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THE PREPAREDNESS
OF THE INDONESIAN GARMENT EXPORTERS

IN THE POST-MFA SCENARIO
An Analysisfrom the Survey
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Sudhir K. Jain

The clothing or garments industry has developed rapidly during the
past some decades and has contributed to the economic growth of many
nations, both devel oped and devel oping countries. Thisindustry has been
very much regulated by many bilateral agreements such as Multi Fiber
Arrangement (MFA), a quota arrangement made by the importing coun-
tries. AsMFA (quota regime) comesto an end by 2005 and integratesinto
the WTO regime, it will bring opportunities to highly competitive and
proactive garment exporting countries whereas the challenges will be
faced moreby theless competitive countries. I ssuesrelated to environment
and social compliance, technology requirements etc. have been brought
into surface by the importing countries, which may wor sen the condition.
Under the above scenario, it isimperativethat certain proactive measures
be taken. Thus, the broad objective of this study isto analyze the response
of the garment exporters from Indonesia towards the emerging issues
related to environmental and social compliance, technol ogy requirements
etc.

The present study is a questionnaire-based study. The samples have
been selected fromthe Directoriesof largest exportersinthecountry. With
remindersand persuasion, thefinal number of useableresponseshasbeen
115 Indonesian garment exporters. Seven factors of the emerging issues
wereidentified by using factor analysis. Inaddition, factorsof competitive-
ness, and the strategies adopted by the exporters have al so been analyzed.
The findings show that the overall perceptions of the Indonesia garment
exportersindicate that Indonesia isless competitive as compared to other
competing countries.
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I ntroduction

The clothing (or garments as often
used interchangeably) industry hasdevel -
oped rapidly during the past some de-
cades. This industry is important for the
developing aswell asdevel oped countries
as it contributes significantly to the em-
ployment generationand economicgrowth.
During the past several decades, theworld
textiles and clothing markets have re-
mained quite distorted among the manu-
factured commodities as they have been
regulated by the consecutiveinternational
agreements such as Short Term Arrange-
ment (STA), Long Term Arrangement
(LTA) and Multi Fiber Arrangement
(MFA), whichcontravenethe GATT prin-
ciples (Yung 1999). All these arrange-
ments were actually intended to protect
the domestic industry of the developed
countriesfrom external competition (Bull
etal. 1993; Debroy 1996; Gapal samy 1998;
Prada 1998). Due to MFA’s undesirable
features such as discrimination and mar-
ket distortion (Khanna 1991; Dickerson
1993; Bhattacharya 1999), it was decided
to phase out the MFA during the Uruguay
Round of GATT Negotiations that con-
cluded in 1994. A period of 10 years has
been decided for the compl ete phase out of
the MFA.

The dismantling of the quotaregime
represents both opportunities and threats
(Textile Asia 2000) to garment devel op-
ing exporting countries. Several research-
ers have reviewed the literature on the
international tradeof textilesand garments
ontheopportunitiesand the challengeson
theabolition of theMFA and theintroduc-
tion of the WTO’ s Agreement on Textiles
and Clothing (ATC). Apart from agreater
access to markets and market transpar-
ency, the MFA phase-out seems to be
posing morechallengesfor thedevel oping

exporting countries. Some studies have
reveal ed that exports of textilesand cloth-
ing are likely to have higher degree of
competition leading to pressureson price
(Koshy and Jain 1994), increased domes-
ticcompetitionfromforeignfirms(Chandra
1999; K athua2000), reduced emphasison
cost as the sole determinant of competi-
tiveness (Katti and Suber 2000; Birnbaum
2001), quality price match (Koshy 1995,
1997), and speed (K oshy 1995; Djafri 1999;
Anson 2001).

Indonesia’s garments industry, one
of thelargest in the domestic manufactur-
ing sector, has contributed to the eco-
nomic growth and employment genera-
tion of the country. The importance of
garment exports to Indonesia during the
past decade(s) can be realized by the fact
that the share of employment in the gar-
ments industry has increased from 6 per
cent in 1985 to 10 per cent in 1998 (of the
total manufacturing) andthat thecountry’ s
exportsincreased from US$592 millionin
1987 to US$4,734 millionin 2000 or at an
average growth rate of about 17 percent.
Apart from the benefit of low labor cost,
theincreasein garment exportsfrom I ndo-
nesiahasbeenduetoavailability of skilled
labor (Dennison 1995), government sup-
portsthrough aseries of conducive policy
(Djafri 1999), and Indonesia’ s joint ven-
ture such as with Kenzo, Arrow, etc.
(Dennison 1999). However, the growth
rate of garment exports from Indonesia
doesnot reflect itsglobal shares (approxi-
mately 2.4 percent) and thishasbeen very
small ascompared to some other competi-
tors like China, Hong Kong, Italy, USA,
and Mexico. Eveninthemajor destination
markets, Indonesia’ shares of 3.4 percent
in US market and 1.92 percent in EU
market have been smaller as compared to
someother competing countries. Thepres-
ence of the quota systems has actually

384



Shihab & Jain—The Prepar edness of the Indonesian Garment Exportersin...

guaranteed market for Indonesian garment
manufacturers. This country benefited
fromthe MFA by having assured quotasin
acompetitiveenvironment duringtheearly
years of production (Djafri 1999). Al-
though, it is too early to forecast, the
adverse effect of the MFA phase out has
been felt by Indonesia. This country has
been facing problems of declining growth
of exportssincethe M FA phaseout. Thus,
the dismantling of the quotaregime poses
more challenges than opportunities par-
ticularly to Indonesia. Accordingly, this
country is forced to undertake drastic
restructurization and develop new strate-
giesto retain competitiveness. It may not
sufficetorely onthelow labor cost advan-
tage alone, if this country wants to en-
hance or retain its competitiveness. Thus,
the main purpose of the present study isto
analyze the responses of the garment ex-
porters from Indonesia about their under-
standing and preparedness to face the
emerging challengesin the coming years.

