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CHAPTER3: SECTORAL ANALYSIS

Northern SME Handicraft industry analysis

“The Northern people were shifting from rice production to crops production such as bean, chili, garlic, tomato, tobacco and fruits.  The Northern area has a very good quality of land and the agriculture is supporting base economic of the North.  However, Northern people have to sell their labor force and the very last generation has less and less land.  The best way out for them is to do handicraft in a household such as weaving, wood crafting, umbrella making, broom making, ceramic and pottery and silver product, etc.” – Dr.  Chattip Natsupa

The Northern of Thailand has numbers of handicrafts products because of its condition.  There are lots raw materials, household workforces and have local markets to support them.  The table below shows household and SMEs handicraft on the North separated by province 

Table3-1 Type of industry in the Northern of Thailand (information from year 1986)

	Province
	Amphur
	Type of industry

	Chiangmai
	Muang
	Crafting, Lacquer ware, Ceramic, Silver, Tribune handicraft

	
	Jomtong
	Hand weave cotton

	
	Doisaket
	Hand weave cotton

	
	Prow
	Pottery

	
	Mae-Jam
	Teak wood product

	
	Sankampang
	Umbrella, Lacquer ware, Cotton, Silk, 

	
	Sansai
	Lacquer ware, Interlace ware,

	
	Sanpatong
	Mat, Knife

	
	Karapee
	Mat, pottery, Bamboo interlace ware

	
	Marim
	Silver product

	Chiangrai
	Muang
	Silk, Mat, Craft wood, Interlace ware, pottery

	
	Teung
	Silver product

	Lampang
	Muang
	Weave cotton, Lacquer ware, Ceramic

	
	Khokha
	Craft wood

	
	Tern
	Gemstones cut

	
	Maeta
	Craft wood

	Lampoon
	Muang
	Palm leave hat, Hand weave cotton, Craft Wood

	
	Toong huachang
	Craft wood

	
	Pasang
	Weave cotton, Umbrella, Blanket

	
	Lee
	Craft wood, Local cloths

	Mae-Hongsorn
	Muang
	Tribune handicraft, Jewelry and gemstone, Silk, Craft wood

	
	Mae sareng
	Palm leave hat

	Nan
	Muang
	Interlace ware, Lacquer ware, Rattan product, Weave product

	
	Tawangpa
	Rattan product

	
	Banluang
	Silver product

	Payao
	Muang
	Interlace fisherman tools

	
	Dok Kham Tai
	Interlace fisherman tools, Silk

	Prae
	Muang
	Weave cotton

	
	Denchai
	Broom

	
	Soongmen
	Craft wood, furniture

	Tak
	Muang
	Mango wood product

	
	Maesod
	Craft wood, Palm leave hat, Jewelry and gemstone


	Chiangmai

	Other upper Northern provinces

	Lower Northern province


Source: Northern Thai strategic development (ISBN 9743468315)

Northern handicraft situation

There are 2 major economic systems in Thailand, Local (village) system and capitalism system. Handicraft industry is more likely in a local system. Upper north and Chiangmai is a major producer of handicrafts.  Before capitalistic over northern area, each family are stand on their own feet. Nowadays, villagers turn to communal culture to prevent or solve their problems. They started cooperation within and between their villages. They strongly claim rights to manage their communal nature resources and try very hard to retrieve themselves sufficient economy. 

As shown in T3-1, There are a few activities from the lower North regarding handicraft business. Major handicraft products are from upper north and Chiangmai. Most of the businesses in the lower North are heavy industries such as cane sugar factory and Metal factory.  But, still, there are few that find opportunity on handicraft business especially on the gemstones, in which, Tak has a lot.

Since Chiangmai plans its strategy to be an international trade hub, the facilities such as Customs, Cargo, and Airport are established to support this plan as well.  Therefore, the trend of Handicraft industry in Chiangmai is going to be a high value but less weight so handicraft products such as Accessories, Souvenir, Silver ware, Decorative products can be shipped by air.

