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1. Introduction

The fashion industry carries a highly significant weight in the global economy (Garcia-Ortega
et al., 2023). The textile and garment industry requires relatively low entry barriers and due to
the intensified liberalization of the segment, it is one of the first and most globalized industries
(Bonacich and Appelbaum, 2000; Dicken, 2015). The fashion industry has significantly
contributed to global economic development after the Second World War (Bienkowska, 2023).
Otherwise, the importance of the fashion industry cannot only be measured by economic
indicators, as the industry can be a very significant employer among female workers, ethnic
minorities, migrant people with disabilities, and people from rural areas as well (Molnar, 2017).

Widely defined, the fashion industry is the business of making clothes. It covers a wide
number of sub-sectors as textile-, garments, leather- and fur and a wide range of activities from
design to retail. In this research, I focus on the garment industry, as this sub-sector is the most
significant part of the fashion industry (Priest, 2005), and enjoys the highest rate of employment
among the sub-sectors, as the manufacturing of clothes needs live labor. This feature provides
an important ground for the examination of social upgrading. The region’s, and Hungary’s
garment manufacturing companies are acting like intermediary stakeholders between
textile/raw material and component and export and marketing networks. The majority of the
garment manufacturing firms operate as independent suppliers for foreign fashion brands as
subsidiaries are rare within the segment. While operating without or even local recognition,
garment manufacturing firms in Europe’s Eastern periphery, such as Hungarian firms have been
long-standing suppliers of well-established, even luxury fashion brands, heavily based on
contract work relations. The basis of the collaboration has been started since the forced
industrialization after the Second World War and became intensified with Western-European
fashion brands during the state-socialist era and the planned economy (1949-1989).

Being a globalized industry, several factors are shaping the manufacturing background
of the segment: international trade relations (including trade wars), regulations and agreements,
institutional framework and conventions, the structure and business model of certain fashion
brands, technology and human resources. During the past 10 years, several factors further
shaped the fashion industry, such as social media and visibility, customer perceptions and
expectations (for example the effect of "Made in’ that comes with higher prestige for certain
countries), transparency and sustainability concerns. Lately, emerging around the 2020s,
regulation around (and towards) sustainability is at the center of a growing discussion. There is
an increasing, intensifying mandatory regulation of social and environmental sustainability and
pressure to address human rights and high greenhouse gas emissions in the global value chains.
This mainly takes place in the biggest fashion markets and headquarters of global buyers, such
as the United States of America and the Western countries in the European Union.

There is an ongoing debate on the reform of the existing value chains. It is in parallel
with a call for shorter ones, as the international trade and the sourcing practices do not serve
the global demand and come with a high environmental and social impact as well. It is said that
the fashion industry has reached a crossroads where speed beats costs regarding marginal
advantages. The traditional supply chain of fashion is facing challenges due to convergent labor
costs. Sea transport is the most common, but it takes around 30 days for a parcel to reach the
Western European markets from Asia, while air transport is considered to be too expensive



(Andersson et al., 2018). Formerly, two seasons in a year (spring-summer and autumn-winter)
were produced and introduced to the market, but the customers’ constant look for newness put
pressure on brands to drop smaller collections more frequently. Neither smaller batches nor on-
demand production is in line with the fashion brands’ dominant reliance on manufacturing in
Asia. Former advantages of delocalization are also derogated by geopolitical tension, trade
agreements, and the insecurity caused by fluctuation in exchange rates. While reshoring
tendencies were reported before the COVID-19 pandemic, several supply chain bottlenecks
made a boost for — at least — the rethinking of existing sourcing practices. Furthermore, industry
representatives were arguing for the recognition of textile and garment production’s strategic
importance due to the production of personal protective equipment (PPE). If the COVID-19
supply chain disruption is treated as a logistic challenge, it can (and probably) be treated and
that will not likely cause major changes in the supply chain, regarding reshoring. Meanwhile,
China is the biggest exporter of textile products (that manufactures and provides the primary
raw materials for garment manufacturing). It is also important to point out that supply chains
are not necessarily shorter, if the manufacturing activities are relocated to Central-Eastern
European (CEE) countries, but the raw materials are still coming from Asia.

In terms of garment manufacturing, Bulgaria, the Czech Republic, Latvia, Hungary,
Poland, Romania, Slovakia, and Slovenia are among the most representative countries of this
region (Faust 2005). Garment manufacturing firms in the CEE region are attractive to Western
fashion brands because of their geographical and cultural proximity, the existing production
capacities, the qualified workforce, and the low level of respect and inadequate adherence to
national, labor rights regulation (Musiolek, 2004). In parallel with the delocalization tendencies
and outsourcing production within the fashion industry from the 1950s, mainly Western
European fashion production became a traditional, sunset industry. The CEE region — next to
Asia - was a destination for labor-intensive processes. The CEE and Hungarian fashion industry
is deeply integrated into the global value chains through the high rate of export and the dominant
contract work as well.

The doctoral dissertation enjoys a multi-disciplinary nature. This work is mainly
connected to the literature and the theoretical basis of the global value chains (GVC). Besides
that, the work incorporates elements from cultural and fashion studies for an extensive
understanding of the industry’s governing dynamics and the best cross-fertilization of
disciplines possible. While sourcing and trade practices of fashion brands are often discussed
within the management and international business literature, and its supply chains within
logistics, this stream of literature often lacks a deeper understanding of the fashion industry’s
nature and power relations. Besides this, while the emerging stream of fashion studies discipline
aims to present a multi-disciplinary approach, the focus of research, connecting this discipline
is rather rooted in sociology and cultural studies and often surrounds clothing practices, and
personal relationships with garments. Papers of fashion studies often lack an understanding of
fashion as a global industry and its position and significance within international economics.
The GVC is a political economy framework foregrounding the concept of lead firm power
driving value chain dynamics as governors of market requirements and various standards
(Morris et al., 2014). The GVC theory examines its asymmetry and focuses on the globally
expanding supply chains and how value is created and captured therein. The global apparel
value chain can be described as consisting of several networks: raw material, component,
production, sourcing, and marketing networks. The GVC theory considers the cause of
inequalities and the way how construction is organized, and the internal power asymmetry
provides different opportunities for position and profit-making. It focuses on globally
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expanding supply chains and how value is created and captured therein. The multinational
corporations as the lead firms orchestrate a multi-tiered global supply chain (Castafieda-
Navarrete et al., 2021).

The garment industry is an illustrative example of the ’buyer-driven’ supply chains,
where retailers and marketers of final products exert the most power through their ability to
shape mass consumption via dominant shares and strong brand names that source their products
from a global network of suppliers in cost-effective locations to make their goods (Gereffi,
2013). The garment industry is characterized by far-flung subcontracting networks. These are
managed with varying degrees of closeness by designers, retailers, and other brand-name firms
that market, but do not necessarily make, the products that are sold under their label (Bair,
2005:). In the fashion industry, the profit comes “from combinations of high-value research,
design, sales, marketing, and financial services that allow the retailers, designers and marketers
to act as strategic brokers in linking overseas factories and traders with product niches in their
main consumer markets” (Gereffi & Memedovic, 2003: 3). The global landscape of fashion is
characterized by numerous manufacturers but relatively few buyers, apparel brands and retailers
exercise their purchasing power by setting prices and thus defining profit margins along the
value chain. The labor-intensive nature of the apparel industry intensifies power disparities
between buyers and producers and between producers and workers. Buyers, “lead firms,”
control the highest value-adding activities, such as design, branding, and marketing. Lead firms,
mainly based in the US and the European Union (EU), capture around 70% of the final retail
price of apparel products (Abdulsamad et al., 2015). Participation in global lead firm-driven
GVCs is said to facilitate learning and enhance the development of inserted territories,
particularly in developing countries (De Marchi and Alford, 2022; Gerefti, 2018). Economic
development is a byproduct of multinational enterprises (MNEs) operation in developing
countries (Lee and Gereffi, 2015).

The low-value-added assembly task, contract work is the dominant form of Hungarian
garment manufacturing firms’ operation, however, exceptions and different trajectories remain.
However, no local firm could reach the level of buyers and represented only the high-value-
added tasks. Within this stream of literature, I examine upgrading as the ‘space’ that is left for
suppliers by power relations with lead firms and the market realities. That is crucial to how I
define and examine upgrading. According to Lee and Gereffi (2015), we have to distinguish
between economic and social upgrading. Under economic upgrading, we primarily mean that
countries and firms moving to higher value activities in GVCs with improved technology,
knowledge, and skills. Social upgrading refers to the process of improving the rights and
entitlements of workers as social actors and enhancing the quality of their employment
(Barrientos et al., 2011). The authors claim that governance structures — international, national,
and both public, private, and social forms of governance — are a key determinant in upgrading
the GVC framework. It also has to be taken into account that neither moving towards a different
industry nor even upgrading necessarily means a less dependent position for the firm (Szalavetz,
2017).

However there is a growing and renewed focus on different forms of upgrading, such as
cluster upgrading (see authors: Peter Lund-Thomsen, Renginee G. Pillay, Hubert Schmitz,
Khalid Nadvi) and environmental upgrading (see: Valentina Marchi, Stefano Micelli),
technology and digital upgrading (Randolph Luca Bruno, Kirill Osaulenko, Slavo Radosevic).
These are not discussed in this research. An alternative and complementary aspect is relational
upgrading (see authors like Johannes Gliicker and Robert Panitz) (due to integration and
centralization) in which the sustainment, ceasing, and selection of existing relationships can
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lead to a better position. Within the discussion of the Hungarian garment industry, I do not find
it truly relevant, due to the growing concentration of lead firms and the limited number of
buyers, conducting contract work in Hungary. I think it is evident that manufacturers are trying
to take care of good, respectful relationships, and during harder times, they are forced to sustain
not-so-good relationships as well. That is not necessarily a matter of choice for them: with the
reduced number of orders, they cannot select from lead firms. In short, I focus on the challenges
of both the economic and social aspects of upgrading. Besides the economic relevance, as
garment manufacturing is labor-intensive, the social aspect has an important role.

However, there are some limitations regarding social upgrading, rooted in local
characteristics, such as the aging workforce or ever-threatening lack of labor with no second
generation (or training) on the horizon. As the wages of the garment workers within the CEE
region are closely attached to minimum wages (or they can even earn less as the payment is
often attached to the competition of ‘daily norms’/the piece rate system at fashion
manufacturers in Hungary) that does not cover the living wage. A number of people, who even
complete training (mainly organized by the production companies themselves) often leave the
industry before even getting started as low wages are not attractive due to the complexity and
the exactitude of the garment production. Furthermore, in the case of Hungary, public work also
has an absorptive effect on employment in fashion production.

Regarding the scope of the research, the topic of the doctoral dissertation is the
challenges of economic and social upgrading within the semi-peripheral economies of the
global value chains, and it is examined through the case of the Hungarian garment industry.
The dissertation contributes to the theoretical and empirical observation of the upgrading
concept and its barriers within the global value chains (GVC) literature. I selected a sector that
is highly exposed to globalization and global value chains thus many constraints are present in
economic upgrading. It also proposes a triangulated analysis of current spatial restructuring
within the garment industry of Hungary and a framework for reshoring factors. The dissertation
has a special focus on the reshoring phenomenon that has enjoyed a vivid scholarly interest
since the 2008 economic crisis. The COVID-19 pandemic also served as a trigger point for the
rethinking of international trade and a reform of global sourcing practices and reshoring
tendencies that target this region, however, later it proved to be rather insignificant.

While developing economies — newly entering the global value chains — have gained a
wide academic interest after the Washington consensus, the countries of the semi-periphery do
not have the same base, outlook, and prospects. This creates a gap for the examination of the
ones, who have been already participating. I examine the topic because the fashion industry has
a huge, long-standing tradition in Central-Eastern European (CEE) countries, but it has been a
neglected field for decades (from the regime change) from a scholarly and economic, industrial
policy point of view as well. A few historians, such as Ildik6 Simonovics and Tibor Valuch
analyzed the local fashion scene during the state-socialist period. However, with a few
exceptions, such as the work of Erné Molnar (2017; 2021); Molnar et al. (2023), Magdolna
Sass & Katalin Antaloczy (1998), and Adrian Smith, John Pickles and Robert Begg (2003;
2010; 2014), the CEE garment industry and the upgrading opportunities of that is an under-
researched area.

The findings of the dissertation serve some generalizability; however, this comes with
limitations. As the shared current position and characteristics of the garment industry in the
CEE region (low value-added assembly activity and contract work) are based on the ‘heritage’
of the former regime’s industrial policy; the significant, high rate of garment export that is
connected to the world economy; and the current, relatively neglected, sunset nature fashion
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industry by the national governments are shared characteristics among the countries.
Differences can further lie in local institutional and market conditions. While there is a
significant difference between the size of the local markets among these countries, the number
of garment manufacturing companies, and the rate of employment, I consider the case of the
Hungarian garment manufacturing companies — and the results of the dissertation — generally
applicable to the region. While Hungary plays a marginal role in the global garment sector and
even on a national level, it enjoys a high export rate and can serve as a critical case for more
socially sustainable garment production and exploitative working conditions along the low
value-added assembly activity. It can allow learning about the potentials and constraints that
suppliers and governments are facing in pursuing ‘higher roads’ of industrial upgrading. Its
generalizability expands to not just the CEE region and other (semi-)peripheries, but widely
and with caution to Southeast Asian countries as well, as those countries taking part in the same
‘level’ at the global supply chain, however, they operate through different institutional and
market conditions. The generalization of the dissertation’s findings is further addressed at the
conclusion.

The central research question of the dissertation is:
Why does economic and social upgrading not occur in a semi-peripheral economy?
The case to be explored is the garment manufacturing industry in Hungary.
Then this central research question is divided into three sub-questions:

1) How do recent spatial production network dynamics (both reshoring and outsourcing)
affect economic and social upgrading trajectories?

2) How has the creation of own-brand manufacturing (OBM) products taken place among
Hungarian garment manufacturing firms after the regime change?

3) Can locally established fashion brands as buyers support the upgrading prospects of the
garment manufacturing firms?

Hypotheses:

HT) As reshoring tendencies are characterized by non-economic variables as well, and not
only cost-effectiveness/lowest manufacturing costs, it supports the upgrading trajectories of
the semi-peripheral actors.

H2) As garment manufacturers heavily rely on contract work, that limits their OBM
prospects due to a lack of financial capital and specialized skills (such as branding, design,
and retail).

H3) Local buyers do not contribute to the upgrading prospects of garment manufacturers,
due to their small market presence.

First, as globalization was ‘caused’ by economic variables, I examine how external shocks
(especially, the former COVID-19 pandemic and the current Russia’s aggression on Ukraine)
affect those changes, especially reshoring tendencies and their relationship with upgrading,
since the region is considered to be a main hub for reshoring (from Asia, to ‘keep distance’).
While the current trade war can probably redraw the sourcing map of the global fashion
industry, these are not addressed in the dissertation in detail due to the lack of binding
agreements and their changing nature. So, whether these external factors propose a new position

12



and opportunity for the semi-periphery of the world economy, due to shorter and/or regionalized
supply chains. Second, as functional upgrading enjoys a special scholarly interest within GVCs,
own-brand manufacturing (OBM) is when a manufacturing firm starts to establish its brand and
move towards contract work relations is a higher form of that, however, it comes with
limitations. While many garment manufacturers have established their brands, no one could
stick on the market and those firms conducted downgrading. Due to the limited amount of
empirical research on that, I contribute to the examination of the topic, with a special focus on
contract work relations. Third, I consider a buyer ‘switch’. While foreign buyers govern global
value chains, it is worth to examine that whether local fashion brands, as local buyers can
contribute to the upgrading opportunities of the Hungarian garment manufacturing firms or not.
The focus of these three sub-questions can give a detailed, comprehensive answer to the overall
research question.

The doctoral dissertation is built together from two bigger parts: a theoretical and an
empirical one. After the introduction of the topic (Chapter 1) and the methodology (2), I
describe the characteristics of the fashion and garment industry (3) to give an extensive
overlook of the industry dynamics. After that, a detailed literature review will follow on global
value chains (Chapter 4), with a special focus on the garment industry, the semi-periphery, and
reshoring tendencies. Then I present a chapter, dedicated to the upgrading concept, and its
criticism, besides the summary of the existing empirical findings, with a main focus on semi-
peripheral economies (5). Then, I give a detailed description of the Central-Eastern European
and Hungarian garment industry and their position within the global garment value chains (6).
After the comprehensive theoretical basis, I present the empirical results on upgrading (7), then
on reshoring (8), and then a detailed case study part (9) will follow. This chapter consists of a
most similar case studies design part (sub-chapter 9.1.), an empirical observation of a former
program that was dedicated to the development of export products, the PHARE program (9.2.),
then the local cases of own brand manufacturing will follow (9.3.). This sub-chapter is paired
with some theoretical description of brand-building within the Hungarian fashion scene to give
a clear context to the empirics. Then, an ideal type categorization is presented to propose a base
for the categorization of Hungarian fashion brands and the empirical observation of whether
local buyers can contribute to the upgrading opportunities of Hungarian garment manufacturing
firms. After that, findings, a conclusion, and a brief outlook to further research directions will
be followed.

During the chapters regarding GVC literature, reshoring, and the characteristics of the
Hungarian garment manufacturing industry, I have also re-edited and used my former papers,
published during my PhD years (2020-2025). These are all included in the references at the end.

As the main results of the dissertation have concluded, the current spatial restructuring
of global value chains, due to the external shock of the COVID-19 pandemic raised the
importance of non-financial motives, but most of the lead firms ‘went back to normal’. Even if
many garment manufacturing firms have experienced a growing demand, power relations
remained stable and these latest developments did not contribute to their upgrading in any way.
Based on the findings of a comparative case study design that examined the different upgrading
trajectories of 5 former state-owned manufacturing firms’ predecessors, the research shows that
downgrading is even more beneficial (both in terms of profit and stability) than upgrading.
OBM prospects are limited and the macroeconomic conditions proposed very different
circumstances during the 1990s than after the millennium. These events show that the social
responsibility of the local management even gives a boost to a proactive managerial attitude.
Regarding developing exports for the European market, the PHARE program was not
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exclusively beneficial for the participant garment manufacturing firms since they were more
related to contract work that comes with little investment and short-term return for the
manufacturing firms, mostly suffering from the lack of financial capital. The same results apply
to OBM opportunities in general: reliance on contract work puts barriers on OBM initiatives,
however, some own brands were successfully introduced mainly towards less competitive
market product categories than womenswear. Local buyers neither significantly contribute to
any upgrading of the garment manufacturers, since many fashion brands are too small to be
able to work together with contract work-related manufacturers, and bigger, commercial ones
have outsourced production to foreign (lower labor cost) countries. The collaboration of local
buyers and manufacturers is rather limited and even more problematic in terms of providing the
necessary technology documents from production and the ability to pay.
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2. Methodology

2.1.  Overview of the applied research methods

The empirical part of the doctoral dissertation lies in a mixed methodology. Besides some
quantitative elements, such as descriptive statistics, the work mainly relies on qualitative
research methods, such as

a) document analysis, both scientific and grey literature,

b) interviews,

¢) and case studies.
All the applied methods are summarized in a table (edited by the author) at the end of the sub-
chapters that describe the methodology of the dissertation.

First of all, I consulted many industry insiders from various backgrounds on possible
interviewees to implement my preliminary observations and findings from document analysis
to confirm/test their suitability for the research. These conversations also allowed me to conduct
interviews through the snowball approach.

Research interviews are a key method in qualitative research, offering unique
advantages for understanding complex human experiences, beliefs, and behaviors. The main
advantage of research interviews is their ability to provide rich, detailed, and nuanced data that
cannot be easily captured through other methods. Interviews allow researchers to explore
participants’ thoughts, feelings, and beliefs in depth, often uncovering insights that surveys or
quantitative methods might miss (Adhabi & Anozie, 2017; Bolderston, 2012; Castillo-
Montoya, 2016; DeJonckheere & Vaughn, 2019; McGrath et al., 2019).

Interviews are complex social and organizational phenomena, and the methods can be
structured, semi-structured, and unstructured (Alvesson, 2003; Castillo-Montoya, 2016;
DelJonckheere & Vaughn, 2019; Rahman, 2015). Open-ended questions and follow-up probes
enable participants to elaborate on their experiences, leading to more comprehensive and
meaningful data (Bolderston, 2012; DeJonckheere and Vaughn, 2019). An interview requires
intensive listening and note-taking, besides careful planning and sufficient preparation as the
researcher has to develop a deep expertise in the relevant topic areas as possible to ask informed
questions. A well-planned interview can be a rich pool of data (Qu & Dumay, 2011). In many
cases, I have conducted semi-structured interviews as this involves prepared questions while I
also allowed (self-)reflection on the issues (scheduled and unscheduled probes). This tool is
flexible, effective, convenient, accessible capable of disclosing important and often hidden
facets (Brinkmann & Kvale, 2014). Methods such as email or telephone interviews offer
flexibility in timing and location, making it easier to reach diverse or hard-to-access populations
(Bolderston, 2012; Dahlin, 2021; Rahman, 2015). Due to the under-researched nature of the
dissertation, I consider research interviews the most essential to gather data for the analysis.

A structured interview is a common way to classify research interviews (Fontana &
Frey, 1994). This method relies on a series of pre-established questions. The organization and
quantifying of the findings are thus generally straightforward. The practice of structured
interviews is mainly influenced by a neopositivist approach that sees the interview as a research
tool, gaining objective data (Qu & Dumay, 2011). However, it also has limitations: as the
researchers design the questions, there is a possibility of inadvertently or overtly biased data
and there is little room for flexibility (ibid.) The design of the questions requires attention and
expertise as questions can be biased or misunderstood. Due to the power asymmetry between
the interviewer and interviewee, the interviewee does not necessarily send feedback regarding
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this problem. It is also strengthened through written interviews. There is another limitation that
comes from the participants. It cannot be excluded that interviewees do not want to admit
something, or they are not perfectly aware of something. These should be all considered by the
researcher.

Regarding research limitations, quantitative researchers accuse empirical data produced
by interpretive methods, such as interviews being unreliable and not objective (Denzin &
Lincoln, 2005). Social theorists and philosophers have critiqued the technique due to the
problems of representation, the nature of language, the inseparability of the researcher and
knowledge, and problems with writing. There is also a power of asymmetry in which, the
researcher is in charge of questioning a more or less voluntary and sometimes naive interviewee.
Furthermore, interviews can be challenging due to the required responsiveness and sensitivity
to get the ‘best’ responses (Qu & Dumay, 2011).

For the protection of personal information, I have also considered ethical issues and the
interviewees consented to participate. I have conducted anonym interviews, so interviewees are
mainly attributed by their position to the privacy of individuals and the avoidance of the harm
and confidentiality of the research findings (Punch, 1985). Moreover, based on my experience,
in the case of anonym interviews, interviewees feel more relaxed and tend to ‘share more’ and
cover sensitive issues more bravely. Regarding data analysis and the editing approach, I
conducted note-taking (Dicicco-Bloom & Crabtree, 2006). That allowed me a faster editing
approach for the answers and was less time-consuming than note-taking after recording.

2.2.  Detailed description of the research methodology of the empirical chapters
2.2.1. The empirical context for the examination of upgrading

The empirical context of the upgrading chapter consists of three parts. The first one is related
to interview findings from 4 unstructured interviews with experts on the topic. First, I have
conducted structured interviews with written questions through the purposeful sampling
method (Patton, 1990, 2015). While the interview answers do not lead to a representative
finding, it is a good method to gain empirical evidence on the reshoring phenomenon. The list
of interviewees and firms are Appendix 1 and 2.

The second part was done through a media content analysis, focusing on the social
aspect of Hungarian garment manufacturing. To gain a picture of fashion brands’ perception,
regarding working conditions, I have conducted an online media analysis, focusing on content
analysis of the most important articles, regarding working conditions among Hungarian
garment manufacturers as we assume that brand reputation is formed by press coverage and
scandalous reports, often fueled by the transnational activist networks or global civil society
can enjoy a quite widespread, big reach through online and social media. For this, I have
checked the online articles through the Google search engine, containing search words
“Hungary”; “Magyarorszag”; “garment manufacturing”; “ruhézati ipar”; “working conditions”
and “munkakoriilmények” in Hungarian and English language online article from the last 10
years. After a careful selection, where I excluded duplicate results, multiple press reports from
one event/conference, and further reviews, I analyzed the content of 6 online press articles. The
list of articles can be found in Appendix 3.

The third part relies on interviews with Hungarian garment manufacturing firms. I have
conducted 11 interviews with garment manufacturing firms on upgrading, both economic and
social in March-April 2023.
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The empirical context of upgrading
unstructured research interview with 4 experts (Appendix 1)
a media content analysis, based on 6 articles (Appendix 3)
structured interviews with 11 Hungarian garment manufacturing firms (Appendix 2)

Table 1: Applied research methods for the empirical examination of upgrading
2.2.2. Research methods for the examination of the current spatial restructuring

As Fratocchi and Di Stefano (2019) have stated, reliable quantitative evidence on the extent of
reshoring is lacking and often comes from an anecdotal nature. These strategies are rarely
publicized and generally do not emerge in official statistics (Kinkel & Maloca, 2009). The main
purpose of the empirical reshoring chapter is a triangulated examination of reshoring within
Hungarian garment manufacturing firms. The methodology relies on qualitative methods, such
as a structured written interview among 11 Hungarian manufacturing firms, conducted in
March-April 2023. The survey participants were chosen through Patton's (1990; 2015)
purposeful sampling method. The author chose this method as well-established, owners/CEOs
of local garment manufacturing firms have often built a trusted relationship, with their Western-
European long-time buyers. They often have direct information on the buyer firms’ strategy and
values, that is not covered by official communication or press coverage. The firms are listed in
Appendix 4. The author further conducted 13 in-depth, unstructured interviews with 11 experts
from different fields between December 2019 and March 2024 with a deep knowledge of the
local garment manufacturing segment. As the purpose of this interview type is not to put things
in someone’s mind but to access the perspective of the person (Greene, 1994), this process
allows to shape the interview to the individual situation and context to make the interviewee
feel unassessed and relaxed (Hannabuss, 1996). They are listed in Appendix 5. The research is
also based on written interviews with 3 Hungarian fashion firms on their sourcing practice done
between December 2023 and March 2024 for the empirical observation of whether Hungarian
garment brands, as local lead firms tend to reshore their manufacturing activity and why (not),
for a better understanding of the Hungarian garment manufacturing firms’ competitiveness from
the viewpoint of buyer firms. In the cases of interviewees, the key informant approach (Kumar
et al., 1993) was used to conduct interviews with people with their knowledge and roles.
Participants are listed in Appendix 6.

Empirics on reshoring
survey among 11 Hungarian manufacturing firms (Appendix 4)
13 in-depth, unstructured interviews with 11 experts (Appendix 5)
written interviews with 3 Hungarian fashion firms (local buyers) (Appendix 6)

Table 2: Applied methods for the empirics on reshoring
2.2.3. Case study methodology

The method of case studies offers the examination of early exploratory research on a new or
under-researched area or phenomenon (McCutcheon & Meredith, 1993; Voss et al., 2002; Yin,
2008). Case studies represent a research strategy that focuses on understanding the dynamics
present within single settings, and typically combine data collection methods, such as archives,
interviews, questionnaires, and observations, where evidence can be quantitative, qualitative,
or both (Eisenhardt, 1989). Case studies are a research method that offers unique advantages
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for exploring complex issues in real-life contexts. The main advantage of making case studies
is their ability to provide an in-depth, detailed understanding of specific situations, processes,
or phenomena, often revealing insights that other methods cannot capture. This method allows
for multi-faceted, in-depth exploration of complex issues within their real-life settings,
capturing the richness and complexity of actual situations (Cooper & Morgan, 2008; Crowe et
al., 2011; Davey, 1990; MacNealy, 1997; Meyer, 2001), proved to be a valuable method for
understanding situations marked by uncertainty, uniqueness, or value conflicts, and for
analyzing what actions are practical and rational in specific contexts (Cooper and Morgan,
2008).

While case studies focus on single units, they can complement broader research by
providing context and depth and sometimes allow for generalization to similar cases under
specified conditions (Bennett, 2012; Davey, 1990; Gerring, 2004). The examination of
upgrading opportunities and experiences of Hungarian garment manufacturing firms further
consists of different case study selections.

First, the different upgrading paths of former state-owned enterprises are shown through
a comparative most similar system s design (method of differences). Within this empirical part,
examining cross-case patterns, [ used two tactics. First, a selection of categories or dimensions
allows the researchers to look for within-group similarities coupled with intergroup differences.
The dimensions can be suggested by the research problem, or the existing literature, or the
researcher can simply choose them. The second tactic is based on a selection of pairs of cases
and then the researcher lists the similarities and differences between each pair (Eisenhardt,
1989). For this empirical examination, I have identified 5 cases in which I have extensively
observed the different upgrading trajectories of former state-owned garment manufacturing
firms’ successors. I facilitated the form of firm-level case studies as we can assume that all
Hungarian garment manufacturing firms face relatively the same world, regional, and
macroeconomic conditions, pointing out the examination of the microenvironment to spot firm-
based difference(s) that explain different outcomes. So, I apply the most similar system’s design
during this empirical part, to examine which independent variable is responsible for different
outcomes in similar cases. The identification of the independent variables is based on:

1) the synthesis of the existing empirical research on the region (Central-Eastern Europe
as the semi-periphery of the world economy),

2) unstructured former background interviews with industry experts to gain new
insights.

Outside of firm-specific questions, the interviews were then coded into different topics
and were analyzed for

e government relations;

e ownership;

e buyer relations;

e foreign language;

e retail;

e attitude;

e financial capital;

e Jlabor; and

e upgrading.
So, the units of the case selection are garment production companies with similar
characteristics. They are both:
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1) descendants of former state-socialist (state-owned) garment manufacturer
companies,

2) there is an example of a type of upgrading among them, and

3) legally operates during the time of the dissertation writing and research work (2020-
2025)

Second, the former own-brand manufacturing (OBM) experiences are shown with the
descriptive single case study of the former PHARE program (1990-1996). The program was
aimed at promoting own-brand manufacturing among Hungarian garment manufacturers in the
European market. I assume that findings, generated from that case can suggest a considerable
basis for the later prospects as well.

This sub-chapter is based on document analysis (Arcanum database and Google search
engine for relevant documents and interviews) and oral history conversation with 5 PHARE
participants (two fashion designers, who were involved in the program from the beginning till
the end and have designed collections for 3-3 garment manufacturers, one owner-CEO of a
former Hungarian garment manufacturing firm group, who became an accredited PHARE-
expert in Brussels later; one coordinator from the Hungarian Fashion Institute; and a participant
CEO). I have also conducted a pair interview with the designers, which can be considered as a
focus group interview. The participants are listed in Appendix 7. This tool allows the intertwin
of several people and utilizes a flexible and exploratory approach to discussion, emphasizing
the interactions between the participants. Here, the interviewer serves as a moderator (Qu &
Dumay, 2011). The participants’ memories, experiences, and evaluations have served as a rich
information basis for the program. This is both an opportunity and a limitation as the interview
data only represents the participants’ viewpoint at a particular time in a particular context (Qu
& Dumay, 2011). The participants’ memories, experiences, and evaluations have served as a
rich information basis for the program. They also provided me documents, such as their
curriculum vitae, the original call for tenders, working reports, fashion sketches, the
introduction catalog of the participant garment manufacturing firms, and photocopies of press
coverages about the program.

Third, the current OBM prospects are discussed through 9 interviews with garment
manufacturing firms with their own brands, following the purposeful sampling approach. This
section puts a special focus on reliance on contract work. Through direct empirical observation,
extensive media analysis and background interviews, I have conducted 9 written interviews
with garment manufacturing firms between December 2023 and March 2024, engaged in OBM.
The firms are listed in Appendix 8 and the questions in Appendix 9.

Fourth, a sub-chapter on the local fashion brands' contribution to the upgrading
prospects of manufacturers will follow. This sub-chapter contains an ideal types categorization
first, to give an extensive overview of Hungarian fashion brands, and then, firms-based
interviews will be followed. Based on exploratory research design, combining desk research
and interview-based research with industry insiders and experts on the Hungarian garment
market, and on extensive media analysis, I have created three main ideal types of brands:
Designers, Manufacturers, and Retailers through an inductive approach. Otherwise, as the
empirical research has later shown, these three main ideal types are not fully exclusive, some
overlapping can occur. This way, a designer can act as a manufacturer as well, if the brand owns
a manufacturing facility and/or employs seamstresses. Furthermore, both designers and
manufacturers can further act as retailers, if they sell ready-made products, not designed and/or
manufactured by them. For the Designer category, I have done a mapping exercise and included
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fashion brands, who are regular attendees/presenters of local fashion events (such as BCEFW,
and Marie Claire Fashion Days) and are covered by local fashion and women press into the
ideal type of Designers. The participant brands are listed in Appendix 10.

Regarding the firm-based interviews, that part is based on 34 written, anonym
interviews with representatives of Hungarian fashion brands (mostly with the founder designer
themselves), conducted between the beginning of December 2023 and the end of March 2024.
As qualitative interviews cannot study a large or random sample of people, due to the large
amount of time and effort involved and limitation of access (Qu & Dumay, 2011), I have created
a Google Form for the interviewees. This way, only a link was sent to them, and the interviewees
opened the Form and answered the questions whenever they had time, between the agreed time
period for the interview. This practice allowed the saving of time and a relatively large sample.
The answers then were transferred to a database that further allowed an easier outlook and
analysis of the answers. In one case, two participants had both answered the questions. During
the analysis, both answers were evaluated. Three brands have paused operation due to the
economic difficulties, followed by the COVID-19 pandemic, however their experiences show
valuable data for the research. The research design consists of 25 main questions and further ‘if
yes, how many/why’ or ‘if no, why not or do you plan to’ type of sub-questions to give a clear
understanding of the interviewees’ viewpoint on the issue. I have included open-ended
questions, however, the length of answers varied and yes/no questions. The questions are listed
in Appendix 7. For the analysis of the answers, I have created a coding scheme that allows an
easier evaluation of the data, gathered from the answers.

The scheme is the following:

e basic characteristics, regarding the brand;
e creation of collections;

e manufacturing;

e questions regarding working conditions;
e retail.

First, due to the lack of existing literature on that, I have asked questions on the brands’ base
characteristics to cumulate knowledge on their features and sizes. Then, I asked questions on
their collections and manufacturing base, and their collaboration with local manufacturers to
explore the potential of garment manufacturers’ upgrading. The list and characteristics of the
participant brands are listed in Appendix 8.

As the ideal types categorization had to serve an exploratory function as well and there
is a lack of literature on local lead firms’ contribution to upgrading, the current research design
could not sufficiently answer the third sub-question of the dissertation (Can locally established
fashion brands as buyer support the upgrading prospects of the garment manufacturing firms?).
While I was working on the ideal types categorization, the interview findings raised the
importance of examining whether is it better to work together and conduct assembly for
Hungarian fashion brands or international lead firms, from both economic and social upgrading
points of view. The semi-structured interviews then explore the relationships between
Hungarian fashion brands and garment manufacturing firms based on:

e fair payment (a fair amount of money for the completed orders and transfer in time);
e (strict) deadlines that can indicate forced overtime;
e ‘smooth collaboration’ in terms of documents, communication;
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e the brands’ engagement in working conditions and social upgrading aspects.

Why the garment manufacturing firms do not necessarily match the same those are
collaborators of the Hungarian fashion brands, interviewed for the ideal type categorization, the
empirical part can give a detailed overall picture of whether Hungarian buyers can better
contribute to social upgrading than global lead firms.

Case study selection
Comparative most similar PHARE OBM Local buyer
case studies design (5 cases) contribution to
upgrading
media content analysis — 147 document analysis 9 semi-structured | ideal type
articles (included in the - Arcanum sources interviews with categorization
references) - Google search for relevant | ‘brand-builder’
documents garment
- documents, provided by manufacturers
the interviewees (Appendix 8)
OPTEN database oral history conversation semi-structured
with 5 participants research interview
(Appendix 7) with 34 Hungarian
fashion brands (local
buyers) (Appendix
10)
research interviews (Appendix research interview
11) with 4 manufacturers
(Appendix 12)

Table 3: Overview of the case studies’ applied methods

2.3.  Sources of quantitative data

I additionally use descriptive statistics, such as industry trade and employment statistics from
databases, such as OECD — TiVA, the Hungarian Central Statistical Office, UN COMTRADE,
Eurostat and OPTEN, and STATA database, for the analysis of the comparative case studies.
Figures are the edition of the author if not addressed otherwise, while the source of data is
indicated in every case.

For the comparative case studies design, the data set is created by researchers at the HUN-
REN Centre for Economic and Regional Studies (HUN-REN CERS) from original data made
available by OPTEN Informatikai Kft. from funds from the Forefront Research Excellence
Programme, grant no. 144193. The data set is a work in progress. Although both OPTEN
Informatikai Kft. and researchers at HUN-REN CERS made efforts to clean the data, neither
can be held liable for any remaining errors.

Data is derived from 1980 to 2022 (that is the full-time when data is available and this time
scale gives a great overview of different periods) for the ancestor and predecessors of the
selected cases for variables, such as sales in 1000 HUF, export sales, employment, tangible and
total assets, depreciation, net profit, short and long term liabilities, payments and ownership
(regarding state, foreign municipalities, etc.). The data is used without value as the database
provides only aggregated analysis, not individual cases. This way, the tendencies can be
described without identifying the exact firms.
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3. The characteristics of the fashion and garment industry
3.1.  The fashion and garment industry: terminology

First of all, it is important to clarify what I mean and examine under garment industry.
The fashion industry is a multibillion-dollar global industry, devoted to the business of making
and selling clothes. It consists of several sectors and covers numerous activities from design,
manufacturing, distribution, marketing, retailing, advertising, and promotion of all types of
apparel (like men’s, women’s, and children’s) from the most rarefied and expensive haute
couture (“high sewing”’) and designer fashions to ordinary, mass-produced everyday clothing—
from couture ball gowns to casual sweatpants. The fashion industry includes four main levels:
the first is the production of raw materials, principally fibers and textiles but also leather and
fur; then the second is the production of fashion goods by designers, manufacturers, contractors,
and others; then retail/sales follow; and finally, the fourth is the various forms of advertising
and promotion. These levels consist of many separate but interdependent sectors, all of which
are devoted to the goal of satisfying consumer demand for apparel under conditions that enable
participants in the industry to operate at a profit (Major and Steele, 2023).

A fashion brand® nowadays is rarely focusing entirely on clothes. That is common that
these lead firms are offering certain accessories too and function as lifestyle brands. They are
involved in offering home textiles, cosmetics, etc. These product categories offer even a higher
percentage of revenue stream than selling clothing, or their business is fueled by the more
commercial pieces, or accessories, such as belts or bags (Williams, 2024). For several labels,
beauty can fuel sales growth, and profitability and boost brand equity longer term and a
[fashion] ,,brand is set to join a long line of fashion labels that bank on beauty to boost their top
and bottom lines”. It is also told, that beauty is the ’cash cow’ for fashion houses such as Dior,
Chanel and Saint Laurent, enabling them to reap the benefits of high gross margins and mass
distribution without diluting or damaging their brand equity (O’Connor, 2022).
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Design & specifications e sales, etc,
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¥ Advertising, magazines, fashion & design institutes, ICT, model agencies, hairmake-
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Figure 1: The broadly defined fashion industry
Source: De Voldere et al. (2012), p. 23.

Within the fashion industry, garment manufacturing is the production of garments, which
is also called the apparel or clothing industry. While the term garment is mostly used for one

! During the work, I treat the terms fashion brand, buyer and lead firms are equals: I refer to those firms, who are
rather connected to the design, marketing and retailing of the garments while outsource manufacturing to
independent suppliers.
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single piece of clothing and apparel refers to a range of items like any type of clothes and
accessories, clothing is mostly used for the description of items, made from traditionally cloth.
During the dissertation, I treat them as equals, synonyms and I stick to the use of garment
industry because the slight difference between the words does not change anything in terms of
my research as these definitions all point to the same thing. When the authors did differently in
sources, I stuck to the original term, otherwise, I use the term garment.

The fashion industry is considered to be a creative and/or cultural industry. The creative
industries are present and dynamic in the advanced economies and the measurement of
creativity in economic performance is a hot topic lately (Batta and Szandrocha, 2015). While
in Europe, most countries use the term cultural industries, it varies from country and author to
what they precisely mean under the term. One of the most widespread is the British
methodology and definition of the creative industry that claims that creative industries are part
of the creative economies with 9 sub-sectors: advertisement and marketing, architecture and
crafts, design (product design, graphic and fashion design), film, television, video, radio and
photography, information technology (IT), software and computer services, book publishing,
museums, galleries and libraries, music, performance and visual arts — and their employees and
specialists, collaborators belong to that category with their performance (Department for
Culture, Media & Sport, 2016).

In addition to the well-documented shift to a service-based economy, many countries have
turned increasingly to the production and export of goods and services imbued with high levels
of aesthetic and semiotic content (i.e. cultural products), like music, electronic games,
television, fashion and media industries (Power and Scott, 2004).

The radical transformation of production goes hand in hand with the change of
consumption too. The fashion industry is a fascinating ‘hybrid’ of a cultural industry and a
consumer goods industry. During the past few decades, the cultural industries have enjoyed a
boom. In the case of fashion, the high degree of balance between functionality and signification
makes the sector a complex special case (Hesmondalgh, 2013). About signification: the
postmodern consumption theories (see: Baudrillard, 1981; Featherstone, 2007; Hirschman,
1981) emphasize that symbolic meaning is crucial in consumption decisions, not the physical
characteristics of certain products. Those, who make fashion products are not directly tied to
the actual product in the face of the one, who has created (designed) that, and that symbolic
meaning is not carried by the material. In this case, the modern fashion designer (or creative
director), who is the ’face’ of the lead fashion firms is appreciated and can give this symbolic
meaning to the products. This symbolic meaning is also connected to the dominant outsourcing
practice and enjoys a special importance regarding the Made in effects as it will be described
in detail later.

The world of fashion can be seen as a system of different institutions, groups, creators,
etc. who share the work in a complex way and there is a difference between fashion and clothing
production: while both are collective activities that require large numbers of people to produce
the finished product the former is symbolic and more related to design, the latter is material and
covers the actual production of the garments (Kawamura, 2023). The fashion industry has a
huge need for capital and labor as well (de la Haye and Mendes, 2021).

In terms of the Hungarian categorization, the sector of textile, clothing, leather, and
leather products manufacturing industry, as well as footwear are called the light industry. Light
industries are part of the processing industries that produce consumer products and their raw
materials. While the term is uncommon in Western European countries and in a global context,
it is used in a few Eastern, former socialist countries (Kokas-Palicska, 2021). The sub-sectors
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also stand for the abbreviation of TCLF, like textile-clothing-leather and footwear. In
publications, done and/or published by European committees and institutions, we often find the
term fashion and textiles or simply textiles. Categorization is also crucial in terms of official
statistics and data accessibility and limitation, but making cross-country comparisons is
challenging in terms of different categorizations of the industry. The Hungarian Central
Statistical Office treats textile, garment, leather, and leather products (so just the ‘TCL’
segments) as one sub-segment of industrial activities.

3.2.  The Fashion Pyramid

The fashion pyramid is often used for the description of the fashion brands’ main market
segmentation. An estimated, perceived price range, quality, quantity, and the
creativity/originality of design/fashion content serve as the main differentiation between the
sub-categories. As a consensus, the price point, quality, product differentiation, and creativity
are believed to be the highest at the top and these factors are decreasing as we go down to the
bottom of the pyramid, except quantity that is thought to be increased (Doeringer and Crean,
2006). However, I further add that several categorizations of market segmentation exist
parallelly, most of them lack the ultra-fast fashion segment while going into details with mainly
the luxury category. Fast fashion retailers are often told to be high street brands by press content
and premium is often the category between mass market and (accessible) luxury.

Regarding quantity, the number of items in small-scale and large-scale production differs
from brand to brand, however anything between 5 and 500 items is considered to be a small
scale in garment manufacturing (Sabinna, 2020). Based on another source, anything over 500
pieces are counted as mass production (24.hu, 2002). As a well-known Hungarian expert in the
organization of manufacturing has declared during a phone interview in January 2024:

“The garment industry enjoys a different categorization in terms of quantity than for
example, products of the mechanical engineering, where mass production covers a
million items. While the organization of manufacturing was general with quantities of
several thousand garments, the current tendency is that these numbers are decreased,
and the Hungarian characteristics are also different. While Adidas is really involved in
mass manufacturing that is characterized by the order of magnitude of ten thousand,
small-scale manufacturing can now refer to the manufacturing of 4-5-10 pieces from a
product as a start, while the large scale means rather a thousand items. Now nobody has
manufactured a thousand pieces from a product in Hungary”.

Another important addition is that additional sub-categorizes can exist and the position
of brands is not static in their category: lines can be blurrier between categories and the position
of brands can vary (due to price changes or reformed branding efforts) within the floors of the
pyramid. I also want to emphasize that while there is also a consensus between industry
stakeholders that quantity is increased at the bottom, the categorization is based on
guesstimates, as fashion brands do not publish their product volume.? A Hungarian fashion

2 The non-profit OR Foundation has launched a social media campaign in 2023 November, named #speakvolumes
and they invite social media users to publicly discuss their production volume.
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designer claimed to me in January 2024 that one of her suppliers in Hungary tends to work for
several well-known fashion brands and they know that they exclusively produce a certain type
of garment and make only two pieces from every size, so only 15-20 pieces may be made from
a design and not sold in every store, belonging to the brand. We cannot close out the fact that a
luxury product can represent a lower quality while a fast fashion product can be used for years
without any degradation in its quality. As Waters (2024) has shown, while conventional wisdom
holds that garments have generally held a superior quality in the past, citing even the 1980-
1990s, we can still find good quality clothes that even surpass the former garments. However,
it is more difficult to find proper quality clothes on the market. Waters (2024) also admitted that
fast fashion garments represent low quality. While stating that contemporary fabrics are
overwhelmingly thinner and stretchier, it is declared that “high-end clothes today are just as
well-made as their *80s equivalents, whether they’re manufactured in, say, Italy, the U.S. or
China”. The increased usage of blended fabrics?® is said to be due to consumer demand for
comfort.
In the following, I summarize the main characteristics of the categories, however, it can

happen that all characteristics do not apply to a brand, belonging to the category.

bespoke

haute couture; supreme and heritage  Hermés, Loro Piana, Chanel

affordable and accessible luxury  Gucci, Prada

Stella McCartney, Giorgio Armani,

dESIgnET brands Donna Karan, Marc Jacabs

: . 3 o T Emporio Armani, Armani Exchange,
diffusion/bridge/B-line Ny yarc fMare Jaeohs

hlgh Street/premium Levi's, Diesel, Marks&Spencer

discount chains
& (food) retailers' brands

mass manufacturin : Inditex Group (Massimo Dutti, Zara, Pull&Bear),
g fast Fashion e\ Group (COS, Arket, H&M), Uniglo, GAP

ultra fast fashion  Shein, Temu, ASOS, Bochao

Otto, Quelle, F&F, Lupilu

Figure 2: The fashion pyramid

Own elaboration of the author, based on Tran (2008) and Doeringer & Crean (2006)

The category of /uxury is now multilayered and incarnated by very few brands. Luxury
manufacturers tend to emphasize “history, know-how, skills, heritage, culture, or kinship with
the arts. They emphasize exclusivity, high prices, or social elitism” (Kapferer & Michaut, 2016:
7). While bespoke refers to special, made-to-order products that represent the highest possible
quality, intensive craftsmanship and the highest quality materials, mostly only one product is
made for a client, based on a long consultation between the bespoke maker and the client and
it offers really specialized, customized design. However, several luxury brands have eliminated
that exclusive, elitist approach and extended their product range to price-accessible products,
such as eyewear or cosmetics.

3 Blending is part of the textile manufacturing: in this case, different types of fibers (mostly synthetic fibers are
blended to natural ones) are blended in order to achieve beneficial characteristics for the fibers (such as cost or
aesthetics). Nowadays, most of the textiles contains blended fibers.
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As Bienkowska (2023) has highlighted, luxury and high-end brands rely on remarkable
fashion inventions, created by well-known fashion designers who express distinctiveness in
every fashion collection. The clothing and the accessories of these categories are made of
superior quality materials, and handled with special care during the production process.

The 1970s marked the start of the high-end or designer brands: these brands mostly carry
the name of their designers who have earned celebrity status in popular culture and became
known across economic sectors. The decade also marked the difference between mass market
and ready-to-wear brands and led to further segmentation (Becker, 2016).

The mass market brands are mostly known for their sales strategy based on shopping
malls, however later they successfully built an online presence. These brands offer clothes that
receive a moderated level of quality, maintaining a balanced ratio per price, especially in the
time of sales (Bienkowska, 2023).

