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(ABSTRACT)

The US textile industry has traditionally been import-impacted rather than export-
oriented. Recent data reveal a significant growth in US textile and apparel exports, indicating
that US manufacturers are aware of the importance of expanding internationally. Europe
represents the second most important export destination for American textiles.

The purpose of this research was to examine the export involvement and marketing
characteristics of eight US interior furnishing textile (IFT) manufacturers who market to the
EC, and to determine their perceptions of how the creation of the EC 1992 Single Market
would affect their future marketing strategies and market potential. The case study method,
i.e., personal interviews, was used to investigate the expectations of IFT exporters regarding
the EC 1992 market potential, and investigated whether they plan to adapt their export
marketing strategies to the changing regulatory and business environment in the EC 1992
Single Market.

The informants were drawn from the US IFT companies participating at the
Heimtextil 1993 trade show in Frankfurt, Germany. Multiple sources of evidence were used
for compilation of final case study reports.

Cross-case comparisons revealed that IFT manufacturers exported up to 20 percent of



their total sales in 1992, and half of the respondents considered the EC as their primary
export market. The firms were direct exporters, catered to wholesalers and distributors, and
utilized a focus market niche strategy. Styling and price competitiveness were most commonly
mentioned as firms’ competitive advantages. The EC market was viewed merely as an
extension of the domestic market. An EC-wide pricing strategy was utilized, and the profit
structure in the EC tended to be higher than in the US. Marketing functions in the EC were
performed by agents/distributors. Trade shows and product samples were commonly utilized
as promotional tools. The executives of the companies under investigation were sensitive to
the changing EC external environment and optimistic about the future market potential in the
EC 1992 Single market. Major adjustments of their marketing strategies in the new Europe

were related to entry modes, distribution and products.
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CHAPTER 1

INTRODUCTION

Cooperation between the European Community (EC) and the United States has
historically been very strong with both sides sharing common objectives to expand and
liberalize world trade. At the same time, they are competitors on world markets, and often
disagree on trade policies such as those related to the agricultural sector.

The EC and the US are each others’ most important trading partners. It is believed
that the global trade relationship will deepen as Europe unifies its internal market with the EC
1992 program. The elimination of trade barriers among member countries will have an impact
on traditional methods of production and marketing, both of which will affect US companies
exporting to Europe and US companies that already have a presence in the European
marketplace. According to studies conducted among American multinational corporations
(MNCs) that are currently doing business in Europe, US firms can benefit as much as
European firms from productivity and efficiency gains and from cost reductions on
transportation and administrative items (Ryans & Rau, 1990; U.S. Department of Commerce,
1989). Some new marketing strategies will have to be employed to take advantage of the
world’s largest unified consumer marketplace which will be introduced with the EC 1992.
Activities in the global textile and apparel sector will be affected by these changes.

Although the US textile and apparel industry is not traditionally an export-oriented
industry, the EC market represents a substantial market share for American textile exports; it
is the second largest destination market after Canada (American Textile Manufacturers

Institute [ATMI], 1991; U.S. Industrial Outlook, 1992). American textile companies have



been successful in their export endeavors and appear to be eager to take advantage of export
opportunities, particularly in the major consuming nations where trade barriers do not
represent an obstacle for market expansion. As the EC 1992 Single Market is expected to
convert into a market 30 percent larger than the US market in terms of population as well as
into a lucrative market with increasing consumer purchasing power, it is believed that
American exporters may find this market more challenging in the future (Vandermerwe &
L’Hullier, 1989).

The purpose of this research was to examine the export involvement and marketing
characteristics of eight US interior furnishing textile manufacturers which market to the EC,
and to determine their perceptions of how the creation of the EC 1992 Single Market would
affect their future marketing strategies and market potential. Using the case study method,
this research investigated expectations of interior furnishing textile (IFT) exporters regarding
the EC 1992 market potential, and investigated whether they plan to adapt their export
marketing strategies to the changing regulatory and business environment in the EC 1992
Single Market.

