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ABSTRACT

-One of the crucial ﬁroblem in industrial development {
for the LDC§ nowadays is how an industry can be moved from the
stage of import substitution to expert expansion. The textile
indu#try in.Thailand is typical of its development with active
participation of foreign dirécf investment and its lead of other
industries in achiéfing impo;f‘éubgiitution, and the_induétry has
now eﬁefged to the sfage of eprrf expansion, This 5fudy investi-
gates the factors which lead to successful import substitution and
export expansion by studying the devéloﬁment process of the Thai
teitile industry. In addition, Japanese experience in developing
the textiie.industry.before the World War II is referred:té fre-
queﬁtlf in order to identify the major characteristics of develop-
ment of textile industry in contemporary developing'éounffies.

The study also contains appraisal of Thai government policies
toward the textile industry and makes soﬁe recommendations on

policy fermulation and implementation.

‘The development of textile industry in Thailand has
followed the stageé described by the "catching-ﬁp product'cycle"
model. The industry started up as a household industry using
traditional techniques. Later on, it was adversely affected by
imports of superior-quality products. It was revived by protection
of local products to substitute for imports. And eventually it has

emerged as an export industry.



Import substitution of modern textile industry started
from around 1960 .when ;he govermment actively began to protect
the industry. Imporf restrictions.combined with various incentives
given by the official investment promotion program induﬁed foreign
as well as Thai investors to start up domestic production in tex-
tiles, The foreign investment which mostly came from Japan reflected
the desire of fpreign manufacturers who had hitherto exported
textiles to Thailand to protect their share of the market.J.Loéal
entrepreneurs who wefe importers and distributors of textiles
joined the Japanese to form joint ventures in the industry. This
import substitution was achieved through trade restriction and
foreign-investment participation. Domestic prodﬁction\of textiie
goods expanded tremendously during the 1960's but there seem to
be no significant cost reduction in textiie products throughout

the period of import substitution,

Exportation of the Thai téxtile products started in the
early 1970's. Several factors contributed to the emergence of
export sales in textiles, These include the desire of the textile
firms to vent their surplus into foreign markets, the subsidy given
by the govermment on export sales, and, more impqrtantly, the efforts
made by individual firms in penetrating into exbort markets.
Although the input situations in Thailand tend to favor the deve-
lopment of the textile industry%éxporfing firms incurred much loss

in their export sales in the beginning. It is only after the



change in the system of ﬁréduction and managémqnt, and establishment

%
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exportation has started for some time and exporting firms have

made some improvement on their production and management that :

steady export expansion became possible.

Our firm-level survey on majoi textile producers in
Thailand revealé that some business characteristics together with
the behaviourrof individual firms determine the export performance
of the firmf Foreign owne;ship and management participation in
general are nﬁt important for successful export expansion. There
are also some locally-owned firms which perform well in their
export fusiness. The export performance of the firm is more in-
fluenced by the type of products manufactured énd'exported, the

efforts made by the management tofimprove competitiveness through

of securedaexpdrt marketing channels. Underlying the efforts %

made on export sales is the firm's determination to launch its

" products into international market. Since domestic sales are

usually more profitable in the short run and quality requirement
is not as strict as export sales, a number of firms tend to see
export sales as a residnal in order to vent thgir domestic surplus.
These locai market oriented firms tend to lose out in their export
business. It i; those firms which set high priority on'their
eXport sales that areé gaining ground in their export sharés.- It

is interesting to note that among their-textile firms, those with

family-style management oftem concentrate .on domestic sales, while

thoge firms with highly-educated entrepreneurs, and modern management




system tend to have a longer run view on the industry and emphasize

the need for export expansion.

After the analysis on the characteristics and behavior
of exporting firms, several comﬁents are made on government policies
toward the textile industries, These include the suggestions on
quota distribution to exporter, tax refunds on raw materials, revision

of tariff and tax structure, and improvements in governmental services
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and infrastructural facilities‘to textile exporters,

Compared to Thailand, Japan developed her textile industry
in a much earlier périod. The Japanese development experience of
textiles from import to import substitution and then export expan-
sion has also been seen in the process of Thai textile development.
There are, however, a number of different elements in the two types
of development. 1In the case of Japan, there was not much foreign
participation in the process of development, while in Thailand's
case, direct foreign investment played an important role both
during the period of import substitution and export expansion of
textile industry. Another difference in the process of development
of textile industry between Thailand and Japan is that import sub-
stitution in Thailand was made possible through protection while in
the Japanese case import substitution was -achieved through cost
reduction. Export expansion was a natural consequence of increased

competitiveness of the Japanese textile products. In the case of



Thalland exportatlon of text1le products was 1n1t1ated with the
desire to dlspose domestlc surplus and helped by governmental in-
éentlve measures. Import substitution through protection in Thailand
tgnded to constrain the potent1a1 for cost reduction., It is only
after several improvements have been made by exporting firms that

textile exports become profitable.
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MANUFACTURED EXPORTS AND FOREIGN DIRECT INVESTMENT:

A CASE STUDY OF THE TEXTILE INDUSTRY IN THAILAND

Somsak Tambunlertchai and Ippei Yamazawa

I. Introduction

Textile industry has often been introduced as the
first modern industry in many developing countries. It is on one
hand, because domestic technology for textile products can be relied

upon and on the other, because technology can be absorbed and opti-

‘mum scale of production can be achieved more easily than in other

modern industries. This was the case in Japan during the late 19th

century and so it is in Thailand today.

Modern textile industry in Thailand started in the
late‘19505 and developed rapidly during the 1960s. It appears to
have almost finished import substitution by the early 1970s and
has started export expansion since them. The pace of its export
expansion, however, has not been smooth and the industry has been
confrontedﬁwith some difficulties which are common to textile and
otherjmodern industries of contemporary develoPibg countries at

their early stage of export expansion.

Japan has been related with the development of Thai

‘textile industry in various respects, as the major export supplier

of modern tertile products, the main contributor of capital, tech-

nology and‘entfepreneurship to the development of the industry, and

~



one of the major import markets for‘textile exports from this
country. The study of textilg industry develdpment in Thailand
with special reference to the role played in it by the_Ja?anese
textile industry will contribute to clarifying a major aspect of

Japanese-Thai economic relationship,

This study intends to investigaté the process of
development from the stage of import substitution to export expansion-
of the textile industry in Thailand. A number of developing coun-
tries today frustrated by the stagnation of import-substitution
iﬁdustrializatioﬁ and chronic balance of paymeﬁt deficits, are
trying hard to promote their industrial exports. But Promotion
of industrial exports is usually much more difficult as compared
to import-substitution. Successful exportation of industrial
_products depend on a number of factors including fore%gn demand

and competitiveness of the products in terms of price and quality.
Experiences of many developing countries tell us that only in a

few cases where export-promotion industrialization scheme have

been seen to be successful. One of the crucial problem in industrial
development for the LDCs nowadays is thus how an industry can be
moved from the stage of import-substitution to export-expansion.
. Textile indﬁétry in Thailand is typical of its development with
aétive participation of foreign direct investment and its lead of
other industries in achieving import-substitution and beginning.

the stage of export-expansion. In this study, we will investigate
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the factors which lead to successful import-substitution and export-
expansion by studying the development process of the Thai textile

industry. Among the crucial questions we seek to answer are:

1. How govermment policy measures can affect the process
of industrialization?

2. What is the role of foreign enterprises in the process

o 1

of import substitution and the expansion of manufactured exports?
3. What particular characteristics and behaviour of

individual firms in an industry will be helpful for successful

export exﬁansion of the industry?

This article is not the first attempt to study this
problem. However, many previocus studies were based on aggregate
data of industrial develoﬁmént and we}e rather hasty in deriving -
such policy conclusions as inadequate export promotion measures
by the Thai govermment and protectioh barriers against Thai exports
to'devélopéd country marﬁe;s. More inﬁestigation should be conducted
iégardihg the behaviour of individual firms of the industry and

their'respbnée fo policy changes both in Thailand and abroad.

We will clarify the interaction among foreign firms,
local firms and the Thai government in the process of import sub-

stitution and export expansion of textile products from which we



will derive a realistic explanation of the relationship between
manufactured expdrts and direct foreign investment. We will first
review the development pfdéess of the Thai textile industry in

terms of aggregate data to preseﬁt a hypothesis on the mechanism

of import substitution and export expansion. Theh we will proceed
to substantiate our hypothesis by data and information regarding
individual firm behaviour which were obtained from our interview
survey of textile firms in Bangkok, both Jhpanese—Tha@ joint ventures

and purely Thai-owned, conducted in the Summer of 1979,

Japanese experience in developing the textile industry
before World Wﬁr II will be referred to frequently in order to iden-
tify the major characteristics of textile industry development in

contemporary developing countries.
1I. Development of Thai Textile Industry
(1) The Structure of the Thai Textile Industry.

Textiles is an iﬁportant industry in Thailand.  In 1978,
the value added‘generated”iﬁ the textile industry (including textiles,
wearing.appareis and other made-up textile goo&s) accquntedrfor
20.5 percent of total value-added in £he manufacturing sector.
Textiles is also a major source of manufacturing employment. In
1978, it is estimated that 258,367 workers were employed in ihe

industry, of which 149,993 or 58 percent employed by the garment
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manufacturers, The employment in the textlle 1ndustry accounted

for 21.7 percent of total employment in the manufacturlng sector.

The textile 1ndustfy actually encompass a wide range of
activities, 1nc1ud1ng flber productlon, spinning, weaving, knlttlng,
bleaching, dying, and f1n15h1ng of text11e fabrlcs, making of gar-
ments and other made-up textile goods. There;are”firms with
different sizes producing different products at different stages.
There are about 50-60 large scale firms, mostly eéuipﬁéd with
spinning, weaving - and finishing facilities, and several hundreds
émaiihﬁeéVing firms, ™ost of the smali weaving firms are family-
run-dﬁérafioﬁé“with the number of looms varyiﬂg from 10 to 300.
Garment manufacturers also compose of a few large firms with thou-
sands of workers producequéqlusively for export market, and a .

large number of small, family-run garment factories.

Most of major textlle firms are vertically 1ntegrated
In add1t1on, there are chaln ownersh1p in 'the 1ndustry as major
shareholders in one textile company are:also shareholders in other
textile companles. Thus the Thai textlle'lndustry has been dominated
by about 10 affiliafed groups, among them afe several major Japanese

investing companies.

Exporfs of textile fabrics from Thailand are mostly from

relatively lafge scaled firms since they are more-éqﬁipped‘with



modernized machinery and producing higher quality products. They
also have scale economy. Small weavers, on the other hand, con-
centrated more on domestic market by producing relatively lower
quality fabrics., 1In additionAto weaving of cotton and P/C fabrics,
they produce such items as phasin, phakaoma, and phadam 1 for

the local upcountry consumers.

Foreign investment has played: on important role in the
development of modern Thai textile industry. Since the active
promption of private investment in 1960, many foreign. textile
companies have come to invest in Thailand, mostly as joint ventures
with Thai businessmen. -Japan has been the most important foreign
investing country. Most of the large integrated firms in the Thai
textile industries at present are joint ventures with Japanese
investment. In 1978, out of 102 firms in fiber production, spinning,
weaving, bleaching and dyeing, making of garments and other textile
products in the promotién list,kif‘were with BépaneSe investment.
The a;erage Japanese shareholéing of these joint venturéélwés 36
pe:ceg£. Japanesé.shareholding accoﬁﬁted for around 20 percent of

total equity capital of all promoted companies in textiles.

Although Japanese investors are holding less than 50 percent
equity share in most of the joint ventures, management in quite a
large portion of the jointly-owned business is controlled by the

Japanese. Japan is also the major supplier of textile machinery to



Thailand and the major receipient of royaitie$ and know-how fees
of the Thai textile in&ustry. 2 A nﬁmber\of‘Japanese - Thai joint
ventures in the textile industfy have iﬁvestﬁent participation
from Japanese general trading companies. The Japanese GTCs thus

have been playing an important role in Thai textile trade.
(2) Development Stages of the Thai Textile Industry.

The development of the textile iﬁdustry has followed the
stages described by the "catching—up‘product cycle' model. 5 The
industry started up as a household industry using traditional
techniques. Later on, it was adversely affected by imports of
superior quality products, It was revived by protection of Jloral
products to substitute for imports, And eventually it emwerged as

an export industry.

Until the middle of the 20th century, téxtile products
in Thailand were still manufactured by small hous-kolds in a tradi-
tional manner. Mechanized production of textile goods was introduced
in 1936, when the govermnment set up local spinni;g'and wéaving
facilities using machinery imported from Germany to produée textiles
for the military use. The first modern spinning mill in the private
sector was set up in 1946, when a local enterprencur bought some
second hand machinery from Shaﬂghai and also fecruited'ekﬁerts from

there to help manage'the production. In 1950, another local business-



man set up the first mechanized weaving factory in the private
sector. The machine was imported from Japan; 4 By 1959 there
were five pioneering local enterprises in the industry. The slow
development of the large-scale textile industry in ihe decéde
following the Second World War was attributable to low imﬁort
tariff on textiles, the relatively small domestic market, the
small supply of fiber abailabie\locally, and the lack of capital,
entrep;eneurship, and trained labor.s The migration of Chinese
entrepreneﬁrs after the fall of the Nationaiist Chinese Government

in 1949 is believed to bring in additional capital, entrepreneufs

and technical know-how to the Thai textile industry.6

f

Rapid development of the textile industry started around
1360 when the Thai government launched an official investment pro-
motion pfogram which gave various incentives to private investment
in industrial activities. The textile industry has been one of
the Eajor industry under official promoiion since the very beginning.
Like other industrial activities in the piomotion list, textile
firms upder prqmogiop were given a five years tax holiday and full
exemptionl9£ impéff dgﬁies and business taxes on machinéry and
equipment.and materials for factory construétion. In addition, one-
third of import duties and business taxes on raw materials and other

intermediate products were exempted.7



Since the start of the official promotion program, over 100 firms
engaged in fiber production, spinning, weaving of natural and syn-
thetic fiber, bleaching, dyeing, printing of fabrics, and garment
making have received promotional status. Most of these firms are
large-sized textile firms and a substantial portion of them have
foreign capital participation. The promotional status granting

to new applicants in the textile industry has been suspehded
several times when the government considers that there is an
excess capacity in the industry. At present, only textile fiber
and printing of textile fabrics are included in the promotion
list._ Many texiile firms, including most of the large-sized firms
in ﬁéinning; weéﬁing and othei activitieé, however, are still
enjoying the promotional previlleges, since they obtained the
promotional status previously and the promotional period has not

been expired.

The period from 1960 to the present haé seen a tremendous
expapsion of inﬁestmentzin the industry. The spinning, weaving
and knitting capacities of textile firms have expaﬁded at a spec-
tacular rate (gee Table 1). ‘Production of_syﬁthetié textiles was
starfed in 1964 when a leading Japanese fiber producér set up the
first factory td préducersféthetic fabrics. More factories pro-
'ducing synthefic yarn‘ahd fabrics were established after that.

Production of synthetic fiber started in 1969 with the establishment
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of a joint venture with the investment from two large Jap.nese
textile manufacturers. Synthetic textiles have grown rapidly and
in 1978 the production of synthetic fabrics exceeded that of cotton

fabrics (Table 2)

The drive for exporting of textile products started in
the late 1960's, when the growth of the industrf slowed down dué‘
to saturation of domestic demand. Cotton fabric and clothing |
started to export at small amount in the late 1960's, and synthetic
fabrics were exported shortly after that. Théré were also expoité
of cotton and synthetic yarn, But the amount of cotton yarn exports
has never been significant while exports of éynthetic yarn increased

significantly during the 1970's, (Table 3)

The amount of textile exports increased significantly in
1972 and 1973, synthetic yarn, cotton and synthetic fabrics and.
clothing were all recorded high growth over the previous year.
The'year 1973, in pérticulaf, was seen to be é boon }éar for the
Thai.textile industry, Exports 6f cotton and synthetic fabrics,
and-garments all increased several times ﬁigher than those of the
previous year. It was the first yeaf Thaiinnd recorded a surplus
balance in the textile trade. A number of new plants were set up

and additional capacities installed during late 1973 and early 1974,
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Table 1

Number of Textile Machines ‘Used in Thailand, 1961-1978

Year [Spinning Spindles | Weaving Looms Xnitting Machines
1961 | <« 92,516 6,936 -
1962 111,556 7,464 109
1963 111,556 8,577 209
1964 114,396 10,253 301
1965 | 224,756 11,790 1,115
1966 246,416 14,189 1,589
1967 . 274,276 1 16,806 2,502
1968 317,656 19,063 3,113
1969 330,856 23,004 4,498
1970 373,284 27,463 4,695
1971 558,958 . 52,332 5,222
1972 . 637,720 34,589 i 6,929
1973 773,404 39,503 A 9,373
1974 838,060 ' 45,180 15,533
1975 1,013,512 48,836 21,700
1976 1,059,112 51,020 29,512
1977 1,082,336 52,168 30,417
1978 | 1,121,284 * 54,008 31,617

Source: Thai Textile Manufacturifig Association.
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Table 2

Textile Fabric Production in Thailand, 1960-1978

1,000 sq.yds.

FYear. : Cotton Fabrics YMF Fabrics 41 Total
Woven Knitted . Woven Knitted

1966 250,787 19,356 42,824 1,543 314,510
1967 277,040 18,922 42,216 3,186 341,364
1968 322,236 18,781 37,336 7,224 - 385,577
1969 343,968 23,025 | 51,480 20,820 439,293
1970 365,454 20,024 77,424 33,020 : 495,922
1971 450,207 21,589 | 145,408 48,793 665,995
1972 481,311 32,617 208,464 82,000 | 804,392
1973 539,937 45,679 287,028 129,510 1 1,002,154 {
1974 529,383 52,358 . 277,992 152,870 1,012,603 |
14975 574,406 59,228 337,500 178,580 1,149,714

| 1976 699,682 66,337 437,520 210,720 1,414,259
1977 715,560 72,970 462}636 242,330 1,493,496 |
1978 758,136 77,345 628,488 259,290 1,721,259

Source: Thai Textile Manufacturing Association.



-13-
‘Table 3

Value of Export of Textiles Classified by Product, 1966-78

(million of baht)

Year Yarn Fabrics Clothing iTotal
Cotton Synthetic Cotton |Synthetic

1966 0.09 - 2.32 10.74 18,27 31.42
1967 0.09 - 7.27 7.07 14.04 28.47
1968 0.34 0.09 23,62 3.47 16.13 43,65
1969 0.50 0.52 24.85 1.90 12.29 40.06
1970 0.23 5.47 ' 21.13 2,40 15.13 |  44.36
1971~ 2,11 | 21.35 159.81 3.57 64.15 | 250.99
1972 6.23 | 107.83 143.26 | 127.82 260.12 | 645.26
1973 39.08 121.64 410.71 | 619.04 677.17 |1,867.64
1974 18,37 147,54 253.84 | 533.70 844.89 {1,798.34
1975 - 124,34 350.07 | 455.11 1,038.58 |1,968.10
1976 55.05 | 381.43 1,058.35 | 986.20 1,531.22 |4,012.25
1977 | 160.62 458,40 982.20 | 1,190.02 1,693,31 '4,454.55
1978 169.30 | 617.98 1,112.62 | 2,182.09 | 2,642.90 }6,724.89

Source: Thai Textile Manufacturing Association,

Tapy .

s

\
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Official promotion of textile exports started in 1972, The
condition set by the official promotion to textile firms during that
time was that not less than 65 percent of total production had to be
exported; Garment producers, on the other hand, were obliged to
| export all of their products for obtaining the promotional status.'

