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Abstract:
Purpose- The purpose of this paper is to investigate aggregated apparel demand in the USA and
Japan and to assess the positions of apparel products manufactured in the USA and Japan in
comparison to imported apparel.
Design/methodology/approach- Based on Porter's industry competitiveness theory as a
theoretical framework, the two‐step demand analysis, time‐series market analysis and
elasticities of demand using “Almost ideal demand system” was conducted in order to reveal the
overall market conditions of the USA and Japan and the market positions of domestically
manufactured and imported apparel products in both countries.
Findings- Regardless of the country of origin, US consumers were price conscious in purchasing
apparel products because they decreased purchase for not only domestically produced products
but also imported products when prices increased. However, Japanese consumers' price concept
toward apparel products was dual. They increased their purchase of domestically made products
if the price was higher, and decreased their purchase of imported products.
Originality/value- This paper provides a framework for the apparel industry competitiveness
assessment with regard to the demand‐side analysis of Porter's competitiveness theory.
Moreover, there is no research in the current literature that assessed the US apparel demand with
regard to industry competitiveness and a cross national view, especially compared with the
Japanese apparel industry.
Keywords: clothing | competitive strategy | demand management | United States of America |
Japan
Article:
Introduction

Following Adam Smith (1937) and David Ricardo's (1962) attempts to explain the
mechanisms of industry competitiveness through absolute advantage theory and comparative
advantage theory, many scholars have proposed various economic theories to advance our
understanding of this phenomenon (Dorfman, 1991). Among them, Porter's competitive
advantage theory has been recognized as one of the most influential (e.g. Adner and Zemsky,
2006; Pavlou and Slawy, 2004). This theory proposed that national competitiveness could be
achieved by a cluster of strong domestic industries with various interaction factors (Porter,
1990). These interaction factors account for a nation's economic environment, institutions, and
policies represented by “factor conditions, demand conditions, related and supporting industries
and firm strategy, structure, and rivalry” (Porter, 1990, p. 78), which are directly and indirectly
influenced by government regulations. Porter argued that effective interactions between these
five factors could result in a geographical concentration, or cluster, of a competitive domestic
industry (Porter, 1990).
Most researchers who used Porter's theory to explain the development of industry
competitiveness focused on the industry itself, including firm strategies, structure, and rivalry, or
presence of an industry cluster (Adner and Zemsky, 2006). Only a few studies examined the role
of demand conditions in the competitiveness assessment, despite the fact that Porter emphasized
the importance of this factor for “success within the immediate market” (Grant, 1991, p. 545) as
well as a main firm strategy driver for innovation in the process of serving a sophisticated
consumer market (Nevo, 2000). In the context of textile and apparel, scholars focused on
assessing competitiveness of domestic industries by analyzing firm strategy, structure, and
rivalry (Bruce et al., 2004; Sullivan and Kang, 1999), related and supporting industries (Lam and
Postle, 2006; Teng and Jaramillo, 2006) and factor conditions (Datta and Christoffersen, 2005).
To our knowledge, no study has empirically analyzed competitiveness of apparel industry with
respect to demand conditions.
This study investigated apparel industries in the USA and Japan in relation to domestic
market conditions, which is believed to be one of the factors that shape industry competitiveness
(Porter, 1990). Even though the USA and Japan are both developed nations, the respective
apparel industries have different positions within the domestic markets (Arpan et al., 1982;
Kanamori, 1988). It is believed that the USA failed to sustain apparel industry competitiveness
(Arpan et al., 1982; Murray, 1995; Blinder, 1990) while the Japanese apparel industry was able
to maintain its competitiveness (Kanamori, 1988; Yoshimatsu, 2000). An investigation of apparel
demand conditions in the two developed economies and the positions of domestic apparel
industry in the respective markets can help understand the role of demand in shaping industry
competitiveness (Porter, 1990) and offer an explanation why the US apparel industry had lost its
competitiveness whereas the Japanese industry was able to remain competitive.
The purpose of this research was to assess domestic demand conditions in order to
explain competitiveness of apparel industries in the USA and Japan. The objectives of the study
included:
● analyses of overall apparel demand conditions in the USA and Japan; and
● assessment of price and income sensitivity and market position of domestically produced
apparel in comparison to imported apparel for both countries.
To address the purpose of the study, apparel demand conditions in the USA and Japan were
analyzed from 1995 to 2004, during the Agreement on Textiles and Clothing, a transitional