This study was limited to the US interior furnishing textile industry' because the
production is well suited to automation, mills can exploit economies of scale and scope, and
they enjoy proximity of raw material sources (Cohen, 1989). These factors have given US
interior furnishing textile producers a competitive advantage over imports in the domestic

market, and should contribute to a good performance while competing with European and

' The interior furnishing textile industry has been defined as encompassing
manufacturers/converters of upholstery fabrics, decorative fabrics and finished
products/accessories for windows, kitchen, bedroom and bathroom. The floor covering, or
carpet, segment of this industry has been excluded.

2



other producers in the EC 1992 Single Market. In spite of a better performance of the US
interior furnishing textile industry as compared to the US apparel sector in the past decade,
extensive future growth in the domestic market is not forecasted due to stagnant demand and
population patterns. In order to compensate for the drawbacks in the domestic market, firms
are likely to seek opportunities to expand abroad (U.S. Industrial Outlook, 1992;
Vandeventer, 1991).

Existing empirical literature on the determinants of critical success factors in export
marketing emphasizes the importance of the close monitoring of market changes. Losing close
contact with the export market can lead to a lack of awareness of tariff and other significant
policies, and of the competition from new manufacturing facilities within the lucrative markets
as well as from other exporters. The "unawareness’ can subsequently lead to a loss of
potentially attractive export markets (Fenwick & Amine, 1979; Madsen, 1989; Neidell,
1971). Thus, constant surveillance of export marketing strategies should be pursued at this
point in time by exporters targeting the changing EC market.

Exports play a very important role in the US economy. During the past three years,
exports have accounted for 70 percent of the economic growth. The growing share of exports
creates trade-related jobs, the number of which have grown three times faster than overall job
creation. It has been estimated that every $ 1 billion in exports provides about 19,000
American jobs. However, there are further opportunities for US manufacturers as only one in
three American companies capable of exporting actually does so (Hackman, July 1992).

There has been a lack of literature investigating successful marketing strategies for the
textile and apparel sector competing in the global market. Due to a strong growth of US

exports to Europe in the past years and due to the expectation that industrialized nations



represent the most significant area of future growth in textile trade (Office of Technological
Assessment [OTA], 1987; U.S. Industrial Outlook, 1992; Vandeventer, 1991), research is
needed on EC market issues specifically for US textile producers.

Recognizing the changes in the regulatory and business environment within the EC
market, and understanding how to modify a firm’s export marketing strategies in view of
these changes, will be of utmost importance not only for those textile manufacturers who
directly export to the European market, but also for other segments of the US textile complex
which supply semi-finished products to the textile exporters. The results of this study should
add to the existing body of knowledge on export marketing. Also, this research may provide
an impetus for potential and practicing textile exporters to pursue new endeavors, or to

upgrade their existing export marketing endeavors for the EC 1992 Single Market.



CHAPTER 2

LITERATURE REVIEW

The review of literature explores five areas of literature relevant to the objectives of
this study. The first part examines the scope of trade, and specifically the scope of textile and
apparel trade between the US and the EC, and presents textile and apparel trading trends of
the past few years. Historical development of the European Community (EC) and the
formation of the EC 1992 Single Market program are discussed in the second portion of the
review. Empirical research dealing with the projected effects of the European economic
integration on US companies, as well as implications for the textile industry, are the topic of
the subsequent section. Specifics of the interior furnishing textile (IFT) industry are also
highlighted and the selection of this industry for the study is justified. The concluding part of
the literature review examines global marketing strategies and factors associated with

successful exporting.

Scope of Trade Between the US and

the European Community

Over two thirds of world trade takes place between developed nations which are
members of the Organization for Economic Cooperation and Development (OECD), with the
US and the EC as each others’ most significant trading partners. Although most of the classic
and modern theories of international trade explaining why international trade occurs and how

existing trade patterns arise are based on inter-country differences, there have been few



attempts to explain the intra-industry trade which relates to trade in similar commodities.
Intra-industry trade is typically based on scale economies, and the manufacturing
organizations engaging in such trade tend to be oligopolistic or monopolistically competitive?
(Kreinen, 1991; Linder, 1961).

