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Abstract 
The main purpose of this paper is to analyze if RMB appreciation is the reason 
for the decline of Guangdong textile and garment exports and how to make 
textile and garment industry of Guangdong province break through the bot-
tleneck of development, so as to achieve a qualitative leap in the context of the 
RMB exchange rate fluctuations and rising production costs. Five parts are in-
cluded, the first part is introduction, which elaborates the research signifi- 
cance and literature review; the second part is about data and research me-
thods; the third part is an empirical analysis of the impact of RMB exchange 
rate fluctuation on textile and clothing export of Guangdong; the fourth part 
is the conclusion analysis, while the last part are policy suggestion, which in-
cludes three aspects, government industry and enterprise themselves. In theory, 
the appreciation of the exchange rate will reduce the export price advantage to 
reduce exports. However, in this paper, the VAR and VEC models were con-
structed by using the monthly data of Guangdong textile and clothing export 
(LNEX), RMB real exchange rate (LNER) and purchasing price index (LNPPI) 
in 2007-2014, finding that Although LNEX has a co-integration relationship 
with LNER in the long run, LNER is not the Granger Cause of LNEX, while 
LNPPI passes the test of causality; Impulse response curves show that LNER 
has a negative impact on LNEX in the short term, while there is no shock ef-
fect for a long time; Variance decomposition analysis shows that contribution 
of LNER to LNEX was 0, both in the long term and short term, while the 
long-term contribution of LNPPI to LNEX is about 8%. 
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1. Introduction 

Guangdong is a big province of China’s exports of textile and garment products, 
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according to statistics (Hu Dongsheng & Yu Xiujiang, 2009), in 2007, export value 
of its Textile and garment products reaches for $41 billion 990 million, leading in 
all provinces of China, and accounting for 25% of the proportion of national tex-
tile and garment exports (Wu Xiling, 2011); However, it cannot conceal the fact of 
its slow development. After the global financial crisis of 2008, although the export 
of textile and clothing in Guangdong in 2009 was bottomed out, the perfor-
mance is not ideal in the next few years, the growth rate were 1%, 5.3% and 7.7% 
from 2012 to 2014, far less than the growth rate of GDP in China. Since the 
reform of RMB exchange rate system in 2005, RMB has shown a strong appreci-
ation trend, according to statistics, the real exchange rate of RMB has appreciated 
by 34.47% from January 2007 to December 2014, at the same time, the costs of the 
labor and raw material of textile enterprises are also increasing. The appreciation 
of the RMB real exchange rate and the increase of the cost will be the reason for 
the slow growth of the textile and garment exports in Guangdong province? In the 
face of slowing export growth, how to improve the competitiveness of Guang-
dong textile enterprises in the current fierce market? How should the government 
make the textile industry healthy and rapid development, make Guangdong pro- 
vince shift from export-heavy province to export-strong provinces? The above 
questions are what will be answered in this paper. Textile industry is one of the 
pillar industries in our country, which plays an important role in solving em-
ployment, increasing foreign exchange income and improving the economic 
strength of our country. However, it is a relatively high degree of dependence on 
foreign markets, so it has important and practical significance to study how to 
promote the development of textile industry in Guangdong Province under the 
background of the appreciation of RMB real exchange rate and the slowdown of 
textile and clothing export growth in Guangdong province. 

There are mainly three conclusions about the research on exchange rate and 
export. First, the appreciation of the exchange rate is not conducive to trade ex-
ports (Tenreyro, 2007; Xian Chengyi & Fan Dongjun, 2008); Second, the ap-
preciation of the exchange rate is conducive to trade exports (Cerra & Saxena, 
2005; Su Yuhai & Huang Xin, 2006; Wang Wei, 2013); Third, the impact of ex-
change rate appreciation on exports is not significant (Choudhry, 2005; Shen 
Guobing, 2005). The reasons for the emergence of a variety of conclusions are 
mainly due to the difference in the national conditions, the characteristics of the 
industry and the research methods used by the author (Wang Hairong, 2010). 
The research characteristics of the relationship between exports and exchange 
rate mainly has the following several aspects: First, there is a lot of research on 
the total amount of trade among countries, but little research on the export of a 
specific industry; Second, ignoring the regional characteristic when researching 
the relationship between export and exchange rate (Bi Yujiang, 2008), so rec-
ommendations for the development of the industry are lack of pertinence and 
scientific; Third, the study of the relationship between the textile industry and 
the exchange rate in Guangdong province are mostly qualitative analysis, lack of 
empirical analysis. 
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2. Data and Research Methods 
2.1. Data Sources and Processing 

