does not allow considerable growth in
imports to the U.S. Foreign imports currently account for roughly 50% of the U.S,
market. In the past two decades, the import penetration ratio has been steadily rising. It
appcars, however, that the import share will not grow at as rapid a pace as it did in the
past.

Second, U.S. domestic producers are making eamnest efforts to sustain their
market presence. While the U.S. textile and apparel industries continue to pressure the
government to take prétcétionist trade policies, they are implementing new measures to
increase their efficiency. One example is the Quick Response System, in which U.S.
domestic textile producers, apparel manufacturers and retailers are linked together in order
to achieve an efficient communications network amoeng point of sale, fabric production
and manufacturing for deli\}ery to retailers. In addition, the industry is faunching buy-
American campaigns such as the "Crafted in Pride” program. Further, the U.S.
gover'nment is pfogiding assistance in restoring the competitiveness of the U.S. textile
and apparel industries. The U.S. government and private sector joint effort may pose a
stiff challenge to Thai manufacturers. :

Third, Thailand will face competition from the 807 type of production (defined in
Paragraph 807 of the Tariff Schedules). Under the 807 production, U.S. firms cut {abric
into individual parts, ship these parts to a second country for assembly and re-import the
assembly apparel. Under this arrangement, U.S. companies pay duties on the value added
to the cut pieces, rather than on the finished product value. Moreover, the majority of 807
production takes place in Mexico, Central America and the Caribbean, primarily due to
their geographical proximity. 807 production grew at a rapid pace under the Reagan
administration, which endorsed it as a cornerstone of its foreign economic policy toward
neighboring countries. Although imports under the 807 account for 3% to 4% of total



imports, Thailand must be aware of the growth of this type of offshore assembly
production.

Fourth, the recent trend in offshore'production may pose an obstacle to the
flourishing of the Thai apparel industry. Offshore production appears to be not as popular
as it has been for the last decade. Some U.S. companies are returning their production 1o
the U.S. There are several reasons for this counter-trend, including lack of control over
production (quality control problem), long lead times, quota problems and financial
problems (advanced payment required). The decline of international sourcing is a cause
for Thailand's concern, especially since it is trying to expand its apparel industry by
inviting U.S. firms to set up operations there and by increasing commission work
contracted by U.S. firms. o

Fifth, fierce competition among foreign exporters fighting over the limited size of
the pie could pose the greatest challenge 1o Thailand. Currently, apparel imports to the
U.S. are dominated by the so-called "Big Four": Hong Kong, Taiwan, South Korea and
the People's Republic of China (PRC). The Big Four account for roughly 50% of total
imports into the U.S. In recent years, however, thelr dominance has been eroded by the
efforts of an array of small to medium-size exporting countries, which can be divided into
two distinct groups. The first group consists of countries that have been steadily
developing their production base. It includes countries such as Singapore, India, Sri
Lanka, th'c Dominican Republic, Mexico and Malaysia. Tha.iland also fails under this
category.'_The other groﬁp consists of small suppliers whose export potential has emerged
only recently, This group includes Guatemala, Greece, Portugal, Turkey, Israel, the
United Arab Emirates, Egypt, Chile, Morocco and Peru. Coupléd with the labor-intensive
nature of the apparel industry, the quota system makes the apparel trade scene highly
dynamic and fluid. Thailand, which is currently ranked as the 16th largest apparel
exporter to the U.S, has to compete against the Big Four, second-tier and newly emerging
exporting countries, _

Sixth, Thai manufacturers must be aware that cost is no longer as decisive a factor
as it was in the past in contracting offshore sourciﬁg firms. As sourcing alternatives
proliferate, U.S. firms are seeking suppliers that can offer a "complete package,” which
features quick lead time, high quality, reliable fabric production and a problem-free quota
system, Individual companies are taking measures to either expand or sustain a market
presence. For example, many Hong Kong manufacturers have successfully transformed
themselves from competitively-priced, large-volume suppliers to up-scale, design-
conscious market leaders. These efforts have been made in order to shed off éompetition
from other countries as well as to combat restrictive quota limits. Tha_iland must identify



the strengths and weaknesses of its apparel industry within the global marketplace and
plot a strategy to become the ieading apparel supplier to the U.S. market.



Chapter I: Overview of The U.S. Garment Market

1. Introduction

A. Objective

This report is designed to provide information on the U.S. garment industry in
‘order to help Thailand to increase its market presence in the United States.

B. Scope of the Study

This study serves as a comprehensive marketing resource. Issues covered in this
study include market size, import statistics, U.S. production and export levels, changes in

the distribution system, U.S. trade policy, and customs and safety rcgulations.

C. Methodology

The study is based upon primary and secondary source information. Numerous
interviews were conducted in order to assess the current state of the U.S. indusiry. The
foilowing individuals were contacted in order to obtain their views and insights:
Congressional staff, officials at the Office of Textile and Apparel of the Department of
Cbmmerce, corporate executives, buyers from department stores and family stores,
import directors of specialty stores, marketing directors of mail catalog order houses,
trade journal editors, and independent store owners. In. addition, an exhaustive literature
search was conducted. This study provides the most comprehensive information available

on this subject.
D. Definition

The term “apparel” denotes gan'ncht merchandise and is used _intcrchangéably
throughout the report with the term '_’gai*ment." Within the U.S. in'dustry, however, the
term apparel is more often used than the word garment. Apparel products are defined as
clothing and accessories, excluding footwear, made of woven or knit textile fabric, which

are either cut, sewn, cemented or fused.



2. Categorization
A. Quota Category

Depending upon the purpose, there are several different ways to categorize apparel
products, For the purpose of administering the quota system, a three-digit number
classification is used. This three-digit number is sometimes referred to as the "quota
category.”

This system contains a total of 86 apparel types of which 22 are cotton, 17 wool,
25 man-made fiber, 20 silk and vegetables, and 2 other fibers not elsewhere classified.
Table 1-2-a lists 86 categories. The head number of each three-digit represents the type of
fiber, either cotton, wool, man-made fiber, or silk blends. For example, the cotton
category is designated by #3; thus, all the three-digit numbers which begin with #3
represent cotton-made apparel products. Likewise, the wool category is designated by #4;
man-made fiber by #6; and silk by #8. The last two digits represent specific product
types. For exainple_, glbves are designated by 31. Therefore, depending upon the material
used in the glove, a pair of gloves can be categorized as #331 (cotton gloves), #431 (wool

gloves), and #631 (man-made {iber gloves).
B. Tariff Category

Each three-digit number is further divided into more specific groupings. Under
cach ﬂiree—digit' number, there are an average of 20 sub-categories. These sub-categories
are called "statistical line items" and used for tariff purposes. Thus there are 86 three-digit
numbers (for quoté purposes) and more than 3,000 statistical line items (for tariff

purposes). Table [-2-b shows examples of the statistical line items.
- C. SIC Category

For the purpose of collecting data, the Standard Industrial Category (SIC) codes
are used. Under the SIC 2-digit categorization, apparel products are classified as SIC 23
entitled Apparel & Other Finished Products Made From Fabrics and Similar Materials.
Textile products are classified under SIC 22 Textile Mill Products. Table I-2-¢ gives a list
of SIC Codes for Textiles and Apparel.



D. AAMA Category

The American Apparel Manufacturers Association (AAMA), a Washington, D.C. -
based trade organization for the U.S. apparel industry, uses its own categorization. This
system contains twelve garment lines, which represents a large percentage of U.S.
apparel production. The twelve lines are:

D All Sweaters

2) Men's & Boys' Woven Shirts

3) All Coats ' -

4) Women's, Children's and Infants' (WC&I) Blouses

5) All Knit Shiris

6) - Trousers Slacks & Shirts (Except Jeans)

7 Jeans

8) Shirts

9) All Suits

10)  Nightwear

11)  Dresses:

12)  Underwear



Table I-2-a. Th:"ee?Digit Categorization (Quota Category)

Others 337 Playsuiis

(2 items) 239 Babies' garments

Cotton 330 Handkerchiefs

(22 items) 331 Gloves and mittens
332 Hosiery

333 M & B suite-type coats

334 Other M & B coats

335 W & G coats

336 Dresses :

338 W & G knit shirts & blouses
--340 M & B shirts not knit _

341 W & G shirts & blouses not knit

342 Skirts

345 Sweaters

347 M & B trousers

348 - - W & G wousers

349 Brassieres

350 Robes, dressing gowns

351 Nightwear

352 Underwear

353 M & B down-filled coats

354 W & G down-filled coats

359 Other cotton apparel

Wool 431 Gloves and mittens
(17 items) 432 Hosiery
433 M & B suit-type coats
434 Other M & B coats
435 W & G coats
436 Dresses -
433 Knit shirts & blouses
439 Babies' garments
440 Skirts & blouses not knit
442 Skirts
443 M & B suits
444 W & G suits
445 M & B sweaters
446 W & G sweaters
447 M & B trousers
448 W & G trousers
459 Other wool apparel

' Man-Made 630 ‘Handkerchiefs
Fiber 631 Gloves and mittens
{25 items) 632 ‘Hosiery

633 M & B suit-type coats

634 - Other M & B coats

635 W & G coats

636 Dresses

638 M & B knit shirts

639 W & G knit shirts & blouses




M & B shirts not knit

640

641 W &G shirts & blouses not knit

642 Skirts

643 M & B suits

644 W & G-suits

645 M & B sweaters

646 W & G sweaters

647 M & B trousers

648 W & G trousers

649 . - Brassieres'

650 Robes, dressing gowns

651 - Nightwear

652 Underwear

653 M & B down-filled coats

654 W & g down-filled coats

659 Other man-made fiber apparel
Silk & 831 Gloves and mittens
Vegetables 832  Hosiery
(20 items) 833 M & B suit-type coats

834 Other M & B coats

835 W & G coats

836 Dresses.

838 Knit shirts & blouses

839 Babies' garments

840 Skirts & blouses not knit

8421  Skirts

843 M & B suits

844 W-& G suits

845  Sweaters of non-cotton vegetable fibers

846 Sweaters of silk blends

847 Trousers

850 Robes

851  Nightwear

852 Underwear

858 Neckwear

859 Other Apparel
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3. Market Size by Product

According to the AAMA, American consumers spent approximately $137 billion
on apparel products in 1987. Chart I-3-a shows the composition of the U.S. retail market.’
U.S. domestic production accounted for roughly 50% ($69 billion) of the U.S. retail
market while imports ($68 billion) made up the rest. The import pe'netrat.ion ratio in the
U.S. market has been steadily climbing up in the past decades, from 40% in 1984 and
20% in 1976. -

There is little data available as to the market size by product. However, e's";imated
figures can be obtained. The U.S. Industrial Outlook gives, by product, the value of
domestic shipment (which represents the sales value of U.S. apparel firms) and the value
of imports. The approximate size of the market for a certain product can be calculated by
adding the value of shipment and that of imports. However, there is a flaw in this
calculation; the value of shipment most likely includes the sales derived from imports
{since many U.S. firms rescll imported goods). Thus, import items are counted twice.
The actual size of the market should be smaller than the total figures, Nonetheless, these
figures would give a good idea as to the market size for different product types. Table I-3-
b shows the market size of nine different products in 1987.

12



Chart I-3-a. 1987 Consumer Expenditures in Apparel

NET

RETAIL WHOLESALE
MARK-UP VALUE OF
43% DOMESTIC
APPAREL

PRODUCTION

U.S. DOMESTIC PRODUCTION
OF APPAREL

$30 BILLION

$39 BILLION

U.S. MARKET

$69 BILLION $137 BILLION

CONSUMER
EXPENDITURES
ON APPAREL

FOREIGN
PORT VALUE
OF APPAREL

NET JMPORTS
RETAIL

MARK-UP
50%

$21 BILLION .
U.S. IMPORTS

OF APPAREL

$34 BILLION

$68 BILLION
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Table I-3-b, Market Size by Product (1987)
(Figures are given in $Millions)

Product Type Domestic Sales : Imports Total

Men"s/_Bbys' Suits/Coats $3,335 $1,041 - $4,376
Men's Shirts/Nightwear $4,090 _ $3,695 : $7,785
Men's & Boys' Trousers $2,437 % 0 $2,437
Men's/Boys' Work Clothes $5,184 - $1,395 . $6,579
‘Women's/Misses' Blouses $3,863 $2,706 $6,569
Women's/Misses' Dresses $5,768 $ 0 $5,768
Women's Suits & Coats $4,082 $1,867 $5,949
Children's Dresses/Blouses $1,310 . - N/A —_
Children's Coats/Suits $ 133 N/A —

4. Import and Export Ratio

The United States imported $18.4 billion in apparel and exported $0.94 billion
during 1987, according to the Office of Textiles and Apparel of the U.S. Department of
Commerce. The gap between U.S. imports and exporis in apparel goods has continued to
widen throughout the last two decades. See Table I-4-a. With the recent decline in the
value of the dollar, U.S. firms are trying to increase their exports. However, the i 1mp01 i
dependent U.S. apparel industry is not likely to change in its nature, and the trade pattern
will remain the same for the foreseeable future. '
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Table I-4-a. U.S. Imports, Exports, and Trade Balance of Apparcl &
Textile Milli Products (Millions of Dollars)

Apparel
Apparel Textile Mill Producis Textile
: L . - . Trade
Year Imports  Exports Balance | Imports Exports Balance BALANCE
1967 595 119 -476 804 509 -295 =771
1970 1,053 155 -998 1,122 378 544 1,542
1971 1,402 164 1,238 1,359 607 -752 -1,990
1972 1,718 198 -1,520 1,497 745 752 -2,272
1973 1,956 229 1,727 1,541 1,164 -377 -2,104

1974 2,095 333 1,762 1,567 1,704 +107 -1,655
1975 2,318 341 -1,977 1,212 1,533 +321 —1,656
1976 3,257 434 -2,823 1,626 1,855 +229 2,594

1977 - 3,650 524 -3,126 1,765 1,857 +92 3,034
1978 4,833 . 548 - 4,285 } 2,212 2,073 -139  -4,424
1979 5,015 772 4,243 2,214 3,029 +815  -3,428
1980 5,703  1,0901 —4,702 2,475 3,458 +983 -3,719
1981 6,756 1,032 5,724 3,015 3,474 +459  --5,265

1982 7,386 775 —6,611 2,172 2,650 -122 -+ 6,733
1983 8,649 664  —7,985 3,167 2,241 -026 8,911
1984 12,029 638 -11,391 4,451 2,246 - 2,205 13,596
1985 13,493 593 12,900 4,814 2,227 -2,587 —15,487
1986 15,712 721 14,991 5,576 2,435 -3,141 18,132
1987 18,454 943 —-17,511 6,341 2,667 -3,674 21,185

Source: Office of Textiles and Apparel, Department of Commerce

BILLIONS
19.04
18.04 . IMPORTS
1 18.5 BIL
16.04
14.07  y.s. Apparel Imports, Exports and Trade Balance
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8.0 4
4.0 1 EXPORTS
3.0 4 0.34 BIL
2.0
1.0 /\‘-/
) R SR S R T S T ST T N 20N T MY I B

19676869 707172737475767778798081 828384 858687
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Chapter II: Supply and Demand Trends
1. Import Statistics 1970s and 1980s

A. Overall Imports

~ Apparel imports 10 the U. S have continued to increase throughout the 1970s and

1980s. See Table 1-4-a. Apparel imports to the U.S. in recent years have been dominated
by the so-called "Big Four." The Big Four are Hong Kong, Taiwan, South Korea and the
Peoplc s Republic of China. In 1982, the Big Four accounted for 70% of total imports to
the U.S. Their dominant position, however, has been eroded since then, and their share
declined to 53% in 1987. See Table T-1-a. g

The Big Four's promment position extends over a range of different product
cétegones. For examplc the Big Four accounted for 67% of total imports of sweaters.
The category in which the Big Four are weakest is that of dresses. See Table H-1-b.