Conducts of the firms in this industry
By hand International company, the handmade artificial flowers and cars from Saa (mulberry) papers manufacturer has demographic as shown below

Company information

Established: Year 1999

Capital: 1Million baht

Labor forces: 30people

Market: USA, France, Japan

Around 10 years ago, Mulberry paper and its product has been well known and are demanded by both in and outside the country.  The small mom and pop shops were getting bigger and becoming a firm that intends to export.  By hand International Company saw the opportunity and started to brand its own product, Mulberry paper handicrafts products, as “By hand” and exported throughout the world.

Khun Nattha Ojarasporn, the owner of the company has had hand-using skill on handicraft long before the company was started.  After accomplished in artificial flower business in house hold, she could not wait to grasp the opportunity up front and then it came the factory and By hand international company.  

By hand now becomes a member of NOHMEX and was a public relation for the NOHMEX for 3 eras.  This experience and membership help By hand to gain knowledge and connections, after established for only 2 years, By hand had performed the very satisfying growth outcome.

By hand started from a small factory, 20workforces, but now the company distributes the job to housewives who have free time and folk workforce.  The company has been growing up firmly without any loan.

This Mulberry paper artificial flower became popular and has been more competitors.  To differentiate it from others, By hand uses design and format to make the flower look real and fresh patterned from real flowers.  The production brunch up the flowers and leafs, place the name tag “By hand” and is ready to export to many parts of the world such as USA, Europe and Japan.

Apart from its own brand, By hand has OEM(Original Equipment Manufacturer) marketing strategy as well, main clients are France and German which has their own designer to help create these flowers.  This helps the firm to understand clients’ need and to understand about fashion also.

Networking association and government agencies

NOHMEX

Founded in 1994, NOHMEX (Northern Handicraft Manufactures & Exporters Association) is an association of over 210 small and medium-sized manufacturers and/or exporters of handcrafted product and of related service companies from the North of Thailand, based in Chiangmai.

Vision (Year 2005-2006)
Strengthen the organization and be a center of knowledge distribution for developing handicraft SMEs in Northern region to promote and support the development of the handicraft industries and assist in the marketing of their products


Mission
To globally and internationally penetrate Thai handicraft on the knowledge-based economy concept

Approach

By gathering Northern Handicraft entrepreneurs, NOHMEX can get a huge power to drive the handicraft industry to go on.  It also distributes knowledge to entrepreneurs as well.  

NOHMEX has 3 customer tiers which are Local market (Thailand), Regional market (Asia) and Global market

Since NOHMEX is trying hard to move leap forward and growing very fast, major activities are focusing more on proactive approach than passive one,  such as marketing support both local and international, IT support, R&D support, knowledge transfer and training support, Financial and investment support and foreign relation support.

Under the concept of knowledge base management, NOHMEX tries to organize member data and use it to set the direction of the Public relation and other activities. 

Figure3-1 Activities of NOHMEX
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Source: www.nohmex.com
Operations and Supports
NOHMEX activities are built from the committee, which come from members of the organization. The below operation has been selected to give the best support to its member.  The operation is focusing on supporting and servicing its partners and members.  The supports cover, production, marketing, Financial, IT and knowledge management as shown below.

 SHAPE  \* MERGEFORMAT 




Figure3-2 NOHMEX’s support programs for members

NOHMEX Project
NOHMEX has contributed project mainly on networking and educating its members. Lots of money has contributed to support “northern handicraft” industry to be strong and be competitive in the global competition 
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Figure3-3: The craft design service center brochure

“Craft Design Service Center” or CDSC, will help increase Chiangmai handicraft product varieties, entrepreneur must surf along the wave of change in order to keep the business survive.
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Figure 3-4: crafting product

Competitiveness for cities of craftsmanship will help distribute handicraft to the northern region. Chiangmai will be the gate way so it will improve the effectiveness and also logistic.  Customer will find their products easier.
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Figure3-5: Lanna style product

Lanna Trend Revolution - This is how Northern handicraft branding itself and merging handicraft to tourism business.  To brand itself “Lanna” will help differentiate from other handicrafts throughout the world.  Northern region has strength on handicraft know-how; ancient history that builds a strong and mature culture, nature resources and variety of raw material but the weakness is management that’s how NOHMEX see the room for improvement and start “Lanna Trend Revolution
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Figure3-6: Northern ISME center at Chiangmai plan

Northern ISME Center at Chiangmai (95 Rai) – This project is a join-venture between NOHMEX and the government (Department of Industrial Promotion, Ministry of Industry) this 400Million baht project will encourage and support handicraft and other major SMEs in the Northern region.
Over billions bath projects that NOHMEX helps and co-operate with government agencies is a good sign for the industry and is a green light from government that the industry is going to be supported.

