ON THE EFFORT TO INTEGRATE FULLY INTO THE WORLD MARKET

Export of Clothing from Vietnam
after Its Accession to the WTO

1. Situation of the clothing in-
dustry

In the past few years, the
world market for textile rose by
6% and for garments by 8%. The
total clothing import in 2005
amounted to US$480 billion and
this figure is estimated at
US$700 billion by 2010. Compet-
itive advantage is in the hand of
Asian emerging economies with
50% of the market share con-
trolled by China, 6% by India and
the rest by some others, like Pa-

export earnings making an in-
crease of 20.5% over 2005. Of this
figure, US$3.044 billion (55%)
was from the American market;
1.243 billion (20%) from the EU;
628 million (11%) from Japan;
and 107 million (2%) from the
ASEAN. Most local companies,
however, only did subcontract
work or carried out FOB con-
tracts based on imported raw ma-
terials (up to 70%) — particularly
in 2006 when many companies
changed from FOB contracts to

Table 1: Production of raw materials for textile industry in Viet-

nam up to 2006

Product Unit Capacity Share of demand met
Cotton fiber Tonne per year 10,000 5%
Synthetic fiber Tonne per year 50,000 30%
Short thread Tonne per year 260,000 60%
Knitted cloth Tonne per year 150,000 60%
Woven cloth Square meter per year 680 million 30%

Source: Vietnam Textile and Apparel Association (VITAS)

kistan, Bangladesh, Sri Lanka,
Vietnam and Cambodia. Vietnam
ranks 16 among 153 exporters of
clothing.

There are some 2,000 clothing
companies in Vietnam today;
0.5% of them are state-owned
ones, 25% are foreign —invested
ones and the rest are private and
joint stock companies.

Clothing is one of staple ex-
ports from Vietnam. With an av-
erage growth rate of 20% a year,
the clothing industry account for
15% of the national export earn-
ings and it’s second only to the
crude oil.

Regarding its products, up to
the year 2006, the industry
makes some 1.8 billion pieces of
product a year and 65% of its out-
put is exported. In 2006, its ex-
port earnings reached US$5.834

billion equaling 15% of the total
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subcontract jobs because of short-
age of capital and worries about
risk — with the result that the
profitability of this industry was
rather low.

As for export to the EU, the
export earnings from this market
reached a record level in 2006:
US$321 million from Germany
increasing by 35.68% over 2005
(the highest level ever seen); 220
million from the UK with an in-
crease of 43%; 142 million from
France increasing by 37%; 116
million from the Netherlands in-
creasing by 46% and 109 million
from Spain increasing by 30%.

While the clothing export to
the U.S. and EU rose remark-
ably, the export to Japan rose
slowly and that to Taiwan de-
creased. Earnings from Japan
reached US$627 million increas-
ing by 3.93% only.
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In addition, the clothing ex-
port to the ASEAN also rose
steadily increasing by 37% with
the Malaysian market and 285%
with the Singaporean one.

In the domestic market, the
clothing accounted for only 7% of
retail sales equaling US$1.8 bil-
lion. In this market, the clothing
industry will face keen competi-
tion in terms of price, especially
from China when the import duty
reduces from 10% from 40% or
50% in the past.

Regarding name brands, some
local ones have been registered

- and found a foothold in foreign

markets, such as Vee Sendy by
Viét Tién, Novelty by Nha Be,
F-House by Phuong Péng, Jump
& Bloom by Hanosimox, Pharaon
by May 10, and Mollis by Phong
Phu.

2. Difficulties

After Vietnam’s accession to
the WTO, the export market for
the clothing industry is expanded
and becomes quota-free. The in-
dustry, however, has to face other
difficulties. Firstly, the trade
barrier to the domestic market is
reduced to the minimum level.
From Jan. 11, 2007 on, the im-
port duty on garments decreased
from 50% to 20%, and on cloth
from 40% to 12%. Secondly, it
faces keen competition from ma-
jor players in this field, such as
China, India, Pakistan and Ban-
gladesh because they enjoy many
advantages (labor, raw materi-
als, brand names and designs)
while the Vietnamese industry
lacks these advantages and has
to depend on imported raw mate-
rials.

Moreover, technical barriers
will be erected for reasons of
anti-dumping law or environ-



mental protection. For example,
the American Department of
Trade has adopted a program to
supervise clothing imported from
Vietnam and started investigat-
ing signs of dumping.

Over 70% of orders for local
companies are in form of subcon-
tracts, therefore the added value
is low because foreign buyers are
responsible for designs and mar-
keting, while the production cost
in Vietnam is high due to poor in-
frastructure and high transport
fee. Local companies lack skilled
managers and workers, and com-
petent designers and research-
ers. In addition, laborers tend to
move to other industries for
better pay.

3. Situation in 2007

According to the Statistics Bu-
reau, the clothing industry in the
first eight months earned
US$4.084 billion from export
making an increase of some 30%
over 2006. In the first half of
2007, however, the profit was
very small. Of the export earn-
ings of US$3.432 billion, some
2.5 billion, or 73.2%, was paid for
cloth, cotton and fiber.

In the first half, the biggest
market for Vietnam clothing was
still the U.S. Income from this

Pho to by Huynh Tha

market equaled 58.5% of the total
earnings increasing by 34% com-
pared with the corresponding pe-
riod last year. Incomes from
other two major markets also
rose remarkably: 485 million
from the EU with an increase of
17.6% and 271 million from Ja-
pan increasing by 13.4%.

Many experts in this field say
the target of US$7.3 to 7.5 billion
in export earnings set for the in-
dustry in 2007 is very feasible.

4. Measures to develop export
markets

In the coming years, local
companies had better pay more
attention to the domestic market
considering it as a basis and ex-
port ones as dynamic of develop-
ment. Instead of concentrating in
the American market, local com-
panies should expand the export
markets and refuse orders of low
added value and efficiency. To
achieve this aim, companies
should increase investment in de-
signs in order to make fashion-
able products that require high
skills to meet high-end custom-
ers’ taste.

More attention must be paid
to production of raw materials for
the whole industry in order to re-
duce the production cost and im-

prove the competitiveness. There
must be programs to cooperate
with ASEAN countries and mem-
bers of the AFTEX to improve
their competition against such
major players as China and In-
dia.

There must be programs to de-
velop the human resource, espe-
cially laborers of competence who
can make breakthrough in mak-
ing designs, applying technical
advances and IT to production
and management, and develop-
ing creativity in doing business.
Development of the human re-
source in terms of quality and
quantity is sine qua non for sta-
ble growth of the whole industry.

Vietnam is considered as a
major importer in the near future
therefore it may face many
anti-dumping suits and the like
in the coming years. This means
that local companies should coop-
erate with experts in interna-
tional and commercial laws, and
pay full attention to book keep-
ing, and information gathering
and publicizing.

The VITAS should undertake
tasks that individual companies
can’t do, such as combining com-
panies together in major pro-
grams to promote export and
market extension, deal with tech-
nical barriers, build infrastrue-
ture and develop sources of raw
materials.

The Government should adopt
policies to support local compa-
nies without violating WTO rules
by building the infrastructure,
providing vocational training
courses, encouraging R&D activi-
ties, supplying business informa-
tion and developing depressed
regions.

The clothing industry is worth
supporting because it brings
about big export earnings
thereby helping ensure sources of
foreign exchange for the industri-
alization and modernization, and
supplies jobs to a great number of
laborers. =
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