Major Issues Facing the
Industry

As mentioned earlier that the dis-
mantling of MFA poses more challenges
to garment developing exporting coun-
tries, becausethegarmentimporting coun-
triesviz. developed countries put pressure
ontheissuesrelated to environmental and
social compliance, technology require-
ments etc. to exporters. The major issues
are discussed below.

Labor Cost Advantage:
Thing in the Past

Labor cost is a predominant issue
particularly in garments industry. Many
studies have shown that better standing of
garments industry in Indonesia has been
due to the advantage of cheap labor cost

apart from the government support and
assured quota (Dennison 1995; Djafri
1999). In 1998, the hourly wage rates in
Indonesia was US$0.16 as compared to
US$0.39 in India, US$1.34 in Mexico,
US$1.28 in Honduras, US$0.78 in Thai-
land, US$0.76 in Philippines, US$0.43in
China, US$0.30 in Bangladesh, US$0.24
in Pakistan, US$0.22 in Vietnam, and
US$0.13 in Myanmar (Werner Interna-
tional Consultants 1999). However, this
low labor cost asa competitive advantage
cannot sustain long. Debroy (1996) and
Koshy (1997) have revealed that labor
costsdo not necessarily lead to price com-
petitiveness or do not seem (Das 2000) at
al significant. Higher capital cost (Debroy
1996; K oshy 1997); poor productivity level
and timely delivery (Koshy 1997; Das
2000) have rendered this advantage vul-
nerable. Birbaum (2001) hasanalyzed the
competitive advantage of various export-
ing countriesand concludedthat in present
scenario theimportance of |abor costs has
declined. Thus, lower labor cost, which
had a beneficial effect on the prices, isa
thing in the past, because it can be easily
imitated by others. Intoday’ scompetition,
garment exporters are faced with the
emerging issues, among others, related to
environmental and social compliance,
(Débroy 1996; IIFT 1997; Mehta 1997;
Chandra 1999; Djafri 1999), and tech-
nology requirements adopted by import-
ing countries. These all have become and
will be the stumbling blocks for the gar-
ment exporters in the future.

Buyers Control:
Stressing on the Environmental and
Social Compliance

Nowadays, international buyers are
placing importance on the environmental
and social complianceissues(codeof con-
duct as they call) such as provision of
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quality of theemployees work-life, safety,
healthy working environment, minimum
wage standard etc. The basic concept here
isto giveasense of security to consumers
where they purchase products. The com-
pliance issues implicitly also get inter-
preted asone of thewaysof restricting the
imports by developed countries from de-
veloping countries. Theinternational stan-
dard compliance has been practiced by
most of the international garment-brands
and istending to become requirement for
exportstoo. Fernando (2000) hasobserved
that obtaining the international standard
compliance certification and its advertis-
ing issufficient asorder-winning strategy
but itisgoing to becomerequirement very
shortly. In order to monitor these stan-
dards, many well-known brands have un-
dertaken measures such as sending their
inspection groups to factories to investi-
gateonworking conditionsof thefactories
beforeplacing orders(Panthaki 2001; Tait
20014).

Although most compliancecertifica
tion requirements are similar, al import-
ers follow different norms. So if an ex-
porter is making for NIKE, the Gap, Liz
Clayborne, and C&A, for example, then
(s)heislikely to haveto comply to differ-
ent codes. Thusthere might be some con-
fusion and conflicting requirements (Tait
2001b). Therefore, the prominent apparel
producers approached the American Ap-
parel ManufacturersAssociation(AAMA)
to coordinate the industry’s role in ad-
dressing these issues. This has led to the
Worldwide Responsible Apparel Produc-
tion (WRAP) principles, basic standards
that addresslabor practices, factory condi-
tions, andenvironmental and customscom-
pliances and business will be transacted
only withtheunitsapproved by thisagency
who will also ensure that the units adhere
to the principles of WRAP (Clothesline

2001). The EU hasalso planned to imple-
mentacompliancecertificationlikeWRAP
standard for Textile and Textile Product
(TTP) industry (Tanudjaja in
Bharattextile.com). Thus, it can be said
that the environmental and social compli-
ance issue is one of the issues that are
becoming more and more important for
the garment exporters for survival in the
futureand the existence cannot beignored
by the exporters Indonesia.

| T and Automation

Nowadays, buyers have stressed on
the need to adhere to international stan-
dards for faster response. Kilduff (2000)
and Fralix (2001) haverevealedthat Infor-
mation Technology (IT) and automation
play akey rolein building and shaping the
linkage between customers and manufac-
turers. And the Internet is one of the most
exciting developments in technology
(Dawson and Kang 2001). Chintakayada
(1999) hasstated that globally textilesand
clothing industry is becoming more and
morel T driven. Hefurther mentioned that
apparel industry should understandthat I T
encompasses arange of information at all
stages of production chains and to ensure
thetimely compliancewiththe customers.
It allows usto get high speed, cost reduc-
tion, crashing the lead-time, flexibility,
wider choices of goods and these will
ultimately add value to the business sys-
tem. Companies would be able to add
value and save costs using IT solutions
(Mathew 2000). Thus, IT should be used
in such away that it brings effectiveness
and efficiency. It should go to total sys-
tems, not partially, in the organization,
right from market intelligence, product
design, and production system to the low-
est functions. Thus, investmentsin infor-
mation technology are critical in this age.
AsWal Martinvestedintechnology, it not
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only brought the costs down (Stiedtmann
2000), it alsolowered pricesand expanded
the market. Thus, it can be concluded
development of IT will determine the fu-
turesuccessof textilesand garmentsbusi-
ness. In addition to IT, the automated
manufacturingfacility suchasCAD/CAM
systemisalsoimportant in the production
process in augmenting flexibility in de-
sign. This system has opened up new av-
enues to creativity of designers giving
them opportunities to make alterationsin
design (Fashion and Beyond 2000).