Promoted textile firms received various incentives, including exemp-
tion of import duties and business taxes on machinery and equipment
and an income tax holiday for 5 years. fhere were also exemption

of import duties and Eusiness taxes on raw materials and some re-
“duction on assessable income for péyment of income tax based on
_increase in export sales, During 1972-73, there were 70 firms (in-
”cluding firms previously obtained promotional status but proposed
‘to expand production for export) applying for promotional status in
spinning, weaving, and making of gérments for export, and additional
capacities installed. Out of all applicants only 37 firms passed

the screening process and were later granted the promotional previleges.

After the boqm_in 1873, however, the Théi textile industry\
with its increased ins;alled“tapacities confronted with serious )
difficulties during 1974-75 period. There was a sharp decrease in’
export and domestic demand followed the oil price increase and re-
sulting recession and inflation. The increased production costs due
to shortage and price increases of raw materials, and rising wages

together with the decrease in demand for textile goods affected the
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textile industry to a great extent. Fiber producers, spinners and
weavers all cut down their production. Several plants sbundaned
their expansion projects and most of the textile companies promoted
by the Govermment in 1973 failed to complete their plants within

the period specified by the BOI, and later 7 of them were permitted
to withdraw their promotion certificates. The closing of border
trade dué to the changing political situations in Thailand's neigh-
bouring countries in 1975 in addition cut down the amount of textile

exports and aggravated the depressing situations in the industry.

The severe depression experienced by the textile ihdustry
continued until late-1975. During 1974-75, the goverments proﬁided
'severalfmeasures to help alleviate the adversed situatiéns in thel “

textile industry. In 1974, the government eased the ban on fiber
'iexports and increased tax refund granted to exporters of garments.
The Bank of Thailand offered further financial assistances to the
tex?g;e firms by extending rediscountipg:facilities with preferential
interest rates to the purchase of raw materials during October 1974
to June 1976. In 1975, additional measures were provided to aid

the textile industry. These-includé the total 1ift of export control
on cotton anq‘man-made yarn, change in the rates of business tax on
yarn and fabrics,.allowing import of man-made fibers u;ed in export

produciton, and adjusting the ceiling for man-made fiber prices from

time to time,

~
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The governmental measures helped the textile producers
both in product{oh and marketing. The export market situations
improved'Siﬁée the middle of 1975 and continued the expanding trend
in the next several years. Spinning, weaving, and synthetic fiber
factories which had been giver promotional previleges during 1973-74
started to éo into production from early 1976 and the overall pro~
duction of the industry increased substantially. Existing major
textile firms reached nearly full capacity utilization in 1978 and

1579.

Figures 1 show changes in import-demand (M/D) and export-
output (X/éj ratios of woven fabrics of cotton and synthetic fiﬁér.
~ Woven fabriés can be considered representative of textile products
in Thailand and the above ratios measure impbrt substitution and
export ekpénsion respectivelf in the'Thai textile industry. Rapid
decline of M/D was observed first in cotton fabrics, followed by
synthétic‘fabric four to five years later. It appears that import
suBstitution was completed in beth cotton and synthetic fabrics by
early 1970s and it ha§ been'succeséfully foilowed by export expansion
of i:oth fabrics as dej)icted by the increase of X/S in Fig. 1. However,
export expansion of both fabrics are characterized by booms (1973 and

1978) alternated by stagnation (1974-75 and late 1979).
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Table 5-1 through 5-3 show the historical trend of Thai
exports of cotton fabrics, synthetic fabricé and clothing by desti-
nation, Exports of clothiﬁg ﬁave shown remarkable growth recently.'
As. a whole, cotton fabrics, and clothing are destined mostly to
markets in the developed countries while synfhetic faﬁrics are ex-
ported to the developing countries., The growth of exports to Western
Europe and the Middle East are no}:eworthy in all three categories
of the textile products, Clothing export to the United States
increased rapidly but the export of the other two remained stagnant.
Export to Japan boomed in 1973 but it has declined since then,.except

for the slow increase of cotton and synthetic fabrics in recent years.

However, Thai textile export still remains to be a minor
supplier in thé world market. In 1977 Thailand occupies only 1.4%
of totton fabric, 0.8% of synthetic fabric and 0.4% of clothing
imports by developed countries combined (U.S., E.C. and Japan).
Thai textile export has been marginal in the sense that its expansion
stérted late to fill unsatisfied demand wherever it ekisted, while
it quickly decreased whenever recession started, The“immediate task
. that the Thai textile industry faces today is to secure stable export

outlets in order to become one of the world's major suppliers,
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Table 4

Thai Textile Industry

Year Cotton fabric Synthetic fabric
“M/D X/S M/D X/S
1961 67.2 0.7 - -
1962 58.8 0.5 - -
1963 - 48.6 0.1 100.0 0,0
1964 41.9 0.1 98,2 0.0
1965 31.6 0.0 95,9 1.3
1966 27.9 0.9 65.0 1.7
1967 26.3 6.7 68.4 2.2
1968 17.3 2.1 66.6 8.6
1969 12.6 2.4 63.6 2.8
1970 13.4 0.9 49.0 2.3
1971 10.0 3.5 22.9 2.8
1972 8.9 7.6 17.7 11.3
1973 8.2 12.2 19.0 26,2
1974 7.2 6.1 18.5 18.4
1975 4.6 8.3 12.0 18.3
1976 3.8 19.1 9.0 29.5
1977 3.2 16.8 11,7 34,5
1978 4.6 17.3 15.0 43,8
Notes: M: import, X: export, S: domestic production,

D: domestic consumption {D = S + M - X)

Source: Calculated by Supee Teravaninthorn from the data compiled
by Customs Department and TTMA. Knitted fabric is excluded
frin Synthetic fabric.
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Table 5-1

Cotton Fabric

Unit: Million baht

Cotiton Fabric

1976

1977

1970 1871 1972 1973 1974 1975 1978
Japan 2.16 1.93 49,70  296.71 45.95 20,94  '52.56 35,20 © 1'112.15
Europe 0,70 0.51. 5.96 . 8.58 58.55 165.96  705.30  584.50  435.26
U.S.A. 0.28  37.01 54.56 37.86 41,14 39.83 110,85  159.70  153.84
Total Developed 3.14 39.45 110,22 343.15  145.64 226.73  868.71  779.50  701.65

Country (14.86)  (79.37)  (78.71) (84.08) = (62.98) (65.06)  (82.3) (62.14)  (63.32)
ASEAN § Neighbour 11.11 4.11 11.06 17.68 18.96 57.47 94.26 53.30 79.26
Othef Asiap 1.08 4.89 10.32 13.59 16.07 58.21 34.59 36.50  175.32
Middle East 0.C1 0.01 0.02 0.04 0.03 5.43 4.63 59.20 55.00
Total Developing 12.21 9.01 21.40 31.31 35.06 121.11 133.48 149,00 309.58

Country (57.81)  (18.12)  (15.28) (7.67)  (15.16) (34.75)  (12.65)  (11.97)  (27.96)
Rest of the World 5.77 1.24 8.40 33.62  50.53 0.61 52.89  315.80 96.58

Total 21.12 49.70  140.02  408.08 231,23

348.45 1,055.08 1,244.80 1,107.41

Note: TFijures in parenthesis denote percentage of distribution

Source: Depeirtment of Customs, Foreign Trade Statistics of Thailand, 1970-1978
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Direction of Textile Exports from Thailand: = Synthetic Fabric

Unit: Million baht

Source: Department of Customs, Foreign Trade Statistics of Thailand, 1970-1978

Synthetic Fabric

1970 1971 1972 1973 1974~ 1975 1976 1977 1978
Japen 0.01 . 0.07 3,95 135.99 53.69 52,32 80.39 97.50  118.58
Europe - - 0.36 6.79 127.19 114,86  116.26  451.93 342,40 571.09
U.S.A. - n 5.20 3.06 5.60 6.21 14.84 32.30  88.16
Total Developed 8.01 0.44 15.94 266.24  174.15  174.79  $47.16  472.20 777.83
Country (0.42) (13.09)  (12.68) (43.21)  (33.28)  (38.53) (55.48) (37.64) (35.59)
ASEAN § Neighbour 2.32° 2.69  69.06 - 153.42  102.13 78.99  151.74  168.90 502.85
Other Asian - n 37.60 113.42  164.24 95,45 155,23 239,80 303,99
Middle East - - 2.09 44.00 68.85 74,61 98.58  228.60 396.44
Total Developing: 2.32 2.69  108.75 310.84  335.22  249.05  405.55 637,30 1,203,28
Country (99.57) (80.05)  (86.55) (50.45)  (64.07) (54.90) (41.12)  (50.80) (55.05)

] _ .
Rest of the World - 0.23 0.95 39.00 22.82 29.73 33.48 145,00 - 204.60
Total 2.33 3.36  125.64 618.08  532.19  453.57  986.19 1,254.50 2,185.71

Notes: 1, n = the amount is negligible. ‘
2, - = no export toward that direction.
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Table 5-3
- Direction of Textile Exports from Thailand: Clothing
Unit: Million bsht.
Clothing
1970 1971 1572 1973 1974 1975 1976 1977 1978
J H ":_ . . : - . v : o -
I;apan ‘ 0.13 0.66 2.77 17.76 83.98 78.02 48.48 23.40 23,83
Furope - ’ )
i i '0-90 1.35 10.38 40.24 185.12 194.86 . 610.48 743.00 796.32 |
+S.A, 13.08 40,36 238.49 513.13 545,07 657.95 522.66 617.90 1,190.91
T otal De - |
Cgﬁntr;eloped .(ég:;i) 42,37 251.64 571.13 814,17 930.83  1,181.32 1,384.30 2,011.06
, (63.54) (54.13) (83.28) (93.21)  (87.79) (74.43)  (83.64) (70.21)
E i :
2ih2§ i ﬁelaﬂbour 0.91 0.16 1.33 0.71 10.23 9.62 9.79 39.10 67.49
sian .
Mg 0,08 0.10 4.22 1.84 11.71 18.49 23,04 22.70 34,70
iddle East ‘
efnz - - - 2.01 13.95 63.15 145,50 360.68
Total Deve]_opj_ng _1.00 0.26 5.55 2.55 23 .95 4
Country (6.25)  (0.38) (2.07) 030 37 (i'gg) ?g'gg) %2;'28) ??é'gg)
Rest of the W
e World | ¢ gg 24,05 10.13 112.11 35.34 87.40 309.78 63.40 390.62
Total R
. 15.99 66.68 267.32 685.79 873.46 1,060.29 1,587.08 1,655.00 2,864.55

Source: Department of Customs, Foreign Trade Statistic of Thailand, 1970-1978.
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But by what mechanism was import substitution successfully
followed by steady export expansion? Japan experiences it in cotton
yarn and fabric between 1890 and 1910, in rayon during the 1920s,
and in synthetic yarn and fabrics in the 1950s (see Fig. 2}. Yarn
is an input to fabric production and the interaction of development
between yarn and fabric production is werth nothing. 1In regard to
Japanese experience, yarn production required modern technology and
sizable capacity investment while fabric production took advantdge
of the past development of weaving technolégy of silk fabrics and
smaller scéle of operation, so that import substitution of fabrics
was quickly achieved by using imported yarn and indigenous technology.
As a matter of fact no rayon fabric was imported before it started
to be exported abroad, On the other hand, fabrics export tended
to be preferred to yarn export because the former produced greater

value-added.

Export of cotton fabrics expanded rapidly after 1900 when
big spinning firms started weaving as vent for their yarn., Fabrics
of rayon started to be exported even Before import substitution of
yarn was completed. Having found their comparative advantage in
processing export, Japanese enterpreneurs preferred to import material
as unprocessed as possible and to export them in processed form with
greater value-added. It may be more relevant to link import substitu-

tion of yarn with export expansion of fabrics. Fig. 2 shows that
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the decline of M/ of cotton yarn was followed by the rise of X/S

of cotton fabrics, the rapid decline of M/D of rayon yarn by the
rise of X/S of rayon fabric, the'X/S of both fabrics reaching more
than 50% in 1;ter years. Export.of synthetic fabric followed
quickly the import substitution of bith yarn and fabric.of synthetic
fiber in the 1950s and expandedlgreatly in the 1960s, although

this is not shown in Fig. 2.

The Japanese experience of successful expansion of textile
exports can provide profound implications as to the mechanism and
future prospect for export expansion of textile products from Thai-

land.
ITI. Mechanism of Industry Development |

(1) Mechanism of Import Substitution
Three hypotheses are conceivable to explain the rapid

import substitution in the textile industry of Thailand.

(A) Cost reduction hypothesis:

CSSf reduction was realized through leafning effe;t
and scale economy as doﬁestic prﬁ&uction increased. It resulted
to a lower price for domestic prodﬁcts in cdmparison with that bf
imported textile produbtgﬁ; Thuélimport substitution followed the

patural course described in economic textbooks.
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(B) Protection hypothesis:

The Thai government imposed tariffs and discouraged
textile imports. _Import réstriction combined with various promo-
tional measures gave strong incentive to start domestic production,
It induced a massive inflow of foreign direct investment especially
in synthetic textile industry. Tkis has been usual pattern of the

start of modern industry in many contemporary developing countries,
(C} Importer-producer hypothesis:

Major importers of textile products participated in
domestic production by themselves. Import substitution merely
reflected the strategy of importers of changing their supply from
abroad to home so long as thef were dominant enough at the home
market., But why did they shift from foreign to home supply?

{1) Pirstly, we may note their attempt to take advantage of new
profit oppertunities opened to them by the protective government
policies. But if this were the only motive, it would hardly

deserve special attention since it is merely another form of the
protection hypothésis. Rather, it can be hypothesized that addi-
tional factors were ;Qrking at.their own fight, such as (2) the
band-wagon effect wﬂich led to the establishmgnt of a joint venture
in oraer to.capture a iarger share of the domestic market in Thai}and
and (3} other factors such as Japan's waning comparative advantége,

in the long run, due to soaring wages at home.
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'Also} expanded domestic production could have occurred -
in‘response to protective policies without the involvement of im-
porters. It could have been voluntarily initiated by Thai wholesale
merchants and/or Japanese textile enterprises. Indian merchants
have had very little involvement in local production as will be
discussed later. Even under weaker protecfive barriers, import
substitution could have been promoted if importer-initiated invest-
ment had been made under the stimuli of facto;s (2) and (3) stated
above, In this context, (C) should be treated as a hypothesis

independent from (B).

Which of the three hypotheses fifs best into the reality
of Thailand? By inquiring from Japanese and Thei entrepreneurs
in the textile and trading business and from govermment officials,
we got divergent answers. Each hypothesis will be discussed on

the basis of available information as follows.
(2) Price Movement

With detailed price data unavailable in Thailand, it is
difficult to substantiate the cost reduction hypothesis directly by
comparing the price of import with that of competing domestic product.
Table 6 shows a few series of price statistics from the 1960s, While
unit import prices for cotton and synthetic fabrics are abailable from

custems data, domestic wholesale price data are not available back to



-28-

the 1960s. Only the consumer price index of clothing is abailable

and is substituted for domestic wholesale price of textile products.
Since Thai consumers are used to buy fabrics and have their clothing
made to order, the consumer price index reerct§ the change in
wholesale price of woven fabrics fairly well, although no disticnction

can be made between cotton and synthetic fabric prices.,

Both over¥§11 and foodstuff consumer prices rose steadily
through the 1960s and ﬁere accelerated in 1973-1876. Clothing
price, on the contrary, remained at the same level until 1971 and
rose after 1973 but by less than the other twe sets of prices.

Rapid development of Thai textile industry is characterized not
only by import substitution but also by a rapid imcrease in domestic
consumption of modern textile products, In 1976 domestic consump-
tion became 3,26 times as large as in 1961..8. Notably consumption
of synthetic fabrics espanded its share from 8.4% to 40.5% of total
fabric consumption. Import prices of cotton and synthetic fébrics
in columns (4) and (5) show to some extent the trend of their
domestic prices. Both decreased before 1970 but (5) decreased

more than {(4), giving evidence of the relative price effect on the
switch of consumption from cotton to synthetics, although both series
show rapid increase after 1972, Similar decrease and incréése are
depicted for the price of imported raw cotton in the-last column,

- which is closely related with the price of cotton textiles. The
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Table 6

Price Indexes of Textiles and Related Products (1972=100)

X Consumer price indexes Import price indexes
Over-all Foodstuff Clothing Cotton Synthetic Raw Cotton
_ : fabric fabric B/ kg
(1) (2 (3) (4) 5y (6)
1961 77.5 - 70.1 95,3 85.7 112.4 11.60
1962 79.4 72.5 97.1 80.5 121.5 12.74
1963 80.0 72.4 97.0 83.7 116.8 12.02
1964 81,7 5.5 101.2 ~ 80.4 121.6 12.10
1965 82.4 75.9 94.1 82.5 115.3 11.79
1966 85.5 . 80.9° - 94.6 83.2 109.1 12.20
1967 88.9 86.7 94.6 78.0 106.3 11.22
1968 90.8 89.6 94.9 74.8 108.0 9.67
1969 92.7 93.2 94,7 77.3 87.7 11.60
1970 93.4 93.4 - 96.8 . 128,1 115.1 11.88
1971 95.3 94,0 92.3 85.7 114.1 14.53
1972 100.0 100.0  100.0 100.0  100.0 14.98
1973 115.5 121.2 116.4 114.3 130.1 15,51
1974  143.6 156.8 13814 L 179.2 194.1 23.50
1975  151.2 164.9 146.1 192.2 220.4 . -21.69

1976  157.6 172.2 150,7 202.1 237.1 26.21

Source: (1)-(3): Development of Commercial Economics, Ministry
' of Commerce

(4)-(6): unit price indexes calculated from Customs Statistics
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decline in textile prices relative to other prices in the 1960s
should be regarded as reflecting a global tendency and gives no

empirical support to the cost reduction hypothesis in Thailand.
(3} The Effect of Protection

Table 7 shows Step—wise increases in import duties on
major textile products in Thailand. HNominal rates were enacted by
the Thai govermment while effecti§e rates were calculated by ad-
justing tariffs on output net of those on input and expressing
them in teruslof the rate of increase in value;added of domestic

activity in producing goods competitive with the import concerned.

In 1962 the nominal rate on cotton fabrics was raised
by 13%, adding 60% to its effective rate. On the other hand the
25% increase in 1968 was wmore than éffset by the new tariff of the
_saﬁe rate on cotton yarn so that the effective rate of cotton
fabric was reduced by 43%. On the other hand nominal tariffs on

man-made fiber fabrics were raised by 3% in 1965 and by another

20% in 1968 which with nominal tariffs on man-made fiber yarn :::.i. .

remaining unchanged, almost trippled their effective rates in the
latter year. The time lag of increase in effective protection for
-synthetié fabric behiﬁd that for cotton fabric is consistent with
the time lag in import substitution betweeﬁ the two types pf fabrics

depicted in Fig. 1.