According to Linder’s (1961) demand oriented theory of international trade called
country-similarity theory (also called preference-similarity theory), a firm tends to export to
markets very similar to its home market. Once a firm develops a new product in response to
domestic market conditions, a manutacturer will first attempt to market the product to foreign
markets most similar to its home market.

A large percentage of world trade takes place between the US and the EC, especially
in the merchandise category®. Merchandise trade is divided into three broad categories:
agriculture, mining, and manufactures (including textiles and apparel). Manufactures account
for 80 percent of total US merchandise exports. The EC represented 25 percent of the export
market for US manufactured goods in 1990, and, along with Japan and Mexico, accounted for
the largest increase in US manufactured exports in recent years (U.S. Department of
Commerce, April, 1991). Dynamic US export growth to the EC resulted in a US trade
surplus of $ 17 billion in 1991 as compared to $ 6 billion in 1990 and $ 1 billion in 1989

(Boyd, 1991; U.S. Department of Commerce, April 1991). The top markets for US exports in

2 Oligopolistic competition relates to a market structure where few large firms make up each
industry. Monopolistic competition relates to a market structure where there are many firms, and
the entry into the industry is unrestricted, which leads to zero economic profits in the long run.
However, unlike in perfect competition, firms’ products are not viewed as perfect substitutes.

* In economic analyses, merchandise trade refers to trade in all goods that add to or subtract
from the material resources of a country as a result of their movement into or out of the country
(Dickerson, 1991).



Europe have been the UK, Germany, France, Belgium and the Netherlands. In 1990,
substantial increases in US exports were evident in smaller European markets such as
Iceland, Denmark, Norway and Cyprus. Among the top US exports to the EC were aircraft
and aircraft parts, computers, medical and surgical instruments, office machines, electrical
apparatuses, telecommunication equipment, records, tapes and other recorded sound media

(Bailey, Converse, & Humbert, 1992).

Textile and Apparel Trade Between the US and the EC

Over 10 percent of the value of world trade in manufactures is constituted by textiles,
apparel, fibers and textile machinery. Between 55 and 60 percent of the trade in this
commodity area, which is of the same magnitude as world trade in raw materials, ores and
minerals exclusive of fuel and ferrous/non-ferrous metals, takes place between developed
countries (Hamilton, 1985).

Traditionally, the US textile and apparel industry is not an export-oriented industry.
Although the US textile industry has more than 20 percent of world textile production
capacity, its export penetration® traditionally accounts for only a few percent in value terms
(OTA, 1987). In the first quarter of 1990, the textile and apparel trade deficit amounted to
41 percent of the total US merchandise trade deficit (ATMI, June 1991). In spite of the
unfavorable trade balance of this industry, exports of textiles and apparel have grown at a

faster rate than imports since 1989, reaching a record annual increase of 24 percent in 1990.

¢ exports divided by domestic production



According to the Standard and Poor’s Industry Survey (Vandeventer, 1991), the dollar
value of textile exports in particular has started to rise sharply, whereas much of the export
growth in the apparel sector (60 percent) has been due to cut pieces sent to the Caribbean and
Central America for assembly under Section 807 of the US Tariff Schedule’. The most
important export markets for US textiles and apparel have been Canada, UK, Belgium, Japan
and Mexico.

Even though the US textile industry currently has a negative trade balance with
Europe, US textile and apparel producers sell increasing quantities of textiles and apparel to
various European markets. The value of US exports of textiles and apparel to the EC almost
doubled from 1984 to 1988 ($495 million to $862 million), of which textiles accounted for
almost 85 percent (Jacobs, 1989).

The latest data (U.S. Industrial Outlook, 1992) indicate that exports continue to
provide a significant share of growth in shipments of apparel and fabricated textile products
(SIC 23). In 1991, US exports reached $ 2.86 billion, of which the EC represented 14.2
percent of the export market share ($ 405 million), second only to the Canadian and Mexican
markets which together accounted for 29.9 percent of the market share. It is believed that the
export promotion eftorts of the US government in the area of apparel and interior furnishing
textiles, including trade shows and export seminars, have helped to fuel a surge of exports.
Great export potential for US firms exists especially in the area of interior furnishing textiles,
which have generally been regarded among the finest in the world. It has been suggested that

the unification of the EC markets will offer important opportunities for greater US

SSince these goods are re-imported into the US after assembly, they can not be considered
exports in the traditional sense.



participation in the EC market, especially in light of strong growth in apparel and fabricated
textile exports from 1987 to 1991 (U.S. Industrial Outlook, 1992).