Value Addition Related

For most marketers, the concept of
value added is predicted on the belief that
consumers are willing to pay more for
higher value added products (Brookes
1988). Manufacturers should offer some-
thing unique, unmatched by their low-cost
competitors, i.e. products highly valued
by their buyersfor reasonsbeyond simply
an attractive price to remain competitive
(Moon et al. 1997). Buyers nowadays are
choosy, knowledgeable and understand
thevalueof theproducts. Panthaki, (2000b)
has observed that the urge to move away
fromtraditional productsto thosethat add
value to your products should be of para-
mount importance. Thereare certain ways
to have value addition such as through
branding (Koshy 1999; Sung 2000), pro-
ductionflexibility (Kini 2000; Ellis2001),
and product devel opment and design (K SA
Technopak 1999).

Time Value Related

Marketing startsfrom understanding
consumer behavior. Thus, understanding
and reacting out to what the consumer
wants is essential. In garments industry,
fashion for one product may come in a
very short span. (Koshy 1998) has men-

tioned that the life span of the productson
shelf isdisproportionately shorti.e. six to
eight weeks. He has further mentioned
that in garmentsindustry time really mat-
terswhichin turn will create value. Thus,
speed that hasled totimelinessof delivery
and responsivenessto changing needs has
now been a major focus (Singletary and
Samuel 1998; Anson 2001). The aware
consumer is also impatient and he wants
everything right away (Diesback 2000).
To minimize the risk of wrong merchan-
dise selection, buyers place their orders
closer to the season and that the delivery
turnaround times are shrinking. Rather
than placing one large order, the buyers
are making many smaller orders (Jain
2000). Even Koshy (1997) has stated that
valueaddedisvaluelostif delivery failsto
take place in time. Thus, commitment to
delivery time, shorter manufacturing time
and shorter |ead-time seems to be impor-
tant in today’ s scenario.

Research M ethods

Questionnaire Design

Thepresent study ismainly question-
naire-based survey. However, personal
interviews and discussions with experts
and practitioners have also been carried
out. The questionnaire was developed
through several stages. Initialy, to search
for itemson current issues effectively, the
body of literature and seminars on the
concerns, problems and prospects of the
phase-out of MFA werereviewedinparal -
lel with the discussion with the expertsin
this area. Then the questionnaire was de-
veloped. Tovalidatetheresearcher’ scon-
ceptsand perceptions about the variabl es,
whichwereusedinthequestionnaire, face
validity test was performed. At this stage,
discussion with experts, managers of gar-
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ment exporting companies and research-
ers were held. They were requested to
critically examine and modify the vari-
ables, which have been designed. This
work was intended to strengthen the
researcher’ sjudgment about theemerging
issues. This was very helpful to the re-
searcher especially for the correction of
the language and setting of the content of
the questionnaire. Large number of sug-
gestions were incorporated at this stage.
Subsequently, thequestionnairesweresent
to the garment exportersfor pre-testing to
achieve content validity. The purpose of
this pre-testing was to evaluate the clarity
and applicability of the questionnaire.
Minor modifications were made for the
finalization of the questionnaire.

Survey | mplementation

500 garment exporterswere selected
fromthecurrent edition of the Directory of
Exporters published by APl (Assosiasi
Pertekstilan Indonesia), Jakarta. Subse-
quently 500-survey questionnaires were
mailed, and 115 completed responses (i.e.
23%) were received. Firmsinclude quota
and non-quota exporters. Questionnaires
were mailed to the chairmen and manag-
ing directorsfrom awiderangeof Indone-
siangarment exporterslocatedinthecoun-
try. Each mailed-envel ope contained a set
of questionnaire, coveringletter and apost-
age-paid self-addressed envelope. The
covering letter contained the purpose of
the survey, confidentiality of the identity
of therespondents. A reminder along with
another copy of thequestionnairewas sent
four weeks after the first mail. Second
reminder was sent after 6 weeks but with-
out questionnaire.

The questionnaire for the exporters
consists of 5 sections. This study only
discussed 4 sectionsviz. section 1, 2, 3and
5. Section one contains the respondent’ s

andorganization’ sparticularswhichcover
the name and position of the respondent,
company’s name, address, e-mail and
websiteavailability, year of establishment,
type of the organization, average annual
exports, main products for exports, years
of experiencein garment business, and the
recent trend of the garment exports. Sec-
tiontwo of the Questionnairerelatestothe
perceptions of the exporters on factors of
competitiveness of the country. Thereare
five factors listed in this measurement
namely labor related, infrastructure re-
lated, business law related, raw materials
related, technol ogy/manufacturing rel ated,
and “others.” Theexporterswere asked to
indicate their perceptions on a five-point
scale about their country’s strength on
those various variables of factors of com-
petitiveness. Section three pertains to the
assessment of theexportersonthelevel of
importance to the garment manufacturing
andexports. Theexporter respondentswere
asked to indicate the level of importance
they attach to various issues related to
garment manufacturing and exports. Fac-
tor analysis was used for data reduction
and summarization. Section fiveis based
on the strategic choices the respondents
and other companies applied during the
MFA phase-out (1995 onwards). The ex-
porters were also asked to indicate adop-
tion of strategic choicesby themaswell as
majority of their competitors.