Table 7. Tariffs on Textile Imports to Thailand

Cotton Yarn Nominal
Effective

Polyester/Cotton Nominal
Yarn Effective

Polyester/Rayon Nominal
Yarn Effective

Cotton Fabric Nominal
Effective

P/C Fabric Nomigal
Effective

P/R Fabric Nominal
‘ Effective

Quter Garment - Ndminal

Under Garment:
Cotton Nominal
MMF Nominal
Source:

1960-62

3.2
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1962-65

3.2

1965-68

3.2

1968-71

25.0
77.6

20,0
25.9

(%) .

1571-78

25.0
77.6

1978w

25.0
77.6

8G.0
390.9

80.0
1051.7

80.0
913.4

100.0

100.0
100.0

Compiled and calculated by Supee Teravaninthorn from Customs

Tariff Decree, Department of Customs, Bangkok, 1960-1978,

Effective protective rates are calculated according to Corden's
formula. ‘
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Non-tariff promotional measures enacted at the same time
as the tariff increase should also be taken into consideration,
Under the Investment Promotion Act in 1961, the Thai govermment
provided both Thai and foreign applicant firms with various privileges
to start domestic production. The privileges include exemption
from corporate income taxes for five years, free import of machinery
and equipment, exemption from duties on raw material import for two

years and so on.

It is worth notimg: that import duties (nominal tariffs) =
on both cofton and synthetic faﬁrics were raised up to as high as
80% in 1978 long after their import substitution appeared to have
been completed, although their high effective rates seem to be
overestimafed because of redundant part of their nominal tariff

protection. {
(43} The Distribution Channel in Thailand

‘The start of domestic' production did not automatically
guarantee import substitution, With theISmall increase in nominal
jimport duties and without significant decline in domestic price as
mentioned earlier, cheap foreign textile products could have continued
to be imported and the import-demand ratio could have remained high.
Here the importer-producer hypothesis is needed to supplement the

protection hypothesis. We have to investigate how supply was switched
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from foreign to domestic sources within the distribution system of

textile products in Thailand.

Fig., 2 briefly illgstfates the distribution channel of
textile produgts (mainly wqfen fabric) in Thailand before import
substitution occurred. Jap;n was the major suppiy source of
textile products to Thailand’ in the late 1950s, more than 80% of
sales deing handled by Japanese trading companies and .the rest
béing handled mainly by Indian merchants. Impgrted products were
sold to domestic wholesalers centered at Sampeng street (ji_¥¥%£f§f:;\“-
in Bangkok. These wholesalers are called the second-group whole-
salers (:@ﬁﬁ )} in Sampeng‘, mostly Chinese-Thais, and they
controlled the distribution of textile products within Thailand.
Importers are called the first-group wholesalers ( Efiiiﬁﬁi f’ )
in Sampeng. The second group wholesalers sell to subordinate
wholesalers, the third-group wholesalers, ( 55"%§§ 7%h } in

Bangkok area and to country wholesalers in the rural area.

It was mainly second-group wholesalers who ventured
into textile production in Thailand either by themselves or, in
many cases, jointly with Japanese trading companies and Japanese
textile mills, which were the original suppliers of textile products
to Thailand. Local products are channelled directly to the second-
group wholesalers or through Japanese trading companies to take

advantage of their credit and risk hedge facilities., Minor importers,
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Indian merchants, on the other hand} seldom ventured into domestic
production and rapidly lost their shares as the first-group whole-
salers in Sampeng. In tﬁe absence or strong competitors, decrease
in import resulted naturally from changes in major importer's

policy of shifting from Japanese_to local supply sources.

The importer-producer explanation_applies fairly-well to‘
the rapid import substitution of rayon in Japan during the 1920s.,
The production of rayon started in France in 1891 as an inferior
”but cheap substitute for silk and it started to be imported to
Japan in 1905. Domestic production started in 1916 by Tekoku Jinken
Co., (the origin of Teijin, sponsored by Suzuki Co, the No. 3
trading company in Japan then) using its own technology. As the
use of rayon for weaving material spread and domestic demand in-
.creased‘rapidly’in the 1920, other big firms entered into the business:
Asahi Kenshoku introducing German technology in 1922, Toyo Raydn
(the origin of Torayﬁ in 1926 and sevéral kig cotton spinning firms

from 1927 and 1930.

- Toyo Rayon was established by Mitsui and Co. which had
been the sole agent in Japan of Courtauld's products of U.K, for
years and handled 40% of sales of imported rayon in the domestic
market. Mitsui started import-substituting production by introducing
technology and equipment from Courtauld and taking advantage of its

sales network established for imported products. Unlike cotton
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spinners in the 18:%:z and (020s rzyon rrodurers benefited from

'1

heavy tariff protecztinn right fron the stert. Import duty on rayon
was raised from I0 to 275 Ir 1211 and it was further raised to 57%

in 1926, The latter gsve iitsui direct incentive to switch from
foreign to home suppiy,. but tho contrivuticn of the importer-producer

himself to cuizk Import schztituiisr in the mid-1920s (see Fig., 2)

should not be n27lecicd.
(5) Apparert vs Real imuort Substitution

" The tewsgoiny analvses tuggest, though not conclusively

that (B) {(preteacivn rypethnazin) and {C) (irporter-producer hypo-

thesis) rather 2 (A) ‘cest-roduction hypothesis) have greatly
contributed to import substitution in the Thai textile induéiryﬂ

This is also suproried oy ihe folivwing consideration. If the

import cubstitut . on trre ra;Li:c%'unas:‘{A), it would be irreversible.
But if it weve =esiisod vndsr {3)7;nd (), <ien it would be reversible,
and once the ccoditiins of (2 ard () =272 ramoved, it would be
possible for -ixcorts o3 rise eznla,. Tho Tral irport duties on texe
tile goods arc 3nill very higl, amnd wany people predict that if it
were to be repealed in the sariy 1¢74s, there would have been a
massive inflow ¢ cods froz Kovez, long Kong, Taiwan.

This would imply =het Thai import substitutioﬁ was still imcomplete

. . R . y .
in the eariy 1570s aud thzt it only gives the impression of having

been completed uniar ths provection of high tariff rates,



(1)

(2)

(3)

(4)
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Table 8. Domestic Prices vs, Export Prices
(1) (2) 3
1978 1978 1979
June 12-16 Dec. 11-15 June 11-15
- (June 14)*  (Dec. 13)* “({June 13)*
Cotton yarn PD(?l) 28,9 35-36 35 .
40s (B/1b) px1(d) 27.5 34.5 28,0
PX2 27.8 32,0 33,0
Cotton fabric pn(?) 12.5 14.25 14,25
broad cloth gray px1(:§ 9.2 12.4 10.6
2210,50" (B/yd) . PX2 8.2 11.6 10.4
P/C yarn pn(%g) 38.25 38-39 38-39
45s (B/1b) PXl(d\ 27.6 - 35,4 : 33.4
PX2 27.0 32.0 30.0
P/C fabric pn(%g) 11.55  14.2-15.0 14,5
186 threads PXI(e) 9.4 12,3 ; 10,8
47" gray (B/yd)  Px2 9.6 12,2 -

* denote the dates fcr export price quotat1on

Domestic PTr
-» - Bxport Pric

@ e

PX1 and PX2 .
at current

Source: YPDE

ice (PD) weekly average pr1ce at Sampeng market.
e (PX)  1local market price for exports quoted in
Korea (PX1) and Taiwan (PX2).

atfached to PD § PX specify the forn of payﬁent such
as (a) cash, (b) at 60 days 51ght (c) C & F (d) fob,
" {e) hat sight.

are quoted in US dollar but converted to Baht (B)
exchange rates.

Mr. M. Kobayashi, Advisor to Textile Credit Center,

.. Bangkok Bank,

PX:

Japan Textile News Weekly.
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This may sound paradoxical because it raises the question
of how Thai domestic products could ever be exported if they were
pricéd higher than the world's competitive imports. An éxplanation
consistent with import substitution under protection is that Thailand
has been abie to export because its éxport price was set lower than
the domestic price, and the difference was compensated fof by various

export incentives.

Domestic wholesale prices of major textile products are
compared with their export prices in Table 8 at specific periods of
time in recent years. Domestic prices are weekly average price at
Sampeng market while export prices are'those of Korea:énd Taiwan . to
the world market. ?rices guoted by Korean and Taiwanese exporters
were close to each other and they ﬁere 10 - 30% lower than salés
prices at Sampeng fof‘eéch product and at each period. The gap,
however, was smaller.fof cotton yarn than for others at threé periods
reflecting’the different degrees of competitivemess. Jomestic prices
~ were much higﬁer than export prices for such products with comparative
diﬁadvantage as polyester/rayon fabrics and filament fabrics, Both
expoft and domestic prices fluctuated in responsé to the business
tycle and the gap decreased for all products in December 1978 when

the export prices were raised in tight market situation,

v

But the steady export expahsion of Thai textile products

cannot be wholely attributed to policy effects. Quite a few people
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have also pointgd out the improvement of textile production in
Thailand in recent years. It would have resulted partly in the
reduction of production cost whtch, however, is difficult to sub-
stantiate by published data. That is, Thai textile goods are
gaining international competitiveqess through steady business
efforts for cost reduction and quality improvement, This explana-
tion is consistent with the hypothesis (A) for import substitution.
What is interesting is that these efforts were made while Thailand
was still in the process of shifting from import substitution to
exportation. These efforts have not only strengthened the competi-
tiveness of Thai textile goods in the foreign markets, but have
also strengthened competitiveness against potehtial imports in

the domestic market, and agha cbnsequénce, it is possible that
" there would be no great upsuféé in. imports iflthe tariff were to
be abolished at the present time. Aﬁd yet only upon reﬁoval of

the tariff will import substitution in its real sense be realized.
(6) Two Types of Industry Development

The foregoing argument and the diétinction between two
types of development are illustrated in Fig. 4. One is the import
substitution under the import protection (Type II) and the other
substitution process realized primarily through cost reduction
(Type I ) . Fig. 4 illustrates schematically the IS and EE time

paths in the upper panel and relates them with underlying changes
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in relative cost in the lower panel, In the case of type I import'
‘substitution is almost accomplished by time T, when the shift to
export is initiated. Cost reduction is realized through learning
effect and scale economy as domestic production expands., The
decline in relative cost enables substitutioﬂ of foreign products
with domestic ones firstly at the domestic market and then at

foreign markets. 1S follows EE smoothly as the relative cost

declines from A to B and to C in the lower panel,

'In thelcase of TypelI, on the other hand, IS is accom-
plished under the tariff barrier without hecessary significant
cost reduction and export is supported either byfshipping at a
loss under pressure of a heavy pileup of domestic inventory or by
a strong export promotioh.policy. The relative cost might then
follow the path A - D - E., The process is characterized by continued
high tariff protection and heavy export subsidy even after IS has |
been seemingly completed and EE started, a phenomenon which is observed
in many Asian developing country industry. Import substitution
islonly apparent in the sense that there would be an upsurge in

import if the tariff were to be abolished.

In Thailand tariffs on both cotton and synthetic fabrics
were raised from 35 and 40% to 60% in 1968 and further raised up

to 80% in 1978, Their effective rates are as high as 391% and 1052%
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respectively. Export promotion scheme has been institute since 1971,
although they are moderate in comparison with those in Korea and

Indonesia.

The shift from domestic sale to export is never an easy
nor smooth process. It requires individual firms to change their
production and management techniques in order to meet standadized
quﬁlity control and strict delivery time and to acquire marketing
chamnels abroad. Initial exportation from contempérary developing
countries often starts without having met these requi;ements. but
merely gets as a vent of piled-up inventory during reéessions at
home. But exportation readily stops when domestic boom resumes and
they can sell their products at higher prices at home. This export
attitude leads to unstable export performance as domestic capacity

expands and causes adjustment difficulty abroad.

Even if import substitution is completed under protection
and export starts under heayx-promotion, firms can nevertheless
learn from their experience-of export competition abroad and thus
introduce required chéﬁges in production and management so as to
follow the cost reduction path from D to C in Fig. 4. Here the
cost reduction represents increased efficiency and competifiveness
in every possible sense. Real IS and EE are achieved and maintained

even in the absence of any import restriction and export subsidy.
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The major explanation for the difference between Type I
and Type II development is therefore that while in Type I import
_substitution has been achieved by gradual cost reduction which is
made possible by improvement of production technoiogy and economies
of scale, etc.9 cost reduction in Type II developemnt in the import
substitution stage is not materized. This is dﬁe to the fact that
~in Type II development, import substitution is achieved{by heavy
. protection. Entrepreneurs in the industry, in having a sheltered
market for the products manufactpred, do not.have much effort to
reduce the cost of production and to improve the quality o? the
"pfoduct.‘ High pfotection also tend to induce too many entries in
the industry, each with less than economicdl scale of production.
Economies of scale thus cannot be realized. It is until exports
have been expanded to some extent that substantial cost reduction
could be realized. To launch the product into the exporf‘market
.whiléwthere is not much cost éﬂvantage will be possible only under

subsidy or selling at a loss,

The development of cotton, rayon, and synthetic textile
products in’Jépan broadly followed Type I. Neither tariffs nor
other forms of protection were given to domestic producers of cotton
yarn and fabrics before 1911 when the tariff treaty with U.K. was
repealed, Japanese spinners and weavers competed with Indian yarn
and British fabrics first at home and then at markets of the neigh-

bouring Asia. Only with throughgoing rationalization and cost
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reduction could import substitution and export expansion have been

achieved.

On the Ather hand, the development of rayon produétion in
the 192ﬁs benefited from heavy tariff protection at the outset,
but it had to realize a 50% cost reduction between 1925 and 1930
when its export started. Competition came from cheap Italian rayon
‘yarn imported free of duty and processed by rayon weavers at bonded
factories. 'Exporf incentive was seldqm provided by the govermment

of any countries before the 1930s.

Contrary to Japanese experience, the development of textile
industry in contemporary developing countries follows the Type II
as was best illustrated by the successful example of Korean textile
exports. Thai textile industry has followed this type so far but
it remains to be investigated whether it is following the path

from D to C in Fig. 4, which is the main subject in the latter part

of this paper.

Whether is the Thai textile industry, having passed the
point D in the'mide1§705, following the path DC or DE is the major
concern of our study. It is not easy to substantiate it quantita-
tively partly because of scanty published price data and partly
because of non price factor included in the "cost' in Fig. 4.

Instead, we interviewed about 25 major spinning and weaving firms,
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both joint-ventures (mostly with Japanese) and.purely Thai-owned
firﬁs, in Bgngkpk and investigated the relationship between export
performance (X/S) of individual firms and their various characteris- '
tics ?elating to production, management, and marketing. All firms
startéd for import substitution and.did not export before 1971,
Although over-all export-output ratio increased to more than 30%

in 1978, the ratio differs greatly among firms. The €rucial factor
lies in the type of product, the improvement of production control
system, and the establishment of secure export channels, What
business characteristics have led some firms.to introduce those
change# resultiﬁg in a higher export ratio? Do the govermment's
‘promotional measures really induce the firms to turn toward exports?

They will be answered in Section V and VI below.

It is often contended that joint ventures with investment
‘from multinationational companies see readily the importance of
these requirements and benefits frem parent company's expefience
and workd-wide sales networks. On the contraiy; we found thé£
- almost all firms introduced quality control although less stfictly
than in Japan. Several firms, purely Thai as well as Jépan;se
joint-ventures; dared to introduce modefn production-and.management
systems and tried to increase their expggf §te$&11y. The purely
Thai firms are most handicapped by the lack of access to export channels.

But they sell their products abroad through their sales agents

~
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(includiné their own trading companies) as we'l as through the
traditional route, that is, through Japanese trading companies.
Many Thai firms are still oriented toward the domestic market
where they can bid higher prices under protection. But the emer-
gence of several export-oriented firms seems to imply that the

Thai textile industry is moving not -along DE but along DC path.

IV. Factors Affacting Export Growth

The foregoing analysis implies that import substitution
under protection tend to restrain’the potential for cost reduction
of an industry. But there is no guarantee that heavy subsidization
given to any export activity can lead to successful export expansion.
Whether an industry can be a true export industry depends on the
comparative cost advantage. Compafative advantage, in turn, is
determined by various factors elaborated in internétional trade
theory. These include the cost and-abailability of raw mﬁterials,
labor cost and productivity, and tecﬁnological level. Other factors
liké markefing channel, improvement of product quality, and scale
economies are also important for exporf expansion, and these héve_
recently been reﬁogniied-by somereconomists as crucial factors for

developmeént of new export commodities.

Textiles has been a leading industry in amny countries in

Asia in the post-war period. It is often among the first group ‘of

*
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industry to be modernized, and as a result becomé an important
import. substitution industry. There are many reasons for the

rapid development of textiles in a number of LDCs. There exist

a relatively large domestic market for textile products; the
technology of production is more staﬁdardizeg as compared to
manylgfher industries and hence is easier to be absorbed; certain
types of raw materials like cotton and jute are locally avilable;
more importantly, textiles is often more labor-intensive as compared
to other modern industries which is suitable to the factor endou-
mént in LDCs where there is abundant supply of low-cost labor.

With these favorabie conditions for the development of textile
industry, it is not too difficult to move from supplying the do-
mestié market to foreign market and thus become an eprrt-industry
Howevef, penetrating into foreign market reqﬁires many things more
than supplying the domestic market. ‘Successful expdrt.expénsion
require strong comﬁetitivenes; of the export commodity in inter-
natiéﬁél market. The availability of certain low-cost inputs is

not édffiéient to guaranteec intefnational competitiveness. The
industry has to be efficiently operated and the quality of the
product should be ACceptabIe. The import substitutib? stage is
usually the stage when industrial entrepreneurshiﬁ must be developed
and approbriate teéhnology adapted. If the efficiency of production
increase and the cost of production reduced as the industry grows,

and the entrepreneurs ih charge'are capable of finding room in inter-
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national market, the previously domestic oriented industry can

then become a good export earner,

The development of modern textile industry in Thailan&
has also benefitted from the favorable conditions mentioned above.
Cbtton has been grown locally,- although not in sufficient amount
and need.to be imported as the textile industry grous. Labor cost
has been low as compared to other Asian countries with a sizeable

textile industry like South Korea and Taiwan. The size of the

domestic market has also been growing fast due to increased popula-
tion and rising per capita income. More importantly, technology
absorption has been quite successful in the textile industry,
particularly in relatively simple textile products such as cotton
and P/C. fabrics. Thailand is, however, still handicapped in
pfdducing a number of more sophisticaﬁed textile items due to
technologicalHlimitation. The technology, for dying, for example,
is still far lagged behind other major textile exporting cogntries,
and Thailand has exported mainly grey textile fabrics up to the
present time. Garment manufacturing, being the most labor—intensive
sector of the textile industry, tend to énjoy lower labor cost
“although the level of workmanship still needs to be upgraded:r The
stage of production in textiles where Thailand ceems to lack
comparative advantage is the production of man-made fiber,_which is

'aﬁery capital intensive and most of the raw materials need to be
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imported.

The supply and demand situations in Thailand explain the
rapid expansion of the textile'industry in the domestic economy.
But for export expansion, additional conditions are needed. The
shift from import substitution to exfort expansion of the Thai
textile industry has been made possible by several factors. These
include the desire to dispose of domestic surﬁlus of textile
producers, the export incentives provided by the Thai government,
market situations in developed countries, and the export endeavour

7

by individual firms.
fl) The Drive for Exporting by Some Major Textile Firms.