Government unit and supports on handicraft industry

BOI

BOI or The Board of Investment is working a one-stop shop for service for investor.  The BOI helps investors in three key ways: (1) To reduce the risks associated with investment, (2) to reduce initial investment costs and (3) to improve the overall rate of return on investment; and to provide support services at all times.   BOI customers are both Thais and foreign with main support on investment and tax benefits.   

Most of the industries are only get tax exempted for 5 years but not other special support expects these following industries, which must have outstanding innovation,  have 8 years tax exempted (Fabric product, Clothing product, Toys making, Gift and souvenir, Invention product Stationary and spare part products, furniture and spare-part products)
The promotions of BOI are focusing on the heavy industry due to a higher margin.  Handicraft products are not in the main scope of its support. Majority of firms in the industry are relying on NOHMEX because of its support, promotion and ease of access. 

ISMED: Institute for Small and Medium Enterprises

ISMED is a government institute, with a mission of leading Thai SMEs to the higher and more effective position.   ISMED has a branch in Chiangmai which responsible for Northern area of Thailand.  The main 4 activities in ISMED (Chiangmai) are (1) Training, (2) Consulting, (2) Be a center of innovation, and (4) News distribution.  

The main supporting industry of ISMED are (1) Handicraft business (2) Health Business (3) Agriculture and processed food business and (4) Tourism business

There are some cooperation between NOHMEX and ISMED to go out and create events or booth both locally and international.  However, the popularity of NOHMEX in handicraft community is more than ISMED’s due to its professionalism and support programs.

View from entrepreneur: 

There are a few promotions from government units, BOI tends to promote and give more benefit from heavy industry.  There are a few promotions on small village industry such as handicraft and very complicate rules and regulation (see appendix A)

The reason of not choosing ISMED if differ from BOI.  Handicraft entrepreneurs feel that they have NOHMEX as a better option with better promotion and high skill of experience. 

SMEs and relationship with NOHMEX

NOHMEX is Northern Handicraft Manufactures & Exporters Association.  This organization understands and realizes the importance of networking establishment, therefore, NOHMEX creates the network between SMEs to lift up the efficiency and potential of SMEs and get them ready for variety type of market competition as follows:-

Marketing co-operation: SMEs NOHMEX members collaborate with each other to show the identity and image of Northern products when there are showcases in both domestic and international.  Apart from their own booth, they help each other promoting Northern products by accumulating products from every booth and present it as “Northern product”

Research & Development co-operation: SMEs NOHMEX members has contacted with institute for small and medium enterprise development (ISMED) and co-operated with Tufts University, Business school to research handicraft in United State of America.  More over, NOHMEX members has co-operated with Northern educational institute to improve product and manufacturing process as well as share investment on showroom in the country abroad.

Production co-operation: SMEs NOHMEX members still have very low co-operation on this issue but NOHMEX is working on this problem and trying to find the best solution.

Network strategy for SMEs has been established and will be develop more to complete a whole cycle.  Important issues to concern are Trust Building for SMEs entrepreneur and Organization leadership

Networking establishment between educational institution and standard and control organization (such as Thailand industrial standard institute: TISI)

Industry analysis

Northern Handicraft Economic Strategy

Introduction

Since economic crisis that Thailand faced in year 1996 until now, there have been problems on the financial institution and production in the wide nation.  Even though, the government has been solving the problem continuously, yet there are still no total problem fixing.  Small and Medium enterprise has been suffered a lot in many areas including production, competition and finding funds.  There still are some issues in the transparencies and justice management as well.

The government polices now a day put an effort more on SMEs Development because the government thinks that SMEs will play a major part in the country’s economic recovery.  SMEs has high capability to recruit people in the nation, generate foreign currency income to compensate what we have in import, being a backbone of  big industries and support agriculture products & export and the most important SMEs is the starting point of investment and build up the experience and skill in being a new entrepreneur.