Top 20 exporting countries to the U.S. in approval are listed below (Table II-1-c)
based strictly upon the value of apparel imports in 1987, The volume is given in millions
of Square Yard Equivalent (SYE). ' '
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Table Il-1-a. U.S, Imports of Cotton, Wool & Man-Made Fiber Apparel
from Seclecied Countries 1964-—1987 (Millions of SYE)

1964 1968 1974 1978 1982 1984 1986 1987

Taiwan 36 148 A2 608 AR 931 1011 942

. Hong Kong 168 321 ~ 369 695 690 814 881 871

People's Republic of 0 0 8 63 357 445 709 739

China : :

Korea 11 . 144 204 458 576 685 701 690
Subtotal 215 613 1093 1824 2371 2875 3,302 3,242
%of Total  38%  53% 56% 63% T0% 61%  56%  53%

Japan 197 313 164 170 76 138 121 87
%ofTotal  35% 21% 8% 6% 2% 3% 2% 1%

Philippines 44 43 102 158 161 234 274 304

Indonesia — e — — 38 129 168 192

Bangladesh — - 0 0 2 24 109 179

Dominican Republic ~ — — 6 35 76 95 143 173

Singapore — 23 o0 85 82 128 182 172

Mexico _ 13 91 91 56 8 116 160

Sri Lanka — — 1 10 59 108 138 157

India _ . 27 77 73 131 124 151

Haiti — — 41 53 54 68 9% 109

Malaysia — — — — 26 64 113 108
Subtotal . 358 509 627 1,067 1,463 1,705
% of Total — — 19%  17%  19% 23%  25% 28%

All Other Countries ~ —  — 322 398 308 635 973 1,082

% of Total — —  17% 14% 9% 13% 17% 18%

Total ALl Countries - 561 ~ 1,153 1937 2,901 3,382 4715 5,859 6,116

_ 100% - 100% 100% 100% 100% 100% 100% 100%

Source: Office of Textiles and Apparel, Department of Commerce

Button, wool and man-made fiber apparel imports totalled 6,116 million SYE in 1987.

Imports of new MFA fibers-silk blends and other vegetable fibers amounted to an

additional 578 million SYE bringing total apparel imports for 1967 to 6,694 million SYE.
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Table II-1-b. 1987 U.S. Apparel Imports from Major Supphers by
" Selected Categories
(Thousands of Dozex)s)

Major Suppliers
- ' % of All .

Hong Big  Other Total

Kong Taiwan Korea PRC Total Four Couniries Imports
M&B suit-Type 43 52 141 08 334 48% 361 695
Coats ' :
M&B Other Coats 549 706 856 0953 3,064 60% 2,035 5,099
WC &I Coats 1,066 784 715 1,129 3,694 S51% 3,577 1,271

Total Coats 1,658 1,542 1,712 2 180 7,092 54% 5,973 13,065
WC &I Dresses 472 360 317 535 1,684 31% 3,674 5,358
ALl Play Clothes RO7 508 42 1,371 2,728 56% - 2,167 4,895
ALL Knit Shirts 9937 7,380 6,410 3,780 27,507 44% 35,676 62,583
M&B Woven 3,423 3,709 6,423 2,243 15,798 58% 11,270 27,068
Shirts ,
WC&I Woven 3,627 1,157 1,103 1,326 7,213 32% 5,677 22,890
Blouses ' : ' '

Total 7,050 4,866 7,526 3,569 23,011 46% 26,947 49,958
WC&I Skirts - 683 924 214 278 2,099 24% 6,690 8,789
All Suits 43 252 194 92 586 55% 488 1,074
All Sweaters 2,921 4,268 3,475 1,003 11,667 67% 5,769 17,436
M&B Trousers & 2,640 3,034 1,253 2,569 9,496 44% 12,084 21,580
Shorts - : :

WC&I Stacks & 5,456 3,883 552 2,503 12,394 42% 17,272 29,666
Shorts : :

Total 8,006 6,917 1,805 5,072 21,890 43% 29,356 51,246
Brassieres, etc. 735 578 410 - 950 2,673 16% 13,676 16,349
Nightwear 1,176 623 140 1,164 3,103 58% 2,257 5,360
Underwear 8,745 2,263 199 3,363 14,570 57% 10,792 25,362

Source: Office of Textiles and Apparel, Department of Commerce
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Table II-1-c. 1987 Top 20 Exporting Countries to The U.S.

, (Millions of $ and SYE)
Rank  Country - $ SYE
1 Hong Kong $3,659 1,027
2 Taiwan $2,656 974
3 South Korea $2,365 840
4, PRC $1,889 924
5. Ialy $ 792 75
6. Philippines $ 579 308
7 Singapore $ 472 173
8 India $ 436 154
9. Indonesia $ 372 154
10. Dominican Republic $ 372 174
1. Mexico $ 362 160
12. Sri Lanka $ 335 157
13. Japan $ 328 89
14.  Macao $ 311 80
15. Malaysia $ 297 110
16. Thailand $ 279 87
17. Bangladesh $ 275 180
- 18. Turkey $ 186 76
19. Haitl $ 142 169
20. Pakistan $ 133 80

U.S. imports slowed down in 1988. The most apparent decline in imports was by
the Big Four. Iniports from Hong Kong, Taiwan, China, and South Korea all registered
double-digit percéniage declines in quantity. The value of imports from China rose more
than 15% as a result of upgrading to higher value products, but import values for apparel
from the other three major suppliers increased only marginally.

The value of imports grew somewhat more substantially from a number of small
to medium-sized suppliers who have been steadily developing their production base. This
groixp includes India, Sri Lanka, Bangladesh, Macao, Mexico, and several ASEAN and
Caribbean countries. However, the Strongest growth occurred in imports from certain
very small suppliers whose export potential has emerged 'only recently. These include
Guatemala, Greece, Portugal, Turkey, Israel, the United Arab Emirates, Egypt, Chile,
Morocco, and Peru. Combined imports from these countries increased more than 40%,
raising their share of the total from 3% in 1987 to approximately 4% in 1988.

B. Imports from Thailand

In 1987, Thailand was ranked 16th based upon the import levels of its products in
the U.S. in dollar terms. The following (Table II-1-d) shows the import level by volume
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from Thailand and the Big Four of cotton, wool and man-made fiber categories in the
period from 1980 to 1987: '

Table I1-1-d. Imports From The Big Four and Thailand
(Figures are given in millions SYE)

Cotton

Year - 80 81 82 83 84 85 86 87 - 88
Hong Kong 3%3 341 417 454 455 485 483 318 N/A
Taiwan 64 68 83 107 137 146 - 169 166 N/A
PRC 110 141 156 205 203 175 . 282 309 NA
South Korea 34 39 43 47 65 76 86 88 N/A
Thailand 12 15 16 18 27 39 29 32 31%
Wool _

Year 80 81 82 83 84 85 86 87 88
Hong Kong 37 37 32 38 39 42 44 41 N/A
Taiwan 5 4 5 7 7 8 7 7 /A
PRC 9 7 -9 12 10 7 14 12 N/A
South Korea 10 10 11 14 16 15 16 16 N/A
Thailand 0.4 0.4 0.2 0.3 i.4 2.3 2.0 1.6 1.5%
Man-Made Fiber : : : i

Year - 80 . 81 82 83 84 25 86 87 - 88
Hong Kong 207 227 240 268 320 298 333 312  N/A
Taiwan 596 586 660 747 786 804 831 - 769 N/A
PRC 47 95 192 212 232 239 407 417 N/A
South Korea 449 540 522 568 603 580 596 586 N/A
Thailand 22 25 37 46 77 38 52 41 35%
Total Thai Imports Lo

(Cotton, Wool, Man-Made Fiber Apparel Combined)

Year 80 81 82 83 34 85 86 87 .88
Thailand 34 40 53 64 105 129 - 83 75  68*

*Estimate figures

Apparel imports from Thailand enjoyed _steédy growth throughout the first half of
the 1980s. In all of the three categories - cotton, wool, and man-made fiber - ‘Thailand
successfully expahded its apparel exports to the U.S. However, this situation changed in
1985. For the last three years, 1986, 1987, and 1988, imports from Thailand have
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steadily declined, The 1988 estimated level was less than 50% of the peak import level
recorded in 1985. The decline of the last three years is attributable to Thai overshipment in
1984 and 1985. _

In 1983, Thailand signed a bilateral agreement in apparel trade with the United
States. The mismanagement and misunderstanding of the agreement resulted in Thai
‘shipments in 1984 and 1985 which exceeded the level agreed to in the bilateral trade
agreement. -immcdiately after the U.S. discovered the overshipment in mid-August of
1985, the U.S. enforced on embargo on all apparel imports from Thailand. Reconciliation
was reached, and Thailand resumed its shipment in December 1985. Thailand, however,
had to reduce the level of apparel exports to the U.S. for the subsequent three years in
order to make up for its previous overshipments. '

Meanwhile, the 1983 bilateral agreement expired in 1988 and a subsequent
agreement has not yet been reached. Currently, Thailand is practising self-restraint in its
shipments to the U.S. As Thailand dutifully accepted the penalties imposed by the U.S.
for 3 yeérs and now voluntarily restrains its export levels, it is expected that the country
has a good chance to improve its quota level if a new agreement is reached. According to
an apparel trade consultant who is well-informed about the Thai situation, if there were no
quota limit, Thailand could export 10 times as much as it does now.

A more detailed account on the current status of the U.S. — Thai trade agreement
is discussed in Chapter VI. Given the prospect that the Thai quota level will go up,
imports to the U.S. from Thailand are expected to rise in 1989 and beyond.
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2. Comparative Analysis of Domestic Goods vs. Imports
A. Domestic vs. Imports

"The primary reason for the U.S. apparel industry to begin sourcing' apparel
products from offshote products plants was the cost advantage. In the past, as late as the
carly 1980s, cost considerations were the single most important reason for offshore
sourcing. When that was true, there were two distinct types of imports: those imported
because of the design and quality, sold at up-scale department stores or exclusive
boutigues; and those imported primarily because of the cost, sold at family store chains
and discount shops. The former type came from Western Europe while the latter came
from Asia and the Caribbean. The latter type accounted for the majority of total U.S.
imports. Apparel imports from Asia comprised the low-end of the market and were
imported chiefly because they were cheaper that domestic products.

A 1983 survey conducted by the School of Business of the Philadelphia College
for Textiles and Science illustrated this point. The survey questioned 75 apparel firms as
to their reasons for importing apparel. They were asked to rank price, quality, availability
and prestige in order of importance. The following were the results: '

Price: 76% of the respondents ranked price as the most important reason for
importing apparcl; another 16% ranked it as second in importance. _

Quality 41% of them ranked quality' as second in importance; 23% ranked it the prime
reason. _

Availability:: 11% of them ranked availability as second; no respondent found this factor
the most important.

Prestise:  This factor rated lowest. The majority of respondents indicated that this factor

was of no importance at all to them.

While cost still serves as the major consideration for importing apparel, it is not as
decisive a factor as it was 5 years ago. It fact, a group I'obbying'on behalf of U.S. - made
apparel has recently been emphasizing the point that imported apparel products cost more
than domestic products. (See Table 11-2-1.) The motive behind this is to let U.S.
consumers know that imports are no longer cheaper than U.S.- made goods and thus to
encourage them to buy American-made apparel. |

As the current U.S. industry structure and its marketplace have become more
complex and dynamic, there are a variety of factors involved in making a decision to
import apparel. Our interviews with U.S. apparel firm executives revealed that the cost
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factor is completely down-played in some cases while many still find it the most appealing
factor. The vice-president of marketing of Lands End, one of the most successful mail
order catalog apparel firms in the Unites State, described the company's reasons for
importing as follows: '
"The only reason for sourcing our products from overseas is quality.

We import 25% of our products, 50% of which come from Europe and

50% from the Orient. The needlemanship and quality in the importéd goods

cannot be found domestically. The quality found in the imports is far

superior to that in domestic products. Also, certain products'arc S0 unique

that no domestic products can take their place. [ know that some of the other

U.S. firms source their products mainly because of the cost advantage. But

not us." '

This comment indicates that some U.S. firms do not even consider the cost factor
when looking for products overscas. Land Ends proudly advertises in its monthly
updated mail order catailog that the craftsmanship in certain shirts sewn in Hong Kong is
far superior to any products available for the same price.

In another interview with the director of the international sourcing department of
GAP, a California-based casual wear chain, reveals a different story. GAP has a world-
wide network of sourcing 'including Asia, Europe, North Africa, the Caribbean and South
Armerica. S

“We are most attracted to the countries with an established textile
industry capable of fabric development. We will be drawn to the countries

with a new fabric idea. We can have fabric sewn anywhere at any price. We

can have it sewn here (the 11.8.), in Asia, or any country.”

"Fabric, price, quality and delivery time are all important. It is the
package of these things that counts. The cost is not the only factor.”

"We have a faCtory”in Hong Kong. Unless other countries offer a
substantial cost advantage.. let's say more than 20% less than the Hong

Kong level, we will not moife our factories elsewhere. And of course, if the

other country can generate excellent fabric...”

It can be concluded from these statements that individual U.S. apparel firms are
importing for different reasons. Fewer and fewer companies are looking for offshore
sourcing solely based on the cost advantage, while other factors such as quality,
uniqueness, time and fabric availability are in¢reasingly more important.
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B. Evaluation of Thai Products

Interviews w1th a variety of U.S. apparel firms revealed that there are not many
industry people, even those dealing with import products who have had much experience
with apparel products from Thailand. One of the few such examples was Britches which a
few ycars ago sold Thai-made garments. Britches is an Alexandria VA-based apparel
spécialty store chain with 63 stores. According to the import director, Thai sweaters, knit
100%, sold well. They were reasonably priced, and the quality was good. Briiches
bought Thai sweaters from a N.Y, apparel manufacturer, while most of its imports are
directly sourced via its Hong Kong agent. They have never sold Thai products since.

A majority of our interviewees had not encountered products from Thailand and

there was a lack of recognition of Thai apparel products in general.
3. Consumption Trends

It is highty important for Thai apparel manufacturers 1o understand consumption
trends in the U.S. market in order to make a gain in the market there.

A. Characteristics of American Consumers

One of the most important characteristics of U.S. consumers' buying habits is that
they do not puréhase apparel based upon where it is made. Despite U.S. government-
sponsored éampaiglls to buy American, U.S. consumers buy apparel for reasons of price,
quality and style, not nationality .

Another recent phenomenon observed:in the marketplace is more independent
buying habits on the part of consumers. In the past when mini-skirts were "in,"” every
woman used to wear them. Those days are gone. People no longer follow a uniform
trend. Now, it is more acceptable and often more desirable té dress differently. Thus,
buying habits have become more sophisticated and more compartmentalized as consumers
want a more individual look. This trend indicates that there will be no single large mass
national market. Instead, the market is composed of many smaller market niches. The
trend of specialization, segmentation and diversification in the U.S. apparel market will
continug into the 1990s.

Demographxcally speaking, it is 1mportant to find out what the so-called baby-
boomers are doing. 1n the U.S.; the baby-boom generation is comprised of those born
during the two decades after WWII, and thus between the ages of 25 and 45. One of the
greatest market challenges that manufacturers have faced has been to preduce clothes that
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appeal to the baby-boomers. The men and women who comprise this group purchase
a’pparei for its communicative quality, self-image satisfaction, appearance enhancement
and career advancement,

Overlapping the age range of this most populous generation is a group that eatns
the most and spends the most on clothing, The U.S. Census Bureau reports that
households headed by individuals between the ages of 35 and 54 have, on average, the
highest household income and spend more on apparel as a percentage of their total
expenditures than other age group.

_ The AAMA has identified six major demographic and qualitative trends that will
influence apparel consumption in the future:

{1) A major shift to an older population; the largest market growth will be in

the 35 1 54 age group, which has the most money to spend on apparel and
a need for the greatest variety of apparel

(2) An increase in the number of white collar workers, and consequently an

increase in the need for office attire.

(3) More single people with greater disposable incomic to spend on clothes.

(4) A shift to more casual and informal wear

(5) A shift to better quality clothing with a longer life span of usage.

(6) A continuing emphasis on sportswear and active wear with an increasing

diversification in the style and type of sportsw'ear. Costs will increase in
the active wear area.

Thai businessmen should note that demographic figures, such as age and income,
will become increasingly less reliable and will yield to market studies with focus on
consumer lifestyle and preference.

An example of the consumer of the 1990s is an individual who might invest
$40,000 in a luxury car, but purchase gas from a self service station. This same buyer
might also wear expensive desigher suits but buy his socks from a discount store.

B. Per Capita Consumption

Apparel industry experts estimate that per capita volume consumption in the 1.5,
will level off and slowly decline in the near term, while the dollar value per unit of apparel
consumpﬁon will increase. The U.S. market has matured and reached saturation,
particularly with regard to basic, non-speciality items. Predictions of consumer buying
habits are for increased purchasing of higher quality, longer lasting and more expensive
clothing, |
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C. Recent Trend in Apparel Sales

For the last few years, 'apparél sales in the U.S. have been'-stagnam. There are
several reasons for what industry watchers call “a near-stranglehold on clothing
purchases” by U.S. consumers. . : ' '

High retail pnces ate probably - the first cause. Shocking price tags have kept
consumers out of the dressmg rooms for almost two years, according to an apparel retail
specialist. Second, U:S. manufacturers and designers have not been successful in
developing new, unigue products. The specialist said that women who u‘adltlonally play a
major part in retail sales go shopping and decide not to buy anything because they think
they can find similar clothes in their closets. A lack of exciting fashion thus coniributes to
the sales stagnation. ‘

. Thirdly, a phenomenon called "cocoomng is atfectmg the apparel sales in the
U.S. "Cocooning" is the popular term now used by consumer analysts to describe a
growing trend among Americans who stay at home and do not spend money at fine
restaurants or chic theaters. Apparel buying habits have been influenced by this cocooning
phenomenon; the appaﬁ:l business is not doing well while home furnishing sales are
soaring, Between 1984 and 1988, the number of home-related stores has grown at an
annual compound rate of 10.3%. During the same period, however, that of apparel stores
grew by only 5.9%, accordmg to the Retail Marketing Report.