US exports of textile mill products (SIC 22) reached $3.92 billion in 1991. The EC
represented 23.7 percent of the market share ($ 914 million) in this sector of the textile
industry. Again, the EC market was the second largest after Canada and Mexico with a
market share of 29.5 percent. The United Kingdom and Belgium/Luxembourg were the
largest markets within the EC, whereas exports to Germany and Italy were showing
significant growth.

Strong growth in exports of apparel and fabricated textile products (SIC 23) as well as
of textile mill products (SIC 22) in the past years has reduced the recession’s impact on this
industry. It seems that American textile companies are willing and able to take advantage of
export opportunities, particularly in the major consuming nations where trade barriers do not

represent an obstacle for expansion (Japan, the EC, Hong Kong, South Korea).

The EC, on the other hand, is the largest exporter of textiles and clothing in the world
as well as the second largest importer after the US (Deloitte Ross, 1991). Although a large
part of EC apparel and textile products are traded among its members, 14 percent of clothing
and 42 percent of textiles produced in the EC in 1987 were exported to countries outside the
Community. Approximately 65 percent of the EC’s textile exports were destined to other

industrialized countries which did not have textile agreements with the Community (Subhan,

S According to Subhan (1989), the EC had a trade surplus in apparel in 1987, while the trade
in textiles was balanced in the same year.



1989). As for trade with the US, the Community annually ships textile and apparel goods
totaling three times the value of the goods the US is exporting to Europe (Jacobs, 1989).
Like the US, the textile industry in the Community has been experiencing increasing
competition from developing countries, and has, like all Western nations, imposed restrictions
for over 30 years on imports most liable to cause market disruptions. Despite several
increasingly restrictive bilateral agreements negotiated under the Multi-Fiber Arrangement
(MFA), import penetration in the EC reached 38 percent in 1985, while at the same period
of time, US import penetration was 29 percent (Subhan, 1989). In both 1988 and 1987, the
Community exported $3 billion of textile goods divided equally between textiles and apparel.
As a result of an informal gentlemen’s agreement, the US and the EC do not place
quantitative import restrictions on each others’ textile and apparel goods (Dickerson, 1991).
However, European Community textile exports are subject to higher tariffs in the US (up to
40 percent for some items) whereas EC imports from the US are taxed only up to 11 percent.
Tariff reduction, which represents one of the disputes between the US and the EC, is being
negotiated within the framework of the General Agreement on Tariffs and Trade (GATT)
Uruguay Round’ (Coopers & Lybrand, 1991). As the world’s major trading partners in
manufactured goods, the EC and the US have much to gain from a successful outcome of the
GATT Uruguay Round of trade liberalization talks. As both are formally advocates of free
trade, they agree that the MFA should gradually be eliminated and international textile trade

should be incorporated into the general rules of the GATT.

7 The Uruguay Round of multilateral trade negotiations covers a whole spectrum of trade
issues, inclusive of quantitative restrictions, import licensing, tariffs, and other barriers to market
entry. The negotiations were expected to have an impact on the trade regime imposed by the EC
by 1992 on all products (Hutchinson, 1989).

10



The EC has strongly opposed the US proposal to replace the MFA with a global
textile import quota, which would be phased out over 10 years by establishing an overall
basket of free imports for each country. This "basket" of free imports would be increased by
10 percent annually until growth in trade would be completely allotted to "free imports".
The Community has agreed to abandon the MFA under the conditions that the GATT rules
and disciplines be strengthened, textile exporters open their markets, provisions are taken
against dumping, subsidies, balance of payments and "infant" industry exceptions , and
safeguard mechanisms and protection of intellectual property for designs and models are
established (Subhan, 1989).