In this paper, the time interval of investigation is from January 2007 to Decem-
ber 2014, and then select the monthly data indicators. In addition to the impact 
of changes in the RMB exchange rate, the export of textile and clothing in 
Guangdong will also be affected by the cost of production, this paper uses the 
raw material purchasing price index PPI to measure. Therefore, in this paper, a 
total of three indicators were selected in the empirical analysis, in order to elim-
inate the possible heteroscedasticity, this paper carried out the logarithm pro- 
cessing. Data selection is as follows: 

Textile and garment exports of Guangdong are made up of two parts, namely, 
clothing and accessories, textile yarn fabrics and products. The export unit is 
$10,000. The export volume of textile and apparel in Guangdong is expressed by 
EX, and the logarithm of it is recorded as LNEX in the model. 

Exchange rate of RMB is the real exchange rate of the RMB to the dollar, 
which eliminates the impact of the price level of the two countries and expressed 
by ER, the logarithm of it is recorded as LNER. The data comes from the official 
website of the bank for International Settlements (BIS). 

The export of textile and clothing is affected not only by the change of RMB 
exchange rate, but also by the cost of domestic textile production. In this paper, 
the textile raw materials purchasing price index (PPI) is used to measure the 
production cost. Similarly, it is recorded as LNPPI after taking logarithm. 

2.2. Research Method 

This paper makes an empirical study on the data by constructing the VAR mod-
el, which was first introduced into economics by C. A. Sims in 1980 (Cao Wei, 
2011). The advantage of this method is that it can be used to predict the dynamic 
impact of interconnected time series system and a series of stochastic distur-
bances on the variable system. With P order lag the consequent general expres-
sion of VAR model is as follows: 

( )1 1 2 2 1, 2,3, ,t t t p t p tY B Y B Y B t TY ε− − −+ + += =+       (1) 

in the formula (1), Yt is the K dimension variable, T is the sample size, 

1 2, , , pB B B , is the K dimension with the parameter matrix, P is the lag order, 

tε  is white noise error. 

3. Empirical Analysis 
3.1. Test of Data Stationarity 

Since the VAR model is easy to appear pseudo regression for the non-stationary 
time series, the first step is to analyze the stability of the data (Huang Jingbo & 
Ceng Zhaozhi, 2011). In this paper, the ADF method is used, and the results are 
shown in the following Table 1. 

As shown in Table 1, logarithmic export, real exchange rate and purchase  
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Table 1. Sequence stationarity test: (ADF test). 

Variables (C, T, N) 
ADF test 
statistic 

1% level 5% level Conclusion 

LNEX (C, 0, 0) −0.029 −3.510 −2.896 unstable 

DLNEX (C, 0, 0) −4.745 −3.511 −2.896 stable 

LNER (C, 0, 0) −0.815 −3.501 −2.892 unstable 

DLNER (C, T, 0) −5.822 −4.058 −3.458 stable 

LNPPI (C, 0, 0) −2.168 −3.502 −2.892 unstable 

DLNPPI (C, 0, 0) −4.951 −3.501 −2.892 stable 

Note: (C, T, N) is the ADF test form, C, T and N respectively represent three test forms of ADF which has 
the intercept and trend and lag order, (C, 0, 0) means ADF test form with intercept, (C, T, 0) means ADF 
test form with intercept and trend, Prefix D represents the first difference form of data. 

 
price index do not pass through the stationary test in the significant level of 5% 
and 1%, they are nonstationary time series. Then they take the form of first or-
der difference to them, variables of first order difference pass through the sta-
tionary test at a confidence level of 1% and 5%, so DLNEX, DLNER, DLNPPI are 
first-order single whole, which meets the conditions of VAR modeling. 

3.2. The Choice of Lag Order and the Establishment of VAR Model 

Before estimating the VAR model, the maximum lag length must be determined. 
The choice of lag length must be reasonable, the large lag order can better reflect 
the dynamic characteristics of the model. However, the larger the lag order, the 
more parameters to be estimated, the higher the degree of freedom. In this pa-
per, the method of selecting the lag order is AIC (Akaike Information Criterion) 
and SC (Schwarz Criterion). The following table (Table 2) lists the AIC and SC 
values when the lag order is 0 - 8, and the results are as follows: 

According to the AIC and SC information criterion, the optimal lag order is 2. 