Investment in the textile industry expanded at a

spectacular rate during the 1960's. Domestic demand also grew at

a high rate as domestic income increased. But by late 1960s, the
growth of domestic production facilities caught up with the growth ,
of domestic demand, resulting in surplus capacity.. It was this
pressure that exerted a direct impact on Thai textile entreprenecurs,
both Japanese-Thai joinf ventures and purely Thai firms; to turn
their attention to export market. In the early 1970s, there were
increasing surplus and more textile firms were pressed to sell their
products abroad. By that time, many textile producers began to

realize:that-the-growth.of . the_industry-coule: be maintainred on.y by
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selling to foreign market. However, the beginning of export business
was not anceasy task for the previouslyfdomestic-market oriented
firms. The exporting firms had to confront with’finding new overseas
marketing channels. There were also muchfcomplaints on the low
quality of the products exported. A number of firms incurred loss

in their export business. The Thai Textile Manufacturing Association
(TTMA), which has almost all large textile firms as its members,
decided to provide a 10 percent subsidy to its exporting members in
mid-1970., In December 1970, a request was made by the TTi.A to the
government to grant téx éxemption, e#port subsidy and other assistances
to exporters of textile products. The govermment assistances came

in 1972, and the TTMA dropped its own subsidy to its exporting members.
(2} Governmental Support to Textile Exports

The governmental promotion of texfile exports was consistent
with the new industrialization strategy of promoting manufactured
export, started in the early 1970's. The investment promotion law
was revised to give additional incentives to proﬁoted firms engaged
in exporting. A major incentive for exporting which also extended
to non promoted firms were the rebate of import duties and business
taxes on material inputs used in the prodﬁption of export commodities .
Before 1970, 7/8 of import duties and business taxes collected on
import materials used in the-productipn.of export copqu%ties éogld

be refunded. But the procedures of obtaining the refunds were cumbersome
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and time consuming., Since the end of 1972, the tax refunds have
been made in full amount and the procedure for obtaining refunds
was made simplified, There was also a small subsidy on electricity

bill to manufacturing exporters,

Benefitted from these promotional measures, enterprises
have been able to export at lower prices than domestic sales.
However, similar measures are much more aggressively implemented in
Korea and Indonesia, 50 that strong voices are calling for a
reinforcement of these export promotion measures in Thailand. But,
there is a strong likelihood that such efforts will only lead
eventﬁally fo apparent exportation, as in the case of apparent import‘
substitution under the tariff barrier. (Seé Appendix A for détailed

information of export incentives provided”by the government.)

{3) Market Composition of Textile Exports and Quota

Distribution

As mentioned aboVe; atteﬁpts for exporfing textiie products
started in fhe late 1960's, énd it is‘during\theEIQTO‘s that textile
exports expanded tremendously. Exports of cottoﬁ”fabrics, synthetic
fabrics, and clothing all started to export at Substantial amount in
1972, In 1973, the export value trippled that of the previous year.

After the serious set back in 1974 and 1975, the amount of exports of

. these products again expanded rapidly. Clothing has been the major
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export earners which accounted for 30-50 percent of the total export
value of textile goods since 1972, The value of éxports of synthetic
fabrics also increased rapidly in recent years, partly reflecting

the rise in prices due to increased raw material costs,

Most of the textile products are exported to developed co'
countries, The United States and EEC countries appeared to be the
most significant customers for Thai textile exports. Two major cus-
t&mers in the EEC markets for textile fabrics are Germany and Italy.
Germany and United Kingdom are main customers for Qarious types of
garments. Exports to other European countries such as Norway and
Sweden also increased répidly in recent years. The European market
has been important for all major types of textile products thch
accounted for almost ﬁne-half of Thailand‘s export value in clothing,
and over one-third of fhe export‘value in cotton and synthétic fabrics
in recent years. The U.S. market, on the other hand, concentrated
more on cotton fabric and various types of garments. The Japanese
market, although relatively less significant compared with the United
States and EEC countries, haé sﬁown high growtﬁ df déﬁand for cotton
and synthetic fabrics since 1976. The Middlé East market also shows
good potential in absorping Thai textile products. (Tabie 5-1,

5-2, 5-3).

An important constraint of Thailand's textile exports in the

near future is the quantitative restrictions by major importing countries
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in Europe and America., In the first few years of exporting textile
products in the early 1970s, Thailand seemed to benefit-from the
quota restrictions by developed importing countries to the textile
exports from other major textile exporting countries such as

Hong Kong, Taiwan and Korea. Since the textile exports from these
Eeuntries were restricted by the quota agreements, eome excess
demands have been spillovefed to Thai textile products. As textile
exports expand rapidly, however, Thalland's textlle 1ndustry w111
soon be subjected to the same constraints as experlenCed 1n other

countries. (See Appendlx B for detalled 1nformat1on of quota

distribution system of Thailard.)
(4) Efforts Made for Export Sales

Export endeaVOrs by 1nd1V1dua1 enterprlses are just as
mportant as governnier;{: measures. The export to ouf;put ;'atf;o grew
to as much as 19% by 1977, but there are large.discrepancies among
enterprises. The crucial factor lies in the improvement of production
control systems and the establishment of secure-expoft channels,
According to our observation, the Japanese entefpriséé'are reletively
advanced in these respects. This agrees with the freduéntly cited
thesis (though never in a fully convincing way) that'fOreigh enter-
prises contribute positively to export expansion. The degree of

foreign capital participation, however, varies by enterprise and

changes with time. And it is difficult to define what constitutes
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the peculiar characteristics of foreign enterprises. Moreover,
there are some purely Thai-owned enterprises that are also strongly

export-oriented.

What business characteristics have led some enterprises
to establish production cﬁntrol systems and export channels resulting
in a higher export ratio? This must be investigated at the level
of individual enterprises. Only after this has been clarified
would it be pogsible to arrive at a conclusién about the contribu-
tion of foreign entefﬁrises to export growth. Also, it would then
be possible to know how the government's promotional measures in-
fluenced the enterprises to turn toward expofts. This should also
lead to the formulation of a more effective export policy. 1In
order to exemplify these problems, an interview survey of individual
enterprises in essentiél, and the following indicates a possible

framework of analysis for such interviews:

Firstly, what sort of husiness characteristics can be
associated with high export performance? Without too hastily
suggesting specific correlations between the two, first it will
be necessary to introduce some interconnecting terms of reference

as shown in Fig. 5.
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Fig. 5 Critical Factors Behind the Shift Toward Export;
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It is relatively easy to understand the relationship
indicated as (b) in Fig. 5. Compared to domestic sales, export
involves mény requirehents such as quality; paékaéing, delivery
terms, and so on, and a étrict production control system will be
needed to satisfy these. For overseas markets, simple wrapping
for the Sampeng street will not suffice. In addition, full-fledged

efforts to establish export channels will be also required.

The:next probiem, (a) in Fig, 5, deals with the kind of
business characteristics which will help realize the extablishment
of production control systems and secure export channels, We
can not sumply assume that such characteristics are peculiar only
to fdreignﬁownéd enterprises. There are, for examplé, va?ious
degrees of pa§fi§ipation by foreign enterprises. With regard tohl.
the equity share of joint ventures, most of the Japanese éﬁbsidia?ies
and affiliates have a 49% share or‘less. However the degree of
control exercised by the Japanese enterprise Qill significantly
vary depending on whether a nucleus Thai entrepreneur is included
in the remaining 51% share or the balance is subscribed by many
nominal investors. With regard to the personnel structure of
management, the extent to which the Japanese mode of operation will
prevail will vary depending on which of key positions such as president,
administration manager, marketing manager and factory manager will be
occupied by Japanese. The efforts made by various types of textile

firms toward export sales will be analyzed in the next section.
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V. Firm Behaviour toward Export Expansion

At present there are many export-oriented firms among
the Japangse enterprises but it should be investigated how export-
orientation is being spread among local Thai firms. The relation-
ship (a) and (b} in Fig. 5 needs to be investigated fully on the
basis of an interview survey in order to determine the futrue
prospects of export growth of Thai textile products. This will
throw light on a more general question concerning the expansion

mechanism of manufactured exports from developing countries.

During August and September of 1979, we interviewed
textile firms in Bangkok to inquire their attitude toward exporta-

tion.

The outline of the interview éﬁrvey is as follows.

{(a} Our hypothesis: The $hift\from domestic sale to
export is never an easy, smoothcprocess. It requires individual
firms to change their production and management techniques and to
acquire marketing channels abroad.  Since not every textile firm
can fulfill these requirements the wide difference among individual
firms in fulfilling them will result to a difference in export |
performance, We shall look for an association between the degree
of fulfillment of such requirements and characteristics of firms

(especially in regard to control of firm management).

i
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{b) Selection of sample firms: The hypothesis will be
tested by the information obtained from our questionnaire survey
of sample firms. Because of the qualitative nature of our question-
naire anq of the difficulty in undertaking quantitative analysis,
sample firms are seiected so as to represent behaviour of major
textile firms in Thailand. The names of our sample firms are listed
in Appendix C and the overall characteristics of these firms will
be described against the firm structure of textile industry in
Thailand. Questtionnaires were filled out by either of the co-

authors during the interview.

(c) Contents of questionnaire: Answers to items cdncerning
characteristics and behaviour of individual firms are summarized
under assumed names, and they constitute the basic data of our
analysis in this section. The questicnnaire includes such general
questions as evaluation both of current export incentive by Thai
government énd of quota restriction by some importing countries,
future prospects of domestic and foreign market demand and of com-
petitiveness of a variety of Thai textile produéts. Answers to

those general questions are analyzed separately in Section VI.

The result of interview survey was summarized according
to the formula shown in Appendix D. They are the basic information
of the behaviour of individual firms toward exportation. Although

limited in number, the sampled firms cover all major. textile firms
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(spinning, weaving and clothing) in Béngkok. The addition of a
few small local weaving firms will:make our sample representative
of textile firms in Thailand., Fiber producers are excluded here
except one which is also engaéed in spinning and clothing produc-
tion. The findings from our interview survey are summarized under

five heading as follows.
(1) Inter-firm Difference in Export Performance

- Expoft ratio of the Thai textile firms as a whole increased
steadily, but there still remains a big diffefence in export output
ratios among individual fivyms. Export-output ratios of 25 firms
are classified by major products and by ownership in Table-9;

Joint ventured firms are clﬁssefied into "Japanese management'
and‘"Thai management'' not depending upon the share-holding but
upon who controls the management. The managemént is controlled
by Japanese in a company in which many minor Thai share holers
have a more than 50% combined share. The capital letters A - Z

indicate assumed names of the firms listed in Appendix C.

It is easily seen that high export-output retios are
not confined to joint venture firms. They are also classified by

values of export-output ratios as follow.

ik
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X/S No. of firms
I. 0 - 10% _ 3
I1. 20 - 30% 8
III. 40 - 75% 7
Iv. 80 - 100% 7

If more small lpcalmweaving fifm# are included, they would mostly
belong to Group I. But bo£h JapéneSe and Thai firms areJinciuﬁéd

in Groups II, III, and IV. This finding contradicts with conven-
tional Aéfion that transnationél or joini'venfure firms contributed
- more to export expansion from developing countries. What then
explain the difference in export performance among individual firms?

They are summarized in (2) - (5) below.
(2) Divergent Export Performance by Product Category

Major textile prodﬁét of a firm determines its export
performance, which i;.consistentﬁwith the difference in ;omparative
- advantage of the production in Thailand between product categories.
The export-output ratio is small for P/C.and filament fabrics,
while it is large? for clothing; cotton and P/C fabrics.  The édm-
parative advantage of Thai production of various products is deter-
mined by both q§mand (characterigtics of demand for the product,
size and other conditions of doﬁestic and foreign markets) and supply

(difficulty of technical trahsfer,‘the size of optimum scale operation)
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conditions and the two are inte:acted‘with each other. For example,
spinning and weaving cost is significantly affected by the scale

of production and the scale is determaied by the combined size of
domestic and foreign demand for the Thai product, the latter of

which, in turn, depends upon their level of technology and quality.

Demand and supply conditions differ between individual
products, Cottoh textiles are divided into tﬁo, cotton products
for industry or specific use such as canvas and gauze on one hand
and cotton textiles for.wearing on the other. Both companies A
and B produces the former category and use coarse yarn and benéfiﬁ
from easy technical tfansfer. Both are major suppliers of the

products in Asia and enjoy strong competitiveness.

There is a big market in Thailand for cottqn‘and P/C
products for wearing purposes. Both cotton and P/C are produced
in quite a few firmghgihce'common machinery and equipment are used
for spinning and weaving cotton and P/C materials.? They have
already acqﬁired high technology of producing grey:fabrics. Gfey
fabrics are shipped for EC, US and Japan, whereas they are shipped
for Middle East, neighbouring Asia and domestic amrkét after dyed
and finished. Only about a half of companies C, ...... X have dying
capacity including affiliéted dyeing companies. This group enjoys
scale economies from foreign and domestic sale and includes such

largest firms as Conpany D (with 110 thousand spindles), G (100



-62-

- Table' 9,

Export-Output Ratios of Individual Firms

Classified by Products and Ownership

“fajor Products

Joint Ventured

Purely Thai-Owned

Japanese Management

Thai “fanagement

Cotton

Cotton § P/C

p/C

P/R

Fllament

Ciothing

Total Number

C(80)
D(45)
X(80)

L(30)
M(20)

N(0-10)
P(30) '

R(lob)

A(65)
E(50)

1(0-50)

Q(25)

S(100)
U(100)
T(30)

7

B(95), Y(50)
F(75), G(25)

H(50-60), J(60)
W(30), X(0)

V{(20)
Z(0)

10

Source:

Notes:

Interview Survey of Textile Firms in Thailand,

conducted by I. Yamazawa and S. Tambunlertchai
in August-September, 1979,

A-Z are assumed names of individual textile firms

listed in Appendix Table 2.

Figures

are export-output ratio (%).

in parenthesis -
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thousand spindles), I (70 thousand spindles), and J (150 thousand

spindles).

P/R suiting, inferiof But chea?égbstitute.to woql, has
stable but limifed demaﬁd atlhoﬁe as unifdtms and other practical
uses. Théy aéé shipped.in piece dyed form. Technical transfer
is more dsz1cu1t and its 1nternat10nal competltlveness 15 llmlted.
Beside two Companles L and M both Companies I and J produce P/R

fabrxcs.

Filament fabrics ave for lady's suiting and other outer i
garments. 'They are yarn or piece dyed and differentiated by design
and weaving technique., It tequires high technical competence and "
the three joint ventured producers have only one locallcomﬁetitor;‘
Domestic demand is limited in Thailand and a considerable ﬁfoportion
of domestic sale is estimated to be shipped for border trédé .Only
a small amount is exported to Singapore. Companies N, P, Q have
only weaving (100 - 500 looms), dying ‘and finishing faéiiities and

pruchase filament yarn from fiber producers in Thailand.

Garment exports from Thailand has a relatively short
history. Domestic demand has grown rap1d1y recently and a wholesale
market has developed at Bobey (fd;«f1 ) Street in Bangkok Export
performance is remarkable 1n recent years. BOI admltted promotion

only for 100% exporters in order to protect small local garment

T
Lo
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cotton and P/C products are also produced by mgny-small local firms,
whose export-output ratios are very small. On the other hand, big
firms with 50 - 80% export-output ratﬁos supplied mainly tqﬂdomestic
market in the early 1970s. They shifted their sale gradually from
home to foreign markets, beginning with dumping export of their
excess supply at domestic market but gfadually arranging productioﬁ

and management system toward steady export expansion as follow.

Compared t6 domestic sales; éxﬁort involves manf Tequire-
ments such as quality, packaging, delivery terms, and so on; and
a strict quality control system will be needed to satisfy these.
High quality is demanded. for exports to advanced countries. Textile
finish is not homogeneous and is classified into Af, A, B, and C
according to the number of frays and streaks. Normally, all products
~are inspected, and only A+ and A goods are directed to export
markets, while B goods go to the domestic market and C goods are
‘rejected. This means that while quality inspection is a pre-
requisite for exports the distinction between A and B is unnecessary
if p;ﬁduction were only for domestic sales, for which no detailed
quality check is required. All sampled firms, both joint-ventured
and purely Thai-owned, introduced stricter guality control in
order to maintain standardized quality of their products when they
started steady export, although being still less strict in comparison

with”quality control conducted by their parent firms in Japan,
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Accuracy of delivery terms will also be required.. Closely
integrated marketing and factory production control attunéd-to
domestic and overseas markets willwbe:;ndispeﬂsablea During thé
‘stage of shifting to exports, managerial control méthodology will

be in higher éemand than pure production technology. Factory manager

is. important for this function and all joint ventured firms, not
only of Thai management but also of Japanese management; appointed
experienced Japanese for that position, which will be last to be

replaced by Thais.

Thirdly, changes in product mix of production system were
introduced by some export-oriented firms, especially firms producing
cotton and P/C products.  For example, the production‘of'P/C'fabric
of 208 threads is expanded while the production of the same P/C of
186 threads is stopped, thereby reducing frequent adjustment of
machinery required for the shift of production between product types
and improving efficiency. Joint ventured companies C, D, K, Thai
" ‘company J adopted this strategy. Coﬁpany'c also’ adopted such a
_strategic change in product mix that the production of dyed and
finished fabrics was expanded for the shipment to developing country
markets, thereby fully utilizing its dyeing and finishing facilities

and raising value-added per square yard of their fabrics.

On the other hand, few producers of P/R and filament fabrics

are enthusiastic about changing their system of management and product
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mix beyond strengthening quality control and technical improvement.
This is mainly because they are still oriented_for domestic market
and is only interested in export expansion up to, say, 30%, as an
outlet of their product in case of recession at home. They are
prudent for the expansion or renewal of production capacity in

general.’

Garment producers had their own export strategy from the
beginning under 100% export obligation. Most major garment exporters
have some form of contract with their overseas customers, garments
are produced unde: customers' brand and have strict quality require-
ments.  Usually the Qesign, material, and workmanship are specified
by the buyers. Once the buyers are satisfied with the quality and
manufacturers keep prompt delivery schedule, the buyers tend:to
stay with the same manufacturers. Company T, although without
100% expoit obligation, adopted at the outset a strict quality

contrel in order to sell under its parent company brand,
(4) Marketing Channels

Unlike shipment to Sampeng market, textile firms in
Bangkok do not have direct contact with customers abroad. Reliable
export channel is required for steady supply in response to changing
customer's demand there. Foreign sales of Thai textile goods to

ASEAN and other neighboring countries have been traditibnally handled
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by small-scale Chinese petty merchants while export§ to the United
States, Western Europe, and Japan have been handled by Japanese
trading companies as in the case of imports, waever, it would
be a too simple description of marketing channel in reality if we
ignore complicated relationship between textile firms and trading

companies and recent changes in it.