arrangement to replace the Multifiber Agreement that governed the international apparel trade
from 1974 (Dickerson, 1999). To compare price and income sensitivity and market positions of
domestically produced and imported apparel in both countries, Deaton and Muellbauer's (1980)
almost ideal demand system (AIDS) was used to calculate price, income, and cross‐price
elasticities.
Literature review
The recent apparel demand literature focuses on forecasting the demand using social,
demographic, and economic variables. For example, Fadiga and Mirsa (2005) investigated
reasons for the US apparel demand growth. They focused primarily on consumer demographics
and product characteristics in relation to the US apparel demand. Wagner and Mokhtari (2000)
examined relationships between seasonality and apparel expenditure change. They confirmed
that consumer apparel expenditure varied by season as well as age, ethnicity, household size,
region, and housing tenure. The most recent research that examined apparel demand in relation
to industry competitiveness dates back to Arpan et al.'s work in 1982. The authors investigated
not only the US market, including domestic production, import and export, but also analyzed
apparel industries in other countries, including Japan and European nations (Arpan et al., 1982).
A more up‐to‐date cross‐national research of apparel demand in relation to industry
competitiveness is needed.
Consumer demand theory: price, income, and cross-price elasticities
The concept of elasticity of demand was proposed by Alfred Marshall (1895) to explain
the relationship among product price, consumer income, and consumer demand (Equation 1 to
Equation 3). He used price elasticity to explain relationship between product price and consumer
demand; income elasticity to understand relationship between consumer income and consumer
demand; and cross‐price elasticity to represent relationship between price of a substitute and
demand of an original product (Marshall, 1895). Since the first introduction of elasticities of
demand, the concept of elasticity has been used as a foundational principle to understand how
and why people consume (Library of Economics and Liberty, 2008). The concept of elasticity
proved to be very useful because it measures any demand category, assesses any determinant of
the quantity demanded, and is interpreted easily as a measure of consumer responsiveness to
product price changes, income changes and cross‐price changes (Eastwood, 1985): Equation
1Equation 2Equation 3 Practical interpretation of price, income, and cross‐price elasticities was
further developed and used by various researchers (Besley, 1989; Deaton and Muellbauer, 1980;
Dubois and Duquesne, 1993; Gottheil, 2005; Kemp, 1998; Lipsey, 1989, Scheller and Kunz,
1998). Price elasticity is used to explain differences in human needs for various products and
differentiate between necessity products and luxury products. Gottheil (2005, p. 78) stated that
the amount of products that “represent basic needs in our society” would not increase or decrease
substantially when there was a price change. However, consumers would significantly change
the amount of luxury goods purchase when there was a price change because the needs for
luxury goods are secondary (Gottheil, 2005). As a result, the price elasticity of necessities
remains lower than that of luxury products (Gottheil, 2005).

Income elasticity is used to differentiate between high quality and inferior quality
products (Gottheil, 2005; Lipsey, 1989). Inferior goods are “goods for which demand decreases
when people's incomes increase,” (Gottheil, 2005, p. 90), which means that people buy lower
quality products when their income is low because “more desirable substitutes are financially
beyond their reach” (Gottheil, 2005, p. 90). As their income increases, however, consumers will
readily switch to higher quality products (Gottheil, 2005). As a result, products with negative
income elasticities are inferior goods, whereas products with positive income elasticities are high
quality goods (Gottheil, 2005; Lipsey, 1989).
Cross‐price elasticity measures “the percentage change in demand for one good
generated by a percentage change in the price of another good” (Eastwood, 1985, p. 86).
Cross‐price elasticity shows the degree to which one product can be a substitute for another
product (Eastwood, 1985).
Almost ideal demand system
This research assumes that there are two kinds of apparel goods consumed in one
household: domestically produced apparel and imported apparel. The amount of goods a person
can purchase is restrained by the amount of budget the person has. The budget line lies on the
demand curve that determines which combination of the two products, domestic or imported, to
purchase (Eastwood, 1985; Gottheil, 2005). Total apparel expenditure equals the sum of the price
of domestically produced apparel times quantity purchased and the price of imported apparel
times quantity purchased (Equation 4). As there are only two product categories, budget function
and price change in one product category influences how much consumers will spend on the
other product category. Equation 4 where:
E = q1p1 + q2p2