( ) ( )
( ) ( ) ( )
( )

DLNEX 0.199DLNEX 1 0.262676501108 DLNEX 2

0.658DLNER 1 1.486DLNER 2 6.486DLNPPI 1

6.872DLNPPI 2 0.019

= − − − ∗ −

− − − − − −

+ − +

  (2) 

3.3. Stability Test of the Model (AR Root Test) 

The VAR model is based on its overall stability, so it is necessary to test the 
whole stability of the model. In this paper, we use the characteristic root test of 
unit circle, the model can pass the stability test only when the characteristic 
roots are in the unit circle. As shown in the Figure 1, the 6 characteristic roots of 
the model are within the unit circle. 

3.4. Cointegration Test 

Variables may deviate from the mean value due to seasonal effects or random 
interference in the short term, if the deviation is temporary, then it will return to 
equilibrium mover time; if the deviation is persistent, it can not be said that 
these variables have a balanced relationship. The cointegration test can be re- 
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Table 2. Selection of optimal lag order. 

Lag LogL LR FPE AIC SC HQ 

0 532.8 NA 1.0 −12.2 −12.1 −12.1 

1 566.3 63.9 5.7 −12.7 −12.4* −12.6* 

2 578.1 21.6* 5.5* −12.8* −12.2 −12.6 

3 584.1 10.6 5.9 −12.7 −11.9 −12.4 

4 586.2 3.5 6.7 −12.6 −11.5 −12.1 

5 590.5 7.1 7.8 −12.5 −11.1 −11.9 

6 593.3 5.2 9.0 −12.3 −10.7 −11.7 

7 600.3 9.5 9.6 −12.3 −10.4 −11.5 

8 603.4 4.4 1.1 −12.1 −10.0 −11.3 

Note: *denotes the selection of the optimal lag order, Lag means lag order, AIC means akaike information 
criterion while SC means schwarz criterion. 

 

 
Figure 1. Model stationarity test (unit root test). 

 
garded as a statistical representation of the nature of the equilibrium relationship. 
In order to check whether there is a cointegration among the three variables, Jo-
hansen-Juselius cointegration test will be used. 

As Table 3 shows, trace statistic of 30.79 is greater than the critical value 29.7 
in 5% confidence level, so there is not a refusal to accept any cointegration hy-
potheses, indicating that there exist at least one cointegration relationship among 
the export (LNEX), exchange rate (LNER) and the purchase value index (LNPPI). 
The cointegration relationship among the variables obtained by standardized 
processing is: 

( ) ( )
LNEX 1.08LNER 0.83LNPPI

0.589 0.234
= − −

              (3) 

3.5. Stationarity Test of Co-Integration Equation Residuals 

The setting of the co integration equation is reasonable only when the residual  
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Table 3. Test of the cointegration relation (Johannsen test). 

Hypothesized 
No. of CE(s) 

Eigen value 
Trace 

Statistic 
0.05 

Critical Value 
Prob** 

None* 0.23 30.8 29.8 0.04 

At most 1 0.04 5.1 15.5 0.79 

At most 2 0.005 0.6 3.8 0.45 

*denotes rejection of the hypothesis at the 0.05 level; **MacKinnon-Haug-Michelis (1999) p-values. 

 
sequence is stationary. In this paper, the ADF test method is used to test the ra-
tionality of the cointegration equation, the results are as follows (Table 4). 

The results show that the residual series passed the stationarity test under the 
three significant levels, which means that the co integration equation is reasonable. 

From formula (3) can be seen that there is a reverse relationship among the 
textile and apparel goods, the real exchange rate of RMB and the purchase index, 
what is more, Exports are more sensitive to changes in real exchange rates, when 
the real exchange rate of RMB rose one percent, exports dropped by an average 
of 1.08 percentage; and when the textile industry purchase index rose one per-
centage point, the export of textile and clothing will decline by 0.83 percentage 
points on average. 

3.6. Grainger Causality Test 

It can be seen that the export of textile and apparel products in Guangdong 
province is significantly related to the real exchange rate and the purchasing in-
dex in the long run, but this is not necessarily a causal relationship, which means 
that it is not necessarily meaningful. Grainger causality test is a method to judge 
the causal relationship between variables. Therefore, this paper uses Grainger 
causality test to determine whether the change of real exchange rate is the reason 
for the change of Guangdong textile and clothing export. The following table 
(Table 5) gives a variety of statistical values of Grainger causality. 