Fast fashion mimics current luxury trends (Joy et al., 2012). These brands are in contrast
with the conventional fashion brands. Later operates with a six-month turnaround time, while
fast fashion brands reach customers from the catwalk within a few weeks (Tokatli, 2008) and
encourage disposability through their fast-response nature (Fletcher, 2008) as their primary goal
is embracing obsolescence (Abramson, 2011). Fast fashion brands enjoy a global reach with a
highly fragmented, untransparent supply chain (Mihm, 2010; Partridge, 2011). As fast fashion
brands rarely disclose their suppliers publicly, that allows them to cover rights abuses, attribute
responsibility, or put in place mechanisms for their regulation (Esbenshade, 2009). Summarily,
this category is mainly defined by rapid prototyping, small batches combined with a great
variety of products, efficient transportation, and logistics (Skov, 2002), very low prices, general
affordability, intensive collection renewal rate, an (extremely) wide range of products, a record-
setting speed to market and a strong promotional intensity, that led to overproduction and
overconsumption. In terms of tight delivery demands, fast fashion brands opt for more
expensive local labor and expedited shipping methods, however, their financial returns
outweigh the current costs (Cachon and Swinney, 2011) as these brands usually enjoy higher
profit margins: a sizeable 16% over the average 7% of traditional retailers (Sull and Turconi,
2008). Examples of fast fashion brands are: Zara, H&M, Gap, Mango, Urban Outfitters, and
Uniqglo (Vestiaire Collective, 2013).

The business model/competitiveness of ultra-fast fashion brands relies on an entirely e-
commerce model with every payment method available and a short time of delivery (1-3 days)
providing up to 1000 new styles of clothes every day at very low prices and a distinguished
wide range of sizes from XXS to 4XXL and a long return time (up to even 45 days) (Mahmood,
2022). The ultra-fast segment relies on fast-response manufacturing, where product originality
is not required. The products are not design-driven, there is a fast responsiveness to consumer
interest (digital tools, online marketing) among the ultra-fast brands and they produce small
batches that come with smaller risks (Domokos, 2023).

Extensionally, geographical inequality and the fragmentation of global fashion production
can be also described by the so-called pyramid model of the fashion industry. On the top of the
pyramid, there are luxury brands, and their small quantity collection is (’officially’) made by
expert makers in Western Europe (especially Italy and France have a long-standing heritage in
the luxury sector). The production of the ready-to-wear segment (with bigger orders) is placed
in the middle part of the pyramid in Spain, Turkey, and former socialist countries. Mass
production (the wider part of the pyramid) is made in China and Southeast-Asian countries
(Thomas, 2008). As Tokatli (2007) has noted, ,,despite globalization, the manufacturing of high-
quality fashion items, especially retaining many of the elements of tailoring — such as men’s
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suits — would remain in the United States or Europe” (p. 70). However, more and more firms
from mainly China and Turkey have gained enough expertise to produce high-quality garments
with the required production flexibility in the 1990s (ibid.).

3.2.1. The ‘fast fashionization’ of the entire pyramid

Formerly, the fashion business was mostly dominated by luxury brands but during the 1970s,
the lower level of the fashion industry, namely mass production started to be included in the
business (Bienkowska, 2023). A rapid change of collection then started to dominate the entire
fashion pyramid, triggering fierce competition and forced style creation (Aspers, 2010a). The
fast fashion approach is characterized by a huge reduction in production and delivery times
(Barnes and Lea-Greenwood, 2006). The quick fashion formula appears to be symptomatic of
the transition from a product-driven to a market-driven characterization of the garment
manufacturing segment (Guercini, 2001). Its Italian terminology is the pronto moda.

That is a tendency that design is less important nowadays as ultra-fast fashion brands have
enjoyed special competitiveness, based on their digital tracking of online consumers'
preferences. In their case, fast reaction to social media trends and saleability are a top priority.
This led to the emergence of the styling component as a creation of a collection/sortiment from
a wide range of ready-made products, sourced from foreign countries on the former level of
design and it can substitute design activities.

It raises the question of how redistribution of profit operates within the global garment
value chains if designers — who tend to create value for the firm — do not enjoy a high salary
(except for creative directors). The cost-saving practice of sourcing ready-made products from
foreign countries affects design and product range. As foreign manufacturers of these products
can supply several retailers at the same time, the same product with different visual brand
identicators (like logo, tags, applications, etc.) can appear in the collection of different fashion
brands. In this case, the manufacturer is a designer without any credit or financial reward for it.

Change in the fashion industry, namely the dominance of fast fashion brands is one of the
official reasons why the Hungarian USE Unused brand, established in 2004 and ceased in 2017
as the contemporary market segment became more price-sensitive and underestimates quality:

“When we started [the brand], our purpose was to offer designer quality garments at
an accessible price. Now it is challenging to fulfill. One of the reasons was a wide gap
between fast fashion (e.g. Zara) and contemporary brands (e.g. Alexander Wang).
Today, this gap has been filled with a lot of brands, and as the number of designers has
increased, the focus has shifted from quality to the direction of fast fashion. Now
people require trendy, fast consumable not too complicated items from designers, as
they wear them just for a season’s time. However, the retail segment became crowded
as well and the owners of boutiques do not understand fashion, they do not see the
difference. They are looking for something that they could see via Instagram or
something similar” (Neizer, 2017).

The founders of the brand have further described manufacturing as another challenge.
“The European light industry is dying. Since we order raw materials from Europe but

manufacture in Hungary. We run into [the problems] very often that we purchase a
textile from Italy then we realize that it was coming from China. If you order
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something from an Italian manufacturer, it can manufacture and ship it within a
month. The same with a Chinese manufacturer takes twelve weeks. However,
[Italians] do not indicate that they are wimping and just let you know that the shipping
time has been extended. When we brought our collection to one of our main markets,
China, we faced that local designers were using the same fabrics. So, we offered the
same, as Europeans. Furthermore, manufacturing in Hungary is also complicated due
to the lack of labor.” (ibid.)

3.3. Lead firms: a growing concentration of power and profit

Lead firms are those who shape the development of GVCs, governing the flow of products and
knowledge and imposing standards in their industries (Marchi et al., 2013). The industry has
undergone a strong process of concentration through mergers and acquisitions in the 1990s
(Montero, 2011). Gereffi (1994) has also stated formerly the growing concentration of larger
US firms and a more oligopolistic structure of the industry in the 1960-70s. This argument
underpins Central-Eastern Europe’s and Hungary’s relative marginal position in this system and
strengthens its lock into the semi-periphery and activities, mainly around the low-cost
manufacturing processes.

Besides growing industry revenue, there is a growing concentration among the biggest
multinational companies (MNCs) and the so-called ‘super-winners’ are gaining bigger and
bigger market share. The McKinsey & Company introduced the McKinsey Global Fashion
Index (MGFT) in 2017 to cover and to have a better understanding of performance in the global
fashion industry. According to the MGFI, fashion is a ‘winner takes it all’ industry: here, a
subset of companies accounts for most of the economic profit. The top 20 companies in the
industry accounted for 97 percent of economic profit in 2019, compared to 70 percent in 2010
(Business of Fashion, 2019). The even smaller group of ‘super-winners’ was also supported by
the findings of the latest edition of MGFI. While new entrants were introduced, most of the
‘super-winners’ have maintained their leading status within the industry (Business of Fashion,
2022) Figure 3 shows the top 20 companies, based on their economic profit (in million USD).
As patterns on the figure show, those companies are concentrated in only a few headquarters
countries and a heavy concentration in the European Union and the United States of America:
7 of 20 is in the European Union (spotted - 35%), 6 in the USA (black - 30%), 3 in the UK
(wavy - 15%) and 3 in Asia [striped - 2 in China (10%) and 1 in Japan (5%)], besides Lululemon
based in Canada (checked - 5%) (Dobos, 2023)
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The Top 20 fashion players, based on financial years 2019 and 2020,
economic profit in million USD
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Figure 3: The Top 20 fashion players, based on financial years 2019 and 2020 (economic profit in million USD)

Source: the author’s elaboration based on data from Business of Fashion (2022)

'Super-winners' by headquarters and economic profit combined
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Figure 4: Superwinners by headquarters and economic profits combined

Source: author’s elaboration, based on data by Business of Fashion (2022)

While a huge number of garment workers are not even paid enough for a decent standard
of living and millions are paid only just over the minimum wage (Global Fashion Agenda and
Boston Consulting Group, 2017), the highest-paid fashion executives’ salaries have continued
to grow even during the pandemic (Clark, 2021).

3.4. Main definitions of manufacturing
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After the description of the different market segments, the fast fashionization of the entire
industry and the growing concentration of industry buyers, it is important to examine the
manufacturing strategies as well, as market segments are connected to that.

The manufacturing of garment products is affected by the seasonal nature of the fashion
industry, as manufacturing has to serve the speed of the trends. Traditionally, the fashion
industry changed trends every 6 months: fashion weeks are held during the autumn for
spring/summer fashion of the next year, while autumn/fall/winter collections are presented half
a year earlier, during earlier that year (Becker, 2016). This method also serves the timing of
manufacturing: this way, outsourced manufacturing with time-consuming transport can even
reach the markets in the designated sales season. As the current fashion market is highly
competitive and there is a constant need to refresh product ranges, there is an inevitable move
by many retailers to extend the number of seasons (Christopher et al., 2004). As Lapuerta (2024)
has shown, there is a sign of a more rebellious trend cycle in fashion: based on the analysis of
hundreds of online posts during months, the popularity of certain aesthetic trends can even drop
by 16% while others have increased by 4% during a day.

Apparel is one of the oldest and largest export industries in the world. As most nations
are involved in the manufacturing of textile and apparel products for the international market,
we can consider it the most globalized one (Gereffi, 1999a). As (Ritzer, 2011) used the term
“McDonaldization” for the description of changes in capitalist economies as they move to
greater rationalization and manufacturing is engaged in mass manufacturing, Joy et al. (2012)
referred to the current system of fast fashion as “McFashion”.

Within the context of garment manufacturing, delocalization, outsourcing,
subcontracting, and contract work are important terms. Delocalization “commonly refers to the
transfer of production activities from developed to developing countries, essentially to benefit
from lower labor costs. The increasingly attractive economic, political, technological and
legal/regulatory environments, especially in developing countries, are reflected in the rising
number of delocalization undertaken by the multinational companies (MNCs)” (Hammami et
al., 2008). Outsourcing (or contracting out) is similar in concept. It may be defined as the
delegation of non-core operations or jobs from internal production to an external entity (such
as a subcontractor) that specializes in that operation. Outsourcing can be used for a variety of
reasons: to save money, improve quality, or free up the company (Eurofound, 2018).
Outsourcing can have different forms: companies can delocalize their entire production, foreign
direct investment (for example, buying of production capacities), strategic partnerships, and
collaboration with different subcontractors — they can also outsource certain processes such as
garment assembly (Amighini and Rabellotti, 2006). Within the fashion industry, lead firms
dominantly outsource their entire production mostly.

Through outsourcing, buyers subcontract certain tasks to suppliers, so the base of their
collaboration is contract work. In parallel with these tendencies, delocalization, and outsourcing
leads to deindustrialization in developed countries.

The fashion industry is the most actively committed to global sourcing (Gereffi, 1994:
96). 60% of the textile products, consumed in the EU are imported from third countries
(European Commission, Directorate-General for Internal Market et al., 2021b). Generally, the
production of textiles, garments, shoes, leather, and fur goods has been moving away from
developed countries for the last three decades: fashion brands went through internationalization
and have outsourced their low-cost production activities mostly to Southeast Asia (Caniato et
al., 2015; Gereffi & Frederick, 2010). The collective response of manufacturing companies to
the shift was a decrease in industrial production in the core countries of the capitalist world
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system, which appeared as “deindustrialization” from the perspective of core economies. While
the fragmentation of production and outsourcing is a strategy for cost reduction, it also has a
degrading effect on the traditional light industry’s sectors, including fashion (Amighini and
Rabellotti, 2003).

Working together with independent suppliers and low labor costs allowed buyer firms of
the fashion industry to flexibly move (towards) production and ensure their competitiveness.
With the ceasing of fully-, or partly owned production facilities, with outsourcing and short-
term contracts, fashion brands can react fast to economic changes as they do not have to invest
in different technical equipment, needed for manufacturing. Outsourcing manufacturing to
certain (specialized) companies and working together with them with short-term contracts serve
perfectly the nature of fashion production that is characterized by a fast pace, turbulent change
in supply and short life cycle of products.

A fashion collection is a carefully chosen range of clothes and additional accessories such
as bags, shoes, and jewelry that all fit together and are organized around a dedicated season
and/or idea or inspiration. Since a single fashion collection can take up to more than 100 so-
called looks. A look is a complete set of garments and accessories, as one fully-dressed and
accessorized model shows on the runway or in a lookbook/catalog photo. So, one look consists
for example a trouser, a blouse, a blazer, a coat and accessories (shoes, bags, hats, gloves).
Additionally, every single product category (like outerwear, and leather goods) needs special
technology, skills, and expertise from its maker. On the other hand, from the point of view of
the manufacturing firms, who are the suppliers, their uncertainty and dependency are higher
with the intensification of these characteristics.

The practice of subcontracting (contract work) means that the contractor (the fashion
brand) owns the raw materials and other necessary equipment (such as zippers, and buttons)
and entrusts the subcontractor (the company that makes the production) to make the ordered
garments after the specified documents and gaining a surcharge (Antaloczy and Sass, 1998).

Outsourcing also affected the design of fashion products. As Agins (2010) has written, in
the 1990s the trend of the decade was minimalism, with the dominance of simple chic and
classic items with easier tailoring. This trend made it easier for designers to execute
manufacturing in Asia, even in garment factories with lower levels of skills.

Backs et al. (2021) have highlighted two main supply chain strategies: fast fashion and
traditional fashion. Formerly, the European apparel industry has focused on cost-minimalizing
manufacturing in the design of its supply chains. It was in conjunction with long-distance
shipping from manufacturing sites from Far Eastern sites and had relatively long production
cycles. This trend has emerged since the 1960s. However, currently, for some market segments,
the production speed is more important than cost as short throughput time allows these
companies flexibility to adjust the rapidly changing trends (Backs et al., 2021). Additionally,
Cachon and Swinney (2011) differentiated four systems of fashion manufacturing: traditional,
quick response, enhanced design, and the fast fashion system. As Christopher et al. (2004)
wrote, there is a growing interest in agile supply chains, centered around responsiveness. The
authors’ examples are Zara and Benetton, that is categorized as fast fashion brands.

While the literature uses overlapping concepts, different names and hybrid modes cannot
be excluded, I have summarized the main characteristics of the supply chain strategies and/or
sourcing modes based on the existing literature in the following table, related to the fashion
industry.
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traditional fashion supply quick response agile supply chain enhanced fast fashion ultra fast fashion/’on-

chain/batch-based (QR) design system demand’

manufacturing manufacturing
long lead times inventory is shorter supply chains long combined QR and enhanced very short lead times
standardized product design, procured two (compared to the production design data driven operation
sourcing from low-wage times: 1) first, traditional) lead times basic products (e.g. simple T- design is entirely driven by
countries, leading to lower according to the demand-drivenness improved shirts) are produced in line with data (Google Trend, social
labor costs, trad. system, 2) and information-based design of the the traditional strategy, while: media and customer data
long transportation after receiving a market sensitivity products that fashion clothes are sourced from and analytics)

times/lead times

reduction in the flexibility
of logistical processes,
sales forecast made well in
advance of the selling
season, resulting in high
demand uncertainty,

large quantity of items is
produced usually, covering
the estimated demand for
the full sales period,
including sufficient safety
stocks

forecast update
closer to the
beginning of the
season
additional
production costs,
associated with
the second
inventory
procured

(connected to end-user
trends)

virtuality (shared
information across
supply chain partners)
network-based: gains
flexibility through
specialist players

high degree of process
interconnectivity
between supply chain
members

led to greater
product value
additional
costs for each
produced
unit

producers located closer to the
point of sale (mostly in European
countries)

higher labor costs and higher
production costs,

increased flexibility due to
shorter transportation distances,
demand forecasts are made much
closer to the selling season and
can be even driven by real-time
data from the point of sale,
fashion products are produced in
small quantities and offered to
consumers for only a few weeks
stock-outs are artificially
generated to create scarcity and
exclusiveness

no classic end of season sales

online (‘mobile first’) retail
own, connected supply
chain with contracted
manufacturers and/or third-
party producers

centralized inventory with
manufacturers located
closely

carrying minimal inventory
close collaboration (no
intermediaries) with vendors
and manufacturers (data-
sharing)

Table 4: Supply chain types of the fashion/garment industry

Source: Backs et al., 2021; Cachon and Swinney (2011), Kathiala (2023); Christopher et al. (2002)
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3.5.  Manufacturing (un)transparency among lead firms

Outsourcing has increased the geographical distance and the number of stakeholders, who are
involved in the global garment value chains. According to Beard (2008), it is difficult to see all
the accounted stakeholders in the fashion industry from labor to the retail outlet. Through the
international division of capital, global firms — using the low salaries in low-cost countries - in
an increasingly borderless world have been able to use wage differences for driving competitive
advantages. “The global system of garment design, production, retail consumption and wear
are connected by invisible threads where the fashion commodity chain is a series of discrete
and distant places each with their own specific economic and social geographies while there is
a social and economic distance between the employer and employee” (Crewe, 2017: 38).

It is not a general practice for fashion MNCs to publish their suppliers. According to non-
profit Fashion Revolution, after years of campaigning for it, only 48% of major brands now
publish a list of their first-tier manufacturers (Fashion Revolution, 2022). That is common for
a major fashion brand that their products are made in 500-1000 or even more facilities. For
example, German retailer C&A lists 1671 Tier 1-3* facilities (C&A, 2024), Adidas Group
published a list of 443 facilities about their primary suppliers® and subcontractors (Adidas,
2022), and ASOS published 849 facilities (ASOS, 2021). PVH Group (which owns Calvin
Klein brand) disclosed 644 companies among their suppliers who are responsible for the
assembly and production and finishing of their materials (PVH Group, 2022). H&M Group
works together with 1519 Tier 1° factories in Europe, Asia and Africa (H&M, 2022). It is
considerable that in the case of all suppliers, working for H&M Group, can represent a
significantly higher number.

The Fashion Revolution publishes the Transparency Index: makers of the index review
and rank 250 of the world’s largest fashion brands and retailers according to what information
they disclose about their social and environmental policies, practices, and impacts, in their
operations and supply chain. Major brands and retailers publicly disclosed the most information
about their policies, commitments, and processes on human rights and environmental topics in
2021 and significantly less about the results, outcomes, and impacts of their efforts (Fashion
Revolution, 2022). In the 2023 edition, 52% of leading brands have disclosed that information.

Otherwise, it is important to note that the untransparency of suppliers is part of a business
secret as well. Lead firms want to keep their identity as secret as based on industry consensus.
Reliable supplier who produces great quality in good price is rare and they want to close out
rivals from ‘stealing them’. So, this industry discretion does not automatically translate into
unethical sourcing practices.

* Tier 1 (first-tier) factories refer to cut & sew production units at C&A, Tier 2 to printing & embroidery units,
laundries, dye houses and fabric mills and Tier 3 suppliers are spinning mills.

5 Primary suppliers for Adidas are those factories where the company hold a direct contractual sourcing relationship
for the supply of products, whether for export or domestic market consumption and subcontractors refer to factories
that have been subcontracted by Adidas Group’s primary suppliers.

5 H&M Group uses a different categorization of suppliers. Tier 1 are the companies H&M Group does business
with directly and work with product manufacture or processing. Companies working with component production
and processing tend to fall into Tiers 2 to 4 and Tier 4-6 refers to raw material production.
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3.6.  Governing policies, agreements and international trade within the fashion
industry

The contemporary globalization has been marked by significant shifts in the organization and
governance of global industries (Gerefti, 2013). Several steps led to the globalized nature of the
fashion and garment industry. The model of growth in the 1960-70s was the import-substituting
industrialization (ISI) through large corporations were vertically integrated and single-nation
supply chains had to be built from stretch. Since the 1960s, export-oriented industrialization
(EOI) or the Washington consensus has governed the growth model. This way, small economies
of the developing world could benefit from scale economies and exporting to much larger
partners (rapid expansion of industrial capabilities), however engaging international trade
faster and easier, but in a less meaningful way (Gereffi, 2014). The EOI has fueled a rapid
economic development in the newly industrialized nations who focused their development
strategies to the export of manufactured goods to the USA and the European markets, as Western
lead firms know how to serve consumers there the best (Hamilton and Gereffi, 2009).

The garment production is often the first step of industrialization for developing countries
(Fukunishi and Yamagata, 2014). This is mostly due to that garment manufacturing facilities
are relatively easy to establish, and the segment’s high need of live labor leads to increasing
employment rates and comes with ‘trained on the job’ tasks. So, the garment manufacturing can
fuel exponentially growing employment and export growth. The fashion and garment industry
are also cited as notorious cases for the ‘race to the bottom’. The term refers to deregulation
where the bottom stands “for countries lower their labor standards, environmental standards, or
tax rates in order to attract foreign capital. More specifically, the race to the bottom hypothesis
hinges on two important predictions. First, multinational enterprises (MNE) choose to invest in
countries with less restrictive standards. Second, foreign countries competitively undercut each
other's standards in order to attract foreign direct investment (FDI)” (Olney, 2013: 191).

The Multi-Fiber Arrangement (MFA) has formerly imposed quotas on the amount of
clothing and textile that developing countries could export to developed nations (Ernst et al.,
2005). The agreement was managed under the General Agreement of Tariffs and Trade (GATT)
in Switzerland. Meant as a temporary agreement, the MFA ended on Jan. 1, 1995, and was
replaced by the Agreement on Textiles and Clothing under the World Trade Organization
(WTO). The Agreement on Textiles and Clothing (ATC) and all restrictions thereunder
terminated on January 1, 2005. The expiry of the ten-year transition period of ATC
implementation means that trade in textile and clothing products is no longer subject to quotas
under a special regime outside normal WTO/GATT rules. That is now governed by the general
rules and disciplines embodied in the multilateral trading system. The explosive growth of
imports in developed countries indicated that the center of gravity for the production and export
of many manufactures has moved to an ever-expanding array of newly industrializing
economies (NIEs) in the Third World (this is also referred to as the ,East-Asian miracle’).
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Figure 5: Main trade shifts in garment production

Source: Gereffi (2014) with additions from the author for latest developments

3.7. The importance of the "Made in...” label: importance of country of origin

The ‘Made in..." label indicates the country of origin, where it was manufactured, and it is sewn
into a garment.
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Figure 6-7: Examples for the “Made in...” label

Source: own photos of the author

The typical "Made in...’ label considered to be an archaic symbol of a long gone era as
most of the manufactured goods are Made in the World’ (WTO and IDE-JETRO, 2011).
However, indication of a concrete, particular country as country of origin does not make sense
longer, it is still very important in the fashion industry and especially in higher market segments.
Geography plays a crucial role in the fashion industry, as clothing brands are associated with
specific countries and cities. The geography of fashion is also associated with the so-called
fashion capitals in the most implicit way. With the headway of globalization, we must make a
difference between the ‘home country’, the headquarters of the fashion brands, and the country
where production actually takes place. The higher market segments of the fashion industry,
namely the luxury and the high-end, designer categories, are especially sensitive to their image,
because consumers connect the brands to a certain heritage, status, and high quality. In the eye
of the consumers, the lower market segments, such as fast-fashion and high-street brands, can
more easily declare that their products are made in China. Consumer perception is different
with luxury brands, as Western Europe — especially France, Italy, and the United Kingdom — is
considered to be ‘luxury capitals’. The headquarters of the biggest buyer is important, as these
are the ones that are recognized as “fashion creators”, or “author countries”.

According to Godart (2014), there is a current “oligarchic” structure of fashion that
emerged in the 20th century and that is still predominant and rarely questioned even though in
many realms — such as financial and international relations — new players have emerged. In
terms of geography and fashion, the location of an activity must not be understood only as the
location of manufacturing but rather as the location of the decision-making centers, the global
centers of power (the fashion capitals). After — and since — the Second World War, only a couple
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of cities are reviewed and thought to be influential fashion centers. These cities have their own
identity (in fashion, it refers to a certain aesthetics and style as well), enjoy specific symbolism
and a significant economic position as well. The recognition of an “author country”, however,
is part of a process of renegotiating hierarchies and roles according to the contexts and players
concerned (Reinach, 2011).

The values associated with the country of origin (COQ) are manifest in a country image
and the origin effect (Jaffe and Nebenzahl, 2001). This is especially strong in the luxury sector,
and only a few countries possess this reputation. The country of origin is manifested with the
‘Made in’ label as a guarantee indicates craftsmanship, expertise, and proper working
conditions. The COO often functions as a guarantee of quality and craftsmanship to customers,
as well as a source of trust regarding the conditions of production. Due to global economic
relations as well as regulations, this relationship between the label and the country brand may
serve to obscure the actual geography of the global commodity chain, as well as the conditions
of production, which are often deeply exploitative.

The regulation of the country of origin in the European Union allows that even luxury
products be made in CEE countries under not quite decent working conditions and for low
wages. There is currently no harmonized ruling and unified practice among the Member States
of the European Union regarding the country of origin. The regulation in force allows but does
not make it compulsory to use the ‘Made in Europe’ label if a product is made within the EU’s
borders nor does it inhibit the use of a single, concrete country. It is the interest of the fashion
brands to indicate a high-prestige country (such as Italy and France) as country of origin. This
practice, however, is in contrast with the EU’s interest, as consumers can differentiate products
based on the COO sign, even if the products came from the internal single market. The 2004
amendment of the Act of 1997, Article CLV on consumer protection declares that the marking
of the COQ is not in compliance with the expectations, originated by the European community
law, as consumer differentiation goes against the fundamental freedom of the free movement of
goods. In 2014, a draft legislation was introduced to the European Parliament that would make
it compulsory to mark the concrete country of origin, the country where the product underwent
the last, substantial, economically justified processing or working. This draft was taken off the
agenda of the Working Party on Consumer Protection and Information of the Council of the
European Union. According to the existing case law of the EU, indication of the concrete
country of origin is compulsory if a product is coming from outside the EU. But legal regulation
and practice are different: Made in China can appear on products as removable stickers, or a
product can be made there, apart from the last processing step, which is performed within the
EU — and the latter will be indicated on the label as COO (Thomas, 2008).

So, displaying the COOQ, although permitted, is not compulsory in the case of products
manufactured and distributed within the EU, on the basis that this would contradict the principle
of the free movement of goods; and, indeed, that displaying the COO favors countries with
traditional prestige in the fashion industry. On EU level, there are no harmonized measures or
unified practice in terms of origin marking (with the exception of a number of special cases in
the agricultural sector), yet many companies choose to use origin markings on a voluntary basis,
and there are also national level regulations.

Labelling became an issue on EU level following the Italian 55/2010 regulation
(“Provisions concerning the commercialization of textiles, leather goods and footwear™), also
known as the “Made in Italy” bill, through which Italy introduced a compulsory labelling
system in the textile, garment, interior design, footwear and leather goods sectors for ready and
semifinished products (Passariello, 2011). Nevertheless, the regulation pointed to the
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conflicting interests of companies producing small batches and those producing large batches
and making use of the offshoring of manufacturing (Marson, 2017).
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4. State-of-the-art of the global (garment) value chains

4.1. The evolution of the literature and theories

The global value chains theory (GVC) has a rich theoretical background, and the concept has
undergone a number of transformations, changed name to better reflect the normative and
analytical orientations of its leading authors (rgvc.org, n.d.).

Rooted in the world system theory, first, Gereffi (1994) has characterized the ‘global
commodity chains’ (GCC) by focusing on the set of inter-organizational relationships formed
across firms and countries in the transnational production of contemporary products such as
cars, computers, or clothing. The author’s analytical approach characterized global chains on
the basis of four dimensions, including (1) input-output activities, (2) governance, (3)
territoriality, and (4) an institutional context. Gereffi made an important distinction between
producer and buyer driven supply chains. The main question is the determination the extent to
which this transnational organization of production could offer prospects of upward mobility
for suppliers entering at the bottom of global chains, i.e., in low paid labor-intensive activities,
to reach higher, more lucrative segments characterized by greater immaterial and technological
content.

The concepts of global commodity chains and value chains examine the world economy
in light of globalization’s geographical inequalities. A common point they consider is that
inequalities are caused by the way in which construction is organized. Even if we talk about
production-driven or consumer-driven supply chains (Gereffi, 2001), internal power asymmetry
provides different opportunities for position and profit-making (Molnar, 2017).

The GVC is a political economy framework foregrounding “the concept of lead firm
power driving value chain dynamics as governors of market requirements and various standards
“(Morris et al., 2014: 5). The GVC literature claims that upgrading processes are shaped by the
type of value chains in which the firms are involved and especially by the governance structure
of the certain chains. The GVC theory was introduced in the 2000s, where chain design is at
the focus as the different stages of the production process are located across different countries
and examines where value is captured within the processes. The value is mostly examined
through the smile curve model (Mudambi, 2008), and existing research focuses on “individual
firms’ business models, rather than the economy-wide implications concerning 1) what
relationship exists between developed and developing countries in the creation and distribution
process of value added and jobs in GVCs; 2) whether developing countries have been locked
into the low end of GVCs; and 3) which policies can help countries keep or improve their
competitiveness in the smile curve” (Meng et al., 2020: 3). However, the authors call for the
introduction of new measures. Those measures should focus on length of linkages between
countries or industries and producers and consumers in order to map the global value chains as
this would serve a better understanding of the complexity and the sophistication of the
production networks. As a further limitation based on measuring value, Meng et al. (2020)
emphasize the difficulty in relying on IO (input-output) databases as some high value-added
activities, like R&D and design are generally positioned at the beginning of the value chain.

The gains, associated with the participation of GVCs greatly varies across the different
skill levels of domestic labor and are not automatic. According to Meng et al. (2020), this fact
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has partially drives the backlash against globalization, the rise of trade protectionism and serve
as threat for regional and global trade agreements.

The emergence and importance of GVCs is one of the most important phenomena of the
trade in the XXI* century (Baldwin, 2011). A number of stages in a number of locations add
some value to the goods within the chains that are rapidly and globally dispersed across firms
and countries (Krugman, 1995). The global value chains approach looks at “the global economy
as a complex network, linking together suppliers and buyers that are integrated and driven by
MNEs as lead firms. GVCs have become an integral part of the global economy, reshaping the
traditional patterns of international production and trade” (Lee & Gereffi, 2015: 321), and
provides a holistic view of global industries from two key points: upgrading and governance.

Governance is “the authority and power relationships that determine how financial,
material and human resources are allocated and flow within a chain” (Gereffi, 1994: 97). There
are five types of governance: 1) market (arms-length transactions), 2) hierarchy (vertical
integration), 3) modular, 4) relational and 5) captive (Gereffi et al., 2005). Governance has three
aspects: driving, coordinating and normalizing (Ponte and Sturgeon, 2014). While sharing a
firm centric approach with international business (IB) literature, it goes beyond the hierarchical
governance of a firm and extends to various forms of contractual and relational coordination
between independent companies that span international borders (De Marchi et al., 2014).
Participation in GVCs provides opportunities for technology transfer or spillover to developing
countries through local learning (Kawakami and Sturgeon, 2011; Pietrobelli and Rabellotti,
2011), however, costs and risks propose a ‘paradoxical pair of concerns’ between developed
and developing countries (Baldwin and Ito, 2021).

According to the United Nations Conference on Trade and Development (UNCTAD),
GVCs could account for as much as 70% of global trade in 2020 (de Cordoba and Lambert,
2020), and are organized in complex webs of intra-firm and inter-firm trade under the
governance of large transnational corporations (United Nations Conference on Trade and
Development, 2013). Global value chains became the “world economy’s backbone and central
nervous system” (Cattaneo et al., 2010: 7).

GVCs are also big employers: according to the International Labor Organization one in
five jobs in the global economy are in GVCs now, as the number of people employed in GVCs
has increased from 296 to 453 million between 1995 and 2013 (International Labour
Organization, 2015).

The theory was followed by the global production networks (GPN) that has embedded
social and political contestations. However it was formerly told that GPN literature focuses
more on the role of non-firm actors and multi-scalar institutional, sociopolitical and cultural
contexts within value chains/production networks are grounded (Morris et al., 2014), the line
of distinction between GVC and GPN perspectives has become increasingly blurred. The use
of one or the other terminology has not been necessarily attached to either economistic or more
social/political views of global chains (rgvc.org, n.d.)

The global commodity chains (GCC), global value chains (GVC) and global production
networks (GPN) literature enjoy not just common concepts, purposes/focuses and theoretical
background. The common feature of the literature on changing relationships and the theories
around international distribution of work is the meso-economic viewpoint that ignores the
traditional aspects of economics and economic geography, centered around firms and nation
economies and focuses on different firms, intertwined in the production of different goods and
services and those economic actors who represent the economic circumstances around them
(Molnar, 2021). While several different typologies exist, examining nearly the same thing:
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namely firms’ work and how the integration of their geographically dispersed strategic partners,
specialized suppliers and customer bases are formed into complex structures. In parallel with
the different concepts and their examined questions, the term global value chains is the most
common and widely used.

While providing participation in global production networks, employment, and
opportunities for the least developed economies, the global value chains have also locked
several economies into providing low-cost processes within the value chains. It has caused
serious environmental destruction, like water, air, and soil pollution besides waste generation,
and social backlashes in forms of human and labor rights violation as well. This has raised the
importance of responsible management and governance of the global value chains. This way,
the latest ‘generation’ of GVC studies — the responsible global value chains - has been exploring
sustainability issues in GVCs and examines wealth distribution, environmental and labor
conditions too.

In the following, I have summarized the key authors, disciplines and focus of the
different streams of the GVC literature.
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Commodity Chains (CC) | Global commodity | Global Value Chains (GVC) | Global Production Networks | Rethinking Global
chains (GCC) (GPN) Value
Typology Chains/Sustainability
issues in global
chains
Starting 1970s late 1990s early 2000s late 1990s 2010s
date
Main Immanuel Wallerstein Jennifer Bair, Gary | Gary Gereffi Neil M. Coe Florence Palpacuer
authors Terence K. Hopkins Gereffi, Miguel Karina Fernandez-Stark Henry Wai-chung Yeung Alastair Smith
Giovanni Arrighi Korzeniewicz Timothy Sturgeon Jeffrey Henderson Jennifer Bair
Jessica Drangel John Humphrey Martin Hess Gary Gereffi
Hubert Smitz Peter Dicken Marion Werner
Ram Mudambi David L. Levy Stephanie Barrientos
Peter J. Buckley Arianna Rossi
Paul Ciccantell
William Milberg
Deborah Wrinkler
Nicola Phillips
Dominant | sociology, economic economic sociology economic geography the aforementioned,
Disciplines, | world-system theory sociology, international economics Manchester school and sustainability
theories development international business Porter’s value system sciences, circular
studies transaction cost theory economy
Focus e world inequalities e industrial e chain design e political contestation e labor and
e qualifying the set upgrading e value chains that e social/political/cultural social
of inputs and e global connect dispersed embeddedness conditions
processes involved commodity production activities e fluid/dynamic nature e wealth
in the conception, trade e aggregation of of global production distribution
production and e the different value chains e how the increasingly e magnitude
commercialization governance into industries complex, networked and acuteness
of a finished structures e social consequences nature of production of social
product of mainly of economic activities which inequalities,
e assessing the ways labor- exchange spanned across precarious
in which the intensive e mapping the national borders led the development
transnational and high- governance uneven development in and ecological
deployment of destruction
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commodity chains
could affect the
distribution of
wealth and power
between ‘core’ and
‘periphery’
countries

unequal outcomes
of the global
expansion of
capitalism

social conditions
under which the
labor force
incorporated into
the chain was
being sustained
and reproduced
global forces of
economic
integration at
work in
commodity chains
social/political
fragmentation of
these chains into
discrete
national/local
contexts

tech
industries

structures/developing
typologies of GVCs
consequences on
(local) upgrading
efficiency of
contractual
organization and
economic exchanges
on GVCs

mapping the
geography of
international trade
flows and value
creation

how firms can
profitably strengthen
and exploit their
firm-specific
advantages and create
value by forging
business relationships
across national
borders through
MNEs in GVCs

different regions and
countries

highlights firm-specific
coordination and
cooperation strategies
through which such
relational networks are
constructed, managed
and sustained
networks’ geographical
reach in specific
territories

strategic responses of

other corporate and
non-corporate actors

around the
rise of GVCs
rethinking
articulations
between
global and
local chains
political
action and
activism
towards more
responsible
global value
chains
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Table 5: Overlook of the development of the GVC literature’s stream

Own elaboration of the author, based on rgvc.org, Molnar, 2021 and Kano et al., 2020

4.2.  Global garment value chains

The fashion industry is one of the most globalized industries (Bonacich and Appelbaum, 2000),
with a notoriously opaque supply chain. The garment industry is characterized by “far-flung
subcontracting networks [which] are managed with varying degrees of closeness by designers,
retailers and other brand-name firms that market, but do not necessarily make, the products that
are sold under their label” (Bair, 2005: 159).

The garment industry is an example of buyer-driven chains: large retailers, brand-named
merchandisers and trading companies are leading decentralized production networks in a
variety of unparalleled diversity of exporting countries, and they typically do not own factories.
In the buyer-driven chains, the physical production of goods is separated from the design and
marketing, and retailers and marketers have the most power. The value - and profits - comes
from combinations of high-value research, design, sales, marketing and financial services
(Gerefti, 2014). But as Molnar (2021) highlights: the relevance of customers, certain processing
firms, external stakeholders — like civil society, and auditioning firms — and the constant change
cannot be neglected.

The fashion industry — the business of making clothes - covers several sub-segments and
stakeholder groups, like textile, apparel or garment, fur, leather, and shoes industry, from design
through manufacturing to retail and consumption (Major and Steele, 2023). The garment
industry is also a great illustrative case for the changing patterns of international trade, “where
explosive growth of imports in developed countries indicates that the center of gravity for the
production and export of newly industrializing economies in the Third World” (Gereffi, 2018).
This way, US manufacturers go to Mexico and Caribbean Basin, Europeans look to North-
Africa and Eastern Europe, and Japan and the East Asian newly industrializing economies look
to lower-wage regions in Asia.

Within the highly fragmented supply chain with dominantly outsourced production, the
power relations remain hidden, leaving big inequalities among the different actors, whereas the
multinational corporations as the lead firms orchestrate the multi-tiered global supply chains
(Castaneda-Navarrete et al., 2021). The GVC theory considers that the cause of inequalities lies
in the way of how construction is organized, and the internal power asymmetry provides
different opportunities for position and profit making. As fashion can be considered to be an
oligopolistic system with the dominance of a few leading firms (as it was presented at
subchapter 2.4.), discussion of governance — that is closely connected to power — is crucial.
Governance is the top-down view that focuses mainly on lead firms and the organization of
global industries. The top-down approach of governance shows how corporate power and
authority relationships can actively shape the distribution of profits and risks in an industry,
determines how financial, material, and human resources are allocated and flow within the
chain, and identifies the actors who exercise such power. The apparel industry is an illustrative
example for the “buyer-driven” supply chains, where retailers and marketers of final products
exert the most power through their ability to shape mass consumption via dominant shares.
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They are strong brand names who source their products from a global network of suppliers in
cost-effective locations to make their goods. Fashion brands are “manufacturers without
factories”, with the physical production of goods separated from the design and marketing
(Gerefti, 2013).

GVCs have become significantly more concentrated both geographically in fewer
countries, especially in emerging countries with large domestic markets and robust supplier
base such as China, India, Brazil and South Africa (Lee and Gerefti, 2015). China has earned a
dominant place in textile supply chains (Li et al., 2019). The trigger points of offshoring were
China’s entrance into the WTO in 2001.

Because of their direct contact with final consumers, global buyers manage the supply
chain from a position of greater strength with respect to suppliers (Richero and Ferrigno, 2016).
In our case, the buyers are well-known: they are those common fashion brands who are the
retailers of the products and are widely present in basically every shopping street and shopping
mall around the world. The production background with the cut-make-trim activities — with its
high need of live labor — meant often the first step and the beginning of industrialization
(Fukunishi and Yamagata, 2014) and a key driver of export-led industrialization and economic
development in several countries (Castafieda-Navarrete et al., 2021). The global apparel value
chain can be described as consisting of several networks: raw material networks, component
networks (textile companies producing fabric, synthetic fibers, etc.), production networks
(apparel manufacturers), export networks (brand-name apparel companies, overseas buying
offices, trading companies), and marketing networks (e.g. department stores) as well (Gereffi
and Memedovic, 2003).

Textile companies Apparel manufacturers Retail outlets
North America
All retail outlets
US garment factories f===mmmmf oo mm e el )
(designing, cutting, Department stores
sewing, buttonholing,
| ¥ | ironing)
Fabric \ Brand-named
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Figure 8: Networks of the fashion industry
Source: Gereffi-Memedovic, 2003

Most production processes are a complex mixture of snake- and spider-like
configurations. In case of the spider, multiple limbs (parts) coming together to form a body
(assembly), which may be the final product itself, and the snake consists of goods moving in a
sequential manner from upstream to downstream with value added in each stage. While cotton
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to yarn to fabric to shirts is a snake like process, for example adding the buttons are a spider
(Baldwin and Venables, 2013). The fashion production companies are often working for several
clients at the same time, often through intermediaries (individual agents and agencies) that
increase their dependency on other actors and as more actors in the supply chain, the income of
each supplier is reduced as well.

“There was a ribbon, we were making the embroidery on it, but it was weaved in Pakistan,
and the trim was done in the Czech Republic for it” — told a representative Hevesi Népmiivészeti
¢és Haziipari Szovetkezet, specialized in high quality craftsmanship and contract work about an
element of a coat. The company was working for Christian Dior, French luxury brand through
four seasons (E. Dobos, 2020). However, these level of fragmented manufacturing within one
single piece of clothing cannot be necessarily considered as an industry average, it perfectly
illustrates the fragmentation of the global garment value chains.

Participation in the global apparel value chains proposes conflicting interest and different
variations in power among the actors result in value distribution becoming a zero-sum game
(Nachum and Uramoto, 2021). Based on the authors’ argument, labor is the biggest loser in this
contest, as garment workers do not benefit from their increased productivity and consumers are
the biggest winner as they manage to pay less and less for clothing, based on their budget. Their
demand for even cheaper fashion puts a tremendous cost on other stakeholders as well, so,
going beyond the dyadic buyer-supplier relationships, they propose consumers as the main
power of how the chain operates, instead of lead firms.

4.3. Semi-periphery in the global (garment) value chains

Ancestor of the GVC theory, the “orthodox” world-systems theory refers to the interregional
and transnational division of labor, which divides the world into core, semi-periphery, and
periphery countries. The core countries are the industrialized capitalist countries on which
periphery and semi-periphery countries depend; they focus on higher-skill, capital-intensive
production, and the rest of the world focuses on low-skill, labor-intensive production and the
extraction of raw materials. The periphery countries are less developed than the core countries
or the semi-periphery countries whose position is between the core and the periphery
(Wallerstein, 1976). According to the concept of Wallerstein’s core-periphery model referring
to geographical inequalities, Central and Eastern Europe, the former Soviet successor states and
the Balkan countries, are on the semi-periphery, and the outsourcing activity of fashion brands
have targeted these countries.

Semi-peripheral countries in the global value chains — like Central-Eastern European
countries — are typically specialized in export sectors and their value-chain specializations are
determined by their position in the regional production networks (Gerdcs, 2021: 160). While
Italy, Germany and France (as core countries) enjoy a prominent position in the EU textile
ecosystem, main EU companies often locate certain production in Central and Eastern European
Member States, where they are specialized in more labor-intensive processes (European
Commission, Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs
and Directorate-General for Internal Market, 2021a).

Semi-periphery is an economic stratum between the core and the periphery (Arrighi and
Drangel, 1986) where power asymmetry is constantly present and the semi-periphery is more
in the middle of a continuous distribution of positions (Chase-Dunn, 2005). Central-Eastern
Europe is designated as semi-periphery in the world economy and the Eastern periphery of
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Europe, because of its intermediate and dependent position. As Baldwin made a clear distinction
between headquarter economies (developed countries), specializing in knowledge-intensive
activities and factory economies (developing countries), focusing on manufacturing and
assembly, Hungary, and the semi-periphery is rather in-between this categorization. In Europe,
the uncompetitive Soviet-era industry often became competitive by joining ‘Factory Europe’
(Baldwin, 2011).

Semi-peripheral position also lies in that revenue from the core countries is able to block
interests and they provide low income for them to stay in that position (Molnar, 2017). CEE
countries are in an intermediary position between developed and developing countries in terms
of production costs and sector specific traditions, shrinkage of production in various sectors of
the fashion industry such as clothing and footwear is accompanied by structural and spatial
changes (Molnar and Lengyel, 2015, 2016). Within CEE economies, the region has an
advantage of location and convenient access possess a reservoir of cheap and adaptable labor
and maintain institutions that promote entrepreneurship clearly have an edge over others
(Kalantaridis et al., 2003).

According to Arrighi’s definition, ‘“semi-peripheral” states (also called “semi-
industrialized” or “semi-industrialized”) are in an intermediate, intermediary position in a
network of unequal exchange processes: they only gain marginal profits in exchanges with the
centre, but net profits when they are in contact with peripheral countries (Eber, 2014).
Furthermore, post-socialist countries are considered as a different bloc within the countries of
semi-periphery (Molnar, 2021).The semi-periphery is both an agent and a subject of
exploitation. The emergence of the socialist states was a “semi-withdrawal from the world
economy intended to stem a decline towards a peripheral status” (Boatca, 2015: 322).

Hungary has stuck in both the middle-income and the industrial development trap and
low labor costs is now a competitive disadvantage. The country is neither a simple factory
economy nor a knowledge-based economy, it is in-between these two, where external shocks
rather bring weaknesses into the surface (Lux, 2024). This ‘in the middle’ position of Hungary
is also emphasized by Gagyi (2021), stating that the region’s economies are not based on leading
technological sectors, but they are not just providers of raw materials. The ‘catching up with
the West’ (Boatca, 2015) is also noted as a key goal for the post-socialist region, however these
catch-up development were repeated failures (Gagyi, 2021).

While digital transformation can provide lower entry points into GVCs and a more
meaningful participation for innovative factory economy actors (Szalavetz, 2020), the garment
industry has not been shaken by digitalization and relies on high labor till this day. In the region
—as my case studies will illustrate - both assembly tasks and higher-value added activities along
outsourcing of low-value added manufacturing are present, emphasizing the ‘mixed’ nature of
the semi-periphery. Another possible aspect for the characterization of the semi-periphery
within sectoral context is possibly the shrinking labor force and an intra-country peripherization
of the sector. However, the economic and industrial policy neglected this sector after the regime
change (Hamar, 2006; Szalavetz, 2000), as it was considered as a declining, traditional sector.

Otherwise, periphery can exist within core countries as well. While the theory focuses on
differences between countries, not just outsourced production but local sourcing can be
devastating socially and economically for domestic suppliers, as core, semi-periphery, and
periphery can also exist within the borders, within the positions of different (manufacturing)
companies in the supply chain. However, semi-periphery not necessarily just a geographical
indication, as captive power relations between different networks of manufacturing lead to the
existence of peripherical positions in the value chains within borders of core countries, such as
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the example of Italy suggests. Even if Italy can be considered to be a core country (Dunn et al.,
1999), according to the world-systems theory — and an “author country or fashion creator” by
Godart —, low-cost, exploitative manufacturing and informal economy can be taken place there
as well (Paton and Lazazzera, 2018).

There is a huge number of the so-called “Italian—Chinese” firms in Italy, who disrupted
the legally operating Italian manufacturing, and even informal work can be spotted in the higher
market segment of the garment industry, at the luxury level as well. This is due to the decreasing
lead time’, that has facilitated the breaking down of manufacturing and distribution among a
number of different subcontractors, while depressed prices have fostered informal labor
conditions (Paton and Lazazzera, 2018).

Extensionally, geographical inequality can be also described by the so-called pyramid
model of the fashion industry: at the top of the pyramid are the luxury brands and their small
quantity collections (‘officially’) made by expert designers in Western-Europe (Italy and France
especially have a long-standing heritage in the luxury sector); placed in the middle of the
pyramid is the production of the ready-to-wear segment (with bigger orders) made in Spain and
Turkey; and at the base of the pyramid are the former socialist countries and the mass production
of brands made in China and Southeast-Asian countries (Thomas, 2008).

4.4.  “The Chain Is Just as Strong as Its Weakest Link™: Bargaining, dependency,
power relations, profit and risk in the Global Value Chain of the Fashion
Industry

Power is crucial in terms of understanding patterns and dynamics. Gibbon et al. (2008) claimed
that lead firms are the core actors in a segmented system of global governance that refers to the
content and management of decisions across all (sub-)suppliers, and how outcomes are
monitored and reacted to. This is crucially applicable, due to the concentration of leading firms
within the fashion industry. Coe and Yeung also emphasized the importance of firms besides
institutions that can actively shape the economic-geographic landscapes and exercise causal
power (Coe and Yeung, 2019). The global buyer is in the favor of asymmetry in competence
and power in the quasi hierarchy of GVCs (Humphrey and Schmitz, 2002).

