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A Research on the Developing
path of China’s Textile and
apparel Industry. Based on

Value Chain Perspective

Li Jing, Shao Luning

(School of Economics & Management, Tongji university,
shanghai, 200092 )

Abstract: This article uses value chain perspective to analyze the develo- &
ping paths of China’s textile and apparel industry in the global commodity QQ;i
chain. Some elements are deeply explored in this article; features of ex-

port roles in commodity chain; value creating mechanism based on value-

added activities; organizational type and enterprise’s location; dynamic

paths of export roles’ upgrading activities; the particularity of China’s tex-

tile and apparel industry in value chain. Then, some constructed sugges-

tions are proposed for the development of China’s textile enterprises.

Keywords: Value Chain Textile and Apparel Industry Commodity Chain

I . Intruduction

Textile and apparel is one of the oldest and largest export industries in the
world. Most nations produce textile and apparel products to the international mar-
ket as in[1]. At present, there are large amount of China’s textile and apparel
enterprises exported-oriented, which contribute significantly for the development
of China’s economic growth and make this nation the first largest exporter of tex-

tile and apparel products in the world.
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However, in the resent years, the growth of the textile and apparel
industry’s export is becoming gradually slow down. According to the resent pub-
lished data of the first two month in 2008 from General Administration of Cus-
toms, the export of China’s textile and apparel industry only increased 5. 7 per-
cent, receding 15 percent comparing to the whole year of 2007. And, the aver-
age profit margin of the domestic textile and apparel industry stands at merely 3
per cent in 2006 and still gradually decreases since then.

Many small and medium-sized enterprises (SMEs) in China have closed
down because of the export decline. And, the existing enterprises are struggling
to survive and look for the way of development. This article aims to find solution
of current difficulties facing by China’s textile and apparel industry and propose
constructed suggestions for the development of companies. To achieve these pur-
poses, there are two questions should be firstly answered. One is what are the
fundamental reasons for the recession of the trade enterprises in China’s textile
and apparel industry? The other is how to operate this industry’s upgrading?

This paper utilized value chain perspective to deeply discover causes of
above questions in the scope of the whole commodity chain scope. The structure
of the paper is as follows. Firstly, a literature background is presented, including
value chain and commodity chain perspective. Second, it employs SWOT analy-
sis to study economic environment facing by textile and apparel industry in
China. Third, value chain perspective is utilized to discover value creating mech-
anism in the whole industrial commodity chain. An explanation about the reason
of China’s export companies’ decline is made in this section. This paper does not
only explore the industrial positions in value chain enterprises’ locations and busi-
ness types, but also summarizes the internal mechanism for the development of
textile and apparel industry. Finally, some constructed suggestions are proposed

for the development of China’s textile enterprises.

II. Literature Review

Value Chain perspective

In the literature, two main expressions are used: “value chain”, and “com-
modity chain” , as in{2]. The value chain concept was first developed by Porter.
The value chains refer to all the value-added activities to produce end-used prod-
ucts and services within and among enterprises as in[3]. With the fast develop-
ment of international outsourcing activities, Porter breaks through the traditional

perspective of vertical enterprises integration, and extends his view to the



interactions among different companies. He suggests that each organization’s value
chain “is embedded in a larger stream of activities” that he calls the “value Sys-
tem” as in[*].

Later researchers further extend the scope of value chain; explore value cre-
ating mechanism in whole industrial chain. Galbraith and Kazanjian propose
that, within an industry, value is added through a natural sequence of operations
or stages in a chain of supply as in[3). While an individual business may func-
tion along a number of these phases, it will tend to favor one or the other as it’s
primary stage. And, Sturgeon defines a value chain as “the sequence of produc-
tive(i. e. value-added) activities leading to and supporting end-use” as inl6].
Gereffil7) introduces the alternative expression “commodity chain”, which ex-
plores value creating process in the whole industry. He also addressed distinction
between buyer-driven and producer-driven commodity chains, where value crea-
ting processes may differ with each other.

