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Chapter
1 Overview of Thailand's Textile Industry

1.1 Background

The Thai textile industry is large and well-established. It is a key revenue and
employment source for the nation. In 2003 the industry accounted for 4.5% of the
total GDP and employed about 1.08 million people or 21.3 % of the workforce in
the manufacturing sector. The industry experienced high growth rates over most of
the last decade but the present growth prospects are more conservative in light of
increased competition over the past few years. The industry consists of
approximately 2500 garment firms, 400 dyeing, printing and finishing firms, 1300
weaving and knitting firms, 150 spinning companies and 18 man-made fibre mills.

1.2 The Structure of Thailand’s Textile Industry

Man-made Fibre Industry The Thai textile indUStry has a
Industry Natural Fibre Industry “complete production cycle”
_________________________ 2 R TR that is subdivided into 5 main
Middle sl [y independent  industries which
stream are connected in a stream cycle
Industry . 4 + analogous to a river, namely
Nf”&""o"e” Km{:‘\g:ﬁd&ﬁry upstream, middlestream  and
ndustry . downstream.

Dyeing, printing and
finishing Industry

__________________________________ -

Down
stream »| Garment Industry

Industry

Consumers

Figure 1. 1: Textile and Garment Production Cycle '

1. Upstream Industry
* Fibre Industry- produces two kinds of fibres which are

I. Natural Fibre such as cotton, silk etc. The most popular is cotton which
is mostly imported due to the unfavourable weather conditions for
cultivation.

ii. Man-made Fibre are made of Polyester, Nylon, Rayon or Acrylic



The fibre industry is highly capital intensive. However the main obstacle to
its development is the country’s incapability to produce enough raw
materials to meet the demand. Moreover some of the raw materials can not
be produced locally.

2. Middlestream Industry

* Spinning Industry- is an industry that mainly uses imported cotton and
locally produced man-made fibre to produce cotton and man-made yarn.
The former was the main product however nowadays due to a demand of
yarn that possesses a variety of different properties; a mixture of the two
yarns is common.

*  Weaving and Knitting Industry- uses the raw material from the spinning
industry to produce woven or knitted cotton, man-made and mixed fabrics.

* Dyeing, Printing and Finishing Industry- is the last industrial step of
fabric production prior to the distribution to consumers or garment
industries. Fabric’s beauty, comfort and suitability for other activities are
adjusted and enhanced to increase its value by 2-3 times.

3. Downstream Industry
* Garment Industry- is the downstream industry that utilises a large
number of very old machines but however the industry still remains the
largest exporter and employs the largest number of workforce.
Apart from the 5 major industries, there are also other smaller industries such as

silk industry, Non-woven industry (pampers, carpets in automobile industries) and
home textiles.

1.3 Import and Export

3500 +

3000 -

2500 ~

2000 ~

1500 ~

1000

Balance of trade (10° US$)

500 ~

1999 2000 2001 2002 2003

Year

Figure 1. 2: Thailand’s balance of trade in textile and garments, 1999 — 2003 *



Thailand has achieved a trade surplus in textile and garments since 1972. The trade
surpluses in recent year have been roughly constant ranging from the low of 3,008
million US$ in 2000 to 3,225 million US$ in 2003.

100
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0
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Fibre Yarn Fabric Clothing
Type of products

Figure 1. 3: The increase in import of various textile and garment products between
1999 and 2003 *

The import of textile and garments increased by 15% from the value of 1,939
million US$ in 1999 to 2,232 million US$ in 2003. As shown on figure 1.3, there
was a substantial amount of increase of import of products such as fibre, yarns and
clothing.

5%

O Fibre B Yarn
681.78 339.13

O Fabrics O Clothing
687.83 105.24
W Others

418.19

Unit: million US$
Total Import = 2,232.17 million US$ in 2003

Figure 1. 4: Thailand’s import of textile and garment products in 2003 >

As shown in figure 1.4, the import of fibre and fabrics accounted for over 61% of
the total import in 2003. Clothing still made up the lowest proportion.

In 2003, Thailand exported US$ 5.46 billion worth of textile and garment products.
This had increased by 6% from US$ 5.14 billion in 2002.



O Fibre B Yarn
15% 330.08 591.67
O Fabrics O Clothing
796.36 2950.16
W Others
788.73

Unit: million US$

54%
Total Import = 5,457.26 million US$ in 2003

Figure 1. 5: Thailand’s import of textile and garment products in 2003 *

Garment (Clothing) made up the largest portion of Thailand’s textile export. In 2003
it accounted for 54 % of the total, while fabric accounted for 15 %, fibre 6% and
yarn 11%.

1.4 Major Export Destinations

16%

34%
6% 0O USA EEU
1,884.10 1,017.79
7% O Asean O East Asia
512.20 487.54
. H Japan O Middle East
9% 376.60 303.38
W Others
9% 19% 875.65
Total Export = 5,457.26 million US$ in 2003 * exclude Japan

Figure 1. 6: Thailand’s major export markets in 2003 >

1. Quota Market (Market under an agreement) — constitutes a group of
countries that have a textile trade agreement with Thailand, which are the
USA, European Union, Canada and Norway. As shown on figure 1.6, the
amount of export to these countries in 2003 was over half of the total export,
with the USA accounting for the majority at 34% and the EU at 19%.

2. Non-Quota market — is a market without any textile agreement therefore
there is a free flow of export without any quota. In the past the export to this
market was larger than the quota market but the proportion continuously
decreased until 1997. This was accounted by the dramatic decrease of export



by 50% to key markets especially Poland and the countries in the Middle East
such as the United Arab of Emirates (UAE) and Saudi Arabia. In 2003, the
major export destinations in the non-quota market were Asean and Japan.

Chapter

2

Overview of the Intemational Trade of
Textile and Garment

2.1 The export of textile and garment in the international market

(1) @China 15.6%
(2) @ Hong Kong 10.4%
(3) O ltaly 7.8%
(6) O South Korea 4.5%
(7) ® Taiwan 3.6%
(9) O India 3.5%
(10) m Turkey 3.1%
(11) O Mexico 3.0%
(13) m Indonesia 2.3%
(15) m Pakistan 1.9%
(18) O Thailand 1.6%
(19) mBangladesh 1.5%
B Rest of the world 41.3%

Total Export of Textile in 2001 = 342,010 million US$ (#) rank

Figure 2. 1: The major exporters of textile and garments >

China’s domination of the textile and garment exports is apparent. The amount of
export and the market share has been at the top since 1994. In 2001, the total
Chinese textile export was 53,353 million US$ or 15.6% of the total export.
Countries that experienced a particularly high growth rates were Mexico and
Bangladesh who doubled their export values in the period of 1996 - 2001.

Regarding Thailand, the country was the 14™ largest exporter in 1995 but recently
this has decreased to 18" in 2003 with 1.6% of the total export.

2.2 The import of textile and garment in the international market

The USA was the largest importer of textile and garments products. In 2001, the
total import was worth 81,820 million US$ or 20.2% of the total import. Germany
was the second largest importer with 7.0%. The majority of the top ten importers



were countries with high income apart from China and Mexico. Mexico also
recorded a substantial increase in the amount of import, which increased from 3,680
million US$ in 1995 to 9,958 million US$ in 2003.

OUSA
20.2% (1)
B Germany
7.0% (2)
O Hong Kong
6.9% (3)
O Japan
5.8% (4)

UK
4.8% (5)

@ China
3.4% (8)

W Mexico
2.4% (9)

O Thailand
0.5%(30)

B Rest of the world
49.0%

Total Import of Textile and garments in 2001 = 342,485 million US$ (#) rank

Figure 2. 2: The major importers of textile and garment

Thailand poses a very small share in the import of textile and garments products. In
2003, the country imported 2,232 million US$ with a share of 0.5%.

2.3 Trade Agreements

The rapid increase in competition worldwide has forced exporting countries to adapt
in order to compete in the highly competitive and rapidly changing economic
atmosphere. Many countries realised that they can not compete on their own; this
has led to a string of trade alliances and economic groupings of countries in all
regions with the aims to use the other member’s advantages and create an economy
of scale as well as an additional bargaining power in trade negotiations. The
following table contains the major trade agreements that may pose a positive as well
as a negative impact on the Thai textile Industry.

Trade Agreements

Description

Impact on Thailand’s Textile Industry

Japan-Singapore
Economic
Partnership
Agreement, JSEPA

An economic agreement
whose main aims are to
expand the size of the
bilateral trade, encourage
investment and eliminate
trade obstacles

Due to JSEPA, there is more investment between
Japan and Singapore, which may result in more joint
development of production technology and since
Singapore is one of the members of Asean Free
Trade Area (AFTA), the country may transfer the
production technology to other Asean members
including Thailand.




Trade Agreements

Description

Impact on Thailand’s Textile Industry

North America Free
Trade Area, NAFTA

Free trade area in north
America (USA, Mexico and
Canada)

Mexico-EU Free
Trade Area, MEFTA

The first Free trade
agreement between the
European Union and a Latin
America country.

The rapidly increase in both export and import of
Mexican textile and garments products as noted in
section 2.1 and 2.2 can be accounted by the two
free trade agreements with the western world.

. Due to the decrease or exemption of tax, non-tariff

regulations and quota between the members,
Mexico, one of the major exporters of textile and
garments in the world, has a better opportunity to
export more to the United States and the European
Union, the two largest exporting destinations of
Thailand. Moreover the costs of transportation to
the US are low due to the closer proximity to the
market which will give Mexico an additional
competitive edge over Thailand.

. The advantages from the Rule of Origin will attract

more foreign investors especially from the US and
the EU since Mexico has a much lower wages than
America and Europe (1/7). The increase in the
foreign direct investment in Mexico will additionally
lead to a transfer of technology as well as the
improvement of the quality and standard of
Mexican’'s goods therefore Mexico is an important
competitor to Thailand that will steal a market share
especially in the US market.

Bangladesh- India-
Myanmar-Sri Lanka-
Thailand Economic
Cooperation,

The economic cooperation
agreement was signed in
1997 with an objective to
promote socio-economic
development and creating an
enabling environment for
cooperation in various fields.

One of the six main sectors of

. Regarding the region’s demographic; the total

population of all the member countries is over 1
billion people, which is considered as a reasonably
big market. Moreover Thailand gains an additional
negotiation power using the BIMST-EC market.

. Benefit Thailand in terms of the improvement of

BISMST-EC o relationships with the other member countries,
activities is trade and : . . . )
) L which will help increasing the trade and investment
investment, which is further : ; .
. . . between the countries as well as creating a bridge
segmented into 8 industries i
; ; . that connects to another region.
including textile and garment
industry.
. As a result of the decrease in tariff and non-tariff
: . I here will n incr in th
APEC was established in obstac es, there be aninc ease In the
: opportunity for more trade and investment between
1989 in response to the :
A member countries.
growing interdependence
Asia pacific among AS|a Pacific . . Benefit from cooperating policies such as the
. economies. Its goal is to
Economic development of personnel, transfer of technology

Cooperation, APEC

advance economic dynamism
and sense of community
within the Asia-Pacific region
by promoting open trade and
practical economic and
technical cooperation.

and development of Small and Medium size
business, SMEs.

. Create an opportunity for Thailand to negotiate in

APEC forums and increase the power of
negotiation in WTO forums.




Trade Agreements

Description

Impact on Thailand’s Textile Industry

ASEAN Free Trade
Area: AFTA

AFTA was established in
1993 to expand the regional
trade and attract foreign direct
investment and increase the
productivity of member
countries.

1. The decrease in import tariff will decrease the cost
of imported textile products or raw materials from
member countries which will decrease the
production costs and increase the competitiveness
of Thai exports.

2. The competition within the group will lead to a
development and improvement of productivity in
Thailand.

3. The cooperation within the group will decrease the
production and marketing costs of products, which
will lead to an export potency of producers in
member countries such as a cooperation with
Indonesia, which is a major source of raw materials
and cooperation with Vietnam, which is a source of
low costs labour.

4. Due to the geographical location of Thailand as the
centre of Asean, the transportation and
communication is more convenient, which
decrease the costs of transportation of raw material
and other textile products.

5. An opportunity for Thailand to expand in the Asean
market which is a reasonably big market with a
population of 500 million people.

According to the department of economics,
Chulalongkorn University in Bangkok3, the Asean Free
Trade agreement has lowered the costs of production
by about 0.5% which results in an increase of
production by about 1.2-2%. This is explained by the
decrease in the production costs in the upstream
industries due to the decrease in the costs of raw
material, which ultimately benefit other middlestream
and downstream industries.