Resultsand Analysis

Sample Characteristics

Table 1 presentsthe salient informa-
tion of the respondents (garment export-
ing companies) in Indonesia. It has been
found that about 81 percent of the respon-
dentsarefromthetop management/CEQOs.
This finding has reflected the purpose to
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Table 1. Exporter Respondents Characteristics: Indonesia

Job Titles
Director/CEO etc.
Marketing Manager
Others

Experiencein Exports of Garments
<5years
5-10vyears
10-15years
> 15 years

Average Annual Exports
In valueterms
< US$10 mn
US$10- 20 mn
US$20- 50 mn
> US$50 mn

I'n volume terms (units)
<0.50 mn
0.50-1mn
1-2mn
> 2mn

E-Mail Availability
Specified
Not specified
Web-Site Availability
Specified
Not specified
Type of Organization

Manufacturer
Merchant

Geographic L ocation
Greater Jakarta
West Jawa
East Jawa
Central Jawa
Others

Per centage (%)

81.3
10.7
8.0

6.5
61.1
22.2
10.2

514
42.2
55
09

47.7
40.4
7.3
4.6

84.9
151

7.6
92.4

83.3
16.7

59.3
14.2
4.4
9.8
124
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Table 2. Percentage Distribution of the Indonesian Sample Exporters by Their
Export Trend to Destination Markets

%5 § Export Trend

g 'g Export Increasing Almost  Export Decreasing

1S Stagnant

5B
Dedtination <
Country Rapidly  Slowly Rapidly  Slowly Total
USA 95 18.9 56.8 20.0 - 4.2 100.0
Canada 50 6.0 54.0 30.0 2.0 8.0 100.0
Japan 31 226 355 19.4 16.1 6.5 100.0
Australia 20 20.0 30.0 20.0 10.0 20.0 100.0
UAE 31 16.1 484 258 6.5 32 100.0
EU Tota 36 16.7 36.1 389 5.6 2.8 100.0

whom the questionnaires have been sent.
In addition, it shows the appreciation of
the top management towards the purpose
of the research. About 61 percent of the
respondent companies has been in gar-
ment exportsfor 5to 10years. Thisfinding
indicates that most exporting companies
have been export business from the time
the MFA phase-out started. Further, it has
been found that majority of the respon-
dents (51.4 percent) have had the average
annual exports of less than US$0 million
and 42.2 percent of US$10 million to
US$20 million. About 85 percent of the
respondents have specified the Internet
accessibility and e-mail usage. It shows
that exporting companiesare prepared for
the future needs to reduce the paper work
as required by importers. However, as to
the website availability, less than 10 per-
cent of the respondents have had the affir-
mativeresponsesindicating their less per-
ceived need for it.

Fromthissample, basically thereare
two types of garment exporters. “Manu-
facturer-Exporters’ and “Merchant-Ex-

porters.” Manufacturer-exportersarethose
who own manufacturing facility to pro-
duce the garments, whereas merchant-ex-
porters are those who get packed ship-
ments or garments made from fabrication
units for exports. Some of the merchant-
exporters provide sampling facilities also
(Koshy 1995).

It has been found that almost 84 per-
cent of therespondentsarefrom manufac-
turer-exporters and remaining from mer-
chant-exporters. Higher percentage from
manufacturer-exporters has indicated the
sincerity of doing businessin this sector.
Majority of the sample are located in
Greater Jakarta, which includes JABO-
TABEK (Jakarta, Bogor, Tangerang and
Bekasi), and West Java. The concentra-
tion of the geographical |ocation might be
due to the facilities provided by the gov-
ernment to boost the exportsof thissector.
In the sample, 59.3 percent of the respon-
dents are from Greater Jakarta, followed
by West Java (14.2 percent), Central Java
(9.8 percent), East Java (4.4 percent) and
others (12.4 percent).
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As per export destination markets, it
hasbeen found that majority of theexport-
ersarestill inclined to export to the quota
markets such as USA, Canada and EU.
This indicates that the diversification of
thedesti nation market hasbeenlessamong
the Indonesian exporters. Their exports
haveincreased slowly in most destination
marketsexcept the EU whereexportshave
remai ned stagnant duringthelast fiveyears
(Table 2).

Perceptions of the Exporterson
Emerging I ssues

Questions under this section have
been used in an effort to understand the
perceptions of the Indonesian sample re-
spondentsontheemergingissues. 27 vari-
ables have been set under this section. In
order to understand the existing issues
faced by the Indonesian garment export-
ers, the respondents were asked to evalu-
ate the 27 variables on the basis of their
importance. UsingV arimax Rotation, these
variables were then factorized to deter-
mine the salient factors underlying the
Indonesiangarment exporters’ perceptions
on the emerging issues. Theresults of the
factor analysis are presented in Table 3.
Following Hair et a. (1987: 237), the
samplesizeof 115isconsidered sufficient
under this study. Only factor loadings of
morethan 0.50wereretainedinthisanaly-
sis. Twenty fivevariableswerefoundtobe
statistically significant. Thisfinding indi-
cates that the emerging issues have been
realized by the exporters. Sampling ad-
equacy was aso judged by using KMO
value. Following Kim and Mueller (1978)
in Black and Porter (1995), the KMO
value of 0.827 in this study is considered

sufficient. Only thosefactorswithanEigen
value greater than 1 are retained.

Sevenfactorshaveemergedfromthis
rotation with 74 percent of the total vari-
anceexplained. Thesefactorswerenamed
accordingly onthesubjectivebasis. Factor
1 referred to “time” and therefore was
named as “timevaluerelated.” Other fac-
tors have aso been named in the similar
manner. Thus, factor 2 has been named as
“environmental and social compliancere-
lated,” factor 3 has been named as “labor
productivity related.” Factors4,5,6and 7
arenamedas*|T and automationrelated,”
“value addition related,” “infrastructure
related,” and “logistic/channel related”
respectively.