As all indicated, one of the key advantages stemming from the value chain
perspective is the opportunity to expose potential shifts in the value creating
processes of the company. It offers insights into balancing the needs of key con-

stituencies across the company’s competitive landscape.

The textile and apparel value chain

The textile and apparel industry similar as footwear, toys, consumer elec-
tronics and housewares is a typical buyer-driven commodity chain, as defined
by Gereffil?]. In buyer-driven commodity chain, large retailers, brand-name
merchandisers and trading companies play the pivotal role in controlling pro-
duction and trade networks as in[8!- [2]. [9]  The application of information
technology and ease of transportation provide advahtaged environment for tex-
tile enterprises to product for international market and outsource production and
other function worldwide. Textile and clothing is clearly globalized industry as
inf101, [117, [12]

China’s textile and apparel industry is inevitably involved in international
trade network and competition. In the course of last decades, oversea capitals
flow into China setting up textile production plants and favor of China’s prod-
ucts, because of the advantage of labor-intensive and low wage rate. Whereas, it
is becoming more and more difficult for China’s textile and apparel companies fa-
cing increasingly intensive pressure competition from domestic and international
market. This paper will firstly analysis China’s textile and apparel industrial situ-
ation, and then use value chain perspective to explore value creating process in
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the whole industrial commodity chain.

Ill. Industrial Analysis

In this paper, SWOT analysis is used to assess the internal and external envi-
ronment of textile and apparel industry. Based on four dimensions: strength,
weakness, opportunity and threats, the wholly situation of China’s textile and
apparel industry has been deeply explored. The findings are summarized in Table I.

Strength Weakness Opportunity Threat

e Mutual industrial | ¢ Design ability | ¢ Expanding of e Rising production

chain e Brand recogni- home market cost
e Favorable domes- tion e High quality re- | ¢ Adjustment of
tic environment e Quality of quirement exported tax re-
e Low production product e Quota abolition bates
cost e Low labor cost in

Southeast Asia
o Trade barrier

Table I SWOT Analysis

Strength
Mutual industrial production line .

In China, the industrial match rate could reach 100% within the range of 50
kilometer radius of the main industrial cluster. Because of the mutual industrial
chain, the textile and apparel industry has good self-adjust ability to counteract
external market risk and makes further development.

Favorable domestic environment:

At present, China has a stable domestic environment from every aspect:
politic, society, economy etc. Gross domestic product ( GDP) keeps a high
growth speed for plenty of years, predicted 10. 5% and 9.6% of GDP in 2008
and 2009 respectively. This is an essential impetus for the improvement of
China’s textile and apparel industry.

Low production cost.

Although the price of labor and raw material keeps on increasing for decade

years, production cost of textile and apparel industry in China is still comparable

lower than USA and most of European countries.



Weakness :
Design ability :

Although textile and apparel companies in China take effort to promote their
design abilities, there is a large gap between China and the developed countries.
The mainly weaknesses embody shortness of creativities, individual design and
cultural dimensions etc.

Brand recognition

China’s textile merchandises are good at mass production and low-cost con-
trol strategies without brand recognition. Their products have low brand aware-
ness both in domestic and oversea market.

Quality of product

It is the lower price not the quality of products that makes China’s textile prod-
ucts popular in international trade. Once China’s products did not the advantage of
low cost any longer, they would be replaced by merchandises from other places in the

world.

Opportunity :
Expanding of home market:

For the fast development of China’s economy, there is a growing domestic
market in China. Many factors inspire the demand for textile and apparel prod-
ucts: the growth of real estate, development of tourist, more international activi-
ties held in China etc.

High quality requirement:

Nowadays, more Chinese people especially the young generation care about
not only the price of products, but pay more attention to the products’ quality as
in{13]. Textile and apparel products with high quality, novel design and cultural
dimensions become popular and widely accepted by Chinese people.