Finally, some analysts claim that apparel sales are not really going down. Mr. Bntt
Beemer, Chief Exccutive of America's Research Group, a consumer product market
research firtn, says:

"Everyone is looking at the dollars and not the units. Consumers are dctualiy
buying just as many clothes as they have in recent years. It's just that now they're getting
them on sale." _ _ _ .

He says this indicates that people are still interested in buying apparel and that they
are also winning at the bargain game. According to America's Research Group's survey,
75% of all American consumers do not believe a sale is a sale unless the markdown runs
‘between 30% and 40%.
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Chapter HI:  Distribution System in The U.S.
1. Trends in the Distribution System
A. Integration of Production and Sales Phases

The distribution system of the textile and apparel industry involves several
transactions. First, an agricultural producer makes raw materials such as cotton and wool.
Second, a fabric manufacturer purchases these raw materials for textile production. The
manufacturer then sells the fabric to an apparel producer. Finally, retailers sell the apparel
to consumers. _

Traditionally, these segments have operated separately. The apparel distribution
system in the United States, howevér, has evolved in the last several decades into an
increasingly comp_lek chain of interrelationships. Recent changes in indu'stry structure and
markétplace have led to pressure throughout the industry for vertical integration, which
involves the operation of a single firm at more than one stage of production. Under the
- contemporary distribution system, textile manufacturers, apparel manufacturers and
retailers are increasingly susceptible to either backward or forward integration.

1) Forward Integration

In the U.S., apparel manufacturers have developed a tendency to participaie more
actively in retail operations. They are striving to establish themselves in the stages of
production that are closest to the customers. This phenomenon is commonly known as
“forward integration,” whereby apparel manufacturers move into the selling phase of the
industry.

Designers and manufacturers that have opened their own retail outlets have usually
élready captﬁrcd a 'market niche and proven their market performance. For ¢xample, San
Francisco-based Espirit, after carving out a market niche for its "funky" casual wear for
younger men and wornen, began setting up its own retail chains throughout the world.
Another example is Liz Claiborne, a successful designer/manufacturer of professional
women's attire, which has recently opened its own retail outlets.

The major reason for the trend toward forward integration is that successful
‘designers and manufacturers would like to have more control over the way their products
are sold. Once they recognize that they have established a market niche and have solid

financial backing, they can reap greater profits from promoting their own products on the
retail level rather than from selling thein wholesale.
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.2) Backward Integration

Traditionatly, apparel retailers havc been in the business of selhng (,lothes to
customers. In recent years, however, some retailers have sought a more active role in
apparel sourcing. Although retailers have usua]ly remained at the front end of the
distribution systern, some are now integrating backward into the design and
manufacturing stages of the industry. This is called "backward integration."

Large retailers have 1mplcmcnted so-called "private label programs,” under whzch
contractors (domestic or foreign) produce apparel that carries the retailer's brand name.
For example, JC Penney, a nationwide family store chain with a large catalog division,
contracts several manufacturers to make apparel. Under the private label program, JC
Pemney receives garments with the JC Penney label already attached. JC Penney's staff
works closely with its contractors in order to agree upon the fabric, quality and cost of the
final products. JC Penney maintains a worldwide network of buying offices for
international sourcing. |

Another example is Britches, an up-scale specialty store. Britches does not have
any manufacturing capacity, but it contracts several companies to manufacture apparel
based upon its own specifications. Britches also uses its agent in Hong Kong.
Department stores such as Bloomingdale's, Saks Fifth Avenue and Lords & Taylor, all
practice a private label program.

The underlying cause for the trend toward backward integration is that retailers are
often not satisfied with the quality, styl_e and price of the products that they receive from
manufacturers. Retailers with a solid base of customers would rather explore ditferent

sourcing options to acquire fashions tailored to their targeted customers.
B. Quick Response

As atesult of sophisticated individual buyer preferences, the apparel market of the
1990s will become increasingly fragmented The apparel market of the future will be
characterized by quick change and uncertainty. Such elements as quick delivery, highly
focused target marketing and knowledge of the appropriate market for each type of
product will become increasingly important in the 1990s. -

In order to respond to.these market changes and to challenge mtenmfymg forclgn
competition, U.S. industry has recently implemented the "Quick Responsc" (QR) system,
which combines more effective. management techniques with modern productlon and
communication technologies. The primary purpose of the QR system is to mtcgrate the
distribution systems of the textile and apparel industries and to link communications and
production strategy among manufacturers and retailers. The complete QR program
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promises progress in three critical phases of textile production and apparel marketing.
First, it will report current, vital market information to designers, fabric suppliers and
manufacturers. Second, it will allow manufacturers to produce garments on the basis of
this information. Third, it will enable distributors to move merchandise to consumers
qmckly

The QR system is s,uIi in the experimental stage. Eventually, U.S. firms hope to
make the QR the cornerstone of the production and distribution system in the U.S, Initial
QR pilot programs with J.C. 'Penncy and Wal-Mart helped to boost sales by 25 to 59%.
Increases in inventory turnover ranged from 31 to 67%. In this experiment, the short-
cycle and flexible manufacturing methods of QR hclpled to reduce inventory costs, create
warehouse space, improve quality and enhance profits by as much as 25% on basic
apparel.

Since the QR system is a large-scale operatlon it requlres large capital spending,
There are several investments involved in the 1_mplemcntanon of QR:

* Electronic data interchange with textile producers and their major customers

* Centralized on-line data network from point of sale at store premises to the
headquarters

* Bar coding and laser scanning .

* Sophisticated conveyor and/or automated gu1ded vehicle (AGV) systems

* Automated invoicing

* Automatic carton-sealing equipment

* Computerized traffic and routing management (to reduce freight cost)

* Distribution site selection based on market (site selection based on

- convenience for different modes of transportation: road, rail, water or air.

Proximity to a labor poot is another consideration)
C. Trends in Apparel Retailing
Back n

The retail end of the apparel business has changed its structure over the last several
decades in order meet changing consumer needs. During the 1950s, the mainline
downtown departient stores were the major conduit for apparel sales. These large stores
dominated downtown shopping with specialty stores situated nearby.

Large population shifts to the suburbs in the late 19505 prompted the creation of
_ large shopping malls. The major department stores of the downtown areas relocated to the
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suburban shopping malls along with chain s_forcs. Eventually, this shift was the demise
of downtown shopping areas.

The energy crisis of the 1970s retarded the growth of suburban shopping malls.
As a result, a major arca of growth from the mid 70s onward has been smaller specialized
stores. ' _
This particillar growth trend in specialty stores has forced major retailers to
establish smaller boutique areas inside their larger stores to capture individual market
segments. Further, larger stores have expanded their apparel offerings to appeal o a
broader range of consumers. Another trend that had its start in the late 1970s and
continues today is the popularity of the outlet store. '

The outlet stores were first established to appeal to consumers whose real
pui'chaSing power was reduced by rising prices. The concept was that well-known brand
name merchandise offered at discount pricés would lure consumers to the outlets,

Initially, the majority of the outlet and off-price stores were located in areas well
outside the major markets. However, as off-price retailing expanded, this type of retailing
moved closer to the major markets. Another function of the outlet trend has been the
building of mini- and medium-size malls for conglomeration of outlet stores. These
smaller malls have been developed solely for off-price retailing. While this type of mall is
farther from the major market than the larger malls, consumers are willing to travel greater

distances for discount name brand products.

Recent Trends and the Near Future

The present retail market consists of seven major players:
(1)  Department Stores |

(2)  IC Penney & Sears

(3)  Specialty Stores

(4)  Discounters

(5)  Off-Price Apparel

{6)  Catalog/Mail Order

(7) Al Other Apparel OQutlets

The apparel retailing b'us'i_ness'of the 1990s will continue to be dominated by the -
traditional retailers. Specialist retailers will decline in share, and shopping mall stores will
be required to change because of demographic shifts. The non-mall stores will show '
strong gains. '
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The general merchandisers, such as department stores, should gain market share
depending on their individual financial viability. Within the department stores,
compartmentalized specialty stores will do particularly well. Discount stores are expected
to maintain a:sh_are. Industry experts expect such individual stores as Sears to lose some
of their shares, while Wards will maintain its share and JC Penney will improve its share.

* The non-traditional retailers, including catalog houses, are expected to experience
steady growth with technological changes such as electronic retailing, which will have a
profound impact upon the industry toward the end of the 1990s.

In terms of geographic stracture, national chains will dominate international
markets on the basis of their economies of scale. It is predicted that successful local
chains will grow into regional chains. Smaller local chains will suffer dramatic losses in
market share. _

The competitive environment of the retail business will become increasingly
tough, aggressive and predatory. This increased competition will characterize all phases
of the apparel industry.

2. Sourcing Options

As the apparel distribution system in the U.S. has become increasingly complex,
its sourcing options have also become highly complicated. First, apparel firms are faced
with a choice between domestic and foreign sourcing. There are three types of
international sourcing: overseas commission, direct imports, and the 807 production. The
first two types are wholly foreign-made imports, and 807 applies to imports assembled
overseas. To further complicate the picture, many U.S. firms employ more than one of
these options. Finally, sourcing options are further obscured by the recent trends toward
forward and backward integration. '

| Nonetheless, this tangled web of apparel sourcing alternatives can be divided into
three basic options: '
A Sourcing from Domestic Firms ( 100% U.5.-Made)
B. Sourcing from Overseas Manufacturers via Domestic Firms
C. Sourcing Directly from OGverseas Manufacturers
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A. Sourcing From Domestic Firms (100% U.S. - Made)

This sourcing option is the simplest and most straight-forward. Under this
scenario, a U.S. manufacturer produces and assembles apparel within the U.S. The
company can sell its products wholesale to sales representatives, who in turn sell them to
retailers. The companies that engage in domestic sourcing exclusively are usually
medium-sized, regionally—based firms. Those employing international sourcing, on the
other hand, are generally large éompanies with a national customer base. Moreover, most
domestic sources do not own retail outlets. They are strictly in the business of making

apparel.
B. Sourcing from Overseas Manufacturers via Domestic Firms

With this option a 1J.S. manufacturer makes apparel both domcstically' and
abroad. Thete are three ways to make apparel overseas. First, U.S. firms can employ the-
807 type of arrangement. Second, they can contract overseas manufacturers to make the
products for them. Third, they can acquire overseas factories.

Under paragraph 807 in the Tariff Schedule of the U.S., manufacturers cut fabrics
into different parts and ship them to a foreign country where the parts. are sewn back
together, When they are bhlpped back to the U.S., duty is charged only on the value
added portion, rather than on the value of the final product This arrangement was created
so that U.S. firms could take advantage of low forelgn wage levels in labor-intensive
industries. Under the new Harmonized Tarlff System, the 807 program remains
unchanged. (A more detail account for the tariff changes is given in Chapter VL)

The second s’durcing alternative is the so-called offshore commission production,
whereby U.S. firms contract foreign manufact_tircrs to make apparel based upon their
specifications. Under this arrangémem, foreign producers put the brand name of their
U.S. clients (for example, Liz Claiborne or Calvin Klein) on the final products. (A more
detailed account for offshore commission production is given in the section of Trends in
Offshore Commission Production.) _

The third channel is quite simple..The U.S. firms make apparel in their own
overseas factories.

In con]uncnon with domestic sourcing, large U.S. apparel makers may employ
one or any combination of the above channels. Some of the successful U.S.
manufacturers, such as Liz Claiborne, Ann Taylor, or Espirit, have established their own

retail outlets.
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C. Sourcing Directly from Overseas Manufacturers

With this option, U.S. retailers engage in offshore sourcing independently. The
retailers employing offshore sourcing are likely to be large, established firms with a
strong national market presence. There are three methods of direct overseas sourcing.
First, the retailers can directly import foreign products and sell them under the importer's
name. Second, they can contract foreign producers to make apparel under the privaté label
program. Third, they can own and operate overseas factories. Retailers that import large
volumes and rely heavily on overseas sourcing tend to build their own offshore factories.

For example, the GAP, which 'depénds updn offshore sourcing, has its own
factories overseas. On the other hand, LL Bean and Lands End, whose imports account
for less than 25% of its entire product line, contract foreign manufacturers. (The sourcing
practices of these three companies are further described in the case study section of this
chapter.)

3. Role of Agents (Middlemen)
A. Services

Agents play an important Tole in the transaction of importing apparel. Many agents
are located overseas, often in Hong Kong or Tokyo if they are in Asia. Trading
companies can sometimes assume an agent's role. An agent's services will vary
depending upon the contract agreed upon by the U.S. firm and the agent. The agent
sometimes engages in financing. Its standard services associated with international
sourcing of apparel can be described as follows:

Fabric Sourcing:

A U.S. firm sends its agent a design sample of a garment with its cost range. The
agent finds the type of fabric, locates a local fabric producer and negotiates the price on
behalf of its U.S. client. The agent may look for the fabric producer in various regions.

Local Manufacturer Search: _

' Once the fabric is sourced, the agent locates a local manufacturer to produce the
appafek. The agent tries to find the manufacturer that can make the best quality goods at a
reasonable price. Within the price range given by the client, the agent would negotiate
with the manufacturer over the price and delivery time. As with fabric, the agent looks for

a suitable manufacturer in various regions.
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Quality Control Check:
The most imporfant service that the agent offers to its U.S. client is to assure
quality control The agent visits the production facilities to oversee its production

processes and schedule.

Final Product Inspection: _
Upon the completion of production, the agent conduets an inspection of the final
products before they are shipped to the U.S. '

Shipping and Customs Clearance: -

* On behalf of the client, the agent hires freight-forwarders for the tradsportation of
the gbods and customs brokers for customs clearance. The agent performs all the
necessary paperwork involved in this process, including documenting insurance forms

for apparel transportation.

Follow-up Services:

Even after the products are delivered to the client, the agent's job continues. If the
client finds some problems with the zoods {(either having too many defects or made
differently from the original specifications), the agent helps solve the problems.

B. Agent's Fee

The agent's fee arrangement varies from deal to deal. When the agent assumes the
complete responsibilities of offshore production, the fee is Hk_ely more expensive than the
situation in which its services are limited. Some sources indicate that 1% of the total valuc
of the transactions is the standard commission fee. However, the fees vary depending
upon the size of the total amount of the transaction. Geh_erally, the larger the deal is, the
higher the agent's fees are. For example, if one transaction amounts to $1,000,000, the
agent takes $1,000, which translates into 1% of the deal. If the amount is only $10,000,
the agent takes 5% of the deal, $500. This fee structure is explained by the fact that each
deal usually requires the same amount of work. Thus, the agent asks a higher percentage

of commission for smaller work.
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C. .Recent' Trend

U.S. apparel firms which import a great deal of apparel products usually do not
employ an agent. Instead, they directly ci_mtact offshore manufacturers and handle
importation by themselves. U.S. firms whose imports account for less than 25%, on the
other hand, use agents for their international sourcing.

According to Mr. Peter Wong of the Jefferson Trading Company, an L.A.-based
trading company which specializes in apparel, there had been a trend for many UsS.
apparel firms to bypass the agent and contact offshore manufacturers directly so that they
didn't have to pay commission fee. For the last few years, however, this trend has been
reversed and more and more U.S. firms are using agents. Reasons for the rise in agent

‘popularity are that U.S. firms are finding out that maintaining overseas operations is
‘costly and that they are experiencing difficulties in communications with overseas

manufacturers.
4. Distributor's 'Marketing' Strategy

* The most conventional and still most utilized channel for wholesale distribution is
thc"'tra_de show" where buyers purchase apparel merchandise for their own stores.
Department stores, family store chains, discount stores and specialty boutiques all have
buyers. Established-department stores would have a large fashion merchandise division
with a'good number of buyers. In the case of small, independent stores, the store owners
arc usually buyers.