Market channels of individual firms, both for domestic
and export sale, in Table 9 are classified by products and by owner-
ship in Table 10. Different market channels are easily depicted
among firms of different owner§hip‘and between domestic and foreign
markets. Joint ventured firms with Japanese management rely on
Japanese trading companies;.while both 5oint ventured firms with
Thai management and purely Thai-owned firms sell directly to Sampeng
market. It is because of the fact that Thai bhusinessmen in textile
industry, including Thai parfners of joint ventured firms, originated
from importer-wholesalers at Sampeng market. Even joint ventured
firms with Japanese management sell directly to Sampeng through
their Thai partners., The use of Japanese trading companies are
sometimes confined to their function of credit and risk hedging
after sales commitment is made directly between textile firms and

Sampeng customers,

For export sales, on the other hand, marketing networks

of Japanese trading companies are more relied upon. Since foreign
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Table 10

Domestic Market Exports Total
J.V. Japanese J.TC (affiliated) 4 | J.TC . 6
Management J.TC + Direct . 2 | J.TC + Direct 1
' Direct (partner 1 7
wholesaler) L
J.V. Direct 3 | J.TC 2
Thal Management Direct + J.TC 1 | J.TC + Direct 2 4
Purely Thai Owned Direct 6 | J.TC + Direct 2
' { T.TC + Direct 1 6
T.TC + J.TC +
: Direct 1
T.TC 1
Pirect - - 1

Source:

Notes:

Interview Survey of Textile Firms in Thailand

by I. Yamazawa and S, Tambunlertchai, August-

. September, 1979.

Abbrebiations

J.TC: through Japanese Trading Company
T.TC: through Thai Trading Company

Direct: through its own sales section, including
affiliated wholesalers.
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trading companies are precluded from brokerage business ever since

the implimentation of the Alien Business Law in 1972, these businesses
are now usualiy handled by.proxy tréding companies incorporated in
Thailand. However, the reliance on Japanese trading companies decreases

and direct sales and the use of Thai trading companies increase as

Thai management is strenghtened.

The following'comments are worthwhile on the participation
of Japanese trading companies in the export channel of Thai textile

products,

Firstly, direct sales efforts have been intensified by
both Thai and joint venture firms. Own salesmen are sent regularly
for both developed and developing country markets and trading com-
panies are frequently u;ea as exporting agents after sales commitments

are made.

. Secondly, the relationéhipabetween textile firmé and trading
companies is not straight forward, Japanese‘joint venture firms often
rely upon trading companies other than their partner ones. For even
Japanese general trading companies are not almighty and their marketing
competence differ between markets. IOne4GTC almost dominates in an
European country, while the other has developed a strong channel to
a Middle East market. Textile firms cannot rely only on specific
affiliated trading companies to obtain enough order for their products,

but also on other trading companies for the sales at markets where
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affiliated ones are not competent.

Thirdly, however, we can not ignore the 10ng-estaﬁlished _
relationship between Japanesefidiht ventured firms and affiiiafe&
trading companies. Since a trading company dées not sell the
praducts of competing manufacturers at the same market, Thai textile
firms were handicapped by the lack of access to foreign markets at
the outset of exportation. Recently the BOI started to promote Thai
GTCs for ékﬁanding exports of Thai firﬁs"products to foreign markets
in the distance.’Nearly 20 compaﬁiés epplied for the promotion, of which
only a few have so far been active in extending their export business |
but they are still at the starting stage of establishing marketing
metworks abroad. One of active Thai GTCs is affiliated with a big
Thai textile producer—dist;ibutpr group {with Company J as its
nucleus) and it has difficulty in approaching to Thai textile firms
outside its own group because of the latter's fear for the dominance
by the former. It will take more time for both Thai textile firms

and trading companies to develop their own exporting channels abroad.

Besides the promoted trading companies, there are numerous
number of small trading.qompanigs in Thailand, run mostly by Thai-
Chinese merchants. Most of these firms are engaged in import busi-
ness but many of them are doing export trading as well, A few
trading companies are also serving-as buying agents of textile fabric

and garments for ovwrseas importers. They find suppliers and make
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inspection on product quality and packaging for their ciiénts.

While most_of‘the exports in textile fabrics have been handling by
either Japanese or Thai GICs, or.directly by textile manﬁfacturers,
smaller trading companies are more involved in exporting of garments.
Besides large scaled garment manufacturers which sell directly to
their overseas custcmers, there are a large number of garment producers
which also export their products through trading companies. Data
for garment exports through trading companies are not}available.

But there is no doubt that the existence of small_scaled‘trading
companies, together with the efforts paid by small garmegtrproducers
to sell their products abroad have their share of contribution to

the rapid increase of garment exports from Thailand.
(5) Exporf-Orientation of Thai Enterpreheuis

As shown in the foregoing analysis, export performance
‘of individual firms is basically affected by the degree of export
orienpation of individual enterpreneurs. . The switch from .domestic
sales to export is not easy but it requires full-fledged efforts
" 'based on long Tun perspectiﬁe of the industry} fﬂe foilowing

examples show the importance of enterpreneurs' behaviour toward

'steady export expansion.

(A) Since export price is usually quoted below domestic

price, many textile firms in Bangkok are not very interested in
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export sales except during severe recession at home. This is the

case especially among Thai-owned firms with the family-style manage-

ment, However, it is clear from long run perspective, greater
export dependence is needed for avoiding recurrent excess supply
and for further developing the industry, in Thailand. It is en-
couraging to Thai textile industry that this long run strategy has

become recognized by Thai textile enterpreneurs,

'(Bj Export to Western Eufope and North America are
subjéétlt61Quota constraint. Individual firms cannot export to
these countries beyond quota allotted to each of them, The quota
is allotted among individual firms based on their performance
during the previous year. A firm's export can grow only within
the increase of its own quota. It can increase its quota only
through the increase of total quota of Thailand and through the
increase in its own share in totecl Thai share, the latter of which
is realized by application for redistribution of unfilled quota of
others after it fulfilled its own quota. Under this quota system,
an export-oriented firm is required to fulfill its own gquota
{a given amount of export to a particular country) even at a loss
every year and to apply for the gradual increase of its quota,
Japanese joint ventured firms have increased their quota in this
way, while some Thai firms have not got used to this system are
losing their quota through unstable export endeavour in response to

business cycle.,

[



o=

-74-

Export performance of individual firms, of course, is
constrained by Thai's comparative advantage of the product in which
the} specialize. Export expansion is almost imperative for cotton
and P/C producers to achieve scale economies and to remain as com-
parative suppliers, while producers of P/R and filament fabrics
cannot be more than exporting as outlet of recurrent excess supply
at home. However, export orientation and needed endeavour of in-
dividual enterpreneurs are reflected significantly in divergent

export performance of individual firms through all product categories.

The importance of export orientation of enterpreneurs in
individual firm's export performance can be seen from the stories
fo some textile firms in Appendix E. These examples shoW different
type of entrepreneurs with different export orientation. It is
not hard to see from these stories that it is those entrepreneurs
who are keen to introduce modern management practice and production
control system who see the success in their export business. Among
the Thai textile firms, those with family-style management and
with entrepreneurs aiming at high profits in the short-run tend to
emphasize more on domestic sales, since for local sales (and border
trade) the products manufactured did not require high quality. The
price obtained are also higher as compared to export saieﬁ. Small
scaled firms, in addition, are handicapped by lack of marketing
channel, and lack of experience on export-sales. The textile firms

with modern management practice and with highly educated éntreprensurs,
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.on the other hand, tend to have a longer-run objective for expansion.
and_ hence contemplate more heavily on exporting, and considerable
efforts have been made to improve the export performance qf.theA
firm. It is these différent efforts made to sell the

products abroad that make differences on export performénces among

firm with comparable size and type of products.

One explanation for the difference in emphésis on export
sales of individual firms may be due to the difference in the educa-
tional background and busineés experiences of the entrepreneurs.
Entrepreneurs in Thai textile firms with family-style management
are mostly the first generation, Chinese-Thais with little formal
education. They usually started up with éﬁall scale business in

12 With their abiiity, the firms grew

trading or manufacturing.
quickiy. fhese entrepreneurs usually have Iong-established rela-
tionshiﬁ wikh local wholesalers in Sampeng and have wide exheriénce
in domestic sales, On the other hand, they are handicappedﬁby

lack of knowledge and experience in export salesﬂ Their low edu- °
cational backgroun&s make them difficult to follow the changing

international market situations and this may lead to the less emphasis

on export sales, .

On the contrary, it is the relatively younger entrepreﬁeurs,
mostly second generation Chines-Thais who have a chance to receive

higher formal education and have a comparative advantage in export
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business, Compared with their parents, they receive higher education.
Although only a few of them have been trained‘specifically in the
field of textiles, but generally with their higher general educational
background and foreign language ability, this younger generation are

more internationally oriented than their ancestor.

On the contrary, first generation entrepreneurs, because
of their accumulated business'expéfience of their own ways, tend
"to be less inciined to adopt the modern management system which
requires group-effort instead of centralized control by a single

person.

It is fortunate that in Thailand, children of buéiness
family usually have a chance to receive a higher education and a
modern style management system has been more widely adopted as time
passes, We can thus expect that the emerginé entrepreneurs in the
Thai'pextile industry will bg more capable in adjusting themselves
in the quickly changing internaticnal market environmehts compared

to their parents' generation.

However, the lack of knowledge on éxport market of the
owner or entrepreneur may not be a serious hindrance to export sales
if capable personnel can be gecruited. In which case, the management
style needs to be changed. ‘§uccessfu1 export sales require congistency
in quality, punctuality in delivery, etc. All these require improved

management system. It is thus in those companies which have relatively



-77-

modern management system with capable personnel where we find success-

ful export sales.

(VI) Export Incentives, Quota Restrictions and Future Prospect

of the Thai Textile Industry.
(1} Toward Real Export Expansion

We have seen so far that the orientation and endeavour

of individual firms toward exportation have contributed to the export
expansion of the industry as a whole. It is quite encouraging for
Thai textile industry to see several export-oriented firms, both

' Japanese joint ventured and purely Thai-owned, have made efforts
from long-run perspective and succeeded in steady export expansion.
While Thai textile industry achieved import substitution under
protection and promoted exportation under various incentive measures,
it is now realizing export growth through cost reduction and quality
improvement. It follows the path DC and will soon reach the poinf
C in Fig. 4, where real import substitution will be compieted in
the sense that no upsurge of import would result if tariff barriers

were removed,

We have seen that export incentives provided by the Thai
government have helped the emergence of export expansion of the tex-
tile industry. On the other hand, quota restrictions by major importing

countries may work as a constraint for further export growth of Thai
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textile products, although at present this bonstraining factor has
not been seriously felt. In the following, we will summarize the
comments of individual textile firms on various incentive measures
and the quota distribution, and the role of the govermment in promo-
ting textile exports. Finally the future growth prospects for the
Thai textile industry will be assessed based on statistical data

and the information obtained from our survey.
(2 Appraisal of Export Incentive Measures

The official promotion program which provide exemption of
import duties and business taxes on machinery and equipment help to
reduce the cost of fixed capital at the time of establishment and
expansion of the firm. The income_tax holiday in addition serve to
take care of the initial lag of investment and profits. Most of the
large sized firms reported that the official investment promotion
program influenced the decision to invest in the textile industry
in the beginning. It is, however,_not so much because of the incen-
tive measures but the intention of the government to protect domestic
industry that provoked business firms, both foreign and Thai, to
make investment in the textile industry during the early 1960's. It
was seen by the entrepreneurs that there existed a relatively large
domestic market for textile products, and there was good prospect

“for expansion.
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The export drive in the 1970's was also influenced by the
gﬁvernment policy measures to promote manufactured exports. A
number of textile firms installed addifional capacities to produce'
for export markets and received official promotional previleges for
their expansion.—‘As we have pointed out earlier, however, the in-
centive measures by the government although serve to trigger off
the desire of private firms to export their products, it is the
endeavour and improvement made by individual firms that make steédy
export expansion possible.l Heavy export incentives have often been
recommended from macro-economic arguments for export expansion.

But our interview surveys show different comments and requests to

the government. These are summarized in the following.

1) The incentive measures provided for export activities

most appreciated by individual firms are the tax refunds on raw
materials and the loans on preferential interest rate (packing loans).
Garment manufacturers, for example, can significantly reduced their
material cost from the tax refund scheme. The packing loans enable
exporting firms to save nearly one-half of their cost on interest

during the lapse of time from receiving order and actual shipment.

There has, however, been much complaint on the slow process of obtaining
‘the tax refunds. It %§ually take several months to one year before

‘an exporting firm can receive the refunds. This incurs substantial
interest cost on import duties and taxes paid before obtaining the

’

refunds.



-80-

2) Port facilities and other facilitating services for
exportation are very poor at presént and need much improvement.
In addition, there have not been enough shipping service from
Bangkok. It takes a long waiting time before shipment can be

made to certain destinations. -

3) Government officials dealing with foreign trade are
not efficient, In particular, customs precedures are complicated

and customs officers are mostly corrupt,

4) A few Thai firms commented on over protection of
some stages of Thai textile protection, which will be discussed

below.

The disadvantage common to all stages of Thai textile
industry is high material cost. Spinming-weaving firms complain
high fiber cost compared with international competitive prices.
Clothing manufacturers voint out that competitiveness of their
garment export is. eroded by high fabric prices. Fiber p:oducers
havé.bgen suffering frqm‘excess capacity and high cost. They are
curréntly_protected by 20 percent import tariff plus 30 percent

. imp§r£ surcharge. Bu;.their products are also subject to price
control by the govermment., Spinners and weavers are highly protected
as is_§hoyn in Table 7, which iszconsistent with the léading role
playéd.by Thgi Textile Manufacturering Association in Thailand.

Domestic price of fabrics is raised under protection, and the high
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price reduces export competitiveness of garment production using
domestic fabrics. Since import duties are refunded on material
input into the production of clothing for export, the protection

on spinning and weaving tend to encourage the use of imported fabrics.

Another problem on the tax structure of textile products
ie the collection of business tax wherever therelis a turnover. This
system of business tax tends to benefit those textile producers.
which have every stage of production integrated in the same company.
Small-scale weavers and garment producers which have to buy_yarn
and fabrics from larger textile firms are at a disadvantage for the

higher cost on their input,

Garment exports have expanded most rapidly recently and
it br:ngs about greater value added than fabrlc export. However,
under the present structure of protectlon the promot1on of garment
export tends to encourage the 1mported fabrics and to change “hailand
to proce551ng factory without any eontrxbutlon to the development
of other stages of textlle 1ndustry. It is an important task for
the Thai government to rearrange the structure of protectlon toward
the full expansion of textile exports from Thailand.

..(3) Impact of Expoft Quota Distrioution'

C e o

The quota distribution system:based‘on~ppspjgxport perfor-

mance {see Appendis B) is seen to have-?ts‘meritswas‘encouraging

existing exporters to try to export the amount not less than the
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amount exported in the previous year. And active exporters can
obtain additional export quotas from the extra amount obtained from
governmental negotiations, and thérqubta§ returned by other firms,
If they can export according to the quotas allocated, the amount

of export quotas will be enlarged in the following year according
to the actual export in this year, plus whatever addifion they may

get.

~ Since selling in the domestic market is usually more
profitable, a few lafge textile firms tend to treat export market
as a residual to dispose surpluses in the domestic market sales.
‘Their export amount will be substantially reduced in the year when
domestic demand is good; In this way, they lose a substantial
amount of tbgir export guofa; in ;he following year. Unless they
can export fo‘markets ﬁithqqf quofa restrictions, eiﬁort amount
V;annot bé‘increasedrin théiyear>qf siack dopestié demand. .Most of
the la;ggrtextile equrte;s; héwever, ﬁre keén to capture additional
export quotas, and gifew qf them‘havg_been very su;cessful to in

increasing their sales to the restricted markets.

The -quota distribution system 'is 'seen by kany small exporters
as unfair treatment to exporters who do not have large export amounf in
the past year, It élso discriminates against new exporters who have
never exported anything to the restricted markets. A number of small

and medium-scale garment producers complained about the inattention
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of the government officers in charge of quota distribution to small
exporters. Even though the new exporters could geirsome quota alloca-
tion whenever there are any unused quotas at the end of each allocation
period, the amount is usually véry small. And many of them are not
informed when the returned quotas will be distributed. Their suggestion
to the quota distribution scheme is, fherefore,';he specific ailocation
of certain amount of quotas to new exporters (possibly the extra amount
of qﬁota obtained by government negotiations each year and the returnéd
quotas at the end of the allocation period), or putting new exporters on

the priority in distributing the unused quotas.
{4) Recommendations for Improvement

In view of the above-mentioned government policy measures,
several suggestions have been made by the firms under survey. They

are summarized as follow:

1} The textile industry comprises of several stages of
production. ‘All stages are interrelated. The gove}nment should
have an overall policy for textiles by aiming at fQStering the long-
run growth of the industry. Over protection on certain stages of
textile production should be aveided since this will tend to.retard the

growth potential for the higher stage of fabrication.

~2) A few textile firms, while appreciate the present incén-

tive measures, suggest that more incentives should be given to textile

~
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exporter:. In particular, the s«tting up of financial institutions:

to provide long-term credits to exporters is recommended,

3) Co-ordination among governmental agencies dealing:
with export promotion éhOuld te strengthened. Private firms shéﬁld
be allowed to participate in expoft‘planhing.‘ Frequent coﬁsultation
- between government officers and private entrepreneurs is needed for
the government to better understand the problems and needs of the
private Sector and the efficiency of exﬁort promotional measureg‘

can be improved as a result.

4) Procedures.of appiying incentive measures should be
streamlined, In particular, tax refunds shéﬁld be speeded up, The
change of the tax rebate scheme to direct subsidy based on export value
vill be helpful. If_glso has an additional advantage of reducing the

incentives for use of imported materials,

5) The government should provide infra-structure for export
expansion such as improvement of part facilities, and help make increase
of sh%pping,service from Bangkok. The establishment of export processing
zone will be helpful for promotion of textile exports, particularly

garments,

6) The Export Servicé'c:enter has been helpful in providing
market information to exporters, Eut the scale of operation is much
too small. Thai commercial attrache in foreign countries should be
more active in prwiding marketing information to exporters, Trade

missions to importing countries should also include reprisentatives
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from the private sector,

-7} Government agencies such as the Textile Division of
the Ministry of:Industry should stand ready to provide technical
assistance to textile producers, particularly on the areas of product
improfement and quality control to small scale textile and garment
- exporters. Attempts should also be paid to the development of

material input supplies to the textile industry. For example, .

 advices to domestic cotton growers regarding improved cultivation

method, pest control, and market information will be helpful to

increase the supply of cotton and reduce the material cost for

- cotton textiles.

8) The system for distribution of quota to restricted
markets should be revised to allocate some qﬁotas to new exporters.
Government officials dealing with quota distribution should pay
‘more attention to small exporters, and should be able tojadvice
new-exporters regarding procedures of applying for quotas. The -
government should try to negotiate for additional quota on those

textile items Thai textile producers are able to supply.
(5) Future Prospect for the Thai Textile Industry

Even though domestic demand for textile products has grown
fast during the past two decades, most textile entrepreneurs believe

that growth of domestic demand will not be as high in the future.
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There are actually two estimates, optimistic and pessimistic ones.
The size of domestic market with 45 million population and firmly
rooted demand from border countries are cited as reasons for the
optimistic estimate, while slow giowth of consumption pér capita

in recent years is indicated as evidence for the pessimistic esti-
mate, 'Rising inflation and lack of real purchasing power of the
Thai people are among the main constraints to the growth of domestic
demand in the near future. Textile products are generally incomg
elastic, The growth of domestic demand in the long—run depends much
on the expansion of‘the economy and the growth of income of the
consumers., Domestic demand will gfow'in the long-run. But sinﬁe
the rate of economic growth of the Thai écdnomy'is expected to slow
down somewhat in the 1980's, domestic demand for textile products

may not grow as fast as was experienced in the past decades.