Thai-Australian Free
Trade Agreements
(TAFTA)

TAFTA was signed on 5" July
2004 and will come into effect
by 2005.1t is highly
comprehensive, covering
trade in goods, services and
investment

1. Australia-Thailand trade is complementary, with
Thailand having a large surplus in trade in
Elaborately Transformed Manufactures (ETMs) or
downstream industries, and Australia having a
surplus raw material and strength in the upstream
industries. The Thai producers should benefit from
the lowering of tax of high quality cotton and
animals’ furs.

2. According to a research carried out by the
department  of  economics,  Chulalongkorn
university, the impact of the free trade agreement
on Thai export to Australia will be low, this is due to
the fact that the costs of Chinese goods are about
30% cheaper however the Thai products will be
more competitive in the light of the lowering of
import tariff from 25% to 12.5%.




Trade Agreements Description Impact on Thailand’s Textile Industry

The European Union agreed
Customs Union in 1995 to lower the import
between Turkey and | tariffs and eliminate the quota
the European Union imposed on the Turkish textile
and garments exports.

Despite the fact that the countries have higher
average wages than Thailand, the trade agreement
has maintained the country’s growth and development
in textile and garments industry. The countries also
have the advantage over Asian competitors due to
their closer proximity to the EU, which benefit them in
fashion sensitive goods. Moreover, countries such as
Poland will enjoy its new status as a member of the
EU.

The EU grants tax privileges
Outward Processing | to countries in Eastern Europe
Traffic, OPT namely Poland, Hungary and
Romania.

The US grants privilege
regarding import tariff and
guota on specific textile and
garment products to

Since most of the countries have much lower wages
than Thailand, they add to an already very strong
competition in the lower end of the markets.

* Sub-Sahara African
countries such as
Mauritius, South Africa and
Nigeria

¢ Caribbean countries such
as Honduras and
Guatemala

Trade and
Development Act

Table 1. 1: Trade agreements that have an impact on Thai textile and garment industry *, NOTE: The exemption of
tariff is subjected to the “Rules of Origin” ,which is defined as regulations applied by importers to determine the country
of origin of goods, for example MEFTA’s rule of origin states that Mexican textile and garment goods that are imported
into the EU must contain at least 40% Mexican raw materials

2.4 Quota, the Liberalisation of International Trade of Textile

2.4.1 Background

A continuing constraint that has been inflicted upon the Thai textile industry
is the Multi-Fibre Arrangement (MFA), which started in 1975, and oversees
a textile quota system in place for the export of garments and textile from
developing countries to the USA, Canada, European Union (EU) and
Norway. In the early years of the agreement, it helped Thailand by curtailing
sales of the three biggest textile exporters, Hong Kong, South Korea and
Taiwan. However, Thailand was filling its quotas by the late eighties and the
agreement has limited the industry ever since.

World trade in textiles and garments has become more liberalised after the
Uruguay Round of the General Agreement on Tariffs and Trade (GATT)
was finalised. The MFA is being phased out as textiles are brought under the
auspices of the GATT. The Agreement on Textiles and Clothing (ATC)
signed in 1995 started a 10-year transition period, which is incrementally
raising the quotas on textiles and clothing, fully eliminating them by the
year 2005, integrating the sector fully into GATT principles. In other words,
the Multi-Fibre Arrangement that has governed approximately half of the
world trade in textiles for two decades will finally be eliminated.



2.4.2 The Impact of the Liberation of Trade of Textile

2.4.2.1 Impact on International Trade of Textile

1.
2.

3.

10.

11.

More competition in the international market.

The buyers have more freedom to choose the products in terms of
quantity, quality and price.

Countries that can produce their own raw materials will have a
competitive edge since the production cost will be lower.

. The advantage of developed countries or countries that their textile

exports were not limited by the quota will vanish.

. Countries who are world leaders in fashion and have a high tech

production system will dominate the market.

. Importing countries can use measures to protect their own markets

such as AC/CVD, environmental regulations, labour regulation etc.

. There will be more trade groupings of neighbouring countries that

will help each other by lowering tax and softening the regulations

. The lowering of costs of textile and garments products worldwide

since the quota system has inflated clothing prices due to
complicated supply chains from a variety of sources that led to
inefficiencies and increased costs.

. Retailers will stop shopping around in many different countries and

streamline drastically their supplier networks

The elimination of bureaucratic hassle of administering quotas that
added to the price consumers paid for clothing

The lowering of prices of textile and clothing will result in squeezed
margins for producers.

2.4.2.2 Impact on Thailand

1.

2.

More competition

» Important competitors such as China, Indonesia and Vietnam
who have the competitive edge concerning costs.

* Major markets that will face an impact such as the US and EU

» Types of product that are affected the most are products that the
competitors have a high potency and were under quota such as
jackets, T-shirt and trousers etc.

Small exporters that has a low production efficiency and low
amount of export will find it difficult to survive

2.5 Safeguard Measures

Due to the upcoming liberation of textile and garments trade, importing countries
are considering the use of safeguard measures to protect the domestic textile
industries. If the safeguard measure is widely used, the world trade situation of
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textiles and clothing could possible worsen compared to the situation under the old
MFA. There are two kinds of safeguard measures that can be used which are
explained as follows:

2.5.1 Tariff Barrier

There are two kinds of tariff barriers, one is the traditional import tax
imposed by importing countries. The other is a form of additional tax such
as the Argentina’s “Special Duty”, Brazil’s “Industrial Product Tax” and
India’s Special Additional Duty etc.

2.5.2 Non - Tariff Barrier

2.5.2.1 Anti-dumping Regulation

At the moment, the anti-dumping measures that are imposed on textile
products are mostly on man-made yarn and fibres. As experienced in
the Thai and other markets, the production of such products exceeds
the demand in the domestic markets leading to an excess that are
exported to other markets. The importing countries use the anti-
dumping regulations by collecting anti-dumping tariffs.

2.5.2.2 Countervailing Duty, CVD

Thailand faces a countervailing duty on man-made fibre products
made of polyester from the EU who claims that the government has
helped the producers in increasing the competitiveness which creates a
deviation of costs. The importing countries penalise Thailand by
collecting an additional tariff on the products.

2.5.2.3 Product Standard

In comparison to other international standard such as the British
Standards Institution or BSI, the Thai textile product standard does not
cover every detail of the whole textile and garments system especially
the downstream industries namely the garment sector, where the
foreign standard covers in detail the size of clothes and even separate
them into men, women as well as boys’ and girls’ clothes. Moreover
Thailand still lacks the technological know how for tests such as the
Anti-bacteria test, Geotextile and Technical Textile standard etc.

The lack of an internationally accepted standard has led Thai producers

to obtain foreign standards required by the importing countries they
costs a lot of money and ultimately leads to a lower return.
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2.5.2.4 Environmental Standard

There is an increasing demand of the compliance with environmental
standard from importing countries such as the ban on the usage of
colour that contains heavy metals. The environmental regulation in
Japan and the EU demands that the manufacturers and importers must
be responsible for destroying or recycling of packaging materials.
There are also other voluntary environmental standard for exporters
such as Eco Mark of Japan, White Swan of Nordic countries and Eco-
Label of the EU.

2.5.2.5 Labour Regulation

The usage of labour regulation by importing countries forces Thailand
to increase the labour standard. The regulation on the standard of
employment such as the ban on usage of child labour, employees’
safety standard and payment of wages that is not lower than the
national minimum wages, contribute to a higher production costs and
will ultimately decrease the price competitiveness of Thai textile
products. The classic example of this kind of import barrier is the US
Social Accountability 8000 measure (SA 8000).

2.5.2.6 Labelling of Products

The importing countries demand that there is an exact description of
the goods, the constituents and the origin and if it is found that the
description on the label is misleading, the goods will be sent back for
correction, which will increase the costs of production.

There is a lot of complication in the labelling of products since each
country demands deferent details such as units, size and the language,
which increase the burden on Thai producer.

Chapter
3 Structure of Thailand’s Textile Industry

3.1 Man-made Fibre Industry

Man-made or synthetic fibre is manufactured as a replacement of its natural
counterpart. Its superior properties include flexibility, durability and the ease of
modification to suit various activities and meet consumers’ demand. The industry is
highly capital intensive therefore most of the companies are joint venture with
Japanese and Taiwanese partners.
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3.1.1 Production and Consumption

7%

6%

O Polyester B Rayon
634.2 ktons  77.3 ktons

O Nylon O Acrylic
45.4 ktons 6.8 ktons

7%
Total Production in 2003 = 812,100 tons
Figure 3. 1: Production of man-made fibre in 2003

The total production in 2003 was 812,100 tons, which had increased yearly
due to the import of new technology to support production processes. As
shown in figure 3.1, polyester is the main product accounting for 77% of the
total production in 2003 followed by rayon at 10%, acrylic 7% and nylon
6%.
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Figure 3. 2: The Production and Consumption of Man-made Fibre 1996-2003 *
The consumption of man-made fibre in 2003 was 490,800 tons, which had
increased steadily since 1996. However since 1992 the production had

always been greater than consumption therefore about 20% of the locally
produced man-made fibre was exported.
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3.1.2 Import and Export

3.1.2.1 Import of Raw Material

A fair amount of the raw materials were imported. Even though
Thailand is capable of producing pure teraphthalic acid and
carprolactam (the raw materials in the production of polyester and
nylon respectively) but the current production capacity still lagged
behind the demand therefore some had to be imported. The amount of
imported raw material increased from 10,715.8 million baht in 1999 to
20,126.8 million baht in 2003.

3.1.2.2 Import of Man-made Fibre

The amount of import depends on the consumption in the country and
the strength of the currency since the two factors have a large impact
on the costs of raw materials. The amount of import, which was
72,855.8 tons in 2003, was much lower than the consumption
amounting to about 15 % of the consumption.

3.1.2.3 Export of Man-made Fibre
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Figure 3. 3: Profile of the Export of Man-made Fibre, 1996-2003 *

Man-made fibre has an export proportion of 4% of the total Thai textile
and garment export. The value has increased steadily for the past 11
years from the value of 1,916 million baht in 1992 to 11,863.1 million
baht in 2003.

3.1.3 Marketing

The increase in costs of raw material due to the devaluation of the Thai
currency has propagated a widespread concern in the industry over the
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increasing production costs. Moreover the domestic consumption is not
capable to meet up with the production leading to excess products and as a
result lowly priced fibres. The highly competitive local and international
markets also worsen the situation as the existence of a large pool of excess
fibres in both markets further enhances the buyers’ bargaining powers. A
negative impact on the industry is bound to occur when China, one of the
largest importers of man-made fibre, ceases to import from Thailand, Korea
or Taiwan, as it can lead to even more excess fibres in the domestic markets.

However countries such as South Korea and Taiwan have a competitive
edge over Thailand since they can produce fibre at low costs and export to
Thailand by undercutting/ dumping the local suppliers’ prices. The local
spinning firms may import more fibres even though the import tariff on
fibres in Thailand is still high. This is due to the fact that the overall costs of
imported goods are still lower than the locally produced fibres.

3.1.4 Threat and Weakness

According to the Thai Synthetic Fiber Manufacturers' Association®, the
costs of raw material accounts for about 67.8% of the total production costs,
which illustrates that the expansion of the industry is being undermined by
the high import tariff on petrochemicals. These have partly resulted in the
lack of a competitive edge of Thai made fibres in the international market.

Moreover there is a strong competition from South Korea who have
developed this industry for longer than Thailand and competition from
China who have a clear strategic plan in the development of the production
of polyester.

3.1.5 Opportunity

Man-made fibre industry is an industry with a high potential and possesses a
lot of room for further development. The amount of export is increasing
more rapidly than other industries. Moreover the change in the consumption
behaviour from cotton to man-made fibre poses a challenge and a window
of opportunity for Thai producers.

The competitiveness of Thai fibre industry can be increased by
* Improving the productivity
* Increasing the variety of products
» Improving the design of products i.e. mixing of fibres to yield
other properties
« Encouraging the production of specialised fibre such as those
used in the industry or construction

The combination of the highly capital intensive nature of the industry and

the high usage of technology in production and management make this
industry suitable for the future of Thai textile industry. Moreover the
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relatively large size of domestic market gives Thailand a competitive edge
over Asean nations, who have just started to develop their textile industries.