The value chain dynamics are not static or strictly associated to certain industries, as the
structure of value chains depends on the complexity of transactions, the ability to codify
transactions and the capabilities of the supplier base. The garment industry originally serves as
a case for captive value chains, regarding governance type. In these networks, “small suppliers
are transactionally dependent on much larger buyers. Suppliers face switching costs and are,
therefore ‘captive’. Such networks are frequently characterized by a high degree of monitoring
and control by the lead firms” (Gerefti et al., 2005: 84). However, moving towards a captive
position to more complex, relational value chains are possible. The assembly-oriented captive
model rewired explicit coordination, due to detailed instructions, now a full-package production
involved more complex form of coordination, knowledge exchange and supplier autonomy, as
full-package production needs offshore suppliers who has developed the capability to interpret
designs, make samples and source the needed inputs, besides monitoring the product quality.
This increased supplier competence is the main driver of the shift from captive to relational

7 Lead time is the total time required to produce a garment or accessories before shipment of the order.
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value chains (Gereffi et al., 2005). However, I state that the value chain can remain captive,
notwithstanding the upgraded position of the supplier.

The ability to appropriate value and upgrading prospects are told to be not straightforward
through GVC participation for suppliers and we have to consider the diverse stakeholder
interests and power asymmetries between lead firms and their supplier base (De Marchi and
Alford, 2022). For example, the need for sustainability can be treated as a collective approach
to power and governance in GVCs (Dallas et al., 2017), that is catalyzed by lead firms through
explicit and formal industrial standards and certifications, best practices and norms, and
governments through the forms of various levels of state action and authority, multistakeholder
associations and consumer and social movements.

As Dallas et al. (2017) have noted: that is not likely to exist that actors are in harmony.
Namely, usually, there is a substantial and even delibiting contention within any collective
action, conflicts and powerful lead firms can jockey for the inclusion of favorable terms (Dallas
etal. 2017).

In the fashion industry, the profit comes “from combinations of high-value research,
design, sales, marketing, and financial services that allow the retailers, designers and marketers
to act as strategic brokers in linking overseas factories and traders with product niches in their
main consumer markets” (Gereffi & Memedovic, 2003:3). Outsourcing manufacturing
processes also serves a risk avoidance of the buyer, as it does not have to deal with any risks or
costs associated with the labor processes, such as a possible unionization of workers or wage
pressure. A report turned the spotlight on the fact — and the practice of the fashion industry —
that several fashion companies are working together with subcontractors’ subcontractors, and
so, eventually, fashion brands and actual producers have no direct relationship (Barret et al.,
2018). Meanwhile, lead firms, mainly based in the US and the European Union (EU), capture
around 70% of the final retail price of apparel products (Abdulsamad et al., 2015). There is an
inverse proportionality: the marketers bear the biggest profit and producers the biggest risk, as
in the factories where textiles, garments, shoes, leather, and accessories are produced, millions
of people toil in insecure, low-wage jobs, under unsafe conditions (Pantland, 2020). The
asymmetry of power here is putting all the risk on the suppliers and, by extension, the workers
(Dobos, 2022a).

Setting the price is always the result of the price negotiation between the buyer and the
manufacturing firm/supplier (intermediate agents can be included). However, over 90% of
workers in the global garment industry have no possibility to negotiate on their wages and
conditions and so are not able to claim their fair share of the value that they generate
(IndustriALL, 2015).

While other industrial sectors (like automobiles and electronics) build strategic
partnerships and have their own factories and subsidiaries, the admitted practice in the fashion
industry is working together with independent suppliers who are manufacturing for several
brands (Antaléczy and Sass, 1998). That is also in line with the absence of due diligence
practice and the issues of direct responsibility among fashion brands towards aspects of the
social dimension. Furthermore, commitments towards granting living wages and proper
working conditions are even outsourced to third party auditor companies in the fashion industry.
The system has proved to be a hideaway for fashion brands and does not serve the interests of
fashion workers (Clean Clothes Campaign, 2019a). Even when fashion brands are members of
initiatives established to grant living wages and the development of fair working conditions,
the opaque system allows them to relinquish direct responsibility (Edwards et al., 2019).
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In terms of working conditions or living wage, most of the fashion brands nowadays have
a code of conduct (that relies on the principles of the International Labour Organization). But
if manufacturers must reduce costs and outsource the production to subcontractors
(unofficially), these codes of conduct are not reliable for later manufacturers, and there will not
be any formal relationship between the brand and who actually makes their products. In this
way, buyers can run away from direct responsibility and transfer the risk to other parties. This
is in line with the phenomenon that even fashion brands “granting living wage” initiatives are
outsourced to third parties (Edwards et al., 2019).

4.5. Reshoring in the garment industry
4.5.1. Terminology and driving factors

Operating in a globalized economy, location decisions are critical for firms, especially regarding
manufacturing or sourcing. Manufacturing reshoring is defined as the decision to relocate to
the home country production activities earlier offshored, independently of the implemented
governance mode (in- vs. outsourcing) (Fratocchi and Di Stefano, 2019). During the past
decade, numerous factors led to the transformation of GVCs: macro-level trends such as
protectionism, interventionalist public policies, besides sustainability and the digitalization of
manufacturing that led to a certain degree of de-globalization (Pla-Barber et al., 2021). These
include the consolidation and reconfiguration of supply chains and the emergence of new
drivers of competitiveness (Castanieda-Navarrete et al. 2021). Several authors (Christopher et
al., 2004; Fernie & Azuma, 2004; Singh & Nijhar, 2018) argue for shorter supply chains.
Contrary to China’s dominance, new, regionally operating manufacturing hubs — namely
Turkey, Eastern Europe, and America/Mexico and Asia — were likely to arise before the
COVID-19 pandemic (Andersson et al., 2018; Baldwin & Lopez-Gonzalez, 2015). However,
every sourcing hub comes with environmental and social compliance risks. Otherwise, as
Hammer & Plugor (2016) had showed, the apparent tension in UK garment manufacturing
between low producer prices, low productivity and high wage growth was resolved through a
shift to the informal economy in order to enable high growth.

Several factors affect location decisions, and several theories refer to the location of
manufacturing decisions. Based on Porter’s ‘location paradox’ (Porter, 1990), fashion brands —
independently from the closeness of their market destination — outsourced production to
independent suppliers and subcontractors, where production is the cheapest, rather than owning
factories. This way, fashion brands can react quickly to economic changes, that lead to
profitability on the long-term, by terminating fully or partly owned production facilities.

According to the comparative advantage theory, a feature of the delocalization of the
fashion brands’ production is that it moves resources and capabilities that can be developed
during a certain time, rather than relying on natural resources. A worker with a lower wage
(compared to the original country), who can be ‘trained-on-the job’ for relatively easy-to-make
assembly tasks, can enjoy an absolute advantage, and that country can export more effectively.

The Heckscher-Ohlin model (Ohlin, 1967) says that countries export products that use
their abundant and cheap factors of production and import products that use the countries' scarce
factors. Furthermore, the factor theory says that comparative advantages in international trade
do not come from differences of productivity, but rather from the availability of certain
production factors.
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Several analyses have been made on manufacturing reshoring (see: Barbieri et al., 2018;
Stentoft et al., 2016; Wiesmann et al., 2017), through a global perspective. As Boffelli and
Johansson (2020) emphasize, while the term reshoring is the most widespread, there is a
struggle with the right terminology and how to set the boundaries of this phenomenon.
Reshoring processes could refer to entirely different level and complexity, financial investment
and time required behind them (Benstead et al., 2017). The term backshoring was proposed by
Fratocchi et al., (2014) and was described by as “a voluntary corporate strategy regarding the
home country’s partial or total re-location of (insourced or outsourced) production to serve the
local, regional and global demands” (p. 56).

According to a comprehensive meta-analysis, reshoring can be considered as a recent
trend, while its magnitude and relevance has been questioned (Boffelli & Johansson, 2020).)
Reshoring is often described by less successful offshoring operations that may lead to
repatriation, so a managerial mistake or a strategic shift, as the identification and the assessment
of the role played by contingent factors, such as surrounding network on the home and the host
countries (Boffelli and Johansson, 2020). Reshoring emerges ,,as an adjustment to modified
contextual conditions or as a move for achieving strategic re-alignment” (Barbieri et al., 2020:
132).

According to Boffelli and Johansson (2020), while offshoring is mostly driven by
domestic internal factors, such as bad profitability on the domestic site, and supply chain
factors, such as commercial agreements, reshoring is rather driven by a much wider set of
factors and more than one driver. The capitalist crises and the eastward shift in globalization,
evidenced by the rise of the Chinese economy, trade tensions, declining labor supply and rising
labor costs across Southern and Southeast Asia take effect on corporate spatial strategies
(Montero Bressan, 2023).

Under the term reshoring, the dissertation means the (global) garment industry lead firms’
strategy for ‘escaping China’. The current research makes a difference between the form of
reshoring (when the lead firm/buyer goes to back to its former supplier in Hungary),
nearshoring (when the buyer chose a Hungarian supplier partner for manufacturing, closer to
its headquarter or main market), and onshoring (that refers to the relocation of a manufacturing
activity to the home country).

The COVID-19 pandemic has caused an unprecedented shock on global supply chains
(GVCs), compromising their responsiveness and effectiveness (Xu et al., 2020), and making
difficult to resume their pre-pandemic status (Magableh, 2021). Global value chains are facing
potential dangers due to their dispersed nature (Hong and Zahid, 2023). The pandemic brought
a renewed interest in resilience. According to Gereffi (2023), resilience of GVCs can be
increased by making their supply chain more domestic, more regional or more diversified
(Gereffi, 2023). The garment industry is a particularly footloose industry, almost entirely
relying on subcontracting and outsourcing, and being among the most effected sectors in terms
of reshoring (Eurofound, 2019).

One single fashion collection can contain around hundred looks® and every single garment
might require different technology and expertise. Currently, a more rapid product cycle and a
weekly or daily introduction of new products characterize industry dynamics (Aspers, 2010a;
Barnes and Lea-Greenwood, 2006). As it was told, no brand can rely on two seasonal
collections a year to stay relevant (Dhillon, 2022). The biggest lead firms of the garment

8 A look is a whole, complete set of garments, like trousers, blouses, coats and additional accessories, presented
by a model on the runway.
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industry operate their supply chain in over 40-50 countries and over 1500 suppliers (Duke
University, n.d.). With the growing importance of speed in production and the fast-paced
changes in fashion trends, the process has resulted in increasing domestic production that drives
down costs and results in shorter lead times. As the fashion industry was looking for low wages,
a tense price competition emerged (Young, 2016). While developed countries kept higher value-
added processes (such as design, product development, and marketing), labor-intensive
processes took place in Eastern Central Europe (Molnar, 2017), alongside Southeastern Asia
(Thomas, 2008).

Offshoring was a dominant trend from the 1980s and mainly relied on the efficiency-
seeking approach (Dunning, 1998). Reshoring is mainly examined within the fashion industry®
only since 2014 (Fratocchi and Di Stefano, 2019). The
reshoring tendencies are one of the latest geographical, socio-economic changes within the
fashion industry’s manufacturing, as fashion brands are now having second thoughts about the
benefits, costs and risks of the former delocalization of their production to mainly developing
Asian countries with low labor cost (Kinkel, 2012; Kinkel and Maloca, 2009; Robinson and
Hsieh, 2016). A growing scientific literature and consulting firms’ reports examine the factors,
triggers, and advantages of reshoring, and emphasize that brands can benefit from the proximity
of manufacturing to their markets (Business of Fashion, 2019).

Four main categories of reshoring drivers were identified by Benstead et al. (2017).

risk, uncertainty cost related infrastructure-related competitive priorities
and ease of doing
business
supply chain labor costs on-site infrastructure flexibility
disruption risk issues
cultural distance, labor productivity skilled labor force dependability
such as improvements availability
communication
and language
barriers
offshore duty responsiveness
legislation
unpredictable transportation costs speed to market
global economic improvements for new
conditions products
currency exchange energy prices innovation
rates
variability and the (non-labor) production raw material supply intellectual property
reduction of costs network protection
environmental and
social risks
coordination and quality
monitoring costs
higher pipeline/capital ’Made in’ advantages
costs

9 However these segments have different characteristics and supply chains, the authors consider garments, shoes,
textiles, leather, jewellery, cosmetics and perfumes under fashion industry.
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‘ capacity utilization

Table 6: Reshoring drivers
Source: Benstead et al., 2017

Fratocchi et al. (2016) divided reshoring drivers into internal or external and oriented
either towards cost-efficiency or customer perceived values. Fashion brands are working on
“changing their sourcing-country mix, turning their attention to reshoring, and particularly
nearshoring, to secure the supply chain” (Hedrich et al., 2021): Dr Martens has pulled out 55%
of their manufacturing activity from China since 2018, Marc O’Polo has started to favor
factories in Turkey and Portugal since 2021, for taking out risk from supply chains and make it
more sustainable (Alim and Telling, 2023). Hugo Boss has expanded its manufacturing capacity
closer to its base in Europe, in Turkey, in order to reduce its dependence on South-East Asia
(Storbeck, 2021).

Different approaches were shown towards reshoring between different market segments,
as mid- and mid-high brands are more likely to reshore (Martinez-Mora and Merino, 2014).
Other research has emphasized that low cost market segments seems to be further relying on
offshore manufacturing (Fratocchi and Di Stefano, 2019). However, Alim and Telling (2023)
highlighted that many fast fashion labels were also abandoning China to differentiate
themselves from Chinese ultra-fast fashion Shein, as “European brands can’t match Shein on
their costs of production, their network of production, their relationships™ (p.1).

The size of the buyer firm tends to be a factor as well: as Uluskan et al. (2017) have
showed, SMEs are less cost-focused in outsourcing and offshoring decisions. As Pal et al.(2018)
concluded, high quality products and services, operational flexibility to reduce delivery times,
high degree of product/service customization and awareness of environmental issues are most
likely to support reshoring. As Kunz (2009) has stated, design characteristics matter: while
offshoring companies has experienced that relocation of low-cost countries of basic goods with
a low retail price may result in being profitable, the relocation of fashion and seasonal products
may result in lost sales due to the long delivery times. However, based on product range, a dual
sourcing mode can exist. Firms can source basic products continuously from distant places and
reshore more fashionable items from closer locations.

Within the reformed supply chains, lead firms are considered to diversify their supplier
and raw material base and foster longer-term cooperative relationships on a regional level
(Alicke et al., 2020).

Decades ago, several European and American fashion brands rushed to reallocate their
production to Asia with the aim of reducing labor costs. The fashion industry has arrived at a
crossroads where speed beats costs regarding marginal advantages (Business of Fashion, 2019).
As Fratocchi and Di Stefano (2019) has stated: poor product quality, the ‘Made in’ effect'® and
responsiveness/proximity to customers, and labor cost gap are the most cited single reshoring
drivers.

Chinese contract work became more expensive with 25-30% during the past few years
that led to the loss of competitiveness of Chinese contract work in the region (Tarcsai, 2011).
While in 2005, Chinese wages were one tenth of the American salaries, that rate is now ‘only’
a one third (Business of Fashion, 2019).

10 The Made-in effect is ,,a form of collective reputation that benefits, to some extent, all firms in the country,

which produce a particular good. This type of reputation is not attached to any particular firm, but it is a form of
public good” (Diodato et al., 2018: 308).
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At the same time, Asian garment manufacturing companies are struggling to attract young
workers. Employers had to increase wages and adopt sometimes costly strategies to retain
workers, from improving cafeteria fare to building kindergartens for workers’ children. African
and South Asian countries with large labor pools are often politically unstable and/or suffer
from the lack of good infrastructure and trained workforces (Emont, 2023). Besides labor costs,
the availability of capacity can also affect sourcing decisions: as Andersson et al. (2018) has
highlighted, the growth of Asian demand for locally manufactured apparel products made
several Asian manufacturers focusing on the local market over foreign customers.

Former advantages of offshoring are also derogated by geopolitical tension, trade
agreements, and the insecurity caused by fluctuation in exchange rates as well. Conventional
organizational structures and forecast-driven supply chains have been formerly declared not to
be adequate to meet the challenges of volatile and turbulent demand which typify fashion
markets today (Christopher et al., 2004). The sourcing model is characterized by long lead
times, maximizing order sizes, and relatively low flexibility. The need for a transformation was
clear before the crisis, particularly in making sourcing more demand-driven and more
sustainable on both social and environmental dimensions (Berg et al., 2020).

While quality issues has been repeatedly echoed by lead firms in terms of the main cause
of ’broken up with China’, Chinese garment manufacturers are capable of producing excellent
quality as they are manufacturing a wide range of products for luxury brands (Luo and Suen,
2019). According to Lu (2020), the pandemic has even slowed down the escaping initiatives of
fashion brands from China, as no other country can offer the same capacity. The author listed
the availability of complex supply chains, and the flexible attitude towards the reorganization
of workflow after the pandemic as further competitive edges.

Empirical research has established that sourcing offshore, typically from developing
countries with low labor costs to secure lower cost inputs can have negative consequences, once
we quantify the hidden and flexibility costs (Lowson, 2001). Boffelli and Johansson (2020) also
emphasized that reshoring cannot be entirely explained by the changes of relative costs between
different locations. Consequently, offshoring decisions were made without the complete
evaluation of risks and performance challenges. As Christopher et al. (2004) listed, hidden
costs, such as control of quality, costs or delays in port of entry are not typically anticipated,
but almost always occur. So, once they are categorized, sourcing on the basis of low cost alone
becomes far less attractive. However, if every (or more) hidden costs occur during sourcing,
outsourcing is obviously a disadvantage, but if none of them exist, outsourcing necessarily
seems to be a cost-minimization decision. But as Larson et al. (2020) highlighted, higher
organization and transactional costs due to geographical and cultural distances can be offset by
savings on labor costs.

The importance of non-price competition has increased and is based on factors such as
quality, response time and reliability of delivery (together with the increasing concerns about
safety, labor and environmental standards) (Humprey, 2006). Time has been identified as a
relevant factor in many cases on reshoring (Boffelli and Johansson, 2020). A nine-month lead-
time is typical: however, as Christopher et al. (2004) emphasize, multiple steps related to
offshoring is time-consuming, before even the order enters into suppliers’ processes.

Sea transport is the most common within the garment industry, but it takes around 30 days
for a parcel to reach Western European markets from Asia, while air transport is considered to
be too expensive (Andersson et al. 2018). In terms of tight delivery demands, fast fashion brands
opt for more expensive local labor and expendited shipping methods, however, their financial
returns outweight the current costs (Cachon and Swinney, 2011), as these brands usually enjoy
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higher profit margins: a sizeable 16% over the average 7% of traditional retailers (Sull and
Turconi, 2008).

Reshoring decisions is told to be fueled by a growing attention on environmental and
social sustainability (Fratocchi and Di Stefano, 2019) and buyer companies with
green/sustainable strategies are more likely to reshore activities (Uluskan et al., 2017). As
Pourhejazy and Ashby (2021) claim, environmental sustainability appears to have a high
influence as stakeholders are increasingly willing to accept lower profit margins, emphasizing
trust and share in firms’ sustainability vision. The Achilles heel of powerful global corporations
is their reputation (Locke, 2013). Pressure from (social) media and nongovernmental
organizations, besides scandals in connection with human and labor rights violations mainly in
Southeast Asia can also shape fashion brands’ sourcing decisions.

Human and labor rights concerns are part of the trade/tariff war between the USA and
China, and lead firms have to cope with it (Lu, 2022). However, ethically made products and
the Made-in enjoy a growing importance among customers (Grappi et al., 2018; Yu and Kim,
2018), it was formerly observed that it’s still unclear how much human rights controversies
impact sales as consumers only really care about animal abuse (Indvik, 2021). Fraser and van
der Ven (2022) also concluded that reputational risks, driven by sustainability scandals, are not
necessarily an insufficient condition for motivating firms to increase supply chain transparency.

Koenig & Poncet (2022) examined the sourcing decisions of French importers after the
Bangladeshi Rana Plaza collapse.' They concluded that exposed firms’ imports have increased
from four particular countries, geographically closer to France: Turkey, Morocco, Poland and
Portugal (Koenig and Poncet, 2022). While climate change and the global warming effect every
country, the intensifying extreme weather events are hitting countries differently and local
society’s adaptational ability also differs (Szabo, 2023).1

The characteristics and the internal dynamics and of the buyer company play a very
important role in supplier switching decisions (Uluskan et al., 2017). Decisions of sourcing also
depend on the business policy, pricing strategy and personal decisions. The author states that
these internal factors can overwrite any external factor due to subjective, personal reasons.

In terms of cost-efficiency, existing literature on reshoring neglects the aspect of pricing:
namely, how a garment’s*® final price is made up? According to industry sources, cutting down
costs is a general phenomenon, and has started before the pandemic. “Formerly, the factory cost

11 The Rana Plaza in Bangladesh has collapsed on 24 April 2013, it was considered to the biggest industrial
catastrophe and the deadliest structural failure of the modern history. The eight-story commercial building has
housed five garment factories besides banks and shops and several floors were build up without permission. More
than 1100 people has died and thousand were left injured. The tragedy ‘enjoyed’ a widespread global media
coverage and has served as a main trigger point for an extended NGO activism towards the systematic exploitation
of garment industry workers in developing countries and the unethical manufacturing background of the global
garment industry.

12 For the evaluation of readiness and vulnerability for selected countries, see Appendix 13.

13 The fabric, trim and cutting and making (CM) make up the free-on-board (FOB) cost. There are three main
elements of cost of a garment product: materials, labour and other expenses. These can be direct and indirect,
where indirect expenses refer to overhead expenses, like production and works overhead, administration, selling,
distribution, research and development. The direct materials are all raw materials, specifically purchased materials,
parts and components and packaging materials. The direct labour includes the labour engaged on aiding the
manufacturing process. Labor is paid for cutters, bundlers, sewers, inspectors, pressers, packers, while supervisors
belong to staff. Overhead costing can be (non-exhaustively): accountant, advertising, courier local and overseas,
electricity and water, insurance, legal fees, memberships (trade organizations), packing materials, penalties, pest
control, repairs, stationery, office, telephone and e-mail, rubbish collection, etc. (INFLIBNET Center, n.d.;
International Trade Center, 2022).
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was multiplied with 2.5 for [getting] the final price. This multiplicator is now bigger and bigger”
— told a Hungarian representative of employer association. Due to the increased turnover in the
industry, a decreasing lead time'* has facilitated the breaking down of manufacturing and
distribution among a number of different subcontractors, while depressed prices have fostered
informal labor conditions (Paton and Lazazzera, 2018). As the initial markup is often increased
by fashion brands, they tend to squeeze vendors on costing (McCarty, 2023). While increasing
labor cost is often cited as a primary reason for reshoring, it does not make a significant portion
of a product’s final price.

However, being part of the business secret, examples for pricing are sometimes known
from anecdotal sources. ,,Something of the order of 15% of final value is paid to the contracting
firm in Slovakia to produce the goods for export, of which approximately 4% sees its way in
wage payments to production workers and managers” (Smith, 2003: 30). “A seamstress earns
approximately 4 ztotyt on the sewing of a T-shirt. Then the employer adds 12 ztotyt®, that is
cutting, organizing, ironing and tax. Materials cost 18 zloty, plus additional costs. The
manufacturing cost of a T-shirt is 35 ztoty. Then Polish fashion brands multiply it with four.
Customers pay 140 zlotys at the stores. This includes salary of fashion designers, marketing,
salaries of store staff and web developers and shipping”(Klimek and Jézefiak, 2023).

As McCarthy (2023) points out, fabrics are the most expensive part of a garment, and
these are always the first to be cheapened. Fit sessions and sample revisions are usually
dropped, and trims and details are also giving opportunities to further keeping down prices: e.g.
plastic zippers are cheaper than metal but breaks easily. The price of cutting and sewing is also
squeezed by lead brands. More and more retailers ship via airplane that costs (at least)
approximately 10x more and import taxes can be expensive as well. In order to keep the prices
that same low, lead firms tend to reduce anything else. Garment workers, who are actually
making the products are getting paid the 3-4% of the price of the item (McCarty, 2023). Cheong
(2024) also emphasize declining quality, due to the nature of the current fashion system.

14 Lead time is the total time required to produce a garment or accessories before shipment of the order.
!5 One Polish ztoty is approximately 0,23 euro, based on the exchange rate in 19 May 2024.
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Cost breakdown of a
sample €29 t-shirt
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Figure 9: Cost breakdown of a sample $29 T-shirt
source: Fashion Revolution, 2017

As Figure 11 shows, the manufacturing cost (3.40 €) and factory margin (1.15 €) together
takes up 4.45 € that is little more than 15% of the final consumer price where the biggest margin
(17 €) goes for the retail stakeholder.

Due to research limitations and lack of longitudinal view, the current scientific and gray
literature treat the drivers of reshoring as static factors, however these determinants, such as
exchange rates, the quality what a certain supplier can guarantee, logistic, labor costs, etc. are
changing. More factors should be considered for supply chain resilience as formerly discussed
and the firm level should be introduced as there can be a variety among firms (in terms of
quality work) within a country’s border. The categorization of reshoring drivers comes with
several limitations. First, how factors are weighted is really subjective and depends on the
decision-maker. A certain priority can overweight the overall scoring. Second, due to the
discreet practice of sourcing, it is a question whether the presence of informal/shadow economy
affect the sourcing decisions as lead firms tend to dictate prices and aware of that if it is below
a legally affordable one (Barna and Dobos, 2022). Some illegal practices, such as tax avoidance
can also contribute to sourcing decisions.
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Global Host country
Country level Firm level
consumer demand and values (e.g. Made- | beneficiary status in terms of | labor costs
in effect) trade policy
Manufacturing/Factory cost/FOB | inviting business environment | Productivity
(especially labor costs) (tax, VAT, FDI, etc.)
cost & length of | infrastructure Expertise and skills of
logistic/transport/shipment workers
human and labor rights concerns labor laws Existence of (free) capacity
energy prices Technological development
non-measurable factors (resilience, trust, | environmental regulations compliance with labor and
reliability) environmental)  regulations
(from national laws to code of
conducts)
climate change (vulnerability and | domestic political stability certifications
readiness)
future pandemics
sustainability concerns
changing business models and sourcing
practices

Table 7: External drivers of reshoring

The COVID-19 significantly affected global textile and apparel trade volumes, resulting
in the substantial growth of textile exports and a declined demand for apparel. COVID-19 did
not shift the competitive landscape of the world textile exports; meanwhile, textile exports from
China and Vietnam gained new momentum during the pandemic (World Trade Organization,
2022). When the pandemic had outbroke in China, the raw material flow was cut, as China is
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the biggest exporter of textiles (World Trade Organization, 2020). The stores were getting
closed due to restrictions and fashion brands cancelled orders, or were stuck with unsold
collections (Teodoro and Rodriguez, 2020). Obstruction and delay of raw material supplement,
local infection rates and lockdown instructions further occurred along the supply chain
(Abdulla, 2021). The pandemic turned the light on the asymmetric power relations towards
accepting contracts and conditions (Cline, 2021). The effects of demand reductions on leading
firms were quickly transmitted to apparel manufacturers. Many brands were refused to pay for
billions for goods that have been already done and shipped and payment deferrals were followed
by sanctions for shipment delays (Anner et al., 2020; Castaneda-Navarrete et al., 2021). After
a year, the fashion brands slashed prices and orders for the current season were down 30 percent
compared to last year, manufacturers even accepted orders below cost (Deeley, 2021). This
process — when the market puts pressure on the retailer’s profit — transmits this reduction to the
manufacturers’ side, who must reduce its costs as well: this can happen by lowering the
standards or by squeezing labor costs (Appelbaum and Gereffi, 1994).

During 2020, three quarters of the companies were preparing for a more than 50% loss in
their yearly production in 2020, and 60% of them had to lay off half of their employees
(Textilipari- és Miiszaki Tudoméanyos Egyesiilet and Magyar Konny{ipari Szovetség, 2020).
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4.5.2. Challenges of reshoring in garment manufacturing

Because of its labor-intensive nature as well as its geographical footprint, the garment value
chain is one of the most exposed to supply chain shocks. A certain consensus is found that the
pandemic will undermine the GVC model and the event likely reshape that supply chains on
both managerial and political level (Barbieri et al., 2020). As De Machi and Alford has (2022)
claimed, more recent academic studies propose a more interventionist interpretation of nation-
states, who play an important role in mediating GVCs to protect national policy interests and
see them as a driver to more sustainable distribution of gains. While national governments target
strategically important sectors, such as health care, it is not followed by legislative proposals,
targeting the textile and garment industry. Even if these sectors play a crucial role for providing
PPE and technical textiles for hospitals. One Italian policy “provides funds to firms producing
protection devices that pushed many companies from the textile and fashion industry to start
new lines of PPE, in some cases coordinated by local or national entrepreneurial associations”
(Barbieri et al., 2020: 133). The proposal of the Fashioning Accountability and Building Real
Institutional Change (FABRIC) Act in the USA includes a 30 % reshoring tax credit for garment
manufacturers who move manufacturing operations to the US, and according to the proposal,
this credit will be applicable to costs associated with reshoring production (Manson, 2022).

Developments in automatization and robotics have diminished the comparative
advantages of low-cost countries (Robinson and Hsieh, 2016). But the garment industry is
lagging behind other sectors in automation, as sewing fabrics have proven difficult for robots
to handle. Solutions for automation became ready only in recent years (Andersson et al., 2018).
However, the garment industry is considered to be less likely effected by automation due to its
reliance on manual technologies (Moore et al., 2018).

Another factor worth considering in terms of manufacturing reshoring is the geographical
change in the main market of the fashion brands, regarding customer values. After receiving
feedback from one of her clients, one company’s (director) turned the spotlight on the growing
share of the Asian market: “There is still a status in buying and wearing clothes that are
European.” Reshoring comes with long-term investment from the lead firms or customers have
to accept higher prices of products (Lund and Khrisnan, 2021). Garment production in Central
and Eastern European is fragmented, and SMEs dominate, and there is also volatility in quality
and labor productivity (Andersson et al., 2018). There is a tension between the incentives to
move production closer to end markets for faster turnover times and the parallel need to keep
costs down. That led to the phenomenon of ‘local sweatshops’ where manufacturing is
conducted by migrant labor in sweatshop conditions in even big cities of the core/headquarter
countries (Montero Bressan, 2023). The need for shorter supply chains is in contrast with the
growing reliance on China in terms of textiles. The country remains the powerhouse of
manufacturing infrastructure and a primary source of raw materials and other products, like
trims and zippers (Hall, 2020). Meanwhile, the trade ministry of the Chinese government boost
Chinese textile and garment manufacturers through its action plan for export promotion
(Businesswire, 2023).
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5. Upgrading opportunities within the Hungarian garment
manufacturing companies

5.1.  The definitions of upgrading

In this chapter, I examine the relationship between economic and social upgrading within the
garment industry. I also included a sub-chapter, ‘borrowing’ argument from other disciplines
than economics as well, as I consider important to add a knowledge and a cultural element to
the (economic) definition of upgrading. This overlook further explains the nature and
possibilities of the global fashion industry and the limitation of upgrading within Hungarian
garment manufacturing companies. Then, I summarize the main findings from previous
research, based on empirical findings with a special focus on the Central-Eastern European
results. I put a special focus on the examination of own brand manufacturing (OBM) and |
implemented the theoretical parts with elements from brand-building as well, for a more
extensive understanding of the concept.

Why is it important to examine the social upgrading besides the economic one in the
context of the Hungarian garment industry? Social upgrading is crucially important as the light
industry is notorious for providing ‘light wages for hard work’ and the textile-clothing-leather-
fur sector (TCLF) plays an important role within the employment of disadvantaged social
groups, women, migrants and peripheral areas (Molnar, 2021). The social upgrading can be
considered to be under researched in concerned GVC literature (and mainly reporting on
downgrading), in parallel with the economic one (De Marchi and Alford, 2022). Furthermore,
processes, associated with a high need of live labor are found at mainly Eastern-Central
European countries where the garment industry is a significant employer (Kalantaridis et al.,
2019). The light industry — that ‘contains’ the garment manufacturing as well - in overall plays
a central role in the least advanced peripheral areas of the Eastern periphery where it acts as the
engine towards the global economic integration (Lux, 2016).

The GVC framework focuses on the globally expanding supply chains and how value is
created and captured therein and provides a holistic approach of global industries from two
contrasting views: top down (governance) and bottom up (upgrading). While governance
mainly focuses on lead firms and the organization of the global industries, the concept of
upgrading describes the strategies, used by countries, regions and economic stakeholders — like
garment manufacturing companies in this case - to main or improve their position in the global
economy (Gereffi, 2014). The value chain literature focuses on the role of chain governance
and global buyers in defining upgrading (Humphrey and Schmitz, 2002). The key actors of the
governance concept are lead firms who enjoy a crucial position in the garment industry as it is
a great example for the so-called buyer-driven supply chains. In this case, typically in labor-
intensive, consumer goods industries, such as garments, large retailers, branded marketers and
branded manufacturers set up the decentralized manufacturing networks in a variety of
exporting countries, typically located in the Third World (Gereffi, 1999). The buyer-driven
supply chains characterized by highly competitive, locally owned, and globally dispersed
manufacturing systems where profit ,,derives from a unique combination of high-value
research, design, sales, marketing and financial services that allow the retailers, branded
marketers and branded manufacturers to act as strategic brokers in linking overseas factories
with evolving product niches in the main consumer markets” (p. 43). The lead firms are shaping
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mass consumption through strong, well-established brand names*® and their reliance on global
sourcing strategies to meet this demand while being *'manufacturers without factories’. These
lead firms capture the biggest share of profit due to their specialization in high-barriers to entry,
intangible-capital-intensive, non-contestable, high-return activities within GVCs (Dedrick et
al., 2010; Ravenhill, 2014).

Bair (2005: 165) has defined upgrading within the value chain literature on the basic level
as generally the term is “associated with increased competitiveness that allows for the capture
of greater value-added through the production process.” The term industrial upgrading involves
organizational learning to improve the position of firms or nations in international trade
networks (Gerefti, 1999a). Learning opportunities through participation in GVCs is also
emphasized by Giuliani et al. (2005) and Pietrobelli & Rabellotti (2011). As the consensus
declared, the presence of MNEs (and foreign direct investment) will lead to the economic
development in the host country through the spillover of capital, technology, skills and
knowledge as a byproduct of MNE operation (Lee and Gereffi, 2015). As Gereffi claims,
participation in global commodity chains is the necessary step for industrial upgrading as it puts
firms and economies on dynamic learning curves. According to the author, industrial upgrading
operates on many levels:

1) within factories— where upgrading involves moving from cheap to expensive items,
from simple to complex products, and from small to large orders;

2) within inter-firm enterprise networks— in this case, upgrading involves moving from
mass production of standardized goods to the flexible production of differentiated
merchandise,

3) within local or national economies—where upgrading involves moving from simple
assembly of imported inputs to more integrated forms of OEM and OBM production,
involving a greater use of forward and backward linkages at the local or national level; and

4) within regions— here, the upgrading involves shifting from bilateral, asymmetrical,
inter-regional trade flows to a more fully developed intra-regional division of labor
incorporating all phases of the commodity chain from raw material supply, through
production, distribution, and consumption (p. 52).

The micro foundations of upgrading involve 1) forward (marketing), and 2) backward
(sourcing) linkages. As Gereffi (1999) describes industrial upgrading within garment
manufacturing has happened in East Asia on a nation level. There, “it was produced by the
information flows and learning potential associated with the buyer—seller links established by
different types of lead firms (retailers, marketers and manufacturers), and also by a distinctive
pattern of organizational succession among these lead firms, who placed varied kinds of
demands on their overseas suppliers” (p. 52). Through organizational succession, the different
types of buyers pass through each tier in global sourcing and this succession permitted
manufacturers upgrading as they met buyer demands regarding more sophisticated products.
As several suppliers from developing countries could use their experience gained thorough
participation and supplying, they could operate independently as original equipment
manufacturers. This process is described by ‘learning-by-supplying’ (Vajkai, 2016) and an

16 Strong, well-established, globally known (by the average customer as well) brands are often called household-
names too in media articles.
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example for the spillover effect. Vajkai (2016) describes that this process is the accumulation
of technological and marketing skills through being a supplier and is in line with the smile curve
concept. This way, suppliers can become innovators and manufacturers of their own products.
However, it is not entirely valid for the competitive fashion industry as I will further argue,
learning of technological and managerial skills is not enough the successfully launch own
products.

While being similar to industrial upgrading, originally the term economic upgrading is
also incorporating the social dimension of workers and define the process by which economic
actors — firms and workers — move from low-value to relatively high-value activities in GVCs
(Gereffi et al., 2005). I suggest that the firm and the workers both benefit from upgrading.
Upgrading needs capital and knowledge input. Their accessibility depends on the type of
governance, capabilities and ambition of the supplier concerned, besides the quality of the
national and regional innovation systems (Blazek, 2016). Next to upgrading, functional
downgrading also often occurs among manufacturers and caused by different causes. Molnar
(2021) highlighted the difference between passive downgrading (when downgrading is forced
by other stakeholders), adaptational downgrading (when the manufacturer purposefully chooses
this way) and strategic downgrading (when the manufacturer changes its strategy with the aim
of growing profit). As an example for downgrading shows: during the regime change, former
state-socialist firms had to give up the design and manufacturing of their own products and
switched to conducting contract work.

The expansion of many labor-intensive industries, just like the garment industry, became
a source of significant employment generation. While through export-oriented industrialization
(EOI) nations can simply join global supply chains with the assembly of final goods or making
specialized outputs and this way, they do not have to build single-nation supply chains from
scratch, it is easy and fast, but not meaningful way. In the garment supply chains, the entry
barriers are considered to be low for most garment factories (Gereffi, 1999a). There was a
growing concern that “economic gains of participating in global supply chains do not
necessarily translate into good jobs or stable employment and, in the worst case, economic
upgrading may be linked to a significant deterioration of labor conditions and other forms of
social downgrading” (Gerefti, 2014: 17). The research interest of upgrading comes from the
recognition that the integration into global value chains is not enough for ‘salvation’ (Molnar,
2021). Even if it brings export growth and generate employment (Sass, 2017), it is not
automatically goes together with growing revenues, moreover, it can be even decreased
(Kaplinsky, 2004). As a conclusion, first, the term industrial upgrading was used, and when the
examination of social impact of GVCs has appeared, scientific literature rather turned to the use
of economic upgrading (Barrientos et al., 2011).

The social upgrading deals with the challenge is that how to improve the position of both
firms and workers within supply chains (Barrientos et al., 2011), however, research on social
upgrading is rather focus on workers, as NGOs are rather engaged in the research of labor
conditions in global supply chains. Barrientos et al. (2011) also mentions the gap between the
economic and social analysis of labor and highlights the disjuncture in the literature between
the firm-focus that treats labor as a factor of manufacturing, while the right-focus, mainly
characterized by NGO research concentrates on the conditions and entitlements of workers.
Social upgrading is often described with the Decent Work Agenda. The Decent Work Agenda
(1999), proposed by International Labour Organization (ILO) has four main pillars:

1) promoting jobs and enterprise,
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2) guaranteeing rights at work,
3) extending social protection, and
4) promoting social dialogue.

The social upgrading within the GVC literature is described by the process of
improvement in the rights and entitlements of workers as actors and enhance the quality of their
employment (Rossi, 2013). It covers better work, which can be the result of economic
upgrading, enhanced working conditions, protection and rights, besides the well-being of
workers. Barrientos et al. (2011) also described the two main components of social upgrading:
measurable components and enabling rights. Measurable standards are the type of employment
(regular or irregular), wage level, social protection and working hours — these are easily
quantifiable and observable. While the other component covers freedom of association, right to
collective bargaining, non-discrimination, voice and empowerment. The authors also
emphasize that while it is often explicitly assumed that economic upgrading leads to social one
as well, empirical data and case studies show different pictures. Employment is often
characterized by less promising outlooks than the economic sense, high flexibility, uncertainty
and precariousness (Plank and Staritz, 2016).

Furthermore, social conditions and work are shaped in global supply chains by
international conventions, local, national legal circumstances, the requirements of lead firms as
well. Buyers and intermediate actors can operate through code of conduct, monitoring activity
and application for certain certifications can apply. These can impact the social upgrading
prospects parallelly and can be in a conflicting nature.

In much of the GVC literature it is an implicit presumption that the economic upgrading
would lead to social gains, however evidence suggests that economic upgrading is often not
accompanied by social upgrading, and it can even worsen social conditions (Lee et al., 2011).
There is a stream in the literature that proposes a trade-off between economic and social
upgrading. It is line with the existing literature as upgrading considered to be a highly uneven
process, as potential of learning and growth does not always materialize and up-and
downgrading can parallelly exist (Blazek, 2016; Ponte and Ewert, 2009). As De Marchi and
Alford (2022), Lee & Gereffi (2015), Milberg and Winkler (2011) and Morris et al. (2014)
have stated there is a tension between policies towards economic upgrading on the one hand,
and social and environmental on the other as improving social and environmental conditions in
GVCs often conflict with economic imperatives.

5.2.  Upgrading in garment manufacturing

One of the most used and cited classification of upgrading within the garment industry has been
introduced by Humphrey & Schmitz (2002), who used the four types of upgrading as the tool
for competitiveness. These are:

1) Process upgrading: transforming inputs into outputs more efficiently by reorganizing
the production system or introducing superior technology;

2) Product upgrading: moving into more sophisticated product lines (which can be defined
in terms of increased unit values);

3) Functional upgrading: acquiring new functions (or abandoning existing functions) to
increase the overall skill content of activities; and
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4) Inter-sectoral (or chain) upgrading: firms of clusters move into new productive
activities.

While products and process upgrading is facilitated by learning from global buyers, they
do not necessarily facilitate the functional one (Schmitz, 2004). Local manufacturers, working
for global buyers while enjoying considerable advantages in certain types of upgrading, can
suffer barriers in others. Local manufacturers learn how to improve their manufacturing
processes in terms of consistency and product quality and increase the speed of response. This
applies particularly for those who are new to global markets (Humphrey and Schmitz, 2002).
One possible explanation is proposed by Keesing & Lall (1992), who stated that new suppliers
are expected to meet requirements, that are formerly not applied to the local market. So, it leads
to a differentiation between capabilities required for the domestic and the export market.

The local market can yield more advantageous cost structures and higher profits due to
cultural, financial and technical weakness of manufacturers in developing countries, so
establishing international brands face many challenges and export contracts operates with
increasingly tighter margins (Pickles et al., 2006).

However, as Tokatli (2007) has noted, it is not clear how lead firms construct barriers to
entry within their competence areas, especially within the garment industry, as contracts
between firms are rather characterized by relational, informal agreements. As Barrientos et al.
(2011) highlights, each type of economic upgrading has different implications for skill
development and jobs that also embodies a capital dimension besides labor: process upgrading
can be achieved by the substituting capital for labor, through automation and thereby the
reduction of skilled or unskilled workforce. Product upgrading needs more skilled jobs, while
functional requires new workforce skills (like finishing, packaging, logistics and transport,
brand marketing and design) and the expansion of firm capabilities. Within chain upgrading, it
also requires an entirely different workforce or innovations.

For researchers, the functional upgrading seems to be the most interesting as it can describe
the position of certain stakeholders along the value chain. The value chain specialization is
often described by Mudambi’s (2008) smile curve economics. Here, the so-called smile curve
represents the value addition, and lately it became even ‘smilier’ that shows that low-value
added manufacturing was even more lagged behind (Sass, 2017).
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As the functional upgrading describes stepping into different activities within the
apparel value chains, Faust (2005) has identified the different activities along the garment

industry,

1.
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that are:

Planning and development of collection

. Design and prototyping of models

. Production design, planning, monitoring
. Manufacture and assembly of garments
. Marketing

. Distribution, logistics

. Point of sale (POS) marketing

. Sales.

However, it summarizes the main activities, the categorization does not reflect to that, who —
which firm — is associated with those activities as they require entirely different kind of
knowledge and expertise. It is not an automatic that all activities are concentrated in one firm.
First, planning and development of collection can be even shared among different experts and
firms within the global apparel value chains. The planning and the development of the
collection, including the models and the design of the production, requires highly different
knowledge and skills. While the design of the garments and the collection needs a creative

mindset,

the other tasks, like design of the patterns, even for several sizes, technical

documentation of the garments’ planned production is not automatically part of fashion design

66



education. The fashion designer creates a drawing on paper, and the modelist/model maker is
the one who designs the actual garment, keeping in mind the requirements of producibility,
while a planning of the production needs a clothing technician.

The economic upgrading in garment production is often described by four stages:

1. Assembly/Cut, Make, and Trim (CMT): in this stage, the manufacturers cut and sew
woven or knitted fabric or knit apparel directly from yarn;

2. Original Equipment Manufacturing (OEM)/Full Package/Free on Board (FOB): then the
manufacturer is responsible for all production activities, including the CMT activities, as
well as finishing. Here, the firm must have upstream logistics capabilities, including
procuring (sourcing and financing) the necessary raw materials, piece goods, and trim
needed for production;

3. Original Design Manufacturing (ODM)/Full Package with Design: in the third stage,
there is a focus on adding design capabilities to the production of garments;

4. Original Brand Manufacturing (OBM): Besides design and manufacturing, the fourth
stage focuses on branding and the sale of own-brand products (Fernandez-Stark et al.,
2011).

In the following, OBM will be discussed in more details, with a special focus on empirical
findings.

Furthermore, managerial or organizational upgrading is also mentioned by Yoruk (2002),
who proposed the replacement of chain upgrading with this type of upgrading. In this case, the
organizational and managerial upgrading is the improvement of efficiency and effectiveness of
production and non-production activities by acquiring new forms of organizational and
managerial methods, such as teamwork, involvement of workers, application of ISO, etc.
(Kaplinsky et al., 2002). That overlaps with former definitions of process upgrading as well.

Kiraly (1998) has introduced an additional, different classification:

e (M /cutting-making/ passive contract work

e CMT/cutting-making-trimming/contract work with equipment
e RTU/ready-to-use/contract work with materials

e RTS/ready-to-sell

e ID/individual design/own collection

e TM/trademark/own brand.

However, being overlapping than former ones, this classification does not clearly indicate how
new functions are acquired. The individual design can also stand as ODM and OBM, however
ready-to-sell exclude own design elements. The trade-mark classification here induces
outsourcing manufacturing as trademark is rather connected to owning the intellectual property
rights over brand elements.

5.3.  Why do current forms of upgrading not apply for the garment industry? The
critic of the upgrading concept
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I have found limitations due to the discussion and examination of upgrading among the
garment industry as existing classifications do not perfectly reflect to the characteristics of how
the garment industry operates. The critic and limitations of upgrading within the garment
industry has been examined by several authors. Nebahat Tokatli (2013) has warned to the
dangers of the fetishizing of the upgrading concept. According to the author, upgrading is rather
limited, diverse and complicated within the garment industry and she has proposed the
measuring of different capacities of profit making and capital accumulation. Tokatli argues that
upgrading is not fully applicable to the garment industry, due to several reasons. First, as the
indiscriminate accumulation of such high value-added activities as design, branding, marketing
and retailing are not able to ’grab’ upgrading among manufacturers. Second, the framework of
"upgrading for whom’ makes it difficult for researchers to incorporate the relationships between
capital and labor. Third, existing research seriously brings up the question of generalizability of
firm-level findings do not apply for different regions, firms and countries. She also proposes
the examination of knowledge, that is the question of financial resources, instead of power that
is widely used in GVC studies. She strengthens her argument around profit and capital as
functional upgrading means the redistribution of competencies and responsibilities but does not
go together with the redistribution of economic gains.

This finding is similar to Szalavetz’s (2017) who emphasized that functional upgrading
had a minimal impact on value capture, however, captive firms gain from upgrading: their case
is that the relative number of gains and its manifestation is different, and their gains are mostly
soft and intangible, belong to competences, linkages and opportunities.

Subcontracted employment was formerly described as paradigmatic by Wills (2009), and
it has serious implications for labor in terms of wages and conditions, employment experience,
and power relations. Challenging the impact of subcontracted employment means that workers
and their organizations have to identify the “real employer” at the top of contracting chains.
Regarding the examination of social upgrading, the ‘subcontracted capitalism’ to such a degree
is difficult and sometimes impossible for workers to even identify their ‘real employers’, let
alone to challenge or put pressure on them (Wills, 2009). This is in line with the untransparency
of manufacturing. Someone’s growth occurs as the loss of someone else, and it is not clear that
the growing population of full-package production sites is good news or bad news for the others
(Schrank, 2004). The upgrading paradox seems to be a zero-sum game. [ have also observe a
fragile balance as certain form of social upgrading, as the raise in the national minimum wage
cause the immediate relocation of certain orders in the Hungarian garment manufacturing into
neighboring countries with a lower minimum wage (Dobos, 2019).