1f domestic demand is not exﬁected to grow‘af a high rate.

the Ibng-run growth of the Thai textile industry will have to depend
on the.foreign demand. Thailand.has beenléuccessful in expanding

‘her té*tile exports thus far. Wﬁéther this'growth'trend'will continue
depends on the international competitiveness of the Thai textile
products which, in turn, depends on a number of factors both internal
and external. As pointed out earlier, comparative advantage depends

on the cost and availability of raw materials, labor cost and producti-
vity ;:and the level of technology. While the Théi textile industry

in general seems to have'comparative advantage over the same industry



-87-

in many countries, international competitiveness differ between
products. Producers of”P/R and filament fabrics do not see good
prosééé; fof‘their.technical competence and mainly oriented for
domeatic market and border trade. Production of cotton and P/C

are regarded‘as competitive in the world market at present. Modern
machinery and equipment, increasing but still low level of labor
cost, and quality improvement in recent years tend to Offset high
material cost. Technical co-operation will be available from Japan
sometime in order to absorb new technology and new materials.
Garmént prqducers believe that they are in an advantageous position
as compared to their major rivals in Hong Kong, Taiwan, and South
Korea because of the lower labor cost in Thailand, and the quota
allocation from developed countries which tend to limit exports
from these rival countries. Some garment producers, however, foresee
the difficulty in expanding garment exports to restricted markets

in the near future due to quota limitation.

A geriqus problem facing Thai textile producers in the
nearhfutufe is the soaring cost of raw ﬁaterials. With the increase
in the price of‘peproleum products, the cost of synthetic fiber
incréaégd ;remendously in recent years. Thailand is handicapped
by léck of petroleum resources and not having a petrochemical industry.
Thelcompetitiveness of synthetic textiles will be reduced in the future,

unless the technology and productivity of fiber production as well as
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spinning-weaving of synthetic fabrics can be improved.

Quota restricfion by im?orting countries represent another
constraint to export growth of Thai.téxtile products;. As pointed
out earlier,'the quota sfstem have so far favoured export fromw
Thailand by constraing exports from Korea and other NICs and fe-
serving a market share and favourable price for Tﬁ#i products, On
the contrary, it is pointed out that it is difficult for Thai firms
to penetrate into Japanese market, bécause,réithough without quota
restriction, complicated channéls of domestic distribution barred
imports to reach Japanese consumers, A number of Thai textile
exporters, however, start to feel the constraint of quota restrictions
on their export expansion and believeithat the quota problem will

become more serious in the future.

Quota restriction may not be a serious constraint to the
Thai textile exports if textile exporters in Thailand are keen
enough to leook for new markets which are not subject to quota
restriction, and also gradually diversify their production to those
products not subject to quota. Middle East and ASEAN marketé havé
shown good potential for absorping Thai textile produbts in recent
years. Exports to other Asian countries have also increased much.
Singapore, Malaysia, Hong Kong, and Saudi Arabia were aﬁong the
major importers of synthetic fabrics in the last two years. Cofton

fabric exports to Hong Xong, Singépbre, and Malaysia have also in-
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creased much in recent years. As for garments, the number of importing
countries of Thai garments have increased in receﬁt‘years; and garment
exports to the Middle East, ASEAN - and other Asian countries all show
very high growth rates. It is thus a good sign to see that while-fhé‘
United States and EEC are still Thailand's major cusfomers, the markets

for ‘the Thai textiles have been increasingly diversified.

Thailand is at present still a small exporter of textile
products compared to other NICS:M Whether the country could become
one of the world's textilg major exporters depend‘much oplthe efforts
madg by textile exporters as well as the Thai governmeﬂt to overcome
various difficulties confronted in their textile export trade and
strengthen the competitiveness pf the Thai textile prﬁducts. .bur
1nterv1ew survey reveals a number of obstacles which tend to retard
the export potential of Thai textlle products. These 1nc1ude the
lack of‘infrastxuctural,faci}i;ies and the inefficiency qf goyernment
officials dealing with tgxtilerexports. kaw matexigls imported have
to‘ppldelayed because offdeléyed shipment and long #ime spent in
custpms clearance; new equ?fers cannot sell to restricted markets
because no quota has been ailocated to them; rebates on imporéeé
duties take a long time and thus incurring additionél cost to e%porters,
and so on. These are all "institutional" obstacles hind;ring the
country's export expansion, The removal of these obstacles is within
the reach of the Thai government . Improvement in the part of the

government can help to reduce the operating cost of the exporting
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firms and hence help to improve the competitiveness of Thai textile

products in the international market,

(VII) Import Substitution, Export Expansion and Product Cycie

of Textile Development: Some Concluding Remarks.

The Thai textile industry has gone through the stage of
import substitution and started to emerge into the period of export
expansion;lmport substitution of.modern textile industry in Thailand
started féom around 1960 when the government actively began to protect
.the industry. Import restrictions combined with the official invest-
ment induced foreign as well as Thai investors to start up domestic
produéfidn in textiles. The foreign invéstment which mostly came
from Japaﬁrreflected the desire of the foreign manufacturers who
had hiterto exﬁorte& textiles to Thailand ﬁo'protect their sharé‘of
the market. Local entrepreneurs who are importers and distributors
of textiles joined the Japanese to form joint ventureé in the in-
dustry. Thus import substitut{oh was achieved:through trade res-
triction and foreign inveétmeﬁé‘participation. Domestic production
of textile goods expanded treﬁendously but there seem to be no sig-
nificant cost reduction in textile products throughout the period

of import substitution.

Export expansion of the Thai textile industry started in
the early 1970s. Several factors contributed to emergence of export

sales in textiles. The desire of textile firms to .sent their surplus
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into foreign markets, the subsidy given by the govefnment on export
sales, and, more importantly,ithe efforts made by individual firms

in penetrating into the intefﬁéfional market. Although the irput
situations in Thailand tend to favor the expansioﬁ of the textile
industry,'éibdrtiﬂg firms incurred much loss in fhéir‘export sales

in the beginning. It is oﬁly affér exportétioh of textile gbods

has started for some time and exporting fimms have made some improve-
‘ment on their porducfion and management that steady export'expansioﬂ

became possible,

Compared to Thailand, Japan has developed her textile
industry in a much earlier period, The Japanese development experience
of textiles from import to import substitution and then export expansion

have also been seen in the process of Thai textile development.

The process of development of textile industry differs

between Thailand and Japan in that import substitution in Thailand

was ﬁade possibléﬂthrougﬁ pfdtectioﬁ while the Japanese case import
substitution was échieﬁééﬁkhrbugh cost reductibn. Ekport expansion
was a natural consequeﬁéezdf increased compe£itiveness of the Japanese
textile products. In the case of Thailaﬁ&,'exportation of textile
products was‘initiatedﬁwifh”déSiré"to;dispose’domestic surplus and
incentive measures provi ed bylfhé éovernment. Import substitution
through protection in Thailand thus tend to contrain the poféhtial

‘for cost reduction. It is only after several improvements have been

made by exporting firms that textile exports become profitable.
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Our firm-level survey on major textile producers in
Thailand reveal that some business characteristics together with
the behavior of individual firms determine the export performance
of the firm. Foreign ownership and management participation are
not necessarily indispensable for successful export expansion.
There are also some locally owned firms which are performing very
well in their export business. The export performance of the firm
is more influenced by the type of products manufactured and exported,
the efforts made by the management to improve competitiveness
through a change in the system of production and management, and
establishment of a secured exﬁort marketiﬁg channel. Underlying
the efforts made on export sales is the firm's determination to
launch its products into the international ﬁarket. Since domestic
sales are usuélly more profitable in the short urn and quality
requirement is not as strict as export sales; a_number of firms
tend to see export sales as a residual in order to vent their
.domestic surplus. These local market oriented firms tend to lose
~out in their export business, It is those firms which set high
. priority on their export sales that are gaining ground in their
export shares., It is interesting to note that among Thai textile
firms, those with family - style management often concentrate on
domestic sales, while those firms with relatively highly educated
entrepreneurs and modern management system tend to have a longer

.run view on the industry and emphasize the need for export expansion.
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In the case of Japan, hoyever, there was not much foro;gn
participation in the process of industrial development, while in   77
Thailand's case, direct foreign investment has played an important :
role both during the period of import substitution and export ex-
pansion, The involvement of fo}eign firmé.iﬁ‘fhe process of indus-
trial development.has been a common phenomenon in a number. of
developing economies in the postwar period. Participation of foreign
firms help to quicken the page of devefopment in a number of industries,
since there exists a wide technological gap between LDCs and advanced
industrial countries, and the participation of foreign firms enable
utilization of accumulated knowledge possessed by the foreigners.
Excessive:reliance on foreign investment, however, tend to create
many side effects which are not desirable for the.long-run,economic .
progress of the host country, The Japanese experience on import:,
of foreign technology while maintaining the control of business
by indigenous entrepreneurs. are 6ften cited as a good example of
"technology borrowing" for successful industrial development.

Whether the Japanese experience can be duplicated in contemporary
LDCs is doubtful. Transnational firms may prefer direct investment.
as compared to se111ng of know-how. Competition among LDCs in
attracting forelgn 1nvestment nowadays is much more severe. Techno-
logical gap 15 wider and communlcatlon between sub51dlar1es and the
parent company of transnat10na1 f1rms is much easier. However, 1t

is not impossible for neople in LDCs to gradually learn the techno-'”

P _
logy from foreign firms and erode the monopoly of the forelgners._
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Technological absorption will be easier in technologically standardized
industry like textiles. The activeness of local entrepreneurs in
learning advanced technology is undoubtedly an importaht determinant

of successful technological transfer.

The process of development of modern textile industry
in Thailand since 1960 has been characterized by gradual increase
of local producers' share of ownership and management. It is

interesting to note that in the case of joint ventures iriThai

textile industry, it is those firms with active logal intrepreneurs
who have tried hard to learn technology and reduced management
control by their foreign partners which are successful in growth
and export performance. It is undeniable that experiences and
existing channels in export marketing of foreign paricipants in
joint ventures can be very hilpful for export expansion. But in
the case of Thai textile industry, the dominance of Japanese GICs
on textile export trade will also gradually be reduced through
active finding of overseas marketing channels of Thai textile

manufacturers and trading firms.

Both the ﬁgﬁﬁnese and-tﬁe Thai experiences in the develop-
ment of textile in&u§fry fit weil with the ''catching-up product
cycle' model, although as we have réspectedly pointed out, the
underlying situations are somewﬂat different. Thailand is now a

"catching-up” country in textile exports. But what implied in the
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product cycle model is that the world is not stagnant but is changing
quickly. England lost comparatlve advantage 1n text11es to Japan,

and Japan and other developed countries and later the newly indus-
trlallzed nations suffer1ng from hlgh wages and materlal costs have
to give way to certain newcomers on textlle trade, while the NICs

are str1v1ng hard to move toward more sophlst1cated textile goods.

Thalland is now enjoylng compet1t1veness in certain low-quality textile

1tems. But with wage rate and.;mported material costs rising quickly,
the.cempafative-advantage‘of these simple textile goods will soon
disappear. In therfuture, otﬂer lowerfeost country like China, Sri
Lanka, and Indonesia will increase tﬁeif share in the world textile
trade. Competitiveness is, nevertheless, not solely determined by
material and labor costs, but also on technology and productivity.

In export trade, marketing channel is also an important factor for
success. If Thai textile entrepreneurs could try to improve their
productivity and gradually diversify their products to higher quality
goods, and at the same time try to find new market outlets for the
products, the period of high export growth will be prolonged.
Successful export expansion requires quick adjustment to changing

international market environments. In this regard, a careful study

of demand and supply situations is called for.

As for the role of the government, we have seen that in
the case of Thai textiles, incentive measures provided by the govern-

ment are important stimulators both to import substitution and export

nt
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expansion. But heavy incentives alone are not enough for successful
export éxpansion; As a matter of‘féct, wﬁeﬁ cost reduction is
realized and export expansion gets‘underway, export subsidy is
redundant and should gfadually be reducé&ir On the other hand,

theré are a number of "diéincentives; for exporting such as
inadequate infrastructufes, réd tape onmexport procedures, and
inefficiencies of government officiéls. The improvement in the
partlaf éovernment to reduce all thése oBtaclé;_will surely help

TG '
the process of export expansion.

3



Footnbtes

"Phasin" is the fabric for locally-worn ''Sarong,' ""Phakaoma"

is the Thai-style towel - a type of cotton fabric, and 'Phadam"
is a type of cloth usually dyed in black color and worn by
peasants. R

Mingsan Santlkarn, Technolqu_Transfer A Case Study, Ph D.
The51s, Australian National Unlver51ty, i977, Chapter 8.

The "catching up product cycle'" model describes 1ndustr1a1
development of developing countries in the stages of 1mpor-
tation, 1mport substitution, and export expansion and various
other stages. ' See Kaname A, Kamatsu, "A Histérical Pattern
of Economic Grdwth 'in Developing Countries,"  The® DeVeloplng
Economies, Tokyo, March-August 1962, and Kiyoshi Kojima,
"Reorganization of North-South Trades' Japan Economi¢ Policy
for the 1970's," Hitotsubashi Journal of Economicy, Fébruary
1973.  For a study on Thai textile industry based on this model,
sée Supee Teravaninthorn, Industry Development and Foreign
Trade: A Case Study of Thai Textile Industry, M.A. Thesis,
Faculty of Economics, Thammasat University, December, 1978.

Mingsan Santikarn, op.cit., p. 196, For a more detailed
description of the development of Thai textile industry. See
Mingsan Santikarn, op.cit., Chapter 7, Supee Teravaninthorn,
op.cit., Chapter 2, and Bundit Silawatshananai, sttematic”
Analysis of the Textlle Industry in THailand, with Emphasis
on Its Structure and Performance, 196T+1§7‘ M.A, T Thesis,

- Asian Institute of Technology, August 1974, Chapter 2. Descrip-

tion of situations of the textile industry before 1950 can be
found in James C. Ingram, Economic Change in Thailand: 1850~

11970, Oxford University Press, 1971, Chapter 6.

James C. Ingram, Ibid., p. 121,

Mingsan Santikarn, op.cit., p. 199.

The incentives given have been revised from time to time following
the revision of the investment promotion law in 1962, 1968, 1972,

and 1977,

In Thailand, textile products have sometimes been smuggled to
neighbouring countries. The consumption figures thus include
border trade, which according to some textile producers, could
be as high as 20-23 percent of the domestic consumption during
late 1960's and early 1970s. The amount of border trade has
been significantly reduced since 1974,
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As will be described later, diffe-ent textile products tend
to have different degrees of competitiveness or comparative
cost advantage which is, in turn, determined by varlous factors
underlying the comparative advantage. :

For technology transfer in the Thai textile industry, see
Mingsan Santikarn, op.cit., and Hikoji Katano, Masaru Saito,

and Eiji Ogawa, Technology Transfer in Joint Ventures in

Thailand: A Case Study of Textile Industry, The Economic
Co-operation Centre for the Asian and Pacific Region, Bangkok,
Study No. 19, June 1976,

The terminology of family-style as against modern style manage-
ment may be disputable. But in Thailand, where business owner-
ship usually confined to family circle even in very big companies,
the controlling power of the company is usually centralized and
decision is made mainly by ohe or ‘a few person. This is what

we mean by family style management. On the ogher hand, in

other business firms, there may be owned by only one family and

 some family members occupled 1mportant positions in the firms,

but management duties are more clearly specified and there are
more. obvious division of labour. Usually severai departments
are set up to: facilitate the management control, Thls is what
we call the modern management style. b

These people were migrated from China some 30-40 years ago.
They were mostly from peasant family. However, some of these

. people soon became able entrepreneurs in business. -But the

anti-chinese sentiment of the Thai government during the decade
following the second workd war tended to discourage their par-
ticipation in manufacturing and confined their business in
commerce. It is the change in government policy during the late

1950s that these pedple became actively engaged in manufacturing
act1v1t1es

L
L



Appendix A,

Present Export Incentives to Textile Products

At present; there are at least 3 ministries and 2 govern-
mental agencies in charge of giving assistances to the textile
industry. They are the Ministry of Industry (MOI), the Ministry
of Finance (MOF), the Ministry of Commerce (MOC), the Board of

Investment (BOI), and the Bank of Thailand (B.0.T.).

The Ministry of Industry, through its Textile Industry
Division under the Department of Industrial Promotion, provided

technical services, including technical consultency, demonstrations

of new design and better quality control. A Textile Policy Committee
consisting representatives from various govermmental and private
-agencies was set up to give advices to the Textile Industry Division
andlothef governmental offices on their activities concerning the
textile industry. The Ministfy of Industry is also in charge of
permission of establishment of new textile piants, and prohibition
of new establishments and expansion of existing production capacity
whenever the MOl considefgjthere is a necessity. The Ministry of
Finance, through its Department of Customs and Fiscal Policy Qffice,
is in charge of giving a tariff protection to domestic textile
producers, and giving refunds‘of duties and taxes on textile exports.
The Ministry of Commerce hgips in seeking new foreign markets and

negotiating for more import quotas in established markets with quan-

titative restrictions. The Board of Investment gives promotional
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previleges to textile firms, and the Bank of Thailand gives financial
support in terms of providing rediscount facilities with preferential

interest rates to textile exporters.

At present, the major incentives to textile exporters
include the official investment promotion program, the tax refund
system, and the financial assistance by the Bank of Thailand and
other financial institutions te exporters. These incentives will

be briefly summarized in the following:

a, Promotional Previleges from the BOI

The BOI gives various incentives to private investment
under the investment promotion law., Most textile products are now
not covered in,thg investment promotion list. But those textile firms
promoted previously and of which period have not been expired are

still enjoying the promotional previleges.

Manufacturing firms under promotion are exempted from
import duties and business taxes on machinery and equipment used
in the promoted activities, and exemption from corporate income

taxes for a period ranging from 2 to 8 years. Promoted firms with

¢
/s

export activities were in addition granted the following incentives.

1) exemption of both import duties and business taxes on
imported raw materials used in the production for export. If the raw

materials are procured in Thailand, the business taxes will be exempted.
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Items which are re-exported are also exempted from import duties
and business taxes.
2} ekemption of export duties and businés; taxes on expo?ts.
3) permission to deduct from assessable income for paymeé;
_ of corporate income tax an amount édual to 5% of the increased income

derived from export sales over those of the previous year.

According to the gonditions set by the BOI in 1973, textile
firms eligible for official promotion were those with not less than-
65 percent of the production exported. However, the special incentives
ﬁiven_tq promoted textile firms engaged in exporting:are not so signit
ficant over the non promoted firms which are also given various forms
of incentives for exporting. 1In Tﬁailgnd, most manufactured exports
including textile products are not subject to expart'duty and
business taxes. The exemption of import duties and business t?xes
on raw ma?grials,has also been extended to non-promoted manufaéturing
firms, The only differences of governmental assistances to textile -
firms engaged in exporting between promoted and non-promoted firms
are only_the deduction of é small fraction of increased éxPorf“incqmé
in calculation of income base for the payment of income tax. ' The
difference in incentives are thus not quantitatively so significant.
The most significant advantages for the textile firms under official
promotion appear to be the regular promotional previleges of exemption
of import duties and business faxes on capital gbo&s and the income

tax holiday (mostly for a period of 5 years).

ey
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b. Tax Rebates

For producers and exporters not under the BOI promotion,
there are also gxemptions from import duties, business taxes, and
minnicipal taxes on imported materials, Since December 1972, all
taxes on imported materials have been returned to exporters after
the products are proved to be actually exported within one year,

The refund can either be claimed at the Customs Department or from
the Fiscal Policy Office. However, import duiy rebates from the

" Customs Department are estimated according to import prices, while
the tax refund through the Fiscal Policy Office is fixed at specified
“rate. For import duty and tax rebates, the exporters or producers
once exported must show evidence of exportatidh and the actual utili-
zation of imported inputs. Usually, the authority will set a pro-w'
duction formula for each commodity for calculation of the amount

of exemptions. But if actually less importedgmaterials aré used
than the formula, only taxes on raw materials actually used are
refunded. . " The tax refunds are also made for taxes paid on
domestically produced inputs used for the production of exports.