‘Garment trade shows are sometimes called "markets,” and are usually held in
major m_etrodeitan cities. The two largest "markets” in the United States are located in
New York and Los Angeles. _

The "markets" are typically held 5 times a year in cohcurrence with the five
fashion seasons: Fall 1, Fall 11, Holiday/Cruise, Spring, and Summer. (There are no
major differences between the merchandise exhibited in the Fall T and Fall 1I "markets".)
The "markets” for each season are scheduled in such a way that they precede the actual
seasons by five to six months. The fo]iowin'g is the 1989 schedule for the "market” in Los

Angeles: ' :
Five Seasons: R - LAS Market Schedule
_ (1989)
Summer January - 13— 17
Fall I _ April 7—11
Fall I June 9 —13
Holiday/Cruise August 25—29
Spring . October 27-—31
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The "market” in Los Angels is called Pacific Coast Travellers and is held in a 23-
story building called LA Mart. (Appendix II-4-a includes information regarding Pacific
Coast Travellers, including eligibility requirements for participation.)

The trade show at Los Angelcs covers all types of clothing ranging from
expenswe to low-priced merchandise and a majority of the participants are local (CA-
based) manufacturers. On the other ‘hand, many of the shows held in New York carry
only high-fashion merchandise. For example, one show called "New York Fashion
Creators" primarily handles only couture and foreign dcsigncr'clothes. Most of the:
showrooms in New York are maintained by U.S. firms as well as some of the European
firms. :
Buyers from upper-scale department stores, such as Saks Fifth Avenue and
Nieman Marcos, do not attend trade shows. Rather, they go to showrooms and designer -
collections in New York. In addition, they conduct bi-annual buyer visits to the well-
known Parisian fashion apparel shows. Finally, they usually employ international buying
offices in Europe. The staff of the international buying office would visit different
showrooms, view samples,' and place orders on behalf of the retailers.

One which takes advantage of these trade shows is Hong Kong. Hong Kong
continues to have an active presence in major international fairs and exhibitions with the

constant efforts of garment manufacturers and encouragement from trade orgamzatmns-
such as the Hong Kong Trade Development Council. The objective is to show off the
wide selection of Hong Kong-produced high-quality fashions, thereby reconflrmmg
Hong Kong's niche in the world's garmént trade. Like Hong Kong,-Thaiiahd should
maximize its opportunities to expose its apparel merchandise to the world's potential

buyers.
5, Trends in Overseas Commission Production
A. Share of Total: Imports from Overseas Commission Production

“QOverseas commission production by U.S. firms” is defined as an arrangement
under which U.S. apparel firms contract overseas manufacturers to prdd_uce apparel. This
does not include situations in which U.S. firms own ovcr'seés'factories.' |

There are two types.of business_rélationships between U.S. firms and overseas
manufacturers. The first is an arrangement under which U.S. firms have direct contact
with foreign manufacturers, control their production, inspect their products and ship them
to the U.S. Under another arrangement, U.S. firms may employ agénts to manage the
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entire range of traﬁsactions involved in overseas production, from fabric sourcing and
locating a manufacturer to quality control and shipping. In the second case, the U.S. firm
may not even know the idenﬁty of its overseas manufacturers.

In some cases, overseas factories make apparel exclusively for one U.S. firm. In
other cases, they serve several U.S. clients, The U.S. clients can be apparel
manufacturers that may also make appare! in the U.S. Other clients may be apparel
retailers, which are likely to have domestic apparel sources in conjunction with offshore
sourcing.

Under the overseas commission production agreement, a U.S. firm may receive
its merchandise with the company's brand name labels already attached. For example, the
GAP (a large U.S. casual wear chain) imports a large portion of its products. However,
the imported products all have the GAP label on them. A large part of overseas
commission production involves this type of offshore private label production.

The above situation differs from cases in which foreign apparel manufacturers
directly export their own name brand products to the U.S. Benneton (an Italian fashion
merchandise'conglomerate) imports exclusively from Italy and distributes Italian-made
products via thousands of its own retail outlets throughout the U.S. The GAP case is a
prime example of overseas commission production. The Benetton case illustrates a direct
importation strategy.

However, a snapshot of the U.S. apparel industry is incomplete without

‘mentioning re-importation under section 807, another strategy of importation that differs
from both overseas commission production and direct imports. Under 807, a U.S.
apparel company may export textile materials to a foreign country and contract a foreign
concern to assemble them. Then, it can re-import the final products into the U.S. with
duties only'on the added value, rather than on the finished product value. Thus, 807
production imports are not classified as wholly foreign-made, while direct imports and
overseas commission imports are wholly foreign-made. Since 807 textile production takes
place exclusively in Mexico, Central America and the Caribbean. All apparel imports from
the rest of the World - primarily Asia and Europe - are considered wholly foreign-made.

| There is very litile data available on what percentage of total apparel imports to the

U.S. is accounted for by (1) overseas commission production, by (2) direct imports and
by (3) the 807 1mports, which are only assembled abroad, as opposed to wholly foreign-
made (1) and (2) combined. '

According to Commerce Department statistics, the 807 imports account for 3% to
4% of the total U.S. apparel imports. This translates into the fact that 96% to 97% of the
total irnports are wholly foreign-made imports.
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- Interviews with several informed sources reveal that a sizeable portion of Asian
imporis is produced under overseas commission agreements. Tmports from Europe, on
the other hand, usually enter the U.S. directly. Moreover, Asian products have enjoyed 4
steady increase in impoﬁs 10 the U.S. over the last 25 years.

Industry experts argue that this trend is attributable to the spread of overseas

commission arrangements.
B. Counter-Trend QOverseas Commission Production

Over the past two decades, international competition has forced Us. companies to
locate their production facilities abroad in search of lower production costs. Within the
last coaple of years, however, a counter-trend has developed. U.S. .appar'el firms are
relocziting production activities in the U.S. There are several reasons for this counter-
trend. ' i
First, U.S. firms have decided to move manufactux"ing back to the U.S. in order to
assert greater control over production. In overseas production arrangements, U.S.
companies can not effectively m(_)nit(jr producltion processes. The high costs of
international ravel and related logistical difficulties make it difficult for U.S. companies to
maintain a constant presence in foreign facilities. For example, the president of a Los -
Angeles apparel firm, which recently moved all of its overseas factories in Asia back 1o
L.A., commented, "“This way, I can see all _thé shirts are made with two arms, With the
factories in L.A., T can drive down there anytinle and see how the production is done.”
The problem of quality control thus disco’uréges some U.S. firms from engaging in
offshore production. _ _

Second, loss of lead time is a key factor influencing the return of manufacturing
operations tb the U.S. Since there are five fashion seasons in each year, merchandise for '
each season must be prepared at least 5—6 months in advance. For example, if the gdods
are produced in Hon g Kong, the shipping lag time (i.e. the time elapsed between initial
shipping from Hong Kong and arrival at a U.S. retail operation) will average 4—6
months. If the company uses domestic facilities, the Iag_timé is generally 8—9 weeks.
The reduced lead time is a critical factor in the fashion business. At a time when U.S.
firms are emphasizing efficient distribution and production through Quick Response,
offshore production may appear more of a liability'than an asset. |

The complex web of quotas under the MFA also aé_ts as a deterrent to offshore
production, The trade laws of most importing countries stipulate that aﬁy shipments
violating quota limits or technical regulations be impounided by customs authorities. The
shipment suspension is a nightmare for importers. In the past, many U.S. firms have
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suffered from costly quota-related troubles. Thus, problems arising from the quota
system have contributed to the previously mentioned counter-trend.

Financially, offshore production can be disadvantageous to U.S. firms.

‘International sourcing usually requires U.S. buyers to issue a Letter fo Credit (LC) upon
delivering an order to overseas producers. This means that the U.S. buyer is paying for
goods 5 go 6 months in advance. On the other hand, if the U.S. firm places an order from
a domestic producer, it sometimes does not have to pay until 60 days after shipment of the
final products.. This problem, however, should not be a major reason for the counter-
trend, for any U.S. firm that sources from overseas is likely to be in financially healthy.

Finally, with rising wage levels in the Far East, offshore production no longer
offers U.S. firms a significant cost advantage.

- One example of a company that has changed its production strategy is the Salant
Corporation, a $525 million a year company based in New York. Salant owns Perry Ellis
Sportswear, Manhattan Shirt Co. and other clothing companies. Previously, all items of
the Perry Ellis' women's division were mahu_facturéd in Hong Kong, Taiwan and
elsewhere in Asia. However, the company decided to shift some of the production back to
the U.S. Currently, 40% of the Ellis women's product line is produced domestically.
Salant company acquired a sewing factory in Americas, GA. that was operating at one-
third of capacity and turned it around by transferring offshore capacity to a domestic
location. _

Another such company is Seminole Ma.nufacturing- Co., which switched
production of men's casual slacks from Jamaica to the U.S. Seminole decided that
although it saved $1 for each pair of slacks produced in Jainaica, the rework and travel
costs of offshore production did not justify the Savings. The Seminole Alabama factory,
where production now takes place,'can produce an order of slacks in four weeks. The
Jamaica plant takes twelve weeks to complete the same task.

Foreign producai‘s have also begun to establish manufacturing facilities in the
U.S. Asian producers that were concerned about quotas, skilled labor shortages and U.S.
protcct:ioﬁism have moved some produétion capacity to the U.S. By locating production
operations in the U.S., foreign companies can not only circumvent MEFA quotas but can
also position themselves closer to U.S. customers. These firms, however, are generaltly
larpe and financially stable. _ '

One example is the Onwel Manufacturing Co. of Hong Kong: In 1987, Onwel
opened a plant in Flushing, N.Y. to sidestep Quotéi restrictions. Onwel decided to produce
certain apparel lines in the U.S. after the'quota price for knitted skirts, tops and pants
feached $90 per dozen, which rendered exporting to the U.S..prohibitively expensive.
Onwel, however, is now facing the high wages of the U.S. economy.
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While the weaker doltar, closer proximity to the market and evasion of quotas will
continue to attract production to the {U.S., the net trend is still'offshore_ production. One
recent change in offshore production preferences favors the Caribbean Basin region.
During the Reagan administration, the Caribbean and Mexico became large centers of 807
apparel production. In 1987, clothing production in the Caribbean jumped by 21% over
1986 levels. According to Commerce Department statistics, 10% of all imported apparel
originates in the Caribbean, '

C. U.S. Industry Foreign Sourcing Criteria

The following analysis of the appafcl industry's foreign sourcing criteria is based
on the comments of various apparel industry executives: Despite the various sourcing '
options available in the apparel industry, the decision-making process is relatively
uniform for all companies. Similar considerations and factors confront all apparel
companies that are evaluating their manufacturing strategies.

Offshore sourcing of apparel is evaluated on the basis of estimated cost and risk to
the company that is consideting overseas commission producﬁoh. The decision to directly
source from outside the U.S. or to import a product produced under tariff provision 807
must also be judged on the basis of its effect on the company's domestic production
capébilities. It is possible that the relocation of production facilities to offshore sites will
cause an unfavorable cost variance, increasing the total production overhead. The
following list enumerates some of the cost and management considerations in moving
offshore: : | ) '

(1)  Inventory — Will moving offshore lead to longer transport time leading to

either overstocking or understocking due to lack of market responsiveness?
" (2)  Overhead — Will in-house operations costs rise with less production
taking place domestically after moving abroad?

(3 Purchasing - Will the long distances, monetary fluctuations and language
difficulties make the cost of purchasing products offshore exceed the cost
of domestic purchasing?

(4)  Quality — Will offshore production result in less control of product
quality? ' '

(5)  Control — Will a company lose contro} over future costs of production

after it exports its technology?
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D. U.S. Company Case Studies.

This section gives a detailed account of three companies: JC Penney, Liz
Claiborne and Oxford Industries. The first corhpany, JC Penney is a modern retailer that
is also active in manufacmring (an example of backward integration). JC Penney should
be of 'parti01llar interest to Thai businessmen for it recently opened a Bangkok buying
office. The second company, Liz Claiborne, is an appare! firm that also operates a
retailing business (an example of forward integration). The third company, Oxford
Industries, is a traditibna], large multinational apparel manufacturing firm.

In addition, this séction discusses five other companies and their foreign sourcing
strategies. The companies are Britches, Lands End, the GAP, Li. Bean and K-Mart.

J.C. Penney Company, Inc.

JC Penney (JCP), which has recently moved its headquarters office from New

York City io Dallas, Tex., is one of America's major retailers, with stores in all 50 states,
The company primarily sells family apparel, home furnishings and drug store
merchandise. - . _
JCP had record sales of $15.3 billion in 1987, :'I'he'highe.st growth was registered
in its catalog business, 'Wheré salcs levels increased by 11% in 1987. The company
recently repositioned itself in the U.S. market by placing greater emphasis on apparel in
its merchandise offerings. This decision reflected JCP's management's view that the
greateét potential for profit lies in the area of upper-scale apparel sales.

JCP has discontinued its line of home electronics, hard sporting goods and
photographic equipment to free resources for a more intense apparel marketing campaign.
In particular, company executives have targeted the marketing of women's apparel as a
strategic priority. JCP is also trying to promote its reputation and image as a retailer of
upper-scale apparel.

A large volume of JCP's apparel merchandise is produced under private label
arrangement with both U.S. and foreign contractors. In conjunction with its private label
production, it imports directly from offshore sourcing.

JCP's principal criterion for product sourcing — either private label contract
production or direct imports — involves contracting with manufacturers that can offer the
' optimal trade off between price and value, Customarily, JCP will present a product idea to
a manufacturer that will comply with JCP's requirements concerning cost, type of fabric

and production methods.
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JCP's contractors are completely responsible for all stages of production, ranging
from fabric purchasing to the assembly of the finished garment. JCP's fashion
merchandise staff, along with design and product development personnel, works closely
with its manufacturers in order to maintain quality control. JCP's quality control
personnel often visit both domestic and foreign producuon facilities for visual quality
audits (VQA).

The company has established a global sourcing network, For example, one
recently implemented production program utilizes fabric of Indian origin (e.g. 100%
Matka silk) that is turned into finished apparel in Colombia and then sold in the U.S. .-

_ JCP maintains a number of buying offices in Asia, including offices in Taiwan,
Hong Kong and a recently opened office in Bangkok. The JCP buying office is
composed of regional area experts who evaluate potential local manuféc_turers and
negotiate prices, fabric quality and product delivery.

According to the director of JCP's corporate import office, future sourcing from
Thailand appears promisi'ng He stated that rising operation costs in Hong Kong, Taiwan
and South Korea have forced JCP to examine sourcing opportunities in Thailand, India
and Malaysia. He also cmpha31zed that the craftsmanship of ‘Thai workers, particularly the
remarkable needle skills of many Thai workers, would help to produce high quality
apparel merchandise. The merchandise under JCP's current sourcing plan from Thailand
includes raincoats, cold weather padded jackets; l'ightwei ght jackets, woven blouses,
sports shirts and shorts. Finally, he added that while some 1).S. apparel concerns prefer
fo source from the PRC, JCP finds it difficult to maintain good corhmunications and a
reliable product delivery schedule in that country.

The one major concern regarding sourcing from Thailand, according to the import
director, is its quota status. He was wary because of the 1984/1985 overshipment
problems, which were largely attributable to the restrictive bilateral agreement of 1983.
He would like to sce a more liberal bilateral agreement that would help to guarantee a

consistent level of imports from Thailand.

Liz Claiborne Inc.

The Liz Claiborne Company, headquartered in Bergen, N.J., is one of the most
successful apparel firms in the U.S. The company plays the triple role of designer,'
producer,. and retailer of women's business apparel. In 1987, Liz Claiborne reported sales
of $10.5 billion, a hefty 29.5% higher than 1986 sales levels.
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‘Liz Claiborne was founded in 1976 with the objective of meeting the needs of
modern working women. Since then, the company has steadily grown and presently
employs 3,400 people world-wide. Since its founding, the company has expanded its -
selection of apparel products. In addition to producing business attire, Liz Claiborne is the
largest women's spo;tsweaf manufacturer in the U.S.

The company. has targeted the special size market as an area of potential market
opportunity. For exérﬁple, through close cooperation with its retailers, Liz Claiborne's
Petite (small size) Division has ehjoyed phenomenal growth since its inception in 1987.
~ Based on its success in supplying smaller sizes to the consumer, Liz Claiborne is
currently planning the introduction of a sportswear and dress collection in larger sizes.
The company's entry into the men's sportswear market two years ago has been profitable,
boasting sales of $75 million in 1987, an increase of 79% over $42 million in 1986. Liz
Claiborne also manufactures a line of fragrances. _

In 1986 the coinpany announced forward integration plans to enter the retail
market. Both the stores and the merchandise label are called "First Issue® and the first
store opened in the Northeastern U.S. in early- 1988, Liz Claiborne has embraced the
tactic of locating its small specialty stores within large stores and has implemented: this
strategy with the cooperation of the Jordan Marsh department store in Boston.

Liz Claiborne introduced a retail program called "Project Consumer" to deepen the
brand namc'loyélty of the company's target consumers. As part of this program, the
company trains in-store product specialists who work with Claiborne's traveling retail
consultants, The traveling company consultants train retail sales personnel in both
merchandising techniques and effective display of Claiborne products. The company
believes that strong marketing of its merchandise at the point of sale by trained retailers
will assist in increasing sales to consumers.