The major drawback of the Thai industry is the lack of research and
development (R&D) in Thailand. The country has always relied on the new
development of products researched by multinational companies. The lack
of funding, investment and personnel who is a specialist in researching new
man-made fibre products constitute the biggest hurdle that the government
and the producers will have to overcome. However for the moment,
Thailand needs to stress on the improvement of production efficiency as well
as the production of raw materials that can not be produced locally.

3.2 Spinning Industry

3.2.1 Production
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Figure 3. 4: Production of yarn between 1998 and 2003
The production of both man-made and cotton yarn has grown rapidly over
the past few years, increasing from 777,100 tons in 1998 to 977,900 tons in

2003 with the man-made yarn still makes up the majority (590,500 tons in
2003 or 60%).

3.2.2 Consumption
80% of the products of the spinning industry are consumed locally. In 2003

the total consumption is equal to 753,900 tons (50% cotton and 50% man-
made)
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3.2.3 Import and Export

In 2003 Thailand imported 86,614.7 tons or 14,084.1 million baht worth of
yarn with man-made and cotton yarn accounting for about 70% and 18%
respectively. The amount of import had been rather constant for the past 4
years.

The export of yarn accounts for about 10% of the total textile export. In
2003, the amount of export was 24572.1 million baht or 325,130.4 tons.
(17,579 million baht man-made yarn and 5,078.7 million baht cotton yarn).
The amount of export had increased rapidly in the past few years.
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Figure 3. 5: Import and Export of yarn between 1999 and 2003 *

3.2.4 Marketing

In 2003, most of the products of the industry was used locally (80%) the rest
20% were exported. The increase in the cost of raw material in the country
due to the devaluation of the baht had led to an increase of domestic cost of
yarn. However from the importers’ point of view, the cost of Thai yarn had
become cheaper therefore the fact that Thailand had a floating exchange rate
had a positive impact on the export of yarns

In terms of the local market, it posed a negative impact since the costs were

higher which had an effect on industries further downstream such as
weaving industry that had to suffer from increasing costs of raw material.

3.2.5 Strength

The spinning industry is one of the industries, that is expected to profit from
the liberation of textile trade due to the fact that it is an industry that
produces raw materials that feed other industries and is capital intensive.
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The industry has constantly experienced a sound financial result as
illustrated by the consistence in the increase of production and export.

The strengths of the industry are as follows:

» The majority of the producers are highly experience and highly
skilled

« The quality of Thai made yarns is highly accepted in the international
market

* A strong association

However there are weaknesses such as

e The industry is heavily dependent on the imported raw materials such
as cotton from the US and Australia
« The majority of the machinery is over 10 years old

3.2.6 Opportunity

The yarns that are produced in Thailand are mainly thick yarn from number
50 downwards. The thicker yarn can only be used to manufacture thick and
heavy fabrics which as a consequence lead to the limitation of its use in
weaving industries. Therefore there is a gap for more investment in the
production of other products. Despite the fact that this industry has to
compete with Pakistan and India who have a large supply of cotton, the raw
material, the industry in both countries still need more time to develop
especially in terms of quality of yarn. The competition from both countries
have already inflicted some impacts on the Thai spinning industry therefore
Thailand may divert the attention to the production of higher value added
yarn that contains man-made fibres as well as specialised yarn or ones that
possesses special and unique properties.

To conclude, the spinning industry still has a bright future especially in the
production of thinner and more specialised yarns. With the floating Thai
currency, exporting companies who have the readiness in adapting a good
marketing strategy will have an opportunity to expand their export markets.

3.3 Weaving and Knitting Industry

The weaving industry is subdivided into 2 segments which are the production of
woven cotton and man-made fabric. Around 70% of the products are used in the
domestic market while the rest are exported. Concerning the domestic market, 80%
of the fabrics are sent to industries further downstream and the rest are distributed as
fabrics. In the past, the industry relied on a lot of workforce but nowadays there is
an increase in the utilisation of machinery that supports production which increases
the efficiency.
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3.3.1 Production and Consumption

3.3.1.1 Woven Fabric

The production of woven fabric accounted for about 66 % of the whole
fabric production of which 46% were made of cotton and 54% were
made of man-made fibre. Due to the parallel increase in consumption,
the production had increased steadily since 1998 to a value of 490,700
tons in 2003 (229,600 tons cotton and 261,100 tons man-made fibres).
Around 50% of the production was used locally while the rest is
exported. In 2003, the consumption was equal to 427,100 tons
(195,900 tons of cotton and 231,200 tons of man-made fabric)
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Figure 3. 6: Production and Consumption of Woven fabric between 1997 and 2003 2

3.3.1.2 Knitted Fabric
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Figure 3. 7: Production and Consumption of Knitted Fabric between 1997 and 2003
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In 2003, the production of knitted fabric was 255,600 tons which has
increased by 18% in comparison to 1997. Out of the whole production,
95% of the knitted fabric was used locally. In 2003 the consumption
was 259,900 tons, which was marginally higher than the production
therefore some knitted fabric was imported.

3.3.2 Machinery

3.3.2.1 Weaving Machines

Shuttle Shuttleless
weaving weaving
machine machine
700,000-
Investment cost (baht) 50,000 2,000,000
Efficiency low-medium over 2-3 times
higher
Dependent on labour Labour intensive | Capital Intensive
Speed (rpm) 150-220 600-800
Number of machines in
2001 21,000 61,900
Table 3. 1: A Comparison between Shuttle and Shuttleless
Weaving Machines

The weaving machines are all imported. There are two kinds of
weaving machines which are shuttle and shuttleless. In Thailand,
around 80% of the machines still have shuttle which are used for over
10 years. The advantages of the usage of shuttleless machines are
apparent, which are as follows

« Faster production of high quality fabrics and higher productivity
Higher efficiency

Require less workforce to control

Less waste of raw materials

» Low maintenance cost

3.3.2.2 Knitting Machines

The producers in the knitting industry have continuously developed the
production system therefore they do not have problems as such with
machinery and technology.

3.3.2 Import and Export

In 2003, Thailand imported 122,172.5 tons of fabric worth 28,565.7 million
baht. (Cotton = 36090.1 tons, 10,117.1 million baht, man-made = 70,366.7
tons, 12,978.0 million baht, knitted fabric = 12,827.9 tons, 3,433.0 mil baht,
other fabrics such as silk and vegetable fabrics contribute little to the total
import)
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Figure 3. 8: The Import of Fabrics

The export of cotton, man-made and knitted fabrics account for about 18 %
of the total textile export. In 2003, 179536 tons of fabrics worth 33073
million baht were exported (cotton = 69786 tons, 12458 million baht, man-
made = 100247 tons, 18528.7 million baht, knitted fabrics = 8592.6 tons,
1465.3 mil. baht)
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Figure 3. 9: The Export of Fabrics >

3.3.3 Marketing

3.3.3.1 Local Market

Weaving and Khnitting industry in Thailand has the local market as the
main market. The consumption makes up 70% of the total production
and 80% of the fabrics that are consumed in the country are further
sent to the garment industry. Considering the demand of fabric in the
local market, ones find that the woven fabric which makes up a larger
proportion than its knitted counterpart, has a tendency that the demand
will decrease this is due to that fact that the majority of the locally
produced woven fabrics is low in quality but high in price in
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comparison with the same quality, lower priced fabric that is imported
from Taiwan and South Korea. Moreover the imported fabrics have
already undergone the bleaching and dyeing processes. The situation is
worsen by the fact that the majority of dyeing, printing and finishing
industry in Thailand still can not produce finished fabric with high
quality. This makes the customers which are mostly garment industries
import more fabrics from other countries therefore if the weaving
factories in Thailand can still not improve the production efficiency, it
will have a negative impact on the demand of Thai fabrics in the local
market.

Concerning the demand for knitted fabric, there is a higher
consumption/ demand than production. The reason why the producers
have not increased the production to meet the demand is because of the
high capital investment while the consumption is only marginally
above the available supply.

3.3.3.2 International Market

The export of fabrics accounts for 30% of the total production. Due to
the limitation in the efficiency of the local dyeing, printing and
finishing industry, most of the exported fabrics have not undergone
any finishing processes.

Recent signs have shown that the amount of export of woven fabric of
both high and low quality goods has decreased therefore it is
imperative that the local industry improve the production efficiency
otherwise there is a tendency that these markets will face further
decline.

3.3.4 Opportunity

In general, the weaving industry can still compete with foreign competitors
but there must be an investment in new machinery especially more import
of shuttleless machines. Moreover the research and development of fabric
designs and improvement of the operating process should be encouraged.

For the knitting industry, the introduction of new machinery can produce
fabrics at a faster speed. Moreover the ease of conversion of knitted fabric to
clothes can contribute to a lower labour costs. The increase in demand for
knitted clothes shows that the industry still has a room for expansion.

3.4 Dyeing, Printing and Finishing Industry

The industry is highly complicated and needs a lot of capital investment and high
technology. The majority of the industry is a joint venture with foreign companies.



3.4.1 Marketing

The majority of the factories produces for the domestic market with the
weaving and garment industry as major customers. However there is an
amounting concern over the shift to the use of imported fabric. The fabric
from China is cheaper while the South Korean and Taiwanese producers can
offer higher value added fabrics with special patterns and designs. The local
producers have been some what reluctant to the adaptation to the production
of higher value fabrics because the domestic market is not large enough
therefore it is not worth the high investing costs.

3.4.2 Weakness

The industry faces a lot of problem with pollution problem and problem in
allocating a suitable source of water. The quality and costs of water is a
major concern since the free chlorine in water must be lower than 0.01
milligram, which is often exceeded in normal tap water. The use of ground
water is another option however it has been found to cause land subsidence.
The government has responded to the problem by increasing the costs of
ground water, which further increases the costs of production.

The establishment of an industrial estate especially for the industry is a
viable option since it will be easier to solve management problems such as
water for industry, pollution from bleaching and energy management etc.

The government is introducing measures to encourage producers to
establish firms in such industrial estates by giving tax exemption, which will
help decreasing the high costs of colour. The problem with the lack of
personnel who is interested in bleaching industry can be alleviated by
establishing training courses for graduates who have graduated in other
fields, which will help creating more qualified personnel.

3.4.2 Opportunity

The industry is an integral and important part of the textile industry. It is
however not imperative that the amount of investment to be high but other
factors play a more paramount role in the success of the industry, which are
as follows:

*  Know-how in science and art

e Ability to develop design and have a large quantity and variety of
products that keep up with the demand of consumers

« A well researched marketing strategy

» Development of a more efficient production process

Therefore there is a need for the industry to cooperate with clothing and
product designers. It should be noted that this industry is one that countries



that have higher wages can compete with ones that have lower wages e.g.
Taiwan and South Korea are concentrating on this industry.

To conclude, there is an urgency in an aggressive development strategy to
increase the value of the fabrics and clothing. With regards to the mastery/
know-how, investment opportunity and development of the textile industry,
Thailand still have a competitive edge over other countries in the region.
Therefore the country should grasp the opportunity while the textile industry
in other countries is growing since there will be an increase in the demand
for dyed fabrics. Even though at the moment there is a tendency that fabric
buyers will increasingly start using their own locally produced fabrics but
this still needs some time before the neighbouring countries can develop an
industry that can produce a high quality product.

3.5 Garment Industry

The garment industry is a downstream industry. The production of this industry is
connected with the whole system which means that the demand from the garment
industry is the determinant in quantity and quality of the production in upstream and
middlestream industries. The industry is highly labour intensive. 80% of the fabric
is produced locally the rest 20% have to be imported.

3.5.1 Production and Consumption
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Figure 3. 10: Production and Consumption of Garments between 1996 and 2003 >

In 2003, the total production is 455,200 tons (273,300 tons of woven
garments and 181,900 tons of knitted garments). Between 1996 and 1998
there is a downwards trend in the production, this is due to the economic
crisis but this has sharply rebounded in 1999. The consumption has always
been lower than the production. In 2003 the consumption was 284,000 tons
(199,300 tons of woven and 84,700 of knitted garments).
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3.5.2 Machinery

The machines that are mainly used in the Thai garment industry are the
sewing machines. Nowadays some factories have imported up-to-date
production technology such as Computer Aided Design (CAD), Computer
Cutter System (CAS) and Computer Spreader System (CSS) to help in the
production but this is still in a very early stage.