where:
E

Household apparel expenditure.

q1

Quantity of purchased apparel that was produced domestically.

p1

Price of domestically produced apparel.

q2

Quantity of purchased imported apparel.

p2

Price of imported apparel.

Deaton and Muellbauer (1980) introduced almost ideal demand system (AIDS) which
allowed researchers to calculate price, income and cross‐price elasticities in an easier way. The
model which is based on a budget function has been widely adapted by scholars from different
fields, such as agriculture, tourism, banking, and household and welfare economics (Cheshire
and Sheppard, 2002; Hughes et al., 2000; Lewbel, 1989; Papatheodorou, 2001; Verbeke, 2001).
AIDS estimates price, income and cross‐price elasticities as follows (Deaton and Muellbauer,
1980):

Equation 5 includes budget share of good i (wi), price of a product j (pj), total household
expenditure (x), and a price index (P). Equation 6 is used to calculate price index (P) in Equation
5. The βi coefficients represent income elasticities, the γiji=j determinants represent price
elasticities, and the γiji≠j[1] determinants represent cross‐price elasticities between a product i and
j. The cross‐price elasticities,γiji≠j, represent “102 times the effect on the ith budget share of a 1
per cent increase in the jth price with x/P held constant” (Deaton and Muellbauer, 1980, p. 314).
Due to empirical difficulties to calculate price index (P), Stone's price index (P*), a
simplified calculation of price index for the AIDS model, is generally used instead of the Deaton
and Muellbauer's original price index (P) (Deaton and Muellbauer, 1980). Deaton and
Muellbauer (1980) showed Stone's geometric price index (P*) as follows (Equation 7):

Methodology
The first part of the research utilized time series analysis to compare the US and Japanese
apparel markets. The size of markets, household apparel expenditure, domestic apparel
production, and amount of apparel imports in the USA and Japan were analyzed from 1995 to
2004. In the second part, the Deaton and Muellbauer's (1980) AIDS model was used to calculate
price, income and cross‐price elasticities of domestically produced and imported apparel. The
elasticities were then used to analyze price and income sensitivity and market positions of
domestically produced and imported apparel in the USA and Japan. The US and Japanese AIDS
demand functions for domestically produced and imported apparel were calculated by using
Equations 8 through 11:

The budget share of domestically produced apparel (w1), price of domestically produced apparel
(p1), price of imported apparel (p2), Stone's price index (P*), and total apparel expenditure (x)
were used to calculate product price elasticity (γ11), income elasticity (β1), and cross‐price
elasticity of domestically produced apparel compared for imported apparel (γ12) (Equation 8).
Similarly, elasticities of imported apparel – price elasticity (γ22), income elasticity (β2), and
domestically produced and imported apparel cross‐price elasticity (γ21) – were calculated
(Equation 9).
Deaton and Muellbauer (1980) noted that the interpretation of demand elasticities
depended on whether the coefficients were positive or negative. However, they did not clearly
present the distinctive interpretation of price and income elasticities. To complement the Deaton
and Muellbauer's conceptualization of demand elasticities, this study used the extended
interpretation of price and income elasticities proposed by Lipsey (1989) and Gottheil (2005). If
price elasticity (γ11 andγ22) was positive, products were categorized as luxury goods; and
products with negative price elasticity were classified as necessities (Table I). Similarly, if
income elasticity (β1 andβ2) was positive, the products were classified as high quality goods
(quality goods). Goods with negative income elasticity were categorized as low quality goods
(inferior goods).
Table 1. Interpretation of price and income elasticities
Price elasticity (γ11 andγ22)