The refunds are paid in the form of tax coupons which could be used
for paying taxes within 3 years. (This is generally referred to

as tax credit).

Textile products appear to be the export group which have

received the largest tax refunds both from the Customs Department
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~and from the Fiscal Policy Offices. In 1977, all textile products
including thread and farn, textile fabrics, clothing, and other
textiles article 6btained the tax refunds of.117.6 million baht
from the Customs Department, which accounted for 71.7 percent of
the total amount of refunds for all exported items. From the
Fiscal Policy Office, the tax refunds of textile producgg for 1977
was 67.8 miliion baht which 61.7 percent of the total amount ﬁf
refunds from the FPO. Thus the refunds obtained by textile products
altogéther accounted for 67.7 percent of the total refunds for all
manufa;tured exports in 1977. The amount of tax refunds of textile
products increased significantly from 1975 to 1977. We can thus ,
§gy'that the tax rebate scheme offers much incentives to textile

" exporters.

¢. Liscount Facilities

The Bank of Thailand provides rediscount facilitie$
to commercial banks at the rate of 5% for promissory notes for which

commercial banks charge their costomers 7 percent in discounting

export commercizl bills up to 90% of the export value. The credits
‘given mostly short term (mostly not exceeding 3 months). This is
sometimes referred to as packing loans. Excluding agricultural
goods and some agro-based manufacpuring activities, producers cf

textile products appear to be major beneficiaries of the rediscount
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facilities among manﬁfacturers. The Industrial Finance Corporation
of Thailand tIFCT), a private institution providing loans to rela-
tively lapge‘industrial enterprises, has also given high prioritf
in granting loans to export industries, and textiles products re-
ceived a significant percentage of loans from the IFCT during the

1970's.

d. Subsidy on Electricity Cost

Besides the 3 major incentives mentioned above, there

are other incentives to exporters which are not quantitatively

'significant. One of these incentives is the subsidy on electricity

¥

bill. Pfoducers of exports‘can claim for a reduction in the cost
of electricity used in the production. The reduction rate is 3.33%.
The electricity rebates are. relatively more important for fibre
producers. Since electricitf costs ﬁre important as compared to
fabric and garment prodﬁcers. But exporfs of fibre are not signi-
ficant in Thailand. - Garment exporters have not benefitted much
from this incentive measure, since electricity cost have been very

smzll in their total cost,



Tax Refunds through Customs Department to Export Msnufacturers by Type of Products, 1975, 1977

Table A-1-

7
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(Thousand Baht)

1977

1875
Tndnstries - - ——— : ' :
Import Business Municipal . Import Business Munic@pal :
Duties Tax Tax Total Duties Tax Tax Total
Processed Food {19.44%) 33,148.76 3;220.56 322,06 36,691.38 3,748.60 386.78 38.68 4,174.01
C Cereal products 27,919,8% 2,157.44 215.75 30,293.04 11.15 0.85 0.08 12.08
Canned food 5,069.52 1,048.65 104.87 6,223,.04 1,703.21  201.63 20,18 1,925.02
Other food produccs 159.39 14.47 1.44 175.30 797.58 65.49 6.54 869.62
Tz Tapioca Products - - - - 1,236.65 118.76 18,88 1,867.29
Beverage § Tobacco (0.04%) 69.66 - - 69.66 149.23 13,37 1.34 163.94
Tobacco leurs 69.66 - - 69,66 149,23 13,37 1.34 163.94
Construction Materials (0.01%) 17.81 1.88 0.18 19,87 7,619.58 527,31 " 52,73 8,199.62
Cement 17.81 1.88 - 0.18 19.87 7,619,558 527,31 52.73 8,199.62
Intermediate Products I(5.44%)  8,437.47  1,666.21 166.62  10,270.30  17,709.54 3,613.08 361.08 21,683.91
Thread § Yarn 6,175.81 937,99 93,80 7,207.60 13,454.88 2,590.92 259,08 16,304.88
Plywood § laminaces 670.1 141,61 14,16 825.87 764.00 161.84 16.19 942,03
Petroleum prodvcts 28.32 2.04 0.20 30.56 3,281.66 619,10 © 61,90 3,962.66
Glass § glass yroducts 133.00 34.48 3.45 170.93 58.94 16.70 1,67 77.31
Iron § steel basic product 1,425.43 -534.57 53.46 2,013.46 150.06 224.52 22.45 397.03
NonNon-ferrous metal 4.81 15.52 1.55 21.88 - - - -
Chemical materizls - - - - - - - -
Intermediate Products II(19.10%) 28,718.37 6,742.09 674.22 36,134.68 26,421.80“’6,639.54" 604.01 33,065.65
Textile fabrics 25,978.23 5,723.27 572.83 32,279.32 25,744.45 5,642.99 564.31 31,961.75 -
Paper§ paper prcducts 254,19 124,62 12.46 391.27 - - - -
Rubber § rubber products 01,311.69 141,70 14.17 1,467.56 229.78 16.35 sé.gg _ggg.z;
Metal products 1,172.01 743.93 74.40 1,990.34 447 .57 380.50 . -.
Chemical products 2.25 3.57 0.36 6.18 - - ~ :
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) 1975 1977
Industries = = = @ sem e e e e e e e e e e e e e e e e
Import Business Municipal Total Import Business Municipla Total
Duties Tax oo Tax Duties Tax Tax
Consumer Non-durables(52.77%) 83.711.93 16,189.67 1,618.95 101,502.55 75,878.52 12,884.70 1,288.47  90,051.69
Clothing 57,813,75 12,501.94 1,250,20 71,565.89 51,446.6 8,780.62 878.07 61,105.29
Textile articles 2,129.96 612.0 . 61,2° 797.16 6,763.3 1,322.45 132,23 8,217.98
Plastic products 19,275.76 1,849.17 184.91 21,309.84 2,669,.41 445.43 44 .55 3,159.44
Leather products 743.93 188.76 . 18.87 951,56 533.07 71.07 7.11 611.25
Soaps § detergents 1.28 0.90 0.09 1.37 - - - -
Optical goods 597.50 167.89 16.78 - 782.19 5.43 0.68 0.07 6.20
Missellaneous mfgs. 3,155.75 869.01 86.9 4,111,66 6,111.38 990.29 99.03 7,200.70
Pharmaceuticals - - - - - 8,349.31 1,274,11 127.41 9,750.83
Consumer Durables § Machniery
(3.20%) 2,542.62 1,312.79 185.58 6,030.60 4,605.36 1,958.26 195.81 6,762.43
Households Electri Appliances 541.64 500.97 50.10 1,092.71 463.98 138.15 13.31 615.94
Calculators 333.36 141.18 14.12 488.66 - - - -
Wood products 317,08 88.57 3.86 414.51 519.01 113.14 11.31 643.46
Watch § clock. 1,350.54 582.07 58.21 1,990.82 3,386.58 1,624.09 162.41 5,173.08
Electrical Apparatus - - - - 223.67 77.08 7.70 21,50
Glass - - - - 15.12 5.80 0.58 21,50
Total 156,646.62 29,133.20 2,913.33 188,697.15 136,135.63 25,423.29 2,542.33 164,101.25

L e L A —h A L L A W N AR AN EE M A g S A R MR S e R M e = e o A e e S B e e e e S A A e AN R AN A S S T A S N S NS A A A S R A RS A S S S e WS A AN e e A G Me N S A A6 SR G e S W SR S e e M W e w e e

Source :

Custons Department
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Table A-2

Rates of tax refunds through
the Fiscal Policy Office for exports, 1977

3 1
Commodities Unit ;z;; i:te Regular
Processed Feod
Condensed Milk. B/case 11.31 2.11
‘ (48 cans) 12
Butter B/case 12,83 0.66
{48 units)
Canning § preserving of
fruit § vegetable B/case 1.86 1.96
Wheat flour B/ton 25.50 25.50
Wheat bran B/ton '7.70 7.70
Purified maize oil B/ton 1,379.42 31.20
Cereal product {Instant
noodel) " B/ton 1,219.0 95,60
Beverage and Tobacco
Cigars B/case _
{(100,000untis) 129.31 3.21
Construction Materials
Mixed concrete B/ton 18.08 18.08
Reinforced concrete product JB/ton 72.48 22.53
Gypsum board B/ton 152.04 6.08
Sanitary wares B/kg. 0.55 0.25
Structural clay product B/ton 298.9 51.35
Non-metallic mineral
product B/ton 111.54 50.13
Intermediate Product I
Coconut fibre B/ton 74,86 65.50
Synthetic resins plastic
materials B/kg. 2,24 0.20
Glass sheet . B/ton 200,47 87.27
Optical glass’ B/12 pairs 9.49 0.16
Glutamic acid B/ton 449.13 353.90
Monosodium glutamate B/ton 571.20 374,30
Sodium la uryl sulphate B/ton 3,442,.84 200.10
Alkyl aryl sulphonate B/ton 354.21 . 33.66
P1ywood B/ton 75.28 75.28
Thread and yarn
- cotton B/kg. 0.39 0.39
- polyester B/kg. 1.0 0.39
- Tayon . . B/kg. 5.66 0.39
- nylon o B/kg. 1.23 2.50
Pig iron B/ton 147.47 126.70
Iron rods ¥/ton 170.81 56.73
Aluminum blanks B/ton 553.05 189.90

Aluminum rods and bars B/ton 356.45 122.50



-108-
Table A-2 continued

Commodities Unit Full re-1  Regular
fund rate Rate
Intermediate Products II
Woven fabrics
- cotton B/xg. 2,77 1.7
- polyester B/kg. 3.38 1.7
- rayon B/kg. 8.04 1.7
- nylon B/kg. 2.20 1.4
Gunny bags B/ton 70.46 23.76
Pulp. paper and paper
product B/ton 203,87 72,12
Vulcanized rubber B/ton 415,15 240,17
- Basic industrial chemicals B/ton 1,453.75 37.92
Rubber tires and t&bes
- promoted firm
exemption from import duties #/kg. 0.09 0.09
reduction of import duties B/kg. 1.14 0.09
- non promoted firm B/kg. 1.67 0.09
Rubber tires and tubes :
-promoted firm (reduction) B/kg. 0.90 0.06
- non promoted firm B/kg. 1.32 0.06
_Rubber tires and tubes B/kg. 0.62 0.05
Camel back and cement thereof
- -~ promoted firm
exemption from import duties B/100 kg. 7.73 7.73
reduction of import duties =~ E/100 kg. 34.04 7.73
- non promoted firm E/100 kg. 47.34 7.73
Vinyl floor tile
- promoted firm (reduction) B/kg. 0.75 0.05
- non promoted firm B/kg. 1.12 0.05
Plastic sheet B/ton 1,894,35 108.21
Plastic product E/ton 5,997.77 266.0
Metal product
- promoted firm (reduction) E/ton 482.35 65.67
non pronoted firm B/ton 695 .35 65.67
Fab metal except machinery B/ton 522,78 128.43
Consumer Non-durable
Garments _ B/kg. 9,74 -
- Leather product B/12 pairs 6.54 0.06
Footwear E/100,000
' airs 449,
Plastic button P o 17.32
- promoted firm (reduction) B/100 kg. 498,20 52.41
- non promoted firm B/100 kg. 725.68 52.41
Plastic bottles B/100
. bottles 41, .
Knitting mills (outerwear) B/12 pairs 3.?3 3,35
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Commodities Unit Full re- ! Regular
fund rate Rate
Consumer Durables § Machinery
Refrigerator B/100 bottles 346.30 46.00
Telephone ‘ B/100 units 3,258.00 34.40
Electric and houseware B/million units 51,890.50 171.45
Motorcycle and bicycle B/ton 678.65 111,00
Flashlight battery B/1,000 units 77.13 5.83
Machinery
Other non-electric ,
machine & ‘'equipment B/units 346.30 46.00
Equipment
Telephene cable B/ton 5,373.67 150,25
Motor vehicle
~ promoted firm (reduction) E/100 units 849.34 56.64
- non promoted firm B/100 units 1,360.15 56.64

Revenue Department.

Column {(a) - Full rate, used in case exporters have not used the

reduction and refunding through the department of customs and

Colunn (b) - Regular rate, used in case exporters have used the
reduction and refunding through the Customs Department and Revenue

Department,

The following taxes are not included in the refund rates:
1} Tariffs on machinery and equipment.
2) business taxes paid by exporters in case exporters are not

manufacturers.

Exporters who paid those taxes may apply for their refund in
addition to the stated refund rates.

"Promoted firm" means those producers who benefit from the reduction

of duties on imported inputs, as specified by the Investment Promotion

Act.

Plastic products: rate is the average of the rates of plastic glue,
polyethylyne products, poly-vinyl chloride tubes and pipes.
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Table A-3

Tax Refunds Through Customs Department to Export

Manufacturers by Type of Product, 1976-1978

{Thousand Baht)

1976 1977 1678
Processed Food §,211.5 12,102.5 18,673.6
1, Dairy feod 2,796,8 2,991.8 3,750.5
2, Cereal products 219.4 156.1 148.2
3. Canned feod 5,966.5 8,826.0 14,550.7
4, Glutamic acid § - - -
nonosodium
5. Monosodium glutamate 228.7 128,128.7 224,2
Beverage & Tobacco - 64.5 31.1
6. Cigar - - -
7. Whisky - 64.5 31.1
Construction Materials 5,983,2 2,489.1 853.8
8, Cement 5,451.0 1,396.2 243.3
9, Mixed concrete - - -
10. Pre-fabricated - -
concrete products
(reinforced)
11. V ¥1 floor tile 223.9 381.0 137.4
12, Sanitary wares 308.3 686.5 267,8
13, Gypsum board - 25.3 205.3
Intermediate Products I 1,815.0 2,875.1 3,526.4
14, Thread and yarn 177.6 146.0 69.6
15, Parquet flooring - - -
16, Laminate flooring - - -
17. Plywood 549,2 829.6 572.6
18. Coconut fibreq 199.3 71.0 -
19. Synthetic fibre - - S
20, Glass sheet 141,.4 1,571,2 2,125.1
21, Pig iron 50.3 -70.3 28.5
22, Iron rod 64.8 -, -
23, Non-ferrous metal 43.9 48.9 105.4
products (Aluminum sheet) :
24. Chemical products 588.5 138,0 29.1

{sodium lauryl sulphate)
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Table A-3 (Cont.)

(Thousand Baht)

1976 1577 1978

Intermediate Products I1 40,188.7 60,697.6 51,362,.7
25. Textile products 29,126,7 45,664,5 38,813.¢
26, Bags and sacks 8,063.0 5,733.0 5,542.6

27, Wood product 50.8 - -
28, Pulp, paper & paperboard 391.6 1,009.4 255,5
29, Female napkins - 15,2 61.0
30, Basic industrial chemicals 84,1 1063,5 261.6
31, Tyre and tubes 645,2 755.4 352.4
32, Vulcanized rubber 55.9 31.5 4,5
33. Rubber shores 39.6 6.1 5.4
34, Plastic product 1,186.5 5,516,4 5,254,7
35, Aluminum products 495.8 538.9 589.9
36. Metal products 49,7 1,323.9 221.5
Consumer non-durables 3,642,4 24,840.6 29,747,9
37. Made-up textile goods 540.4 2,171,7 5,386.2
38. Knitting mill (outer wear) 165.9 196,6 40.8
35, Vearing apparel 2,460.3 19,5%2.0 18,430.8
40, Optical goods 56.7 145.0 86.5

41. Flashlight batteries - - -
42, Flashlight cylinder - - 85.8
“43. Plastic button 419,1 740,9 711,5
44, Cultery hand tools § - 885.5 330.5

. general hardwares

45 Glazed ceramic tile - 1,109.0 4,645,7
Consumer Burables § Machinery| 3,835.9 6,826,9 8,146.7
46, Refrigerator 406,89 749.2 420,8
47, Telephone cable 2,509.6 168.8 2,171,0
48. Television set - 403,0 - ' 471.2
49, Radio - - 82.1
50. Condensor - 252,1 993.2
51, Bicycle § motor-cycle 516.4 524.5 1,040,6

chain ‘ :
52, Motor vehicles' engines - 1,723,9 '2,967.9
Total 64,676.7 [109,896.3 112,312.2

Source: Fiscal Policy Office
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Appendix B, System of Quota Distribution in Thailand.

Thailand is at present a member country of the Multifibre
Agreements (MFA), and having bilateral agreements on textile trade
with a mmber of major importing countries including the United
States, EEC member countries, Sweden, Norway, Canada, and Finland.
The quota restrictions by the United States.and EEC member countries
covered a wide range of textile products, while those by other
countreis are mostly confined to garments. In addition, since the
United States and EEC are major customers of Thai textile exports,
the import restrictions by these countries are seen to be more
important in restraining Thailand's textile eiports at preseni by

many textile producers than the quota imposed by other countries.

The quota restrictions, on the other_hand, are seen to be
desirable by a number of fabric and garment producers in that they
ensure cértainly iﬁ export quantity as long as Thai textile goods
are with competitive price and quality. Thelltota distribution
system in Thailand, however, teﬁds to discriminate against small

textile exporters and restrict new entries into te tile export trade.

Most of the Thai textile exporters start to feel the con-
straint of the quota restrictions on their exjcrt expansion, and
try every possible way to find overseas markets which .ere not subject
to quota restrictions, as well as gearing their production toward

the product not subject to quota wherever this is possible,
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The effective utiliaztion of quotas allocated by importing

countries differs for different countries and different commodities.
‘This is due either to the fact that some textile commodities which
abundant quotas are not produced in a significant amount in Thailand;
or that they are products which Thai producers lack competitive
strgngth at the present time. It could also be due to the fact of
slack demand for certain textile products in some specific period,
and unawareness or lack of marketing channels for certain products

in certain countries. Table B-1 to Table B-4 present the data on
agreement quotas and actual quantity exported of Thai textile goods
to the United States and EEC countries. In general, quotas by the
EEC are more fully utilized thanifhose allocated by the United States.
This is because, according to some textile exporterslinterviewed‘

in the survey, the United States tends to allocated "unwanted" quotas
to Thailand, i.e., a variety of products which have been aliocated
quotas are not to the interest of Thai textile producefs to eiﬁﬁft
because of low profit margin, or the products are simpiy not produced

in Thailand at the present time. The data on quota utilization,

however, tend to reveal that fact that even in the restricted markets,
there are still some room for expansion for Thai textile products,

if the producers are keen enough to find additional marketing channels,

and adjust their products according to the need of the markets wherever

it is economically feasible.
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The Thai government negotiates for textile quotas with
the importing countries and distributes to textile exporters
- accordingly. The distribution of export quotas for textile goods
is largely based on past performance. For textile éaods which are
not previously under quota agreement (those which are first time
under quota restrictions), the distribution of quotas will be based
on past export records on each item to each country. For textile
goods which have been subjected to quota restriction in the previous
years, the distribution of guotas will z21ls0 be based on the actual
export amount of the previous year. In addition, there is a regu-
lation to penalize those exporters who did not utilize the full

amount of quotas allogated in the past year as the following:

Y
v

a. firms which exported more than 95% of the quotas
distributed in the previous year will be allocated the full quotas
received in the previou§ year plus any appropriate amount of addi-
tional quotas (depending on the results of governmental negotiations
with various importing countries), |

b. firms which expof;ed in the previous ye;r between
50-95% of the allocated quotas will be distributed the following
year quotas equal to the amount actually exported in the previous
year.

c. firms which exported between 25-50% of the allocated
quotas in the previous year will be distributed export quotas in
the following year equal to one-half of the actual exports in the

previous year.
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d. firms which export in the previous year less than
25% of the allocated quotas will not obtain any export quotas in

the following vedr.