3.5.3 Import and Export
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Figure 3. 11: Amount of Import of Garments between 1997 and 2003

The import of garment is not large. In 2003, 9,789.2 tons of garments worth
4,370.6 million baht were imported. (3,184.4 tons of woven clothes worth
1,804.1 million baht and 6,604.8 tons of knitted clothes worth 2,566.6
million baht) However as shown on figure 3.10 the amount of import has
grown rather rapidly in the past few years from the lowest point in 1998 at
1,970 million dollars.
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Figure 3. 12: Amount of Export of Garments between 1997 and 2003



The garment export accounts for 67% of Thailand total textile export. The
amount of import is only 3-4 % of export. In 2003, Thailand exported a total
of 181,045.7 tons or 122,521.2 million baht worth of garment (77,272.9 tons
or 58,910.5 million baht of woven clothes and 103,772.8 tons or 63,619
million baht of knitted clothes).

3.5.4 Marketing

The market is divided into local and international markets, which are further
subdivided into 3 classes, upper, middle and lower market.

3.5.4.1 Local Market

The majority of Thailand’s upper and middle markets are

* Made in Thailand products under foreign license
*  Thai brand name products
» Imported clothing products

Due the increase in purchasing power in the past decade and the
decrease in the import tariff on garment due to Free trade agreements
and WTO, the consumers’ behaviour in Thailand has become more
internationalised as they consider more about quality and concentrate
more on the design of garment products. Therefore this sector has a
high potential and room for expansion.

The lower market is a mainly a copy of the upper and middle market.
This market has a large value and changes rather quickly. The
competition in this market is severe since there are a large number of
small manufacturers competing for the market share through low
prices. Moreover the flood of cheaper garments from China and India
are quickly stealing some shares in the Thai market, which is causing a
lot of problems to the local manufacturers, who are facing severe
competition and high cost. There is a tendency that this market will
decrease by 7-10% yearly.

3.5.4.2 International Market

There is still a demand of Thai garments in the upper and middle
market. In this sector, Thailand still has an advantage of lower
production costs. However the producers should always strive for the
improvement of quality, design and enhancement of the variety of
products. The producers should also adapt to a more aggressive
marketing strategy particularly in fashion-sensitive clothing where fast
turnaround and short delivery times are critical.

Concerning the lower market, there is a very strong competition in the
international trade. The severe competition has resulted from a large
number of competitors and the yearly rise in the production costs in



Thailand in comparison to China, Vietnam an Indonesia. Moreover the
consumers of the market pay more attention to the costs rather than
quality, which Thailand can not compete. The floating of the Thai
currency has little impact on this sector and the export in this market is
expected to decline sharply by 5-10 % vyearly. Therefore if the
producers seek to maintain a market share in the sector, they will have
to consider moving the production base to places where there is a
competitive edge in production costs.

3.5.5 Opportunity

The industry will face a lot of stiff challenges after the trade liberation; this
is especially true to small manufacturers who do not have any competitive
edge. Thailand is already beginning to experience a new fashion revolution
as there are now clothes designers and establishment of local brands. The
industry has a lot of room for further development but the producers will
have to be willing to improve their business structure and to be more up to
date to the change in fashion.

Moreover the country in general has a competitive edge over neighbouring
countries since Thailand has a lot of tourist and cultural attractions as well as
a prospering jewellery and leather industries therefore a support and further
development of these industries together with the focus on fashion is a way
forward to increase the demand of Thai garment goods in the international
market.

Additionally the population in the Thai countryside and nearby countries
still have very low income therefore the development of a network of sub
contracting in garment industry in provinces that have small local garment
industries and provinces on the Thai border and the expansion into nearby
countries is one of the ways that the cost of production can be decreased
especially in larger factories. Moreover the large factories that have a lot of
experience and money can still develop the management to cut cost by
developing management techniques and production processes including the
Supply Chain concept.

3.6 Strength of Thailand’s Textile And Garment Industry

The problems are solved quickly and effectively due to a good cooperation
between public and private sectors in overcoming the obstacles

The location of Thailand is suitable to become the centre of textile industry in
the region.

The existence of an abundance of labour that are easily trained.

The existence of a moderately large domestic market.

The Thai textile industry has a complete production cycle ranging from
upstream, middle stream to downstream

The establishments of association that actively develop, assist and solve
problems in the industry such as The Thai Synthetic Fiber Manufacturers'
Association and The Thai Garment Manufacturers Association etc.



7. Foreign companies have a trust in Thai producers since they have over 30 years
of experience in the industry.

8. A stable government makes the foreign investors have a confidence to jointly
invest with Thai producers

3.7 Opportunity in other textile industries

In Thailand, the production of industrial textiles is still in its very early stage of
development. However it has a potential to become a big business in the future. The
industrial textiles include non-woven textiles used in construction, automobiles,
hospitals and agriculture etc. For example there is an opportunity for export of
textiles used in cars such as carpets and seat belts, since there are not many
competitors in the international markets

Apart from the direct textile products, Thailand still needs to develop its supporting
industries such as

» The production of equipments and machines for textile industry

» Development of software for textile business

* The increase in the production of raw materials that still have a low
production capacity as well as ones that can not be produced locally such as
colours, powder, zip and buttons etc.
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Thailand’s Major Competitors

Country Strength Weakness Policy Strategy
China 1. Low costs of labour 1. Poor infrastructure leads to power shortages 1. Increase the amount of 1. Support large exporters in products

2. Use of advance technology leads to a high 2. Compliance issues export development
productivity 3. Possible US ban on import in case of too rapid | 2. Improve the machinery 2. Develop new types of fibres

3. Highly skilled and adaptable labour and rise 3. Decrease the usage of 3. Improve the dyeing and finishing of cotton
abundance of workforce 4. Rising costs of labour water 4. Improve the quality of cotton yarn and dyeing

4. An economy of scale with the ability to 5. Distance from the major markets procedures
satisfy customers’ requirement across 6. Poor quality products especially cotton fibre, 5. Develop and improve production machinery to

0.
11.

multiple product grades

. Rapid expansion in the already large

domestic market

. Efficient and large-scale production
. Complete production system from upstream

to downstream

. Availability of raw materials allows the

industry to control costs and reduce overall
lead-times across the value chain

. Alot investment and transfer of technology

from Taiwan and Hong Kong

Strong and stable government
Technological capability, the ability to
produce the machinery such as Water jet
weaving machines

dyed fabrics

increase the efficiency

Recycle 30% of water

Lower the use of water to 2500 m* per 100 m?
of fabric

Encourage the use of advance technology to
save water
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Country Strength Weakness Policy Strategy
Hong Kong 1. Highly educated and experienced personnel | 1. High labour costs Promote the export of . Increase the speed and flexibility of sales with
2. Use of the most advance technology and 2. Small domestic market garments foreign customers by using “Quick Response”
machinery system
3. Consistent replacement of old machinery
4. Well known brand names such as Giordano . Establish retail outlets for local brands such as
5. Benefit from high quality cheap fabrics Crocodile, Episode, G 2000, Giordano etc. in
from China major cities such as Beijing, Tokyo, London
6. Highly skilled designers and New York etc.
India 1. Availability of an abundance of raw 1. Lack of an economy of scale due to 1. Concentrate on the . Set up of “Standard Input-Output Norm” to
material fragmented industry as a large section of the production of high quality improve the product standard
2. Low cost of skilled labour industry is in the power loom and Handloom and price competitive . Encourage 1SO 9000 certification and organise
3. Complete production system from upstream sectors therefore there is an inability to source fabric trainings and provide consultation about the
to downstream from a small number of producers 2. Increase the share in the ISO 9000 acquisition procedures
4. Large population and domestic market 2. Labour force has a much lower productivity in international market . Organise a funding programme called “Textile
5. Very low per capita consumption of textiles comparison to China Modernisation Fund” for the improvement of
indicating significant potential for growth 3. Costs such as indirect taxes, power and machines
6. Ability to produce textile machinery interest are relatively high . Support the improvement and of laboratories
4. Large portion of the processing capacity is and establishment of new ones
obsolete
5. Low quality products
Indonesia 1. Low costs of labour 1. Unstable political situation 1. Improve the efficiency . Establish Indonesian quality standard
2. Abundance of workforce 2. Low productivity due to obsolete machinery 2. Lower the production costs (Indonesia National Standard, SNI)
3. Availability of raw material especially 3. Religious strife . The use of CAD-CAM computers to increase
petrochemicals 4. Increasing burden from illegal levies and the speed and ease of design and enhance the
4. Complete production system from upstream taxes efficiency in the use of raw materials and
to downstream 5. Unfavourable business climate marked by fabric cutting

high interest rate, lack of trade financing

. Replacement of old machines by up to date
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Country Strength Weakness Policy Strategy
facilities, stagnation in capital restructuring technology
Indonesia (cont.) and trade unrest, the increasing costs of 4. Inanticipation of the end of the quota system,
energy and infrastructure there will be an establishment of a crisis centre
6. Increasing minimum wages whose objectives are to seek a solution for
inter-departmental problems and encourage the
industry revitalisation program
Mexico 1. Proximity to the USA 1. High wages Concentrate on the 1. Establish free trade agreements
2. A large amount of foreign direct investment | 2. Highly dependent on the US market (over promotion of export and 2. Encourage foreign direct investment
from the USA leads to a transfer of 70% exported to US), a fall in the demand foreign direct investment
technology and know how would drastically affect the industry
3. Free Trade Agreements with two of the
world’s largest importers, the USA and the
European Union
South Korea 1. Very strong supporting industries and 1. High wages 1. Establish the city of Taegu | 1. Facilitate and encourage the cooperation
upstream industries 2. No internationally renowned local brands as the centre of production, between upstream and downstream industries
2. Ability to produce multiple product grades 3. Most of the manufacturing are original design, fashion, trade and | 2. Development of highly qualified personnel
3. Complete production system from upstream equipment manufacturing or OEM distribution of local 3. Use of high quality raw materials
to downstream 4. Relatively small domestic market products 4. Use of modern technology and use of
4. Due to the country’s location in the northern 2. Concentrate on the machinery to replace labour
hemisphere, there is an availability of high production of high quality | 5. Increase the global awareness of South Korean
quality animal’s skins and furs. Moreover fabrics products by encouraging the advertisement of
there is also a familiarity of winter clothes 3. Support local brands products domestically and internationally
leading to the ability to develop specialised 6. Employ famous designers
skills
Taiwan 1. The use of the most advance technology and | 1. High costs of labour Promote the export of textile 1. Establish a distribution centre
machinery 2. Small domestic market and garments 2. Set-up a textile industrial estate
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Country Strength Weakness Policy Strategy
Taiwan (cont.) 2. Complete production system from upstream | 3. No internationally renowned local brands 3. Establishment of “China Development
to downstream Council” that oversees the organisation of trade
3. Sufficient production of man-made fibre and representatives and search for new market as
fabric that meets up with the domestic well as actively inform the producers the
consumption essential up to date information
4. Highly educated workforce
5. Technological capability, the ability to
produce the machinery
Vietnam 1. Very low of costs of labour 1. Notinthe WTO therefore the country facesa | 1. Development of various 1. Speed up the replacement of machinery
2. Keen and enthusiastic easily trained lot of trade barriers sectors of the textile 2. Support the application for ISO 9000
workforce 2. Lack of qualified personnel such as industry (1 billion US$) certification
3. Relatively large population technicians and designers 2. Promote foreign direct 3. Allow foreigner to fully own a factory
4. Very low per capita consumption of textiles | 3. Weak rule of law investment 4. Establish a Fashion Design Institute to look
indicating significant potential for growth in | 4. Frequent power outages and water stoppages after the marketing of all garments. Other task
the domestic market 5. Poor infrastructure apart from major cities include
such as Hanoi and Ho Chi Minh City * Study and research new fashion for the
6. Weak rule of law and corruption local and international market
7. Very high taxes, fees and utility charges « Introduction of new technology to
8. Weak supporting industry producers
9. Unpredictable government action « Training of personnel

Establishment of Vietnam National Textile
and Garment Corporations, VINATEX
which is responsible for
* Investment, production, import and
export
» R&D of new production technology
* Providing training programme in
management and technical know how

Table 4. 1: The Strengths, Weaknesses, Policies and Strategies of Thailand’s Major Competitors 4
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Thailand’s Competitiveness

The position of the Thai textile industry can be
defined as “Comparative Nutcracker” or in the
transition stage between the upper and lower
markets. There is a strong competition from both

Italy
France

Hong Kong markets for example in the upper and middle

/ Thailand \ market the competitors are Hong Kong, France
and Italy who have a competitive advantage due to

/ ) ) \ the possession of well known brands with
China, Vietnam, Indonesia internationally acclaimed design and quality,

whereas for the lower market there is a stiff

Figure 5. 1: Thailand’s position in .- . . .
& P competition from China, Vietnam and Indonesia

the Textile Industry

The 11.3 percent average yearly increase in wages from 1990-1994 without parallel
increases in the productivity pushed Thailand down the competitive index, and so it
lost out to lower-cost production centres such as Vietnam, India, Indonesia and China.
However wages are not the only factor that determines a country’s competitiveness
since high income countries such as Italy and France are amongst the top exporters of
textile and garments products. Other factors that will be discussed in some detail in this
chapter are the use of machinery, workforce’s skills, and tax structure as well as other
supporting factors such as source of raw material, type and location of the market as
well as governmental measures and inter governmental agreement.