‘The long-term goal of "Project Consumer” is to open company-owned Liz
Claiborne specialty shops in key markets around the U.S. These shops will be separate
from the "First Issue" stores that were opened recently. Opening its own stores will
enable the Claiborne company to closely track sales rates of various merchandise and
further focus its consumer targetihg with regard to styles, colors and sizes.

Liz Claiborne does not actually own any production facilities, but it hires so-called
"associate manufacturers,” which are either U.S. or foreign contractors. However, a
substantial portion of Liz Claiborne products is manufactured by foreign suppliers. The
Claiborne company makes manufacturing decisions on the basis of an in-depth cost
analysis for production. For example, -one executive outlined the basic cost analysis
formula used for shirt produciion. The planned U.S. production for shirts would cost the
company $2.52 per shirt. By examining the various cost considerations involved in
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offshore production, Claiborne concluded that it would be cost-effective to produce shirts
outside the U.S.

Oftshore
Production Cost
(Per Shirt)
F.O.B Cost $1.333
“Overseas Buying Commlsswn - .032
Duty 216
User Fees . _ 028
Ocean Freight 203
~ Insurance o .007
Broker Charge 031
Subtotal (Landed U.S ) ' ' $1.850
Intand Freight S 040
Total Offshore Production Cost $1.890
Total Domestic Production Cost. $2.520
Difference ' $0.630

In this particular instance, the company saved $.37 on each shirt manufactured
offshore. The estimated total savings for the projected production volume of shirts (2
million) was $1,260,000 ($0.63 x 2,000,000). The Claiborne company did not disclose
specific offshore production country preferences, but it maintains a positive business
attitude toward foreign production of Claiborne rrierchandise. Like JC Penney, Liz
Claiborne maintains a buying office in Thailand. Since the company does not have
production capacity, Liz Claiborne could be a prospective client for Thai manufacturers

that perform large volume commission work.

Oxford Industries, Inc.

Oxford Industries Inc., headquartered in Atlanta, Georgia, is in the business of
developing, manufacturing, marketing and distributing a broad range of apparel products
and related services io retailers. In addition to its substantial U.S. manufacturing interest,
Oxford industries maintains production facilities in the Dominican Republic and Mexico
and sources apparel from Hong Kong, the PRC, South America and the Caribbean
region. _ '
Oxford is a diversified and financially sound company. that is presently
confronting many. dynamic market forces. In 1988, the company suffered-its first loss in
its 28 years of operation. Oxford's recent losses are attributable to such factors as
consolidation by retailers, direct importing by retailers and a worldwide apparel
oversupply. Further, the declined dollar value raised the price for imported fabric, and the
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company could not afford to pass on higher prices to the consumers on account of the
slugpishness of the retail industry.

In 1988, Oxford Slacks Division expanded its plant in the Dominican Republlc
Also, Lanier Clothing, a subsidiary of Oxford, supplemented its sourcing operations in
the Far East and in Mexico. Lanier clothing works with two large Chinese-owned apparel
factories that ékclusively produce tailored clothing for Lanier. As Oxford's Executive
Vice-President for Planning and Development, Ben Blout, stated,

"At the present time China continues to offer one of the best price-
value relationships of any of our manufacturing."

In the last year Lanier purchased a new coat assembly plant in Mexico's Yucatan
Peninsula region. Oxford Shirtings and the Oxford private label women's sportswear
operations have expanded their sourcing in the Caribbean.

Mr. Blout described the company% reason for using offshore sourcing as follows,

"Sourcing alternatives, paniculariy foreign production under 8§07

or on commission, should not be evaluated only on the basis of cost.

Determinations must be made in advance regarding the overall impact of

any type of foreign sourcing on the company's business interests. In many

instances, Oxford found it cost-effective and good for our entire business

to source apparel from abroad."

The above statements echo the comments of other apparel industry executives
regarding the future of foreign sourcing. Mr, Blout also outlined the criteria used for
evaluating investments in offshore production:

"Evaluating a fofeign sourcing strategy is quite complicated and
" requires qualified financial and legal advice. There are several factors that

must be examined: the structure of the offshore entity, capitalization of the

foreign corporation, repatriating earnings, currency evaluation, taxes and

pricing. With all these factors to consider, plus the impact of offshore
production on domestic capacity, it is obvious that any sourcing strategy

must be part of a company's overall strategic plan.”

Britches

Britches, based in Alexandria, Virginia, is a specialty clothing chain with 63 stores
: dispcrsed throughout Washington, D.C., Chicago, Atlanta, and other major East Coast
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cities. Britches has three major' lines of stores: Britches for Men, Britches for Women and
Britches Outdoor Stores. The first two are relatively up-scale stores, while the third
carries more moderately priced items. The company uses both U.S. and foreign
contractors that perform private label production for Britches.

The company has.an agency in Hong Kong that oversees production throughout
Asia — from Taiwan and Singapdre to South Korea and India. For ten years the company
has assigned the Hong 'Kong agent the task of contracting Asian manufacturers for
Britches. The company does not contract a That manufacturer at present, but it sold Thai-
made sweaters that it bought from a N.Y. manufacturer/ - - '

According to Mr. Jack Turner, irﬁport director, problems with international
sourcing involve the quota system, rising prices in Hong Kong and quality control On the
other hand, its advantages are numerous: cost reduction, continuity and overall quality.

Lands End

Lands End, based in Dodgevillc, Wisconsin, is one of the largest mail order
catalog apparel firms in the U.S. Tts main product lines feature casual clothing and
sportswear for men, women and chlldren Lands End has been operatmg for 25 years.

Vice President of Mdrkctmg, Mr. Joseph Saliani, explained that the company
imports 25% of the total merchandise, half from Europe and the other half from the
Orient. According to Mr. Saham, the only reason why the company sources its products
overseas is the quality and umquencss of the 1mportcd goods, something which can not
be easily achieved through domestic productlon. He stressed that Lands End's foreign
sourcing decisions are not based entirély upon cost considerations.

The company uses iwo agents: Mitsubishi Trading Company for sourcing in Asia
and British Isles Inc. for _'sourcmg in Europe. o _

The agents find offshore manufacturefs,_ monitor quality and handle final
inspections for Lands End, which has limited contact with overseas manufacturers. Mr.
Saliani stated that the company has a long-standing relationship with its agents and trusts
their ability to maintain high quality standards.

The Gap, Inc.

The Gap, Inc., based in San Bruno, California, is a nation-wide casual wear
retailer/producer. The Gap maintains several offshore factories, the largest of which is
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located in Hong Kong and has 107 employees. The company has buying offices in the
‘Far East, Portugal, Ttaly, Morocco, Turkey, the Caribbean, Mexico, Colurnbia and other
countries. Its international offices engage in fabric development.

According to Mr. Spainhour, vice-president of the import division, the most
important factor in international sourcing is how attractive a package a country can offer
‘when all the factors such as fabric, price, time, quality, and quota are combined. He
stressed that the GAP will be drawn into a country with an established textile industry
capéble of fabric development. When asked how to find fabric to be developed, his
‘answer was simple: seek out and see it at the market. He added that unless a substantial
cost saving can be achieved, the company is not likely to change its existing

manufacturing location in Hong Kong.

LI Bean

_ LL Bean, based in Freeport, Maine, sells products that are very characteristically
American i origin. Established at the turn of the century in New England for the purpose
of selling hunting clothes, Bean is one of the most successful and long-lasting catalog
businesses in the U.S.

LL Bean has over 12,000 different products, and the buying is performed by
many different staff buyers. Each buyer is responsible for purchasing the products that
fall within his/her arca of expertise. Quality and price are the two main factors influencing
the company's buying decisions.

The buying strategies at LL Bean include attendance at apparel trade shows,
showroom visits and meetings with sales representatives at the LL Bean headquarters. LL
Bean derives 84% of its product line from U.S. firms and the other 16% is sourced from
foreign suppliers. The entire buying staff is based at the headquarters in Maine and the
company does not maintain any international buying offices. LL Bean conducts
international sour'cing by employing an agent that acts as the company's international

buying office.

K-Mart

K-Mart is major family discount store based in Troy, Michigan. According to
Mr, David Green, director of imports of fashion merchandise, a division based in North
Bergandie, New Jersey, a large portion of K-Mark clothes are imports. K-Mart maintains
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eight buying offices in Asia: Taiwan, South Korea, Japan (Osaka and Tokyo), Singapore,
Hong Kong, the Philippines, and the PRC. In addition, the compaiy has three Européan
offices. K-Mart sometimes works with agents, but it usually deals directly with its
overseas producers. ' . _

Sales representatives of apparel firms usually approach K-Mark with product ideas
and innovations. K-Mart's product development staff has close relations with its
manufacturers in order to monitor the style and fabric of the products.

According to Mr. Grecn,_ offshore sourcing offers several advantages: lower
prices, better quality (needlework and tailoring that U.S. firms can no longer perfomx),
1mproved fabrics (some of which are not available in the U.S.), and sophlsncatcd
fabrication techniques. Moreover, it also involves various drawbacks: long lead time, lack
of control over guality, financial restraint (the company has to make payments 5 to 6
months in advance to overseas producers before seeing actual products and it sometimes
doesn't have to pay to domestic producers until 60 days after shipping) and quota
management difficulties. In.the past, K-Mart has experienced quota problems with
exporters that lacked the proper visas. for shipping its products. Nevertheless, the
interviewee stressed that the company prefers international sourcing to domestic sourcing.
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Chapter IV: Trends in U.S. Domestic Production & Exports
1. U.S. Production and Exports
A, U.S. Domestic Production
Déspite the growing dominﬁnce of imports in the U.S. market, U.S. apparel
production enjoyed steady growth throughout the 1970s. Its growth, how.cver, slowed

down in the early 1980s. See Table IV-1-a below.

Table IV-a.a. U.S. Domestic Production

Net U.S. Production

($Millions)
1970 $20,594
1971 $19,910
1972 $21,807
1973 $22,498
1974 $24,014
1975 $24,839
1976 $27,654
. 1977 $29,226
1978 $32,772
1979 $34,889
1980 $37,994
1981 $40,953
1982 $41,417
1983 $43,126
1984 : $42,748
1985 $41,218
1986 _ $40,464
1987 $40,264

Source; MRCA Report (Market Research Corp. of America)

Net U.S. Production refers to pure domestic production obtained by subtracting
the wholesale value of 807 imports from total domestic production.

Table IV-1-b and Table IV-1-c show the histoﬁcal trend of U.S. production in
selected garment lines in 1967 and in the'period from 1970 to 1986. Of a total of 35
selected lines given in the two tabies, a drastic decline or stagnation was observed in the
24 lines, with some growth in the rest of the lines. Those which enjoyed growth were:

Men's Apparel '
*Jeans
*Knit Sports Shirts
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Boys' Apparel
*Knit Sports Shirts
Men's and Boys' Underwear and Nightwear
*Knit Shorts _and Briefs
Women's, Misses' and Juniors' Apparel
*Slacks
*Jeans .
*Blouses
*Knit Shitts
Girls', Children's and Infants' Apparell
*Blouses
*Knit Shirts
Womcn's; Men's and Juniors Underwear and Nightwear
#Slips and 1/2 Slips

Table IV-1-d shows the historida_l trend of capital expenditures on new plants and
equipment in the U.S. apparel and textile indusiry. According to this data, the only areas
which showed major growth in capital éxpenditures are women's, men's and juniors'
outerwear. The lack of a significant increase in capital expenditures reflects the declining
state of the U.S. apparel and textile industry in general.

B. U.S. Exports
Historical Trends

Table II-1-a shows thé_ data on the U.S. expdrt of -apparel in 1967 and the period
from 1970 to-1987. Chart IVC-1-a shows the trend in graph form, based upon the data
from Table II-1-a. The U.S. exported $155 million in 1970. Throughout the 1970, its
export level enjoyed steady growth and peaked at $1,032 million in 1981 Since 1981,
export levels had consistently declined until 1985. In most recent years, hoWéVer,' U.s.
exports show a sign of comeback. The 1988 export figures are estimated to exceed the
peak level of 1981, Table IV-1-e gives the top 40 countries to which the U.S. exported
apparel from 1985 t0 1987. ' '
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1988 U.S. Exports

Much of the 30% increase demonstrated in the 1988 U.S. apparel exports was
related to 807 trade i.e. products to be assembled mainly in Mexico, Central America or
the Caribbean and re-imported into the U.S. However, substantial gains were also
recorded in exports to other markets. Sh_ipments increased about 27% in value to Canada,
the number one destination for non-807 cxpor_ts',-réaching' an estimated $180 million.
Exports to Japan showed the sharpest gain, soaring about 75% to more than $150 million
in response to declines in the value-o.f the dollar vis-a-vis the yen and to ever-increasing
demand for Americar-style clothing in Japan. The weaker dollar also aided U.S. apparel
exports to the Buropean Community, where an increase of more than 30% was led by
larger sales to the United Kingdom, France, Italy, and West Germany.
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Table IV-1-b.
U.S. Apparel Production in Selected Garment Lines
(Figures in millions of units)

Men's apparel

Dress & Non- Woven Kait
: Sport Tailored Trousers Jeans & Dress Sport  Sport
Year  Suits Jackets Jackets & Slacks Dungarees Shirts Shirts  Shirts Sweaters

1967 195 132 30.8 1460 89.2 1234 150.6 773 399
1970 177 11,8 33,5 1736 1353 1453 1042 943 38.6
1971 16.5 144 322 1837 1485 1458 103.8 120.0 422
19720 187 213 377 1666 1773 1583 1057 159.0 455
1973 167 213 442 1711 - 1867 1378 1134 171.2 53.1
1974 16.8 18.6 486 1566 181.6 1251 1123 200.6 55.5
1975 137 1.5  47.0 1189 163.0 95.4 113.7 1827 1399

453 127.0 198.1 1104 1245 2436 36.6

1976 157 127
1977 173 166 445 1288 2133 1107 107.8 2934 394
1978 175 150 37.1 1227 209.6 975 826 3054 37.5
1979 162 157 415 1256 231.8 950 845 291.5 337
1980 139 168 392 1251 2248 886 69.0 3203 234
1981 - 13.9 17.1 409 1182 1919 935 63.5 3743 30.3
1982 11,5 18.0 446 1151 1799 898 S0.0 372.1 38.8
1983 109 192 37.2 1130 1835 862 39.1 3655 36.8
1984 125 192 36.5 1230 179.5 81.6 425 3548 30.5
1985 10.8 19.6 335 1165 1883 90.6 46.8 3504 27.6
10.8 197 357 1139 1866 979 47.0 3604 27.1

1986
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. S S Men's & Boys' Underwear
Boys' Apparel & Nightwear

_ Knit =~ - Non- Kait Knit’
Trousers -~ Jeans & Woven Sports Tailored { Under- Shorts & _
Year & Slacks Dungarees Shirts  Shirts - Jackets | Shirts Briefs  Pajamas

1967 56.0 67.2 Bl.6 6927 148 |357.0 2579 50.3
1970 53.5 72.9 64.6 56.4 145 3145 2463 43.5

1971 - 50.6 80.4 60.9 56.4 142 13385 2522 403
1972 46.5 89.8 67.8 88.4 14.1 397.1 323.0 45.9
1973 43.8 83.1 59.7 029 14.1 418.2 344.5 41.0
1974 397 83.1 524 1107 149 14016 339.7 38.7
1975 347 744 55.8 107.2 13.8 370.3 288.2 40.1

1976 337  89.6 59.0 1322 134 |3884 3773 372
1977 249 741 425 1461 147 3784 3300 379
1978 275 809 350 1481 137 |361.6 - 3484 335
1979 203 809 401 1399 107 {3589 3766 374
1980 17.2  107.0 346 1525 9.6 [2933 3386  32.8
1981  17.1 938 247 1710 107 |2895 3545 259
1982 149 845 266 1417 89 [2628 3934 310
1983 153  89.3 168 1472 8.0 |2103  462.6  27.3
1984 129 755 127 1352 6.8 .|2546 427.8  28.1
1985  12.0 71.8 153 121.1 53 |2448 4275 217
1986 124 749 198 1202 6.7 2493 4181  29.1

SOURCE: Current Industrial Reports MA23a and others in the MA23 series
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Table IV-1l-c.