The value of aphawas used in this
study to indicate the relative reliability of
each factor as a scale (Black and Porter
1995). The test of the correlation among
the variables loading on the individual
factor suggestsahighdegreeof reliability.
As seen in Table 3, the Cronbach alpha
Coefficients of the first five factors are
0.903, 0.846, 0.874, 0.894 and 0.742 re-
spectively surpassing the level of 0.70
recommended by Nunnally (1978) for the
acceptance level of reliability. The sixth
and seventh components, though below
theacceptancelevel havebeen considered
in this study due to their importance.

To understand the underlying rela-
tionships between the factors, Pearson
Correlation Coefficients have been com-
puted. The results are shown in Table 4.
This analysis shows that all factors are
correlated, most of them positively and a
few negatively and at different signifi-
cance level.
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Table 3. Construct M easurement Assessment of the Emerging Issues: Indonesia

Factor Components Loadings Alpha KMO
Value
Factor 1 0.903 0.856
Shorter lead time 0.866
Shorter manufacturing cycle time 0.851
Shorter order processtime 0.842
Security of delivery 0.760
Sourcing reliable & timely information 0.694
Factor 2 0.846 0.814
Meeting minimum legal wage requirement 0.819
Adherence to safety & healthy working environment 0.815
M eeting minimum the legal wage regquirement 0.788
Adherence to environmental issues 0.739
Allowing workers to join lawful organization 0.635
Factor 3 0.874 0.676
Productivity of workers 0.825
Availability of skilled workforce 0.812
Training of workers 0.594
Factor 4 0.894 0.718
Usage of automated manufacturing facilities 0.855
Usage of modern technologies (e.g. CAD, CAM) 0.727
Availability of on-line networks 0.714
Usage of assembly production system 0.629
Fator 5 0.742 0.685
Having own brands 0.890
Flexibility in quantity 0.862
Product development at every stage 0.531
Factor 6 0.671 0.618
Availability of testing laboratory 0.781
Availability of warehousing yard 0.732
Professional qualifications of managers 0.617
Factor 7 0.639 0.500
Availahility of shopping channels 0.865
Availability of logistic system 0.672
Kaiser-Meyer-Olkin Measure of Sampling Adequacy 0.823
Bartlett’s Test of Sphericity Approx. Chi-Square 1582.195
Df 351

Sig. .000
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Table 4. Correlation Matrix for the Variables of I nterest

Mean Std.Dev. Factor Factor  Factor ~ Factor ~ Factor  Factor  Factor
1 2 3 4 5 6 7

Factor1 3688  0.1069 0814 -0179  -083 -0245 0740 0594
Factor2 3378 02321 -0.814 0.716 09%6a 0746 0584 0353
Factor3 3233 20577 -0179 0716 0619 0976a 0973b 0615
Factor4 3720 13969 -0853 0966a 0.619 0618 039  -0473
Factor5 3010 16780 -0245 0746 0976a 0618 0975b 0484
Factor 6 4030 17937 0740 058 0973b 0399  0975b 0419
Factor7 3055 17751 0594 0353 0615  -0473 0484 0419

Pearson Correlation &) Correlation issignificant at the 0.01 level (2-talied).
b) Correlation is significant at the 0.05 level (2-tailed).

Factors of Competitiveness

This part of the questionnaire has
invited the opinion of the respondents on
the level of strength of Indonesia’s gar-
mentsindustry ascomparedto major com-
peting countries. Under this section, 31
guestions were set which were grouped
into 6 main factors, namely “labor related
factor,” “infrastructure related factor,”
“laws related factor,” “raw materials re-
lated factor,” “technology/manufacturing
related factor” and “ other related factors.”
Respondents have been asked to rate the
level of strength of Indonesia on the vari-
ableg/items of competitiveness for gar-
ment exports on the five-point scal e start-
ing from extremely low (1) to extremely
high (5). The mean value of each variable
istabulated using SPSS package. Thedis-
cussion of each factor follows:

Labor Related Factor

Table5 depictsthemean value of the
responses of labor related factor on five
variables. Findings indicate some vari-
ables have been perceived competitively

stronger by the garment exporters. Labor
cost has had the highest mean value of
3.84. Thisfinding clearly implies that la-
bor cost isamajor competitive factor for
Indonesiangarmentsindustry ascompared
to other competing countries. This isin
line with the finding made by Werner
International Management Consultants
(1998) that Indonesiawas one of the low-
est labor cost country ascomparedto other
major competing countries. It isobserved
that “availability of skilled workers” and
“workers understanding and ability to
implement technical instructions’ have
similar meanvalueof 3.04whichisdightly
below the average. The mean vaue of
“availability of skilled workers while ex-
ecuting big orders’ and “workers' disci-
pline and sincerity towards the job” are
2.97 and 2.72 respectively which indi-
rectly suggests that Indonesia’s strength
has been perceived comparatively low as
compared to some other competing coun-
tries. However, the overall indicates that
the level of strength isat an average.
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Table5. Indonesia’sL evel of Strength on Labor Related Factor of Competitiveness

Level of Strength

Variables Mean
(scale: 1to5)

Labor Cost 3.84
Availability of skilled workers 3.04
Workers' understanding and ability to implement technical
instructions 3.04
Availability of skilled workerswhile executing big orders 2.97
Workers' discipline and sincerity towards the job 2.72
Overall Average 3.12

Variables are in rank order of mean score

Table6. Indonesia’sL evel of Strength on I nfrastructureRelated Factor of Competi-

tiveness
Level of Strength
Variables Mean
(scale: 1to5)

Availability of air/sea ports and related logistics 3.47
Availability of modern telecom infrastructure 3.26
Availability of power supply 3.20
Availability of own captive power supply 3.12
Availability of institutional finance for garment sector 2.73
Availability of design schools & specialized institutes 213
Cost of Capital (finances) 1.95
Overall average 2.84