5.1 Thailand’s Competitiveness

In 2004, a research carried out by the International Institute for Management
Development or IMD in Switzerland® that evaluate the competitiveness of 49
nations in the world ranked Thailand as 29" in the world and 10" in Asia. In the
world ranking, Thailand was ranked behind Hong Kong (6), Taiwan (12) and China
(24) but above India (34), South Korea (35), Mexico (56) and Indonesia (58).
Thailand ranked higher than the competitors in business efficiency (23'%) and
economic performance (9“”) however it performed poorly in science and technology
(43"). Out of around 300 categories, Thailand performed very poorly in research
and development, communication infrastructure, development and recruitment of
personnel.

5.2 Labour Costs

According to the research carried out by Werner International®, the labour costs in
the textile industry in Thailand are low in comparison to other countries. The
average wages in Thailand in 2001 is around 1.18 US$ per hour.
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The labour cost in Thailand is lower than the more developed countries South Korea
($5.73/hr), Taiwan ($7.15/hr) and Hong Kong ($6.15/hr) but is much higher than
China ($0.41/hr), India ($0.57/hr), Vietnam ($0.39/hr) and Indonesia ($0.50/hr).

5.3 Use of Machinery

Production ﬁ';‘i?,ff,gf Raztlo
Countr capacity in 1992-
y o (1)301, o (2001), mp/Pro

Imp (%)

Turkey (1) 6,727 3,349 49.8
India (3) 39,141 11,436 29.2
Mexico (6) 3827 1,014 26.5
Thailand (7) 3,843 996 25.9
Taiwan (8) 3,141 811 25.8
South Korea (9) 2,493 515 20.7
Indonesia (12) 8,659 1,530 17.7
China (17) 38,659 3,175 8.2

Table 5. 1: The comparison of the use of spinning machines
of major exporters, (#) rank by the size of the ratio, Unit:

In the spinning industry, the
ratio of the “machines imported
in the period of 1990 to 2001” to
“the machines that are currently
used” is 25.9% which is 7" of
the major producers. In this case
China has a low import of new
machines because of the already
huge  production  capacity;
moreover the information does
not include machines that were
produced locally.

1000 Spindles *
Production Capacity in 2001 Import of
shuttleless Ratio =
hines
Countr . Total mac Impg/Pro
Y | Shuttleless | Shuttle | Filament | 1°tb (1992- posl
Pro 2001), (%)
Impgy

Taiwan (2) 20,890 1,220 | 24,950 | 47,060 32,622 69.3
China (6) 60,930 | 594,500 | 196,440 | 851,870 | 144,994 17.0
India (9) 7,500 115,500 | 1,500 | 124,500 | 18,849 15.1
'(’Eg’”es'a 27,000 | 200,000 | 34,000 |261,000| 18,684 7.2
Thailand (15) 21,000 61,000 | 50,000 | 132,000 7,067 5.4

Table S. 2: The comparison of the use of weaving machines of major exporters, (# rank by the size of

the ratio, Unit: number of machines) *

Regarding the weaving industry, the situation is much worse since the ratio is only
5.6%. The ratio of shuttleless machines can be used to evaluate the efficiency and
productivity of a country’s weaving industry. When this is compared with other
countries, Thailand comes nearly at the bottom of the top 15 major manufacturers.
Moreover when the number of shuttleless machines is compared, Thailand is still

nearly at the bottom.

It should be noted that countries in Europe have already stopped the import of
shuttle machines whereas Asian countries still do. As far as China is concerned, the
country has extensively replaced the weaving machines. In the past 10 years China
is the largest importer of weaving machines (32% of the world) and in 2001 China
is the largest importer with around 50% of the world total import.

-34-



5.4 The Competitiveness of Thai Products in the US Market

Due to the fact that the US is Thailand’s largest export destination as well as the
world’s largest market, it is therefore used to compare the competitiveness of Thai
products to the competitors. The comparison will be based on comparative index
which is called “Revealed Comparative Advantage, RCA”. The size of the index is
proportional to the country’s competitiveness. More information about its derivation
can be found in the Appendix.

Country Fibre a}nd Garment
Fabric RCA
RCA

India 55 4.1
Taiwan 3.3 n/a
South 3 08
Korea

China 2.5 4.8
Indonesia 2.3 2.3
Thailand 1.1 1.8

Table 5. 3: RCA values of Thailand’ s major
competitors in the US market in 2001 *

In 2001, the RCA index for Thai fibre and
fabric products is much lower than the
competitors. The alarming situation is
highlighted by the yearly increase in index of
competitors such as India, South Korea and
Indonesia. For the garment sub sector, even
though the RCA index is higher than fibre
and fabrics but the index has decreased
dramatically from 3.9 in 1990 to 1.8 by 2001.
Apart from South Korea, the Thai RCA index
for garments is lower than the other
competitors.

5.5 Tax Structure

5.5.1 Petrochemicals

Import tariff (%)

Product

Y Thailand | Indonesia | Taiwan South

Korea

Petrochemicals 1-5 0-5 1 1

Man-made fibre 10 2.5-5 1.25 3-8

Chemicals and | 05 | 255 | 68
dying agents

Table 5. 4: Comparison of import tariff on various raw materials *

The import tariff on petrochemicals, the raw material of the fibre industry,
was lowered from 5-7% to 1-5% on 4™ of July 2000. However the tariff as
shown on table 5.4, is still higher in comparison to Indonesia (with an
exception of acrylo nitrile), Taiwan and South Korea.

5.5.2 Man-made Fibre

The import tariff on man-made fibre for the spinning industry is 10% and
uncompetitive since it is much higher than Indonesia, Taiwan and South

Korea.
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5.5.2 Chemicals and Dyeing Agents (Raw Materials of the Dyeing,
Printing and Finishing Industry)

The import tariff on chemicals and dyeing agents used in the dyeing,
printing and finishing industry is 1-10% which is again much higher than
the competitors despite the fact that the tariff on polyvinyl alcohol and
acrylic polymers were lowered from 10% to 5%.

5.6 Thailand’s Most Competitive Products in the International

Market

The RCA index can be used to evaluate the product lines that Thailand has strength
over our competitors

Hat Man-
Men Man- and Women Men made Women
knitted made access | knitted woven Other woven woven
Type of garment fibre ories garment | garment | garment | fabric Yarn garment
products [843] [266] [848] [844] [841] [845] [653] [651] [842]
Thailand 4.8 (5) 46 (6) | 3.2(7) 3(19) 2.9 (18) 23(11) | 19(6) | 1917 | 1.4(22
Evaluation of Extremely Relatively C it
Thailand's competitive Highly Competitive RCA > 2 e IVE%A c;rrlpe tive
competitiveness RCA>4
China 4.9 (1) 0.3(16) | 8.0(1) 7.8 (1) 8.7 (1) 491 | 332 | 26(1) 4.8 (1)
é Hong Kong 12.0 (7) 0(67) | 2.3(23) 51.2 (2) 24.3 (5) 17.2(3) | 0.4 (41) [ 1.0(42) | 20.5(3)
§ India 9.4 (2) 1.2(19) | 6.1(4) 6.3 (11) 8.3 (7) 25007 1 2.7(14) | 9.9(3) 7.6 (5)
E Indonesia 3.8 (9) 14 (17) ] 1.7(17) 4.5 (13) 6.2 (8) 2414 | 4709 | 56(7) 3.6 (8)
5 | Mexico 1.6 (6) 1.8(7) | 0.6 (18) 3.6 (4) 394 1.9()[04@19) | 0.7(19 2.0 (6)
South Korea 1.3 (10) 7.81) | 1.3(9) 2.4 (8) 1.4 (15) 09(15) | 6.0(1)| 2.2(6) | 0.8(18)

Table 5. 5: Thailand’s most competitive products, SITC, (#) rank by amount of export in 2001 *

Table 5.5 is a summary of the RCA indexes for Thailand and major competitors in
various products. The product lines that Thailand have an extremely high competitive
edge are men knitted garment with RCA = 4.8, man made fibre with RCA = 4.6, Hat
and accessories with RCA = 3.2 and women knitted garment with RCA = 3.
Regarding these products, Thailand is amongst the top ten biggest exporters. Apart
from the RCA indexes for man-made fibre and women woven garments, which have
consistently increased in the past few years, the other RCAs have remained roughly
constant. There are other products that Thailand is highly competitive with RCA >2
which are women knitted garments, men woven garments and other garments (T shirts
and children clothes etc.). The low export amount rankings for these product lines
reflect that there is still a room for further expansion in production and export. There
are also products that Thailand has a relative competitive edge with RCA > 1 which
are men woven garment, yarn and women woven garment products.
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5.7 Variety of Products

Number of types

of textile

products
Country 2000 2002
China (1) 1017 1377
Italy (2) 1046 1286
South Korea (3) 780 973
Taiwan (8) 518 598
Thailand (9) 463 597
Indonesia (10) 437 539
India (11) 391 522
Vietnam (13) 265 411
Hong Kong (14) 329 402
Mexico (20) 110 150

Table 5. 6: Comparison of the number of

types of products exported to Japan in 2000
and 2002, (#) rank by the number of types

Table 5.6 shows the number of types of textile
products exported to Japan in 2000 and 2002.
China and Italy exported more than 1000 types of
products. Apart from Hong Kong, the more
advanced textile economies such as South Korea
and Taiwan exported more than 500 types of
products. Thailand exported over 597 types of
products in 2002, which has increased from 463
products in 2000. Indonesia and Vietham have also
maintained a high growth rate on the number of
types of products, which has increased by around
50% for Vietham and 20% for Indonesia.

Problems and Obstacles

There are two types of factors that are hindering the development and growth of the
Thai textile industry. The internal factors are mostly intrinsic obstacles and weaknesses
within the country whereas the external factors are concerned with international trade
agreements, foreign competitions and external threats.

6.1 Internal Factors

6.1.1 Low Productivity

The rising costs and the increased skill levels of Thai workers without
commensurate gains in factory productivity throughout the nineties has
minimised the competitiveness of the industry vis-a-vis cheaper Asian
garment producers.

There are three main causes which are responsible for the low overall
productivity in the textile industry.

6.1.1.1 The Use of Old and Out of Date Machines

The majority of the country’s textile industry still uses obsolete
technology. This is especially true for the middle stream industry
where the machines are mostly over 20 years old. The shuttleless
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machines have higher efficiency which results in a product with high
quality. Moreover it needs fewer workforces which is a way of
deceasing the costs of labour. Therefore the general consensus is that
the utilisation of shuttleless machines is an upgrade of the quality of
the fabric and in turn increases the competitiveness of the nation. As
discussed in section 5.3, the Thai weaving sub sector is uncompetitive
in comparison to the major competitors. The substandard performance
by the middle stream industry also causes problems further
downstream.

6.1.1.2 Scarcity of Highly Qualified Personnel and Skilled Labour

The majority of the textile industry in Thailand is highly labour
intensive. However there is an insufficient supply of workforce ranging
from managers, engineers, technicians to ordinary workers.

The inevitable flaw in marketing management in Thailand stems from
lack of marketing knowledge of managers. While the rapid change in
production technology and machine highlights the need for local
technicians and engineers to be highly skilled and qualified in
maintenance skills. However most technicians and engineers in the
textile industry are not textile specialists therefore they need a lot of
time to fix the machines and sometimes they can not do it. Moreover
there is a lack of personnel who is a specialist and highly experienced
in chemical textile in the dyeing, printing and finishing sub sector. A
further challenge involves the training of workers and managers. The
introduction of new technology on the production floor will change the
work practices and skills required in the industry’s labour force.

The deficiency of qualified workforce can be accounted by various
factors

» The majority of the workforce is not educated, trained and
specialised in the textile industry. According to the Thailand
Development Research Institute (TDRI), only 5.5% of the
workforce in the textile industry has a bachelor degree or higher
out of which only 0.86% are engineers and scientists and the
R&D personnel only 0.58%.

e There is a high staff turnover rate leading to a lack of skill
(especially in the garment industry that uses a lot of labour)

 Environmental problem such as noise pollution which makes a lot
of the workforce move to other kinds of industries that has less
noise pollution such as electronics industry etc.