Quota abolition ;

WTO members have abolished trade quotas of textile and apparels and cloth-
ing on 1 January, 2005. And from 1 January 2008, the European Union would
not set quota to China’s textile and apparel products. This change provides a
good opportunity for China’s exporting trade and make China the leading world’s

supplier as inl14].
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Threats .
Rising production cost:

China’s textile and apparel industry is facing a hard pressure of the rising
production cost. A new labor law has been implemented since 1 January, 2008,
which leads to an increase of the labor wage expense. The appreciation of the
Renminbi against the US dollar is another main challenge for exporters. On January
17th 2008 the exchange rate strengthened to a new high of Rmb7.22. US $ 1.
And, a worldwide price rise of oil and raw material also influence China’s textile
and apparel industry. All of these dimensions largely squeeze the slender profit of
China’s textile and apparel industry.

Adjustment of exported tax rebates;

In recent years, the Chinese government has lowered the textile and apparel in-
dustry in the amount of export tax rebates. In 2006, the exported tax rebates have
been adjusted from 13 per cent to 11 per cent, and is predicted to be 7 per cent in
year of 2008. The sharp decline may quickly close down many Small and medium-
sized enterprises( SMEs) which hardly depend on the rate of exported tax rebates.
Low labor cost in Southeast Asia;

Since the late of 20th century, labor price in most of China’s industries has
kept a sustainable growth. Cheap labor is not the advantage of China’s textile and
apparel industry any more, compared with many countries of Southeast Asia such
as Thailand and Malaysia where many foreign buyers go for a lower price.
Trade barrier :

Although quota system has been abolished worldwide since January 1st
2005, China textile and apparel industry is continuing to confront with many dif-
ferent kinds of trade barrier: anti-dumping, technical trade barrier, special pro-

tective measures as inl1%]

Il . Framework Discussion

Since textile and apparel trade has become a worldwide activity, it is neces-
sary to expend the research to the global commodity chain. Three main exported
roles are involved in the network: manufacturers ( including OEM, ODM and
OBM), large retailers and branded marketers. All of them interact with each

other and follow dynamic development paths.



A. Introduction of exported roles in commodity chain Manufacturers

The elementary manufacturer—original equipment manufacturer( OEM) re-
fers to some producers who produce merchandises entirely based on the require-
ments of other companies. All the merchandises will be sold at other’s brand
name. Original brand manufacturer(OBM) could join their production expertise
with design and sell it’s own branded merchandises. And, there is another form of
manufacture between them called original design manufacture (ODM) , which has
the ability to produces and design products without their own brand names as in[14]

The differences among the three manufacturers are summarized at Table II.

Business Main Business Features of Manufacture
Type Activities Scale Time Span Complexity
OEM Simple Production Large Short Simple
R&D, Design,
ODM — — —
Production
R&D, Design,
Distribution, Brand
B ; ’ 11 L histi
OBM Marketing, Sma ong Sophisticate
After-sale service

Table I A Comparison of Various Features; OEM, ODM and OBM

OEM or ODM commonly used in the sub-sourcing business among coopera-
ted enterprises. The former one only takes charge of the most simple part of out-
sourcing business—production. And the later mainly engages in research and de-
velopment, and all the other business related to product. Compared with the two
types above, OBM is the full autonomy brand manufacturer integrating all con-
sumer-oriented business: from product development, design and manufacturing
to marketing, distribution and after-sales services. At the same time, there are a
lot of differences among the three types, especially in manufacture. The scale of
OEM'’s business is relatively large with less number of customers and transac-
tions, and short-term transactions taking only one year or a few years. The pro-
duction process of OBM is much more complex than OEM, and situations are
also the same in marketing and after-sales service sectors. With larger number of
consumers, smaller scale of single transactions and longer time-span of business,

the management in OBM is corresponding more difficult than OEM style.
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