Tokatli has suggested the framework of Coe and his co-authors. They examined a higher
value addition. They define value enhancement as the process of creating value for customers
through a combination of product differentiation, quality improvement, and cost reduction. The
authors claim that value enhancement is playing a critical role regarding to firms who wants to
achieve sustainable competitive advantage. On the other hand, value capture is the process of
retaining some of the value that is created for customers in the form of profits. They have
proposed numerous considerations. First, firms can capture value through a variety of
mechanisms, including pricing strategies, cost reduction, and the development of proprietary
technologies or business processes. Second, they argue that value enhancement and capture are
two essential components of a successful business strategy, and that firms must continually seek
to improve their ability to create and capture value in order to remain competitive in the
marketplace (Coe et al., 2004). Value capture is also defined as the ‘“share of profits upgraded
actors can appropriate, to be used for investments in further expansion, that is, accumulation of
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tangible and intangible capital which improves the competitiveness of the actors in question”
(Szalavetz, 2017: 128). Szalavetz (2017) also highlighted that asymmetrical power relations
within GVCs prevent peripherical actors (fully) reaping the benefits of their upgrading results.
In our case, garment manufacturing firms can be considered to be peripherical actors. Within
the garment industry, I have also seen serious limitations in discussion as within the dynamic
changes of trends and the rise and fall of business models. Value is mostly associated through
the smile curve and the position of the lead firms seems to be stable. Also, pricing strategies,
cost reduction, etc. are rather the tools of lead firms in this case.

5.4.  The foundations of brand-building within the fashion industry

Gereffi (1999b) stated that GVCs propose good prospects for upgrading in terms of
production and that turns subsequently into design, marketing and branding. This is a
consequence of a combination of learning by exporting and organizational succession as it
was seen through the examples of East Asian garment producers.

The discussion of the ’B” in OBM is often neglected in the upgrading related literature

and it is rather limited to the discussion of financial obstacles (like the lack of investment, high
marketing cost, etc.). In the following, I summarize what the literature has concluded on the
base of a successful fashion brand and how it is related and can be translated into the brand-
building of Hungarian firms.
Brands became an integral part of the economy around the beginning of the 1990s, while the
branding of fashion is a relatively new phenomenon. During the 1980s, several global fashion
houses and luxury goods firms have consciously risen, thanks to the strategic brand
management. Branding also served as a weapon against the economic difficulties of the decade
as fashion brands could license their name and/or logos. The 1990s has given a new push for
fashion branding as fast fashion mass market actors have increased and branding became more
important. Power & Hauge (2008) described branding as a combination of tangible and
intangible attributes of a product and as an attempt to strategically ‘personify’ products and to
encapsulate a balance between different economic values: quality, utility, symbolic and cultural
values and further emphasize the role of consumption. There are thousands of brands within the
fashion industry but only a fraction of them is recognized as brands due to their own identity in
the sense that they become part of consumers’ cognitive map, so they recognize them, associate
something with them, value them and finally are willing to pay a premium to be associated with
that brand identity. The authors also declared the dual approach of the literature to marketing
messages: while the role of the firm is emphasized in the creation of good messages (brand
management literature) the misleading and evil attitude is also present and follows a
manipulator-victim dichotomy (e.g. led by author Naomi Klein'’). The brand functions in
several ways:

1) differentiation (from competitors);

2) risk management (taking the focus away from the success of individual products and
placing the emphasis on product-specific values);

3) economies of scale (serve cost efficiency);

4) diversification (into new markets and product groups);

7 Naomi Klein (1970) is a Canadian author, social activist, and filmmaker known for her political analyses, support
of ecofeminism, organized labour, leftism and she is a well-known critic of corporate globalization and capitalism.
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5) organizational flexibility (for masking and facilitation);

6) inter-firm cooperation and alliance (trend towards co-branding) (Power and Hauge,
2008).

As De Voldere et al. (2012) has emphasized, two aspects of the fashion industry has
clearly stand out in the literature: the important role of design and branding as “companies
try to create fashion goods that reflect an identity, or image conveying e.g. prestige,
exclusivity, quality, attitude, lifestyle, etc. and this is recognized by consumers who willing
to pay a premium based on that identity” (De Voldere et al., 2012: 10). The last step on the
ladder of functional upgrading is the highest: being a garment manufacturing company/supplier
can also be an obstacle in terms of the final step of the upgrading process. As suppliers operate
according to the Tayloristic principles, they are far from the ‘aesthetic economy’ and the
‘cultural industries’ (Power and Scott, 2004). In terms of brand-building, Power and Hauge
(2008) has noted that manufacturing companies and their marketing agencies may try to
construct a brand, but the “brand values are increasingly ideas that are more likely to be created
by consumers and user communities. Companies will try to control the message, but the
consumer is always an active participant in crafting the messages brands offer (p. 21-21).

One of the most well-aimed books on the topic is the Fashion Brand Stories, written by
Joseph H. Hancock II (2022). According to the author, branding is an entire (competitive)
business strategy, a whole ideology and identity of a company. It involves everything from
the store’s appearance (sales assistants, interior design of the actual retail store space) to
management, marketing, finance, personal, merchandising, design and business
administration and the items themselves. In terms of fashion brands, it is also important to
create a cumulative image of a product or service that consumers quickly associate with the
particular brand. It also evolves constantly and has changed significantly due to the rise of
social media platforms. It involves designers, manufacturers, strategists, creative directors,
retailers, etc. who create campaigns and give fashion products a unique identity. Fashion
brands are based on symbolic capital, beyond the intangible aspects of a logo or the brand
name.

Strong foundations of successful fashion brands are the following:

- roots and traditions: reinforcing a strong sense of belonging to a certain geographic
location and/or historicism and/or culture (see the concrete example of Coach, Levi’s or
Ralph Lauren for monetizing the American lifestyle);

- being update: the brand has to observe the social surroundings and current conditions
for helpful information on social and trend movements and directions of change to stay
relevant;

- focus on occasions and niche markets (like Vera Wang who became a leading name on
the wedding market)

- own morals and principles (like turning subcultural and radical style and activism into
ready-to-wear fashion as Vivienne Westwood);

- storytelling: advertising, communication, PR and promotion with a coherent message
about the brand;

- celebrity endorsement: that helps to build consumer trust in the brand;

- personal brand: self-promotion (of the designer) and networking

- philanthropic activity;

- cross-sectoral collaborations (Hancock II., 2022).
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Regarding brand building in the Hungarian context, the phenomenon of the so-called
hidden brands is important. As Csipes (2011) claims: it became quite general, that Hungarian
fashion firms choose an English, German or French name and ‘hides’ the person of the
designer, promotes just the brand. “It is also common, that business and economic experts are
behind these brands, and they do not employ designers, they design the collection themselves”
(p- 130). According to Csipes, “we cannot talk about designer brands as they emphasize profit
and mass production. Products of certain manufacturers, brands and distributors are even
similar to each other (...) The penetration of foreign-sounded fashion brand names is such an
Eastern-European specialty. If we live in a closed world for even a shorter or longer period of
time, people are build a fake illusion that means they consider foreign better” (p. 130). He
lists examples as Sherpa, RP and Sandstone outdoor brand, besides kidswear specialist
Kenguru, SaxooLondon and Keyo (Csipes, 2011). One founder of another ‘hidden brand’ has
shared me during a video call in January 2024 that one particular moment guided him to come
up with a foreign brand name and that “something else has to be put after the brand name
too”, referring a fashion capital. When he was walking besides the window of the newly-
opened Keyo Paris shop in Budapest, the window-dressers moaned “how we adore this French
brand”. He was amazed by that as he was aware of the Hungarian origin, personally knowing
the founder.

However, Arpad Papp-Vary marketing specialist has emphasized that this phenomenon
is not exclusively Hungarian and Western-European fashion brands have also started to look
‘foreign’ as local consumers tend to associate local products with lower quality, crappiness and
cheapness. The practice of giving foreign brand names, connected to fashion cities, puts the
brand on a higher level and suggests an international background. Furthermore, a higher price
can also be associated with some higher level of prestige and the country of origin is also
important for customers (Karoly, 2018). These “hidden brands” tend to expand their markets in
Central-Eastern-Europe. Hungarian brands do not intend to break into Western-European
markets as those are more crowded within these segments, the margins are tighter, and the cost
of labor and advertisement is also higher. They do not know well the foreign customer target
groups and are familiar with the mindset of the former Eastern Bloc. Several brands source
products from China for example as Hungarian garment manufacturing firms are not specialized
enough in equipment and plants and cannot fulfill their quantity requirements (Fehérvary et al.,
2021).

According to Péter Gém, founder and CEO of Dorko, the three factors behind their success
are. First, their collaboration with artists - that boosts the visibility of the brand and widens their
audience. Second, the brand’s support of social causes - in the case of Dorko, they supported
visually impaired people, the move was then supported by masses in Hungary and helped to
build the positive image of the brand as well. Third, the brand did not enter into (big)
competition — they try to rather focus on niche markets, they do not try to be the next Nike,
while acknowledged that Hungarian people tend to associate Hungarian products with lower
quality then foreign ones. Gém also pointed out their competitiveness in the local market that
lies on the better knowledge on the Hungarian market then multinationals and can see export
possibilities in smaller, nearer countries, like Slovakia as bigger companies do not usually focus
on them (Bakajannisz and Olah, 2019). Viktéria Tolnai, marketing head of the brand has
contradictory view on the perception of Hungarian products and sees a local origin as a
competitive edge while on foreign markets, Italy still dominates the market in shoes (Hahner,
2018).
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5.5.  Prospects of OBM

Empirics variedly covers rather isolated cases of certain firms’ OBM or whole nations’
ability to upgrade themselves with own garment brands. Mendes and Rees-Roberts (2013) has
examined the case of Brazil. The promotion of Brazilian fashion has started after the emergence
of the country as a global economic power. Back to the 1960s, the Brazilian Textile and Apparel
Industry Association was the main sponsor of Brazilian designers and manufacturers. This
institution has contributed to the professionalization of the sector. Being outside of the fashion
capitals’ oligopol structure, in the case of the South American country, the authors has
emphasized the country’s cotton and denim production and manufacturing capacity as a major
strength, however Brazilian fashion players has suffered from government-imposed taxes on
manufacturing, overpriced labor costs and poor transportation. The emerging Brazil fashion
scene was being eager for European recognition. Brazilian designers used Paris as a stage their
creative innovations was more occupied with the consumer demands of their own affluent
middle class. Mendes and Rees-Roberts has also noted that Western recognition is not intended
to lift global sales, it rather served as a cultural prestige and this value has legitimized local
designers in the eye of the Brazilian public. The authors propose that the Brazilian case also
illustrates an axiomatic understanding of globalization and highlighted that Western
imperialism has been reproduced through its homogenizing effect. It further signals the
complex intercultural exchange between peripheries and center as Brazilian designers are torn
between local heritage and craftsmanship and European traditions.

While China has made a huge progress in manufacturing, regarding product and process
upgrading, the countries’ garment manufacturers have faced difficulties in terms of OBM.
Sanghai enjoys an advantage in brand-name manufacturing as it has a reputation of the most
fashionable city in mainland China. It has the best universities in textile technology and garment
design and the largest population of the middle class. While manufacturers in Shanghai were
once successful in OBM for the domestic market before the 1990s, the decline of OBM can be
explained by discouraging local policy (firms could hardly get any subsidies, tax or rental
rebates from municipalities or loan from the bank), state-owned firms (as they tend to be not
totally market-oriented and manager positions are not really connected to their achievements,
taking less risk and making less mistakes) and unfavorable market environment (as local
customers prefer international brands) (Song, 2011).

Regarding Hong Kong’s design scene, there are two, complex, simultaneous cultural
contexts: the emerging local culture and the international culture of globalization and global
products that still dominantly Western. Creatives often face the reinforcement of externally
devised cultural stereotypes. The moving from ODM to OBM served as a self-construction for
Hong Kong as well and offered new potential for change, however, overarching style and image
of local firms and designers were rather Western or global, design hybridity or used the form of
self-exoticization (Clark, 2009).

Only a few examples are known for being not so dependent on asymmetric relationships
and that a garment manufacturing firm can access new export markets using OBM. One case is
a Slovak firm, specialized in men’s coats and jackets. It has started as a joint venture between
two former managers of a state-owned local textile and clothing enterprise that closed later, and
a Dutch brand manufacturer. At the beginning of the 1990s, this firm has done OPT - as cutting
and sewing was done in Slovakia - for the Dutch partner who supplied all inputs from Western
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Europe and exported the products to the Netherlands. Around the 2000s, the firm has developed
its own design capacity and increased its labor force as they wanted to overcome the increasing
cost pressures. At that time, the firm has exported the one third of its products to the
Netherlands, while the other two third went to other EU markets, mainly Italy and Germany,
through local agents (Smith, 2003). As Smith explained, the Slovak firm has used its initial
network, established by the Dutch partner and this partner let the plant loose. That allowed them
to pursuit design capacities, alternative markets and different topologies of actor networks.

Individual firms can have some space for autonomous action and can exploit the fragility
of the power relations despite all the structural requirements, imposed by lead firms. Upgrading
from full-package to brand-name manufacturing and retailing is an atypical case, however, the
examination of the factors of success'® serves an important lesson. As Tokatli and Kizilgiin
(2004) had discussed the exceptional story of the Mavi Jeans brand founded in 1991 by Turkish
Erak Clothing.

Based on the paper, the elements of successful functional upgrading into OBM are the
following:

- the manufacturing base served as a good starting point as the firm became familiar with
the products and have the production background;

- strategic intent: described as the purposeful management decisions for upgrading and
that grabs the opportunities and sees market niches and by learning by real rents in
clothing are in design, marketing, branding and retailing;

- specialization: Erak gained an expertise in the manufacturing of jeans as the firm is
working for a small group of high-status buyers with an exclusive concentration on jeans
—> that led to product and process upgrading (unintentional leakage of the flow of
knowledge);

- discovery of a market niche:

a) in case of Mavi Jeans, these were the alternative between cheap quality and designer
jeans (that sells for $150-200) as the $60-70 price range was untapped
b) they sold a larger size range domestically (no one did that before them);

- investment: Erak has accumulated enough capital and conducted strategic investment in
technology development and sales and marketing channels. The source of its capital was
the ‘slightly imperfect’*® products: some lead firms do not buy those items while others
are selling them in (their) outlet stores. In case of non-purchasement, the manufacturer
can sell these ‘export excess’ products and can create a profitable side business.

- existence of local suppliers: Maci could rely on denim by Ordenim and Timay firm that
provided metal buttons and sew-on snaps;

- the branding element of the origin: as Turkish consumers were not openly told that
Levis’s, Mustang and Lee Cooper jeans were produced in Turkey and Turkish
manufacturers labelled their products with foreign-sounding names as if they were
imported, Mavi (that means blue in Turkish) were deliberately chosen and distinguished
itself from its competitors;

18 As the paper describes, Mavi Jeans were sold at more than 3000 sales points, included many well-known
department stores such as Nordstrom, Macy’s and Bloomingdales and owned five own stores in Vancouver, New
York, Frankfurt, Berlin and Montreal at the time of the research.

19 As a rule of thumb, lead firms send (or require) +10% from the raw materials, so in case of raw material or
manufacturing mistakes, they can still receive the original quantity of the ordered products. If the seamstresses are
skillfull, they can produce +10% from the products.
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- design component: design of the jeans was provided by a Fiorucci®® - so a foreign -
design team

- branching out commercial and financial activities additionally (such as retail and
consumer financing) as real rents can be collected there;

- ‘buyer manufacturer’ role: imported items, such as raincoats, down jackets, hats, bags,
sandals and slippers, etc. from India, Vietnam and Hong-Kong as this move was more
cost-effective than subcontracting it to Turkish companies;

- successful advertising campaigns:

a) locally the Mavi Jeans monetized its popularity in foreign markets and its Turkish
origin, and

b) in foreign markets they hired well-known Western consultants and advertising
agencies.

- stepping into more exclusive, higher-fashion, higher-prestige, higher-price markets as
value added and return per unit is higher (Mavi AMERIKA).

In the case of Mavi Jeans, the Erak firm has moved up on the ladder (Tokatli and Kizilgiin,
2004).

Another Turkish example for successful OBM is Sarar. The company has been a
manufacturing contractor of the German Hugo Boss. Then Sarar had withdrawn from their
partnership in 1998 after a denied price increase. They have established its own brand of men’s
suits that are sold abroad (Germany and the USA) as well. According to the single case study
conducted by Tokatli (2007), inter-firm learning can create opportunities for suppliers to move
into OBM. As the author examined factors behind this successful OBM, she listed:

- strategic intent of breaking up from subcontracting and managerial competence;

- national origin of the lead firm, as there are no sweatshops in Germany (so they tend to
outsource manufacturing abroad), and German firms are more likely to establish long-
standing business relationships and offering trainings, Hugo Boss tend to enjoy a
reputation of preferring close relationships with suppliers and long-term technological
and organizational cooperation; Sarar could learn how to combine skilled craftsmanship
with the latest technology for serving the market demands better;

- broader institutional and market settings that offers firm capital accumulation, such as:

o currency substitution, beneficial exchange rates;
beneficial government incentives;
utilization of remarkable short-term capital financing (‘hot money’ investments),
unofficial trade between Russia and Turkey, and
privatization, as Sarar could purchase a printing and dying facility on a ‘fire sale’
price, furthermore, the ownership gave the firm a confidence boost as well,
o custom union (since 1996 for Turkey) with the European Community.

@)
@)
@)
@)

Knowledge exchange/reciprocal learning has happened as after the withdrawal of the
business relationship, Hugo Boss could establish an own manufacturing facility as due to their
close connection with Sarar, the German lead firms became familiar with the Turkish business
environment. As Tokatli has emphasized, as contract work is a low margin position,
particularities of the country can explain OBM success, however only Sarar could successfully
inter into OBM from the Turkish suppliers of Hugo Boss. Based on the findings, however
admitting the priorities of learning from the lead firm, neither firm-specific factors, nor local or

20 Fiorucci is an Italian fashion label founded by Elio Fiorucci in 1967, mostly known for its jeans.
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global dynamics do not automatically bring beneficial or detrimental consequences to firms.
Furthermore, the recognition of the complex positionality and changing (bargaining) power is
crucial. The author also concludes that the perseverance of power relationships should not be
taken for granted and pointed to the importance of barriers to learning and corporate culture.

Italian brand, Patrizia Pepe is also a successful case for OBM that was established by the
medium-sized Tessilform (founded in 1970 in Prato) in 1993. The firm produces quality
garments, footwear and accessories. The case is praised for its positive financial performance,
achieved through a unique proactive and reactive approach to innovation and its dynamic
business model that has a flexible and integrated system and collaborative experimentation and
direct relationships with clients, retailers and distributors (Signori and Guercini, 2019). First,
the firm was acting as a subcontracting manufacturer and has distributed unbranded products
to wholesalers. As the authors describe, the brand offers a wide range of products and has
created a clear brand identity and incorporated ‘pronto moda’* in its evolutionary stage. The
firm achieved a 90% sell-out ratio due to the business model. It outsources 80% of production
to local partners, integrated suppliers in Prato. The company only kept cutting operations that
is critical for product success. The brand offers main collections, “flash collections” and
approximately 20 weekly mini collections as well. As Guercini (2001) added, the firm has made
massive commitment of all the firm’s resources, and they did not proceed with other projects.
Furthermore, these subcontractors have springed upon Prato during the 1990s and many were
Chinese-run small firms. The cutting stage is crucial as it has a high level of technical content
due to CAD/CAM processes that are capital-intensive and reduce the risk of human error. The
“increase of sales was parallelled by an increase in outsourcing of both manufacturing and
services” (p. 76). As the above example illustrates, Patrizia Pepe became a lead firm itself and
has kept high-value added processes while exploiting the local fast fashion ecosystem’s low
labor costs during manufacturing. However, it is not directly indicated, it can be assumed that
Tessilform would not have been able to successfully operate Patrizia Pepe if they have
conducted manufacturing themselves.

The company and brand Bahama can be considered as a Hungarian success story for
OBM. Méria Bartos, founder of Bahama started as an artisan, specialized in making bras during
her maternity leave in 1975. Later, her family firm gave job to 400 people. In 1995, they
conducted contract work in 70% of their operation for two major German buyers, from October
to March. She has favored OEM over simply assembly work and intentionally chose to end
business relationship with ‘nice buyers’. The company became involved in contract work in
1990 for the German Rield brand and manufacture 130 000 pieces of fashionable swimwear a
year and further 100 000 for another German brand, Barnert. She admitted that contract work
is required to provide stabile income for the company (Hunyor, 1995a). Martos has emphasized
the ad-hoc nature of the local market over the safety of French and Dutch orders and the
promising business relationships in Mallorca and the USA. Furthermore, the company could
enter the market with its own design. After monotone contract work, their buyers trusted the
company with additional design as well, after they have proved proper quality. She highlights
the risk of technological underdevelopment in contract work. Bahama could apply for beneficial
loans for the investment of latest machinery. Improvement in productivity is considered to be a
must, due to ‘staying on the level’, improvement and for handling inflation. As the founder
concludes: contract work is moving in an Eastern direction. However, Romanian and Russian
suppliers are not capable of producing the same quality, they offer lower labor costs. Bartos

21 Pronto moda is the Italian term for fast fashion.
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saw ‘standing on your feet’ as the only long-time strategy as contract work offers no profit: “if
a buyer pays 20 pfenning for a piece of item, one third is labor costs, another third is tax. The
third left would be the profit, but it goes away for utility and operation costs” (p. 45). She further
added that salaries are higher than in state-owned enterprises, however requirements are higher
as well. The company has reduced the percentage of contract work and sales of own brand
products are now higher (K. Csémi, 2019). Csémi also noted that Bahama exports raw material
mainly from Italy and Spain and the brand’s main market is the former Soviet Union, countries
such as Ukraine, Kazakhstan and Russia from 20 years with 60 retailers and wholesalers.
However local sale is also significant: the brand owns two flagship stores, a webstore and works
together with 150 retailers in the Hungarian market. They are also present in the German,
Belgian and Austrian market and working on Western-European expansion lately. In 2019, the
company employed 130 people in 3 plants and produced around 100 000 own designed and
branded swimwear besides 50 000 lingerie for Suisse contract work. The collection for 2020
consisted of 110 different items, mainly from recycled fibers. The brand offers products for plus
size women in a wide price range. As current CEO of the company, daughter of the founder,
Hajnalka Strobli has emphasized, the 2008 crisis and the growing presence of multinationals
provided difficulties for them (ibid.)

The willingness of breaking out from dependent, low-profit contract work relationships
were present from the beginning in the case of Bahama that overlaps with entrepreneurship.
While the womenswear market is highly competitive, Bahama operates in a market niche: the
field of swimwear that requires more specialized skills and technology and they even rather
offer plus size items, that is told to be an underserved, however significant market (Raket
Research, 2023). Their specialization is in line with Tokatli’s (2007) findings that product
categories matter in terms of upgrading. The above examples also point out the importance of
core-(semi-)periphery relationships, that will be further discussed in the following sub-chapter
as well.

5.6. Locality: The knowledge and cultural aspect of upgrading

Knowledge flows through the chain and enable upgrading, however power relations can
also inhibit upgrading and limits this flow (Humphrey and Schmitz, 2002).

Upgrading in general is strongly related to learning and competence accumulation
(Szalavetz, 2017: 131) and entrepreneurship that is a proactive behavior in order to gain
additional mandates (Birkinshaw, 2000). The strategic intent - that can be considered to be an
overlapping concept with entrepreneurship - is also emphasized by Tokatli (2007), as a garment
manufacturing firm can learn as much as they can during a full-package manufacturing
experience, even if this knowledge was purposefully shared or unintentionally leaked. This
intent — and accumulated knowledge — can move manufacturing firms up in the ladder to design,
branding and retailing.

While the different forms and levels of upgrading is rather examined through the
economic angle, I suggest including a knowledge and a cultural aspect that further explain how
the fashion industry operates on a global scale and what are the opportunities to succeed therein.
While knowledge and culture are also related to each other and effected by economic aspects,
in the following, I summarize and examine the most important elements of these two additional
aspects. These cannot be simply explained by material elements, like the ability to finance of
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the participation in the most important trade shows with the purpose of networking and
presenting the firm’s product for retail purposes.

It is stated, that the fashion industry is a knowledge based industry?, with knowledge
relating to design, high quality production, marketing and sales: these factors provide a
competitive advantage (De Voldere et al., 2012). In the following, I examine why Hungary — as
an example for Europe’s semi-periphery — and especially, manufacturing companies have only
limited access to knowledge that is crucial to achieve success not just for the international
market but upgrading as well.

Fashion is a global phenomenon and industry in a sense that information about fashion
trends is easy to find, but fashion also gets a local interpretation in terms of consumer markets.
Aspers calls it a contextual knowledge.

“The knowledge needed to design sellable fashion garments in a consumer market can be
divided into two forms. The first is embodied, and or tacit knowledge: sewing, draping
and the like, as well as knowledge of how to run a business. Garment manufacturers can,
obviously, learn about production techniques and business skills. The second form is
contextual knowledge. Knowing what kind of design will be in vogue is not easy for any
actor in this industry and involves quite a bit of gambling. There are no standards to
predict whether the product will sell in the market; only the market can tell. It is, put
differently, more difficult to learn and transfer knowledge about designing successfully
in the garment industry, which is characterized by status orders” (Aspers, 2010: 203).

Knowledge on fashion trends is crucial in terms of market success. Fashion designers and
brands usually rely on following trends. If they do not necessarily set those trends, offering
products, following the current, popular fashion trends are an opportunity for gaining success
and recognition on the market. However, the knowledge on trends comes with an entry barrier
(where to find the most important trend reports) and an entry cost (the price of the trend report
subscription or service, or consultancy). Traditionally, trend forecasting was done by trend
forecaster experts with an extensive knowledge on arts, sport, culture, economic, social
advancement, and movements besides technology developments. Then these experts turn these
inputs into trend reports. These serve as a source of inspiration, regarding the future garment
design. Then, fashion designers and brands buy those reports and use them as a guide for design
for the future zeitgeist. Next to the traditional trend forecasting agencies®?, currently, big data
companies* can also provide forecasts/predictions on patterns, trends and consumer
preferences. The most important elements of trends are patterns, design details (like fabric type
and shape of clothing) and colors®. Colors were proved to be especially important in terms of
retail success. We can assume that any company — with the financial resources — can subscribe
for these services. However, relying on big data trend forecasting does not automatically bring
success. These tools do not understand important cultural factors that influence fashion trends
and lack original, creative thinking. The aesthetic perspectives cannot predict consumers’ desire

22 The knowledge based economy or knowledge economy is an economic system in which the production of goods
and services is based principally on knowledge-intensive activities that contribute to advancement in technical and
scientific innovation, over natural resources or physical input. Key elements of value are human capital and
intellectual property as a source of innovation.

2 For example WGSN and Trend Union.

24 Such as Heuritech, EDITED, Nextail Labs and TrendAnalytics.

25 The most famous colour forecasting entity is Pantone.
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for novelty, innovative and exciting details and out-of-the-box designs as these are shaped by
unpredictable and complex factors (DuBreuil and Lu, 2020). The authors’ findings further
underpin the importance of Aspers’ contextual knowledge concept. While the importance of
trends enjoys consensus among industry experts and scholars, others have argued their ultimate
determinant nature in terms of market (and financial) success. Christopher et al. (2004) has
stated that demand for fashion cannot be forecasted as fashion markets are complex, open
systems that frequently demonstrate high levels of chaos. They suggest that products should be
created, manufactured and delivered based on ‘real-time’ demand.

While formerly I have discussed the economic aspect of upgrading and its characteristics
in the garment sector, I state that knowledge (on fashion and design) and the cultural aspect are
just as important as the economic one. Getting fashion knowledge is considered to be difficult
across space and time (Weller, 2007). Weller has examined fashion as a viscous knowledge and
its role in shaping transnational garment production. The fashion knowledge is summarized by
the author as an aesthetic knowledge that changes constantly and is unstable and embedded in
place- and institution-based social networks. It is also an expert knowledge and gravitates to
central places, like Paris, London, Milan, and New York. The rest of the world is subordinate
in both stylistic and temporal terms, due to its hierarchy of geography. Lead firms have a
knowledge asset, that is bounded by their brand identities. This captured knowledge has an
economic value as material objects have semiotic content and are embedded in the design
qualities of the garments. This knowledge can also stimulate consumption by its capacity to
elicit emotional responses. The profit can be increased by reducing production costs, usually by
the strategy of location that could manipulate factory prices. Garment manufacturers cannot
monetize their ability to see the latest fashion due to a time factor. As upstream input consists
of dyes, fabrics and accessories, it starts long before the actual design hits manufacturing. As
the plan of production and manufacturing happens a year in advance, “garment manufacturers
that require such large volumes of inputs cannot simply purchase »off the shelf« as the need
arises and cannot follow the fashion mood in a quick-response model of operation. Given their
pre-season input requirements, fashion predictions are crucially important” (Weller, 2007: 59).

“Factory designers do not lack the skills, or practical — often tacit — knowledge to design:
What they lack is the knowledge of what will succeed in the market” (Aspers, 2010: 198). The
task of a skilled fashion designer is not just the proper reaction to fashion trends, but to
anticipate and shape consumers trends. Innovative designs are the outcomes of interactions that
synthetize knowledge, so as to produce emergent designs and effects. In the case of design, this
knowledge on the market is crucial, as innovation involves much more than novelty. It is also
about putting new ideas and concepts into commercial practice (Sunley et al., 2008).

While a deep examination of fashion education is not part of this thesis, it is worth to
describe the main tendencies within it for a more complete picture. Since knowledge, and access
to information are connected to formal an informal education, and as I have formerly argued
the role of knowledge in upgrading. First of all, being a fashion designer became trendy and
hyped, that is a general phenomenon in not just developed countries. That is also called the
‘Project Runway effect’: thousands of kids went to design school during the past period
(Fashionista, 2014).2® Though fashion schools produce thousands of design graduates every
year, the majority of them fail to launch their own labels or find jobs as designers at fashion

26 In Hungary, the Moholy-Nagy University of Art and Design, Budapest Metropolitan University, and University
of Pécs offer fashion design education (BA & MA) besides private institutes like KREA Contemporary Art School,
Mod’Art International Budapest and vocational training schools, like Andras Jelky vocational high school, etc.
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houses?” (Corner, 2014). Second, there is a gap between fashion education and what the industry
needs from designers. As fashion education is related to art institutes, practical, industry
knowledge is often missing from graduates. The ‘business side of things’ is highly
underestimated, so this way, fashion designers graduates are with full of ideas but come with a
serious lack of business skills (Cochrane, 2023). Hancock (2022) further states the misguided
fashion education system, that falsely prepares young designers for celebrity success and lacks
the role of fashion branding that is more needed than ever to address challenges. Li Edelkoort,
one of the most influential trend forecasters has declared the crisis of fashion in 2015 and listed
education as one of the most important reasons behind it:

“(...)we still educate our young people to become catwalk designers; unique individuals,
whereas this society is now about exchange and the new economy and working together
in teams and groups, which happens in every other discipline, yet not in fashion. Fashion
education should be, amongst other things, the industrial design of fashion; fashion as
highly industrial design. It's meant to be serial, meant to be all the same; proud to be all
the same. People like to be the same because you like to be part of a tribe and then your
hair, your tattoo is going to say who you are and no longer your clothes. Fashion is insular
and is placing itself outside society, which is a very dangerous step. So, the education
needs to be reviewed. Then there is a problem with textile; people don't know anything
any more about textiles. Providing textiles becomes impossible. So we are speaking here
of endangered species (...)” (Fairs, 2015).

Geography and (cultural) determination play an important role in the fashion industry as
clothing brands are connected and associated with certain countries and cities. That
determination also directs power relationships within the industry. Godart (2014) has described
the ‘oligarchic’ structure of fashion, emphasizing the fashion industry’s extensive geography
and power angle. The author detailed the relative undisturbed dominance of the so-called 'Big
Four’ (London, Paris, Milan and New York), referring to the oligarchic structure of how that
industry operates. The author states that even if manufacturing is global through the dominant
offshoring strategy, these fashion capitals still hold power and creativity through design
headquarters, even if this oligarchic system became challenged by several initiatives around the
world (Godart, 2014). The author also examined the factors behind the cities’ ability to emerge
as global fashion capitals. First, the source of power in the case of the fashion industry is rather
associated with the location of decision-making centers. In the case of Paris, the significance of
fashion — and especially haute couture — was well understood and instrumentalized by French
leaders (the role of Jack Lang, former minister of culture under President Francois Mitterrand
from 1981 to 1986 and again from 1988 to 1993) and the vitality of the industry was echoed
and amplified by appropriate public policies. Paris is not just connected to an influential fashion
week that is extensively covered by the global mass media but is the home of the two biggest
luxury conglomerates, LVMH Moét Hennessy Louis Vuitton and Kering Group whose success
relies on acquisitions of foreign brands and brain-drain of other talents to Paris and Premiére
Vision, one of the leading trade fairs within the textile industry. According to the author, Paris
has benefitted from path-dependency: as it was successful in the past, it can be successful in the
present as well. Before the Second World War, only Paris and London were fashion capitals,

27 Opportunities and livelihoods of (young) fashion designers are further examined in details, for example by
authors Angela McRobbie and Giulia Mensitieri.
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then New York emerged, partly due to the relative decline of the former ones and the clothing
and fabrics restrictions imposed in Europe during the war. The reconstruction was also difficult
and has left these sectors as low priority there. New York mostly relied on sportswear and ready-
to-wear and its successful emergence not only lied on the external shocks of Paris and London
but some beneficial internal dynamics as well. One of the most important internal factors was
the emergence of a group of American consumers who readily reoriented their purchases
towards American designers and the professional association of the Council of Fashion
Designers of America who regulated the operation of the American fashion industry. In terms
of Milan, - after the city could emerge from the rivalry between Rome and Florence as the
Italian capital of fashion — the city has secured its place among fashion capitals during the late
1970s, early 1980s, both as place of production and creation as well. The path-dependency also
plays an important role in the emergence of Milan as traditionally, fashion was important in the
reconstruction of Italy’s economy after the war. Another factor of the Italian success was the
appreciation of the American market as US consumers have seen French fashion as imperialistic
and Italian brands were easy to wear and carried know-how. This oligarchic structure — however
it was and is constantly challenged worldwide with different actors and places and other realms,
such as finance and international relations — that have emerged in the second half of the
twentieth century is still dominant (Godart, 2014).

Sunley et al. (2008) has also emphasized some agglomerations’ — like London, Milan and
New York — importance as innovation leaders in cultural industries.

In the following, I have summarized the factors behind the emergence of fashion capitals,
discussed by Godart (2014):

- path-dependency (they can rely on traditions),

- national influence of a certain city,

- organization of influential fashion weeks, covered by press,

- existence and operation of talented fashion designers,

- existence and active operation of industry stakeholder initiatives/institutions,

- political willingness and support (supportive policies in favor of the sector),

- existence (and lobby power) of manufacturing (not exclusively) and
collaboration/(coalition with the creative scene (fashion designers and brands), and

- market interest and power in purchase (internal and/or foreign).

The high place dependency of fashion is further emphasized by Power and Hague (2008) as the
industry is highly aware of the effect of status spaces on brands and they also go to considerable
lengths to place or connect their products to certain places. Lately, the position of London as a
fashion capital is considered to be under threat, as several designers reportedly facing serious
financial difficulties due to the cost of living crisis, the negative consequences of Brexit (as
working with European manufacturers and exporting to European stores much harder and more
expensive) and the risk-averse buying approach from retailers (Cochrane, 2023). The
outsourcing of manufacturing did not change the position and power of the fashion capitals.
While it can happen, that a fashion brand emerges on the global scene not from a fashion capital,
these findings can be understood that way, that brand building is also connected to fashion
capitals as people associate certain values with these cities. While being scientifically an
unsupported statement, Budapest (besides Bucharest as well) was repeatedly described in press
articles as ‘the Paris of the East’ with significant textile and garment industries in the past, we
cannot stick to path-dependency in this case.
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Regarding locality, Hausmann and Rodrik (2003) have introduced the term self-discovery
for economic development. The term refers to the knowledge involvement of the local success
rate of the type of an investment project, and the discovery of what can be produced there on a
low cost. Within this context, local can be a country, a region, or a city, and this comes with a
great social value. Self-discovery is the emergent pattern of knowledge about the likelihood of
success, given the local skill endowment.

Being similar in concept to self-discovery, but with a high focus on fashion design, Aspers
(2010) has examined the limitations of manufacturers with design and the block in upgrading
through design. The author suggests that buyers and retailers can incorporate design inputs from
manufacturers if it fits with their saleability, but they do not acknowledge them. Designers,
employed by factories, gain their knowledge by buyers’ guidance. While gradually
manufacturing firms learn from contract work and gain knowledge on what a specific buyer
wants, it does not lead to a more general knowledge on the market or the industry. While factory
designers can be requested to design fashion lines for a certain customer, country type and
market niche, it is not enough to replace designers in the lead firms’ headquarters. As lead firms
can work together with hundreds of suppliers, they are only provided a small amount of
information on the collection and the (fashion) market. “The experience from being a consumer
in a foreign country is, of course, hard to learn” (Aspers, 2010: 198). The author also
emphasizes the importance of nationality in terms of “being a designer: “no buyers or designers
are from production countries, even though the heads of retailers’ buying offices, who are less
involved in the aesthetic side of fashion production, may indeed be local people” (p. 200). As a
conclusion, designers are disqualified to design for foreign markets as they do now have the
same knowledge on fashion and (Western) markets and customers. Consequently,
manufacturing firms are unable to upgrade through design. Even if manufacturers would hire
designers from a destination market, they would face the difficulties in brand building.

Lack of understanding of the foreign markets was also emphasized by Sara Bienerth,
former sales director of USE Unused fashion brand: “while local designers are talented, they
suffer from a multiple lagging from their Western competitors. They do not have relevant
experience, they are looking at their consumer target only with spy-glasses and furthermore,
they do not have the competencies on how to build an international fashion brand, press and
business relations” (Batta and Szandrocha, 2015: 40-41). Their opportunities are further
declined by the fact that “the region is not a quoted design center, the region does not have
special [design] characteristics, so this way, design businesses, starting from here are in a
disadvantage, compared to Italian, French, English or Scandinavian rivals” — told Péter
Sziirszabod, brand manager of DORA ABODI. In the traditional fashion capitals, fashion
incubation, and support of brand building is very strong, and Hungary also lacks proper retail
(ibid, p. 41).

A further option for manufacturers’ brands if they target their home markets, probably
similar neighboring countries or even less advanced markets with their products. Furthermore,
those markets are smaller economically and customers have also limitations in disposable
income. Targeting home economies can come with less competition but it also has its limitation.
However, it carries a certain prestige to succeed on the (highly competitive) Western markets,
as the Brazilian case has showed above.

Another option for succeeding in the global fashion industry from a fashion brand that are
not from the core countries/fashion capitals is jumping on the fashion industry’s and global
fashion press’ cyclical attention. From time to time, the fashion industry turns its attention to a
specific location and/or period to feed its hunger for newness. From 2016 to around 2018, the
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Western popular culture has turned to the aesthetic of the former Eastern Bloc and fetishized it:
“in the eyes of the West, now the former Eastern Bloc seems something far, exotic and
dangerous place, and as a consequence, culturally exciting and authentic things are born there”
(Sido, 2018). As Sido argues, Eastern Europe was never so exotic as other cultures, due to its
cultural and geographical proximity. We rather belong to a kind of ‘grey zone’ and our otherness
is sometimes stronger, sometimes fades, due to several factors. This change is moved by
international politics: Western popular culture and press has turned its attention to East when
the 2014 Ukrainian war has started and examined and started to adore the local party (rave and
techno as rebellion) youth subcultures. Currently, the Western popular opinion sees Eastern
Europe exclusively as something dark, authoritarian, weird place, where illiberalism is
blooming and the achievement of the political progress are aggressively attacked and recently,
the threat of war has also appeared. In terms of fashion products, mostly an ‘ugly aesthetic’ -
that seems comic from here - teenagers’ joggers from the post-soviet housing estates were
adored. However, multinational sportwear brands, like Adidas and Fila has imitated the style
with their products (ibid.). While the press interest has scanned the region for years, only a few
designers from this region could sustain this interest (e.g Demna Gvasalia?® and Gosha
Rubchinskiy®) and could earn a position in the global fashion world. None of them are
Hungarian. This aesthetic was promoted by the Hungarian brand, OST Konzept, founded in
2017, however, their position remained marginal. The brand announced that they are taking a
break in 2024.

5.7.  Upgrading experiences from the CEE garment industry

One of the first empirical study of how economic upgrading led to social upgrading is
conducted by Ariana Rossi on the garment industry of Morocco. It stated that process
upgrading, viewed as a more effective organization of production can deliver measurable
standards. It led to the reduction of excessive overtime, improved working conditions and
regulated contracts. Furthermore, product upgrading brings new skills for regular workers
through the production of more sophisticated products and access to trainings. However, the
author concluded that while economic upgrading can lead to social upgrading, the practice
shows mixed outcomes. That is due to the fact that the functional upgrading leads to social
upgrading and downgrading simultaneously for different workers, as regular and irregular
workers enjoy different level of protection and prospects. Irregular workers are facing a greater
pressure on flexibility, reactivity to the market demands and speed of delivery. Rossi’s
explanation is that it is caused by the contradictory commercial requirements (dramatically
short lead times, small quantities, high reactivity to the market demands, and changes in orders
paired with high quality and low cost) of the global buyers and the fast fashion model (Rossi,
2013).

Bernhardt (2013) has examined the correlation between economic and the social
dimension of manufacturing. The author noted that economic upgrading does not automatically
translate into, but seems to be conducive to, social upgrading. As a conclusion, the author has
raised that while economic upgrading has been widespread among the countries in the sample

28 Demna Gvasalia (1981 - ) Georgian fashion designer, creative director of French Balenciaga and co-founder of
the Vetements brand.

29 Gosha Rubchinskiy (1984 - ) Russian fashion designer and photographer and the founder of his eponymous
brand (TOLLIA PYBUMHCKUIT).
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of African, Asian and Central American, Caribbean countries, involved in garment
manufacturing, social upgrading has been more difficult to achieve. Conversely, while
downgrading also occurred in the economic sphere, it has been far more common in the social
realm.

Gereftfi & Lee (2016) have emphasized the importance of governance matters in terms of
economic and social upgrading. The authors have identified six potential paths for social
upgrading: the first is the market-driven path, where the market demand for goods produced
with high social standards. We can call it sustainable and/or ethical consumption. The second
is the CSR-driven path, when the firms improve and are committed to the treatment of the
workers explicitly. The third is the multi-stakeholder path and is based on the cooperation of
multiple stakeholders (including governmental and non-governmental actors as well). The
fourth option is the labor-centered path. In this case, the role of workers and labor unions are
emphasized. The fifth path is the cluster-driven path. According to my opinion, it is not relevant
in our case, as industry clusters are not common® in the Hungarian garment manufacturing.
The sixth path is the public governance. The authors argue that public governance can make
the most impact in terms of labor conditions through effective regulation and enforcement.
However, the authors have accepted the weakness of every path, they also concluded that these
paths are not mutually exclusive and social upgrading is typically achieved through the
engagement of multiple actors. However, these six paths can work in theoretically while serving
‘best practices’ cases, 1 doubt their overall effectiveness in the reality of the fashion industry,
due to several reasons.

First, I doubt that the market can drive effective changes regarding working conditions.
While the interest in sustainable fashion consumption is ‘on the rise’, there is lack of
quantitative data (Hirji, 2023) that would strengthen this claim. It is not known that people are
actually turning their values into purchase (Busalim et al., 2022) and people are reportedly less
engaged in human and labor rights issues that for example, they care more about animal abuse
(Indvik, 2021). Second, firm-based policies and regulation within the fashion industry that is
driven by multi-stakeholder initiatives are not effective in terms, related to their voluntary
nature (Dobos and Eltetd, 2022).

The garment industry has seen successful examples for economic upgrading in East Asian
nations. In the case of Taiwan, the segment is a world leader at the frontier of fiber and new
material development and specialized in technology-intensive activities. The drivers of these
developments included a) the role of industrial policy, b) initial assistance from the USA, c)
generous export-orientated, investment-friendly incentives, and d) regulatory pressures
imposed in global markets. Taiwan has successfully restructured and reached the innovation-
driven phase of the industry by the late 1980s, while relocating/outsourcing labor-intensive
activities to China and Southeast Asia. Although the industry’s employment and exports have
fallen since the 1980s, the successful evolution of firms into high value-added and upstream
activities continues to maintain the industry’s dynamism in Taiwan (Chen Chiu, 2009).

That has been formerly observed that upgrading is not automatically given, it depends on
several factors within the garment industry. Foreign-direct investment (FDI) by Daewoo was
observed as an exceptional factor behind the success of Desh Garments, a Bangladesh-based

30 There are two clusters engaged in the garment and textile industry: The former Pannon Textile Cluster (PanTex)
and the South Great Plain Regional Textile Industry Cluster. Clusters are existing in Hungarian garment
manufacturing, but their force/activity has not been researched /reported and their role is not significant within the
local sphere.
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garment manufacturer, as the parties have established a collaboration. It involved capacity
building, Daewoo has offered trainings for workers and managers, transferred skills and Desh
has built trust as a supplier (Calabrese and Balchin, 2022). As FDI is rather a rare example
among the Hungarian garment manufacturing sector and the paper has shown one successful
example, we cannot generalize its findings.

While other factors are not excluded, chain governance in GVCs are playing an important
role in terms of upgrading opportunities for firms, engaged in GVCs. Upgrading effect is not
automatic in GVCs as it requires continuous investment in people, organization and equipment
by the manufacturer itself as buyers do not provide support for this (Schmitz, 2006). However,
obstacles like buyer resistance (buyer power) and resource requirements (investment) are
observed, product and process upgrading are rather possible and can be fast, functional is
questioned and even blocked in the garment industry. There is more evidence on reaching the
ODM stage, than OBM.

The comparison of London’s garment industry seems to be an interesting case. The
current fashion capital’s sector has gone through a deindustrialization and has suffered from
competitive pressures and discursive shifts of public policies. Within London’s garment
manufacturers, only a minority of firms has succeeded in terms of upgrading. Evans and Smith
(2006) had identified five main forms among garment manufacturers:

1) developing new functions in the supply chain, in the form of ceasing manufacturing
completely and involved in import-export activity, and/or wholesale of clothing items;

2) short-run, higher-value, quick-response CMT as repositioning in relation to specific
market niches; this path does not let the firms to go beyond CMT activities;

3) limited strategy of subcontracting: coordinating the relocation of production offshore.
It requires resources, networks and contacts, so it is rather beyond the capabilities of CMT units.

4) upgrading towards more design-intensive, small-batch production; only a few
examples can be seen for this path; and

5) spreading risk across a range of activities, like stepping into property development and
leasing. Firms, stepping on that path also suffering from tight price and contracting
arrangements in a highly competitive market (Evans and Smith, 2006). Another important
conclusion is that even leading UK clothing brands do not offer enough work to survive, and
wage levels remained low for the workers, regardless of whether a firm has been stepped into
the five different paths of upgrading, observed in the case of London.

While upgrading is rather researched by economists and are more related to material
conditions, technology transfer and on clustering, the design element is examined by sociologist
Patrik Aspers (2010) in terms of upgrading strategies of garment manufacturing. The author
made an important contribution towards the understanding of design as a form of contextual
knowledge that refers to the general knowledge on fashion and the interpretation of it. The
author argues that the existence of great design is not a sufficient base of upgrading as market
plays an undeniable formation role. Knowledge is less accessible and less codified within the
fashion industry and enjoys less standards as well, compared to other sectors. The author
emphasizes that while the manufacturer learns from what a specific buyer wants, it does not
represent a general knowledge on the market. And even if the garment manufacturer employs
designers (factory designer), this designer lacks the knowledge on what will succeed in the
market, since this designer is not embedded into the market in a sufficient way, and do not
understand fashion in the same way, as global buyers and final customers (Aspers, 2010).