Women's, Misses' & Juniors' Apparel

. : : Knit
Year Coats  Suits . Dresses Skirts ~ Slacks Jeans Blouses Shirts Sweaters
1967 223 — 282.2 1015 82.9 16.4 1743 452 799
1970 21.8 28.0 251.5 83.1 84.8 28.3  139.0 47.5 63.0
1971 20,7 210 2339 71.1 98.5 39.7 1517 55.1 618
1972 23.7 279 2447 627 137.7 63.3 1905 79.0 T77.6
1973 229 277 227.1 599 1494 65.6 204.0 77.0 837
1974 20.5 305 1903 524 1567 66.1 2062 889 757
1975 20,9 345 1747 563 1359.1 60.8 207.7 93.8 789
1976 197 33.6 163.0 56.1 156.6 63.4 2367 1003 73.6
1977  19.0 36.53 193.1 65.2 152.8 70,0 197.0 1409 78.8
1978 189 321 189.7 697 149.3 52.6 307.1 1320 710
1979 184 249 1834 67.0 1564 66.5 330.1 128.5 58.8
1980 17.0 176 1757 693 1558 68.5 307.0 1194 508
1981 145 133 162.6 989 1598 982 3147 1026 705
1982 124 138 171.7 105.0 169.0 87.1 344.6 1462 726
1983 12,0 134 163.5 101.5 1732 944 3024 1628 735
i984 122 114 159.0 97.5 163.2 87.3 2639 1433 79.3
1985 10.7 12.3 151.4 954 160.1 90.1 2557 114.8 90.8
1986 10.6 10.8 135.0 97.0 1328 620 2465 1043 753
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WM& Underwear &

Girls', Children's & Infants’ Appafcl Nightwear
B Play- _ E
Knit  Slacks Clothes & Slips & Night GC&1

Yézjr Dresses Blouses Shirts & Jeans Shorts  Bras 172 Slips  wear  Nightwear
1967 1043 264 79.0 1046 1134 252.0 1350 1208  87.1
1970 101.9 2677 71.0 0 91.0 902 2250 1192 136_.9 854

1971 103.0 348 881 940 80,7 2300 987 159.6 86.8
1972 1033 333 1066 957 89.9 2400 1015 166.7 95.8
1973 962 305 181 954  87.1 2250 894 160.8 90.5
1974 856 299 1189 968 1057 1980 77.1 15238 93.0
1975 76.8 336 1272 923 956 1839 65.1 1406 84.9

1976 717 38.0 1409 924 966 203.1 729 1407 77.3
1977 723 424 1393 920 1153 2055 778 1573 . 859
1978 70.1 482 138.1 71.9 1192 2025  80.0 163.0 92.1
1979 702 454 133.0 76.5 127.7 2119 81.8 1476  81.9
1980 71.5 456 1340 837 1231 2123 717 1453 83.8

1981 70.7 452 1346 900 1208 2129 668 1549 = 859
1982  70.7 56.6 1413 828 121.0 1995 655 1529 82.5
1983  76.5 39.4 1535 857 1190 2146 67.7 1549 '91.9
1984  80.1 333 1521 917 1184 1973 67.5 1404 &7.1
1985 724 338 1575 876 113.0 1952 605 1288 83.7
1986 73.0 464 1522 934 116.7 2056 539 1223 76.4
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Table IV-1-d.
Capital Expenditures on New Plant and Equipment
~(Figures in millions of dollars)

51C
Code - Industry Description 1974 1976 1978 1980 1984 1985
23 - Apparel & Related Products 391 423 514 608 742 697
231 -~ M&B Suits & Coats 28 25 26 30 38 24
232 M7B Furnishings . 107 100 138 180 176 161
2321 ~Shirts & Nightwear 27 82 43 43 60 46
2327 Separate Trousers 29 28 27 21 30 32
2328 - Work Clothing 35 26 41 g7 60 35
. 2329 Other Clothing NEC 11 10 24 15 22 25
233 WMJ Outerwear 97 281 130 166 211 163
2331 Blouses = 14 18 27 34 73 34
2335 Dresses _ 44 60 38 51 53 58
2337 Suits, Coats & Skirts 19 28 22 29 35 23
2339 Other Outerwear NEC 21 23 43 52 50 47
234 . W&C Underwear 18 21 28 35 43 47
2341  W&C Underwear 14 15 22 29 35 35
2342 Corsets & Allied Garments 4 6 6 6 8 12
236 C&I Quterwear - i4 14 14 21 22 —
2361 -Dresses & Blouses 3 8 7 7 121 13
2363 - Coats & Suits 1 2 1 2 — —
2369  Other Outerwear NEC 8 4 6 12 11 13
2384 Robes & Dressing Gowns 2 2 i0 6 2 2
22 Textile Mill Products - 1,170 1,087 1,356 1,495 2,002 1,863
225  Knit Apparel Mills Only 78 73 104 120 348 318
2251 Women's Hosiery ex. Socks 14 - 13 23 28 27 36
2252 Hosiery NEC 12 15 15 22 35 31
2253 _ Kuit Outerwear Mitls 42 35 44 49 117 87
2254 Knit Underwear Mills 10 10 22 21 24 23

Source: 1985 Annual Survey of Manufacturers and Earlier Years
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Table IV-1-e,
Top 40 U.S. Textile and Apparel Exports
(F.A.S. Value in thousands of dollars).

1985 1986 - . 19087

Canada 499,933 484,841 545,735
Mexico 301,895 347,160 - 423,919
Dominican Republic 156,167 208,127 251,147
Belgium and Luxembourg 96,786 148,539 157,905
Japan 108,232 134,415 197,984 - -
United Kingdom _ 116,565 131,466 180,344
Ttaly 64,928 115,726 123,489
West Germany : 84,739 109,166 108,815
Saudi Arabia 108,909 102,935 117,900
Costa Rica 81,114 102,351 119,367
Haiti 70,671 82,348 102,286
Australia 68,708 73,156 66,652
France . 43,721 67,857 66,496 .
China 140,700 i 62,315 50,628
Venezuela 59,111 61,479 - 64,764
Jamaica . 42,254 59,487 104,139
Hong Kong 140,700 62,315 62,295
South Korea 26,436 39,450 43,690
Philippines 35,483 37,150 40,507
Colombia 29,419 - 35,087 - 36,547
Panama : 33,530 . 33,155 32,406
Taiwan 33,261 232,008 35,286
Israel 21,563 31,821 37,458
Honduras ' 25,631 30,960 35,639
Turkey 30,141 - 29,984 32,299
Kuwait 27,921 . 27,021 23,317
Netherlands 17,637 25,650 27,671
United Arab Emirates 31,166 25,4006 24,406
Barbados 15,431 21,406
Chile 13,474 21,130 28,520
Iretand 18,103 20,489 13,883
El Salvador 22,112 18,710 16,194
Switzerland 13,696 17,384 17,769
New Zealtand 16,559 17,014 122020
Guatemala 17,191 16,763 30,960 .
Singapore 15,994 16,262 27,639
Leeward & Windward Isles 17,849 16,162 17,321
Sweden 12,491 15,576 23,549
Bahamas 12,990 15,339 17,555
Brazil 10,973 18,322 16,056
QOther 224,558 249,271 250,434

TOTAL 8,819,821 3,156,026 3,609,650
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2. U.S, Export Marketing Strategy
A. Exporting Channels

There are four major channels through which U.S. firms pursue the expansion of

their presence in the international apparel market:

1) Direct Exports _

The most straight-forward method is direct exporting of U.S. goods. Since U.S.
apparel is usualiy not price-competitive in the international market, this channel is limited
to those products with a recognized brand. Foreign retailers would directly import U.S.
brand goods, which they consider as another avenue for business expansion.

2) Exports under Private Label Program -

U.S. companies can serve as manufacturers for foreign firms under a private label
program. They can produce apparel with the brand name of foreign firms attached on the
products. Foreign firms are typically branded companies, either a major foreign retailer or
foreign brand manufacturer. For example, Kayer-Roth, a major exporter of sports and
active socks, provides private sourcing to major foreign retailers such as Horten in

Europe.

3) Licensing

U.S. firms license trade-marks and provide U.S. manufacturing know-how to -
foreign manufacturers. In this case, there is no transport of goods involved as products
are manufactured and sold in the foreign countries under the U.S. brand name. In some
cases, U.S. firms have a very limited rclationship with their foreign licensee; they receive
royalty fees for allowing foreign firms to use their names, but have no role in fabric
sourcing, production, or marketing. Licensing has been the favored sirategy employed by
U.S. apparel firms attempting to 'p'ene'traté 'for'eig:n markets. For example, in 1988, the
.Che:okec Grou:p,' a U.S. jeans and western look casual clothing manufacturer, reached a
licensing agreement with Suzuya, one of the oldest Jap'anése specialty retailers. Under the
agreement, Cherokee allows Suzuya to use its trademarks in its five stores. This was
Cherokee's first atiempt to enter the international retail market. The company plan is 1o
extend this arrangement to ang Kong, Singapore, Taiwan and the Philippines.
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4) Yoint Venture and U.S. Wholly-owned Subsidiaries |

The final channel employed by U.S. firms is to engage in a joint venture with local
firms or to set up wholly-owned subsidiaries in foreign couniries. There are not maily
U.8. apparel firms which use this channel.

One example of those who do is Levi Strauss, Co., (Lews) the world's most well-
known jeans manufacturer. Levis, which sells jeans in almost every country in the world,
including the PRC and the Soviet Union, employs three methods: licensing, joint
ventures, and wholly owned subsidiaries. No matter where fabric is sourced or where
production is done, all products are manufactured according to Levis' material and
product guality specifications. '

Levis chooses a market entry method based upon costs, regulations and the
political situation of each country: In most of the European countries, Levis has wholly-
owned subsidiaries, while it tends to employ the licensing method in Asia. Levis'
products sold in any countries bear the Levis label. The only exception 1o this is in Brazil,
where trade regulations allow only wholly-Brazilian apparel products. In Brazil, Levis
thus maintains a subsidiary which sells jeans without:the Levis name. The vice-president
of marketing of Levis commented that the company does not want to establish a licensing
arrangement in India because the country has a reputation of having copyright problems.

B. Exporting U.S. Products via Offshore Production Sites

No single case was identified in which U.S. firms export thelr products
manufactured in offsh(')rg:' prodi:cing countries to a third country. An apparel marketing
consultant explained that U.S. firms have established global sourcing structures.
However, they have not prepared for ‘giobal marketing, which requires a comprehensive
sirategy 1o incorporate political, regulatory, technological, financial and logistical
considerations. |

3. U.S. Product Development '((_lomestic vs. export mafket)

On the whole, U.S. apparel man’ufacgture'rs do not develop products specificajly
tailored for foreign markets. Instead, they try to sell their so-called "Amencan image" and
it appears that liitle product dcvelopment based upon local need is done by U.S. firms,
For example, Levis' ﬂagsh;p product, 501 button ﬂy Jeans “are sold world~w1dc
However, the company makes adjustment for sizing requu‘ements for local consumers. It
appears that major U.S. exporters such as Osh-Kosh (Children's clothing maker), Fruit
of the Loom (underwear) and Jockey International (undchear) are all selling the same
products overseas as they are domestically.
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Chapter V: Protectionist Policies of the 1.8, Textile Industry
1. U.S. Trade Policy

Ever since it negotlated a bilateral agreement with Japan to control the trade of
cotton products in 1957, the U. S has adopted a protectionist policy in apparei trade.
U.S. import restriction has been 1mplemented under both the Multi-Fiber Arrangement
(MFA) and bilateral agreements with individual exporting countries.

First implemented in 1972, the MFA governs international trade in textiles and
apparel. Furthermore, apparel trading countries have signed a series of multilateral
agreetnents under the broader auspices of the General Agreement on Tariffs and Trade
(GATT).

The stated pmpose of the MFA is to balance the interests of the developed and
developing countries. It mms to facilitate the eco_nomlc and social development of
developing countries and to prevent the.dismptive effect of low-cost imports in developed
countries, The MFA, in trying to reconcile two opposing interests, allows its signatories
to resolve certain disputes on a bilateral basis.

A new Protocol of Extension, signed on July 31, 1986, has rcncv._fcd the MFA
until July 31, 1991. The new protocol contains several important provisions:

It expands product coverage from cotton, wool and man-made fibers to all

negotiable fibers and silk blends (linen and ramie); .

It aHow_s the U.S. to unilaterally conirol imports for two successive years
instead of juét one year;

It broadens the definition of "circumvention" to include both
transshipments arid false declaration;

It tightens cooperation requirements to detect and prove circumvention.

Within the context of the MFA, the 1].S. has negotiated bilateral restraint
agreements with 26 countries. The U.S. also has bilateral agreements with 14 MEA non-
signatories. (See Table V-1-a for the list of the countries and expiration dates.) These
agreements controlled 57% of U.S. textile and apparel imports in 1986. Some of these
agreements set an "aggregate” ceiling on total textile and apparel exports, or on total
cotton, wool, or man-made fiber textile and apparel exports. Other ceilings may be set for
groups of prbducts or specific categories of sensitive products. These are called "specific
limits.” Between 70% and 80% of é_pparel exports from the Big Four countries are subject
to specific limits. Bilateral agreements are usually valid for a period of three to four years.
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The import level is established for a 12 month period, and a different quota level is set

every year.
Article 3 of the MFA allows an importing country to unilaterally control imports

from countries with which it does not have bilateral agreements.

" Table Vel-a. MFA Slgnatones with which the U.S. has Bilateral
 Agreements (as of December 21, 1987)

A. With Specific Restraints: - Expu'anon Date
*Bangladesh 01-31-89
*Brazil _ - 03-31-88
*China 12-31-87
*Czechoslovakia : 05-31-89.
*Hong Kong ' 12-31-91
*Hungary - ' ' 12-31-91
*India ' 12-31-91
*Indonesia _ - 06-30-88
C*Jamaica - : 12-31-89 -
*Japan : o 12-31-89
*Korea ' 12-31-89
*Malaysia 12-31-91
*Mexico _ S : - 12-31-88
*Pakistan ' ' ' 12-31-91°
*Peru ' 04-30-89
*Poland 12-31-89
*Philippines 12-31-91
*Rumania (Cotton) ' o 12-31-87
*Rumania (Wool and Man—Made Fiber) _ - 12-31-89
*Singapore 12-31-90
*Sri Lanka ' - 05-31-88
*Thailand 12-31-88
*Turkey 06-30-88
*Uruguay - 06-30-91
*Yugoslavia . 12-31-89

MFA Non-Signatories with which the U.S. has Bilateral Agreements
A. With Specific Restraints:

Bulgaria 04- 30 89
Burma 12-31-90
Costa Rica ' 12-31-87.
Dominican Republic 05-31-88
East Germany 12-31-89
El Salvador : _ : 12-31-89
Guatemala _ 12-31-88
Haiti 12-31-89
Maldives _ o 09-28-88
Mauritius - - 09-30-90
Nepal ‘ ' 12-31-90
Panama _ S 03-31-90
Taiwan . - 12-31-89
Trinidad & Tobago ' - - 12-31-89

~Negotiated but not Signed (MOU): o .
*Egypt

*Country has signed 1986 MFA Protocol of Extension
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Table V-1-a. (Continued)

MFA Membership (10 November 1987)

