(lothing Companies in Face of WT

fter getting ac-
cession to the
WTO, Vietnam
faces a lot of problems
because the accession is
not the most important
one. Will it be able to al-
low Vietnam a sustain-
able development? Is
there a real social-
ism-oriented economy
in Vietnam after its
12-year effort to build
it? Will there be some
500,000 local companies
that are capable to com-
pete against companies
from 149 WTO mem-
bers in this flat world
by 2010? These ques-
tions are worth worry-
ing because they will
help constitute a basis
for the industrialization
and modernization from
now to 2020.
Apparently, in carry-
ing out WTO commit-
ments, the agriculture,
clothing, manufacturing
industries and services,
to name but a few, are
sectors affected most in
terms of opportunities
and challenges. This ar-
ticle wants to discuss ef-
fects of the WTO com-
mitments on the
clothing industry, be-
cause it is the industry
that earns some US$5
billion from its exports,
supplies jobs to hundred
thousands of laborers,
and proves to be com-
petitive enough in for-
eign markets, especially
in Japan, the EU and
the U.S.
This industry will
feel the earliest and

16 EDR

strongest effects be-
cause commitments to
cut duties on clothing
and fiber as required by
the WTO and AFTA
agreements have come
into  effect, causing
great pressure on cloth-
ing companies. Before
the accession to the
WTO, the industry has
met with keen competi-
tion from their Chinese
rivals in all of their
major export markets.
In this industry, the
textile meets with the
keenest competition be-
cause duties on polyes-
ter fiber from ASEAN
countries have risen
from 0% to 5% while du-
ties on cloth imported
from countries outside
the ASEAN have fallen
from 40% to 12%. This

means that imported
cloth will be cheap
enough to compete

against locally made
one. Local clothing com-
panies, because of their
poor capacity and qual-
ity in comparison with
clothing industries in
such countries as China,
India and South Korea,
have to revise their
business strategies oth-
erwise they will see
their market share to
contract. Many textile
companies, especially
private small- size ones,
will have to produce
other goods or go bank-
rupt because of the lack
of capital needed for
modernizing their pro-
duction lines and im-
proving their competi-

tiveness. Among them
are small factories in
Tan Binh, District 11,
and Binh Tan in
HCMC, along with some
famous ones such as
Thdng Lgi and Viét
Thing.

One of threats to the
clothing industry in re-
cent years is the fact
that Chinese clothing
products, due to ineffec-
tive anti-smuggling
campaigns, have flooded
the domestic market
and accounted for a 60%
share at times although
the duties on such prod-
ucts haven’t been -cut.
When the WTO commit-
ments are carried out,
Chinese clothing indus-
try with its advantage
of lower production cost
and more diverse de-
signs, can export their
products legally to Viet-
nam at prices that are
from 10% to 20% lower
than ones offered in the
past few years, because
they also enjoy the
WTO status. And as a
result, the Chinese
clothing industry may
control 65% or even 70%
of the market in Viet-
nam and constitute a
great challenge to the
local industry.

In addition, accord-
ing to the AFTA agree-
ments on tariff cuts, the
import duties on textile
products from ASEAN
countries, from 2007,
are reduced to the 0% -
5%  bracket, which
makes the ASEAN cloth
much cheaper. These
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countries, however, are
not important players
in this field. Thailand,
for example, has to im-
port 80% of its need for
fiber with the result
that its cloth is still
more expensive than
the Chinese one. The
demand for ASEAN
clothing in Vietnam will
not become higher, ac-
cording to many esti-
mates, but it represents
only one more option for
consumers. To survive
this keen competition,
local companies should
differentiate their prod-
ucts and avoid competi-
tion against producers
of low-end products.

After offering the
PNTR to Vietnam, no
American quota is im-
posed on the Vietnam-
ese clothing products.
But finding a foothold in
this market is no easy
task. Experience from
such companies as Viét
Tié€n, May 28 run by the
armed forces, and May
10, show that a lot of
foreign exporters of
clothing products have
enjoyed this treatment
since 2005. This means
that they have divided
the American market in
the past two years. As
late comers with poor
capacity, Vietnamese
clothing companies
have to work out excel-
lent strategies if they
want to find a niche and
gain some shares in this
market.

As for garments,
American quotas have



also been removed and
tariffs cut by many gov-
ernments. Garment pro-
ducers have opportuni-
ties to promote their
exports without limits
on quantity. This means
that local garment com-
panies can find a foot-
hold in the American
market based on low
production cost and dif-
ferentiation of their
products.

According to many
analysts, the added
value accounts for only
20% - 25% of the earn-
ings from export gar-
ments. In 2005, gar-
ment companies earned
some US$4.8 billion
from their exports but
they spent 3.6 billion on
raw materials. Thus
their pretax profit was
only US$1.2 billion.
Thinking through, no
country takes off by de-
veloping the clothing in-
dustry and no clothing
company get rich
quickly. Their develop-
ment can only help
make use of cheap labor
and local resources, and
satisfy domestic de-
mand and foreign one to
a certain extent. Causes
of low profit by the
clothing industry are
numerous but the main
one is the fact that local
companies couldn’t en-
sure domestic supplies
of raw materials and
machinery, and better
management.

Most clothing com-
panies at present do
subcontract work for
foreign companies and
deliver their products at
local ports. Making a
shirt brings them in
some US$4. Of this sum,

the local producers get
US$1.4 for their labor,
management, some lo-
cally-made raw materi-
als and quota price. For-
eign suppliers of raw
materials and cloth take
US$2.6 because the for-
eign  company that
places order forces the
local company to buy
raw materials from
these suppliers. And as
a result, the profit is
small although the ex-
port value is big. If local
companies couldn’t im-
prove their product
quality and increase
their share in the do-
mestic market, they are
likely to lose their
shares to rival from
other WTO member
countries. In  short,
their business strategy
must aim at increasing
the local supply of raw
materials, improving
their shares in the
domestic market and
promoting export at the
same time.

A shirt of famous
brand name, such as
GAP, J.C. Penney, tar-
get, or Sears, is usually

Many Vietnamese com-
panies have to pay some
money to get permission
to have such brand
names tagged on their
products with the result
that their profit is much
smaller than one gained
by owners of brand
names and some mid-
dlemen. Great short-
coming of local clothing
companies is the lack of
brand names, designs
and distribution chan-
nels. Since the economic
reform was started, this
shortcoming has been
pointed out but no com-
pany has so far worked
out strategies to deal
with this problem.

In twelve years,
Vietnam has to com-
plete its transformation
into the market econ-
omy. Clothing compa-
nies will meet with
many difficulties when
doing business in a flat
world where ones with
better products, af-
ter-sale services, low
production cost and ef-
fective machinery will
survive and develop

sold at US$19 or 20.

while companies fail to
achieve those standards
will see their market
share contract or even
go bankrupt.

I think that clothing
companies should real-
ize exactly and clearly
both challenges and op-
portunities open to
them, and their weak-
nesses and strengths
when Vietnam carries
out WT'O commitments.
Not only managers, but
also workers have to be
equipped with knowl-
edge of these commit-
ments so all of them can
actively engage in new
action programs to en-
sure their development
and survival. At pres-
ent, many companies
seem unaware of diffi-
culties in store for them
while many others feel
optimistic about their
achievements before
Vietnam becomes a
WTO  member. It's
worth noting that the
business climate will
change remarkably af-
ter the accession to the
WTO, which requires
changes in business
strategies.®

EDR 17