Schmitz (2006) also emphasized the information problem and asymmetry, related to
upgrading: local suppliers are suffering from the lack of marketing and the tight control of
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buyers in distribution. This finding is in line with the characteristics of captive relationships and
the buyer driven supply chains within the GVC literature as the main power of the lead firms
relies in non-production activities: namely branding, marketing and products development and
the capability of governing inter-firm relations and their supply chain. Smith et al. (2014)
pointed out that social upgrading — in a form of the ability of the workers to leverage higher
wages and associated payments — is in arm-in-arm with global competitive pressures. In this
case, the better position of workers led to vulnerability of the firms and was identified as a key
to loss of orders as Western buyers tend to look for cheaper contract prices during the economic
crises since 2007. In terms of the Slovak Republic, improved wages were associated with
former state-owned enterprises where labor union were organized, and the industry is mainly
sustained in particular product- and market niches (Smith et al., 2014). According to the
authors, “foreign ownership of firms and deep integration into Western European production
networks and corporate structures have been central to determining the sustainability of key
firms, during a period of intensifying competitive pressure and decline in core markets” (p.
1035). However, the authors have underpinned their argument with empirical data and
observation, the Hungarian pictures also shows a very different example for outcome, regarding
to economic crisis, foreign ownership and integration. During the first waves of the COVID-
19, the A.R. J. garment manufacturing firm, near to the Ukrainian border - the former ‘Vo6ros
Oktober’ Clothing Factory — gave job to 530 people, often people with 30+ years of expertise
and in many cases, spouses were working there. A.R.J. was a single big employer in the region
and is specialized in the production of quality men suits. During the pandemic, the management
of the firm denied the payment of the workers and forced them to quit. In terms of quitting, the
workers lose their right to dismissal payment. The firm is a rare example for foreign ownership
and was previously bought by a ‘mysterious British businessman’. Formerly, 70% of their
orders came from the brand Baumler, belonging to the owner. The workers have formerly faced
a reduced number of orders. This way, they were thinking about the economic hardships of the
company. According to the argument, a) the company was ‘too big’ and the management was
not able to thrive the company from its own supply chain and reduced demand, b) the situation
was caused by the bad management of the company or even both (Nagy, 2020).

Pickles and Smith (2010) have examined the consequences of work and labor of
outsourcing, nearshoring and delocalization in post socialist Europe. The authors have stated
that work conditions and the positional power of organized labor were already conflicted during
state socialism. After the change, trade unions have received only a short-term place in
industrial policy formulation. Their positions have further weakened as policies of rapid
privatization and neo-liberalization became favored. It also led to the flourishment of informal
economies and the EU enlargement in 2004 has led to a serious international labor migration.

In the case of Slovakian and Bulgarian garment industry, Pickles et al. (2006) have found
that wage costs and differentials are too narrowly explains regional change in the map of the
global production of garment items. According to the authors, the upgrading opportunities of
firms shows complexity, unevenness and a contingent nature. The authors further emphasized
the importance of institutional and geographical legacies in understanding the ways in regional
garment manufacturers are inserted into global value chains. Under institutional legacy, the
authors understand that former state-socialist factories became the basis of new private firms
(Pickles et al., 2006).

Regarding the observation of export, upgrading and dependency among the Turkish and
Bulgarian textile and apparel firms, internationalization has affected negatively the European
periphery, due to their locked in position of low-value added segments. Evgeniev and Gereffi
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(2008) highlighted the institutional component. The authors found that the interest of the state
in a form of branch, state support and the help of business actors are the way out of this lock
and the most influential factor in terms of upgrading. In the case of Bulgaria, the government
reflected on trade liberalization and turned its attention to its leading export sector. While in
Turkey, local manufacturers can exclusively rely on local textile firms. This way, Turkish firms
have stepped into OBM (Gereffi and Evgeniev, 2008). The foundations of success in functional
upgrading in Turkey was the

1) low levels of dependency of the Turkish firms,

2) their focus on direct exports which yield high value added for the local economy,

3) easy access to locally made raw materials,

4) and the availability of marketing and design departments in majority of the Turkish
firms.

5) They have also realized the necessity to create their own brands, which are

6) widely promoted by local branch associations (Evgeniev, 2006).

A previous article, examining the opportunities of Hungarian garment manufacturing firms in
1998 (before the EU accession) has claimed, that “the days of the contract work [for Hungarian
garment manufacturing firms] have been counted” (Kiraly, 1998: 40). The author emphasized
the importance of structural change, as Hungary was considered to be the most expensive
regarding to labor in the region, while reliable, flexible workforce and the beneficial legal-
economic climate and good infrastructure still balanced that fact. A possible path for the firm is
the reduction of contract work (while accepted that it cannot be fully ignored), product
upgrading and OBM for EU member states, CEFTA countries, the Baltic and the
Commonwealth of Independent States (CIS) countries.

In the case of the garment workers’ social up-and downgrading trajectories in Romania,
a) industry dynamics, and b) lead firms’ strategies were identified as main drivers of outcomes.
Sourcing practices of fast fashion firms seem to be playing an important role in industry
dynamics: there is a contradiction between flexibility, quality and the required CSR-
achievements, dictated by the lead firms. In the case of Romania, due to the heritage of the
former post-socialist, state-owned factories, mostly large firms have offered generally better
working conditions, as trade unions continued to exist and labor inspectorates continued to
regulate working conditions (Plank and Staritz, 2016).

It serves an interesting case; how social achievements can bring economic backlash. As
Pastor & Belvoncikova (2015) have observed, OBM and ODM is very limited in the case of
Slovakian firms. Additionally, the forms of process upgrading have also been introduced among
certain firms, but for the purpose of meeting of the needs of the fast fashion segment. While
even the leading Slovak firms produce high-quality clothing for brands, like Prada, Armani,
Versace or Valentino, OPT covers only the wages, it does not generate profit for the firms. While
measurable social upgrading was achieved in Slovakian garment manufacturing through raises
in wages, it had caused a backlash, and the industry became more vulnerable during the 2008-
2009 economic recession. As a conclusion, the authors suggest moving towards technical
clothing and in high quality original fashion design production as the future, and intersectoral-
upgrading towards the automotive sector and technical textiles as a path.

Polish and Romanian garment manufacturing firms have followed relatively different
upgrading patterns, while experiencing more or less same network relationships with buyers.
As Yoruk (2002) argues, the level of accumulation of knowledge and skills, and the pace and
levels of upgrading also varies within firms in the two examined countries. Regarding to OEM,
some Romanian companies were able to buy the materials and that gave the opportunity for
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them to get to know the upstream part of the industry. This move strengthened their skills.
Firms, even engaged in OBM cannot fully leave non-risky cash flow from CMT activities and
OEM production as it helps them to finance own-brand manufacturing. In Poland, there are
more own-brand initiatives. As the author emphasize, the stages of the ladder of upgrading is
not necessarily the only path that have to be passed, before becoming a brand manufacturer
(Yoruk, 2002).

Keegan & Lu (2023) have challenged the conclusion of the classic trade and economic
development theories, through the case of the garment industry of Ireland. Their findings have
showed that garment manufacturing can even survive in a developed economy during the 21
century. That was thanks to the leveraging non-price competition factors, such as distinct
product assortment, cultural heritage, history and traditional craftsmanship. This refers to the
‘Made in Ireland’ products with long history, namely the Aran jumper and the kilts, as
manufacturers could maximize the favorable country of origin effect and could mitigate the
competition with imports. However, as the authors pointed out, aging workforce and the
shortage of skilled labor poses as threat on the long run.
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6. Central-Eastern Europe and Hungary: the local garment industry
in the global value chains

6.1. Invisible sewing shops: Central-Eastern Europe as the semi-periphery of the
global garment value chains

The second part of the XX™ century and the globalization brought changes in the geography of
production and economic structure as well. Globalization has radically redrawn the map of the
fashion industry during the past decades. Previously, garments (and other fashion products)
were made locally, but with the intensified outsourced activities, the lowest value added, mainly
assembly and cut-make-trim processes took place in developing countries with lower wages
(first in Asia, Central Eastern Europe and now to certain African countries as well) (Thomas,
2008). As the fashion industry — and especially mass production — was looking for low wages,
a tense price competition emerged (Young, 2016), and while developed countries (such as the
ones in Western Europe) kept higher value-added processes, high labor-intense — i.e. less
profitable — processes took place in Eastern Central Europe (Molnér, 2017). According to the
‘experiences’ of the world economy, this intensified outsourcing, and the fragmentation of
production are some of the main characteristics of the fashion industry today besides electronics
and mechanics. But while the latter mentioned industries were building strategic partnerships
and operating their supply chains through subsidiaries, the fashion industry mainly works with
independent companies and short-term contracts. Contract work is based on the different
standards of living and wage differences between regions and a global division of labor that
constantly changes, in terms of the position and weight of certain regions or number of
participants (Cseh, 1997).

Nevertheless, the pattern of outsourcing was not shaped only by lower wages. Increasing
productivity, scale of economics, and the growing costs in the home country all affected
outsourcing. Furthermore, transport, the development of (communication) technologies,
(de)regulation of international trade and capital flow, trade conventions, the dismantling of the
MFA quota system, and the European integration also affected (Molnar, 2017) the tendencies.
The structure of the fashion industry, especially the growing mass-produced fast-fashion sector
also influenced this move.

The delocalization of garment production started in the 1950s: first, Japanese, European,
and American fashion brands outsourced their production to Asia and Western-Germans
(Federal Republic of Germany) to East European countries. Delocalization of manufacturing
has further accelerated with the rise of the designer brands in the 1970s as the demarcation of
market segments also ,,strengthened the by the shift in production from European and American
factories to Asia and later to Latin America that favored lower labor costs and tax regulatory
standards reminiscent of American and European sweatshops in the late 19th and 20th
centuries” (Becker, 2016: 37). Outsourcing has intensified with the financialization of the world
economy (Montero, 2011).

The European Union is the second largest exporter after China in textile and clothing
(World Trade Organization, 2020). 38% of the total textile and clothing turnover is sold on

88



global markets. However, there is a big difference between the EU Member States’ contribution
to the EU fashion industry. CEE economies are strongly integrated into GVCs, but the firms in
these countries have not yet caught up with their Western counterparts in terms of value-added
capture (Pellényi, 2020). Essentially, the labor-intensive processes were delocalized in the
European Union, and an increase of relocation was witnessed from the 2000s regarding more
technological or more capital-intensive units of the textile industry, accompanied by a new
migration of high labor-intensive activities out of the new Member States to other cheaper
places such as Belarus and Ukraine (Gyorffi and Oren, 2006).

According to the European Commission’s data, the biggest producers of textile goods in
the industry are Italy, France, Germany, Spain, and Portugal. Together they account for about
three-quarters of the EU’s production. Southern EU countries contribute more to total clothing
production, whilst northern countries, such as Germany, Belgium, the Netherlands, and Austria,
contribute more to textile production, notably technical textiles (European Commission,
Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs and Directorate-
General for Internal Market, 2021a). That does not mention the CEE countries particularly. But
with the current COO regulation, it is not clear where those products are actually made or “just”
labelled as of Italian or French origin (Barna and Dobos, 2022).

The Central and Eastern European countries have been playing an important role in
fashion manufacturing for decades: the factories are big employers, especially in rural areas,
and the firms are partners of foreign, well-known ‘household name’ fashion brands. Even if
there is no complete agreement on how to define Central and Eastern Europe, in the context of
fashion production, Bulgaria, the Czech Republic, Latvia, Hungary, Poland, Romania,
Slovakia, and Slovenia are among the most representative countries of this region (Faust, 2005).
Central-Eastern European countries enjoy a special position in terms of contract work: while
contract work allows an opportunity in industrial development in lower developed countries,
these countries even increased their contract work share after 1990s as it was rather a pressure
not an opportunity for growth (Cseh, 1997).

The so-called reform socialism had brought certain openness and relaxation to former
economic principles in Czechoslovakia from 1967, in Hungary from 1968, and in the case of
Poland from 1972, after Gorbachev had introduced his policy of glasnost (openness) and
perestroika (restructuring) with the aim of reforming the Soviet Union. This policy also allowed
making certain business connections with the West. Hungary and Poland had a relatively
marketized economy thanks to certain reforms of the state socialist economy till the end of the
1980s (Bohle and Greskovits, 2007). During this era, garment was a relatively neglected, yet
not insignificant industry in Eastern Europe: The Council for Mutual Assistance (COMECON)
provided a reliable market for products manufactured in the socialist countries.

Garment manufacturers of the Federal Republic of Germany already shifted production
to Yugoslavia and other Eastern European countries starting from the early 1970s. These
companies established a strong political lobby power and managed to secure conditions
favorable to them (Musiolek, 2004). In the 1990s, Italy, Switzerland and the Netherlands also
began to outsource their garment production. The Yugoslav Wars (1990-2001) led to
manufacturing being moved from there to Romania, Bulgaria and other Eastern European
countries. The attractiveness of the region for Western companies lies in its geographical as
well as cultural proximity, existing manufacturing capacities, a qualified workforce, and low-
level adherence to national labor laws (Musiolek, 2004). From 1991, the former Yugoslavia’s
‘empty place’ urged foreign investors and producers to look around and outsource their
production into the direction of Hungary, Poland, Slovakia, the Czech Republic, Romania,

89



Croatia, Russia, Slovenia, and Ukraine. There are examples for ultramodern facilities in
garment production who were able to compete with Western European facilities and produce
‘European quality level” (Cseh, 1997).

From the 1990s, the basis of the collaboration between Western and Eastern European
countries’ fashion industry was the so-called outward processing trade (OPT) practice. Within
this scheme, contractors transport semi-processed products (fabric, cuttings or semi-finished
products) to low-wage subcontractors in Eastern Europe and the Balkan countries for assembly
and intermediary work processes, then import them back duty-free, and the product is “made in
labelled” as the original — Western European — country. Thanks to the OPT, these Eastern
European countries have come to serve as the “sewing workshops” of western world brands —
mostly German, Italian and French companies (Hanzl and Havlik, 2003). The OPT was first
used by German companies who started to rely on subsidiaries and subcontractors in foreign
countries, and then the authorities of the European Union started to use the system as well. The
system was explicitly supported by the German textile industry, which was expecting to stay in
business more easily thanks to this measure. Increasing internationalization was accompanied
by a steady decline in employment. Garment producers mostly transferred the remaining mass
production parts and the less time critical items to foreign, low-cost facilities (Faust, 2005: 16).
The main destinations of the OPT activity were Romania, Bulgaria, Poland, Hungary, and the
Czech Republic, as these countries are close to the Western European market. The mentioned
countries became more and more significant subcontractors of the European market. Their
export rate towards OECD countries significantly increased from the 1980s.

Although the textile industry comprises a small proportion of industrial production in
these countries, it employs a large number of workers — particularly in Poland, Romania and
Czechia (Hanzl and Havlik, 2003).

During the 1970-1980s, educated fashion designers in Hungary were working at garment
factories and their job was to design under-, and outerwear from local fabrics for the local
demand, while being using “some fantasy” and keeping the products cheap. The biggest
garment factories were:

e Budapesti Finomkotottaru-gyar (specialized in fine knitwear),

e FEKON Férfi Fehérnemiigyar (mens’ underwear),

e Habselyem Kotottarugyar (knitwear),

e Magyar Selyemipari Vallalat (production of silk),

e Majus 1 Ruhagyér (later named Elegant),

e Pannodnia Szérmegyar (fur products),

e Tannimpex BOr- ¢s Szérmearu Kiilkereskedelmi Vallalat (responsible for the
export of leather and fur products),

e Vorods Oktober Ruhagyar (menswear),

e Pécsi Borgyar (leather garments and gloves),

e Mosonmagyarovari Kotottarugyar (mainly produced underwear),

e Vici Kotottarugyar (free time and sport-related garments, swimwear under the
label Senior),

e Zalaegerszegi Férfiruhagyar (menswear), and

e Styl Ruhazati Vallalat (outerwear) (Kovécs, 2009).

As we can see, the profile and product range of the garment factories cover all types of products,
technology requirements and materials. Furthermore, they conducted in-house design, this way,
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they incorporated the majority of the supply chain vertically. They also had experience with
own design and own brand manufacturing.

As aresult of the OPT, semi-periphery countries acted as ‘sewing workshops’ for Western
fashion brands, a practice that has also remained after the regime change and accession to the
European Union as well. The region is attractive for Western companies because of its
geographical and cultural proximity, the existing production capacities, qualified workforce and
low-level respect and inadequate adherence to national labor rights regulation (Musiolek,
2004). In parallel with delocalization tendencies, European fashion production also became a
‘declining industry’ with the Hungarian fashion industry becoming deeply integrated into global
supply chains through the high rate of export and contract work.

From the second half of the 1980s, the underperformance of the COMECON market
urged fashion manufacturers to increase the portion of contract work in their activity as they
were unable to increase their own products’ (that were designed and made by them) export
because of financial problems (lack of capital). The end of the COMECON market rapidly
increased the rate of Western European contract work. From the beginning of the 1990s, 80-
85% of the garment and shoe export of the Hungarian manufacturing firms was done by contract
work. The subservience to contract work was even increased during the second part of the 20th
century by another factor: the degradation of the textile factories. The lack of locally made and
available textiles and other equipment limited the opportunities of the export of locally designed
and developed products (Antaloczy &Sass, 1998). As buyers provided raw materials,
equipment and the manufacturing did not have to current assets (Cseh, 1997).

With the end of the COMECON market and the Russian export, in parallel with the
decreasing tendencies of the manufacturing background in Western Europe, wages were rising
in the home countries, and firms sourced products from Asia and CEE. From the 1980s, six
CEE countries became the European Union’s main textile and garment export partners:
Bulgaria, Hungary, Romania, the Czech Republic Slovakia, and Poland, where Western and
contractor—subcontractor connections have been established — the basis of contract work was
already given (Begg and Pickles, 2003). The COMECON network was discontinued after the
1989-1990 regime change, with the trade of countries in the region redirected towards the EU.
Eastern European companies benefited from already existing contracting connections, which
meant a lifebuoy for them. Their dependence on contract work had escalated already before the
regime change, and especially during the 1990s, as local textile manufacturing was
subsequently reduced. Without locally available materials and tools, Eastern-European garment
manufacturers had little opportunity to export locally developed and designed products.

At the 1990s, when the trade was further liberalized, even if OPT agreements® were left
off, they remained in practice. Even if all six countries’ garment and textile export had increased
and almost every EU Member State’s garment import has grown, there were relative winners
and losers as well. Germany exported 60 percent of the garments from these six CEE countries
in 1989, but then this rate fell back to 44 percent by 2000. Approximately the 7 percent of Italy’s
garment export came from the CEE countries, and this rate had increased to 17 percent by 2000.
Poland and Hungary have lost some of their market share, but the Czech Republic’s, Slovakia’s,
Bulgaria’s, and Romania’s share in supplier connections has increased. Trade between Romania

31 The OPT (outward processing trade) was a trade practice between the European Economic Community and
Central Eastern European countries: raw materials, cut components, or even half-made products were sent to the
latter countries’ subcontractors and assembly activities took place in CEE, and then the final products were sent
back to Western European countries tax free, where the products got the original country’s ‘Made in’ label.
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and Italy has increased, while between Hungary and Germany has drastically decreased (Begg
and Pickles, 2003).

The majority of Eastern European textile and garment companies have remained trapped
as subcontractors: most of them profit from the reorganizing of manufacturing to Europe, the
reduction of working capital and lead time, and indirectly from the growing export of buyers
(Schefter, 2012). Contract work provides opportunity for an increased competitiveness for
companies who are ‘poor’ in financial instruments and for the utilization of difference between
labor costs, especially in so-called ‘declining’ industries,* including the textile and garment
industry as well (Antaloczy & Sass, 1998).

After 1989, the vocational training system also collapsed in the region; consequently,
most of the workers are sewing operatives, often low-skilled and trained on the job (ibid.) After
the 2004 and 2007 EU enlargement, when Hungary, Slovakia, Slovenia, the Czech Republic,
Poland, Latvia and then Bulgaria and Romania have joined the European Union, the OPT
practice has remained.

Based on an investigative report, well-known shoes labelled and perceived as Italian and
German are in reality manufactured in Eastern Europe, under poor, sweatshop-like labor
conditions, with workers receiving very low wages. For the mentioned report, shoe factory
workers were interviewed in Albania, Bosnia-Herzegovina, Macedonia (now North
Macedonia), Poland, Slovakia and Romania. Based on a report, in all six countries, the workers’
wages were insufficient for their own, let alone their families’ subsistence, and the factories
failed to maintain adequate working conditions (Luginbiihl and Musiolek, 2016). The region’s
garment manufacturing firms supply products from the premium through high-end segment
(Arbutina, 2017) and even haute couture creations (Dobos E., 2020).

As a Hungarian leather manufacturers has claimed:

»Years ago, companies sometimes asked us to leave a small, not easily accessible
opening where they could place the [Made in] Italy label. A direct [subcontractor]
contact of mine told me that there was also a practice of a shipment leaving [Eastern
Europe], which was scrapped and destroyed on paper, then »remanufactured« on paper
in their own Italian factory “— told a Hungarian leather manufacturer, supplier of Italian
luxury leather brands (Barna and Dobos, 2022).

6.2.  Outlook: different path for CEE, V4 countries

In the Czech Republic, a governmental agency, the CzechInvest** connects manufacturers to
potential business partners and gives them help in applying for regional, municipal, and
European Union funding. This way, they can invest in the development of their technology. The
agency also supports foreign direct investment (FDI) and develops Czech small and medium
enterprises (SMEs) besides acting as an intermediary stakeholder. We can also notice the
specialization of Czech companies after the transition. Based on a written interview with her in

32 There are two meanings of the declining industries: first, an industry can decline because its products have been
replaced by new and better products, and, second, industries can decline because now it is cheaper to produce a
certain product in another country and export it — the second definition refers to our case in terms of garment
production.

33 Czechlnvest is a governmental agency specialized in investment and business development, and it was
established in 1992 by the Czech Republic’s Industrial and Commercial Ministry.
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2019, Veronika Ruppert, an independent Czech journalist, who made interviews with Czech
fashion manufacturing firm owners and representatives for several years, points out the
phenomenon that:

“Most of the big colossuses that were put together without business sense broke apart. Lots
of factories could not handle the transition, but there is actually a surprising number of
factories that managed to go on or that started completely anew in the 1990s using the
remaining human and technological capital. Czech factories produce high-end fine leather
handbags (ELEGA) for local and foreign brands. The Tonak factory is one of the biggest
producers of hats in the world (for example, even American Stetsons are made from their
stock). Tilak successfully designs and produces high-quality urban outdoor garments in
foreign markets, most of them in Japan. We have few stable shoe manufacturers focused on
pracovni boty** mostly for the Czech and the German markets. We still have textile factories,
there is the production of buttons, threads, and other necessary particles. We have several
factories producing underwear; one of them, Triola, will celebrate its 100th anniversary in 2
years.”

Poland’s position is different, as there are companies that relied on traditional contract
work and stayed, and there are several fashion companies that are significant in the global
market. One example for producer facilities is Warmia SA, which was established in 1959,
employs more than 1,000 people, and it works for Hugo Boss, Bugatti, and Burberry as well.
Well-known, Polish brands belong to the LPP Group and they are Reserved, Mohito, and the
CCC shoe brand. By this time, there is no other Visegrad Country that would be home to such
relevant fashion player in the global competition. According to CCC’s latest (2015) data, 2,283
registered garment companies employ 97,200 people. The export rate is lower compared to
other CEE countries, ‘only’ 50.7% — a significant production for the local market can be spotted
here, which is in conformity with the big size of the Polish market.

Slovakia also had huge textile and garment factories during the XX™ century. The
development of the Slovakian textile industry started after 1948: thanks to the forced
industrialization, formerly existing factories were rebuilt and transformed, and new factories
with modern technology were built (Slovakia was part of Czechoslovakia at that time). After
the regime change, the Slovakian textile and garment industry decreased significantly in terms
of rate of production and employment as well. Several companies were facing crisis after the
changing business and economic conditions. According to the data from SARIO,* textile and
garment production fell by 30% between 1990 and 1999. The main cause is the digressive path
of the local industry, which was suffering because of the competitiveness of the developing
countries’ low labor costs. The beginning of the 21st century brought renewal for the Slovakian
segment that now employs 40 thousand people (that is a 30% decrease compared to the figures
0f 1990), and its export rate to Western European markets is over 75%. The order of the Western
fashion brands is stagnating because of cheaper Asian productions. Furthermore, moving
towards upgrading and higher value-added activities was challenging for the Slovakian fashion
industry. Low investment rate (and mood) and more expensive technology led to the
depreciation of the companies’ technological background. Likewise, according to SARIO’s
data, in 1990, 18 production companies were operating, whereas nowadays there are 218 of

34 That means workwear boots.
35 SARIO is a Slovakian investment and industrial development agency that was established in 2001 and operates
under the supervision of the Ministry of Economy of the Slovak Republic.
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them (86 in textile and 132 in garment production, which usually employ more than 20 people,
so we can talk about SMEs). But foreign capital is also in the sector: the Italian Mediconf and
the Swiss Schiesser made smaller investments besides Danish and Belgian companies. Texicom
operates in Ruzomberok, and the BZVIL textile factory gave work for 5,000 people in the
1960s-70s: it was privatized in 1989.

Romania is the largest garment manufacturer in Europe: fashion workers in Romania are
making clothes for some of Europe’s biggest retailers. Garment production is one of the major
export segments of the country. According to the latest country profile of the Clean Clothes
Campaign, there are 9000 garment and shoes factories (both formal and informal) employing
around 400 000 people. The 90 percent of them are women who are usually only breadwinners
in their family (Clean Clothes Campaign, 2019b).

TIME 2021 2022 2023 |

European Union - 27 countries (from

2020) C 76 000,00 e C
Bulgaria 1172,62 1402,16 143259 p
Czechia 884,89 1 009,88 1058,23 p
Croatia 422,16 537,05 544,95 p
Hungary 340,76 364,92 398,97 p
Poland 2 354,47 2 526,45 270945 p
Romania 1 698,88 2 006,51 2049,33 p
Slovenia . C . C 242,45 p
Slovakia 413,22 480,72 509,69 p
Albania 214,09 252,90 . C
Serbia 759,68 b 933,60 976,43 p

Table 8: Net turnover of selected countries” manufacturing of wearing apparel

Source of data: Eurostat®®

TIME|2021 (2022 2023 |

Albania 24 370 24 810 . C
Slovenia 2 507 2443 2454 p
Croatia 12775 12 366 11636 p
Slovakia 13 505 13518 12655 p
Hungary 15719 15 344 15806 p
Czechia 25602 25732 25 581 p
Serbia 36730 b 34192 33368 p
Bulgaria 62 730 60 867 57615 p
Poland 74 182 70721 67180 p
Romania 85265 b 82 125 78359 p
European Union - 27 countries (from 746 688 741000 e 729000 ep

2020)
Table 9: Number of people employed in the manufacturing of wearing apparel

source: Eurostat

TIME 2021 2022 (2023 |

Albania 23,96 23,50 : C
Slovenia 1,14 1,09 1,09 p
Czechia 2,00 2,00 2,01 p

36 C stands for confidential; b stands for break in time series, e is estimated and p refers to provisional values.
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Hungary 2,04 1,95 2,04 p

Poland 2,56 2,43 2,33 p
European Union - 27 countries (from 251 247 e 242 ep
2020)

Slovakia 2,76 2,73 2,58 p
Croatia 4,72 4,50 4,21 p
Serbia 737 b 6,97 6,76 p
Romania 748 b 7,33 7,18 p
Bulgaria 12,47 12,17 11,68 p

Table 10: Share of employment in total manufacturing
Source of data: Eurostat

As the above tables show, Hungary carries the second lowest net turnover (in million EUR)
among the selected countries after Albania, while occupies a middle range position in terms of
the number of employed in the sector. The share of employment in total manufacturing in
Hungary is around 2% currently, being close to the EU average, while countries such as
Bulgaria and Albania are outstanding cases.

6.3. Fordist type of production under the planned economy

After the Second World War, the former garment-maker craft industry, fashion salons, tailors
and workshops were ceased. The fashion salons were nationalized, and confection®” production
had started. Quantity became important over quality, and factories exported the result of the
‘overproduction’ to the COMECON market (Csipes, 2006). The ruined factories were rebuilt
after the war, due to the increased local demand for products and the need for employment,
especially the female labor force. After the middle of the 1960s, capacities have been built,
based on the extensive nature of the economic policy as the reconstruction of the textile industry
both had a positive impact. However, they faced some weaknesses as well, such as lack of
modernization and technological development. The segments of textile and garment
manufacturing were reconstructed during the 1970-1980s that also improved working
conditions as well. However, the high need of live labor proposed a difficulty, due to the
increased associated costs of employment (Cseh, 1997). Skills of workers were especially
important in socialist countries as development policy has preferred labor-intensive production
for a long period of time (Kol116, 1982).

The Hungarian Fashion Studio was established in 1958 by the Ministry of Culture
(Mivelddésiigyi Minisztérium in Hungarian) for the purpose of forming the public taste
(Majtényi, 2009). As Valuch (2020) has also stated, the 1970s marked a period when fashion
even evolved into an independent branch of industry in Hungary. The Hungarian Fashion
Institute predicted trends, assessed what products would be in demand, and defined fashion. In
that period, “[the connection between the market’s orientation and the region’s industry and
trade network grew progressively stronger as producers and traders together strove to establish
and circulate »brands« that would allow Hungarian products to compete with goods from
Western Europe]” (Valuch, 2020: 372). Sales campaigns were popularized local brands, like the
Trapper jeans. The Ministry of Light Industry and the Hungarian Fashion Institute have

37 Confection garment making is characterized by the mass production of ready-made garment after standardized
size, that is, in contrast to made-to-order garment making.
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‘governed’ the industry. Later has employed market researchers, and had a department
dedicated to information and documentation, exhibition and propaganda and fashion show
organization. The establishment of an international department also became important. Minister
Janosné Keseri* has established relationships for the Institute with foreign institutes (Vamos,
2009). According to Vamos’ memories, “the walls were fallen for us” (291).

According to Magda Vamos, Hungarian fashion has two important ‘forum’ during the
state-socialism: the Hungarian Fashion Institute and the OKISZ (‘Kisiparosok Orszagos
Szovetsége). The fashion institute was responsible for the governance of fashion and shaping
the public taste. They organized fashion shows and proposed styling tips for women as well
(Molnéar-Zolnay, 2024).

The local textile industry could ‘introduce’ itself through the Hungarotex that has
organized so-called ‘Hungarian days’ and international fairs in Amsterdam, Miinich, London,
Malmo, Tokyo, etc. The entity was responsible for the connection of Hungarian textile and
garment factories and foreign retailers and buyers and has often organized ‘house fashion
shows’ for Dutch, Belgian, German and even Arabic delegations.

“A huge amount of confection was manufactured for Soviet export. And from the profit
from it (even if the profit margin was so tiny on the garments, but they have gained a
huge profit on that) they could come to the manufacturing for Western export and they
were able to introduce their collections in the Western markets” (Kovacs, 2009: 272).

Under state socialism, Hungarian factories received orders through the Light Industry
Ministry’s agreements, and thus the ministry decided on the contracts with foreign trade firms
— Hungarotex and Tanimpex transmitted contract work and orders for Hungarian companies
and dealt with the presence in foreign countries (Deés, 2009). Within the framework of the
‘bilateral socialist collaboration’, post-socialist countries’ fashion representatives agreed on
different concepts and information packages, and also different models of clothes were
exchanged between factories of the German Democratic Republic, Bulgaria, Poland, and
Czechoslovakia.

The nationalized garment industry could not meet the demand of neither the local elite
nor the other social groups. It suffered from the same causes as other industries, such as bad
work organization and the imbalance of supply and demand that truly effected the products
[made in Hungary during the 1950s]. Newly nationalized factories, focusing on higher quality
were filled with artisans who brought their colleagues as well. “First, they were using artisan
methods and then turned to large-scale production. However, the old quality of products could
not be restored that way. When the Hungarian state stepped into the Western markets with its
confection products, it suffered a disgraceful failure” (Majtényi, 2009: 187).

Subcontracting was significant in the centrally managed Hungarian textile and garment
industry from the 1950s: first, for the Soviet socialist market and then for Western clients, as an
additional activity in the first step. The capacity of the Hungarian confection industry started to
grow in the 1970s (Valuch, 2004).

During the seventies and the eighties, collaboration with well-known global brands
became more important: Hungarian trade and manufacturing firm were rushed to gain
production rights: the products of Lee Cooper and Levi Strauss were made at the factory Majus

38 Janosné Keserli (born Etelka Bérci, 1925-2018) was a Hungarian economist, politician and minister of light
industries from 1971 to 1980.
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1 and Pierre Cardin at Hungarotex (ibid.). The Hungarian Elegant M4jus 1 clothing factory was
ranked among Central Europe’s biggest and most advanced, developed garment factories
(Csipes, 20006).

Deés (2009) has describe the Majus 1 Garment Factory (later named Elegant) —
specialized in female and male confection - as a real “fashion factory”, a real socialist large-
scale manufacturing site. She was the art director of the factory between 1979 and 1989. During
its most successful period, the factory gave job to 6000 people, operating from a headquarter in
Budapest (the Elndk street is the headquarter of the firm till this day) and was organized as a
holding company: it had 6-8 plants in Szolnok, Turkeve, Cegléd and Marcali and had a well-
organized network of homeworkers. It has manufactured 1,5-2 million garment products a year
and “was told to be the biggest garment factory in Central-Europe” (Deés, 2009: 280). As Majus
1 “did not have any meaning in Western markets, they need to rename it to Elegant as the factory
primarily worked for Western markets (...)” (p. 281). It was also technologically developed
with a ‘serious’ computer system in the 1970s, and it was opened to the latest technological
advancements and was looking for the freshest solutions. For diversification (‘standing on more
feet’) the factory has started to manufacture products from leather and fur from 1967 and has
opened 4 own stores in Budapest.

According to Deés (2009), the socialist large-scale manufacturing site had really
operated by the principles of market demand. She evaluated Majus 1’s export activity and its
work towards capital markets better, compared to a French-German multinational company,
where she gained (negative) experiences too. The factory has manufactured products for export:
one portion of this was designated for Soviet market. She describes these products as ‘politically
compulsory’, while the rules of the market have been applied, as they tried to design and
manufacture products with profit. The Soviet export made it possible to organize work and
capacity in advance (for 1-1,5 year) with quantity quotas and they manufactured fine confection
products for Western markets in the meantime for boutiques in England, Denmark, Sweden,
The Netherlands, Germany, Italy, USA and Canada. They used German and Italian import
fabrics from the 1980s and has designer retail (for retail purposes for local and export markets),
exclusive (for local department stores and for Western markets as well) and promotional
collections (purely for representation purposes for advertisement, exhibitions, and fashion
shows) as well (Deés, 2009). She summarizes their design experience there as “We had to
incorporate the viewpoint of production planner experts and retailers (...) I feel that not the
politics was the one that affected/limited our work and our weekdays the most from a
professional aspect. Then this viewpoint, that inverse operation from a technical, technological
aspect that made my work challenging” (286). Elegant was not the only Hungarian socialist
garment factory that manufactured products for Western markets.

Véamos (2009) describes her work experience during the beginning of the 1950s at IX.
Keriileti Tlizolté Utcai Mindségi N6i Ruhaiizem this way: “The factory has manufactured
products through Dutch, English, German and French contract work. On the export line,
beautiful, fashionable garments were made from fashionable fabrics. From the threads to the
latest button, everything was foreign” (Vamos, 2009: 288). As Hungarotex and Tanimpex have
transacted contract work relationships, foreign orders and presentation opportunities, she could
participate a fair in Leipzig: her experience there has enriched the extension of the local supply.
During the planned economy phase, textile manufacturers were forced to produce certain
amounts of textiles. This way, they had to serve 10 thousand meters from a certain fabric and
garment factories had to buy that amount. The Comecon market organized (fashion)
conferences, fashion shows and through the ‘bilateral socialist partnership’, Hungary, PDR,
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Bulgaria, Czeckoslovakia and Poland have exchanged certain models and information among
them. While being influenced by Western and mainly Parisian fashion, the ‘direction of fashion’
was assigned centrally, countries of the Comecon market have developed distinctive fashion
collections. Vamos has also described the intense experience and knowledge spillover among
them (Molnar-Zolnay, 2024).

While we cannot close out the propagandistic nature of a state-socialist official
publication that has overestimated the positive aspects, a book describes the operation and life
of Zalaegerszeg garment factory. The garment factory in Zalaegerszeg has started to operate in
1951, due to the ‘forced’ industrialization of the chief town of Zala county. In 1955, it gave job
to 2000 people who primarily made menswear after the regime’s plan economy, for mainly the
local market. Regarding the social upgrading prospects: besides their salary, employees have
received dividend that has provided the 13" month salary for them. During the first ten year of
the operation, Zalaegerszeg Garment Factory has processed 30 million squaremeter textile and
have made 10.170.000 garments. Design of the garments were provided by the ‘Ruhaipari
Textiltervezd Vallalat”. Constant technological development of the plants was important for
achieving faster and easier work and productivity. In 1966, 8% of their garment made for export
and the quality was monitored. Trainings, professional advancements, promotions were told to
be provided for enthusiastic employees, who could join the factory’s library, restaurant,
television and radio room and were entertained, besides their opportunities for joining certain
clubs (related to sports and different fields of art) and living in workers’ hostel (from 1953)
(Zalaegerszegi Ruhagyar, 1966).

Two fashion designers who I have made interview with has described the light industry
as very important. Both have worked for many local garment manufacturing firms and
multinational companies as well, before entering academia: ,,this segment was the one that has
brought foreign currency for the country”, however they admitted the challenges. During the
era of the state-socialism, fashion designers for forced to choose textiles that would not cost
more than 2000 Hungarian Forint (in our days exchange rate) / meter, that is really low and
pose a limit in choosing high quality materials. ,,We have saw the price list [of foreign textile
manufacturers] in the Premiére Vision®. The price of a certain material varied on the nationality
of the buyer. Hungarians and Romanians were offered the highest price. We also had to order
at least 150 meters from one material, that is a lot.” As a conclusion, the fashion designers told
that ,,state-socialism at least could not fully destroy the well-established garment factories, that
have been formerly built between the two World Wars. As we could went to work there, we
have the opportunity to learn a lot from the expertise of the factories. However, they emphasized
that ,,everything was unashamedly privatized after the regime change.”

6.4. Overlook of the Hungarian garment manufacturing industry

While the garment segment is not so significant economically, it is even more important from
an employment point of view because of its great need of live labor and its high export rate.
According to Antaloczy & Sass (1998) Hungarian fashion companies work for 6-8
brands at the same time, often through intermediates. German and Austrian clients are willing
to build longer partnerships, but Italian and French companies pay lower fees, change their
suppliers often and make contracts for 4-5 months at a time. From the perspective of the host

39 Premiére Vision is the leading textile trade fair in Paris.
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country, contract work is usually evaluated negatively as the subcontracting companies are
heavily dependent and vulnerable.

The charged sum of the contract work is based on the agreement of the contractor and
the subcontractors’ negotiation every time. It can be done directly between the two parties, but
more often it was negotiated through intermediary agents. The newly developed situation has
transformed the conditions under which employment contracts were concluded. On the one
hand, the bargaining position of companies, who predominantly or exclusively earned their
living from contract work, has deteriorated. On the other hand, the wages offered in the
employment contract were also influenced by the growth of the ‘contract work supply’ with the
entrance and emergence of other Eastern European countries in the contract work market.
Anyway, thanks to the expertise and qualification of Hungarian laborers and their former
experience in quality and work organization, management skills, Hungarian fashion companies
could meet the highest requirements of the clients (Antaloczy & Sass,1998).

The 6600 companies of the Hungarian textile and garment industry employ more than
30 thousand people, according to the Hungarian Central Statistical Office. Companies employ
around 10-25 people and mainly work for export for foreign — mostly German, Italian, French
and Austrian - fashion brands. They can produce big series (1500-2500 pieces in an order) and
produce for high category fashion brands like just to mention a few: Stella McCartney, Nina
Ricci, Saint Laurent, Dolce & Gabbana, Valentino and Carven. Furthermore, they are able to
create haute couture garments with high level of craftmanship as well. Based on a written
interview in 2021 with representative of the Hungarian Fashion & Design Agency, the leather
industry (shoes, bags, belts) ‘enjoys’ the highest rate of export, then textile industry and the
export rate of the garment industry (undergarments like lingerie, bath suits and outerwear like
coats, trousers, dresses, etc.) is around 80 percent. Even if the Hungarian fashion industry is
relatively smaller in size, compared to the neighboring Romania, it is still ‘in the midfield got’
in Central-Eastern-Europe’s fashion industry. The labor-intensive garment industry is a
significant employer in rural areas of underprivileged women, ethnic minorities, migrants and
people with disabilities (Molnar, 2017). Companies on average employ around 10-25 people,
mainly to produce foreign fashion brands for export.
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Figure 11: Change in trade value of Hungarian garment export (SITC 84 — Clothing) in US$ between 1986 and
2024

Source of data: UN COMTRADE

As the Figure 11 shows, the trade value of Hungarian garment export (no available data for
1991) has increased after the regime change (1989) then has dropped and started to increase
again (with a decrease in 2000) till 2004, the time of the EU accession. After that, it decreased
till 2010 and started to increase again after 2016. Overall, the trade value of garment export has
showed a turbulent change between 1986 and 2024.
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Figure 12: GVC-related output of Hungarian textile and garment industry between 2000 and 2022

Source of data: World Integrated Trade Solutions GVC Database*°

As the Figure 12 shows, the GVC-related output has been increased in total between
2000 and 2022, however the data is related to both textile and textile products. The pure
backward participation, showing reliance on lower value-added manufacturing is way more
significant than forward participation, but the later has been slightly increased. While we can
assume that the region’s countries — engaged in garment manufacturing — are more or less
occupy the same position in the global garment value chains, the wage adjusted productivity is
the second lowest before Bulgaria within the region in Hungary and is way below the EU
average (Figure 13). The same observation applies to the apparent labor productivity, showing
a low value added divided by personnel costs which is subsequently adjusted by the share of
paid employees in the total number of persons employed, while apparent labor productivity is
defined as value added at factor costs divided by the number of persons employed (Figure 14).
However, it has to stated, that value of labor productivity is dictated by the buyer and the power
of supplier in terms of price negotiations. It is low among manufacturers as buyers dictate
contract work prices.

%0 Source: adb (Asian Development Bank, due to data availability) for Hungary, Manufacturing as Sector Group,
4 — Textile and textile products as sector name for selected indicators.
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Figure 13-14: Wage adjusted labour productivity (in percentage) and apparent labour productivity (in thousand
euro) in the manufacturing of wearing apparel in selected countries.

Source of data: Eurostat

The trade in value added has constantly increased in the examined period*, however the
OECD database contains data aggregated for the manufacturing of textiles, garments and
leather products, hiding different trajectories among the sub-sectors.

The Central Statistical Office has introduced several methodology change, resulting in
3 different databases for the time period of 2008-2017, 2018 and 2019-2015. Those include
slightly different statistical indicators, that makes the analysis of long-time data challenging.

41 For figure, see Appendix 14.
102



450 000
400 000
350 000
300 000
250 000
200 000
150 000
100 000

50000

0
200320042005200620072008200920102011201220132014201520162017201820192020202120222023

e National economy average e Processing industry

Manufacturing of textiles and garments Manufacturing of garments

Figure 15: Net labor wages (HUF(person/month) in Hungary: comparison of national economy average,
processing industry, manufacturing of textiles and garments and manufacturing of garments between 2003 and
2023

Source of data: Dissemination Database of the Hungarian Central Statistical Office

As the above figure (Figure 15) shows, net labor wages has been constantly increased, however
wages in manufacturing of garment are way below the national economy average, processing
industry average and even lower than the aggregated wages in the manufacturing of textiles and
garments. In contrast with increased wages, the number of employed in garment manufacturing
has shown an undisturbed decline (Figure 16-18). That indicates an interesting phenomenon is
that the number of people employed not in full-time has shown stagnation, while the full-time
employment has been decreased. This observation applies for both the period of 2003-2018 and
2019-2023.
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Figure 16: Number of employed in garment manufacturing between 2003 and 2024 in Hungary

Source of data: Dissemination Database of the Hungarian Central Statistical Office*?
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Figure 17: Change in output and gross value added in the Hungarian textile, garment, lethear and leather goods
manufacturing sector between 1995 and 2023

Source of data: Dissemination Database of the Hungarian Central Statistical Office

In 2018, 15583 people were employed as a manual, and 2099 as an intellectual worker
in the Hungarian garment manufacturing, within the scope of enterprises and central and local
government, social security and designated non-profit organizations with more than 4
employees, considering the number of employees in manual occupations (at least 60 hours per
month in the case of non-full-time employment).

%2 The Hungarian Central Statistical Office has introduced change in methodology for the period of 2003-2017;
2018 and 2019-2024, however data is shown in one figure.
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Figure 18: Number of employed in manual and intellectual occupations within garment manufacturing between
2008 and 2017

Source of data: Dissemination Database of the Hungarian Central Statistical Office

It is important to point out that we cannot entirely rely on official statistics in terms of numbers
of companies and employed. According to industry experts of the Hungarian light industry, the
real number of companies within garment manufactory differs with approximately +/- 20%
from the official statistics, that is a big difference. There are companies that operate under
different TEAOR (NACE - Classification of Economic Activities) categories in terms of
activities, but they are mainly involved in garment manufacturing in reality, and there are
companies that operate as ‘zugvarroda’ (it can be translated to “corner sewing shops”). The
term refers to garment manufacturing firms who work illegally without providing social
security or granting minimum wages for the workers. These zugvarrodas can offer better (in
this case, lower) price offers for lead firms, due to the tax evasion and lack of associated costs,
related to employment. They are unmeasurable.

It is also known in inner industry circles (and was acknowledged during the interviews)
that even legally operating firms do not declare every employee, or their actual working hours,
aiming for cost reduction. This practice increases the operational margin of the company,
however, have several backlashes: in terms of delayed, or non-paying of lead firms, they afraid
to apply for any legal service and turn to any authorities.

6.5. Local market conditions: consumption

Consumption is neglected by the GVC framework (Song, 2011). Local market conditions
and the preferences of local customers matter if OBM targets primarily the local market. The
Hungarian market is relatively small, with a low purchasing parity. In the following, I give a
brief overlook on the local market conditions, towards fashion products.

During the socialist era of the 1950s, Western fashion existed in the society of Hungary,
however its space was temporarily limited. The cult of Western products has stayed during that
decade, and it was further strengthened due to its unreachability by the majority of the society.
However, the local political elite has found its way to consume the desired garments and
materials. Those who could visit foreign countries has brought these goods. As a matter of fact,
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this activity was socially legitim as crisis phenomenon of the shortage economy could not be
moderated just illegally. At the beginning, the socialist haute couture was the copy of Western
and especially French fashion (Majtényi, 2009).

Multinational companies were considered to be aggressive business corporations,
developed to further the imperialistic aims of the West by centralized socialist economies. By
the 1960s, Eastern European socialist economies with a large population and a growing per
capita income represented a major market where they have not established themselves yet,
besides the opportunity that labor-intensive processes were more economical there. On the other
side, the intensive economic growth strategy required sophisticated technology and industrial
equipment, developed and marketed by multinational corporations. As higher standards of
living and access to travelling to Western countries were allowed, new consumption patterns
have risen in most socialist countries. Czechoslovakian and Hungarian consumers were not
satisfied with domestic manufacturers whose assortments both lacked quality and a desired
choice. Domestic manufacturers were not able to meet the high requirements of the world
market. Several companies were relying on foreign agents as their major distributors in the
highly competitive Western markets (Lauter and Dickie, 1975).

Besides the great quality of the local textile factories’ products that met the highest
requirements of the Western market, Kovacs (2009) also highlighted the tension between local
supply and demand: ““as the economic circumstances has become better, people’s financial level
has increased but there was problem with the retailers. They cannot even find the right garments
at the stores what was designed by the designers as retailers did not order that” (268). “With the
advanced economic situation, textile products have represented a better quality [then formerly
mass-produced confection products]*®®. Besides the mass produced garment from garment
factories and spectacular garments from fashion salons, there was nice dresses and coats from
the hand of made-to-measure tailors and seamstresses and the supply of the folklore and
cooperative cottage industry (...) from the second part of the 1970s, fashion designer has gained
the spotlights who brought their own personality and ideas to the dresses not just copied the
creation of French and Italian garments (...) The political situation let the establishment of
private boutiques (‘maszek’) in bigger towns at the 1980s. The garments that were sold there
did not represent a good quality without even the well-intention as these products were made
from silk quilt and cheap laces, made by mums on maternity leave and stay-at-home
housewives” (Kovacs, 2009: 263). Kovacs has described the success factor of these private
boutiques thanks to their accessible price and trend-following style, and they enjoyed a huge
commerce. While acknowledging the lagging behind the latest trends, coming from mainly
Paris and Vienna (not Moscow), the local garment industry and the fashion institutions were
already registering the consummation of fashion’s influence on society and the increased
expansion of the means used to relay and follow the latest trends from the 1960s (Valuch, 2020).

Between the late 1950s and the second half of the 1980s in Hungary, social and political
circumstances essentially defined consumerist culture and consumer norms* with political
restrictions, obstacles in commercial supply, the population’s attempts to attain self-sufficiency,
shortages, corruption, the impact of the black market, smuggling, and shopping tourism (which

4 Confection products are described as ready-made, mass produced garments often with the use of machinery.
That is the opposition of made-to-measure garments. During the design and production of confection products they
use confection sizes that let masses to be ’dressed up’ while avoiding the perfect fit.