Having SMEs entrepreneurs are the main driver can help SMEs to be a backbone of the economic of Thailand.  Majority of SMEs in the North are “Stand alone SMEs”.  This business cluster has been performing well and shows the growth since the economic crisis.

The research on the northern SMEs of Thailand shows that:

Adjustment after the economic crisis (1997)

The northern SMEs entrepreneur started to realize the effect of globalization and free trade- according to WTO, approaching of e-Commerce, etc.  Which mean the business will be more competitive and more aggressive.  SMEs entrepreneurs are get ting pressure form both upper market (Japan, Taiwan, Korea, etc.) and lower market (Vietnam and China) but they are looking at the problems as their challenges not a threat.

Concept of competitive strategy for Northern SMEs

Porter’s Five Forces of Competitive position

There are 5 major aspects to consider about in order to develop strategy to make Northern handicraft more competitive. New market entrants, supplier power, Buyer power, Product development and Competitive rivalry are concern issues to analyze the competitiveness of northern handicraft industry compare to other sectors in Thailand and throughout the world.

New market entrance:

Handicraft business it not a high capital investment industry and the product price is not high so there are many potential players throughout the world.  However, since the product price is not considered as high price, the logistic cost and production cost must be low in order to keep the price reasonable. 

Northern of Thailand has good location to distribute product and receive some raw material to China, Burma and also Vietnam the communication can be both by land and by water.

There is an advantage on labor cost compare to the rest of Thailand and most of the countries.   Since the handicraft production based on “hand” and labor, reducing the cost is a key factor to be more competitive.

Supplier power:  

Northern of Thailand has a very rich nature resource and raw material for handicraft.  It rarely imports raw material from other countries.  So the main suppliers are from Thailand and most of them are in near by area.

Supplier has no contact to the end customers and has a low bargaining powers (handicraft entrepreneur) since most of them are villagers and not professional business man, the bargaining power is not high

Buyer power:

After booming of handicraft industry, especially in Chiangmai, handicraft industry becomes stronger with a big purchase volume and has more bargaining power towards its suppliers.  

This becomes a big advantage to make a high quality product with a low price.  

Product development:

Handicraft industry is relying on fashion and trend.  Major function of handicraft is decorative.  Before FTA announcement, handicraft entrepreneurs are encouraged to find value and special techniques of the product and register for intellectual patent.  This can create some difficulties in other’s production.

Competitive rivalry:

There are networking and cooperation between firms so there is knowledge transfer among the group.  By getting together concept it helps the Northern Thai handicraft grow faster than stand alone ones. Therefore, “Mobilization” of this industry is high.  However, an important key factor is differentiation, that is reason why design center is establish and innovation strategy (which will be mention later on) is important issue for this business
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Figure 3-7: Porter’s 5 Forces diagram of the Northern handicraft industry

The competitive Rivalry is high for the whole industry and for each and every firm in the industry.  However, with a big support from NOHMEX and its network strategy, the scale of the industry is competitive and strong enough to compete in a global competition.

Northern SMEs entrepreneur strategies

There are many disadvantages for Northern SMEs entrepreneurs compare to Big Enterprises such as (1) Economic of scale disadvantage – SMEs cannot narrow down the cost of production as much as Big enterprises (2) Economic of Scope disadvantage - The verity of SMEs are not as much as big enterprises and not serve the complete product cycle which leads to low “Collective efficiency” (3) Access to information disadvantage – comparing to big firms, SMEs has more limited access to information

From above disadvantage, Northern SMEs came up with competitive strategies on the basis of knowledge-based Economy Adjustment which are Niche Strategy, Innovation Strategy and Network Strategy

Northern SMEs has to adjust themselves to be ready for globalization, free-trade market and global competition in order to has an efficient growth and lift up the level of competition and remain its high level position.  Information technology (IT) is a must for globalization era, the competition is not only focus of cheaper labor cost or existing natural resources but understanding clients and quick response are also important to high competitive economic as well.  The “knowledge – based economy” or KBE is going to replace the existing economy, Production-based economy, which mainly are agriculture industry and land, labor and financial based economy.  On the other hand, KBE is driven by knowledge from IT such as cellular network system, internet and computer network which provides global network through market all over the world.