Variables arein rank order of mean score

Infrastructure Related Factor

Seven variables on infrastructure re-
|ated factor have been listed. The respon-
dents have rated the level of Indonesia's
strength on thisinfrastructure related fac-
tor. Table 6 depicts that “availability of

air/seaportsand related logistics’ hasthe
highest mean value of 3.47 followed by
“availability of moderntelecominfrastruc-
ture” (3.26) and “availability of power
supply” (3.20) and can therefore be con-
sidered as positive points for Indonesia.
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Table7.Indonesia’sL evel of Strength on BusinessL awsRelated Factor of Competi-

tiveness
Level of Strength
Variables Mean
(scale: 1to5)
User-friendly export-import policies and procedures 2.87
Simplicity of laws relating to customs/excise duty 2.61
Nature of export incentives 2.15
Overall average 254

Variables arein rank order of mean score

However, cost of capital has the lowest
mean value that indicates the least com-
petitive factor for this country. Thisisin
line with the interview with some export-
ers in Jakarta who have indicated that
garment exporters have been dissatisfied
duetothehighinterest ratesinthecountry,
although getting the funds has not been a
major problem.

Further, the “availability of design
schoolsand specializedinstitutes’ hasbeen
considered low despite the availability of
institutes collaborating with international
fashion design schools. This low mean
valueisinlinewiththeresearcher’ sobser-
vation and discussions with some design-
ersduring the survey. According to them,
the design and fashion institutes available
in the country have been managed by
private institutes and provide only short
training coursesat highfeesandaremainly
located in Jakarta. Thus, it seemsthe gov-
ernment pays little attention on establish-
ing centersfor design and fashiontechnol-
ogy at national level as happens in many
other countriesand theseinstitutesseemto
be meant for high-income people.

Business Laws Related Factor

Respondents were asked to indicate
Indonesia’s level of strength about busi-
nesslawsrelated factor onfivepoint scale.
ThemeanvaueisshowninTable7. Ithas
been found that all variables got an aver-
age score of lessthan 3.00. Thisindicates
that Indonesia has been perceived less
competitive as compared to some other
competing countries. This finding might
be due to complex policy and procedures.
In line with the researcher’ s observations
during theinterviewsthat the respondents
implicitly stated theillegal levies, somany
“tables’ to be passed through etc. are the
major concerns of the garment exporters
because thesein turn increase the costs. It
has al so been felt by the exportersthat the
government policy framework such as
imports, exports, tariff have been chang-
ing frequently.

Raw Material Related Factor

Table 8 depictsthe mean value of the
responses on raw material related factor.
Four variables are set under this factor.
Theresultsareplacedindeclining valueof
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Table 8. Indonesia’sL evel of Strength on Raw Material Related Factor of Competi-

tiveness
Level of Strength
Variables M ean
(scale: 1to5)
Availability of desired quantity of fabrics through imports 3.22
Availability of desired types of quality fabrics domestically 3.00
Availability of required quantity of desired fabrics domestically 2.86
Timely availability of trims and accessories 2.76
Overall average 2.98

Variables arein rank order of mean score

mean. It is interesting to note that of the
four variables, “availability of desired
quantity of fabrics through imports’ has
the highest mean value of 3.22 and thisis
contradicted to the common image of In-
donesia as producer of quality fabrics.

This response seems to have been
due to the government policy, which has
encouraged the imports of fabrics for ex-
port purpose with zero import tax. On the
contrary, thegarment producerswho used
the local fabrics are taxed. In interviews
with several members of AP, it has been
found that most imported fabrics from
Singapore and other countries have been
basically from Indonesia. Such problems
exist because garment exporters want to
get exemption from the taxes. This may
explainthereason of thehigh scoreonthis
variable. The mean value of “availability
of required quantity of desired fabricsdo-
mestically” has been low at 2.86 indicat-
ingtheweak |evel of Indonesia’ scompeti-
tiveness as compared to major competing
countries.

Technology/Manufacturing Related
Factor

Technology is not only a buzzword
butisamustintoday’ sgarmentsindustry.
Buyersfrom devel oped countriesput pres-
suresonthegarment exporterstousemod-
ern technology. The mean vaue of re-
sponses of each variable under thisfactor
ispresented in Table 9. It has been found
that the mean value for “availability of
automated manufacturing facility” and
“availahility of moderntechnol ogies(such
asCAD, CAM)” are3.23and 3.20 respec-
tively indicating that the respondents are
ontheopinionthat Indonesiaremainscom-
petitively high on these variables. How-
ever, themeanvalueof “ availability of on-
line networks” and “ availability of manu-
facturing facility under oneroof” are2.99
and 2.58 respectively indicating that Indo-
nesia’ level of strength is average. How-
ever, the overall averageis 2.99.
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Table 9. Indonesia’s Level of Strength on Technology/M anufacturing Factor of

Competitiveness

Level of Strength

Variables Mean

(scale: 1to5)
Availability of automated manufacturing facility 3.23
Availability of modern technologies (such as CAD, CAM) 3.20
Availability on on-line networks 2.99
Availability of manufacturing facility under one roof 2.58
Overall Average 2.99

Variables arein rank order of mean score

Table10. Indonesia’sL evel of Strength on Other Related Factor of Competitiveness

Level of Strength

Variables Mean
(scale: 1to5)

Ability to follow fashion trends 3.19
Access to buying house, agents & distribution channels
in foreign markets 3.02
Readiness towards non-tariff barriers 3.02
Domestic demand of quality fashion garments 2.89
Availability of competent designers 2.55
Government supports and incentives 2.32
Image of “Madein Indonesia’ in international markets 213
Overall Average 2.74

Variables arein rank order of mean score

Other Related Factor

The respondents were asked to rate
thelevel strength of Indonesiaontheother
related factor onthefive-point scale. Mean
valueof eachvariableispresentedin Table
10. Variables such as “ability to follow
fashion trends,” * accessto buying houses
in foreign markets’ and “readiness to-
wards non-tariff barriers” have the mean
value of 3.19, 3.02 and 3.02 respectively

indicating that Indonesiais competitively
strong as compared to major competing
countries. Other variables such as “gov-
ernment initiatives and supports’ have
fallen at 2.32 indicating the concerns of
the government have been perceived low.
“Image of ‘madeinIndonesia ininterna-
tional markets’ achieved the lowest mean
value at 2.13. From thisfinding it can be
inferred that Indonesia may only be the
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jobber, if thereis no effort to improve the
image.