Income elasticity (β1 and β2)

Negative

Positive

Negative

Positive

Necessity

Luxury

Inferior

Inferior

Necessity

Luxury

Quality

Quality

Data collection
Secondary data from the US and Japanese government sources were collected to compare
domestic apparel markets in these countries and to estimate price, income and cross‐price
elasticities. The data included men and women's apparel articles (including boys' and girls'

apparel) without underwear, swimwear, infant wear and accessories from 1995 to 2004. The data
were obtained from the following sources: apparel domestic production from Current Industrial
Reports, MP‐1, Manufacturing Profiles[2] (US Bureau of Census, 1997‐2006) and Census of
Manufacturers, Report by Commodities (Ministry of Economy, Trade and Industry, 1997‐2006);
import and export volume and values from Current Industrial Reports, MP‐1, Manufacturing
Profiles (US Bureau of Census, 1997‐2006) and Boeki Tokei Database (Trade Statistics
Database) (Japan External Trade Organization, 2006); household apparel expenditures from
Average Annual Expenditures and Characteristics of All Consumer Units, Consumer
Expenditures Survey (US Bureau of Labor Statistics, 1997‐2006) and Japan Statistical Yearbook
(Nihon Tokei Kyokai, 1997‐2006); and the nominal exchange rate of the US dollar to the
Japanese yen from International Financial Statistics Yearbook to convert Japanese domestic
production and trade data in yen to US dollars (International Monetary Fund, 1997‐2006). All
data were reported in current dollars (Japan External Trade Organization, 2006; Nihon Tokei
Kyokai, 1997‐2006; US Bureau of Census, 1997‐2006; US Bureau of Labor Statistics,
1997‐2006). The price, income and cross‐price elasticities of domestically produced and
imported apparel in the USA and Japan from 1995 to 2004 were calculated using least squares
approximation (Ott and Longnecker, 2000).
Results
Time series analysis of the US and Japanese apparel markets
Apparel markets in the USA and Japan experienced different trends from 1995 to 2004.
The US apparel market expanded greatly over the period, while the Japanese apparel market
deflated steadily (Figure 1). The size of the total US apparel market increased significantly from
$55 billion in 1995 to $80 billion in 1999 due to the fast growing population and economy
(OECD, 2008; United Nations, 2008). During the 2000s, the expansion of the market halted but
the size of the market in 2004 was more than 50 per cent larger than that in 1995. The Japanese
apparel market steadily decreased in size from $20 billion in 1995 to a little more than $10
billion in 2004, which is believed to be the result of the economic recession (Benson and
Debroux, 2004). The gap between the apparel market sizes in the two countries increased
substantially during the period under the study and reached more than $60 billion in 2004. It
should be noted that the Japanese population (127 million) was close to a half of the US
population (307 million), while the size of the Japanese apparel market was only 15 per cent of
the US market in 2004 (United Nations, 2008).
Similar to the total apparel market trend, the US and Japanese household apparel
expenditure also showed different dynamics during the research period (Figure 2). The
household apparel expenditure of the USA remained strong, around $1,700. The household
apparel expenditure of Japan, however, rapidly decreased during the late 1990s, from $1,000 to
$700. This result shows the influence of the long‐time economic recession in the 1990s on the
Japanese household's apparel purchase. Cross nationally, the US household apparel expenditure
was more than two times greater than that in Japan.