The actual outcome of the Uruguay negotiations, which will be of critical importance
to the trade between the US and the EC, remains to be seen. The MFA issue, however, is
inextricably linked with the integration process of the EC 1992 ¥, which may have an impact

on the final result of the negotiations (Hutchinson, 1989; Ryans & Rau, 1990).

The EC 1992 Single Market and Its Predecessors

The European Community was established by the Treaty of Rome in 1957, when six
European countries (Benelux countries, Germany, Italy and France) formed a customs union
by abolishing tarifts on trade among themselves and by imposing a common tariff on imports

from outside countries. Over the next several years, six additional countries (Ireland, United

¥ In particular the question of how EC quotas will be administered under the MFA after 1992
will be of great interest to US producers exporting to the EC. Quantitative restrictions applied
by EC member states on industrial products such as textiles, automobiles and products granted
preferences under GSP (General System of Preferences) are to be abandoned among the member
states but will be applied community-wide to countries outside the EC.

11



Kingdom, Denmark, Greece, Spain and Portugal) joined the Community, and the EC
transformed from a customs union to a common market. In this advanced form of economic
integration, the characteristics of a customs union are combined with the abolition of
restrictions on factor mobility, such as for labor and capital. The EC 1992 Single Market
program proposed another major form of economic integration, i.e., a complete economic
integration. In this stage of the economic union, a unification of monetary, fiscal, social, and
other policies are presupposed, and a degree of political integration is implied (Balassa,
1961).

It was not until 1979 that the major move toward complete integration of the market
occurred with the creation of the European Monetary System (EMS) which served to
coordinate the economies of the EC members. In order to accelerate the integration process,
the EC Commission which is the EC’s principal executive body and the European Council of
Ministers which is the main legislative body, were established. The former issued a document,
called a White Paper, that listed over 300 areas where actions needed to be taken to remove
physical, technical and fiscal barriers which restricted the free movement of goods, labor and
capital among the 12 countries. The White Paper specified the end of 1992 as the date when
the majority of these barriers would be eliminated. The main objective of the EC 1992

program is to permit the 12 nations to function as a coordinated unit in world trade, and thus

enhance the EC’s competitiveness, especially in its dealings with the US and Japan.

The creation of the Single Market in 1992 will result in the world’s most populous
marketplace in the industrialized world (325 million people), and in an affluent market ($ 6
trillion) which will have an impact not only on foreign companies with facilities in the EC,

but on the economies of all the outside countries as well. For detailed information on the

12



population and GNP in individual EC countries refer to Appendix A. Several studies have
attempted to estimate the growth rate effects of the integrated market in the EC, but the
opinions among economists about the actual gains of the future Single Market are divided
(e.g., Baldwin, 1989 & 1990). It is generally estimated that over a period of five to six
years, the Community’s Gross Domestic Product (GDP) will increase by approximately five
percent, consumer prices will drop about six percent, and the amount of exports and imports
will increase (Ryans & Rau, 1990). For the purpose of this review, only the changes directly
affecting US exporters will be pointed out in a subsequent section.

As for the future developments of the EC, one should not overlook the possible
deepening and broadening of the EC. Whereas the advocates of the EC deepening aspire
towards a tighter union, the EC supporters of its broadening want to expand the EC
membership (Statf, The Economist, February 4, 1990). The EC and the seven members of the
European Free Trade Area ([EFTA]; Sweden, Norway, Finland, Iceland, Switzerland, Austria
and Liechtenstein) are currently negotiating an expanded European Economic Area (EEA) of
19 nations®. The current associates of the EC, i.e., Turkey, Cyprus and Malta, aspire
towards full membership status in the future, and all the new democracies in Eastern Europe
claim EC membership as their long-term goal.

Community policy toward new applicants, however, remains firm for now: the
European Commission and the European Parliament decided to continue new membership
talks only after the mid-1990s, as the admittance of new members would slow down the EC

decision making process. However, if the EFTA countries plus Malta, Cyprus, Slovenia,

® If ratified by all 19 countries, the EEA will go in effect on January 1, 1993. The
prospective merger between the EC and EFTA will create the world’s largest free trade area with
a population of 350 million people and a combined GDP of over $ 6.8 trillion.
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Czechoslovakia, Hungary and Poland join the EC by the end of the century, the EC will
expand to 24 members. In the very long run, republics of the former Yugoslavia, Bulgaria,
Romania and the Baltic states could also be candidates for membership (Bailey et al., 1992;
Staff, The Economist, July 7, 1990).