Strategic Choices

The following analysis will discuss
the strategies that have been adopted by
the Indonesian garment exportersin their
own companies (“ own strategies’) during
theMFA phase-out period (1995 onwards).
As seen in the sample characteristics that
most of the respondents had the experi-
ence of more than 5 years and thus sup-
portedtheanalysisof thispart. Thisanaly-
sisisalso aimed at understanding the gar-
ment exporters’ perceptionsonwhichstra-
tegic choicesother companiesinthecoun-
try haveadopted. Thechoiceswere* slowly
adopting” (1) “moderately adopting” (2),
and“actively adopting” (3). Twenty seven
variables of strategic choices under this
section have been grouped into seven
namely General Strategy (GS), Market
FocusStrategy (MF), Value Addition Ori-
ented Strategy (VA), System/Quality Tech-
nology (SQ), Developing Network Strat-
egy (DN), Compliance and People Devel -
opment Strategy (CP), and Diversifying
into Retailing (DR). The mean value
against each item has been tabulated in
Table 11. The overall strategic choices
and the discussion on each item follow.

General Strategy

The general strategy has been coded
as GSL1 for applying cost reduction strat-
egy, GS2for applyingtimereductionstrat-
egy, and GS3 for keeping constant touch
with designersoverseas. It hasbeen found
that the mean value of GS1 and GS2 are
2.75 and 2.56 respectively, which indi-
cates active adoption of these strategies.
Thefindingsalso indicate that the respon-
dentshavekeen interest on the cost reduc-
tion and the quick response. The GS3 has
the mean value of 1.19 indicating slow

adoption onthisstrategy. Thelower mean
valueof G3might indicatethat therespon-
dents have had less interest in moving up
their strategy toahigher end market through
fashions. The exporters are not willing to
move up to fashion due to itstiny market
and many good players such as Italy and
France have come up in this arena. Re-
spondents have perceived other compa-
nieshavealso had active adoption on GS1
and GS2 and slow adoption on GS3.

Market Focus Strategy

Therearefour strategic choiceswhich
are coded as MF1 for capturing high end
markets, MF2 for capturing low end mar-
kets, MF3 for focusing on large markets
like USA and EU, and MF4 for focusing
onnon-quotamarkets. Under “own” com-
pany strategy, it has been found that MF2
and M F3 have had the mean value of 2.57
and 2.52 respectively indicating active
adoption on these strategies. Higher aver-
age of MF3 is in line with the general
condition that almost 80 percent of the
respondents have gone to quota markets
such as USA and EU.

However, capturing higher end mar-
kets (MF1) has not been attractive to the
exporters. Thismight have been duetothe
intensecompetitionfrom countries, which
areadvancedinthisarea. Therespondents
have also perceived “other” garment ex-
porting companies in the country in gen-
eral have similar strategies. It cannot be
denied that some companieshave adopted
MF1 and MF4 actively. But in genera
respondentshaveperceivedthat other com-
petitors have moderately adopted these
strategies.

Value Addition Oriented Strategy

Under this strategy, there are four
variables, which are coded as VAL for
developing own brandsfor overseas mar-
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Table 11. Strategic Choices Adopted by Exporting Companies

Score Scale: 1t03

Own Other
Strategic Choice Company Competitors
Mean M ean

General Strategy (GS)
GS1 Applying cost reduction strategy 2.75 2.40
GS2 Applying time reduction strategy 2.56 2.37
GS3 Having constant touch with designers overseas 1.19 1.20
Market Focus Strategy (MF)
MF1 Capturing high end markets 1.04 2.26
MF2 Capturing low end markets 2.57 2.49
MF3 Focusing on large markets like USA and EU 2.52 242
MF4 Focusing on Non-quota markets 1.03 2.05
Value Addition Oriented Strategy (VA)
VA1l Developing own brands for overseas markets 1.02 1.38
VA2 Applying product differentiation strategy 1.39 2.01
VA3 Specidizing in particular products 2.60 249
VA4  Applying customization strategy 1.02 1.39
System/Quality Technology Strategy (SQ)
SQ1 Developing production base in other countries 1.01 1.16
SQ2 Adoption of 1SO 9000 certification 2.04 2.06
SQ3 Adoption of 1SO 14000 certification 1.96 2.04
SQ4 Ensuring quality standards at vendor level 2.16 2.02
SQ5 Using E-commerce as a part of the plan of

the organization 1.09 2.04
SQ6  Setting up manufacturing facility 1.65 1.92
Developing Network Strategy (DN)
DN1 Developing vendor relationship 2.06 244
DN2 Developing relationship with importers overseas 2.60 2.50
DN3  Setting up joint ventures 1.28 1.59
Compliance & Development Strategy (CP)
CP1 Commitment for compliance issues 2.50 253
CP2 Developing employees competency 1.52 2.07
CP3 Increasing commitment to productivity 244 2.54
Diversifying Into Retailing (DR)
DR1 Setting up local retail shops 1.05 152
DR2 Promoting local retail markets with own brands 1.03 153
DR3 Setting up overseas retail markets 1.02 117
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kets, VA2 for applying product differen-
tiation strategy, VA3 for specializing in
particular products and VA4 for applying
customization strategy. It has been found
that VAS has had the mean value of 2.60
indicating active adoption. Meanwhile,
VA1,VA2andVA4havehadlower mean
value indicating slow adoption of these
strategies. It is interesting to note that
although VA1 may beauseful strategy for
the future it has the lowest mean value. It
seems that it is not critical for exporters
and thusit indicates that exporters are not
willing to develop their own brands. Dur-
ing the interviews with some exporters, it
was found that the unwillingness of the
exportersto have own brandsisbecauseit
requires a lot of investment and is time
consuming. In addition, quota system has
killed their possible initiatives in this di-
rection. The slow adoption of VA4 indi-
cates that many garment exportersstill do
not realize the importance of this emerg-
ing strategy. However, the garment ex-
portershaveperceived thesefour strategic
choicesas“moderately” adopted by other
companiesin general.