Country MFEA T MFEA 11 MFA TII MEATV
: : STR Final
Argentina 26 Mar. 74NR 22 Oct. 80 27 April 82STR* 5 May
Australia 9 Apr. 74
-~ Austria 22 Aug. 74 23Jun. 76 24 Aug. 52 4/14/87 4 Sep
Bangladesh 3 Dec. 76 7 Apr. 78 - 16 Sep. 82 5 Jan.
Bolivia _ © 26 Jul. 7T6STR*
Brazil - 5Dec.74 26 Sep. 79 9 Feb. 82STR* 9/30/86
Canada 14 Mar. 74, 24 0ct. 78 12 Jul. 82 11 Nov.
China~ ' : 18 Jan. 84 30 Apr.
Colombia 7TFeb. 77 23Dec.77 27 Apr. 82 18 Nov.
Czechoslovakia. : 1Jul. 80 30 Sep. 82 12 Jan.
Dom. Rep. _ 14 Mar. 79 9 Feb. 84
EEC 25Mar. 74  29Dec.77 15 Mar. 82 2 Dec.
Egypt . 6Jan. 70 1 Sep. 80 22 Feb. 82S8TR* 10 Apr.
El Salvador 22 Nov.74 21 Mar. 79 2 Jul, 828TR*
Finland 19Jul74 16 May.78 23 Aug. 82 9/17/86 11 Feb.
Ghana 5.Jun, 74 8 May. 78 _
Guatemala 19 May 76 30 Oct.. 79 6 Oct. 82
Haiti 24Jul.74 5 May. 76 9 Aug. 83 :
Hong Kong 25 Feb.74 30Dec.77 21 Jan. 82 8 Sep.
Hungary 26 May 74 6 May. 76 10 Feb. 82 26 Nov.
India _ 20 May74 30 Dec 77 31Dec. 81 5 Dec.
Indonesia 5May78 19 May. 32 30 Sep.
Israel 14 May 74 22 Feb.78 16 Sep. 82
Jamaica 17 Sep. 75 10 Feb. 76 22 Jun 82 26 Feb,
Japan 15Mar.74 27 Dec.77  25Dec. 81 2 Sep
Korea 18 Mar.74 16 Feb.76 12 Mar. 82 9 Oct.
- Macao 1Dec.75 16 Nov. 78 -9 Jun. 82 28 Jan.
Malaysia 1 May74 19Feb.79 28 Apr. 82 29 Oct.
Maldives : 19 Apr. 83
Mexico Il Jui75 30 Dec. 77 4 Mar. 82 25 Aug.
Nicaragua 30 Jul. 74
Norway 28 Febh. 74 1 Jul. 84 27 Oct.
Pakistan 5Mar. 74  25Jan.78 29 Dec. 81 27 Oct.
Panama ' 15 Jan. 85
Paraguay 17 May 76NR*
Peru 7 Nov. 77 9 Mar. 76 5 Jan. 83 1 Dec.
Philippines 12 Aug. 74 21 Feb.76 16 Feb. 82 29 Dec.
Poland 17 Dec. 74 6 Feb. 78 10 Mar. 82 3 Mar.
Rumania 22 Jan, 75 6 Jan, 76 12 Jul. 82 16 Apr,
Singapore 31 Mar. 74 5Jan. 78 20 Apr. 82 14 Nov.
Spain 27 Feb. 76 .
Sti Lanka 17 Jan 74 4 Jan.76 29 Dec. 81 8 Aug.
Switzerland 100ct. 74 250ct. 78 8 Nov. 82 1/22/87 21 Jul.
Thailand 4 Feb.76 21 Dec. 77 15 Apr. 82 16 Oct.
Trinidad & T 10Dec. 75 13 Apr. 78 5 Apr. 82 16 Oct.
Turkey 27 Feb.75 13 Apr. 78 5 Apr, 82 11/19/86
United States 2Jan. 74  29Dec.77 29 Dec. 81 5 Aug.
Uruguay 11 May76 20Apr. 76 13 Jun. 83 8 Sep.
Yugoslavia 3 Feb.75 22Mar.78 26 Sep. 83 2/23/87 4 Jun,
Total 43(-2) 42 43

*STR = Subject to Retaliation

*NR = not ratified (no actual mcmbcrshlp)
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2. Administration of U.S. Trade Policy

. There are many players involved in U.S. apparel trade policy. The Textile Trade
Policy Group, chaired by the U.S. Trade Representanve (USTR), is the body that
determines the overall apparel and textile trade policy of the United States. The other
members include undersecretaries from the Departments of State, Treasury, Agriculture,
Commerce and Labor. The chief textile negotiator, who is responsiblé for negotiating
bilateral agreements, works directly with the USTR,

The implementation of trade policy is carried out by the Commitiee for
Implementation of Trade Agreement (CITA) The Deputy Assistant Secretary of
Commerce is thc chairman of this committee. CI TA oversees 1mplementat10n of bllateral
agreements ana can also take unilateral action under Article 3 of the MFA.

The U.S. Customs Sérvice handles the physical control of imports. It is Customs
that controls the entry of apparel and textile pro'd.ucts under the program. The Office of
Textiles in the Department of Commerce monitors n?adc_undcr all bilateral agreements and
maintains performance reports called *Major Shipper's Repdrts" that quantify imports of
each controlled category. '

The industry, which is- composed of apparel texnles ‘manufacturers, fiber
producers and the labor unions, acts as a united entity in prcscntmg its position on the |
implementation of trade policy. The industry has formed an Import Steering Comimittee
which consists of the representatives of 18 trade associations and two unions. See Chart
V-2-a for the dynamics of apparel rade policy decision makmg in the U.S.
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3. U.S. Quota Apparel Imports from Thailand

In 1984 and 1985, Thailand overshipped its apparel products to the U.S,,
exceeding the level ﬁnder the 1983 bilateral agreement by 500% to 600%' Thailand had to
reduce the level of apparel exports to the U.S. over the subsequent three years in order to
compensate for the overshipment. Conscquently, its 1988 import level declined to one-
' ha]f of its peak level of 1985, (See Imports from Thailand in Chapter IL.)

Meanwhile, the 1983 bilateral agreement expired in December 1988 and a new
accord has not yet been signed. According to an apparel trade consuitant in Washington,
D.C,, the 1983 bilateral agreement was extremely unfavorable to Thailand. Moreover, the
198471985 overshipment oceurred because both the U.S. and Thailand fnisinterpreted and
m:smanaged the agreement. For the last three years, nevertheless, Thailand has suffered
the consequences. Now that the 1983 agreement has expnred Thalland is in a position to

‘negotiate a more advantageous deal with the U. S. N

Article 3 of the MFA allows major importing countries such as the U.S. to
negotiate a ceiling withi 1mp0rt1ng countries with which the U.S. does not have bilateral
agreements. Since the U.S. has not concluded an agreement with Thailand, it has issued
several requests to consult with the Thai government. Thus, t'ou'gh negotieti_o'ns are being
conducted over the new bilateral agreement between the U.S. and Thai governments.

U.S. negotiators want to maintain a conservative level of Thai imports, From the
Thal perspectwe however, it is lmperatlve that the new agreement gram a hlgher level,
especially in light of the liberal levels that the U. S. has negotiated with other countries
such as Indonesia, Sri Lanka, Bangladesh and Costa Rica. Since it faces intense
competition from these countries, Thailand feels that it is being subject to dmcnmmatory
quota levels that donot reflect its production capacity. '

Representatives of both governments are vigorously negonanng over mutually
acceptable quota levels and they are hopmg to reach a new agreement by the end of 1989,
The interests of both countries would be served by a prompt agreement While the U.S.
‘does not welcome uncontrolled imports, the Thai mdustry suffers from unceriainties that
dlscourage U.S. firms from buying Thai products, -

in the absence of a bllateral agreement, Thailand could legally Shlp a Iarge volume
of textiles to the United States as long as the shipments do not violate the MFA.
However, Thailand is praetlcmg self-restraint in its exportatlon of apparel to the U.S.
Accordmg to an apparel quota consultant, the government of Thailand is voluntarily
restraining its shipment level in order to prepare for the new bilateral agreement.
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4. Quota Managem_ent :

1t is essential that Thailand establish a well-organized quota system. In the past,
there were incidents in’' which importing countries tried to circumvent the rules of the
quota systeni, Somé countries attempted to transship their products to the U.S. via third
countrics. For example, a South Korean exporter claimed that his products had originated
in Japan, which usually does not use its entire quota allocation. The exporter then tried to
ship them through Canada, a country with which the U.S. maintains relatively open trade
relations. .

In other instances, exporters falsely label the products so that the products fall
under categories for which quota levels are not filled. For example, once the quota for
ladies’ blouses is filled, the exporter may try to ship them under the baby wear category.
Also, some exporters attempt to put a higher price value than the actual value in order to
get higher profit margins. This happens because exporters prefer to ship higher unit value
items within the quota limit. A Department of Commerce official indicated that these
exporters tried to declare higher values without even having the capability to manufacture
or sell such high-priced items.

Another example of quota circumvention is the attachment of false visas/tickets to
 the products.. In 1987, neaﬂy 1,0'00 counterfeit visas were issued from the PRC. The
false visas, which translated into nearly $20 million of apparel from PRC, cost U.S.
-impofters millions of dollars and left them with misgivings about doing business with the
PRC. For example, Sears, Roebuck & Co.'s $84,000 shipment of girls' corduroy jackets
was delayed for three months as customs tried to verify its PRC-originated visas.
Evéntually, Sears confirmed the legitimacy of the visa by having a telex sent from the
Chinese province in which the visa originated. Mr. Subash Agarwal, Sears’' director of
customs and import procedures, commented, "It cost us a lot in storage... and we didn't
sell those goods ai the profit we'd projected.” Unfortunately, these isolated incidents have
created an atmosphere of doubt and mistrust améng various trading nations.

In apparel trade, the importance of a well-managed system of quota compliance
can not be overestimated. A Washington, D.C.-based consulting firm that specializes in
U.S. apparel quotas explained the significance of the quota in apparel trade:

"Hong Kong is an extremely busy, bustling city. The only time the

city becomes quiet is 3:00 in the morning. At 3:00 in the morning, the city

falls into a complete silence. Then, if someone whispered a word,

"Quota," the entire city would go crazy, and everyone would start talking

* about what's happening to the quota.
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Though this tale may be somewhat exaggerated, the point is well expressed. The
quota is the key to apparel trade for Asian countries. The governments of exporting
countries issue so-called "visas" to each exporter. The visa is sometimes called a “ticket"
since it is literally a ticket for exportation. ‘Without the ticket, a firm cannot export apparel
products. The number of tickets that the government can issue is limited according (o the
quota level assigned to that country. Therefore, it is important for U.S. apparel firms to
know which countries have tickets for which products and how many they have.

The governments of exporting countries stamp the visa on a commercial paper

attached to the shipment. At U.S. customs, officials check the validity of the attached
visa, ' f o o :
Hong Kong has successfully built the reputation of having the most advanced and
professmnally-momtored quota system in the world. In Hong Kong, according to an
informed source, there is a "quota price, " which is the value attached to the ownership of
the ticket/visa. The Hong Kong quota system is so sophisticated that the quota price
reflects market demand in the U.S. 1In other words, the quota price goes up and down,
depending upon which product is selling well in the U.S. market. If demand for a' certain
product is up, the price of the ticket/visa for that =pr'oduc:t rises accordingly.

Since the system is so organized in Hong Kong, offshore production there is more
expensive than in other countries. The quota price is already incorporated into the final
product cost as premium charge. A U.S. firm has two options. First, it can choose Hong
Kong for its offshore sourcing. If it chooses this opuon it could 1 msure that the products
will clear U.S. customs. Also, delivery time would be short on account of Hong Kong's
efficient port and transportation facilities. However, it would be more expensive. Second,
the U.S. firm can choose such countries as Indonesia. This alternative involves longer
shipping times and potential problems with quota management, but it would be cheaper.

While Hong Kon g offers an efficient quota system, the quota rules in other Asian
countries are less structured and more informal. It is rumored that there are backdoor
dealings over the quota tickets in some countries. U.S. firms are aware of the importance
of the quota system and sensitive about how it is managed. As a result, it is essential that

Thailand establish a highly regimented quota system.
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Chapter VI: U.S. Garment Regulations
1. Quality & Safety Siandards

. There are two main_égéncies within the U.S. government which are assigned the
task of formulating and enforcing regulations with regard to apparel quality and safety
standards. These two agencies are the Consumer Product Safety Commission and the
Federal Trade Commission.

A, The Consumer Product Safety Commission

The Consumer Product Safety Commission (CPSC) is an independent federal
regulatory agency that was established by the Consumer Product Safety Act. The purpose
of the CPSC is the protection of the Amencan public against injury from consumer
products. The CPSC evaluates the comparative safety of consumer products, develops
uniform safety standards and conducts research and investigation into the cause of
consumer product related injuries. With regard to consumer safety from potentially
dangerous textiles and apparel, the CPSC, along with the Federal Trade Commission, has
responsibility for implementing pmvisions of the Flamunable Fabric Act.

_This act prohibits the transportation or sale-of apparel and fabrics which are
flammable enough to be dangerous when worn by the consumer.

Sec. 9 of the Flammable Fabric Act specifies that any party who has exported or
attempted to export apparel, from any foreign country, that was deemed dangerously
flammable may be banned from participating in the exporting of any apparel.

The full text of the Flammable Fabrics Act, covering prohibited transactions,
flammabiiity 'staﬁdards, testing methods, shipments from foreign countries,
administration and enforcement, is given in Appendix VI-1-a.

B. The Federal Trade Commission

: Prinéipal functions of the Federal Trade Commission (FTC) include safeguarding
the public from deceptive trade or business practices such as false advertising or the
mislabeling of produc_ts. Within the scope of its activities the FTC reviews complaints by
consumer or industry plaintiffs challenging alleged unfair or deceptive irade practices. The
FIC investigates corriplaints,’ and if necessary, the FTC can issue a formal complaint for
hearing by an administrative law judge. Individual cases are often ended by informal
settlement and the acceptance of a consent order to cease the challenged business practice.
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The FTC is authmized to promulgate and -issue trade regulations. ‘The specific
procedures for drafting regulations involves the particlpauon of any interested partics
including oral hearmgs -and comnients.

To protcct the American consumer against 1mproperly produccd apparel, the 1.S.
government requires strict labeling of apparel products. The FTC is the chief agency
involved in the enforcement of labeling regulations. The various acts, enforced by'the
FTC through its Burean of Textiles and Furs, are:- |

* The Wool Products Labeling Act.

* 'The Fur Products Labeling Act

*  The Textile Fiber Products Identification Act™ -

(including country of origin )

* The Flammable Products Act

~ Another key area of responsibility for the FTC is the administration of the Textile
Products Indemnification Act. This set of regulations is of importance to foreign exporters
because the Identification Act requires the disclosure of country of origin on labels. This
became effective May 17, 1985 The regulations state that all textile and apparel including
fur produets sold in the U.S. must carry labels identifying their country of origin. -

Rule 33 of the Identification Act includes the following pomts

¢} Each imported product must be labeled with the name of the country where
it was processed or manufacturcd .2, "Made in {foreign couniry).”

) Each product made in the United States from U.S.-made materials must be
labeled "Made in the U.S. A"

3 Each product made in the United States. but not tota]ly from U.8.-made
materials must be labeled accordmgly,- e.g., "Made in U.S.A. of imported
fabric.” - ' '

(4  Each product made pamally in'the U.S. and pamally in a foreign country
must be labeled to disclose the manufacturing process for each country,
e.g., "Made in (foreign country) finished in U.SIA"

- Rule 34 rule states that mail order catalogues advertising textiles must include the
country of origin information in the description of each item. Such descriptions must state
whether an item was imported or made in the U.S., or whether it is a-combination of

domestic and foreign-made materials.
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2. Tariff Schedules (Changes under the Harmonized System)

- Three major changes took place when U.S, tariff schedules changed from the old
‘system called: Tariff Schedules of United States (TSUS) to the new system termed
Harmonized Tariff System (HTS), effective January 1, 1989,

First, under the HTS, both textile and apparel are classified on the basis of so-
called "chief weight" of contents of a product, as 6pposed to "chief value" used under the
TSUS. For example, a sweater comprisiﬁg 75% polyester and 25% wool is now
classified as-a man-made fiber product, while under the old system, it was classified as a
wool product since even at 25% content level, wool had the highcr value than polyester.
This shift was impleménted primarily because the "chief value" system is subject to
change due to the fluctuation of exchange rates, while the "chief weight" system is stable
due to the constant nature of the weight factor.

Tariff rates are assigned based on the type of fiber used in an apparel product.
Generally . tariffs for man-made fiber and wool products tend to be high, while that for
cotton and vegetable fiber prbducts including linen and ramie tend to be low. Tariffs for
silk products are lowest. Some appafel products, the classification of which has changed
under the HTS, now have a higher or lower tariff rate imposed on them than they had
under TSUS. For example, a man's tie, made of 13% silk and 87% man-made fiber, used
to be classified as a silk product because silk was a dominant component under the "chief
value” system; Consequently, the tie could take advantage of the low tariff rate as a silk
product. However, under "the chief weight" system, the tie is no longer categorized as
silk, butas a man-made fiber product. Under the HTS, higher duties are imposed on the
tie than before,

The second important change is that the HTS system stopped categorizing apparel

_ products based on whether they are ornamented or non-ornamented. Ornamentation in
apparel includes the use of embroidery, applique, or emblems for decoration and
adornment purposes rather than functional purposes. Tariffs on ornamented products
were Substantially higher than that on non-ornamented. For example, alligator shirts used
to be imported to the U.S. without an alligator mark on the shirts so that they could be
classified as non-ornamented and enjoy a lower tariff. Under the old system, more than
80% of the apparel products were shipped as non-ornamented prdducts. In order to
mitigate a major disagreement between U.S. customs and foreign exporters over how to
_dctermine whether a garment is ornamented or non-ornamented, the HTS eliminated this
classification. The third major change is that under the HTS, a new category is created for
infant and baby clothes, Under the old system, baby clothes are incorporated into
women's clothes. Under the HTS, there are thus five new groups: men's, boys',
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women's, girls' and children's. Major baby clothes exporting countries, such as the
Philippines, would be affected greatly by this change. ' |

The product classification changes associated with the HTS led to a phenomenon
called "trade migration" or "product migration.” Certain products have migrated from one
category to another category under the HTS. When the U.S. government negotiates with
formgn governments over bllateral agreements, it is taking into account this trade
migration, increasing the quota level for certain products while decreasing it for other
| products. _ ' ' '
The H TS was 1mplemented on the basis of the “duty neutral” principle, which
meant that the HTS should not cause an overall increase in the tariff level. However, in
actuality, under the HTS, some products end up with a higher tariff than before, while

others with a lower tariff.
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Chapter VII: Recommendations

In order to increase its presence in the U.S. market, the Thai apparel industry may
consider the factors which are described below.