In sum, Europe is in the process of being re-designed by the EC 1992 program,
which was initially formed to produce a European trading block that would be competitive
with the trading blocks of America and Asia. The Community’s internal and external
problems, which make the future status of European integration uncertain at the time of this
writing, have not been pointed out in this review. It is clear, however, that the EC 1992
program, once implemented, will have profound implications for European and non-European
companies. Since most of today’s industries have to compete globally for markets,
technology, labor and finances, the challenges and opportunities in the EC should not be

ignored.

Research on the Projected Effects of the EC 1992

Single Market on US Companies

Several studies have projected the effects of the new competitive environment in the
EC on US companies which either export or already have an active presence in Europe, and
the changes these companies plan to implement in their export marketing strategy, i.e., the
extent to which they plan to alter their business practices as a result of the EC 1992.
Research projects conducted among the US multinational corporations (MNCs) in Europe are

especially relevant to this topic as those companies, having their own production and
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distribution facilities in Europe, experience the changes in the European market "first hand".
Due to their lengthy experiences in marketing throughout the 12-nation marketplace, they can
provide important information for US companies newly engaged in international operations in
Europe, or to those more experienced companies which, in view of the EC 1992 program,
plan to expand in this market.

Findings of one of the earliest studies (Baker & Ryans, 1972) involving the top 100
US MNCs that marketed their products in the European Economic Community (EEC)™"
revealed that almost 90 percent of the companies made direct investments in Europe as early
as the 1960s and 1970s with the Common Market in mind. Almost two-thirds of the
respondents indicated that their sales increased as a result of the creation of EEC and they had
extremely positive views about the future effects on their business. A research project in
1989, conducted among 22 leading US multinational corporations which represented a cross-
section of major manufacturing industries, including the textile industry, also revealed that the
overall image of the EC 1992 was positive and that American multinational corporations
would benefit from new market opportunities during the next five to ten years (Krum, 1991).
The latter is supported by the findings of Yip’s study (1991) which indicated that the
expansion would not bring immediate financial reward and should be viewed as a long-term
"payback”. Vandermerwe (1989), in her survey among 80 executives of corporations
headquartered inside and outside the EC, found that over 60 percent of both groups
anticipated an increase in their market share in the EC after 1992. The respondents of this

study saw five major opportunities in the new business environment. Increased market

1 The EC was prior to the mid-1970s called European Economic Community; at that time
it was comprised of only six countries.
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opportunities were expected as the pan-European market became more receptive to
standardized goods and previously small niches became larger. Faster diffusion of products
and services, the market becoming more homogeneous but still complex, and the ability to
reduce costs were viewed as the main opportunities. Further, saving time and energy due to
simpler paperwork, common procedures for safety and testing, as well as faster and easier
transportation were also seen as positive outcomes of the EC Single Market program. The
respondents from corporations inside and outside the EC both believed a stronger Europe and
increased competitive conditions and labor opportunities were going to be beneficial for their
businesses.

Much has been written about the possibility of Europe becoming a protectionist
"fortress" Europe as it unifies its internal markets. According to the theory of customs
unions, which explains the effect of regional integration on world production efficiency, there
are two important effects of creating a customs union. The first one, a so-called "trade
creation” eftect, is favorable as it rationalizes production within the union while abolishing
tarifts among beneficiary countries. On the other hand, tariffs and other elements of
discrimination toward the non-member countries may result in replacement of imports from
these countries (possibly the most efficient producers) to beneficiary countries, and lead to a
so-called "trade diversion effect”. The theory states that regardless of which of these effects
actually exceeds the other, the creation of desirable consumption patterns may yield a net gain
in welfare (Scott, 1989).

It is generally predicted that "europrotectionism" will not occur, as the EC is
dependent to a large extent on resources outside its borders, and a protectionist approach

would lead to retaliation from the rest of the world. Surveys among the US MNCs (Krum,
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