6.1.1.3 Lack of Research and Development (R&D)

The majority of the textile industry does not pay much importance to
the research and development. Especially R&D to improve the



productivity, quality, style, design of the product and the variety of
product because there is a high investment cost and takes a long time.

6.1.2 Problems with high production costs

The cause of high production costs stems from main two factors

6.1.2.1 High Import Tariffs

In comparison to Thailand’s major competitors, the country still has an
uncompetitive import tariff. This has been discussed in detail in section
5.5.

6.1.2.2 High Utility Costs

Similar to the import tariffs, the utility costs such as electricity and
water in Thailand is relative high. Especially for the dyeing and
finishing industry, the lack of a suitable source of water is a major
obstacle.

6.1.3 Problems with marketing

6.1.3.1 Lack of an Aggressive Marketing Strategy

Most of the producers’ strategies are not aggressive and customer
oriented. There is a lack of an initiative to actively search for customers
and attend trade fairs in foreign countries. Instead the companies have
traditionally relied on the customers to contact them.

6.1.3.2 No Brand name

The majority of the Thai textile export is classified as OEM or Original
Equipment Manufacturing which are based on orders made by
multinational companies. This is a due to the lack of an internationally
accepted Thai brand. The reluctance to develop such brands can be
accounted by the high investment costs and lengthy uncertain return of
investment. Moreover it also takes a lot of time to develop and
improve the quality of the product so that it maintains a high standard
with a suitable price.

6.1.3.3 Lack of a Development of a Variety of Styles

The textile products in Thailand are not developed so that there is a
large variety of designs, which is always in trend and fashionable and
in turn meet customers’ demand. This is due to the fact that the
majority of Thai companies believe that product development is a
costly responsibility that incurs a high investment costs.



6.1.4 Insufficient “Supply Chain Management” System

Most of the producers have been rather slow to adapt to the Supply Chain
system. Only larger companies have started to implement it but there are
many limitations such as the low usage of computer and most importantly
there is lack of the share of information between Thai textile industries and
cooperation in the supply of raw materials from upstream to downstream
industries, which will decrease the lead time across the value chain.

6.1.5 The Lack of Information about the Change in Trade Regulations
and Import Policy of Trading Partners

The country is still lacking of an information center that contains an
information database about the rapidly changing regulations and policies of
trading partners.

6.1.6 Weakness in the Dyeing, Printing and Finishing Industry

The fundamental weakness in the dyeing, printing and finishing industry has
dramatically decreased the costs of Thai fabrics. Moreover the garments
industry will have to source high quality fabrics from abroad, further
increases the lead time and production costs. If Thailand still wishes to
move up the value chain of the textile industry, this section of the industry
will have to be taken seriously.

6.2 External Factors

6.2.1 Trade Agreements

The existence of free trade agreements between Thailand’s major export
destinations and a competitors have granted the competitors a privilege in
their market which further decreases the competitiveness of Thai export
products. This has been mentioned in detail in section 2.3.

6.2.2 Tariff and Non-tariff Barrier

In response to the liberation of textile in 2005, many importing countries are
preparing to use safeguard measures to protect the domestic textile industry.
The trade remedies such as antidumping and environmental regulation. All
these factors will contribute to a high costs for exporters. More information
can be found in section 2.5.

6.2.3 Liberation of Trade of Textile, Threat from China and India

According to the U.S National Council of Textile Organisations, the price of
Chinese goods is expected to become 30-40% cheaper. In 2002, a removal
of quotas on apparel products promoted a decrease in Chinese products by
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44% while other countries’ prices only fell by 2%. This means that there
will be an increase in the already high Chinese competitiveness which
further act as a major obstacle to the development of the Thai textile
industry. Moreover a recent WTO report projected that China’s share of
garment exports to the U.S. will rise to 50% after the quota system ends this
year, up from 16% in 2002. In Europe, China’s share will reach 29% in
2005, up from 20% three years earlier. The second-biggest winner will be
India, whose slice of the U.S. market will jump from 4% in 2002 to 15%
next year, the WTO report predicts. India’s share of the European market
will rise from 5% to 9%.

6.3 Weakness

1. Low overall efficiency and productivity since the machinery are out of date and
over 10 years old especially in the spinning, weaving and dyeing industries which
make the products that are produced not of the quality as demanded by the buyers

2. A high production cost due to the unfavourable tax structure; high tariff on

imported raw material especially the import tax on petrochemical substances,

chemicals and raw material for dyeing even though the tariff has already been
decreased but it is still higher than our competitors so we can not compete with
them.

The deficiency in the development of raw materials for each industry

4. Lack of qualified personnel such as engineers, mechanics, merchandisers and

designers

The continuous increase in wages

Lack of long term loan with low interest rates

7. Low level of foreign direct investment (FDI)

w

oo

Thailand’s Policy and Strategy

“The Thai government has set a vision for Thailand to become the fashion centre

of the south and south east Asia by 2005 and a major international fashion centre
by 2012~

In achieving the aforementioned vision, the government has drawn up two policies
which are as follows:

7.1 Complete the Missing Link in the Textile and Garment Business

Structure

Despite the fact that the Thai textile industry has developed for long period of time,
the country only possess a complete production cycle; that is the ability to produce
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man-made fibre up to garments. However the country still lacks of other constituents
that make up the trade of textile such as marketing, design, and research and
development as illustrated in figure 7.1.

Consumer mand and Information

\ / Upstream Industry
A

Market Designer v Research and
W Middlestream Development
Industry

Retailer
A
v Development and
Brand name’s Downstream ution
owner Industry
\Dﬁs\iw
products

Figure 7. 1: The Structure of Textile and Garment Business

The missing links which are to be completed are as follows

* Marketing (Marketing Network, Merchandiser and Brand name)

*  Design of garments and other value added products

* Research and Development of technology, marketing and management

* Development of supporting industries such as the production of
machinery, colour, and other materials

7.2 Increase Thailand’s Competitiveness

As already mentioned in Chapter 5, a country’s competitiveness does not depend on
one single factor. Therefore the governmental projects will concentrate on improving
or introducing the following attributes to Thai producers:

» The speed of deliver by using Quick Response
* Productivity

»  Customer Service

» Creativity and Innovation

e Openness
*  Willingness to improve
» Labour

e Environment
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In order to implement the policies, the government proposed 7 strategies, which are
summarised on the on figure 7.2.

Vision

Thailand will be a leader in
management, design and R&D
and trade of textile and fashion
industry in South East Asia and

South Asia

A\ 4
Policy

Complete the missing link in the
textile business structure
Increase Thailand’s competitiveness

A 4

Strategy
1. Projects to develop|2. Projects to upgrade | 3. Projects to improve 4. Projects to set up a
Thailand as the centre of | the value and increase | the productivity and connection between
the fashion business in | the variety of products | management industries (Supply
south, south east Asia Chain)

and Australia

5. Projects to promote | 6. Policies to support the | 7. Projects to improve

and support the dyeing, | development of the roles of the public
printng and finishing | personnel and private sectors
industry

Figure 7. 2: A summary of Thailand’s Vision, Policy and Strategy
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7.3 A Summary of Thailand’s Strategies and Projects

The government has ordered the Thai Textile Institute or THTI to propose projects for each strategy. There are 66 projects in total and 22 of them
are priority projects (marked by * on the tables). As summarised on tables below, each strategy contains a number of projects. The information on
the tables contains the project’s objectives, the responsible agencies, the proposed budge and the current status.

Projects

Industry

ulm|D

*

Main objective(s)

B
(mil.
baht)

Responsible
agencies

Period

Current Status / examples

1. Projects to develop Thailand as the centre

of the fashion

business in south, south east Asia and Australia

TGMA, BGA, TIMA are assisting in the establishment of 3 clusters.

1.1 Establishment of cluster o o |0 |0 'r?Cfea.S‘a the value and 90 | THTI, ota 2003- Depending on the specialty of each cluster, the products will be based
to penetrate new markets diversity of products 2005 . o oh . . :
on regional fashion, international fashion or fabrics.
1.2 "II'Frainri]ng agd gdvisi"ng e | o | Develop and upgrade the
ashion Designer i i i
g pe(rjsonnel n ;ashrzon de.S|gn| 30 | THTI 2003- | 6 weeks long Micro MBA course in Fashion Business co-organised by
and prepare for tne regiona »ota 2005 | THTI and busy-day.com.
. . and global competition in
13 Tra|n|.ng anq advising o e | fashion
"Fabric Designer"
Aug 04- THTI organised a training programme on " Design and Analysis
Training and advising the Educate the producers 2003- of woven fabrics"
1.4 | branding of products e | o | about brand establishment 60 | THTI, ota 2005
and management
Develop ment of Educate the producers and
marketing personnel such marketing personnel about
as Brand manager, Retail gp 2003- | Feb 04- TGMA and THTI jointly organised "Fashion Brand Network" to
15 ° the establishment and 30 | THTI, ota ; . e ;
Shop manager and 2005 | educate producers who are interested in building their own brands

Brand Financial
Controller

management of brand
names
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Indust B i
Projects v Main objective(s) (mil. Responsible | 0 Current Status / examples
UlMID baht) agenciles
Equip the personnel with the
- : relevant knowledge of the 2003- | Aug 04- THTI organised a 8 day conference titled "Competency
1.6 | Training of Merchandiser ¢ standards of raw materials 15 | THTI, ota 2005 | Upgrading for Textile and Garments Merchandisers"
and products
Training about marketing Build marketing personnel 2003-
1.7 223n?;?2|sblt|on in foreign o o |eo and increase the export 300 | THTI, ota 2005 | Has not been implemented.
Language schools for Irr_1prove _the communica‘gion
1.8 | textile marketing o o o with fore|g|:1 CUStO(TerS’ find 150 | THTI, ota, ei 2003- Has not been implemented.
ersonnel more mar ets and in turn 2007
P increase the export
1g | Clothing Designer contest . Icller;]t.ify ?]lgg potgnti_al 4 | 200 2003-
| in Thailand and Asia clothing/ fabric designer an THTLATD 1 5012 | Thailand came 2nd in the Asian Young Fashion Designer Contest (16
develop and upgrade the NP ;
. . . countries) in Singapore in 2002
. - personnel in clothing/ fabric
1.10 ?I'exnlel Designer contest o design
in Thailand and Asia
Modelling in fashion Advertise and increase the . I , . .
1.11 | centre such as Paris and ° global awareness of Thai 90 | THT, ota 3882 (I;Ae?i/ %trssilquRilgﬁd to Milan® A fashion show by four leading Thai
Milan fashion 9
Utilise the knowledae of the In 2003, THTI carried out a comprehensive research titled "Competitive
Research and publication g Benchmarking" of Thailand major competitors such as China, Indonesia
. structure of the textile market MOC, THTI, | 2003- .
1.12 | of textile market of each o o |eo d ' behavi 25 2007 and Vietnam
country in the region an conslgmers eI aviours ota
as a marketing too (http:/iww.thaitextile.org/benchmark/defaultl.asp)
Establishment of a Increase the amount of 2003-
1.13 | Regional Marketing o o |eo 60 | MOC, THTI The regional marketing network has not been set up
export 2005
Network
Trade negotiation and
improvement of the . MOF, MOC, | 2003- e L _
1.14 relations with countriesin | ® | ® | ® Increase the foreign markets | 50 THTI 2012 BISMST-EC 's cooperation in textile industry

the region
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B .
Projects Industry Main objective(s) (mil. Responsible | pe oy Current Status / examples
OTMTD baht) agencies
The department of export promotion have jointly established a textile
Increase the ease of trade 2003 | €commerce gateway with various companies such as Samart internet
1.15 | E-commerce o oo 21 | THTI, ota and Thailand.com
between sellers and buyers 2005
(www.wethai.com)
Exhibition centre for local Increase the acceptance 2003- An exhibition centre especially for textile and fashion has not been
1.16 : o o |0 and awareness of local 200 | THTI established however the DEP has established a "Thailand export Mart",
textiles ) 2012 . . . . )
textiles which has some exhibits of locally made textile and fashion accessories
Creation of an image of Create an awareness that o rTha :
. . . ; Lo MOC, MOI, | 2003- | Feb 04, THTI and Central group co-organised "Thailand Fashion
1.17 | high quality fashion o o |0 Tha_| fash|or_1 is in trend and 300 THTI 2012 | Making — To — Design Contest 2004"
centre of high quality
Campaign to encourage . MOCUL, )
1.18 | the use of locally made ° Increasga the domestic 45 | MOC, THTI, 2003 Nov 04, Made in Thailand 2004 exhibition
production 2005
garments ota
Buyers' Invitation to Acknowledge the buyers 2003- | The yearly exhibition "Bangkok ready-to-wear fair' invites foreign
1.19 ; o o |eo about the quality and fashion | 150 | MOF, ota X g )
Thailand oo 2012 | potential buyers to visit the trade fair
of Thai textile products
Exhibition of textile and Increase the sales of . - . . .
1.20 | garments products in o o |eo products and increase the 150 | THTI, ota 2003- ?ep 04, Thaﬂar_]d participates in the premier Middle East trade show
. X . 2007 | "MOETEXHA" in Dubai
foreign countries awareness of Thai products
Highlight the importance and
, increase the awareness of
"Sampeng F4" Fabric, . DEP, THTI, | 2003- S .
121 Fashion, Fun and Fair ° Sampeng (China town) as 10 ota 2007 The project is still in the planning stage.