As can be seen from Table 5, under the original hypothesis that the real ex-
change rate (DLNER) is not the Grainger cause of Guangdong textile and gar-
ment exports (DLNEX), statistics F = 0.2, P = 0.81, so accept the original hypo-
thesis, means that the past value of RMB real exchange rate cannot explain the 
current value of export of textile and clothing products in Guangdong Province; 
Also, the purchase price index (DLNPPI) of textile industry in Guangdong 
province is Grainger reason of the export of textile and garment products 
(DLNEX) in 10% confidence level, which means that the real exchange rate of 
RMB is the Grainger reason of the purchase price index of textile industry 
(DLNPPI) in confidence level of 5%. 

3.7. VEC Error Correction Mechanism 

Though there is a long-term co integration relationship among LNEX, LNER 
and LNPPI, the long-term stable relationship can be maintained under the short- 
term dynamic continuous adjustment, error correction mechanism exists in all  



Y. P. Su 
 

61 

Table 4. Stationarity test of the residuals of co integration equation. 

  t-Statistic Prob* 

Augmented Dickey-Fuller test statistic −10.5 0.00* 

Test critical values: 1% level −3.5  

 5% level −2.9  

 10% level −2.6  

*denotes rejection of the hypothesis at the 0.05 level. 

 
Table 5. Grainger causality test. 

Null Hypothesis: Obs. F-Statistic Prob. 

DLNEX does not Grainger Cause DLNPPI 93 0.2 0.79 

DLNPPI does not Grainger Cause DLNEX  2.7 0.07 

DLNER does not Grainger Cause DLNPPI 93 3.5 0.03 

DLNPPI does not Grainger Cause DLNER  0.7 0.52 

DLNER does not Grainger Cause DLNEX 93 0.2 0.82 

DLNEX does not Grainger Cause DLNER  0.2 0.80 

 
co-integration relations. The VEC model is a dynamic one to study the short- 
term dynamic relationship of cointegration variables, it is dynamic function of 
export change in this paper. The model established in this paper is as follows: 

t

t

t 1 t 1 t 2

t1

t

2

1

2t

0.463vecm 0.065DLNEX 0.061DLNEX DLNDLNEX 0.288
1.314DLNER 5.926DLNPPI 6.055DLNPP . 3

R
I

E
0 01− −

− − − −

−

= + +

− − + +

− −
 (4) 

In the formula (4), the error correction term of vecmt−1said the deviation 
from the equilibrium level of LNEX, the coefficient is negative means that error 
correction is a negative feedback process, while its coefficient pass through a sig-
nificant test, showing that LNEX has a dynamic adjustment mechanism in the 
short term, and it will be adjusted by 0.463 units’ correction rate, so as to realize 
the long-term equilibrium between LNEX, LNER and LNPPI, when the export 
volume of textile and clothing deviates from its long-term equilibrium level in 
the short term. As can be seen from the model, the short-term fluctuations in 
textile and garment exports are mainly determined by one lag period and the lag 
of the two phase of the producer price index PPI. In the VEC model, AIC is 
−12.92, SC is −12.18, and the two numbers are relatively small, which proves 
that the VEC model has a good overall effect. 

3.8. Impulse Response Analysis 

In practice, the VAR model is a non theoretical model, it does not need any pri-
ori constraints on the variables, we tend not to analyze a variable how to effect 
on the other variables in the analysis of the vector auto regression model, but to 
analyze the dynamic effects of an error term (pulse value) on the system, the 
analysis method is the impulse response function (impulse response, function, 
IBF). IBF describes how the dependent variable in the VAR coefficient responds 
to the impact of the error term in the equation. The following graphs report the 
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trajectory of Guangdong textile and apparel exports (DLNEX) in response to the 
impact of the RMB real exchange rate (DLNER) and the purchase price index 
(DLNPPI), the abscissa is the number of lag period (unit: month), this paper se-
lect it for 10; The ordinate is the degree of response to the export of textile and 
clothing exports in Guangdong province. 