Bilateral Agreément

It is irnportant for Thailand to reach a bilateral agreement with the U.S. on quota
levels as soon as possible. The absence of a bilateral agreement means that there is not an
officially established quota level. As a result, U.S. buyers fear that Thai goods may not
clear U.S. Customs and thus are reluctant to contract Thai companies. Although Thailand
is currently practicing self-restraint with regard to its export volumes, a voluntary restraint
practice is not an advisable long-term policy for Thailand. It must resolve the quota issue
in an official forum. The U.S. government has been pressuring Thailand by issuing
unilateral control requests since January 1989. Although it is essential to attain an
improved quota level under the new agreement, a stable, bilaterally-recognized accord
would boost the credibility of Thai apparel manufacturers.

Quota System Management

_ 1J.S. companies may have several Asian countries to choose from as their
offshore sourcing options. One of the most important considerations in selecting a
country is the quota management system. Over the past few years, there has been an
increasing: number of quota fraud cases that have raised the awareness of U.S. importers
about the importance of bhoosing trade partners. For example, in 1987, $20 million in
merchandise was impounded by U.S. Customs due to counterfeit visas from the PRC,
and U.S. companies suffered tremendous losses. This incident left U.S, importers wary
of doing business with the PRC in the future. In addition, trans-shipment and fraudulent
labelling would damage the reputation of the country. It is essential that Thailand maintain
a well-managed quota system and earn its reputation as a problem-free quota operation.

Copyright Compliance
It is also critical to establish solid copyright management, especially since Thailand
is making important advances in the international business arena. U.S. brand companies

are particularly sensitive about trademark issues and are reluctant to conduct business with
companies that do not respect intellectual property rights. For example, the international
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director of Levi Strauss Co. commented that the company does not wish to explore
opportunities in India on account of its copyright problem. Like India, if Thailand did not
comply with internationally accepted rules, the couniry may become isolated.

Trade Regulations

Thailand may need to relax its internal trade regulations to attract foreign
companies to the Thai market. For cxamp'le, the import apparel director of K-Mart
explained that in the past K-Mart was trying to manufacture apparel under a private label
program in Thailand. However, domestic regulations prohibited the entry of K- Mart's
fabric into the country. Although this restriction was created to protect the Thai domestic
textile and apparel industries, this type of restriction may have a negative long-term effect

upon the vitality of domestic industry.
Fabric Development

To enhance its compctitivcnéss in international markets, Thailand may need to
promote both its textile and apparel manufacturing industries. As an international sourcing
manager of the GAP indicates, U.S. manufacturers are drawn to countries that discover

‘innovative ways of prdducing fabric and apparel. Thailand could bolster its international
appeal if it could offer the joint capablhnes of fabric production and apparel manufactumng

instead of specializing in one area alone,
Needlemanship

Asian countries other than the Big Four, the Caribbéan nations and other countries
such as Turkey and Morocco ate all making strides in the U.S. apparel market. The
competition is expected to further intensify among non-major exporting countries. In this
highly competitive business environment, how can Thailand successfully increase its
apparel exports to the U.S.? This question invariably seems to get the same response:
improve quality. After all, a reputation for quality apparel attracts foreign sources. The
quality factor is particularly important in light of the recent trend among U.S. firms
toward relocating production facilities in the domestic market. In order to lure U.S. firms
to its market, Thailand may need to continue to emphasize its unique, dependable
craftsmanship and needlemanship. A strong reputation for quality work can be built on

this basis.
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Specialization and Diversification

_ In order to meet intensifying competition, Thailand may need to establish a
reputation for quality by specializing'in one lifie of apparel products, For example, India
is renowned for its Madras cotton: Since Thailand already has an excellent reputation for
silk; it should focus its efforts on the production of quality, affordable silk apparel
products. While pursuing specialization, Thai manufacturers rriay also explore the
possibilities of diversifying their production capabilities. Thailand should be able to cater
to different markets aroand the world and to produce apparel and accessories such as
bright-colored casuals, active sp()rtswear, coordinates, leisure daywear, swimwear,
classic suits, evening ensembles, underwear and lingerie, fur and leather apparel and top
designer-labelled collections. Through product diversification, Thailand can gain valuable
experience in using a wide variety of texiile fibers, yarns and fabrics,

Package Deals

Although the cost factor remains one of the chief considerations for U.S. firms
_choosihg their offshore manufécturers, other factors have become increasingly important.
Thailand should continue to strive for an improved package that it can offer to U.S.
retailers as an offshore sourcing alternative. The package may feature such assets as short
Jead time, excellent quality, a problem-free quota arrangement, great fabric sourcing, and,
finally, reasonable cost. By presenting a well-balanced, compfehensivc package, Thailand
will heighten its appeal to U.S. firms,

Dependability

Thailand must continue to strive to build a solid reputation as a reliable supply
country. International buyers would come: to trust Thai providers as- orders would be
delivered on schedule and quality would meet retailer specifications. Although a
reputation as a reliable silpply country cannot be built instantly, Thailand can eam the

confidence of the international business community by showcasing its abundant raw
* materials and its motivated, well-educated labor force.
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Trade Show Participation

As apparel trade shows continue to be the most popular means of wholesale
apparel pro_moﬁon, Thai manufacturers should establish a greater presence at such events.
Thai makers should take advantage of any 'o'pport_unity to expose their products to
potential U.S. customers. Thai apparel firms can derive various benefits from attending
trade shows. First, they can market their products and gencréte business. Second, they
can make important business contacts. Third, they can study current fashion frends. In
addition 1o the constant efforts of garment manufacturers, the encovragement of trade
organizati'on's and government'sponso’réhip can help Thai manufacturers participate in

major international fairs and exhibitions.
Private Label Program -

Since the trend toward private label production is expected to continue, Thai
manufacturers may want to aggressively seek business opportunities in this area. Thai
apparel makers may exploré opportunities with three groups of U.S. compénies:

(D Retailers (Family store chains, depariment storés, and specialty retail

chains), '

(2) . Mail order catalog houses, and

(3}  Manufacturers.

The above companies, which contract private label production, are always eager to
find reliable international manufacturers, and they are likely to give large volume
commission work. By establishing links with these U.S. clients, the Thai apparel
industry could easily expand its market presence in the U.S. '

Buying Offices in Bangkok

The best way to get exposure is to encourage U.S. firms to set up buying offices
in Bangkok. JC Penney has recently opened an o_fﬁce“in Bangkok,'which indicates that',if _
is seriously considering Thailand as-an bffsho_ré: sourcing location. Most of the major
U.S. firms currently have buying offices in Hong Kong. In order to promo'tc_U.S.
buying offices in Bangkok, Thailand may want to provide potential U.S. firms with

attractive incentives, such as tax-free zones and rent discounts.
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Upper-Scale U.S. Buyers

Thailand should eventuélly transform itself from a competitively-priced, large-
scale garment producer into an upper-market exporter of qualityf clothing. One of the
principal steps toward this tra_nsfdmialion involves gradually up-scaling its clientele.
Family retail stores such as JC Penney and Sears as well as mail catalog houses have
already begun considering Thailand as one of their sourcing'options. Thailand, however,
may want to eventually cater to the uppcr~sba]e customers such as established department

- stores like Bloomingdale's, Lord and Taylor and Saks Fifth Avenue. While the quality
requirements for such designers and brand name collections would be stringent,
profitability would be high. Moving up-scale will become particularly important if the
quota restriction tightens. If the restrictive quota prohibits growth in export volumes,
Thailand must move toward higher per-unit-value items.

Sales Pitch to Agents

Thai apparel manufacturers should identify agents for U.S. firms and maintain
close contacts with the agents who may contract them for manufaétun'ng. Many U.S.
brand name companies do not have direct contact with offshore manufacturers and allow
agents to handle all liaison work with foreign manufacturers: If agents cover the Asian
rcgioﬁ, they usually have offices in Hong Kong or Tokyo. The agents in Hong Kong and
Tokyo routinely search for fabric makers and manufacturers throughout Asia. Therefore,
Thai manufactures need to approach Asian agents and promote their production

capabilities for contracting work.
Direct Exports

In addition to performing commission work for U.S. firms, Thai manufacturers
may also want to aspire to export their products directly to U.S. retailers. For various
reasons, however, this étfategy could- be more difficult than commission work. First,
direct expo_rtatidn' requires direct contact with U.S. retailers. It takes a long time to build
such a relationship. Second, direct exportation entails a cosly financial conmmitment. Thai
manufacturers have to invent designs and make samples. Their sales representatives then
have to visit U.S. offices in order to sell their merchandise. Once U.S. firms are
interested in their merchandise, the logistical details of the dea'l must be negotiated. Also,
Thai manufactures have to administer all the paperwork involved in the exportation of
merchandise. Finally, Thai manufacturers have to keep abreast of all U.S. regulations
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relevant to apparel importation to the U.S. Although it may be demanding, direct
exporting should be encouraged because it would be much more profitable than

commission work.
Design Capability

Thailand may need to continue to improﬁe its design capability, which will help to
attract more international buyers and contribute to the vitality of the industry. For
example, a pool of talented young fashion designers has emerged in Hong Kong over the
last several years. These designers now sell their colle ections in major chain department
stores and specialty bouthues around. the world. They also sell their fashions on the
domestic market. '

Thai manufacturers' efforts to cultwate brand-name ploducts should also be
encouraged. However, Thai makers should be aware that brand devclopmem can be a
long-term investment and that it requires more than just n_lanufacturing.' For example,
James Tien, deputy managing director of Manhattan Garments, a Hong Kong jeans maker
that sells almost exclusively to U.S. retailers, contributed the following insight into the
difficulties of "branding";

"Many Hong Kong producers are moving into Drandmg, but.not all

have been successful.., I am primarily a manufacturer, not a-wholesaler,

and I don't want to have to go into the ‘showbiz' side of the garment trade

with expensive brand promotion — my company's strength is in making

jeans.”

Although it may be a daunting challenge, Thiai manufacturers may want to actively
pursue brand-name development. If they follow this course, Thai companies can
manufacture their own brand-name products instead of making apparel for U.S. brand-
name companies. This would bolster the autonomy and status of the Thai apparel mdustry
on the world apparel scene. Eventually, Thai manufactarers could emulate thc business
strategy of the Italian company Benneton by opening their own retail outlets throughout
the U.S. Such an arrangement would allow Thai co,n'cems to control not only production,
but also the marketing, distribution and retailing of their own products.
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- Bangkok: The Next Hong Kong

Finally, Thailand may nced to attempt to take the place of Hong Kong as the Asian
apparel center after 1997. Hong Kong's gannenf industry, with 300,000 employees
working for 10,000 manufacturers, accounts for 34% of the country's total apparel
exports. In the past decade, Hong Kong has emerged as one of the major fashion centers
of the world and has successfully sustained a competitive edge over other suppliers in the
region. However, in less than a decade, the PRC will regain possession of the colony.
Currently, there are few signs of a mass exodus of capital from Hong Kong. Investment
remains high and most business people publicly profess that the business environment
will not deteriorate when the PRC assumes control. Regardless of any post-1997 change,
Bangkok should aspire to become one of the Asian apparel centers. However, the
attainment of this goal depends in large part upon the nation's ability to modernize its
infrastructure.
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1. Intreduction
1.1 Objectives and Background

This survey was carried out by P-E Inbucon Limited for the Japan External Trade
.Ofganization' (JETRO) and is related to other studies undertaken to promote and assist
Thailand in the development of export markets.

The objective of the project was to determine,:by means of a market research
progfam, which sectors of the U.K, market have potential for garments manufactured in
Thailand. It is one of a series of reports which cover the subject in a number of different

countries.
1.2 Methodology

The market research was carried out through a combination of desk research and
interviews. A list of respondents is included in Appendix A.

The interviews covered retailers, distributors and trade sources. We determined
early in the research program that small and medinm-size retailers are seldom involved in
country-sourcing decisions. Instead they buy from .importers and wholesalers who
themselves have direct relations with foreign manufactarers. Therefore, a number of
wholesalers and importers were included in the program to ensure that the baying policies
of the smail and medium retailers were covered, ,

The project was managed by Fiona Bolus and the. P-E Inbucon team included
Joanne Bedford, Frances Bovill and Ros Bradshaw as research executives.

2. Summary and Recommendations
2.1 Summary

The results of the survey show that there are opportunities for Thai manufactured
goods in the U.K. garment and textile market. The U.K. market for textile garments is
growing and imports are grOWing faster than domestic production.

U.K. buyers are very flexible in their sourcing policies and they will select the
manufacturer (and thus country) who can meet their design and quality specifications at
the best price. ' _ :

Distribution in the U.K. garment industry is mainly through importers/wholesalers
though some retailers undertake their own sourcing directly from Thailand.



For lower priced garments, designers and buyers already source from ‘Thailand.
For higher quality goods or where quality specifications are very tight, manufacturers in

the newly industrialized countries such as Hong Kong tend to be chosen.

Imports in the U.K. from Thailand are, however, severely hampered by a lack of
visibility. Many U.K. garment buyers are not aware of Thailand ‘as a potential
manufacturing source. Those that are do not know how to make contact with potential
manufacturing partners in Thailand. Furthermore respondents stated that Thai garments
are suitable for the cheaper end of the market. They are considered to be of inferior quality
to those of newly industrialized Far Eastern countries. |

It is apparent from the research that Thailand has not yet made up for its tardiness
in exploiting its exports. This was largely due to a protectionist policy being imposed by
the Thai Government i the 70s which prevented the Thai manufacturers from importing
yarn from abroad if it could be supplied locally. Production was therefore limited. Since
these restrictions have been eased somewhat, Thailand's tﬁxtile indusiry has advanced
considerably. '

Thailand, respondents say, still has far o go beforc it can provide a
comprehensive range of textiles and thus garments to suit all export markets. Investment
and joint ventures in Thailand by foreign countries such as Hong Kong and Japan have
imprdved production facilities dramatically in recent years and factory sites are achieving
new standards of cleanliness expected of them by Western buyers.

Thailand's fiercest competitor for supply contracts in Western Europe is India.
India's exports are already strong and aspects of its manufacturing process, for example
finishing, are considered supeﬁor.to ‘Thailand's. Indian representation in the U.K. is also
well-established.

The imposition of quotas and ceilings also restricts Thailand's export efforts
considerably. Several kinds of garments such as Jeans and certain jackets are prohibited.
The ceilings are discretionary in that they allow entry but can be withdrawn arbitrarily
without notice.

To conclude, this market research reveals 51gn1ﬁcant opportunmes for Thai
imports into the U.K. despite a number of hurdles, We anticipate that these opportunities
will become even greater in the future as technology and mdnufactunng standards in
Thailand i :mprovc : :

The decision 1o source from Thaﬂand will depcnd on a number of factors, few of
:which are controllable, and these must be borne in mind by both potennai importers and

exXporters.



These are:
The exchange rate.
Commodity prices and the availability of raw materials.
- Distribution costs and producer prices.
The on-going competitiveness and quality of Thai production,

T R N

Bilateral agreements between the UK and Thailand on ceilings, MFA
restrictions on quotas and the possible fluctuation of tariff rates.

2.2 Recommendations

To penetrate the U.K. market, we advise a concerted effort by the Thai textile and
garment industry to publicize their presence, their manufacturing strengths and their
“willingness to work in co-operation with U.K. manufacturers. The Thai producers must
make themselves more visible in the UK. and if they are successful, we are confident
they will find U.K. partners eager to work with them. We recommend that the Thai
manufacturers concentrate on garments for the mass market, and the most promising
textile and garment groups are the following:
Textile groups:
-+ Cottons and polycoftons
- Linen
- Siltk
Products:
- Women's wear - especially lingerie and all types of light-weight
outerwear.
- Men's wear — Shirts, underwear, other light-weight garments excluding
jackets.
- Household Textiles — bedwear, linens, household products.

Quotas, ceilings and tariffs are fixed according to the detailed garment type and
fabric content, so each individual product must be examined carefully with reference to
H.M. Customs and Excise.

Generally, Tha1 manufacturers must 1mprove their current bad reputation for late
delivery and produce garments to higher quality specifications. We suggest that the
manufacturers aim first to produce for short-run orders in order to dispel the poor
reputation they have with the U.K. buyers, |

'We recommend that 2 number of selected garment manufacturers exhibit at a Thai
government-sponsored trade show in the U.K.. U.K. importers, wholesalers and
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