the centre of trade of fabrics
in Thailand
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] Industry i L B | Responsible i
- ; Period
Projects U ‘ M ‘ 5 Main objective(s) k()g}.#) agencies erio Current Status / examples
2. Projects to upgrade the value and increase the variety of products
Establishment of a :
connection between Ensure a common interest MOI, THTI, 2003- | May 04, a seminar on " Thai textile industry and R&D" organised by
21 . R o o |eo between producers and 60 | TISTR,NST : :
educational institutions 2005 | THTI and Chulalongkorn University
researchers DA
and producers
2o | Small-scale man-made o Eeeff)?:rgrzsggkﬁwxpggﬁeem 5o | MOLTHTL 1 2003- | i iectis sl in the planning stage
““ | fibre pilot plant <Ing TSFMA 2007 prol pianhing stage.
mass production
Upgrade the standard of Publications of information about the Thai textile product standard is
Establishment of Thai Thai products and increase TIST, THTI, | 2003- | published on the TIST website
2.3 : o o (o . . 15
textile product standard its acceptance in the ota 2005
international market (Www.http:/imww tisi.go.th/index_t.html)
Cooperation in the
24 transfer of textile olele Increase the productivity and 20 | THTI ota. ei 2003- | Jul 04, THTI provided a training course on “The new high speed rapier
' technology domestically value and decrease costs R 2012 | weaving machine by ISHIKAWA”
and internationally
. : The trans_fer of techn_ology BOl is providing privileges to investors who are interested in the setting
Promotion of foreign from foreign companies and 2003- . . i : . .
25 . X o o |eo . 150 | BOI, OIE up a textile factory in Chaiyaphum province and a dyeing, printing and
direct investment increase the 2007 T . . :
o finishing plant in an industrial estate.
competitiveness
Purchase of production Increase the 2003- . o .
2.6 process Patent o o | o competitiveness 500 | MOI, THTI 2007 This project is still in the planning stage
Expand or initiate the
. : production of non-woven, )
2.7 P romotion of nvestment | o 1 o | o Technical and Industrial 400 MO, BOI, 2003 This project is still in the planning stage
in new types of textile . . THTI, ota 2012
textile. Increase the variety
of products.
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Indust B i
Projects Y Main objective(s) (mil. Responsible | pe o Current Status / examples
ulmlo baht) agencies
: . Exchange of information and
Establishment of society A .
to provide technical opinion in textile technology THTI, 2003- | THTI established "Textile Expert Consortium” on the THTI website.
2.8 . . o o o which will lead to a 10 | producers, ) - .
know-how especially via devel d de of . 2012 | (http://www.thaitextile.org/textile_expert/expert.asp)
aweb site evelopment and upgrade o ei
textile products
Monetary Assistance in Increasg_ the country's MO, BOT, TH'_I'I, IFCT and EXIM cooperate in granting loans worth up to 200
competitiveness and 2003- | million baht for machinery replacements.
2.9 | the replacement of o o |eo ) h lity of 200 | IFCT,EXIM,
machinery improve the quality o THTI 2012 _ _ S o
products For more information contact Khun Sirichai: sirichai@thaitextile.org
Oct 04, Center of Excellence in Textiles Chulalongkorn University is
Promotion of product ) _ | organising “Thailand's first Textiles Symposium”, a 3 day long even that
2.10 | innovation in fibre ° Development of new fibre 50 MO THTI, 2003 brings together textile researchers from all over the world. One of the
. products ota 2007 . ; ) ¥ X o
industry topics to be discussed is the “new textile materials
(http:/imww.sc.chula.ac.th/textile/symposium2004/)
Projects Industry Main objective(s) B-| Responsible | o0 Current Status / examples
: U ‘ M ‘ D : tg:rln') agencies
3. Projects to improve the productivity and management
. Acknowledge the status quo
31 P romotpn of benchmark o o |0 vis a vis other factories and 30 | OIE, THTI 2003- The project has been completed and is in the evaluation stage.
in factories 2005
correct the weaknesses
Encourage the Upgrade the management . . . -
3.2 | application for industrial o o | @ and the production efficiency | 30 | MOI, THTI 2003- | SEP 04, TISI is organising a training course on ISO 9000, 14001 and
e ) . 2005 | TISI standards certifications.
certifications to international standards
Promotion, publication, Increase the productivity of FTPI and IRP jointly organise training programm“es for all Ieyels of
. . management. The main topic is concerned with “Total Quality
33 con_sultatlon and _ olele pr(_)d_ucers and e_stabllsh and 30 MOI, THTI, 2003- Management or TQM
' assistance to the entire efficient production database FTPI 2005
management system and quality control (http:/Amwww.ftpi.or.th/th/abus_ftpiac_irp.htm)
Promote and publicise Highlight the companies with MOl, 2003- i s "
34 successful companies M R sound management system 50 THTI,SET 2007 The yearly "Prime minister's export award
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Indust B i
Projects Y Main objective(s) (mil. Responsible | pe o Current Status / examples
ulmlo baht) agencies
Cleaner Technology Decrease the costs of MOI, FTPI, 2003- 'V'?‘T 03, The Energy Co_nservatlon_Pr(_)monon Fund provides 1,116
35 o o |eo 100 million baht to propel wider use of indigenous energy resources such as
(Water and Energy) energy MOEn 2012 X .
the use of hydroelectric power and agriculture waste.
Research of the use of , Ministry of
3.6 | local materials as a o o |eo Decrease the production 70 | Industry, 2003- Still in the development stage
. costs 2012
import replacement THTI
Research to invent tools . .
3.7 | that save the working o o |eo Decrease the production 100 MOS, ei, 2003- Still in the development stage
time steps THTI 2012
Research to apol Increase the productivity and 2003-
3.8 . pply o o |0 decrease the loss of raw 12 | THTI Still in the development stage
electronics tools . 2005
materials
E:;'rl(':tﬁt% Pﬁgﬁﬁgﬁ;ﬂ the IEQ is planning to introduce a software called “Enterprise Resource
39 Computer software olele 150 MO, IEO, 2003- | Planning or ERP Quick Response". At the moment, THTI is offering
' centre for textile industry THTI 2005 | training courses to prepare for the use of the new program that will be
Use the software to develop O -
- linking up the whole textile industry through an IT network.
the textile industry
THTI is responsible for organising visits to factories. Application can be
310 Share of knowl_edge o lele Increage th_e _productmty by 40 | MOI, THTI 2003- | made online.
between factories arranging visits to factories 2012
(http://www.thaitextile.org/templvisitl.asp)
Promotion of Decrease the costs of 2003- BOl is setting up a textile and garment cluster called “Chaiyaphum
3.11 | subcontracting in ° production and create jobs in | 45 | BOI, THTI 2005 textile project”. Investors who are setting up textile businesses in
provinces the provinces Chaiyaphum province will be granted special privileges and incentives.
Management of a quality Upgrade the management MO 2003-
3.12 | system of man-made ° and the production efficiency | 15 ! This project is still in the planning stage.
A ) . TSFMA 2007
fibre industry to international standards
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Industry

Responsible

Projects Main objective(s il. - Period Current Status / examples
: U|lM|D ) ) s | agencies P

4.1 P romotion of supporting o (o |0 More efficient production 30 BOI,THTI 2003- The establishment of "Asean Supporting Industry Database" or ASID
industries 2005
Establishment of the Decrease the costs and ) . .
42 | Supply Chain e | o | o |e|increase the efficiency and 6 THTI, ota 2003- | Oct 02_, The first conference that introduces the Supply Chain concept
) 2005 | to Thai producers
Management speed up trade services
Establishment of a trade : . L - -
. . The DFT is responsible for issuing product origin certificate and other
body to resolve issues Solve textile trade problems . : . ) .
4.3 involving the standard o (o | e efficiently and quickly 3 MOC, THTI | 2003 | trade documents while DTN is responsible for settling trade disputes
and quality
Pework thet Conin the Facilitate the search for 2003-
4.4 o (o | o information and trade 15 THTI, ota THTI, DEP and DFT provide textile trade information on their websites
most up to date trade o 2005
. , communication
information
Establishment of a Establish a business
relationship between X : ; 2003- | Dec 03, THTI organised a conference on "Upgrading Thai textile
45 L o (o | e relationship by consistently | 10 MOI, THTI . . "
researchers, specialists, - 2012 | products to international standards
X organising conferences
designer and producers
Development of a Support product
46 specialty of each o development, manufacturing 4 TSFMA, 2003- | TSFA regularly organises meetings and visits to other man-made fibre
‘ producer in the fibre and processes and production THTI 2005 | factories.
supporting industries capacity

Research of the suitability
and feasibility of an
establishment of a dyeing
industrial estate

Industry

*

Solve the problems with
water for the dyeing industry,
decrease costs and control
water pollution

10

Responsible

MOlI, IEAT,
ATDP

2003

Projects Ulmlio Main objective(s) g];::,t) agencies Period Current Status / examples

An industrial estate with a complete production cycle of textile industries
will be established by 2007 in Kanchanaburee province to create a one
stop service for customers.
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. Indust o B i .
Projects nausty | Main objective(s) (mil. Responsible | oo . Current Status / examples
UulMlD baht) agencies
Provide specialists for Introducing new techn_lques Producers can use the online “Textile expert Consortium” to raise their
. . and technology that will 2003- | oo ; . .
5.2 | consultation about dyeing ° . 20 MOl , ATDP difficulties on the web board and communicate directly with
decrease the production 2012
and new technology researchers
costs
Search for information Acknowledge the future . “ .
5.3 | about future colour and ° e | trends of the colour of fabric | 30 MOI , ATDP 2003- | May 04, THTI orgamsed a confer:ance on "Apparel Fashion Trend
X 2012 | Forecast Fall / Winter 2005-2006
accessories trend to be able to compete
Reseatc of new e e eclomy e,
54 products and o Upgrade the products and 200 | MOI THTI 2003- dveing Drocesses pap 9y
' environmental friendly decrease production costs ' 2012 yeing p
dyeing procedures (http:/Aww.thaitextile.org/e-colourway/default.asp)
. Industry | 4 L B | Responsible .
Projects Ulmlio Main objective(s) g;:i) agencies Period Current Status / examples
Development of the Improve the sk!lls of the MOlI, MOL, 2003- THTI consistently provide training course for all levels of
6.1 | current workforce by e | o | o | o | workforce and increase the 20
- ;. THTI 2012 personnel.
training efficiency
Increase the number of
new personnel and Create an efficient MOI,LECHE, | 2003- C .
6.2 identify training as part of i I B workforce, upgrade the skills 3 THTI 2005 The projectis still in the planning stage
the course
Support the private sector Increase the practical . e
to partake in the experiences of students and MOE, CHE, | 2003- _May 04, THTI orgfmlsec_i a conference on “Thali textile
6.3 . o o | o . . 5 industry and R&D" to bring together researchers, the
development of high upgrade the quality of textile ota 2007 ; .
e . public and private sectors
education's syllabuses studies
; Search for high potential )
6.4 Scholarship and contest e | o | o | o | personnel and further 50 MOI, ota 2003 Nov 03, THTI organised “Young Thai Brands Contest”
awards L 2012
develop their skills
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: Industry . I B Responsible )
P t M bject i - Period C t Status / |
rojects U ‘ M ‘ 5 ain objective(s) gg;:,t) agencies erio urrent Status / examples
7. Projects to improve the roles of the public and private sectors
Provide and publish - ,
. . . Publish information about OIE,MOC, 2003- . R . e
7.1 :ggourg;?;mn about textile e o | o production and trade 100 MOF. THT! 2012 THTI publishes “Thai Textile Statistics” every quarter of the year
Advertisement of the Publish a new management . i
7.2 | improvement of e o | o ideas and improvement of 50 OIE, FTPI 2003- NOV.'OB' THTI a_nd_ IR,I,D co-organised conference on "The art of
; 2012 | business negotiation
management quality
Establishment of The Ministry of Commerce organises the event " Ministry of
relationships between Cooperate in the 2003- | Commerce meets producers" in various provinces.
7.3 L oo |eo . 3 OIE
producers, associations development of the industry 2005
and government (E.g. Sep 03 in Songkla province)
Assessment and
evaluation of the Assess and improve the OIE, MOC, 2003- L .
7.4 performance of the o o | o governmental policies 100 MFA, THTI 2012 The project is still in the evaluation stage.
governmental measures
Search for information or MOC published in 2001 a research paper on "the preparation of Thai
Analyse the information and MOC, MOF, textile industry for the liberation of Textile trade in 2005" which
7.5 | factors that can affect o o | o : ) 5 2003 L .
. ) apply it to the industry THTI contains information about external factors that have an effect on the
international trade .
industry.
Introduction and
7.6 Arrangement (.)f . o o | o Increase the investment and 15 BOI, MOC, 2003- July 03, Thailand Investment and Trade Seminar in Oregon USA
cooperation with investors transfer of technology ota 2005
or foreign institutions
Development of a Support and assist the
P producers and increase the 2003- | Establishment of SMEs Bank, and Thai SMEs Warroom to provide
7.7 | network to support and o o | o ) ) 100 | OIE : . - .
. opportunity for expansion of 2012 | funds and advices to improve the competitiveness of Thai SMEs
assist SMEs SMEs
Acknowledge the change in
Establishment of micro trend in textile industry
and macro research both abroad and study the 2003- . . :
7.8 inside and outside the o o | o possibility of establishing a 100 | MOC, THTI 2005 The Thai Textile Symposium 2004
country factory to satisfy the new
trend
: . Apply an aggressive trade )
7.9 Strengthen _|nt_ernat|onal e o | o negotiation and eliminate 3 MOC, MOF, | 2003 Jul 04, DTN is responsible for trade negotiations such as FTAs.
trade negotiation trade obstacles THTI 2005