Figure 1. The US and Japanese total apparel demand, 1995-2004

Figure 2. The US and Japanese household apparel expenditures, 1995-2004

Despite the growth of the US apparel market size from $55 billion in 1995 to $75 billion
in 2004, domestic apparel production shows a 40 per cent decrease: from $25 to $15 billion
(Figure 3). During the same period, the Japanese apparel industry decreased domestic production
by 50 per cent, from $10 billion to $5 billion. The decline of the total Japanese apparel market
was proportional to the decline in the domestic production (50 per cent). The US apparel market
expansion was driven by a rapid increase in the total value of apparel imports (Figure 4).
Between 1995 and 2004, the US apparel imports doubled from 30 billion to 60 billion. In
contrast, during the same period from 1995 to 2004, the total value of the Japanese apparel
imports was sustained at around $7 billion.
In summary, between 1995 and 2004, the US apparel market expanded significantly,
which could be explained by the drastic import increase from 30 in 1995 to 60 billion in 2004. At

the same time, the US apparel industry[3] reduced domestic production by 40 per cent. This
finding suggests that the US apparel industry did not take advantage of a substantial expansion of
the apparel market size but continued to downsize domestic production. Therefore, it can be
concluded that the US domestic producers substantially lost market share while the amount of
apparel import expanded greatly, which is a base of the industry's claim that imports impaired the
US apparel industry significantly (Abernathy and Weil, 2004). Similarly, the size of the Japanese
apparel market declined by 50 per cent and Japanese household apparel expenditure dropped by
30 per cent during the same period, but the imports into the market remained at a constant level
between 1995 and 2004. Based on this data, it can be concluded that both US and Japanese
domestic apparel industries decreased production substantially in the research period, by 50 per
cent and 40 per cent, respectively. However, the nature of the decrease was different because the
overall market trends showed that the US apparel industry was shrinking while the market was
booming and the Japanese apparel industry was shrinking while the market was also shrinking.
Figure 3. Domestic apparel production in the USA and Japan, 1995-2004

Figure 4. Apparel imports in the USA and Japan, 1995-2004

Results of the AIDS analysis
The results of price, income, and cross‐price elasticities may help answer the questions
generated from the time series analysis results (Table II). Why did apparel produced in the USA
fail to capture the market increase, while imported apparel doubled its market share during the
same period? Why did the imported apparel to Japan maintain at the same level, while the
domestically produced apparel decreased at the same rate as the Japanese apparel market size?
The results show that in the US market both domestically produced and imported apparel have
negative price elasticity: −0.48 and −0.30, respectively. This means that the US consumers were
price‐sensitive because they purchased less both domestically produced and imported apparel
when a unit price increased. Moreover, the same rate in price increase of both domestically
produced and imported apparel resulted in a 1.5 times greater purchase decrease of apparel
produced in the USA (price elasticity of −0.48 for domestically produced apparel and −0‐0.30
for imported apparel). Based on the negative price elasticities, we can conclude that the US
consumers considered both domestically produced and imported apparel as necessities (Gottheil,
2005) but domestically produced apparel was even less favored by the consumers when its price
increased.
The price elasticities of the apparel products in Japan, however, demonstrate that the
Japanese consumers reacted differently to product price increase, depending on whether apparel
was imported or domestically produced (Table II). The price elasticity of domestically produced
apparel in Japan was positive (0.43), while the price elasticity of imported apparel was negative
(−1.05). Even with a price increase of domestically produced apparel, the Japanese consumers
were willing to purchase more goods. However, they decreased purchase of imported apparel if
there was a price increase. Based on the results of the Japanese apparel market analysis,
domestically produced apparel can be categorized as luxury products (positive price elasticity)
and imported apparel can be categorized as necessities (negative price elasticity).
The income elasticity of demand shows that with an increase in income the US
consumers increased purchase of imported apparel (0.18) but decreased purchase of domestic
products significantly (−1.64). This may be interpreted that apparel produced in the USA is
perceived by the consumers as of lower quality (negative income elasticity) compared to
imported apparel being of higher quality (positive income elasticity). In contrast, the income
elasticity of the Japanese produced apparel was positive (0.74) while imported apparel had
negative and low income elasticity (−2.22). This result may be interpreted as follows: consumers
in Japan perceived domestically produced apparel as of higher quality products, whereas
imported apparel was perceived as inferior quality products.
Comparison of cross‐price elasticities also illustrates different purchasing patterns of
domestically produced apparel in the US and Japanese markets (Table II). In the USA, the
cross‐price elasticity between domestically produced and imported apparel indicates that as
imported apparel price increased by 1 per cent, the demand for domestically produced apparel
products decreased by 0.66 per cent. For the Japanese market, an increase of imported apparel
price by 1 per cent boosted the demand for domestically produced apparel by 1.67 per cent. The
cross‐price elasticities show that apparel produced in the USA decreased its market share even
when imported apparel increased in price. In contrast, the Japanese‐made apparel benefited from
the price increase of imported apparel.
Analyses of price, income and cross‐price elasticities represent comparative market
positions and quality of domestically produced and imported apparel in both countries (Figure 5).