4 The politics of Hungary was also called *consumer socialism’ or ’refrigerator or goulash communism/socialism’
from the 1960s as the country was characterized by a general welfare and changing, but quite steady social and
economic development.
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refers to the practice of traveling to another member nation of the state socialist bloc where
certain items could be more easily attained), and the gradual emergence of a supply-based
market. As the domestic industry continued has proved to be incapable of satisfying demand,
fashionable garments entered the country as “smuggled goods” via private import in the period.
From the beginning in the 1960s, small-scale industrial activities (including apparel production
and design as well) has become steadily gained a wider scope: the “elite salons” only made ten
to twenty models of the same clothing pattern at a time while mass consumerism has developed
during the 1970s-1980s. The export of used clothing to Hungary from the Western market has
enjoyed an incredible demand and that phenomenon also indicated the continuous prestige
assigned to Western used clothes in public opinion. A practical and fashionable outfit for the
fraction of the price also led to a personal satisfaction (Valuch, 2020). Desired Western garment
also enjoyed a certain prestige. Hungarian consumers prefer Western brands and are price
sensitive (Bodnar, 2021). That is also supported by Zsolt's (2009) findings who stated that
Hungarian society has weaker ability to resist against the waves of the heavy influence of
(American-type) Western consumer society and that “the myth-building ability of brands that
applies for the Western consumer societies of the 1970s is also valid today. Brands can easily
compliment what traditions meant at the traditional social milieu. Brands give safety. Brands
have penetrated into the socialist region in the forms of soaps, cigarette, jeans, etc. They have
a serious status definer power and carry the Western magic of freedom at the same time. As a
matter of fact, the socialist, didactic education of taste and paternalistic practice of service
obligation has faced the brand adornment of consumer society” (Zsolt, 2009: 43).

During the 1980s, the garment factories — those who enjoyed formerly a monopol position
in the Hungarian market — were ceased, conducted contract work or foreign firms have bought
them. In parallel, private retailers, and the ‘background industry’ were copying ‘Western’
fashion, with delay but on affordable prices. A lot of boutiques were opened around that time
whose owner were not specialized in garment design and did not employed designers. One
example was the Monarchia-Art’z Modell studio. At the same time, the solvent demand has
appeared for sophisticated, expensive clothing. Well-known people have often requested Katti
Zoo6b and Lucia S. Hegyi for designing clothes for them. During the same time, the other part
of the Hungarian society has dressed up from second hand stores (Csipes, 2006: 313).

It 1s also claimed that the consumers of Eastern Europe have always been interested in
Western style contrary to socially mandated dress conformity (for detailed discussion of soviet
fashion and aesthetic, see: Bartlett, 2010.) and the demand for Western fashion products have
dramatically increased after the regime changes. Hungarians are considered to be more fashion
conscious out of Bulgarians, Romanians and Hungarians. Hungary has a developed economy
and market and had moved toward market economy much faster and to a much greater extent
as Communist regime has collapsed earlier, besides the society’s incorporation of modern,
individualistic, Western values as the country was historically more opened to Western
influence and are more exposed to Western fashion goods (Manrai et al., 2001). However, the
Hungarian market is tend to follow international fashion trends in a special way, and “you can
only make money from what the market requires” (Szentgyorgyi, 2014).

The contemporary standards of living and ideas about normalcy in Hungary have roots in
late socialist consumer culture and are not merely products of post socialist transitions or
neoliberalism (Fehérvary, 2013). ,,The consumer society is different in Hungary and in Eastern-
European context as it has not been set up so fast and at the same volume than in the so-called
West. We had and have different patterns [of consumption]. We do not consume as much as
there (...) we do not wear so less that here and do not have the same size of a wardrobe than is
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the real consumer societies” — declared Julianna Faludi, sociologist (Messzelaté & Utravalo,
2021).

Competition became fierce after 2005 when several multinationals — like the brands of
Spanish Inditex Group, German C&A, Swedish H&M and New Yorker — has entered the
Hungarian market. According to Imre Poteczki, CEO of Saxoo London has told, first, the
presence of multinational rivals became visible through the [dropped] traffic of big shopping
malls and the price sensitivity [of customers]. In rural towns, and chief towns of counties, not
the rivals, rather the [lack of] solvent demand has led to store closings. According to Laszlo
Doroszlay, CEO of sportwear retailer Heavy Tools, the crisis had positive impact as well as
weaker brands has disappeared, the supply became clearer. And the customers, left by brands
who had disappeared from the Hungarian market, can be soaked up by the rest (Tarcsai, 2011).

6.6.  Uncertainty of the regime change?

Only a few literatures documented or examined the period of the regime change within
the Hungarian garment sector, however it is constantly echoed by many authors (Csipes, 2006,
2011; Simonovics, 2015) that the sector has ceased, that was proved to be false. An example is
Simonyi & Mako (1992) who has proposed new strategies for firms, based on the situation after
the regime change.

As Cseh (1997) has emphasized, the competitiveness of textile and garment industry
should be increased, as these segments contribute to significant export, being traditional and
still significant segments of the industry, due to the high need of labor, they have a significant
social impact, based on employment and built on each other, they can create verticum. While
the segments also felt the severeness of the period 1985-1990, due to their lower rate of current
asset loan portfolio and the faster switch towards Western markets, the interest costs and the
lack of support did not make such a huge loss. While their profitability has decreased, it has
eased from 1994. The overall decline in the segments is in line with the international tendencies
of the past decades, however, the rate of decline is moderated, compared to the industrialized,
developed economies, as regions, offering lower labor costs even increased their share in the
mass manufacturing of more simple items.

Before the centralized process of privatization, during the time of the spontaneous
privatization (1987-1990), several legally and ethically questionable acquisitions had happened,
however, the process brought positive changes in the historical perspective as the period had let
the establishment of private economy, had started to destroy the uneconomical state-owned
properties without any perspectives and pushed the economy on the irreversible path of
transition to real market economy within the frames of the party state (Danyi et al., 1996).
However, populism tendencies have appeared after the regime change resulting in the reverse
the process of transition to multi-partyism and capitalism (Vigvari, 2022).

The new, original accumulation of capital was not independent from political
nomenclature in the years of the regime change. Those who can start new business, had
,relationships”, and their family ties allowed them to receive permissions and acquiring of
cheap raw materials (Zsolt, 2010). “The communist elite were tend to participate in the regime
change as they were able to forge their political capital into an economic one — as we can see
in the fashion industry” (Zsolt, 2009:38).

The textile and garment industry were one of the hardest hits after the collapse of the
Council of Mutual Economic Assistance. As Pickles and Smith (2010) has emphasized, the time
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of the regime change signaled a fundamental pivot regarding reorganization of patterns of
employment and economic life as well in Central and Eastern Europe. Consequently, the
integrated supply chains of the state socialism with its interwoven networks of full-package
suppliers were suddenly ripped from their primary market and the planning system that supplied
materials and wage inputs. Budgetary crisis has come, and decades of infrastructure and know-
how has ceased. The former state-owned, newly privatized enterprises have struggled to
reproduce the labor collective (Pickles and Smith, 2010).

In Hungary, the textile and clothing industry lost its traditional markets faster than any
other sector and mainly small businesses replaced the former state companies that was big
employers (Kokas-Palicska, 2021). Due to the privatization of the companies, the sector has
lost a huge amount of capital in terms of production and human resources as well. In this way,
even assembly and cut-make-trim activities mean low-value added process, the previously
existed, Western contract work connections meant a lifebuoy for companies. As contract work
‘does not pay well’, formerly state-owned, after the regime change privatized companies are
suffering from a lack of capital and upgrading is challenging as they mostly rely on revenues
from Western fashion brands.

The transition to market economy and the increased need for competitiveness in the global
market radically decimated the former industrial companies and segments. The transition also
caused a geographical shift from the core countries to Eastern European and Far East countries,
which were veritable repositories of low-cost labor force. But in parallel with this, fashion
industry was taken to the back seat in terms of technological development and training. During
the first two years after the regime change, the Hungarian fashion industry lost its market share
faster than ever. In 1989, the Hungarian government cancelled the governmental guarantee of
the Eastern export: that step meant making null and void almost half of the local factories’
exports. The textile and garment factories were crippled and left without any help. The industry
went through privatization, while its value was lost: numerous valuable machines were sold,
and a significant number of the industry’s professionals left the sector (Textilipari- ¢s Miiszaki
Tudomanyos Egyesiilet, 2009). Cseh (1997) stated that contract work provided beneficial
opportunities and this way, the segment could keep its position in terms of brutto production
and could increase its employment and export rate during the 1990s.

Public companies, big department stores have been closed, OKISZ Labor and the Magyar
Divat Intézet have ceased, so the structure of the fashion industry in Hungary, built by the
government has collapsed due to the regime change. The textile industry has suffered in Western
countries as well, due to the rise of China. Privatization in Hungary has not served real
manufacturing but for example the purpose of manipulation with real estate. Fashion designers
— who relied on the local elite — had to survive and reborn between brand-adorers and sparkly
rubbishy things in the Eastern bloc in the 1990s (Zsolt, 2010).

As the garment industry became considered a ‘footloose’ or sunset*® industry, the
policymakers of the reform countries quickly wrote off the entire industry. The garment industry
in Hungary has been constantly declared to be ,,in crisis”, its ,,last days are counted” and in the
brink of collapse for 30 years (see: Kiraly, 1998; 24.hu, 2002; Csipes, 2011; Vincze, 2023). As

4 The footloose industry refers to an industry, that can be located anywhere and do not produce large weight during
manufacturing and transport: it does not have a strong preferences for location as it can be located without effect
from factors of production such as resources, land, labour, and capital.

46 Sunset industries is an industry in decline that is considered to have passed its peak period or booms. Some
economies protect their sunset industries due to a huge number of employees. The opposition of sunset is the
sunrise industries with a relatively new, high growth potential.
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Cseh (1997) has summarized, “the profitability and liquidity of the sector is characterized by
the economic policy of the former decades, system of financial regulation, internal features of
firms, and especially their debt level, and currently, they are mostly defined by export and
import conditions, difficulties of the local market (significant import, black market, etc.) and
the financial burdens that punish the high need of live labor with higher burdens than the
average (national insurance and other associated costs, etc.) and the lack of [financial]
resources” (7).

While the current GVC studies points to the important role of states in terms of mediating
the chains to ensure more equitable and sustainable distribution of gains from GVC
participation and in the support of the development of supplier capabilities through state
policies in order to the maximalization of value creation and learning opportunities (De Marchi
and Alford, 2022), the Hungarian garment manufacturing firms were left alone after the regime
change in the middle of the turbulent international trade conditions.

However, having a strong stakeholder association or governmentally tied or supported
agencies are no unique within the fashion industry, there was no dedicated state agencies for
the fashion industry in Hungary until the end of the 2010s. The Hungarian Fashion & Design
Agency (HFDA) was established in 2018 “with the purpose of offering effective, structured and
coordinated professional help to every stakeholder of the fashion and design industry” (HFDA,
2024). The agency operates in political dividedness from the start. While government-related
press outlets closely report every move of the HFDA and praise their successes,
oppositional/independent outlets emphasize that the CEO of the HFDA, Zsofia Jakab is the
friend of the prime minister's daughter and mocks the budget that they receive for operation.
Based on an anonym phone interview with a Hungarian fashion designer in 2023 she shared
her experiences that “at the beginning, certain designers wanted to purposefully stay away for
political reasons as they do not want to be associated with the governing party, Fidesz or just
participated and collaborated with them as there is a culture of fear among them that there
will be negative consequences of non-collaboration. I know certain designers who even
became warned from above to be open and collaborative.”

6.7. The emergence of local fashion brands

As Hungary became the member of the European Union on 4 May 2004, different
department stores, shopping malls and fashion brands have entered the country. As Csipes
(2011) has claimed: “Remaining on their feet for Hungarian fashion brands is harder and harder
as gigantic shopping malls scribbles the majority of consumers” (123). An article published in
2000 by Cégvezetés pointed to the lack of venture capital, rather than the lack of talent in
applied arts as the main reason behind the lack of world class Hungarian fashion brands as own
design export requires not just capital but returns slower than contract work where any cost
returns within a quarter year. The Hungarian market is told to lack good taste and [proper]
clothing culture. As the womenswear market is highly diversified, it is impossible to sell
quantities in the Hungarian market (Cégvezetés, 2000).

According to Eva Prokai, founder of Amnesia clothing brand,” further expansion [after
opening stores in almost every Hungarian city and working together with distributors from
every county] is not realistic. The expansion of the market has to be carefully planned. It is
risky to step over the country’s borders, due to the requirement of the manufactured quantity.
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We are a pronto moda* company, that means that we come up with a new collection every
week. 50% of it is premanufactured jeans, coats and pullovers, the rest is made from week to
week in garment manufacturing firms” (Szentgyorgyi, 2014).

“If T would have to start now, I am not sure that I would start [a fashion brand]. We are
living in a country and a world, where uniformization is working at the maximum, consumers
are wallowing in the supply of multinational companies. There is only a narrow group of people,
who demand our clothes and there is too much of us for that group of people... I would be
happy for competition as it would stimulate all the designers to create the best and show what
they are capable of” — told Eva Halasz, former designer of Orlando Collection (Csipes, 2006:
316). Another designer, Marta Makany has told in 2001 that “I have recognized in Paris that
fashion is not just about drawing nice clothes, but it is also about having an industry behind
you. At home, one of the biggest lack is there is no industry behind you (...) (318).

That is also stated by Simonovics (2012) that after the regime change, former state-owned
factories and firms were privatized and this way, Hungarian garment and textile industry have
ceased, just as the retail networks, built on them. They were replaced by multinational
companies. Small boutiques — who were flourishing during the 1980s — could not stay in the
race with them and Hungarian fashion could only survived in exclusive boutiques who were
selling the clothes of local, young, talented fashion designers (Simonovics €s mtsai., 2012: 236).

The lack of manufacturing base is further mentioned by F. D6zsa (2012) who wrote that
folklore-inspired fashion exhibition ‘Modern Etnika’ has brought fame for its designers,
however they were not able to fulfill a 100 pieces ready-to-wear (fine confection) order, due to
proper background and as the garments’ making has required several working hours.

“Hungary has seen dramatic changes, both positive and negative during the twenty year
after the regime change in 1989. The majority of textile and garment factories, clothing
cooperatives, the leather industry (...) have closed its doors! This way, garment mass production
has ceased in our country. Factories, living from contract work have also ceased” (Csipes, 2011:
121.) The author also highlights the role of education in there (130). The lack of ‘background
industry’ has been mentioned by fashion designers as a main obstacle of their success (Csipes
2006, 2011), however it is not clear, what is meant by that. I suppose the manufacturing
background is considered to be ‘background industry’. While the textile industry is really
limited in Hungary and fashion designers are forced to use import textiles during their work,
but the lack of garment manufacturing can be easily challenged and proved to be a common
misconception among the creatives. I suppose that there is rather the lack of common cutaway
between the local manufacturing base and local fashion designers. The two fashion designers,
who were involved in the PHARE program have also denied the lack of manufacturing base,
and Molnar (2021) and Cseh (1997) have extensively described the changes — but not ceasement
— of the segment.

One founder of a ‘hidden brand’ has admitted during a personal communication in March
2024 that several workplaces have ceased, however he navigated the era and the establishment
of his brand another way: “Due to family connections, I could be in touch with a big network
of garment home workers near Tatabanya, who were professionally guided. This network was
so well-organized that I bought raw materials on Mondays, the garments were cut during the
afternoon, the homeworkers has started to work on the assembly on Monday evening, the
garment were done by Wednesday. The wholesalers could come and pick the items up on
Thursdays and Sundays.” When the demand has highly increased for Saxoo London’s products

47 Pronto Moda is the Italian term for fast fashion.
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and the brand’s own manufacturing base was not enough for fulfilling it, he got in touch with
several Hungarian garment manufacturer firm and he acknowledged that Hungary has a
professional processing industry, and these firms are working for “very serious brands” with
highly skilled professionals and technical equipment. “That was my vision that I want to make
my items to be manufactured with that high quality that can be provided by them” — he added.

One founder of a ‘hidden brand’ has added that based on his expertise, Hungarian fashion
designers mainly create with the guidance of self-expression, however it is challenging: “you
cannot be a world star from here.” He further cited the example of Off-White* that can sell
hoodies for several hundred dollars, however sourced for like a few dollars, pointing out to the
power of a brand name and the strong personality of the creative director: “it is just impossible
to reach that level of hype, surrounding of a particular brand. You have to really have an
international face, an immaculate English command of the language and dressing world-known
celebrities. “Brands are building big by the designers. You have to be Italian, French or
American. It is not cool if you are for example, German and the Scandinavian fashion market
works under a different logic.”

The designers of the late USE Unused have claimed that “first, we stepped into the foreign
market around 2006-2007, however, we were not able to finance [the market presence], so we
stepped back into the Hungarian conditions. The current contemporary fashion works through
an 8-10 months long period, so you need big business. It takes a year since you source textiles
until you see any money from it. You have to finance the sample collection that serve as a base
for orders, and it can cost ten millions for the brands, and when someone puts an order, that
carries the cost of hundred million forint. Then you can receive your money after one year”
(Neizer, 2017).

Agnes Tus-Dzsurban® listed the crucial lack of understanding of Hungarian fashion
designers that how to build up a (sellable) collection, proper design and fit for female body as
“it has to work in size 42 too”, eye for details, professional knowledge, treating ideas properly,
trend-following attitude and the acceptance, that “fashion is not self-expression, it is pure
business” and mentions, that several local fashion brand are able to operate due to the financial
help of “dads and mums”. She also emphasize the importance of being an intern for [for a
fashion brand] that is not a common practice here (Dobos, 2016a). Hungarian garment
manufacturing firms do not tend to employ Western designers, who would have access to
market knowledge and Hungarian fashion designers, who enroll fashion education in more
influential fashion capitals, do not work for Hungarian garment manufacturing firms.

Personal interviews and findings from sources led to the conclusion that there is an
indirect equitation between commercial success and appreciated aesthetics in the Hungarian
fashion scene. The former one also cited as bad taste. There is also a tension, originated with
education (for detailed discussion, see chapter 1.7). The ’bad taste’ of the Hungarian market
was indirectly blamed by Rita Halasi, director of Ponton Gallery who claimed that several
creative industries — like fashion design - is sustained by a ‘cultural snoberia’. She argues that
“as a society is more advanced and civilized and as the economy works well, there is an even
bigger layer of society who demand [locally designed fashion] and it is less considered to be a
snob phenomenon”. Ali Toth, editor-in-chief of The Room design and fashion magazine had

4 Off-White is an Italian luxury fashion house founded in 2013 in Milan by the late American designer Virgil
Abloh.

% Agnes Tus-Dzsurban has studied at MOME then in Italy and worked as a fashion designer for Debreceni
Kotottarugyar, then BERIV Kft. (the name of the brand was Catherine), besides own brands and design for
Peek&Cloppenburg.
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strictly criticized Gombold yjra! and claimed that without the invitation of buyers, international
press and the judge did a bad job, it was rather ‘throwing money out of the window’ and made
a bad impression as it seems that “we are a nice country where everybody is doing artisanal
clothes”. Halasi further criticized the work ethic and emphasized the lack of professional
communication and attitude [from Hungarian fashion designers], self-managements, keeping
the deadlines and being hard-working. “Without these, success is impossible.” A generational
gap has emerged between the older and younger generation of fashion designers: while the older
generation creates formal dresses, the youngers — like Je Suis Belle, USE, Nanushka, Anh Tuan
— creates streetwear and clothes, focusing on weekdays (Vincze, 2011).

The differentiation of Csipes represents a distinction, fundamental difference between
(commercial, financial) success and the free flow of designer creativity, overlooks the
importance of market demand and requirements over ‘legit’, artistic (fashion) design. That
viewpoint is still characterizing fashion (design) education. According to Csipes®, graduates of
the Moholy-Nagy University of Art and Design Budapest (MOME) are trying to work
independently but later forced to go towards different direction [so they leave fashion design].
He lists the lack of capital, fashion management and expertise in fashion retail as most important
reasons behind their failure. Tight local market is not in their favor, so they have to maintain
their company in the international floor (Csipes, 2011).

As Mengyén (2020) highlighted there is a growing phenomenon of supporting and buying
from local makers that are characterized by the #vegyélhazait (“buy local”) and
#tamogasdahazait (“support the local”) hashtags in social media, while there is a confusion as
a lot of concepts are labelled as a ‘local brand’. She has identified six categories: 1) the brand
has a Hungarian ownership (it is emphasized many times that the brand is a 100% Hungarian
ownership), and source products from foreign countries following an own concept and selling
it on the Hungarian market; 2) the brand has a Hungarian ownership and source products from
Hungary following an own concept and selling it on the Hungarian market; 3) the brand has a
Hungarian ownership, where the owner has established the brand, but design and/or
manufacturing is outsourced for foreign partners/business people/companies; 4) the brand has
a Hungarian ownership, where the owner has established the brand, but design and/or
manufacturing is outsourced for local partners/business people/companies; 5) the brand has a
Hungarian ownership, the owner of the brand is the designer itself but outsource manufacturing
(or just a part of it) to partners and last, 6) the brand has a Hungarian ownership, the owner of
the brand is the designer, manufacturer, retailer and marketing specialist itself (Mengyén, 2020).
The author emphasizes the importance of transparency as she argues fairly that consumers have
the right to know who to support with their money.

50 Antal Csipes have been a teacher at Moholy-Nagy University of Art and Design for decades.
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7. The empirical context of upgrading

7.1.  Power relations between manufacturers and buyers

An example illustrates, how power relationships work within local suppliers and buyers,
collaborating also with Italy-based suppliers. It shows how putting pressure (during price
negotiation) on Central-Eastern European manufacturers are taking place, working for Italian
brands. The clients®* are referring to “Italian—Chinese” firms who work with half the hourly rate
[of Ttalian firms], and they receive compliments on their work speed and quality. But in addition
to Italian manufacturers, they are also competing with Hungarian, Romanian, and Bulgarian
ones. This is only possible by not declaring every worker or having them do an enormous
amount of unpaid overtime (Barna and Dobos, 2022).

The negotiation process and mentioning cheaper rivals is also an indirect threat that shows
the power of the buyer. Thus, due to competitive pressure, manufacturing firms are not in the
position of bargaining. Buyers set the prices, having no regard for any of the manufacturers’
interests. From time to time, the case of not proper working conditions and exploited labor
reaches the attention of the public. Fashion brands are usually spreading their hands
“helplessly” and want to save their image, saying they had no knowledge of the case, because
they worked with the company through contractors and had no direct relationship with the
factory.

“But at the same time, they communicate the expectation regarding the hourly rate
towards the subcontractor, so they push [production] in this direction themselves.
Everything has a price, they know what costs, how much, and where, the price is dictated
by the buyer” (Barna—Dobos, 2022).

According to a leather manufacturer from the region, which had performed manufacturing
for foreign world brands, “[t]hose companies that have [product] development in Italy, for
instance, like going to Eastern Europe. They have smaller quantities, such as a few hundred
items, produced here, since it is faster than taking it to China, and Eastern Europe produces
good quality, Romania and Bulgaria are in a good position in this respect” (Dobos, 2019). The
Italian-Chinese companies®? are also affecting the situation of Eastern European manufacturers,
since many of the buyers work with Italian and Eastern European suppliers parallel. So, their
depressed prices also impact Eastern European orders. From time to time, scandals erupt around
certain Western brands (e.g. Dolce & Gabbana, Gucci, Prada, Armani or Hugo Boss) regarding
the poor and informal working conditions under which their products are manufactured.
Although we cannot rule out the possibility that certain subcontractors restructure production

51 Clients refer to representatives of the lead firms, those, who are responsible for managing the manufacturing
phases. Those tasks can be fulfilled with in-house employees, or outsourced (to certain, individual agents or
agencies) as well.

52 The ’Ttalian-Chinese’ companies were discussed by an interviewee living and working in Italy and acting as an
intermediary between Italian leather brands and Hungarian leather manufacturing companies. The term refers to
manufacturing companies in Italy, operating by Chinese people who work with half the hourly rate [of Italian
companies], but in addition to Italian manufacturers, they are also competing with Hungarian, Romanian and
Bulgarian ones. As explained by the interviewee, this is only possible by not declaring every [worker] or having
them do an enormous amount of unpaid overtime.
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assigned to them according to their own profit interests, the interviewed leather manufacturer
argues that

“[t]here is regulation and there are economic opportunities. The subcontractor has me do
one half of the order, the other half with a Chinese-Italian company, but they’re stressing
me at the same time, saying how effectively they work. Even if there was a scandal and
it turns out that a company had made use of undeclared Chinese labor through a company
registered to a stooge, they throw up their hands saying they don’t know anything about
this, since they had only outsourced it to a subcontractor. But at the same time, they
communicate the expectation regarding the hourly rate towards the subcontractor, so they
push [production] in this direction themselves. Everything has a price, they know what
costs how much where, the price is dictated by the buyer” (ibid.)

The quotation also points to the competition among subcontractors and how companies are
using it to place pressure on them, affecting labor conditions in a negative way. Even though
the fashion brands they work for could in theory serve as a source of prestige for Eastern
European manufacturers, many of them have no website and they keep their client a secret:

“I do not have a website, I couldn’t even indicate my references. It is discretion — no
one says who they work for. I wouldn’t call it an unwritten rule. But I have the feeling
that brands wouldn’t be happy if it was found out” (ibid.)

According to the manufacturers, the past five years — which roughly coincides with the “Made
in Italy” bill entering into force, along with the associated sanctions — had brought changes for
the previously entirely hidden commodity chain. Previously, however, brands and
subcontractors used various creative ways to circumvent regulation, at least as the example of
Italian brands have showed.

“Since now in such cases it is the company, whose brand is found in the factory that is
charged with a fine, it has been a clear tendency for luxury brands to create their own
factories, especially leather factories around Florence. Now they put “Made in Hungary”
in. Five or ten years ago companies sometimes asked us to leave a small, not easily
accessible opening where they could place the Italy label. A direct [subcontractor] contact
of mine told me that there was also a practice of a shipment leaving [Eastern Europe],
which was scrapped and destroyed on paper, then “remanufactured” on paper in their own
Italian factory” (ibid.)

7.2.  High-value added skills within the local fashion industry

According to Jozsef Torok, former investment and business director of Széchenyi Tokealap-
kezeld Zrt., the weakest point of the Hungarian fashion brands is the lack of a good team: the
“one woman show” - when the designer tries to negotiate with retailers and seamstresses as
well in one person — is never enough for success. He further added the lack of international
sales specialist as a serious obstacles for local fashion brands (Dobos, 2016¢). Hungarian
fashion designers often lack the understanding of standardized production, how prototype
becomes an actual product and who are the main players and steps of the manufacturing process.
Lilla Cséfalvay, former designer of German fashion brand Marc Cain has claimed that Hungary
lacks [fashion] firms, where graduates can go to work. Due to that, they usually start building
own brands based on the lack of other perspectives (Dobos, 2016b). Gaining experience can be
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also thought to be ‘punished’: in 2021, a young Hungarian fashion design graduate had claimed
to me ‘off-record’ that she applied and works for a ‘commercial company’* to make a living
and gaining experience from the market, but she keeps it as a secret at MOME as it would be
seen awkward by her teachers. However, it is not true, that fashion brands are not existing at
all, it is rather considered to be not preferential by young fashion designers. That is probably
due to differences in aesthetic preferences, since the hidden and more commercial local fashion
brands are not seen as desirable by young graduates. As I have mentioned above, fashion
education does not push students to gain market and/or practical experience. It is also told
within local industry circles that “people go to teach at fashion design education who cannot
succeeded in the industry” as being a teacher offers a stable income.

7.3.  Social conditions in Hungarian garment manufacturing

The comparative advantage of Hungarian fashion companies lies in quality contract work, of
which labor cost is a crucial element. Average wages are really low within the garment industry,
while competitiveness lies in that factor (Cseh, 1997). As Cseh detailed, while the introduction
of the personal income tax that led to an increased cost of employment from the side of the
employers as it is known as tax incidence, wage increasement, that followed inflation and high
rate of social security tax led to an almost unbearable cost of employment, while the employees
do not even receive an average salary. This tendency force employers to play these rules.

After the regime change, the vocational training system collapsed in Hungary and most
of the workers employed in sewing operatives were often low-skilled and trained on the job.
The wages of fashion workers closely follow the minimum guaranteed salaries and wages.
Earning the minimum wage is not attractive for the (younger) workforce as low wages do not
reflect the complexity and exactitude required in garment sewing, moreover, being employed
in cheap public work also has a stigmatizing effect. Based on a phone interview with a
representative of garment manufacturing firms’ association, from the perspective of an aging
workforce Hungary is in a terrible position, according to the expert. “There is no education.
Only bigger fashion companies are able to organize trainings.” In her experience, the only three
factors that matter to clients are quality, time and cost.

Based on a phone interview (in 2021) with the representatives of the Trade Union of
Mining, Energy and Industrial Workers, Hungary has received ‘good press’ regarding the
respect and enforcement of (labor) laws. It has become increasingly important to Hungarian
fashion brands that health and safety at work is guaranteed at companies where their products
are made, which have proven to deliver better quality than Romanian, Bulgarian and Ukrainian
companies. During the past few years, minimum wages were raised by the Hungarian
government by 8-10% on a yearly basis. But according to Eurostat, this is still the second lowest
wage (442 euros) in 2021 in Europe and just ahead of Bulgaria (Eurostat, 2021).

From the social upgrading point of view, it is a welcome sign that workers are receiving
higher and higher wages every year, for a couple of reasons. Firstly, because of the seasonal
rhythm of fashion and since local governments announce the actual wage increase at the end of
the year (being introduced from January of 2022), companies agree with clients on prices for

3 ’Commercial companies’ are often used as a pejorative term in Hungarian fashion circles for garment companies
with several stores (in shopping malls as well) in the country and serving rather the aesthetic preference of the
masses and while employing fashion designers, they remain unknown most of the time. See the next chapter and
export-oriented premium ideal type on the Hungarian garment market.
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the following year because collection pieces start being produced more than half a year before
hitting the retail segment. It is challenging for companies to economize an 8-10 percent higher
salary for their workers when they operate with smaller and smaller margins each year. Through
their agent and sourcing representative fashion brands can decide on moving production to a
cheaper neighboring country, like Bulgaria or Ukraine. Secondly, having a national, settled
minimum wage does not mean that workers are getting that amount of money. There are
companies where employee wages are attached to the competition of ‘daily norms’: if they
complete 80 percent of the norm, they get 80 percent of the minimum wage. Hungarian labor
rights are decreasingly serving the interests of workers. Overtime is often not paid as the
overtime law sets a ‘working hours framework’, which in practice means that overtime work in
mean, as times is ‘slipped down’ during ‘dead seasons’ (Dobos, 2019). Nowadays, according to
the Trade Union of Mining, Energy and Industrial Workers, there is no company where workers
do not get the minimum wage — daily norms are set to be completed. According to the Hungarian
Fashion & Design Agency, “Since the textile and garment industry is labor-intensive in nature,
it is a big employer especially in the segment of labor-intensive confection production.
Furthermore, in knowledge intensive technologies, the use of modern communication tools can
be attractive for the younger generation as well. Poland, Romania, and Ukraine have slightly
lower labor costs than Hungary. Local companies can benefit from the emigration of skilled
labor from neighboring countries. Customers are interested in fewer, but better quality and more
expensive clothes offered by brands”.

The operation of KEZMU, ERFO and FOKEFE demonstrates that workers with
disabilities are perfectly able to fulfill every step of fashion production, from cutting to sewing.
The only difference between normal workers and workers with disabilities is the amount of
time required to complete tasks, not quality. Reduced work capacity also entails increased
precision in their work, focused attention and in some cases increased tolerance of monotony.
Based on a written interview, done in 2021 with the representative of the KEZMU, ERFO and
FOKEFE nonprofit company, “more and more (fashion) companies are talking about social
responsibility, and when they can point to employing workers with disabilities the perception
of their value in the public eye also improves”.

This tendency to support social sustainability and inclusive employment is highly
favorable for them. Promoting the employment of people with disabilities by law can also have
a negative effect. Law No CXCI. of 2011 declares that companies employing more than 25
people must ensure that 5% of their employees are people with disabilities. If this condition is
not met, the company is required to pay a rehabilitation contribution amount of 1,449,000
Hungarian forints/person/year in 2021 (where the amount is nine times the minimum wage, as
set in each case, and the company must pay the compulsory rate of employment for the missing
number of disabled employees). Not surprisingly, the (favorable) tax paid by the state system
on behalf of people with disabilities has reportedly led to an unjustified rivalry between garment
companies (CsJ, 2017). As the representative of the Trade Union of the Mining, Energy and
Industrial Workers pointed out, several companies have considered employing people with
disabilities in the interests of reducing the tax burden for the company. Nevertheless, by doing
so the integration of these workers into the larger community along with facing different
working conditions can lead to conflicts as well. It is hard to say exactly how many fashion
companies are paying the rehabilitation contribution as the Central Statistics Office registers
only the number of companies by branch of economic activity (not by persons employed). The
CSO counted 7 454 registered (2020) and 4 954 operating (2019) companies dealing in textile,
garment, leather and leather goods. There is also an unexpressed tension between the workers,
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the company and fashion brands because of the difference between the prime cost> of the
garment (the price that the producer receives after each piece) and the final retail price of the
garment, which can be 5-8 times higher than the workers’ monthly salary. Previously this cost
difference was a multiplier of around 2-2.5, and there is a reported tendency that this is growing.
But as Hungarian fashion companies are relying on foreign fashion brands, we cannot consider
this tension as a threat to relocation tendencies. The interviewees identified the diminishing
prestige of fashion work and low wages as a primary cause of the reduced workforce.
Furthermore, public opinion looks at fashion production as being old-fashioned. It will be
crucial to raise the level of education and vocational training, with a focus on integrating
practical skills for the XXI* century. The development of education in terms of connecting
‘theory and practice’ will be key in winning the younger generation.

7.4.  Social circumstances reporting: Working conditions in Hungarian garment
factories in the public’s eyes

While the subjects of sweatshop-scandals are mostly fashion workers and brands in developing
countries where garment manufacturing mainly occurs, the semi-periphery has not been
overlooked by the global civil society. However it is told that “the Achilles heel of these
powerful global corporations is their reputation (brand value)” (Locke, 2013) and sustainability,
related to ethical sourcing as well seem to play an important role (discussed in the relocation
chapter as well), I personally do not think that the majority of the lead firms/global
buyers/fashion brands are carefully consider and monitor working conditions among their
suppliers. However, it is important to highlight here that there is no empirical data on their
effects, so we cannot draw a conclusion on their impact on fashion brands’ operation and
sourcing practice.

The working conditions at Hungarian garment manufacturing companies reached the
spotlight in the past few years many times. The reports are often biased and resembled to
Western norms. Working conditions were described as similar than in Asian sweatshops by a
research, conducted by Tudatos Vésarlok Egyesiilete (“Association of Conscious Consumers”)
and presented at the Emberi jogok és munkakoriilmények a magyarorszagi divatiparban
(“Human rights and working conditions in the Hungarian fashion industry”) conference: the
presenter had highlighted the significant number of grey zone work, and while garment workers
are earning 60-120.000 HUF for a monthly work, and workers are sewing luxury clothes for
major Western European fashion brands, like Max Mara, Gucci, Kenzo, Kookai, Escara, Stella
McCartney and YSL, their salaries do not even reach the national minimum living wage and
lives in material deprivation while working in 35-42 Celsius degree in the factories (Kovacs,
2017). The research was connected to the work of worker rights campaigner NGO Clean
Clothes Campaign that has done former research on the Central-Eastern European region and
claimed that post-socialist European countries’ low-cost laborers are the factories from the
backyard of Western-European fashion brands and retailers and that ‘Made in Europe’ is a myth,
regarding better working conditions (Luginbiihl and Musiolek, 2014). While the working
conditions have circulated among the news, the reaction of industry organizations, like the
Bénya-, Energia és Ipari Dolgozok Szakszervezete (“Trade Union of Miners, Energy and

54 The prime cost depends mainly on the details and complexity of the garments and the difficulty of handling the
designated material. In practice, the garment price is often set by clients based on former estimates and their
willingness to pay.
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Industrial Workers” - BDSZ) and Magyar Konnytipari Szovetség (“Hungarian Light Industry
Association”) has not reached the mainstream media. The organizations has attacked the results
and the methodology as the research has covered only 3 garment manufacturing companies and
this way, its findings cannot be generalizable and does not reflect on the industry’s general
conditions and the industry’s progress towards the development of working conditions (Varga,
2017). In 2019, working conditions has reached the international mainstream media again as
the Duchess of Sussex wore a £1,545 wool Stella McCartney coat at the Remembrance Day
service that was produced at the Beriv factory in the town of Berrettyoujfalu and was sewn by
workers who are paid a pittance and live close to the poverty line and were paid £2.60 per hour
(Chaudhary, 2019). Contrarily, ‘it is a lucky thing, working for Stella McCartney as they are an
ethical lead firm’. However, the difference between the prime cost and the retail price are getting
bigger: formerly, it was 2,5-fold. Eva Varga, representative of the BDSZ has highlighted that it
is a tendency that the rights of the workers are hurt during changes on the national legislations
and even if there is a settled national minimum wage, the ‘system of norms’* gives the
opportunity to be paid under this. Furthermore, the national labor laws also allow working 10-
12 hours a day, working on Saturdays and not paying for overtime®®. The constantly increased
national minimum wage can also ‘fight back’ and lead to the loosing competitiveness of
Hungarian suppliers®” (Dobos, 2019). That tendency underpins the importance of the national
legislations and their enforcement over the participation on GVCs and how state policies are
responsible for social up- and downgrading trajectories (Plank and Staritz, 2016).

The current situation and working conditions of Hungarian garment workers were
extensively reported by Vincze (2023) who states that while a high level of sense of beauty,
defts hands, creativity and high level of monotony tolerance is required for the job, they receive
“darabbér” or salary after performance that means that they are after completed items. The
salaries are usually around the legal national minimum wage level and several employer cheat
with occupations in contracts and list below the qualification of workers (like officially they are
trained on the job), so this way they do not have to pay higher salaries, based on qualification.
They are usually suffering from noise pollution and heat but there is a wide difference in terms
of working conditions in Hungarian garment manufacturing companies. It can happen that
workers only allowed to use the bathroom or have a lunch in the dedicated breaks and are forced
to pass down their phone before starting their daily work. Bad posture and crooked fingers —
related to the daily work while constantly sitting and the heavy use of hands — is very common.
Shadow work is also present and that drives down the prices of legally operating factories.
Trade unions do not exist or that it just seems that they are doing anything (Vincze, 2023).

55 The ’system of norms’ refers to that fact that legislation gives the opportunity for employers to tie the payment
of the national minimum wage to the fulfillment of the 'norm’. This refers to the productivity of the workers, a
number of completed item that is specified by the employer. So if the worker only complete the 80% of the norm,
he or she can be paid the 80% of the national minimum wage.

%6 Not paying for overtime can happen through the *time frame’. If a worker works more in a certain month and
less in the following, the overtime can be ’slipped down’. As garment manufacturing enjoys a seasonal nature with
heavy peak periods and rather empty weeks and months, garment manufacturing companies often use that system
for not paying for overtime.

57 The manufacturing of fashion collections reflects to seasons: the actual production starts a year, or more than
six months earlier than it reaches the stores’ shelves. If the supplier and the lead firms are following the rhythm of
the main seasons of the fashion industry (when certain collection are designed, produced and hit the market), they
have negotiated about the price of the garment production before the national government has introduced a new,
increased national minimum wage. This way, the supplier has been left without the chance of financial
compensation by the lead firm and they have to *budget’ the difference.
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8. Empirics on reshoring

8.1.  What does Hungarian garment manufacturing firms experience regarding
reshoring?

Experts have formerly called for strategic partnership and stronger relationships between buyers
and suppliers (Alicke et al., 2020; Pla-Barber et al., 2021), the results of the firm survey show
a different outcome. The research treated the contract work prices as an indicator for this
partnership, however 36% of participants have indicated stagnation. Manufacturing firms are
receiving the 5-10% of the final price of a garment. One firm further signed decreased prices
by lead firms as they are facing increasing costs. One participant stated that cost-efficiency “has
not been a finished match yet”: “Big fashion brands get used to low prices and high quality.
This is just unpreservable in Europe. They must increase contract work prices with at least 30%
on the long term.” Only one firm has not experienced reshoring (Figure 19).

Have you experienced reshoring, especially that buyers coming back from Asia?

® yes
@ no

Figure 19: Reshoring experiences of Hungarian garment manufacturers

Source: own edition of the author, based on 11 answers from Hungarian garment manufacturing firms

The main trigger of the reshoring (in time) were the COVID-19 pandemic and Russia’s
aggression on Ukraine. Equally, five-five participant have listed these two external socks as
main trigger, one responded that the firm has a relative stabile base of buyers. Half of the
participants have welcomed returned lead firms and new ones (Figure 20).
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Are reshoring buyers former ones who have experience with or totally new ones?
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Figure 20: Former experiences with reshoring buyers

Source: own edition of the author

As Figure 21 shows, the 45,5% of them (7 firms) have received detailed explanation from the
representatives of the lead firms for reshoring drivers.

Do you receive any direct feedback on reshoring drivers?

no yes

Figure 21: Feedback on reshoring drivers

Source: own elaboration of the author

They could list multiple drivers. They listed uncertainty of supply chains/securing the supply
chain (safety), lower transport and manufacturing costs (compared to Asian manufacturing), the
fluctuating price of transport and delays in container trade, better/higher quality of products and
the prestige of European manufacturing. Besides that, one participant has listed complex and
fast service and manufacturing and the “irrelevance of Asian manufacturing on a small scale”
as further drivers. The 11 participants have listed 19 drivers, these are listed in the Table 6.
Based on Table 7 that listed the external drivers of reshoring, the majority of drivers are related
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to the global level of drivers, signed with yellow letter background in the table. As we can see,
cost-related (manufacturing, logistics) drivers dominates and only a few firms have listed non-
measurable factors (here, uncertainty of supply chains is related to resilience) and the prestige
of European manufacturing, however it did not specify that it is manifested in the eyes of
consumers or the buyers themselves. As a single firm-level driver, better product quality is
related to mainly the expertise of the workers, it is signed with blue background in the table.

Based on your experience and the received
feedback, what are the reshoring drivers?

Identified driver type (based on Table 7)

uncertainty of supply chains

non-measurable factors (resilience, trust,
reliability)

better profitability (here)

cost-related (it can involve both manufacturing,
logistics and other costs)

increased manufacturing costs (in Asia)

Manufacturing/Factory
labor costs)

cost/FOB  (especially

increased logistic costs (from Asia)

cost & length of logistic

uncertainty of supply chains

non-measurable factors (resilience, trust,
reliability)

increased labor and additional costs (in Asia)

Manufacturing/Factory cost/FOB  (especially

labor costs)

better product quality (here)

Expertise and skills of workers

better product quality (here)

Expertise and skills of workers

long logistic time (from Asia)

cost & length of logistic

increased logistic costs (from Asia)

cost & length of logistic

difficulty with raw material sourcing

non-measurable factors (resilience, trust,
reliability)

increased logistic costs (from Asia)

cost & length of logistic

better profitability (here)

cost-related (it can involve both manufacturing,
logistics and other costs)

increased logistic costs (from Asia)

cost & length of logistic

uncertainty of logistics

non-measurable factors (resilience, trust,
reliability)

increased logistic costs (from Asia)

cost & length of logistic

more complex services and manufacturing (here)

Expertise and skills of workers + customer
service towards buyers

uncertainty of logistics

non-measurable factors (resilience, trust,
reliability)

prestige of European manufacturing

consumer demand and values (e.g. Made-in
effect)?

Table 11: Reshoring drivers, listed by the participants

Source: own elaboration of the author
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While all the eleven participants have evaluated reshoring as a positive tendency for Hungarian
garment manufacturing firms, its sustainment relies on flexibility, (keeping) strict deadlines,
available capacities, and costs, associated with the segments.

8.2.  Expert interviews

During the pandemic, many Hungarian garment manufacturing firms decided to produce masks,
as their orders have been paused first from buyers.

“Only a few Hungarian firms are specialized in the manufacturing of PPE and medical
purpose products as there are strict requirements. Furthermore, those who would have
had antibacterial raw materials and would be able to produce FFP3 masks, cannot
monetize that as the permission process for manufacturing requires a significant
financial investment from them and took a long time” — told a representative of a
concerned manufacturing firm.

A director from a leading garment manufacturing firm has highlighted that “they are receiving
enough orders, but buyers are paying 10-20, and even 30% less than formerly and later than the
average.

An expert emphasized the pressure in terms of strict deadlines and low prices. ‘Why are
fashion brands manufacturing here? It is simple. It is cheaper than in the Western European
countries, while we offer the same quality’ — told the head of an employer association in 2019.
The expert further added that buyers are taking it as an offence if they want to receive higher
prices. ,,Exchange rate of the EUR is changing. We have to import many things. Improvement
is expected, we have to have the latest technology, we have to pay fair wages, but from what?”

Another CEO of one of the significant Hungarian manufacturing companies has shared
that according to their experiences, European fashion brands were trying to concentrate their
production within the European Union’s borders because of supply chain security, quick access,
and flexible, close production. A further CEO confirmed that several fashion brands had become
disappointed in Asian production and had been looking for an even more expensive, European
solution in 2020.

From the experiences of the Hungarian Fashion & Design Agency in 2021, reshoring is
significant within German companies.

“The region’s countries are a favorable production partner for Western-European brands
because of the low labor cost and tax burden (compared to the home country) as they are willing
to pay more for good quality and reliable solutions since, they have been disappointed in Asian
production (...) As competition is very tense among the highest market segment of fashion
brands. Everyone wants to work with the best producers who offer the best quality.”

Besides deadlines and prices, a sourcing agent, working closely with French, English and
Italian buyers have emphasized the improvement in technology and claimed the intense rivalry
between Eastern Europe and Portugal. Based on his knowledge, there are not a big difference
in contract work prices between the region’s countries and pointed to the lack of skilled labor
and the yearly increase in minimum wages as main challenges. “If [Hungarian] government
announces an increase again, most of the buyers just leave Hungary and finds a new country
with a little lower labor cost. The seasonality is a problem: due to the in advance nature of
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manufacturing, buyers and suppliers have agreed on a price, before the announcement. They
are not able to finance a 10-15% increase in salaries.”

According to the head of an employer association, reshoring was not significant in 2021.
‘We have seen positive displacement tendencies 2 years ago, around 2019. But one of the
biggest clients of Hungarian fashion companies - German clients - are ‘sitting on the floor’ right
now.”

One firm that operates as an upgraded company since they act as intermediaries and
subcontract assembly activity to 12 local and 20 Romanian factories, specializing in product
development and logistics as well, welcomed new buyers during the pandemic. The director of
the company has signed in 2021 that: “We are getting enough (orders), but the prices are lower,
by 10-20% or even by 30% and clients are paying later than the average” (Dobos, 2022b).The
director sees contract work as a chance for survival as most of the Hungarian companies do not
have time and capital for developing own products (the financial return on own products is
around 1 year, and contract work pays after 4-6 months). According to the director’s vision, the
worst scenario is that the local industry will shrink and bigger companies (employing around
50 people, of which there are only a few) will disappear. Small, atelier-type companies will
work with smaller quantities as China is not a rival in ‘vallfas aru’=.

A representative of a nonprofit company, that is the biggest employer of workers with
reduced work capacity and people with disabilities signed, that during the pandemic, 20% of
their partners are ‘new’ (started working with them during the past 1-2 years) and they are
experiencing a ‘day to-day’ growth in new clients. They have experienced reshoring since 2018
in their operation. ,,Even brands, offering bigger quantities, want to find partners in the region.”
It has been their experience that it is primarily German, Austrian and Italian fashion brands
reshore their manufacturing. “The process has also begun with the sourcing of raw materials.
China offers favorable prices for the finished products in overall, but these textiles are relatively
expensive when compared to low production cost. Those (fashion brands) that want to run
production closer to home, find better prices for textiles in the Near East”.

One representative of a Hungarian garment manufacturing firm, specialized in lingerie
further highlighted the intense working environment in December 2023, related to the COVID-
19 pandemic: “if you do not have enough [contract] work for a week, or for a month, you can
only compensate that loss only if you work constantly during a whole year. Spanish, German
buyers dramatically cut their orders, since the pandemic.”

One consultant has declared that reshoring tendencies were more likely to happen around
the beginning of the pandemic but now she described it as a ‘lost hope’ in January 2024.