Table 7. 1: The Summary of Thailand’s Textile Projects, U = upstream, M= Middlestream, D = Downstream, 8 = Budget, * = Priority Project
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Executive Summary

If the establishment of an internationally competitive textile and garment industry in Thailand was
based upon the low cost labour, its future depends much more upon smart thinking. Smart thinking
is needed both to achieve efficient production throughout the supply chain, and also to deliver
quality produce that meets the increasingly exacting standards of international customers. It is also
required to succeed in a testing international regulatory environment.

The liberation of trade of textile and garments is creating an additional pressure on the Thai textile
industry by further augmenting the level of competition amongst textile and garment exporters.
Low cost producers in China, Indonesia and Vietnam provide significant competition to Thailand
in labour intensive production, while Hong Kong, South Korea and Taiwan have firm holds on the
higher technology garments and textile market. In Thailand, the rising costs and the increased skill
levels of Thai workers without commensurate gains in factory productivity throughout the nineties
has minimised the competitiveness of the industry vis-a-vis cheaper Asian garment producers. An
alarming sign of the decrease in the competitiveness was marked by both a decrease in the
Revealed Comparative Advantage (RCA) and the total exports which reached a high of US$ 6.5
billion in 1995 declining to US$ 5.4 billion by 2003.

Out of the 5 major industries, the garment industry will face the biggest challenge. This is due to the
fact that the world garment industry is perfectly competitive as the start-up equipments are low and
minimal training is required while few barriers to entry exist. In the light of such competition, the
survival of Thailand’s garment industry lies in its ability to shift to the production of higher value
added garments and diversify into provinces or nearby countries where the costs of production are
lower.

With regards to the recent governmental project “Bangkok City of Fashion”, the writer believes that
the vision for Thailand to become a regional fashion centre by 2005 is still far reaching. The
reasons for this are two folds. Firstly, the recent governmental projects to revive the weaving and
dyeing, printing and finishing industries are too slowly implemented. The problems with obsolete
use of machinery were widely reported over 5 years ago and still persist. The recent BOI’s tax
exemption policies for dyeing industry is a late comer considering the fact that the introduction of
such schemes was first reported in a BOI review in July 2004. Without high quality fabrics to feed
the highly creative fashion industry, the project will not come into full fruition. Secondly, the
garment products standards in Thailand are still not internationally recognised further substantiating
the argument that the goal to become a region fashion centre of this region by 2005 is
overambitious.

The scenario that Thailand is facing is however not unique. The Asian newly industrialising
countries such as South Korea and Taiwan faced the problem 20 years ago therefore Thailand can
learn to adapt their strategies. However it will be difficult for Thailand to replicate a highly
successful garment industry in Hong Kong since the country has an edge over an unlimited supply
of high quality fabrics from China. Hence it is more viable for Thailand to follow the footsteps of
South Korea and Taiwan by strengthening the more capital intensive end of the industry namely the
upstream and middlestream industries.
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Regarding the replacement of machinery, China has a clear set of aims in her policy to upgrade the
machinery and further increases the productivity by destroying old machineries and replacing them
with new ones therefore if Thailand does not improve its machinery at a quickening rate then the
markets for Thailand’s textile and garments products will be penetrated both domestically as well
as internationally. However Thai producers should be aware that modern technology and the
movement towards the high value end of the market will raise other challenges for management,
including the introduction and maintenance of more customer oriented production and distribution
systems.

From the competitiveness review, it is clear that Thailand can not compete in the lower end of the
market where China has a higher potency therefore Thailand should seek to produce new products
and move up the value chain such as development of fibre, and production of non woven products
and Technical Textile. The widespread use of non-woven products in hospitals, construction and
industries demonstrates its high potential; therefore in conjunction with the growing local
automobile industry, the government should encourage the production of products such as seat belts
and carpets, where international competition is not as fierce.

It has to be mentioned that not all garments products are uncompetitive. The product lines that
Thailand has an extremely high competitive edge are for example men and women knitted garment.
Regarding these products, Thailand is amongst the top ten biggest exporters. Accordingly, Thailand
should concentrate on maintaining a strong foothold in these markets.

The major export destinations will become the neighbouring counties and countries in the Asean
region. According to a research by THTI, Thailand has a border trade that was worth over 100,000
million baht in 2001, which has a high potential for growth. The Asean market, which is currently
Thailand’s third largest export destination after the US and EU, will gain an increase in importance.
Production adjustment among Asean economies could take place as some economies become more
specialised in producing products, which suit their skills and resource endowment therefore the
industry should look to the regional market for expansion, which will shield off the impact of a
decline in the market share in the US and EU.

Concerning the upstream industries, the spinning and fibre industries should benefit from the
liberation of trade of textile consequently the government should assist its expansion by either
lowering the import tariffs on raw materials or supporting more production of petrochemicals.
However in the long run, the government should increase its expenditure on research and
development (R&D) since the current expenditure of 0.13% of GDP is far from sufficient.
Moreover the country should start producing its own textile machinery to become more self
sufficient, which would benefit the development of the capital intensive end of the industry.

The conditions brought to light in this report underscore the need for several changes in the
industry, which will move Thailand from a second tier to a first tier garment producer. The success
of the Thai government initiatives to modernise the textile and garment industry along with the
adaptability of the individual companies will largely determine if the industry remains an integral
part of the economy, or if it is indeed a *sunset’ industry as some have predicted.
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Important events of International Textile Trade

* The Liberation of international textile trade will eliminate the quota system by
January 2005

 The importers change the purchasing strategy to Supply Chain system

« Importers will impose more safeguard measures such as Rule of Origin and
Environmental Regulations

« Importers grant preferential treatments and privileges towards countries in their

economic groupings

Impact on the International Textile Trade

 The increase in competition

« Buyers have the freedom to choose the quality, quantify and costs of products

« Countries that have the raw materials will have a competitive edge due to the low
the production costs

» The competitive edge that countries who were not under the quota and the costs of
quota allocation will be eliminated

« Importing countries will increasingly impose safeguard measures instead of the
quota system

» More regional trade groupings or cooperation

Strengths and Weaknesses of Thai Textile Industry

Weaknesses

 Low overall efficiency and productivity, old machinery and
obsolete technology

 The deficiency in the development of raw materials for
each industry

« Lack of qualified personnel such as engineers, mechanics,
merchandisers and designers

 The continuous increase in wages

« Lack of long term loan with low interest rates

* Low level of foreign direct investment (FDI) easily trained

Strengths

» A complete production cycle ranging from upstream,
middle stream to downstream

« The establishments of association that actively
develop, assist and solve problems in the industry

 Producers have over 30 years of experience

* Most of the products are widely accepted in the
international markets, the buyers have the confidence

* The existence of an abundance of labour who are

» The existence of a moderately large domestic market

* A stable government

* A good cooperation between governmental and
private sectors in overcoming problems and obstacles

« The location of Thailand as the centre of the region

A4

A\ 4

Impact on Thai Textile Industry

« The inevitable increase in competition
o Important competitors such as China, Indonesia and Vietnam
o Major markets that will face an impact such as US, EU and Canada
o Products that will face a lot of impact such as T shirts, Jackets and trousers

« Small exporters that has a low production efficiency and low amount of export will
find it difficult to survive

Survival factors for Thai Textile Industry

Figure 8. 1: Summary of the Project

\4

Vision 2005

A4

» Develop manufacturing system, update machinery and increase efficiency

» Possesses an economy of scale

» A competitive and reasonable raw materials’ import tax structure

« A large pool of highly qualified workforce with a continuous development

» Modern and direct distribution of products to consumers (Pick and Pack
system)

A constant currency exchange rate that enhances the confidence of
customers

The continuous development of old markets and expansion into new markets
Become a Market leader with own brand name and continuous development
of design and ultimately become a regional fashion centre

Develop a comprehensive and easily accessible network of marketing
information across all sectors of the textile industry

Governmental regulations and measures that leads to an ease of import of
raw materials and export with a reasonable transportation fee

» A modern research and development centre that increases the productivity,
improves the quality and design of products

A training institute with modern technology in the production design and
marketing

* Factories with international environmental and labour standards
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To maintain a market share in the
world textile and garments trade after
the liberation

v

Strategy

« Develop Thailand as regional fashion
centre

« Upgrade the value and increase the
variety of products

« Improve the productivity and
management

« Set up a connection between
industries (Supply Chain)

« Promote and support the dyeing,
printing and finishing industry

« Development of personnel

« Improve the roles of the public and
private sectors




9.1 Symbols

Symbols Meaning
ATD Association of Thai Designers
ATDP Association of Thai Textile Bleaching, Dyeing, Printing and
Finishing Industries
BGA The Bobae Garment Association
BOI Board of Investment
BOT Bank of Thailand
CHE Commission on Higher Education
DEP Department of Export Promotion
DFT Department of Foreign Trade
DTN Department of Trade Negotiation
ei education institutions
EXIM Export-Import Bank of Thailand
FTPI Thailand Productivity Institute
IEAT Industrial Estate Authority of Thailand
IFCT The Industrial Finance Corporation of Thailand
IRP Industrial Restructuring Plan
MOC Ministry of Commerce
MOCUL Ministry of Culture
MOE Ministry of Education
MOEnR Ministry of Energy
MOF Ministry of Foreign Affairs
MOI Ministry of Industry
MOL Ministry of Labour
MOS Ministry of Science
NSTDA National Science and Technology Development Agency
OIE Office of Industrial Economics
ota other textile associations
TGMA The Thai Garment Manufacturers Association
THTI Thailand Textile Institute
TIST Thai Industrial Standards Institute
TSFMA Thai Synthetic Fiber Manufacturers' Association
TTMA The Thai Textile Manufacturing Association
TTSTR Thailand Institute of Scientific and Technological Research
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9.2 Revealed Comparative Advantage, RCA

Rea, =| Zrii | o
’ E

, Where E = total export in the international market
Ei= Total export of a specific product in the international market
Ery = Thailand’s total export
Ern,i= Thailand’s export of a specific product
i = a specific product

When RCA> 1 Thailand has a competitive edge in the export of the product
RCA<1 Thailand has no competitive edge in the export of the product
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