Negative price elasticities of both domestically produced and imported apparel in the USA and
imported apparel in Japan show that these product groups can be classified as necessities. Only
Japanese‐made apparel can be classified as luxury products (positive price elasticity). Positive
income elasticities of the Japanese‐made apparel and imported apparel in the USA indicated that
that they can be classified as higher quality products. At the same time, imported apparel in
Japan and US‐made apparel can be classified as inferior quality products because of negative
income elasticities. Overall, the results of cross‐price elasticities indicate that in the US market,
domestically produced apparel was less preferred by the consumers in comparison to imported
apparel. In contrast, in the Japanese market, domestically produced apparel was favored when
competing with imported apparel.
Table II. The parameter estimates for price, income, and cross-price elasticities
USA

Commodity i, j
Price elasticity

Domestic

Imported

Domestic

Imported

(Commodity i)

(Commodity j)

(Commodity i)

(Commodity j)

-0.48

-0.30

0.43

-1.05

Cross-price elasticity i and j
Income elasticity

Japan

-0.66
-1.64

1.67
0.18

0.74

-2.22

Figure 5. Results of price and income elasticities

Conclusions and discussions
Using competitive advantage theory (Porter, 1990) and consumer demand theory (Deaton
and Muellbauer, 1980) as the underlying theoretical frameworks, this study utilized the time
series analysis and the concept of elasticity of demand to compare market positions of the US
and Japanese domestically produced and imported apparel by providing time series analyses of
these two apparel markets in terms of total market size, household apparel expenditure, domestic

production, and imports and comparing price and income sensitivity and positions of
domestically produced and imported apparel in both markets by analyzing price, income and
cross‐price elasticities.
The US apparel market increased in size from $55 billion in 1995 to $75 billion in 2004.
The Japanese apparel market slowly deflated by 50 per cent, from $20 billion in 1995 to a little
more than $10 billion in 2004. The results indicate that the US apparel producers did not take
advantage of the substantial growth of the domestic apparel market as the domestic output
dropped by 40 per cent between 1995 and 2004. The primary source of the US apparel market
expansion was the increase in imported apparel (by 50 per cent). Over the same time period, the
Japanese apparel firms decreased production by more than 50 per cent, which was in proportion
with the overall market shrinkage. However, apparel imports to the country remained at the same
level from 1995 and 2004.
The price, income, and cross‐price elasticities results provided a possible explanation of
domestic production decrease in the booming market (the USA) and in the recession market
(Japan) through an evaluation of domestically produced and imported apparel positions in the
USA and Japan (Figure 5). The AIDS results showed that in the USA, domestically produced
apparel can be categorized as necessity (negative price elasticity −0.48) of inferior quality
(negative income elasticity −1.64), while imported apparel can be categorized as necessity
(negative price elasticity −0.30) of higher quality (positive income elasticity 0.18). The two
product groups, domestically produced and imported apparel, competed for the same necessity
market segment. Lower price elasticity of the US‐made apparel in comparison with imported
apparel indicates that the US consumers decreased domestic product purchase more rapidly even
when there was the same rate in price increase for both products. Furthermore, the lower income
elasticity of domestically produced apparel indicates that the US‐made apparel was perceived as
lower quality in comparison with imported apparel. Cross‐price elasticity (−0.66) confirmed that
the US‐made apparel was losing its consumers even when imported apparel increased in price.
The AIDS results offer an explanation for the rapidly decreasing domestic apparel production in
the booming US market: demand for the domestically produced apparel was lower than demand
for imported apparel because the former was perceived by the consumers as necessity product
with a quality level lower than that of imported apparel.
In Japan, however, domestically produced apparel can be categorized as luxury product
(positive price elasticity 0.43) of high quality (positive income elasticity 0.74), while imported
apparel – as necessity product (negative price elasticity −1.05) of low quality (negative income
elasticity −2.02). The Japanese apparel market was clearly divided between domestically
produced and imported apparel as they were competing for different market segments.
Domestically produced apparel was perceived as higher quality, luxury products while imported
apparel occupied lower end, basic necessity niche. Cross‐price elasticity (1.67) proved that the
Japanese consumers switched their purchase to domestic products when imported apparel
increased in price. This result offers an explanation why the level of imported apparel remained
stable and did not increase over the ten‐year period.
The AIDS analysis results pointed to an important difference between the US and
Japanese apparel demand conditions. Negative price elasticities for domestic and imported
products indicate that the US consumers were price‐conscious in purchasing apparel. In contrast,
the Japanese consumers increased the purchase of higher quality domestically produced apparel
but decreased the purchase of low quality imported apparel when the product price increased.
Using the case of the US and Japanese apparel industries, this research provided an