As can be seen from Figure 2, textile and apparel exports of Guangdong 
(DLNEX) reach the lowest point in the third period after a slight decline in first 
two periods when giving RMB real exchange rate (DLNER) a positive impact in 
the current period. From the beginning of the fourth period, the export of textile 
and clothing products in Guangdong is not affected by the impact of exchange 
rate. This shows that the current appreciation of the RMB real exchange rate will 
have a negative impact on the export of textile and apparel products in the first 
three periods of Guangdong Province, this effect reached the maximum in the 
third period, and disappeared in the fourth period. As can be seen from Figure 
3, Guangdong textile and apparel exports (DLNEX) fluctuate in the first three  
 

 
Figure 2. Response of DLNEX to DLNER. 

 

 
Figure 3. Response of DLNEX to DLNPPI. 
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periods, reaching the negative impact of the maximum in the second period and 
the highest point in the positive impact of the third period after giving a positive 
impact on the purchase price index, the positive impact begin to rapidly decline 
in the fourth period, and then gradually disappear. It shows that the increasing 
cost of production does not necessarily lead to decline in textile and garment 
export all the time, as it may encourage enterprises to improve management, 
improve labor productivity to offset the impact of rising costs. 

3.9. Variance Decomposition 

The variance decomposition aims to further evaluate the importance of different 
impact structure by analyzing the impact of each structure on the contribution 
of endogenous variables, so it gives information on the relative importance of 
random disturbance affect each variable in the VAR model (Ba Shusong, Wu Bo, 
& Zhu Yuanqian, 2007). Respectively, Figures 3-5 analyze the contribution of 
RMB real exchange rate (DLNER), the purchase price index (DLNPPI) and the 
change of preexport to the export of textile and clothing (DLNEX). The abscissa 
represents the number of lag periods (unit: monthly) and the ordinate represents 
the contribution (unit: %). 

As we can see from Figure 4, the impact of the RMB real exchange rate 
(DLNER) on the export of textile and garment exports in Guangdong is close to 
0,which means that the real exchange rate of RMB does not explain the change 
of export, the real exchange rate of RMB can not affect the export of textile and 
clothing products in Guangdong province. According to Figure 5 and Figure 6, 
we can see that the error ratio of Guangdong textile and garment exports to 
Guangdong textile and garment exports is about 100% in the beginning, which 
means that export growth depends entirely on its own; In the second period, the 
proportion of the contribution of the initial exports began to decline, while the 
proportion of the purchase index began to rise to 4%; In the third period, the 
change of purchase price index explains the export of 8%, while, change of early 
export value explains the export 92%. Therefore, it can be seen from the analysis  
 

 
Figure 4. Percent DLNEX variance due to DLNER. 
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Figure 5. Percent DLNEX variance due to DLNPPI. 

 

 
Figure 6. Percent DLNEX variance due to DLNEX. 

 
that export changes of Guangdong textile and garment are mainly driven by 
their own. 

4. Conclusion and Analysis 

In this paper, the VAR and VEC models are established by using the monthly 
data of Guangdong textile and garment export, the real exchange rate and the 
purchasing price index of 2007-2014, the empirical analysis draws the following 
conclusions: First, although there is a equilibrium mechanism between textile 
and garment exports Guangdong Province and the real exchange rate of RMB, 
the real exchange rate of RMB appreciation will not affect the overall export of 
textile and clothing industry in Guangdong Province, while increased business 
costs will lead to reduced exports; Second, although the increase in raw material 
costs will hinder the export of textile and garment enterprises in the short term, 
it will not affect the overall export level of textile enterprises in Guangdong 
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province in the long run; Third, the error correction term will adjust the export 
of textile and garment products to the equilibrium state by the unit of 0.463 
when the equilibrium relationship is destroyed in the short term, so as to main-
tain a long-term equilibrium relationship among LNEX, LNER, LNPPI. 

The appreciation of the RMB real exchange rate did not affect the overall level 
of Guangdong’s textile and garment exports, possible reasons are as follows: 
First of all, the textile export enterprises in Guangdong has occupied their own 
overseas market with their own advantages, what is more, the international 
market highly rely on these textile and apparel products, as a result, the price 
disadvantage caused by the appreciation of the exchange rate will not have a 
substantial impact on its market share; Secondly, the relative decline in price 
advantage will encourage enterprises to improve management, use advanced 
technology to improve production efficiency, so as to offset the impact of its 
products in the international market price decline; Thirdly, the application of 
the terms of agreement and derivative financial instruments can reduce the ex-
change rate risk in the trade, so as to maintain the competitive advantage of ex-
port products. 