This view is shared with the sourcing agent in 2024, who does not see ‘escaping China’
as a general trend. “The development of production is done in Europe, but the development of
the model than development of manufacturing and manufacturing tendentiously happen in the
Far East, in the form of ready-made garments. Big fashion firms seek cost efficiency, so they
outsource what is just possible and made manufacturers finance the raw materials and other
equipment. If you want to work together with really big brands on a long term, you have to
have the latest product development technology (such as Lectre, Gerber, etc.) and you have to
employ expertise professionals (who can design in 3D)”. He sees the haute couture category
that 1s ‘happening in Europe’, exclusively, due to its small-scale production and strict deadlines.
However, he further added that one of his Italian partners manufacture their products that
requires fast turnaround near Milan in smaller suppliers, owned by Chinese, as the firm have to

58 Vallfas aru, *garments that should be hanged’, refers to quality garments, offered by higher market segments.
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pay lower prices than in Eastern Europe. ““...and what is more important, the product can carry
the Made in Italy label that enjoys such a high prestige in Japan, the Emirates and even in the
USA and Russia.” The sourcing agent only mentioned some German brands who had sourced
more products from their Hungarian supplier, however it was not seen as a constant trend. He
had only received a growing number of inquiries after Russia’s aggression on Ukraine as
garment manufacturing firms have closed in war zone. One journalist, specialized in textile and
garment industries does not see the COVID-19 pandemic as a possibility for local firms for
gaining new and further orders and cited the Yugoslaw war>® starting in 1990 as “local [garment
manufacturing] firms could not bestride on that event”.

An expert on export promotion, specialized in creative industries and working with many
firms has concluded in February 2024 that she has seen fashion brands from Western Europe,
mainly Dutch and Belgian firms, designers brands looking for Hungarian options for
manufacturing due to the “unreliable Chinese manufacturing”, and others “marching towards
even more East[ern Europe from Hungary] as we are expensive. After the pandemic, the
recession and the war has brought serious raw material shortage and lead firms are significantly
cutting their budget [on manufacturing] and further decreased their order volume™ as well.

8.3. Do local lead firms tend to reshore?

From 34 interviews with Hungarian fashion brands (listed in Appendix 10), only 3 of
them are engaged in Chinese manufacturing. One participant has an outstanding engagement
with China and sources from 48 Chinese firms. All the brands source products from local
manufacturers and a further 2 brands are sourcing from the Eastern periphery (They have signed
Romania, Turkey and Serbia). The interview results showed no consensus on the question on
that when does it worth to source products from foreign countries? One owner of a fashion
brands has written that ,,in terms of foreign partners, they are more specialized on certain
products, they are able to source better raw materials. This leads to the situation, that they offer
better price-value balance than Hungarian garment manufacturing firms.”

Further interviewees have cited that it worths to move from local manufacturing from at
least 20 (regarding more complicated items), +100 or over 1000 item from one single product.
This leads to the conclusion that leaving the country borders, in terms of garment sourcing is
rather the question of technological capabilities and expertise with a particular material than
quantity and larger bulk of orders. One participant noted that according to their experience,
Turkish manufacturers often accept orders just over 10 million HUF (around 25 000 Euro).

However, as one of the CEO claimed, due to his experience, “Turkey has drastically
regressed. They speak worse English than 15 years ago. Erdogan does not help the economy.”

The reshoring of manufacturing poses a challenge for Hungarian garment firms as well.
Representatives of the firms have listed the lack of local textile manufacturing, lack of advanced
technology in manufacturing and specialized equipment in foreign countries, the fluctuation
(and closure) of former Hungarian partners, lack of proper (high) quality, or too expensive
costing from the side of the manufacturers, better price-value balance with foreign
manufacturers. However, several interviewees signed a clear intention for reshoring ,,in the
moment as it worths it”.

%9 During the period of Yugoslaw war (1990-2000), several Western-European lead firms have left their Slovenian,
Croatian, Kosovian and Bosnian garment manufacturing suppliers due to uncertain political conditions.
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9. Case study selection

The examination of upgrading opportunities and experiences of Hungarian garment
manufacturing firms further consists different case study selections.

1) First, the different upgrading paths of former state-owned enterprises are shown through
a comparative most similar system’s design (method of differences).

2) Second, the former own-brand manufacturing (OBM) experiences are shown with the
descriptive case study of the former PHARE program (1990-1996). The program was
aiming for promoting own-brand manufacturing among Hungarian garment
manufacturers to the European market. I assume that findings, generated from that case
can suggest considerable basis for the later prospects as well.

3) Third, the current OBM prospects are discussed through 9 interviews with garment
manufacturing firms with own brands, following the purposeful sampling approach.
This section puts a special focus on reliance on contract work.

4) Fourth, a sub-chapter on the local fashion brands contribution to the upgrading prospects
of manufacturers will follow. This sub-chapters contains an ideal type categorization
first, to give an extensive overview of Hungarian fashion brands, and then, firms-based
interviews will be followed.

9.1.  Similar past, different present: the most similar cases of former SOEs’
upgrading

9.1.1. Identification of independent variables, the macroeconomic context of the cases
and case selection criterias

The identification of independent variables is based on state-of-the-art literature on the CEE
region’s garment manufacturers’ upgrading experiences and research interviews.

Actors have their roots in earlier rounds of industrialization, done under the state
socialism and its partial OPT arrangements before the regime change (Begg et al., 2003; Pickles
et al., 2006; Smith, 2003). In some cases, it appeared that the legacy of past institutional
arrangements governed continuously the organizational structures during transition (Stark,
1994), so managers, even in privatized firms continued to supply the same customers with the
same products. The diversification of customer base, namely, the focus on export through close
relationships with a small number of foreign buyers combined with the production of own label
goods for the local market proved to be a key strategic consideration. Furthermore, personal
relationships with regional policy-makers also helped manufacturers in addressing problems
with state intervention and facilitating international transactions (Kalantaridis et al., 2019).
Polish garment manufacturers managed to produce for foreign labels and brands as
subcontractors intensively after the 1990s (Korneczki, 2002). Polish firms were more successful
in upgrading compared to Romanian ones, due to the firms’ closer links with foreign buyers as
OEM manufacturers and the development of OBM nurturing already in the early 2000s (Yoruk,
2002).

Social scientist have emphasized the key role of entrepreneurship in understanding the
East European transformation and post-socialist capitalism (Laki, 2002; Rona-Tas, 1997).
Being a similar concept to that, Tokatli (2007) has emphasized strategic intent (as a form of
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managerial ambition) in terms of OBM activities of Turkish garment manufacturers. Surubaru
(2007) raised the importance of theory of political power resource conversion that states that
former members of the Romanian Communist Party were supposedly benefiting the most from
their previous connections in setting up and operating big factories. Regarding
entrepreneurship, the society has shown an ambivalence towards the perception of the
entrepreneurs, often connected to informal economic activities (Kalantaridis et al., 2019), being
often portrayed as a shady profiteer, exploiting the honest labor of others (Rona-Tas and
Lengyel, 1997). Kalantaridis et al. (2019) described the accumulated information and
knowledge as an efficient asset in preserving existing networks. Jozsef Cseh, former secretary
of the Hungarian Light Industry Association has emphasized the need to switch for own brand
manufacturing (Kvassinger, 2002).

Regarding ownership, foreign direct investment (FDI) were more likely to be associated
with new managerial methods, new technology and production systems, that allowed them to
develop new products for new markets (Taplin and Frege, 1999). While indigenous owned
enterprises or management buy-outs are told to be facing bigger obstacles due to limited
resources (Hedberg, 1981), it is also acknowledged that successful firms are not necessarily
those who have the greatest resources but those who can mobilize their resources appropriately
to changing market conditions (Taplin and Frege, 1999). Hungary was the most advanced, in
terms of the implementation of political, social and economic reforms, positioning the country
as a primary target for FDI, being manufacturing the most attractive sector for foreign investors,
who were primarily looking for low labor costs (Kiss, 2007). As a former CEO of M4jus 1
Factory Fabian has told, foreign capital will slowly pop up in garment manufacturing, as
Hungarian firms have a low productivity and unfavorable profitability, however, profit outlooks
can be improved only through working capital and updating technology (Kapitany, 1991).

As Surubaru (2007) has concluded, different privatization strategies were possible in the
same national framework within the case of Romanian garment factories who reacted to the
free establishment of trade relations (after the elimination of economic centralization): 1) some
of them succeeded maintaining the old subcontracting relationships (exclusive subcontracting),
tried to diversify their activities, invested their profit into new facilities and a store, 2) many of
the former socialist factories were forced to become indirect subcontractors, working
exclusively for new entrepreneurs (ex-members of foreign trade ministry or state-owned foreign
trade enterprises who established modern factories), and 3) many of them did not accept direct
subcontracting and found new foreign customers and managed to buy a foreign factories’
equipment. A former socialist factory was free to create its own collections in its design
workshop and sold it to socialist markets. After sporadic subcontracting relationships, the firm’s
majority were acquired by foreign capital, where technologies were upgraded and the design
workshop were modernized. However, technical skills and local organization knowledge
proved to be insufficient resources in setting up new businesses over the intervention of foreign
capital and newly established personal connections.

Foreign investment helped the former Albanian state-owned garment manufacturers to
set up modern production technologies. Firms have realized process and product upgrading but
not functional: even if they implemented ‘additional activities’, they remained in the lower link
of the garment value chains. Based on the findings of Anamali et al. (2015), the buyer-driven
nature of the value chain (through buyers’ needs and strategies), the government s development
strategy, the skills of the labor force are the decisive factors in terms of upgrading. In the case
of Transcarpathian garment manufacturers, international investors proved to be crucial in terms
of access to capital, technology, second-hand machinery, reliable sources of supply and final
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markets (Kalantaridis et al., 2019). In Poland, while many older, former SOEs did not survive
on the free market, former employees and other new entrepreneurs were active in setting up
new firms, benefiting from already developed skills and knowledge, and machinery and other
equipment were a basis from closed and restructured firms. FDI were also present, but on a
small, short-lived and fragmented scope than in other branches of the sector (Domanski, 2001).

In the Transcarpathia, Ukraine, former state-owned manufacturers inherited the Soviet
production and technology and were cut off from sources of supply and traditional markets.
The state or trade unions were having stakes only in those garment manufacturing firms that
did not attract any sufficient private interest. Publicly owned firms faced difficulties in terms of
adjusting to the new environment and access to finance for organizational restructuring and
technological upgrading, compared to private ones. The joint ventures with MNCs proved to
enjoy an advantage in terms of integration to global networks. As Kalantaridis et al. (2019) has
concluded, the survival and growth of the garment manufacturing firms relied on their ability
to tap into new market opportunities emanating from beyond the country’s boundaries.
Intersectoral upgrading, in a form of sewing for the automotive industry, and a shift for higher-
value-added products, such as corporate, technical, specialist clothing, leisure- and sportwear,
etc. is a visible trend in Poland, Slovakia, Romania and Hungary (Crestanello and Tattara, 2011;
Dunford, 2015; Molnar and Lengyel, 2015, 2016; Pastor and Belvonc¢ikova, 2015). In the case
of Poland, upgrading processes depend on type, direction and geographical focus as well (Kocaj
and Murzyn-Kupisz, 2024).

In the case of Hungarian garment firms’ privatization, local buyouts and extensive
investment from Western capital were experienced and most of the privatized firms have a low
cost competitiveness strategy with similar buyer driven quality and reliability or delivery
requirements (Taplin and Frege, 1999). As Taplin & Frege (1999) has observed, a garment
manufacturing firm has improved product quality and new machines were introduced during
the production processes and new production and quality control have been taken out (bringing
Western management techniques). Owners wanted to achieve industrial upgrading and break
out from contracting, however inadequate capital investment, malfunctioning machinery and
poor worker motivation have created significant barriers. The authors pointed out the nature of
firm product markets, the firms’ position in GVCs (acknowledging the dependency on
subcontracting) and institutional constraints (that shape the deployment of labor resources) as
key effect in terms of a firm’s competitiveness strategy. The intensification of work process, in
order to meet buyer expectations and achieve worker productivity (Smith et al., 2018) is
characterized by the soviet-era practices of piece rate norms and bonus payments (Burawoy,
1985).

While the evolution of the garment industry from traditional to a creative sector is also
considered as a form of upgrading (Aspers, 2010b; Gereffi and Memedovic, 2003), it rather
reflects regions’ or countries’ upgrading trajectory, not firms’. Upgrading strategies may depend
on the size of the business, market sector and segment (Molnar and Lengyel, 2015, 2016), and
garment enterprises may integrate horizontally into related sectors, such as shoes or accessories
and form backward (design) and forward (distribution) linkages. Local assets and institutions
matter and interact with strategic coupling and upgrading processes of apparel firms in a semi-
peripheral context (Molnar, 2025). As Kocaj & Murzyn-Kupisz (2024) has summarized,
upgrading trajectories may be conditioned by local knowledge and skills, capital and ownership
structure, size of domestic market and external policies of the continental level, besides
globalization processes, pointing out to internal and external factors as well. In the case of
Slovakian garment manufacturing firms, greater economic sustainability was observed among
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firms with foreign ownership and/or deeper involvement in Western European production
networks or those producing higher-value-added products (Pastor & Belvoncikova, 2015;
Smith et al., 2014). Some Slovakian firms, formerly engaged in assembly production, have
emerged as network organizers and intermediaries, mostly through subcontracting to Ukraine.
Former state-owned firms also used the emerging new, smaller enterprises as subcontractors to
meet demands for extra capacity (Smith et al., 2008), pointing out to the multi-layered value
chains through core-periphery relations within the country and regional networks.

Regarding buyer relations and building networks, before the regime change, the foreign
trade firm, Hungarotex enjoyed an exclusive gatekeeper role, as the biggest firms’ directors
were able to access foreign currency for the purchasing of any know-how or technological
advancement through them (Németh, 2010). The big garment manufacturing firms are relying
on contract work as local demand for confection products has seriously shrunk and they cannot
move fast to the production of small-scale orders. While they can compete in quality, cannot in
price and as contract work does not acknowledge local inflation, even contract work can provide
loss (Népszabadsag, 1991).

Employment was considered to be the key economic challenge during the 1980s, and
especially the commitment of unskilled female workers. As the director of Szolnok plant of
Maijus 1 has noted, they are not allowed to significantly increase wages, even if productivity is
increased, that results low wages. As the labor legislation ties the hands of employers, they are
not allow to lay off workers who are not meeting requirements, just if they conduct many faults
(Szolnok Megyei Néplap, 1988).

During the state-socialism, huge firms were established that often neglected any
economic rationale. These huge firms often had 10-15 manufacturing plants and as the
resources of the economy had dried up and central financial support did not come, they faced a
crisis. The managers of some of them had established other firms from these plants, relying on
the unregulated market, however the transition did not solve the challenges of acute lack of
capital and outdated structure of manufacturing. A significant injection of investment and
proper rationalization were needed in order to shape competitive firms. But the majority of the
managers have strengthen their former structure, keeping uncompetitive segments alive in order
to restrain their relative significance and size (Zsubori, 1991). As former CEO of Majus 1, Janos
Féabian has told, foreign capital will slowly pop up in garment manufacturing, as Hungarian
firms have a low productivity and unfavourable profitability. Profit outlooks can be improved
only through working capital and updating technology (Kapitdny, 1991). Overall, it was
publicly acknowledged that the garment industry has suffered from the decreased number of
labor force and prestige, increased tax burdens, minimized investment and development
opportunities (Hunyor, 1987).

One of the biggest survivors of the regime change was the garment industry. While
contract work provided livelihood for the sector during the *70-80s, as it was once an additional
activity then subsistence, it became an overwhelming burden, since the Hungarian clothing
industry had reached the highest quality level of contract labor orders, beyond which - due to
the emerging Eastern European competition - only the so-called own material, i.e. independent
collection production could bring it a market. However, to a large extent, it lacks an intellectual
and technical base, a design profession at the height of its powers, a market penetration, which
requires capital, and much else. Experience has shown that the transition to a market economy
and the stabilization and improvement of viability have been successful for those firms that
were privatized early. According to an expert, contract work is still needed, as it can be freed
from financing the materials and equipment needed for production, free capacities can be filled,
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skilled workers can be employed, contract work results in market security, new market
knowledge, smaller investments and technology transfer become possible, quality requirements
can be improved, but contract work can also increase organizational and management skills and
increase the efficiency of live work. But the contract worker becomes vulnerable to product
development, market influence and price, his domestic supplier relationships are fragmented,
and there is no need for independent development, modelling and design capacity. These are
regressing, making it impossible to develop further. Vulnerability means that the intentions of
exchange rate policy cannot be enforced on exports of labor, and commercial work and related
knowledge is limited. for Hungarian industry, the aim could be to master the production of
better-than-medium-quality products and to serve such consumer needs on a mass scale —
PHARE, however, local retail scene is in chaos. As another expert stated, non-capital intensive
firms are primarily subcontractors, but if they can accumulate sufficient income, they can
themselves subcontract over the years with firms that are less competitive than they are and
gradually enter the market with new products of their own design (their own collection). While
the firms suffer from the lack of capital, the social, cultural and infrastructural environment is
still relatively better than in many low-wage countries. However, this is not enough to maintain
our advantage in the long term, and without easing public disincentives, our contract work
orders is likely to fall. According to business leaders, the competitiveness of Hungarian
products is determined by the financial and economic environment. If a company is able to
produce a quality of product through subcontracting at a price that can bear the advance of
production costs and includes a very significant extra profit, then the reasons for the inability
to compete are not really to be found only in the companies and not only in the financial
processes. Among the reasons cited by business leaders are the extremely high level of bank
interest rates, various levies and local taxes, rising costs due to inflation and low productivity.
(Cégvezetés, 1999). The domestic market also proved to be challenging for the products of local
manufacturers, as wealthier customers purchase foreign branded products, while other social
classes are buying from low quality, low price boutiques (Kapitany, 1991).

During the state-socialist era, there were 11 state-owned garment manufacturing firms
with several (mostly rural) plants as well, and a dozen ’council firms’ and over a hundred co-
operatives. The state-owned were the biggest ones and the most technologically advanced.
Regarding economic policy of the government, as one former head of department and senior
fellow at related ministry has highlighted:

,» T he [garment] industry is permeated with all the problems of the national economy. The
segment could catch up with technology before the regime change, and it gave the
significant part of the ’capital export’®. When they [decision-makers] have recognized
that, they put money and opportunities into that].

As the former director of the fashion institute has shared, when the economic conditions went
worse, the government simply gave up and let workers to manage the firms. But wages were
low within the garment industry even in the managerial level, so managers were not the best.
Based on her understanding, the inability of the sector for upgrading was deeply rooted in the
change in economic, and industrial policy:

%0 Based on the interviewees, ’capital export’ is the export to Western markets besides Soviet export and producing
for the domestic market.
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,»There was no political willingness for the support of the garment industry soon before
the regime change and since then. So, the cause of inability for upgrading has also
political reason.”

As the journalist has shared,

“We felt a few years before the regime change that something else is coming. Foreign
investors popped up a few years before that as the Companies Act (1988), it allowed the
establishment of joint ventures. Only state-owned companies were attractive as they were
more modern. The whole privatization was built on the buildings of the facilities. The
whole privatization was corrupt, national state assets were robbed. Many new firms have
been established, since new firms, and joint ventures have received a generous tax credit.
So many joint ventures were created.”

-pointing out to the unequal distribution of assets and the use of legal ‘opportunities’. The
former head of the fashion institute shared a very negative perception of foreign ownership,
stating that

,Foreign owners just wanted to rob Hungarian manufacturers, and they stayed as long as
they benefit from owning a firm here. But a Hungarian owner wanted to make a livelihood
from it.”

Privatization has changed the whole sourcing method of the firms, as the former head
of department has shared, the firms mostly produced the necessary equipment for production
for themselves as they had the needed skills and raw materials. But after the regime change, it
ceased, tasks and responsibilities became fragmented. “However, a lot of things were learned
from Western buyers in terms of organization of work” —referring to the spill-over from contract
work.

Based on the experience of the former secretary of the industry association, the firms
lacked money and several skills [needed for upgrading]; resulting in that no one could actually
‘broke into the market’, describing contract work as comfortable, from a financial point of view.
The lack of capital — along with the significant amount of debt — was ‘inherited’ from the
predecessors. As the former head of department and senior fellow has shared,

,Foreign trade firms sold our products for 50 Forint, even if they were fully aware that
we produced it for 100 Forint, but they received financial benefits after signed business.
So, they sold [garments] for sh*t, as personal interests, frauds and thefts were present.
There were no real foreign trade relationships [between garment manufacturing firms and
foreign buyers]. Factories slowly went bankrupt due to that. Ministries were forcing
factories to apply for bank loans, as it was state propaganda that a »soviet industrial
facility cannot go wrong«. So, they were collecting an enormous amount of loans, so
during the regime change, these firms were sold for very low amount of money.”

Regarding building up network and foreign relations, speaking foreign languages meant a
special advantage, it was unrecoverable. Foreign presence, trade and export was governed by
Hungarotex. The firm acted as an intermediary stakeholder between Hungarian textile and
garment firms and foreign partners. While manufacturing firms produced a tremendous amount
of confection clothing with a low rate of profit margin, firms even managed to gain a significant
revenue and this allowed them to produce for Western export and the creation of own collections
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for Western representation (Kovacs, 2009). Based on many interviewees speaking foreign
languages, it was decisive in terms of getting in touch and conducting business with foreign
buyers, since formerly, the foreign trade firms were acting as bridges. After the ceasement of
Hungarotex (1994), these former foreign trade associates tried to keep their contacts and
transfer their buyers to certain manufacturing firms. The changing economic conditions of
buyers firm proved to be challenging for manufacturers, depending on contract work. This
reliance is illustrated by the former head of manufacturing who has witnessed within every
firms where he just worked that foreign buyer went bankrupt:

“They were taken over the products, the vans just left, and the manufacturing firm has
received a fax that the buyer went bankrupt. All of them seemed reliable and were long-time
partners. So, the manufacturer had to bear the financial burden [not paying for the ready and
taken over garments].”

The lack of personal network was also present within domestic retail channels. As the journalist
has stated, both retailers and wholesalers were ‘lords of life and death’ and you had to have a
direct, personal connection to those channels.

The negative attitude of both workers and incompetent management was emphasized
throughout the interviews many times stating that becoming Party member was essential for
promotion and high managerial positions and directors were ‘simply put there’, referring to the
lack of sector-specific knowledge or experience during the state-socialism. As the former head
of department has summarized,

“The whole industry was operating on a very unflexible and wasteful way, the workers
were openly stealing what they could, that was the moral”.

As the former head of manufacturing has added, there was a tense competition between
domestic firms:

“Especially after the ceasement of the Comecon, every firm tried to save their own
relationships with buyers and they tried to price each other out” — referring to a race to
the bottom practice among domestic firms.

Management malpractice and corruption were also heavily connected to the bad financial
conditions of the newly-privatized firms. Based on the personal story of the former head of
manufacturing:

“Several firms could not generate any profit due to the high commissions of the
intermediaries [between buyers and manufacturers]. When I became part of the
management at a garment manufacturing firm, during the first negotiation the partner just
asked, ‘do you work along the conditions of the former CEO?’ And I said that I have no
idea about those conditions than I was told that the former management have received a
huge amount of money for their personal accounts. Later, based on production numbers,
I have summarized how much money went into pockets.”

As the former senior fellow has shared, the firms were expanded, based on the relevant
Ministry’s wish and while the reconstruction has brought significant improvement in the
technological equipment of the garment factories, they could not fully restore their machines.
However, garment industry was in a way better position as they enjoyed a higher ’capital export’
rate than the textile industry and that served as a good position in negotiations:
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»dince the 1980s, the garment manufacturers started to think in a more rational way and they
started launch own developments and improvements in their technology, especially invested in
special machines and warechousing. They were able to receive state funding for rational
options.” The unwillingness of collaboration and rivalry in the sector can be possibly rooted in
that after 1985, that was the era of the development of preparation of production in Hungarian
garment manufacturing, that is related to both functional and process upgrading.

“Those were able to secure state aid for buying the latest technology, who were the first.
This way, everyone introduced different technologies in order to receive funding and none
of those solutions were compatible and resulted in a pulling away’ instead of collaboration
and sharing. This mentality was common since those factories could succeed the plans
who has receive the fabrics first during the planned economy, there was a conflict between
local factories” — told the former head of manufacturing.

Based on the viewpoint of the former senior fellow, since Soviet export was compulsory, until
it was, nothing has forced garment manufacturers to improve their products’ quality or launch
anything new. The former head of fashion institute has highlighted the contrasting interests on
a high level as well:

,»While the aim of the Hungarian Fashion Institute, as an official background institute of
the Hungarian garment industry was to support upgrading and helping firms to move from
contract work, the aim of the Ministry was boosting contract work. And managers of the
firms had to follow the latest” — pointing out to the conflicting interests of different
national stakeholders. She also added that while in Western countries, talented fashion
designers have collected their manufacturing base and those ’served’ them, here, fashion
designers were serving manufacturers and there was a deep gap between creatives and
manufacturers, resulting in their general inability for collaboration.

As former head of manufacturing has shared, since garment contract work became challenging,
several manufacturing firms wanted to secure state orders first for workwear,

“But [having political] personal connections mattered the most. And the related functional
fabric trade was in the hands of one minister... then automotive industry came; it was
working for a time and now what? It is not working now.”

The journalist has added that contract work was comfortable:

“You have received everything that is just needed for that, fabrics, documents. It seemed
to be a stabile sector. Then stakeholders knocked on the floor. Export with own sourced
fabrics could have been an opportunity, but you had to have reliable partners, those who
could source and sell, and money to do that. The shift for manufacturing carpets for the
automotive industry was forced, as many employers believed that they cannot put like
50 seamstresses on the streets. It was a tendency when everything started to be instable.

Based on the journalist’ statement, no one quit during the state-socialist era, since those who
did not work were labelled as social parasitism, however, former state-owned firms have
inherited facilities in bad conditions. These working conditions also challenged upgrading even
productivity.

“It was challenging to make any change, due to the big sizes of firms, and the facilities
were remains of the [forced] industrialization with high headrooms, horrible ventilation
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After

and lightning. Ambulances come every year. We could provide proper ventilation after
years of hard work. We were fighting for providing very natural things, such as proper
lightning for years.” — as the former head of manufacturing has noted.

extensive background interviews, media content and company report analysis, I have

identified 5 firms, as predecessors of former state-owned garment manufacturing firms.

The case selection criterias (similarities) are the following:

1) The selected case is a reported successor of a former state-owned garment
manufacturing firm, conducting labor-intensive manufacturing, assuming that after the
regime change
1.1)  the (now privatized) firm carried financial debt,

1.2)  the firm (still) owned the technology and plants,
1.3)  and had ’access’ to experienced labor.

2) The firm operated at the time of the research (2020-2025), allowing longitudinal
observation of the selected cases.

3) Assuming the spill-over effect/learning by doing from contract work, they are able to
manufacture high quality products.

4) As they have been integrated for GVCs from decades through contract work/OPT, 1
suppose better-established connections (social capital) and export connections in their
cases, however social capital is not the question of a company rather than a person’s
personal connection and not necessarily determines upgrading in any form.

5) As they have formerly established their own designs during the state-socialism through
in-house or central design teams, they have some sort of experiences in OBM and faced
functional downgrading after the collapse of the COMECON market.

Case 1 Case 2 Case 3 Case 4 Case 5
Establishment 1951 1949 1950 1952 1961
(Latest) Location Budapest Vasarosnamény | Oroshaza Szombathely | Berettyotjfalu
(capital city) | (small town, (bigger (small town,
close to town, close close to
Ukrainian to Austrian Ukrainian
border) border) border)
Privatization/ownership | 1990-1993; 1992; foreign 1992; local 1990, 1992; joint
joint venture | (70% two owner (family- | foreign venture
(Belgian- English firm) (British, (German-
Hungarian) investors, 30% German) Hungarian-
workers) Swiss)
Original profile female menswear womenswear menswear womenswear
(specialization) outerwear,
specialization
on coats;
leather and
fur products

Table 12: Overlook of the selected cases

edited by the author
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Figure 22: Geographical location of the selected cases

own edition of the author

9.1.2. Casel: From the ‘window shop of the socialist era’ to subcontracting

The firm, identified as the predecessor of Case 1, was pictured as a success story/window shop
of the socialist era by the interviewees. The firm first produced military clothing, uniforms in
the 1950s then switched to the manufacturing of weekday garments (Szentei, 2015), female and
male confection garments from 1955, and it took another (its current) name, especially because
of the attractiveness to the Western markets (Vamos, 2009).

As its former creative director has remembered, the firm had a headquarter in Elndk
street, Budapest and guided its 7-8 plants and homeworker network, producing 1,5-2 million
pieces a year. The firm has established a computer system since the 1960s and was open to any
innovation, while ‘standing on more feets’ and opening stores as well. She emphasized that the
firm operated along with a market-oriented strategy. While Soviet export was compulsory, the
firm tried to produce garments that were profitable (Deés, 2009). During the era of state-
socialism, the factory’s several thousand production series made from textile, leather, and fur
products were exported — besides the Soviet market products’ export to the United States of
America, England, and Italy (Vamos, 2009).

During its golden age, it employed 6,000 people in 7-8 facilities and also employed
homeworkers. The Soviet export was politically compulsory and also offered advanced capacity
planning for factories as quantity quotas were settled 1-1.5 years ahead. The remaining capacity
of the firm was assigned to make sophisticated products ‘fine confection’ (underwear and
knitted products) that were imported by Denmark, England, Sweden, Germany, Italy, the USA,
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and Canada (Vamos, 2009). Its products have gained international recognition due to its
fashionable design and good quality (Makrai, 2021). A store opening was announced in Vienna
in 1980 and the firm planned to open a new one in New York (Vildggazdasag, 1980a). Half of
the firm’s production went for export, while 10-15% was is sold in Soviet market. However,
exports have not grown dynamically, due to smaller capacities, caused by reduced laborforce.
The firm sources from manufacturing co-operatives, in peak periods, they source from 2000
people (Osvath, 1985). The Ministry of the Light Industry has approved its standalone right to
export (Kuczik, 1986). That allowed independence from Hungarotex.

The firm offered its own sport and a so-called exclusive collection and announced the
launch of a junior (children’s clothing) one in 1981. The firm had 11 stores in Hungary, 5 in the
capital city in 1980 (Kereskedelmi Szemle, 1980), that shows its relatively significant presence
in the domestic market with own products. One fifth of the products of Hungarian garment
industry is produced by this firm, it is big even in a European context. Its export of intellectual
property is also significant through reconstruction, mainly in developing countries (Egerszegi,
1981), providing local machines, own models and method of production organization (Osvath,
1985). The firm has reconstructed two Soviet garment manufacturing plants and accepted that
they will increase productivity by 15% and the quality of the products and provide know-how
and a sample collection. During the past 10 years, its experts have reconstructed Egypt,
Vietnam, Mongolia, Syria (Kocsi, 1984).

Jeans brand Levi’s has established a joint company with the original firm, after a
contract that was signed 10 years ago. Based on that production under licence contract, 1 million
pairs of jeans is produced, based under the original American pattern and technology from
import fabrics. The garment factory pays for the imported material partly in product in return
for the licence fee, and partly in currency from the former Ministry of Internal Trade's import
convertibility framework (Kortvélyes, 1988).

As its former director has emphasized during an interview, the rate of own-fabric export
(OEM) has decreased every year, pointing to the stricter world market requirements and the
firm now are forced to take contract work in order to meet foreign buyers’ standards (P. 1.,
1983). The firm has signed contracts with Swedish Tonie Disen for the manufacturing of 2000
leather coats through Tannimpex and English Bodner for 5000 wool male coat through
Hungarotex (M. E., 1980). It also signed with C&A for 2000 sporty leather coats and British
Thomas Marshall for 3000 female costume, while successfully negotiated with the Ministry of
Foreign Trade that approved the sourcing of import fabrics (from Italian, West-German, and
Austrian suppliers) and equipment, such as zippers and threads as local sourcing is challenging
(Vildggazdasag, 1981). One of the biggest problem of its Maké plant was the mismatched
supply from the headquarter regarding fabrics and other equipment (Pravicz, 1984).The firm’s
yearly planned production falls short of expectation, due to fabric quality problems and rubel
export, however ‘capital export’ has been increased. The firm faces challenges due to the
decrease in revenue, and higher tax and utility cost burdens besides challenges of access to
fabrics and equipment. The firm planned to reduce unproductive labor force and utility burdens
(H.I., 1986). The firm went through a reorganization in order to achieve more effective
operation that led to a reduced number of workers. However as there is a need for seamstresses,
administrative and indirect physical workers were effected and many workers were quit
(Horvéath, 1987). Since the central financial support of rubel export has stopped, the firm did
not export to the Soviet market as it is loss-making for them, due to the very low purchasing
power of Soviet partners (compared to world market prices). The main advantage of Soviet
export was the not disclosed shipping deadline: this way, Hungarian firms shipped export
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products to the Comecon market when they have accomplished Western orders, where
‘receiving orders has been stopped for two months’. Otherwise, the firm did not want to give
up Soviet export as local demand is shrinking and competition in ‘capital markets’ are getting
intensified (G. B. A., 1990).

The firm had agonized since 1989: due to compulsory liquidation from creditors, it has
put its facilities on the market. After 1990, as it mainly ‘lived’ from the Comecon orders, 5
public companies and an Itd. have been established, and it is under constant reorganization. The
debt of the firm was 900 million HUF. The creditors were too generous and now the firm is
almost empty (R. Zs., 1992). While the firm was considered to be ‘emptied’, in practice, it
liquidates itself. It has started to face economic and financial difficulties since 1986 and the
board of the firm has voted for ‘forwarding escape’ (in the form of urgent restructuring), as its
former director has summarized, it was unsuccessful, due to a number of reasons. The majority
of the debt remained at its state-owned plant. As former director has concluded, at the worst
scenario, workers will invest into the firm (LER, 1991). Back that time, the firm employed 4000
people, and it was tored into many parts in 1990. The company's adjusted assets at the time
were nearly 300% in debt and had to be restructured. The factory was the founder of several
companies, and the lack of working capital did not prevent them from taking over the company's
former market interests and contacts. The debt was managed as a holding. Eventually, through
bank consolidation, part of the debt was swallowed up by the State. On the other hand,
production equipment, buildings and parts of buildings were sold (Hunyor, 1996a).

An own brand of a predecessor of the original firm was introduced during the 1990s.
The name of the brand was inspired by that Hungarian consumers adore foreign-sounded names
and provides products from 5 years to adults, designed by a Hungarian fashion designer (Benkd,
1997). The firm has participated in the PHARE program®* (Figyeld, 1998). As its representative
had described, that took years to build the whole verticum after privatization and designers and
technicians were missing, then they turned to market building, a really challenging task. First,
they collaborated with an Austrian marketing firms and had come up with the brand name
(Divatmarketing, 1996). As coal mines were eliminated in Dorog, the local garment factory
became the main employer and seamstresses became breadwinners of the families (Hunyor,
1996a). One of the biggest plants in Budapest and Dorog became another predecessor and
produces menswear and womenswear for 90% to Western-European markets, the rest for the
domestic market. Half of their employees are Ukrainian and Transylvanian, now it ‘does not
worth to employ them as differences in wages have shrank’ (Népszabadsag, 1999). The original
firm’s Szolnok plant was bought by a Chinese firm, engaged in the textile industry
(Népszabadsag, 1992), who planned to update technology and improve its production capacity
(Lazanyi, 1992). Later, a subdivision was built on the location of its Kaposvar plant (Vas, 2008).
One of its other former rural plants was acquired by Mustang, one of the leading jeans brands
in 1992. After development of the plant through investments, the brand announced the closure
in 2007, after the ceasement of Polish and Russian manufacturing facilities, due to outsourcing
towards Asian manufacturers (Index.hu, 2007). The original firm had been ruined, including its
Kaposvar and Zalaegerszeg plants (Agonas, 2005).

One of its successors is Case 1, who manufactures coats for well-known French and
German brands. That is the only successor firm that currently operates, the others have stopped
and became liquidated. Mrs M became its director in 1993, and the 95% of shares was owned
by Wilstrop Ltd., with an Irish headquarter, represented by French individuals in Hungary

61 The PHARE-program will be comprehensively analyzed during the next (9.2.) sub-chapter.
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(Récz, 1993). Other article wrote that French Dejac brand has bought the majority of shares and
will start production soon with modern technology (Medgyessy, 1993). As the journalist has
highlighted:

“The firm was a Belgian-Hungarian joint venture, that was the fashion back those days.
And the CEO of the Elegant Design spoke great French, she was economic director
formerly. She was even the wife of a prime minister, so had connections”

In 1991, the firm tried to overcome its ‘voluntary oversizeness’ and sold its irrationally
big stock but suffering from the lack of capital flow (Népszabadsag, 1991). The firm mainly
focuses on model design and preparation of production. The firm trifold its Western exports in
the first 5 years and employed 40 additional people (now employs 150). They had to invest 5-
6 million Forint for the technology upgrading of the mildly outdated equipment of the firm
(Hunyor, 1996b). The firm primarily produces female suits and blazers, based on French style
and technology and import fabrics, its sales techniques is also guided by French methods
(Népszabadsag, 1994). The firms could open its first store in 1996, then 10 new one and has
opened two in Slovakia in 2002 and one in Moscow (Divatmarketing, 2003).

As Mrs M has declared, Hungarian manufacturers have to compete with strengthening
Polish rivals, and there are cost and return on investment reasons for the expansion of own-
design material exports, in addition to the lack of competitive brands. Expenditure to fulfil
subcontracting orders is recovered in three months at most and is much lower (Vilaggazdasag,
2000). Mrs M has formerly acknowledged that the strengthening of the HUF has hurt the
financial results of the firm as they produce for export and also noted that local garment
manufacturing firms are losing orders due to additional financial burdens, however Case 1 has
not ‘felt’ the increase of minimum wage as they pay higher wages than the national minimum
(Vilaggazdasag, 2001).

Year Reported event/announcement

1952 establishment of the ancestor of the firm

1955 started to produce female and male confection

1960 launch of design department; introduction of computer systems

1968 name change for a *Western-sounding’ one

1974 the firm starts to conduct reconstruction in foreign countries

1980 it has 11 stores; store opening in Vienna and in New York soon

1981 have Sport, Exkluziv and Junior (own brands)

1985 export of intellectual property

1986 standalone right to export, reported economic and financial difficulties

1987 reorganization (increased productivity, worker lay-offs)

1989 reported agonization

1990 5 public firms and 1 1td. was established as successors

1991 selling of stock

1993 the current director’s appointment, 95% of shares is owned by an Irish investor

1994 focus on womenswear (suits and blazers)

1996 announcement of technology upgrading, store openings

2001 announcement of own brand

2002 store opening on Slovakia, announcement of Moscow store, outsourcing
manufacturing to Romania, intention of specialization and move towards higher value-added

138



2019 the firm is now a local family firm (acquired by the director)
2022 launch of own brand

Table 13: History of Case 1

edited by the author, based on content analysis and interviews

19801982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 20102012 2014 2016 2018 2020 2022

== Sales at ancestor
Export sales at ancestor
Sales at predecessor

Figure 23: Sales and export sales, related to Case 1 between 1980 and 2022

Source of data: Opten database

As Figure 23 shows, the approximately third of ancestor firm’s sales came from export
and sales showed serious decline after 1989. The predecessor firm’s sales almost exclusively
came from export, shows the insignificance of its own brand initiatives on the domestic market.
The predecessor’s sales have increased till 2001 and showed a decline after that, around the
2008 crisis and at the beginning of the COVID-19 pandemic, indicating its reliance on foreign
partners. While the family of Mrs M. took over the firm when the sales of the firm had been
dropped, it rather indicate the negative market conditions of the COVID-19, rather the fact of
the owner change.
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e Ancestor Predecessor

Figure 24: Change in employment between 1980 and 2022 in Case 1

Source of data: Opten database

While the sales of the ancestors have been dropped after the regime change, as the Figure 24
shows, the number of employed has decreased from 1980 to 1989 and has seriously dropped at
the ancestor firm till the privatization. In parallel, the predecessor of Case 1 has shown a relative
stagnation in the number of employed.

Case 1 made an agreed with a Romanian garment manufacturing firm in March 2002 on
regular supply, as it is more economical to manufacture bigger scales, such as 500 items in
Romania now. Based on Mrs M’s argument, Hungarian firms have to be specialized, apply the
latest scientific results in order to move into higher value-added (K. To6th, 2002). She has
emphasized, own brand manufacturing means a higher level than contract work, but as the
Hungarian market is small, small collections can be sold and that increase unit costs (Halaska
and K. Toth, 2002). Mrs M announced that they will launch their own collection in foreign
markets by 2003. She also stated that they produce exclusively for export via its own
manufacturing facility and 55-60 Hungarian suppliers (K. K., 2001). As former head of
manufacturing, being familiar with the case and its subcontractors has stated:

“However, the firm has not paid full or not paid a correct price for manufacturers when
the firm outsourced production to local firms.”

It was acknowledged that they conduct ‘equipment contract work’ that means buyer only supply
the fabrics, and the firm has to look for the others and they also produce models, based on the
preference of foreign buyers, that includes pattern-making, technical documents and making
series (K. K., 2001). This interview shows that Case 1 showed upgrading on many levels: it
operates as an organizer of subcontracting networks, engaged in OEM and eager to step into
OBM, showing a strategic intent.

Case 1 sold the 70% of its products on the French market, the rest goes to Belgium,
South-America and Israel. Mrs M was proud of the firm’s long-standing buyer relations. Due
to intentional structural change, the firm outsourced manufacturing (to 30 Hungarian and 12
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Romanian manufacturing firms) and the Budapest-based headquarter was transformed into the
centre of preparation of manufacturing and logistics. They conduct design, tailoring, sample-
making, and all the fabrics arrive here, and they ship the ready products. The firm could acquire
new equipment from own capital, as bank loan is expensive and a Budapest-based firm can
rarely receive money from EU sources (Divatmarketing, 2008).

Case 1 became a family firm in 2019: now the daughter and the son of Mrs M are the
owners. Currently, 70% of the outerwear garments, manufactured by Case 1’s are exported to
France; the processes are performed through contract work. By this time, the company operates
in an upgraded role as an intermediary: the facility based in Budapest is a site of the
development of production, modelling and a logistic center and the firm is working together
with some 20 Hungarian and 12 Romanian factories.

Showing its continuous intent towards OBM, Case 1 established an own brand in 2022.
As the former secretary of industry associations claimed:

“[Case 1] just started an own brand, as the son of its CEO has completed some fashion
school. They organized a fair twice a year and now working on online channels. While
they constantly made own design from leftover fabrics, they are now open to invite young
fashion designers to design its products.”

9.1.3. Case 2: A stepchild of many foreign owners

The original, national firm, specialized in menswear was established in 1949 with machines,
received from the Soviet Union, in a former building of a silk factory. The firm operates close
to the Ukrainian border. The company, which has undergone several name and ownership
changes, was founded at the end of 1992 under the name of its firm British owner., but at the
time of its registration it was already called that way. The firm was renamed again after its new
British owner in the spring of 2001, but the parent company, registered in Leeds, only appears
as a qualified majority owner in 2010, according to company database Opten (Molnar, 2020).

In the 1950s, it produced large quantities of low quality. Later, the firm opened new
facilities in Dunaujvaros, Nyiregyhaza, Vasarosnamény, Varpalota and Székesfehérvar. During
the 1970s, it employed 5000 people and could improve the quality of its products and went
through a technology reconstruction (Lazar, 2023). The firm has reached its peak in
employment during the 1970s, after that, this showed a decline (Kortvélyes, 1984). The firm
has faced problems with American export as they do not have proper equipment, sophisticated
applications, buttons and they were facing complains regarding the quality of the fabrics with
local origin (Vilaggazdasag, 1980b).

In 1982, 10 garment manufacturing firms — including the ancestor of Case 2 -, along a
foreign trade one established an association, in order to boost competitive export, integration
of production and sales activities (Vildggazdasdg, 1982). During the 1980s, the firm has
exported 60-70% of its products to Western markets, however this decade has marked the
appearance of problems, such as workforce problems, decline of commodity output, value of
production, productivity and profit, and gained significant debt. The increased bureaucracy, the
poor organization of work, wasteful material management over-insured stocks, the lack of
modern production equipment to meet Western export, the lack of an incentive wage system all
contributed to the company's serious difficulties (Lazar, 2023). The deputy CEO of the firm
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claimed that the volume of production did not follow the drop in employment, thanks to the
former light industry reconstruction and the firm’s investment in new machinery from loans
and the introduction of two new work organization methods. As he admitted, the firm started
export with a wrong timing: as their production volume has dropped, they have not gained
export premium and could not increase wages properly (Kortvélyes, 1984). As a light industry
engineer, the former head of department has stated:

“The firm has established many new methods, such as the organization of manufacturing
regarding different products and moved to hanged production® that have both improved
working conditions and productivity [at the end of the 1980s].”

The firm has established an economic association with a foreign trade firm, and another state-
owned garment factory in order to produce its own shoulder pads. The firms has formerly
imported that equipment but they will now produce 2 million on a yearly basis under Dutch
licence (Vilaggazdasag, 1984a). The production has started, and the shoulder pads represent an
excellent quality, Case 2 is not sourcing pads from here, as it costs 13 Hungarian Forint, while
an English buyer is willing to pay 8 Forint for it. But the pad production firm exports these
products successfully and in one hand, they need foreign currency to pay its loan and the other
hand, export activity also serves as a prestige for local firms (Wiedermann, 1985). Firm B has
conducted negotiations with Turkish suppliers who had plenty of labor at their disposal,
however the Turkish partner has raised that Hungarian garment factories want to pay lower
prices compared to Dutch, English and the German Federal Republic (D. M., 1985). The firm
acquired (fashion) buttons from a Hungarian plastic and wood cooperative (Figyeld, 1986).

Year

1949 | ancestor of the is established, with a focus on menswear

1970 | employment and production peak in this decade, technology reconstruction

1980 | reported difficulties

1982 | launch of an association (with 10 manufacturing and 1 foreign trade firm) in order to boost
competitiveness and the integration of production and sales

1984 | launch of an economic association in order to produce own shoulder pads

1985 | reported negotiations with Turkish suppliers

1992 | privatization, two English investor bought the 70% of stocks, 30% is in the hands of the workers,
introduction of new technology, focus on small scale production, name change

1995 | the firm is not generate profit

2001 | new English owner, name change

2002 | organizational restructuring

2005 | closure of Dunatijvaros plant

2008 | closure of Varpalota and Nyiregyhaza plants

2018 | acquired by a Dubai-based trading firm

2019 | name change

2020 | current management denied payment of wages nor laying-off workers (530 people), new investor hired
70 workers; liquidation

52 Hanged production in garment manufacturing refers to a system where garments or garment components are
moved through the production line by hanging them from overhead rails or conveyors. This method is often used
in conjunction with automation to streamline material handling and improve production efficiency.
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Table 14: History of Case 2

based on content analysis and interview, edition of the author

After the regime change, the company became a public limited company and was privatized in
1992. Two English investor bought the 70% of the stocks, while the remained belonged to the
workers. The UK shareholders are making major improvements, and the factory has products
sold mainly abroad, the domestic market was only what the company had in its own warehouse.
The firm was loss-making till 1994 and received a moderate profit in 1995 that has increased
from 1997. The investors sold their shares to another English owner who has conducted a €3-4
million development and supplied products to major UK trading companies (Lazar, 2023). The
firm has switched from mass manufacturing to the production of sophisticated men’s suits and
mostly works for Elite International firm, based in London. After privatization, they have
introduced new technology and generates profit since 1997 (Népszabadsag, 1999). The firm
was considering foreign market expansion and plan to open representations in England and
neighboring Austria (Vilaggazdasag, 1994). Case 2 has launched its retail store, the ‘House of
Suits” in 1994 as similar trading houses have showed a dynamic development based on
international experiences (Acs, 1999).
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Sales of predecessor Export sales of predecessor

Figure 25: Sales and export sales, related to Case 2 between 1992 and 2020

Source of data: Opten database

There was an owner switch in 2001, and a name change has followed, reflecting on the British
owner’s identity. The ownership change happened due to sales problems, and the new one is
also English and specialized in men’s suits, providing bigger orders than the firm’s capacity, so
an expansion is needed, and their portfolio is widened with female suits as well. The new owner
wants to conduct development in the rural area. He applied for Széchenyi program® and
enjoyed local support, however they did not receive the bank guarantee. The new owner also
bought new machines and replaced older ones here from England, in almost new conditions.

5 The program was aimed to support firms and projects from EU funding that beneficiaries were received through
the Hungarian government.

143



The CEO has admitted that they are facing pressure from lowering costs due to global
competition, and the new owner plans to automate manufacturing as much as possible. While
the firm imports 80% of fabrics, they try to source equipment from local manufacturers,
however only a limited number of firms can provide the needed volume. They have a model
studio and product development department but as the CEO told, ‘it has to be acknowledged
that fashion comes from London, Paris or Rome’ (Ormai, 2001). The latter statement indicates
no real intention for OBM, however the firm had its own retail store, so had some own
manufacturing.