empirical support for the Porter's competitiveness theory's proposition that market demand is an
important factor that contributes to the competitiveness of a national industry. Our findings
indicate that price sensitivity of the US consumers shaped the US apparel domestic market to
keep product price low rather than to increase its quality with respective increase in price. As the
result, the price conscious nature of the US apparel market created less room for the US apparel
industry to develop production with a focus on quality, higher end products. Instead, the US
apparel industry continued to focus on basic, lower quality, low cost necessities in an attempt to
compete with inexpensive imports. Such strategy, triggered by the demand factor, became one of
the reasons for decreasing industry competitiveness when the market was booming. The
Japanese consumer's preference for higher quality, luxury apparel and willingness to pay for it
encouraged domestic producers to focus on these types of products. This allowed the Japanese
apparel industry to differentiate the output from lower quality imported apparel and, ultimately,
contributed to maintaining industry competitiveness. In other words, demand of the sophisticated
Japanese consumer for higher‐end apparel contributed to the domestic industry competitiveness.
The results of elasticity of demand analyses for both countries are consistent with Fernie
and Azuma's (2004) argument that the US apparel industry focuses on basic apparel items and
competes on price, while the Japanese apparel industry is specialized in producing higher‐end
apparel of superior quality. This result of the Japanese case supports Hirai's (2004) viewpoint
that the Japanese apparel market is distinctively divided into high fashion market and low quality
necessity market. Our finding also supports Arpan et al. (1982) and Blinder's (1990) suggestions
that the US apparel industry was less competitive than foreign producers in capturing demand of
the domestic consumer.
The scope of this study in assessing the competitiveness of two national apparel
industries is limited to only one factor from the Porter's theory: the conditions of market demand.
The investigation of other factors, such as context for firm strategy, structure, and rivalry, factor
conditions, and related supporting industries in conjunction with the demand factor (Porter,
1990) should be conducted for a more complete understanding of how domestic industry
competitiveness is developed and maintained. Future research could expand to include other
factors affecting the apparel industry competitiveness in developed courtiers. The framework for
the apparel industry competitiveness assessment with regard to the demand‐side analysis of
Porter's competitiveness theory can be applied to other markets.
Notes
1. The restrictions imposed to this system are gij ¼ gji (Deaton and Muellbauer, 1980).
2. In Current Industrial Reports, MP-1, Manufacturing Profiles (US Bureau of Census,
1997-2006), only process that was operated inside the USA was counted as domestic
shipments. Therefore, the production from the 9802 Program (formerly 807 Program),
was not counted in domestic shipments but included in import statistics (US Bureau of
Census, 2004).
3. The size of domestic market is calculated by total domestic production minus export plus
import.
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