5. Policy Suggestion 

It is not easy for a big city of textile export to change into a strong one, the 
growth of the industry needs the support of various forces, the development of 
Guangdong textile industry can achieve a qualitative leap only when keeping 
pace with the times. In this section, I will put forward some suggestions on the 
development of textile and garment industry in Guangdong from three aspects. 

1) Government: 
Government departments should increase support for textile enterprise on 

innovation and finance, so as to provide legal protection for enterprise patents 
and create a good environment for the development of innovative textile enter-
prises. Specific practices can be divided into three aspects: 
• First, refinancing support. Government should provide better financial ser-

vices for the transformation and upgrading of textile and garment enterpris-
es; 

• Second, tax incentives. Tax regulation is important to the development of the 
industry, those who are the first to do a good job of environmental protection 
and good at innovating should be given preferential tax, so as to stimulate 
their spirit of innovation. 

• Third, the establishment of Industry Development Fund. The role of the spe-
cial fund is to support the development of the industry by the use of free fi-
nancing, business incentives, equity investments, purchase services, etc. At 
the same time, Government can also take the market approach and introduce 
competitive distribution methods for venture capital institutions, public ser-
vice agencies and security agencies, making them have the opportunity to 
invest in small and medium-sized textile enterprises, so as to make full use of 
fiscal funds. 
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2) Industry: 
Give full play to the role of industry associations and establish early warning 

mechanism of trade barriers. In recent years, China’s textile and garment enter-
prises has confronted so many trade dispute around the world, a big reason is 
because they do not understand the new regulations and new standards for the 
export country of textile imports, industry associations can solve the problem of 
information asymmetry in this area. Specific practices can be divided into the 
following two aspects: 
• First, set up relevant departments to collect new standards and new regula-

tions on foreign textile and clothing industry, and study on the development 
trend of trade policy of importing countries. For a variety of technical stan-
dards already exist, the association should set up perfect information center 
and database, then timely feedback to the relevant departments and enter-
prises through effective means, so as to provide early warning mechanism for 
textile and garment enterprises in Guangdong Province. 

• Second, the textile and garment industry association should try to predict the 
trend of international standards of textile and garment industry according to 
the development trend of the national industry, it is wise to convene the do-
mestic representative enterprises to study the formulation of new standards 
when there is a change in the international standard rate so as to make do-
mestic standards and international standards convergence and achieve pre 
emptive. Only giving full play to the vanguard role of industry associations, 
can we establish risk prevention mechanism for export enterprises in 
Guangdong province, so as to avoid the adverse effects of changes in the new 
international standard, and effectively quell trade disputes in the world mar-
ket. 

3) The enterprise itself: 
First, it is wise for enterprises to actively change the development model 

(Wang Xianjun, 2013). Textile and garment industry is a labor intensive one, 
export products of Guangdong province and even the national textile can take 
advantage of the price advantage and have a rapid expansion in the world mar-
ket, largely thanks to China’s cheap labor. However, with the development of 
textile and clothing industry in Southeast Asia, the original price advantage of 
export will gradually disappear, competitiveness will be relatively reduced, 
coupled with the increase in consumer demand for products, the products which 
are both cheap and serious homogeneous will be abandoned by the market. 
Therefore, the textile enterprises should give up the extensive mode of develop-
ment, and strive to improve management, actively introduce the production 
technology, transform backward production equipment, improve labor produc-
tivity. Specific approach can start from three aspects: 
• Give full play to the advantages of backwardness. Compared with the devel-

oped countries, the development of light industry in China is relatively late. 
we are relatively backward whether in the textile industry production tech-
nology or management philosophy. This is our weakness, while it is also an 
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advantage. Enterprises can have more communication and cooperation with 
the advanced enterprises to find its own deficiencies, then learn from the 
mature production management experience of developed country and ac-
tively introduce their advanced technology and equipment, abandon the 
backward production marketing idea and keep up with the pace of market 
changes. 

• Identify their own positioning, then seeking market segments (Ju Pengfei, 
2013). The road of extensive expansion only is difficult to continue for small 
and medium-sized textile and garment enterprises. The correct approach 
should be to tap their own advantages, so as to make the existing business 
perfect and build their own core competitiveness of the market. Therefore, 
they should accurately analyze the industry involved in their field, then di-
vide big market into different small market, it is a good choice for small and 
medium-sized textile and garment enterprises to strive to become a regional 
leader (Song Haiying, 2005). 