KBE may seem to out of reach for Northern SMEs but production and service of Thailand in global competition cannot rely on low level of education and cheap labor any longer.  Northern SMEs need to bring knowledge composition and apply in their products and services more.  Nowadays, products and services from the North are from SMEs that has knowledge, creativity and innovation more than using only labor.

Niche Strategy

Niche marketing strategy and niche product strategy and choosing right market and product for a narrow or niche segment.  Even though, the product and service market are not but the there are less competitors as well.  Clients are not looking at the best price but they are looking for the differentiation added values on products.  An entrepreneur has to become a specialist in order to survive in the competition.  

The mail purpose of niche marketing is to avoid direct competition with large enterprise.  Niche marketing strategy provides competitive advantage and benefits more to the first-mover but the disadvantage is SMEs has to carry cost and capital of development.

The table below shows how the outstanding characteristic of niche market strategy

Table 3-3: Characteristics of niche market strategy

	Procedure
	Expected result/outcome

	1.  Strategy Objective
	To differentiate products and services to satisfy particular market

	2.  Target Market
	Small market which are not interested by big firms

	3.  Product/Service
	Differentiation

	4.  Cost of Entry
	High cost in market research and development

	5.  Competitive Advantage
	Be a first mover and the first to enjoy the benefit


Innovation Strategy**

Peter F.  Drucker, master of management define innovation as “change that creates a new dimension of performance”.  Drucker expressed his thought towards innovation creation strategic that if entrepreneurs want to accomplish in a competitive market, they need to think strategically, find a change which relate to a setting target, and bring new opportunities that comes with changes to analyze to create new innovation.

Drucker also stated 3 requirements which entrepreneur’s innovation will be succeed

Innovation must be build from knowledge, thoughtfulness and high patient and attempts

Innovation must be build from the strength not weakness

Innovation must close or relate to the market

Michael E.  Porter, Master of strategic, defines innovation as the transformation of knowledge into new products, processes, and services.  Innovation involves more than just science and technology -- improvements in marketing, distribution, and service can also be considered innovations.  Innovation creates products and services differentiation which can help in marketing competition by focus of value add (or add on services) and benefit to the customer and it helps rising up the price as well.

The table 3-4 shows how the outstanding characteristic of innovation market strategy

Table 3-4: Characteristics of innovation market strategy

	Procedure
	Expected result/outcome

	1.  Strategy Objective
	To differentiate products and services to satisfy particular market

	2.  Target Market
	Many markets

	3.  Product/Service
	Differentiation

	4.  Cost of Entry
	Have cost in innovation

	5.  Competitive Advantage
	Enjoy the benefit as long as customer satisfy with innovation value-add on a product and service


Network Strategy**

Business networking is gathering up or helping each other between SMEs in business way to lift up the ability of competition of “Stand alone SMEs”.  The ability of competition can be defined in 3 major issues which are (Michael Porter.  1997)

Increasing productivity of the network

Increasing capability of innovation in products and services which will effect the expansion of the production

Increasing new business formation – this will help support an innovation in production and expand the business network and business merging

The idea that network strategy and merging can help improve performance and potential of SMEs in a market competition, has been researched and has been used to create a SMEs development strategic plan in several countries both developed and developing countries such as Denmark, Italy, etc.  

However, this kind of network is not popular among Thai SMEs because of some reasons such as Entrepreneurs cannot see the benefit of joining the network, lack of solid structure of the network and entrepreneurs has negative attitude towards business network i.e., afraid of business secret leaking, afraid of customer compete 

Expected result

The 3 strategies are applying to the industry.  The expected results are to shift the position of the product from low cost in broad market to high cost in a narrow market. As s result, SMEs will enjoy higher benefit due to higher margin from innovation


	

	

	


	


Figure3-8: Perceptual map of positioning of the industry 
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� By hand company, which this study focuses on, is using this strategic also.  The company has innovated new cards and flowers from mulberry paper which creates more opportunities because of different test of the customers.





�  By hand company applies this strategy for its own, by being a member of NOHMEX it gain a lot of business and build up larger customers
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