System/Quiality Technology Strategy

The System/Quality Technology
Strategy enlists six variables which have
been coded as SQ1 for devel oping produc-
tion basein other countries, SQ2 for adop-
tion of 1SO 9000 certification, SQ3 for
adoption of 1SO 14000 certification, SQ4
for ensuring quality standards at vendor
level, SQ5for using e-commerce asapart
of the plan of the organization, SQ6 for
setting up manufacturingfacility. SQland
SQ5 havebeenfoundto havelowest mean
valueof 1.01 and 1.03 indicating the slow
adoption on these strategies. What is ap-
pealing isthat while many other compet-
ing countrieshavestartedto ‘ devel op pro-
duction base in other countries and using

e-commerce as a part of the plan of the
organization,” Indonesiangarment export-
ers have slowly adopted these strategies.
The mean value for SQ2, SQ3, SQ4 and
SQ6 are 2.04, 1.96, 2.16 and 1.65 respec-
tively indicating moderate adoption on
thesestrategies. However, therespondents
have perceived in general that other com-
peting companies in the country have
moderately adopted all thementioned strat-

egies except SQL.
Developing Network Strategy

Three are three aspects of network
strategy, which are coded as DN1 for de-
veloping vendor relationship, DN2 for
developing relationships with importers
overseas and DN3 for setting up joint
ventures. It has been found that DN2 has
the mean value of 2.60 indicating active
adoption on this strategy. DN1 has been
moderately adopted, whereasDN3 hasthe
lowest mean value of 1.28 indicating slow
adoption. Respondentshaveperceivedthat
some other competing companies in the
country have adopted these strategies ac-
tively except DN 3, which wasmoderately
adopted.

Compliance and People Devel opment
Strategy

There are three aspects of compli-
ance and people development strategy,
which are coded as CP1 for commitment
for complianceissues, CP2for developing
employees competency and CP3 for in-
creasing commitment toproductivity. CP1
and CP3 have been found to be actively
adopted by the respondents whereas CP2
has been moderately adopted. The low
mean value of CP2 indicates the concern
on the development of the workersis still
low by the exporters. This can be because
of the high labor turnover in thisindustry
that exporters feel that such a strategy is
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unnecessary. However, the respondents
have perceived that other competing com-
paniesinthecountry adopt thesestrategies
actively except CP2 that was moderately
adopted.
Diversifying into Retailing

There are three strategies relating to
diversification into retailing which are
coded as DRL for setting up loca retail
shops, DR2 for promoting retail markets
with own brands and DR3 for setting up
overseasretail markets. It has been found
that the mean values for DR1, DR2 and
DR3 are 1.05, 1.03 and 1.02 respectively
indicating slow adoption of these strate-
gies. It can beinferred that manufacturers
still rely very much on theretailersto sell
their productsand thusthey arenot widely
sensitivetowardstheseissues. Itisnotice-
able that except DR3 (to have slow adop-
tion), other companieshavebeen perceived
to adopt those strategies moderately. The
opening up of factory outlets by some
companiesin the country isan indication
towards these strategies. Great River In-
ternational, for example, has opened its
stall in some Mega Malls to promote its
own brands.

Conclusion

One of the dimensions of the export-
ers’ survey wasto understand Indonesian
garment exporters' perceptions on the
emergingissuesthat arelikely toaffect the
garmentsexportsof Indonesia. It hasbeen
found from the analysisthat the exporters
in Indonesia have realized the issues that
have emerged in the WTO regime. This
hasbecomeevident from theresultsof the
factor analysis. Using varimax rotation,
seven factors have emerged from the sur-

vey in Indonesia. Another dimension of
the survey was to seek the perceptions of
the exporters on the level of competitive-
ness of Indonesia as compared to major
competing countries. The overall percep-
tions of exporters indicate Indonesia is
relatively lesscompetitivethan other com-
peting countries.

Another important dimension wasto
analyzethestrategi esadopted by thecom-
panies. The strategieslike“ capturing low
end markets,” “focusing on large market
like USA and EU,” and “specializing in
particular products’ have been actively
adopted by the exportersin Indonesia. On
the other hand, the adoption of the strate-
gic choices such as “diversifying into re-
tailing,” “developing own brands,” “de-
veloping production base in other coun-
tries,” and “ using e-commerce asapart of
the plan of the organization” has been
comparatively slow. Sincethefuturecom-
petition is very tough starting from the
issues of environment and social compli-
ance, adoptionof technology etc., garment
manufacturersin Indonesia need to work
with efficiency to achieve good price and
be competitive. The garment manufactur-
ers/exporters in Indonesia need to have
thoroughness and seriousness in tackling
those issues in order to successfully sur-
vive in the future. They need to rethink
their strategies, work withvisionand com-
mitment and so that they can take stepsto
improve the image of the country in gen-
eral. Thekey successful factorsseemtobe
based on how the issues related to social
compliance, time value (quick response),
value addition , connectivity (network-
ing), automation, HR management (pro-
ductivity) collaboration are managed effi-
ciently and effectively.
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