• Choose the appropriate development strategy according to its own develop-
ment stage (Chao Ji, 2014). In the process of the growth of enterprises, dif-
ferent stages of development should take different development strategies, 
only choose the right development strategy, enterprises can take less detours, 
grow faster. In the early stage of the development of enterprises, the use of 
centralized strategy is a wise choice: they can concentrate their limited capital 
and technology in the dominant areas and give full play to the advantages of 
small and medium sized enterprises to operate flexibly and quickly through 
continuous learning and innovation. For new product development, start-up 
enterprises can not blindly fight with industry leader, but should choose ap-
propriate timing of entry, so as to avoid risks and seize the market more 
smoothly. Of course, enterprises can also perform a market niche strategy in 
the early stages of development, it is wise for them to dig market demand, 
and develop differentiated products, so as to make full use of business ad-
vantage to avoid competition. 

Second, actively explore the domestic market (Research Group of China 
Textile İndustry, 2004). On the one hand, the development of Guangdong textile 
and clothing industry relies heavily on exports, which is affected by the foreign 
economic environment, the export environmental become more unstable cou- 
pled with the increasing trade disputes; On the other hand, the domestic price of 
cotton, chemical fiber and labor began to rise from the beginning of 2008, in-
creased production costs make domestic textile enterprises difficult to continue 
to export high quality and cheap goods, blindly develop the original internation-
al market is clearly not a wise move when the demand of foreign market is 
gradually saturated. China is a large country with a population of 1 billion 300 
million, the world’s leading economic development speed, the rapid develop-
ment of the economy has accumulated a lot of wealth in the mid-west, residents’ 
consumption capacity there is increasing. At present, many domestic manufac-
turing enterprises in eastern coastal areas have began to spread to the central and 
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western regions, as human resource is rich and relatively low price there, land 
rent is much lower than the eastern coastal areas. Taking into account the do-
mestic and international market is a good choice for export processing enter-
prises. Although the domestic textile and apparel market is the total supply of 
excess, the contradiction between supply and demand is prominent, effective 
demand cannot be met as the domestic market is flooded with too many homo-
geneous products. Therefore, textile and garment enterprises of Guangdong 
should actively explore the effective demand of the domestic market and pro-
duce differentiated and innovative products, so as to provide effective supply 
and open up the domestic market. 

Third, develop brand products and establish brand advantage. Lenovo is a 
pioneer in China’s enterprise brand marketing. Excellent quality and after-sale 
service make it a good reputation in the minds of consumers. After decades of 
development, Lenovo brand has won a global reputation, consumers often prefer 
to choose the Lenovo computer for two PCs with the same configuration and 
appearance, even the price of Lenovo is higher, this is the brand premium. 
Strong processing ability but small brand influence is the obvious phenomenon 
of Guangdong textile and garment industry. Companies can only earn a small 
amount of processing fees due to the low end of the value chain, the added value 
of the brand can only flow into the hands of others. The survival of the fittest is 
the inevitable law of the market economy, only to establish their own brand of 
enterprises can they increase consumer stickiness and enjoy brand premium, so 
as to maintain their competitive advantage and avoid being eliminated. textile 
and garment enterprises of Guangdong Province should strengthen their brand 
building efforts, increase investment in research, establish a well-known brand 
starting from the quality of products and services, so as to increase the competi-
tiveness of products and added value.  

Fourth, flexibly usefinancial derivatives and the terms of the contract to avoid 
exchange rate risk. Two-way exchange rate fluctuations is more frequent in the 
current exchange rate system. In the short term, the fluctuation of the exchange 
rate will increase the uncertainty of the export of the enterprise, therefore, the 
use of financial instruments will directly affect the export efficiency of enterpris-
es. There are two ways to avoid exchange rate risk: One is adding exchange rate 
terms in foreign trade contracts and passing exchange rate risk to the customer; 
The second is the use of financial derivatives, Financial derivatives can establish 
exchange rate risk control system for the enterprise, when the forecast of ex-
change rate fluctuations have adverse effects on the export enterprises, deriva-
tives can serve to reduce the loss of function, so that the export trade is more 
stable. At present the main financial instruments have long-term settlement, 
currency futures hedging, hedging currency options and currency swap etc. 
Take the currency option for an example. When predicting that RMB appreci-
ation would lead to adverse export, the export enterprises can buy call option 
of RMB, the return of call option can make up part of the loss when the ap-
preciation of RMB brings loss to export, so as to reduce the volatility of export 
enterprises. 
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