Exporters of textile goods subject to quota restriction
must obtain licenses from the Department of Foreign Trade, Ministry
of Commerce for exporting of the products. They also.have to apply
for the export quotas needed. There are two application periods
for export quotas in a year. The application periods will be adjusted
according to specific quota agreements., But the first period is
usually January 1-15 and the second May 15-31. There is a condition
that those who obtain the quotas should export the full amount
within the last day of the sixth month after the quotas are allocated,
otherwise the quotas will have to be refurned to the govermment.

The quotas returned will then be distributed to new expditers as
weli;as exporters already with quota allocation. The allocation
of the remaining quotas is usually made equally to each firm applying

for the remaining quotas regardless of the size of the firm.
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Table B-~-1

Export of Textiles to the United States of America

January 1 - December 31, 1978

Category Quota Quantity Exported Balance Exported/Cuota (%)
Group I Non-Apparel
313 Cotton Fabric Sheeting 7,050,000 . 6,651,091 348,981 94,34
314  Cotton Fabric Poplin & Broadcloch 4,500,000 3,375,02¢ 1.124,974 75.00
315 Cotton Fabric Printcloth 5,800,000 5,557,526 242,474 95,82
317 Cotton Fabric Twills & Sateens 5,600,000 3,404,441 2,195,55¢ 60,79
315 Cotton Fabric Duck 3,450,000 3,355,036 94,564 97.25
320  Cotton Fabric Othar Woven NES 8,000,000 3,581,908 4,418,092 44,77
360 Cotton Pillowcases 1,000,000 13,675 986,325 1.37
362 Cotton bedspreads and Quilts 1,000,000 2,015 997,985 0,20
363 Cotton Terry & COther Pile Towels 1,000,000 780,415 219,585 78.04
365  Other Cotton Mfg. 1,000,000 605,907 394,093 60.59
613 MMF Woven Fabrics, Other, thly of : B
Non-Cont. Fibers . 5,000,000 3,112,767 1,887,233 €2,26
666 MMF Other Furnishings 1,000,000 4,890 995,110 0.94
669  MMF Other Man-Made Manufacture 1,000,000 15,888 984,112 1.59
Group II Apparel '
331 Cotton Gloves and Mittens 1,166,000 1,114,000 51,723 95,56
334/335 Cotton Coats 1,700,000 1,600,334 99,666 94,14
33  Cotton Dresses 700,000 564,211 135,789 80,60
338/339 Cotton Knit Shirts 3,402,598 3,389,443 13,155 99.61
340 Cotton Shirts 2,000,340 1,964,760 35,580 98,22
341 Cotton Blouses 1,275,974 1,251,596 24,378 98.09
342 Cotton SKkirts not Knitted 700,000 32,930 667,070 4.70
347/ 348 Cotton Trousers 2,500,00 2,114,053 385,947 84,56
350 Cotton Dressing Gowns 700,000 3,213 696,787 0.46
352 Cotton Underwear 700,000 51,700 648, 300 7.38
359 Cotton, Other Apparel 700,000 15,125 684,875 2,16
434  Wool Other Coats 100,000 11,875 88,125 11,00
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N

‘Table B-1 (Continued)

Category Quota  Quantity Exported Balance Exported/Quota (%)

436 Wool Dresses : 100,000 2,485 95,515 - 2,49
440 FWool Shirts & Blouses not Knit 100,000 11,088 88,512 11,09
442 Wool Skirts not knitted 100,000 310 99,690 : .31
4457446 Wool Sweaters : 210,000 80,114 129,886 38.15
448 Wool Trousers 100,000 193 99,807 0.19
631 Gloves and Mittens , 700,000 67,441 €38,946 9.63
632 MMF Hosiery -~ 700,000 193 699,807 0.03
634/635 Coats § Jackets 11,871,850 9,903,492 1,968,358 ‘ 83.42
636 MMF Dresses 700,000 43,261 656,739 6.18
637 MMF Playsuits 700,000 56,871 643,129 8.12
638 MMF Knit Shirts 700,000 . 668,394 31,606 95,48
639 MMF Knit Shirts & Blouses 14,830,200 14,212,680 617,520 55,84
640 MMF Shirts, Not Knit 700,000 494,472 205,528 70.64
641 . MMF Blouse, Not Knit 1,800,000 1,758,705 41,295 . 97.71
642 MMF Skirts 700,000 36,187 663,813 5.17
646/646 MMF Sweaters : 2,082,586 1,990,843 91,743 95,59
64 MMF Brasieres etc. 700,000 ' 8,760 691,240 1,25
652 MMF Underwear 700,000 16,824 680,176 : ; 2.83
659 MMF Other Apparel 1,041,066 1,041,066 - 160,00
Total _ 54,000,000 47,004,983 6,995,017 - 87.05

Source: Department of Foreign Trade,
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Table B-2

Export of Fabrics From Thailand to EEC Countries, 1978
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Agreement Quota Quantity Exported % Exported of Quota
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Country
Cotton Synthetic Total Cotton Synthetic Total Cotton Synthetic Total
Fabric Fabric Fabric Fabric ’ Fabric Fabric
W, Germany 3,395,000 1,296,000 4,691,000 3,266,100 1,097,438 4,363,538 96.20 84 .68 93,02
United Kingdom 714,000 780,000 1,494,000 433,848 731,264 1,165,112 60.76 93.75 77.98
France 166,000 398,000 564,000 168,327 413;455 581,782 101.40 103.88 103,15
Italy : 2,123,000 2,506,000 4,623,000 1,213,305 3,147,945 4,361,256  57.15 = 125.92 94,33
Denmark 1,150,000 | 176,000 1,326,000 995,312 263,846 1,259,158 86.55 143,91 75.06
Ireland 44,000 60,000 104,000 3,457 62,241 65,698 7.85 103.73 63.17
Benelux 665,000 585,000 1,250,000 385,336 263,827 1,249,163 57.94 147.66 99.93
Grand Total 5,795,000 14,052,000 6,465,685 6,580,016 13,045,701 78.30 113.54 92.84

Exports exceeded quotas in some cases because of allowance for carrying over of unused quotas from the previous
year and transfer between different types of fabrics.

Source :

Department of Foreign Trade.
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Table B-3
Export of Yarn of Discontinuous Synthetic Fibre to EEC Country (BTN 56.05)
_(January-December 31, 1978)

Country Agreements Quotas Quantity Exported Balance Quantity Export

to Quota (%)
*
W. Germany 265,000 21,412 243,588 8.08
United Kingdom 103,000 78,952 24,048 76,65
France 29,000 - 29,000 -
Ttaly " 441,000 400, 809 40,191 90.88
Denmark 2,000 - 2,200 -
Ireland 1,000 - 1,000 -
Benelux 59,000 46,191 12,809 78.29
Total 900,000 547,364 352,636 60.82

. e e S W W A B N W W M e e e ML R AR S AN L S PR SR TN U R S e S VP R VR W R e e e e A R N AR S A S e S e SR S AR e

Excluding the export figure% of yarn under the special quota for Berlin Fair,

Source : Department of Foreigﬁ Trade
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Export of Some Textile Items Under Export Control to EEC
January-December 1978

e T E m ME S e e by ek W M A o G TS W A R g W S A G NN i e U A NN N OV G S N MW W T SR mb S A E e S o s e W e e v D e e e B A TR b P G A S gy A SR S S W o SR SR S M R S SN WS WS S NS RS S Sm S S R R e e W

.Description Country Quota Quantity Exported Balance % Exported/Quota

Knitted shirts, singlets t-shirts United Kingdom 2,473,858 2,473,858 - 100,00
Denmark 312,000 257,138 54,862 82.41
Germany 1,742,000 1,682,210 59,790 96.57
Italy 85,000 2,000 83,000 2.35
France 2,507,000 2,034,101 472,899 81.13
Ireland 10,000 - 9,544 456 95.44
Benelux 499,800 484,452 15,348 96.93
Jersey, pullovers, and the like United Kingdom 1,823,550 765,514 1,058,036 41,98
_ Denmark 375,128 299,138 75,990 79.74
Germany 1,660,000 776,028 889,972 46.75
Italy 94,000 2,560 91,440 2.72
France 122,000 32,256 89,744 26.44

. Ireland 66,000 - 66,000 -
Benelux 621,000 194,223 426,777 31,27
Men's and women's woven trousers United Kingkom 105,000 - 92,687 12,313 88.27
and men's short and breeches Denmark 202,872 202,872 - 10¢.00
Germany 425,100 367,439 57,661 86.43
Italy 29,000 28,991 9 99.97
France 51,000 600 50,400 1.17

Ireland - - - -
Benelux © 7 164,450 - 97,556 66,894 59.32
Women's voven and knitted blouses United Kingdom 187,000 182,849 4,151 - 97,78
Denmark 158,000 151,452 6,548 95.85
Germany 943,950 - B69,354 74,596 92.09
Italy 232,000 194,494 37,508 83.83
France 132,000 123,127 8,873 93.28
Ireland 7,000 3,852 3,148 55.03

Benelux 235,000 218,714 16,286 93.07
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Description

Quota

Quantity Exported

% Exported/Quota
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Men's woven shirts

Knitted gloves

Dresses

United Kingdom
Denmark
Germany

Italy

France

Ireland
Benelux

United Kingdom
Denmark
Germany

Italy

France

Ireland
Benelux

Italy

107,000
515,000
400,000
311,000

86,000

11,000
246,000

465,000

1,000,000
34,000
142,000

2,000
305,960

165,000

86,715
486, 385
151,587
287,820
76,436

237,528
461,394
"1,000,000
33,600
36,000
2,000
305,960

164,991

20.285
28,615
248,413
23,130
9,564
11,000
8,472

3,606

-

400
6,000

81.04
94.44
37.89
92,54
88.88

0.00
96.55

99.22

100.00
85.71
85.71

1060.00

160.00

99.99

e e A N TH WAL AN S S R R e S S e Ay v T S s e ol et T e e k wmd e A gm  Alr cum /m wie y W AD m et  G S A e N W N R M M S A S S U N D SR M A R e A L e e O e mpt A S e e -

Souce :

Department of Foreign Trade,
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Appendix C.

List of Textile Manufactures Interviewed

Asia Fiber Co.
Asia Garment Co.

The Bangkok Weaving Mills Ltd.

Dusit Textile Co., Ltd.
Erawan Textile Co., Ltd.

K. Cotton and Gauze Co., Ltd.
Luckytex (Thailand} Co., Ltd.
Metro Spinning Co., Ltd.

Siam Synthetic Textile Industry Ltd.
Siam Synthetié Weaving Co., Ltd.
Thai American Textile Co., Ltd.
Thai Durable Textile Co., Ltd.
Thai Filament Textiles Co., Ltd.
Thai Garment Export Co., Ltd.

Thai Iryo Co., Ltd.

Thai Xurabo Co., Ltd.

Thai Tiejin Textile, Ltd.

The Thai Textile Co., Ltd.

Thai Toray Textile Mills Co., Ltd.

Thai Weaving and Knitting Factory Ltd.
Union Textile Industry Corp.
Boonpradit Industry Co., Ltd.

Royal Textile Co., Ltd.

Chareon Weaving Mill

Unity Textile, Ltd.

Liang Ha Seng.
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Appendix D.

Contents of Interview Survey

Basic Information

1.
2.
3.
4.

5.
6‘

Time of establishment

Promotional status

Nature of foreign investment participation

Production activities (stages of productlon major types of
product, and installed capacities) ;

Number of employees.

Management and control.

Motives to invest in the textile industry and contribution of

foreign investment partners,

Sales Performance

1,
2.
3.
4.
5.
6.

Marketing channel, domestic and export sales.

When the company started to export?

Major types of products exported.

Market composition of individual products.

Amount of export in recent years and export/sales ratio.
Reasons for not exporting/or low export/sales ratio.

Changes in Production and Management System in the Process of

Export Expansion.

S U BN N e

Change in type of product or process.

Investment in additional equipment.

Improvement of quality and change in quality gontrol systenm.
Change in management.

Change in marketing channel,

Major sources of advantages and disadvantages of the product
in international market.
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VI.
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Appendix D. -~ Continued

Government Policies

1.
2‘

Influence of policy measures on decision to invest and export.
Evaluation of various export incentives,

Obstacles in export procedures and export facilities.

Effects of quota restriction.

Suggestions for improvement to the government for more
effective export promotion.

Future Prospects

1.
2.

Domestic market.
Export market,
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Appendix E. Type of Entrepreneurs and Different Export Orientation:

Case Studies of Selected Thai Firms.

The following examples show different typé of Thai entre-

preneurs with different export orientation.

The president and major shareholder of company I who also
own several other textile firms is considered to be a capable entré-
preneur in the Thai textile industry. He has received no formal
education but has wide experience in textile trade and manufacturingL
Although he has joint investment with a number of Japanese partners,
the controlling'power'Of the firms is usually his. His ﬁarket‘straiegy
is mainly oriegted toward the doméstic market and border trade'becéuse
of higher prices and profitaiility on these sales. Export sales
are made through Japanese trading companies only to dispose of the
surplus from domestic sales. As a result, the export to total sale
ratio of company I fluctuates from O to 50%. The company has lost
much of its export quota and it become mofe difficult for the firm

- to dispose its products to foreign market in recent years.

7 Company A, on the other hand, aims mainly to the export
markét. The company is the largest canvas producer in Southeast
Asia and one of the oldest weaving mill! in Thailand which was set
up in 1950. The owner sent his son to study textile engineering in
Britain in 1952. Later on other members of the family were also

sent for overseas training. The management system of the company
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was then changed. Foreign experts were invited to improve‘production
techniques and several engineering graduates from Thai university '
were hired to help in the production process. In 1973, the company
were converted into joint venture with a few foreign companies.

The local entrepreneur maintained the largest share-holding and

the controlling poﬁer of the company. A Japanese GIC became the
company's major foreign partner and the representative from the GTC
has been iﬁ charge of the export sales. The company was then largely
expanded. New machineries were installed and production facilities
for other cotton fabrics were added. The motivation for the joint
investment was to obtain more capital for éxpansion, and to enter
into international market by utilizing the ﬁo?ldwidérmarketing natwork
of the partner trading company. The Japanese GTC by having the

joint ownership in turn benefitted from guaranteed supply of canvas
to Japan. The canvas importer. in Japan, which was also a minor
shareholder of the company, sent their men to give technical advice
to improve the quality of the product. Technicians and foremen

were initially set at 60% export and 40% domestic sales, Export
sales were at a loss in the first few years but the entrepreneur
believed strongly that for long run growth of the firm, export sales
weré necessary, The company has gradually aﬁcumulated unutilized
export quotas from other textile firms, In 1978 export-sale ratio
reached its targgtl The cbmpany is at present the largest exporter
of cotton fabrics from Thailand. Export sales have become the major

profit earner of the firm.
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In 1976 a major textile firm were bankrupt due to over
expansion coupled with drép of world demand for textiles and the
lost of border trade in 1974-75. Im March 1977, the company was
devidéd into two parts, one of the plants was taken over by the
creditors and tﬁey entrust the management to a textile producer-
distributor group. This became company J. The other plaﬁt was
continued on uhder it§ old name company G but with partly new
ownerghip. The market brientation of the;e two companies is quite -
different. Comp#px_G was set up in 1960 and expanded tremendously
during the 1960'5;‘ The founder of company G is a businessman who-
has good connecfionlwith many textile wholesalers in‘Sampeng district.
The produ&%g were sold!to Sampeng of which up to 30% was sent to
neighbouring countrf‘thrqugh border trade. No attempt was made for
direct export sales. The management of the company before the fi-
nanci#l crisis was soiely controlled by the owner and it is believed
that oﬁer centrallizéd‘management and the resulting finaﬁcial*linkages
in the company were amohg the causes of the bankruptcy. - The mahage-
ment style of the coipany has much been changed sincé“the restruc-
turing in 1977, A number of capable personnel were.recruited. Various
departments were set up., Cost accounting system were introduced,
and a stricter quality control system was adopted.'fAt preéént the
company is exporting 20-25% of its products, mainly to the EEC

countries.
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Company J, on the other hand, has been more export oriented.
The company has been distributed some exporilquotas from company G
in the beginniﬁg of its establishment and has gradually increased
its quotas by capturing unutilized quotas of other textile firms,
Considerable attempts have been made to improve the quality of the
products manufactured. The range of the products was narrowed down
to save production cost. Réw materials were staﬁdardized. High
quality cotton imported from United States and Sudan was used instead
of domestic ;otton. Strict quality control system was imposed.
During the first year of operation, production together with sale
personnel were sent fo contact directly with overseas customers.
The export sales of the company has been transferred to a GTC owned
by the same group since the establishment of the GTC in 1979. At |
present, company J is.exporting 60% of its products, mainly grey
textile fabrics to the EEC countries. The stratégy for exporting
of the qombany is tg sell to EEC market where ;here are relatively
guaranteé§ order ré&ulting from the quota system at present, then
try to expand to countries with no quota restrictions., Attempts
will also be made in the future to extend production to those items

' which are not subject to quota restriction.

In Thailend, there are a large number of textile firms not
engaged in exporting at all. These are mostly small and medium scale
firms, opefated by the owners and‘their family members. Company X

and comﬁgnx;z in our samples are among such non-expdrting firm.
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Company X is a weaver of P/C aﬁd cotton fabrics while company Z is

a garment producers. The reasons given by the entreptrneur of company
X for not ekporting at all are that there have been »nough demand

for the firm's current production in the domestic market and there

is no need for the firm to extend to export sales. In addition,
selling in the domestic market does not have strict quality require-
ment, whereas export sales need high quality products which require
installation of new machinery and this is beyond the financial capa-
bility of the firm. The entrepreneur has had long contact with local

wholesalers in Sampeng but has no knowledge or experience at all

on the export market. He feels that it is too risky for the small

firm like hi$ to do export business. The garment producer Z also
owns a shop at Bobe market, the place for wholeséling garments in
Thailand, The products of the company are Pijimas, children clothings
and student uniforms. ' The firm purchase fabrics from Sampeng whole-
salers to cut and sew in the factory, then the garments are sent

to Bobae for sales. The entrepreneur reveals that at present there
are some small garmenf producers who sell their products to Middle
East and Thailand's neighbouring countries (Malaysia, Singapore and
Burma) through trading companies. But he himself is reluctant to
sell to foreign market since profit margin for export sales is lower,
and it is hard to find workers with good workmanship in Bangkok at
the moment. He is satisfied with the growth of his domestic sales

thus for and have no-intention to export his products.
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