As the strengthening of the Hungarian Forint and the high minimal wages have posed
challenges for firms, relying on contract work for foreign buyers, even successful garment
manufacturing firms had limited financial resources. Case 2 had to conduct an organizational
restructuring and laying of not physical workers in order to cope with increasing minimum
wages (Juhész, 2002). As its former head of manufacturing (between 2002 and 2012) has shared
regarding laborforce:

“I was satisfied with even the work of Roma women in Namény. In several cases, the
wage of garment manufacturing was enough for the livelihood of a mum with 1-2
children, and they could leave their alcoholic husbands that way. Even if there was a high
number of unemployment, if they are unskilled. There is a need for a vocational degree,
but the job does not pay the minimum wage for skilled workers. There are a lot of tasks
that cannot be trained on the job within a few weeks. Then they became tired of that work,
since garment manufacturing is light only in its name.”

As British production became very expensive, the parent company relocated its entire
production to Hungary, as labor is low cost and experienced, the country is stable and it has
proper capacities, providing good quality. The owner of the firm introduced the Daniel Hechter
luxury suits to the Hungarian market (Ormai, 2003), showing distribution ambitions.

Case 2 has opened its second retail store, ‘House of Suits’ in 2004 and the owner has
invested 1,4 million EUR in Hungary and plans to invest more next year in order to build a new
facility that would house tailoring, design and administration offices. In England, the owner’s
firm operates only an administrative and design plant and logistics center, employing 70 people
(FE, 2004). Case 2 also source from Ukraine and the owner acknowledged that formerly, it has
sourced from Poland and Czech Republic, but the quality of products and laborforce is higher
in Hungary. When the owner bought the firm, it was near to bankruptcy and they invested into
the facilities, providing air conditioning, and modern social rooms (Csémi, 2005).
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Figure 26: Employment at Case 2 between 1992 and 2020

Source of data: Opten databasa

Data on the ancestor firm’s performance were available only from 1992. However, as the Figure
25 shows, the ancestor has made some minimal sales (no export sales for that years), indicating
a minimal market presence on the domestic market. As sales data on the predecessor firm
shows, from 1993, its overall sales were increased till 1999 than a slightly decrease were visible.
After that, it became increased again and showed a significant increasement at the years 2006-
2007, when it almost exclusively came from export. The firm closed many of its former plants
on the peak period of its sales. Then, it showed a drop till 2009, and from 2011, overall and
export sales became more detached, while export sales started to decrease earlier, than the
overall sales of Case 2. Compared to that, the ancestor of Case 2 employed (officially) 10 people
in 1992 than 5 in 1993-1995 (Figure 26). Parallel with that, the predecessor has employed more
than 1500 people at the year of their establishment. In the number of employed, there was a
drop in 2000, than it started to decline till 2009. It showed a relative stagnation till 2019 than
Case 2 employed only a little bit more than 150 people at the last year of its operation (2020)
under the latest ownership.

The former head of manufacturing has a contrasting view of social, and process
upgrading and claimed that the owner’s intention towards process upgrading was not right, and
the owner preferred cost-efficient operation:

“We were making budget all the time, we were constantly checking exchange rates,
wages, other costs and other settlements. The owner did not generate any profit here. We
also had to buy terrible machines from Leeds. The owner put emphasis only on his
interest, he did not care about everyday problems of the firm.”

As he highlighted, the problems of daily operation affected the everyday work at the facility
of the firm:

“It was challenging to make any change, due to the big sizes of firms, and the facilities
were remains of the [forced] industrialization with high headrooms, horrible ventilation
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and lightning. Ambulance came every year. We could provide a proper ventilation after
years of hard work. We were fighting for providing very natural things, such as proper
lightning for years.”

Then 2008 brought downturn, as the profitability was eroded by the exchange rate losses
booked due to the weakness of sterling at the time, which caused the company's operating costs
to rise by around 20%. The growing difficulties led to the closure of the Dunatijvaros, Varpalota
and Nyiregyhaza plants in 2008, leaving only the headquarters, warehouse and tailor shop in
Budapest and the Vasarosnamény plant in Hungary remained (Lazar, 2023). The firm closed its
plant in Dunatjvaros, employing 240 people in 2005, due to general difficulties within the
industry and the low productivity of this plant (Napi Gazdasag, 2005) and its plant in
Nyiregyhaza, employing almost 400 people (Napi Gazdasag, 2008). The plant in Varpalota was
also closed in 2008, due to high manufacturing costs and the increasing exchange rate losses
(Kortési, 2008a), and as the firm failed to secure a big American order (Kortési, 2008b). The
owner of the firm has formerly signed that they would even close all of their plants due to the
increased manufacturing costs if they will not receive a state or municipal aid (Tarcsai, 2008).

The company was acquired by Dubai-based trading form and has continued to operate
under a new name since late November 2019 (Molnar, 2020). The management neither paid
wages for its 530 workers nor fired them in May 2020, as they should have been paid a
severance pay that way. They even denied the payment of an allowance (guaranteed in a
collective agreement that should be paid when the buyer book capacity, but manufacturer cannot
start manufacturing due to other reasons, such as delay in fabric sourcing), however there is no
order to fulfill. Case 2 is owned by a firm registered in Dubai and the workers do not know who
is the exact owner, however this firm only admitted that they source from Case 2, denying the
ownership. The firm has received smaller orders before the coronavirus pandemic and orders
were stopped after the pandemic broke. The workers received such a low salary that they cannot
afford a holiday and paying for their medicines, but they loved working there and there is also
a lack of other job opportunities, especially for women. However, the new owner has acquired
a massive loss-making firm from the former owner. One possible argument for the downsliding
of the firm is that the owner could not sustain such a big firm from its own orders and the other
is the mismanagement of the owner firm group. The predecessor of the firm was saved once
from financial support from the state and it is the biggest employer and taxpayer in the city. As
the mayor of the city has claimed, there was a project worth nearly 12 billion euros, which
would have received 5 billion euros in state aid. This would have been used to expand the
factory to 1,300 employees, to produce women's clothing, which would have meant expanding
the profile, building a workers' hostel, and buying a plot of land here in the city worth almost
100 million, but it was not signed (Nagy, 2020). The firm is the only garment manufacturing
firm in the city and the livelihood of 500 families is on the brink. The English owner wants the
government to step in to help the firm — in line with the UK government, but the Hungarian one
is not willing to provide any state aid (Bujak, 2020). In the last three years, six enforcement
proceedings have been initiated against the company, two of them by the tax authorities and the
others by notaries. On 23 November, the company went into liquidation (Molnar, 2020).

Later in 2020, a new investor reached out the secretary of the trade union of the firm’s
workers. The company, which was founded a few years ago with a similar profile, but is not
based in Vasarosnamény, also operates two sewing shops in other towns. In Vasarosnamény,
the company has just opened, rented space, bought new machinery and started to organize its
workforce and employed 70 people, on a daily basis pay (Molnar, 2020). The latest
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development has shown that while a firm went into bankruptcy, the existence of experienced
labor force can be still attractive [to other firms or employers] and they continue to work within
the segment.

9.1.4. Case 3: A family-owned case for intersectoral upgrading

A knitting factory was ceased by the government in 1949, and its machines were shared. A rural
garment factory started operation in 1950, in its building. It employed 1500 people in 1960.
Then, during the 1970s, rural factories were collected and joined in Fékon. The original firm
started to produce losses in the 1980s, due to worsening productivity. The predecessor of Case
3 became an independent firm in 1985/1986°* and started to hold its current name that year. The
state-owned firm was transformed into a private limited company on 31 December 1991 and
then privatized (csabaihazak, 2018).

The plant — located in Oroshéza, being another rural facility of Békécsaba, a rural
garment factory has been privately owned and operated as a limited company since 1992
(Kotroczo, 2014) and operates in the building of the former knitting factory (Szabd, 2007). The
firm now operates as a family-owned firm. It’s main profile was the manufacturing of female
outerwear for decades (P. S., 2022). While the county had a significant presence in the garment
industry, currently this firm is the only one, operating in this sector (Sebdk, 2009).

The parents of the current chief operational officer took part in the privatization of the
firm during the regime change: his mum — a long-standing owner and director of Case 3, Mrs
H - started to work there as an ‘ironing girl’ then she gained experience along every profession
and received a degree in the former Light Industry College. After that, she was plant manager
then became director (1989). Neither foreign nor local investors were not interested in taking
over the firm, so the family managed to buy that from money from the family and a quite big
bank loan (Fekete, 2016). First, the management of the firm offered the ownership rights to its
foreign partner, but its location (far from the capital city) was not attractive for them. So Mrs H
managed to buy the firm’s shares, with the financial help of her family and a colleague in 1992
and operates as a family-firm since then (Sebdk, 2009).

“During the regime change and the privatization, everybody tried to save the existing
firms and tried to do differently. It became obvious that political management does not
work. All and sundry bought firms. We have seen that the team is great and how the
former mismanagement affected the firm’s operation. Worker shares did not work either.
So, we decided to buy into that” — shared the COO of the firm from his memories of the
privatization.

The COO of the firm (taking over management after his mum’s, Mrs H’s sudden death in 2012)
is the son of its former owner and director, other positions are also taken by family members
and long-time employees of Case 3. By other interviewees, he was described as a very dedicated
person who is really interested in the optimization of processes and a great expert on technology
and the IT sector. However, based on family ‘heritage’, he always had a great overview of Case
3’s operation. While he stated that the machinery of the firm could be described anyway, their
strategic intent was to constantly invest in repair and the introduction of new technologies,

64 Year varies in different sources.
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equipment and machines. This strategy shows a clear vision and a constant intent towards
product and process (and technology) upgrading.

“We invested into that every single year, as long as ‘buckles and tongue meet’. We always
denied any development, based on any political, marketing, economic or sustainability
trend. We only applied for tenders if we intentionally wanted to buy some new machines
and there was an opportunity for that. Not the other way, as developments are really driven
by tender opportunities at a lot of firms.”

The firm exports to German, Dutch and Italian markets, however it faces a tense competition
with low-wage manufacturing countries and admits that its revenue is declining (Sebdk, 2009).
Regarding buyer relations, as the COO shared his memories, back after the regime change, all
the foreign buyers sent technicians, sourcing managers and other intermediary agents, who have
lived in Hungary, and they had a tight relationship.

“They seemed to be not rivals, they were helping each other out and shared manufactured
contacts and recommendations on a word-of-mouth basis.”

He also added that this type of intermediary activity posed a challenge for local manufacturers
in order to ‘marketing themselves and learning how to search for new work on their own’.
However, he also stated that a new business relation can make happen [between buyer and
manufacturer] only if the buyer looks for bigger capacity or has some difficulty with the existing
one. As far as he has experienced, these intermediary stakeholders are not present in Hungary
anymore, as most of the lead firms have outsourced production to Asia. Otherwise, he also
shared that this has a backwards as well:

“There was one [intermediary firm], employing only 2 people. They received 30% while
we realized less than a 3% profit on the order. Everybody wanted to be very rich, in a
very fast way.”

In 1998, a licensing agreement was signed with Pierre Cardin for the exclusive domestic
production and distribution of Cardin products (Cégvezetés, 1999). Based on the statement of
the Mrs H, the European Union's market without customs borders, with its harsh trade laws,
China's flood of imports and Hungarian economic policy create a desperate situation for the
Hungarian light industry, its workers and their families (Békés Megyei Hirlap, 2007).

The managing director was building on the skills and knowledge of the employees and
managed to govern the firm from mass production with thousands of items to small-scale, high
quality, higher value-added manufacturing. They developed administrative work, preparation
of production and digitalization of tailoring, technological equipment and opened new facilities.
From 1999, they were one of the first who introduced building and implemented an integrated
corporate management system (Cs. R., 2010). This way, product and process upgrading were
achieved.

During the 1990s, the worsening market conditions required changes, as the firm gained
expertise in the production of womenswear, the management saw an opportunity in OBM and
employed a young local fashion designer. They established its own brand, offering costumes,
blazers and blouses for businesswomen (Sebdk, 2009), since its spring-summer 1997 collection,
characterized by a ‘unique style and sophisticated manufacturing’ (Heti Délkelet, 1997). They
dressed mainly businesswomen and office ladies. Their aim was to increase the share of higher
value-added products, improve quality and retain high quality contract work. They aim to
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develop an independent market at home and abroad. Today, they have their own fleet of vehicles
for transport, a modem connection to their customers, a logistics service and, most recently, an
automatic cutting machine and a production preparation system (Cégvezetés, 1999). As the
economic director of the firm stated, it was easy to buy fabrics and there was a pool of fashion
designers (in the 1990-2000s) that was an advantage for establishing an own brand.

“We had a showroom in the capital city; we organized fashion shows there and employed
several agents who sold our products for boutiques. Our products were loved by women
and there was a solvent demand for it. They loved elegant clothing and costumes and
there was a requirement to dress this way. It is not the case anymore, as everyone is
wearing jeans and sneakers.”

Regarding market changes, the COO also added that

“Overhyped fashion brands became dominant on the market, and everybody went to the
opposite Chinese store for clothing.”

The economic director claimed that these products represented excellent quality and are in
perfect condition 20 years after that as well:

“It simply became too expensive, both its price and the higher value-added of the product
for the market”.

The firm also provided formalwear for the national air transport company, MALEV (has ceased
in 2012).

“We were producing a tremendous amount of workwear for the firm during the beginning
of the 2000s.”

Its own brand stopped around 2008-2010, as the market became too tight and its former
customer went towards ‘hyped world brands’, however, its trademark has been registered since
then too, and management declared that they are brainstorming in building up something else.

Regarding the garment manufacturing, they were engaged in basic contract work as it
provided everything to the firm. They were reached out by many foreign buyers who wanted to
order products only from 30 meters of fabrics, while 1000 meters is the minimum amount of
order for many textile manufacturers, but they wanted to remain on the industrial scale, possibly
due to scales of economics.

“Back in the 1990s, we had around 30 partners. My mum got rid of one, on purpose. All
the others were dropped out [outsourced production to Asia] or went bankrupt. We have
seen buyers who stopped their entire manufacturing and sold everything the next day.”

He got rid out 2 buyers during his 10+ years management at the firm.

“There was a Hungarian brand and a Dutch one, we worked with them since 1994-1995.
I said no after 25 years of collaboration, we produced more than 25 thousand different
models for them. We started to develop products and organize manufacturing for them,
based on the sketches of their fashion designers. There is definitely a hype around higher
value-added and they did not outsource production to the Far East due to that. But they
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do not pay higher prices for that. While you do all the things for free, it is surely
welcomed. Europe should admit that we do not work for Asian prices.”

The COO even admitted that he has never considered outsourcing to Romania, even if it was a
little bit cheaper, as “I have to give work for Hungarian people.”
Despite the stagnation and decline in the textile- and garment sector, the firm was able to even
smoothly increase its revenue until the millenium. After that, their revenue has dropped, but
they were able to stay on their feet and were able to generate profit without debt (Cs. R., 2010).
They produce mostly for German, Dutch, and French partners are constantly looking for new
buyers. Their purpose is to provide high-value services (Békés Megyei Hirlap, 2007).
However, based on the recognition that the garment industry in general suffers from low
profit margins, the management wants to stand on several feet and become involved in the
furniture industry that offers higher profit margins. They started to produce covers in 2005 (Cs.
R.,2010). With its Italian client, they signed a multi-year contract, and receive bigger and bigger
orders from them, so the firm need to invest into technological developments (Békés Megyei
Hirlap, 2007). This change requires courage and additional capital: the production of furniture
covers requires different technology knowledge and significant equipment. The firm managed
to fund this shift from its own capital and through tenders (Sebdk, 2009). Related to
intersectoral upgrading, the firm produces furniture covers from fabrics or even leather. It has
one Italian partner who is related to luxury furniture covers and exports worldwide. The
Hungarian firm only produced the covers, the assembly is done in Italy (Licska, 2017). The
firm get into touch with the Italian luxury furniture buyer through foreign market representation
and the Italian Hungarian chamber of commerce.

“A new investor bought shares at the furniture firm and that was a strategic decision that
they wanted to outsource manufacturing for a lower labor cost country. Hungary was
preferred, based on labor costs and politics and is closeness to Italy. We were among 5
firms who were suggested to the firm, and we built trust during a one-year-old period,
when we were producing sample products for them” — shared the COO.

As Mrs H became suddenly sick that year, and her son took over the operational tasks after her
death, it became a strategic intention to move towards the furniture industry as it proved to be
more profitable than the manufacturing of womenswear. As the economic director stated:

“That was a huge shift for us and our colleagues as well, but they were resilient and were
open to learn something completely new. Half a year is needed to be a professional blazer-
maker. And another is needed to be a professional furniture cover maker.”

As the COO has added, shifting between different types of products is familiar for the firm,
since it was first a men underwear manufacturer, than it was specialized in shirts [during Fékon-
time], then female outerwear came and then the furniture industry. Before 2012, the garment
contract work dominated the firm’s activity, and they needed to invest in new machinery as
well.

Around 2020, they completely stopped the manufacturing of female clothes as it is now
impossible to produce [them] in Europe without loss (P. S., 2022). Case 3 is currently working
for the luxury furniture market in 98-99%. The production for the Italian partner requires
expertise and a careful handling of leather. During the past few years, the firm has fully
renovated its facility and tailoring department and increased aesthetically, made it more energy-
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effective, and increased efficiency in work organization and production. The firm received a
certification for its low financial risk (Papp, 2020).

Regarding the firm’s data, there is no available data from the ancestor of the firm, there
is only data for Case 3, and the family has established 3 further firms (established in 1992, and
two in 2004), from one is carrying the name of their own brand.

Year Reported event/announcement

1950 its predecessor is established and starts operation, focus on womens outerwear

1970 factories outside the capital city are collected under the firm FEKON

1980 reported loss-making of the firm

1985 the firm became independent, name change

1989 new CEO (former worker)

1991 the firm became a private limited company, the director took over ownership

1997 launch of its own brand

1998 sign of licensing agreement with production and distribution of Pierre Cardin products

1999 reported intention towards higher value-added, implementation of an integrated corporate
management system

2005 introduction of furniture covers into the portfolio

2008- stop of its own brand

2009

2009 announcement of own brand establishment

2012 death of the CEO, her son took over management

2018 full renovation of facility, tailoring department, increased energy-effectiveness and
organizational restructuring

2020 the firm stopped the production of womenswear

Table 15: History of Case 3

based on content analysis and interview, edition of the author
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Figure 27: Sales and export sales, related to Case 3 between 1992 and 2022

Source of data: Opten database

As the Figure 27 shows, Case 3 has the biggest sales — both in overall and export — from the
firms of the family. Case 3 increased its sales till 1998, then a slow decline followed. Between
2001 and 2009, there is also a decline, and export sales have gained better significance in the
overall export of the firm, after the firm started to produce furniture covers. 2009 meant a
starting point of increase, that basically skyrocketed after 2020, and the firm almost exclusively
exports its products and stopped the manufacturing of womenswear. Compared to that, sales of
OBM'’s firm have increased till 2015 and a decline has followed.

During the COVID-19 pandemic, their dominant, Milanese partner completely paused its
operation, making logistics impossible. Last year, they gained a 28% increase in revenue and
the firm was able to increase its price after a long time, as they could convince the buyer that
they are introducing automation for 20 years and able not able to increase their productivity
without fulfilling wage requirements. They moved forward from step to step: first they produce
pillow covers and now whole pillows. The application for the support of short-time employment
support was not rational for the firm, so they started to produce masks and surgical suits (P. S.,
2020). Regarding its Italian client, they operate in a ‘symbiosis’, and the firm is the only
supplier, responsible for producing its covers, so they told that the client could replace them
only during a decade, but others are easily replaceable (P. S., 2022). Now they source fabrics
as well, but their main buyer gives clear directions in terms of source of fabrics and price.

“As we bought fabrics for ourselves 20 years ago, we simply lost our network of textile
manufacturers and retailers” — as the COO claimed.

However, as former secretary of an industry association added:
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“Industry interest groups and experts have warned them about the risk of relying on
only one main buyer.”

Regarding labor relations, from the early 1990s until the turn of the millennium, the Oroshaza
plant employed around 400 people, while the Békéscsaba site provided a living for nearly 800
people. Contrary to popular belief, the factory is still active today, and in the 65 years it has
never stopped producing - but due to market changes, it produces exclusively for foreign
markets (Gécs, 1996). In the 2010s, 80 seamstresses were employed in Oroshdza and 200 in
Békéscsaba (Kotroczo, 2014). The number of employees has tripled from the beginning of the
1990s to 1999, exceeded a thousand people and then, after stagnation, a serious decline has
started. Currently the firm provides livelihood for 250 people. The fluctuation of the labor force
is minimal at Case 3. The management of the firm has received the highest honor from the
association of trade unions, claiming that the firm has built up outstanding worker relations,
even in the European level (P.G., 2020). Their longest-standing employee had a 60-year long
work relationship with the firm and continued work there after her retirement. However,
attracting a new labor force is challenging. The COO has declared the importance of the proper
human resources and pointed out to the difficulties in regard the invitation of young workforce
(B.O., 2019). They participate in the dual training [providing practical training for vocational
students], and while the firm receives state aid for that, it also “costs a lot for the firm as well
and none of the students stay there [for work].”

90% of the firm’s employees are female. Until the 1990s, they had their own
kindergarten, organized summer camp for (employee’s) kids. As the number of female
employees with small children has decreased, the need for these services too. They used to
establish a line of work for mums with working hours from 8§ AM to 4 PM. Nowadays, their
employees are over forty and need to take care of old parents. The firm provides unpaid leave
and lifestyle advices (Csath, 2008a). While the firm applies the piece rate system, even if an
employee showed a weaker performance, they receive the minimum wage (Csath, 2008b).
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Figure 28: Employment at Case 3 between 1992 and 2022

Source of data: Opten database
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As the Figure 28 shows, Case 3 employed almost 1000 people during the second half of the
1990s. After 1999, a strong decreasement has shown, and after 2006, Case 3 were able to keep
the number of employed (between 2006 and 2015), after that, they even increased the number
of employed. The OBM firm also employed almost 200 people during its peak period between
2011 and 2015, being in line with its increased sales and the increasement in Case 3
employment, indicating rather a transfer of employers to Case 3 from the OBM firm than laying
offs.

As the economic director claimed, during the COVID-19 pandemic they not laid off any
of their workers, however they agreed on that everyone (including the management of course)
will receive the minimum wages in order to save up. During the past few years, the firm has
started to organize ‘open days’ and present their activity since there is a need for new workers.
As the COO has stated:

“There are many multinationals, operating near to us. But they do not love to pay so
high salaries. But we will not lay off workers as we face some challenge.”

9.1.5. Case 4: Many failed attempts to survive

The so-called ‘success firm’ of the Hungarian garment industry was established in 1952 in
Szombathely, close to the Austrian border, specializing on women’s tailoring. The ancestor of
the current firm is the oldest garment factory of Szombathely, with a specialization of outerwear.
It bears its current name and started to manufacture menswear as well in 1972 (Magyar
Textiltechnika, 1993). Szombathely was really lagged behind the industrialization than the rest
of the country, resulting in the migration of male and the dominance of female labor force along
the light industry traditions of the county (Kisdrsi-Farkas, 2025).

The aim of the former state-owned firm was the production of men’s outerwear for state-
owned retail channels. A new facility was opened in 1960 for the production of female garment
in Vasvar. In 1967, it was renamed to the current name during the new economic mechanism
and a new facility was opened in Kérmend, along a new in Szombathely, for the fulfilling of
Eastern demand. During the seventies, the firm was expanded and the majority of its production
was menswear.

Its decisive contract work relation has started in 1982, in which the main buyer of the
firm provides models, patterns, fabrics and know-how and guarantees the purchasement of the
final products. This construction is beneficial for the firm, as in addition to saving on purchasing
and stocking costs, it also has the advantage of providing markets in Western-Europe (Magyar
Textiltechnika, 1993).

Case 4 is described as an outstanding case in the Hungarian garment industry, as it has
switched markets in 1986 and it has turned to a public company, using its foreign network.
Based on the statement its former director, their success lies on foreign capital and fast market
switch (Népszabadsag, 1991). The firm signed a five-years long contract work contract in 1988
with German Baumler AG, a leading menswear brand.

In 1989, a new series of jacket making machines was delivered from a preferential
interest rate loan from the Bavarian state of Bavaria and foreign capital contributions, based on
close cooperation between Case 4 and Bdumler. The Bdumler company was the founder with
the largest shareholding. In 1990, the Szombathely plant was expanded by almost a third and a
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large investment in machinery was made. The share capital increased to HUF 500 million when
the British company Maitland became a shareholder. 84.4% of total production is destined for
Western Europe and the USA.

The firm was the first that became a joint-stock company after the regime change and
became introduced to the stock market 2 years later. The firm operated 4 facilities, employing
2000 people back that time (Budai, 2019). Privatization allowed the firm technical and
technological know-how that it would not have had on its own. With a continuous development
investment of HUF 2-300 million per year since 1989, they have installed proven and tested
machinery and technology in Western Europe, thus targeting top-class customers. (Hunyor,
1997). The management of the firm believed that the advantages of contract work will be
secured till the millennium, based on the relative low labor costs, and the firm want to be
prepared to export its own brand manufacturing collections (Magyar Textiltechnika, 1993).

On 21 June 1991, Case 4 was listed on the stock exchange. At that time, the Szombathely
plant employed 3,500 people in its 5 plants, and in 1990 it achieved a profit after tax of HUF
202 million. On the day of its listing, the company's share closed at 3271 Hungarian Forint,
giving a capitalization of 22 million dollars. The company operated profitably until 1998, when
it lost its equity capital of €2 billion and laid off 90% of its employees, due to the competition
with Far-Eastern manufacturers (Mezdsi, 2005). As a result of the IPO, the company gained
access to additional market and customer contacts, the capital raised allowed for secure
financial management, self-financing and, last but not least, enormous publicity (Hunyor,
1997). The downturn of the firm began in the mid-1990s with the emergence of Eastern
European and Asian manufacturers, who dumped cheap confectionery on Europe, while
demand for Case 4’s quality declined (Budai, 2019).

The former CTO for more than 20 years started to work at Case 4 in 1996. As he stated,
Case 4 always had an own exclusive brand, aimed for the domestic market, ‘inspired by foreign
patterns’. The firm parallelly manufactured menswear and womenswear along its operation and
were able to produce 1500 pieces a day.

Besides contract work, Case 4 has offered preparation of manufacturing.

“It was very difficult to make buyers pay for that service. We requested an ‘engineer
hourly rate’, it was 25 EUR/hour back then. Buyers showed mixed reactions.”

In 1997, the trade director of the firm said that the unique path of the firm made it possible to
succeed. He listed its export orientation to Western European and US markets and its high-
quality supply for the domestic market. Based on a partnership in 1996, the majority owner of
the firm decided to appoint the firm to supply the Eastern European markets with the products
of Y.S.L., P.C. and Baumler. Their buyers were luxury and premium brands, such as MaxMara,
Yves Saint Laurent, Pierre Cardin, Valentino and Ungaro. The stabile buyer base allowed the
firm to manifest extensive and intensive developments, and they increased the number of
employees. Contract work accounts for 80% of the firm’s activity and the director mentioned
that they will not face capacity problems in the upcoming 10 years, due to their buyers, stating
that contract work provides a stabile income for big manufacturing firms. High quality contract
work also served as a base for the firm, as the director believed that sophisticated buyers will
not outsource production to Eastern, cheaper places. Szombathely also serve as a logistic
advantage as the most distance point of Germany can be reached by car within 6-8 hours and
Slovenia is also close, as buyers conduct contract work with a firm there as well, using one
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camion for transport. The firm provides further services, over contract work with the exception
of modelling. The director also stated that they want to increase the percentage of own brand
manufacturing and the firm manufactures and distributes exclusively the menswear products of
the firm, Baumler and Pierre Cardin and want to introduce Y.S.L the next year. In response to
changing retail and market circumstances, the firm planned to introduce sport and exclusive
collections and womenswear, and launching a more affordable collection (with high quality but
different materials) along shopping centers near cities as well (Hunyor, 1997).

This shows the presence of strong strategic intent of OBM, however it was present but
not so dominant and even distribution of other brands’ products. Based on the experiences of
the former CTO — who have visited other manufacturers in Hungary — Case 4 had the most
modern equipment. The former CTO also confirms that Case 4 did contract work, manufactured
both womenswear and menswear, providing preparation of manufacturing services, had its own
brand and also leased its specialized machinery for local manufacturers. However, it is easier
to organize the manufacturing of menswear (due to less difficult models, compared to
womenswear).

“Baumler put a lot of investment into the development of machineries, especially in
menswear. This foreign owner gave a lot and got a lot as well. It got all the profit but
provided technology and know-how that we could later rely on. When the owner closed
its manufacturing plant in Germany, it brought all the production here. But it did not
increased wages” - pointing to the two-sworded nature of foreign ownership.

The firm made losses in 1999, due to that cost increases outstripped revenue growth, uncertain
stock market conditions and the firm acquired a retail network as the two companies'
consolidated profit before tax already shows a significant loss. The firm could slightly increase
its sales on the domestic market; however, management has admitted that the market is
oversupplied and constantly reduced. On the Western market, more sporty clothing had become
popular, that is an unfavorable tendency for the firm (Szabd, 1999).

The loss-making firm's profit and loss account improved because the retail network,
Duna Divat that it bought in 1999, allowing the company to repay a loan and shareholders could
again receive dividends (Koranyi G., 2002). The former CTO has seen a change in tendencies:

“We were manufactured on an industrial scale, we were mass manufacturers, we produced
huge quantities from a few models. But after 2000, I saw the opposite. After the 2010s,
we were even provided made-to-measure manufacturing. We did not want to compete
with China or Bulgaria.”

Duna Divat became loss-making, due to low demand. It was planned that the transaction, which
was predominantly financed by debt, would later be secured from own resources, from the
proceeds of a possible capital increase, but this did not happen due to the unfavorable market
environment and the company suffered significant financial losses (M. J., 2001). As the former
CTO stated:

“Baumler wanted to have the former Kleider Bau ‘in-house’. But as we were getting close
to the economic crisis, we were not able to fulfill the department store neither with enough
models, nor quantity. So, we sold it later.”
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Year

Reported event/announcement

1952 launch of its predecessor, focus on women’s tailoring

1960 Vasvar plant opens, womenswear manufacturing

1967 Koérmend and Szombathely plants opening

1972 name change, manufacturing of menswear

1982 decisive contract work relations has started

1986 the firm became a public company

1988 signing a contract with Baumler

1989 the firm became a joint-stock company, start of technology investments

1990 large investment in machinery, expansion of the plant

1991 stock market/exchange launch

1996 partnership with the majority owner, stabile contract work relations

1997 establishment of further services, intention to expand own brand manufacturing with
sport, exclusive and female collections

1998 operation with profit till this year, laying of 90% of its workers

1999 acquisition of a department network

2000 Baumler acquired 43% of the shares

2002 intention to launch own female brand with a local fashion designer, laying off 250
workers

2003 closure of its Vasvar and Kérmend plants, further lay-offs

2004 file for liquidation, out of stock exchange

2006 added new brand for its distribution portfolio

2009 establishment of a new firm (professional investors and local municipality)

2009 majority owner went bankrupt

2010 injection of state aid for settling debts

2011 hiring new workers, shift from mass market to small scale manufacturing

2015 completed liquidation process, new firm announce further services and distribution
plans, looking for retail partners for own brand

2017 reported significant financial losses

2018 municipality is bought out, organizational restructuring

2019 new owner, intention for new store opening and distribution

2023 production has stopped, liquidation

Table 16: History of Case 4

based on content analysis and interview, edition of the author
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Figure 29: Sales and export sales, related to Case 4 between 1980 and 2021

Source of data: Opten database

While data is no available before 1989 (for the ancestor firm) and between the period of 2004
and 2009 (however Fashion Itd. has been established earlier, in 2004), it clearly shows, that
Case 4 has extensively increased its sales between 1989 and 1998, while export was showed a
relatively stagnation, indicating its strong domestic market presence. From 2000, overall sales
showed decline and export has increased till 2004. Regarding the Fashion Ltd, it has generated
sales between 2015 and 2020 and from 2016, both showed decline until the liquidation of the
firm.

On 30 November 2000, the German company Baumler AG acquired 43.46% of the
shares of Case 4, and from then on had a controlling interest in the firm (Budapesti Ertéktdzsde,
n.d.). The company explained the poor result by the failure to reduce the number of
unproductive staff and to stabilize the productive workforce. Furthermore, the failure to
increase the output of production lines, improve inventory management and reduce and upgrade
the loan book contributed to the losses (Honyi, 2001). That shows that the management accused
the laborforce and the insufficient process upgrading besides financial circumstances.
Regarding laborforce, as the former CTO has claimed, more experienced, older workers did not
really used the new technologies, introduced by the foreign majority shareholder.

“We had the shallow the frog that we will not receive trained labor from the vocational
training system. Even if there were schools in Szombathely, they taught way different
things that we needed at the factory. So, we had to train everyone and created a training
group, we tried our best to integrate new laborforce but every department at Case 4 has
suffered from a huge fluctuation.”

The headquarter location of Case 4 is close to the Austrian border and working abroad is
attractive for many people (as they receive higher wages, even in less qualified positions). As
the former CTO has emphasized:
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“The newly established multinationals also snipped laborforce. We could rely on Vasvar
and Kormend and we started to offer organized buses that brought laborforce into the
factory from there. Every department had a core laborforce, we did everything to keep
them.”

As Case 4 employed a significant number of women, they also introduce ‘mum shifts’ [that is
a 6-hour long shift that allows mums to drop their kids at nursery/kindergarten/school, start
work and can grab them during the afternoon]:

“No multinationals allowed the same thing nearby. It is very beneficial for working
women, especially mums and meaningfully contributes to their work integration after
maternity leave. We tried our best to get some support from the local politics, they were
never interested” — told the former CTO.

1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2003
2004
2005
2006

2001
2002
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

e Number of employed at Case 4 N. of employed at Case 4 Fashion Ltd.
Figure 30: Employment at Case 4 between 1989 and 2021

Source of data: Opten database

As the Figure 2 shows, the number of employed has been increased till 1993 and reached its
peak in employment of almost 2500 people, then a steady decline can be observed at Case 4.
The Fashion Ltd. has hired over 500 people in 2015 but after that, also a decline could be
observed. The later firm’s number of employed was not even close to the original firm.
Furthermore, statistics on number of employed do not even tell anything about internal labor
positions, such as high fluctuation that leverage productivity and product, process upgrading as
well.

The trade director of Case 4 has said that the firm aims to introduce a middle price range
own brand on the local market. They agreed on a partnership with a local, well-known fashion
designer. The firm will provide the manufacturing basis, based on decades of experience from
contract work and skilled workers and her studio will contribute with its creativity, design of
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the collections and making the middle-size sample collections. The collaboration was created
for working women, offering basic pieces from great quality fabrics on a reasonable price for
middle income women (Szy, 2002). This shows a strategic intent towards OBM, in
collaboration with a local designer.

At the same years, in 2002, Case 4, which had employed 1,685 people, eliminated 250
jobs (Peredi, 2002). On 1 October 2003, the Vasvar and Koérmend plants of the firm were closed.
Production was then concentrated in Szombathely (Magyar Nemzet, 2003). The major of
Kormend has formerly reached out the Ministers for Economic Affairs and Employment and
Labor in order to overlook the situation. The causes of the firm’s losses were the strengthening
of the Hungarian Forint, the long-standing effect of the increasement of the minimum wage, the
10% increase in minimum wage and the stagnation of export revenue (Vilaggazdasag, 2003).
The company's shares paid dividends continuously until 1999, and only after the turn of the
millennium did the company turn loss-making. The director of its board emphasized that the
future of the firm depends on the exchange rate of Hungarian Forint, as the firm conducts
contract work in 70%. He further added that the firm’s employees have received a total wage
increase of barely 10 percent over the last three years, and the firm itself has been forced to
make drastic cuts. In December 2002, it shed 250 workers, leaving the company, which
employed more than 2,000 people three years ago, with just 1,400 employees at the beginning
of 2003. The German textile family, which owns 70 percent of the shares, does not want to
spend a few hundred million forints on the public offer necessary for the spin-off (Koranyi,
2003).

On 21 December 2004, Factum 99 Rt. filed for liquidation for non-payment of a debt of
USD 6000. Case 4 admitted the debt. Subsequently, the court declared the company insolvent
and ordered its liquidation, and the Vas County Court appointed Vectigalis Rt. as the liquidator
of the firm, the liquidation ended the company's 14-year stock exchange career. A new firm,
bearing almost the same name as the original one, has been established in, while Case 4 was
still in liquidation. Since then, this firm has been liquidated. This public company handled the
distribution of the branded products previously distributed by Case 4 under a partnership
agreement — Baumler and Louis Feraud -, as well as its own products with its Exclusive brand
label (Divatmarketing, 2005). Case 4 has added a new brand to the range of distributed brands:
St. Emile was described as one of the three most popular brand on the German market and has
enjoyed successful introduction on the Swizz, Austrian, Belgian, English and American market
and aiming to be introduced on the Hungarian, Russian and Asian market (Divatmarketing,
2006). Regarding the liquidation, the former CTO of Case 4 has shared:

“It helped sometimes and made our situation worse as well. It helped, because the
liquidation law made our economic operation more flexible. But we were not able to apply
for any state tender, regarding manufacturing formalwear. Foreign buyers were also
scared first but they saw that we continuously operate and provide the same high quality.”

In 2009, Baumler went bankrupt, which also upset the balance of the Szombathely-based firm
(Kiss, 2009). Then, the registry court of Vas County has obligated the firm, responsible for the
management of liquidation to sell the firm’s assets as soon as possible. The firm was labelled
as a ‘last mohican” who has survived the global crisis and are a rare example, as the fallen
companies are ‘empty’ firms with no capital. Meanwhile, the firm has even increased its
employment by 50 people in order to fulfill orders. An article also mentions that the firm has
suffered from high energy and wage costs and its main buyer — who fulfilled the 60% of the
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firm’s capacity — has went bankrupt due to the crisis. Later the firm has managed to sustain
orders from the predecessors of that former main client and could even strengthen its position
on the German market and working for brands, such as Dolce&Gabbana and Féraud. One local
retailer, being a client for the firm for 40 years, has appreciated the quality of the firm’s products
and emphasized that those, who relied on this firm’s products could survive on the market
during the crisis (Szirmai S., 2011). Regarding foreign buyers, as the former CTO has stated,
they were working for French, Italian, German and English buyers as well.

“You had to be very careful with French and Italians, request payment in advance. We
were get along well with Germans. With English, it is easier, gentleman agreement is a
thing. But a garment’s most expensive part is the brand label. Then around 2005-2007,
everybody became equally rude and aggressive. If you depend on someone else, you
cannot make them pay. We even saw that buyers are squeezed by their retailers and
counting every single eurocent [during price negotiations]” — pointing out to general
worsening conditions.

As he remembered, there was times when Case 4 were able to ‘get rid of buyers, who were not
worth to work for’, and sometimes, they were desperately looking for new lead firms to work
for. But as he claimed, those, who work in garment manufacturing is familiar with constant
change, the constant renewal of manufacturing methods from season to season, many times a
year:

“Those who work in garment manufacturing, really loves this profession. It is just light
in its name. Paying wages was the most difficult for Case 4. When the HUF became
stronger and wages were raised by the government, these made operation truly
challenging. You cannot put these financial burdens on your buyers all the time.”

The Fidesz Party-led municipality became a shareholder in Case 4 in 2010, after almost HUF
1.5 billion of state money was injected into the factory, but it was only enough to settle debts,
not for reorganization. According to the mayor, the majority owner of Case 4 did not contribute
a penny to the settlement, and they did not accept the municipal support. The factory's manager
explained that the debt collection would have prevented the company from paying wages, but
would have increased the debt. (In March, workers were not paid because the tax authorities
registered a HUF 150 million debt collection on the company's account.) He said the owners
would only put money into the factory if it could be restructured, and the municipality, as a 25
per cent shareholder, was the wheel that would turn. A few weeks later, Attila Rettegi, Fidesz's
representative in Szombathely, resigned because he believed that the refusal of municipal
support and the impossibility of the company's operation was a deliberate, conscious and timed
political decision. In mid-April, the majority owner bought out the municipality's stake for HUF
25 million at face value, so the long-awaited reorganization can begin after the bankruptcy
proceedings (hvg.hu, 2018).

The liquidation company announced that the firm will be back on the market in 2011,
and a British menswear brand (related to Case 2) will be among its potential new owners, they
are also the biggest buyers of the firm since last year. Meanwhile, the firm is suffering from
lack of labor force, as its orders are growing and only 16 people applied for their calls, open to
hiring 200 people. The current productivity of the laborforce fulfill only the quarter of the needs
and the best workers will be pensioners a few years later (Kortvési, 2010).
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The liquidation company managed to keep the firm alive, thanks to the reduction of the
number of employees, getting rid of surplus property, and a shift from mass manufacturing to
small-scale, high-quality production. In 2011, a new potential new owner (a conglomerate,
consisting of Louis Feraud, Dolce&Gabbana, Berwin, St. Emile and Carven) has popped up,
but the deepening crisis of the sector and financial problems made the deal impossible.
Meanwhile, the liquidation company and the local municipality get into a debate regarding
whether a firm, under liquidation has to pay local taxes (Kortvési, 2012).

As the former secretary of industry association summarized her overview on Case 4’s
difficulties:

“There were many problems, such as the ownership structure was not transparent,
different interests were clashing, and the facility was big, it could be challenging to retain
financial sustainability and the increasing energy costs could be reasons as well.”

As the former CTO has concluded on the situation:

“Politics were aware of the firm, as it was a big employer. It neither could swallow nor
digest it. But we were able to get the firm out of bankruptcy.”

In 2015, the liquidation of Case 4, which had lasted for more than a decade, was completed.
The buildings and production equipment were bought from the liquidator by ‘Case 4 Fashion
Ltd.’, a company of professional investors, with the involvement of the local government of
Szombathely and with significant state support (Origo, 2015). The municipality acquired a 25%
stake in the company and provided the capital increase. This fashion Ltd. invest would then buy
all the assets of the original firm, which were put out to tender, take over all its employees and
use the rest of the government’s support for working capital for continued operations. The
municipality required strong guarantees, such as they denied collective redundancies within 3
years and after that they need the approval of the municipality (Napi Gazdasag, 2015). As the
former CTO has claimed, this Case 4 Fashion Ltd. has been established earlier (2009) as the
former management wanted to do the ‘smart way’ and they were escaping the Case 4’ assets
into a new firm. However, he pointed out to the conflict of interests:

“The management wanted to involve every stakeholder, local politics, buyers, etc. They
wanted to make everyone interested. But there was no common, shared interest.”

The new owner's promise was to renovate the machinery, improve the IT stock, refurbish the
real estate and intensively train the employees. As the new, German CEO of this Ltd. has
highlighted, the new firm will put emphasis on providing services, from product development
to warehousing, stating that primarily to firm conducts contract work, but can serve other
requirements as well. Currently, their capacities are full, and the firm provides high-quality
womenswear and menswear and selling/distributing accessories, such as shirts, pullovers, ties
and belts. As the CEO concluded, buyers require more than traditional contract work and want
their suppliers to provide additional services, such as product development, making a collection,
prototype and sample making and full-scale logistics. Regarding their own brand, the firm is
looking for new retailers besides the existing ones (Bognar, 2015). So, in 2015, the Hungarian
government, with the help of the Szombathely municipality, rescued the facility from a decade-
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long liquidation process, saving the jobs of around 600 workers. As the former secretary of
industry association has stated, Case 4 had a subcontracting relationship with Case:

“The firm manufactured for [Case 2], when there was a need for bigger capacity.”

The former CTO left the firm that time, at the end of 2016:

“I did not agree with the new management direction, on professional terms. My opinion
did not count for them. I did not support that attitude that everybody only wanted to build
their personal wealth.”

As a former technology director in 2016-2017 (being the same as who was head of
manufacturing at Case 2), being invited to revive the firm had shared, pointing out to the trapped
position of the firm:

“The firm had to pay rent for the facilities and access to equipment. It was way too
mechanized while a few people were there and working for buyers who were the ‘rest’.
Even if a new owner came, they bought an empty firm as proprietary rights remained in
the hands of former stakeholders.”

He also pointed out the challenges of labor force, claiming their lack of motivation:

“There was no second generation for garment workers in Szombathely, only those were
there who were waiting for their retirement or severance pay.”

In 2017, the management of Case 4 Fashion Ltd. was again in difficulty after it was revealed
that the company, which had received a state and municipal bailout, had accumulated significant
losses in the previous year. The problems have not been solved and in 2018, workers organized
a demonstration to demand a solution to their situation (Budai, 2019). Hungarian law allows
for reorganization in the context of bankruptcy proceedings. In order to ‘survive’, the firm
claimed bankruptcy against itself. The professional investors of the Fashion Ltd. wanted the
firm to be in the hands of market players, and this was achieved with the buyout of the
municipality. A former director stressed that they wanted to continue to operate as a private
company without public involvement.

In 2019, a Hungarian owner, Mr R. — working in garment confection during his whole
life - and his son, Mr. R. Jr., appointed to the CEO of the firm - bought a 70% stake in Case 4
from the former German owner (T6th, 2021), and attempted to turn the company around. They
claimed that mismanagement (not keeping deadlines and the lack of emphasize on quality) has
caused problems formerly, and the personal network — built up during 3 decades - of the owner
has brought many orders for the firm, fulfilling its capacity, providing products for world-
known fashion brands and workwear for the German police. One of the first moves of the new
management was to increase the wages of the workers and the introduction of school start
support. The equipment of the firm was fine and updated, and Mr R. believes that worker
satisfaction results in high quality. At this moment, the firm has two stores and the management
plans to open new ones, along the widening of its product portfolio with shoes that they will
import (Budai, 2019). Based on Mr. R. Jr.’s statement, despite the numbers (they inherited a
tremendous amount of debt), they believed in the firm’s knowledge, experience and prestigious
past. After months of overcoming the lack of workers” motivation, optimization of finances,
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management, then operational efficiency, they became the biggest mask producers during the
COVID-19, thanks to the management’s fast response to the crisis (Toth, 2021).

In September 2023, production at the company stopped after the utility shut down the
power (Tombdoly, 2023). The plant restarted in early October, but has been generating electricity
with aggregators ever since (24.hu, 2023). The firm has been liquidated. The former CTO has
closely followed Case 4 even after he left the firm.

“There were 3 new owners too. The common point is that they were not familiar with the
garment industry. They could be good IT professionals, great retailers but they were not
able to organize the manufacturing, based on ‘how to economically produce a suit’. All
the buyers soon left the firm. The new owners stopped paying wages, to the most
experienced garment workers left.”

9.1.6. Case 5: Functional downgrading for stability and profitability

The ancestor of Case 5 was established in 1961 and operated as a plant of a formerly state-
owned, rural garment manufacturing firm. The management has inherited a significant debt and
outdated, 15-20 years old equipment at the plant. Besides the not so favorable conditions, the
profile of the firm and its former prestige proved to be a good starting point. Mr. L became the
head of the firm in 1992, by application, the same year when it was privatized (Hunyor, 1995b).
As the journalist has emphasized:

“[Mr L] had a diplomatic background, he spoke languages. This is a huge advantage.”

Based on the former CEO — Mr L - of the firm, it has inherited both positive and negative things
from its predecessor.

“We had a great labor force with outstanding professional experience. That is what could
attract foreign buyers. The workers were proud of their occupation back then; it had a
high prestige.”

Along this, the firm was the very last in terms of privatization. It was the biggest plant of the
former Debreceni Garment Factory. However, it was in such financial trouble with an enormous
amount of debt that they could not have been able to buy even a light bulb.

“As the former manager before me saw the debt, he left. [ was convinced to apply for the
job as they told »the workers want to work.«”

The new management brought a new managerial strategy and tactics and stabilized the unstable
buyer base. The 90% of their revenue came from contract work with now stable partners (50-
50% Germans and French). To meet the quality requirements of the buyers, they had to replace
the former technology. The privatization of the firm helped to strengthen its financial position.
First, it was owned by a Hungarian individual then a Canadian-Hungarian investor has acquired
the 33% of its shares with cash apport. Then the firm became debt-free (Hunyor, 1995b). As a
former head of manufacturing has shared, it was beneficial as Case 5 had an “old German
partner, who were present »just on paper. «”.

“Legislation provided a 10-year long tax break if there is a foreign shareholder. So, we
brought one.” While the firm had multiple shareholders, they never interfered with the
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work of the management. They had a legal dispute once with one of the shareholders, but
the final decision was advantageous for the firm: “if we had had to pay the compensation
in cash, the company would have died.” — as Mr L has stated on ownership.

Regarding contract work relations, the firm had one foreign buyer, so they continued to work
for them after privatization. As Mr L has shared:

“Foreign buyers do not care about who produce for them. They care about the where and
Berettyoujfalu had a great reputation.”

This foreign buyer collaborated with the firm “until their »death« till the COVID-19” and Case
5 provided high quality, high price range products.

“We purposefully dumped middle-range buyers and focused on very high quality.”

This can be translated as a product upgrading, as the firm focused on higher market segments.
This long collaboration also provided a great reputation for the firm and wide acknowledgement
that they could benefit from when they sourced fabrics. On the peak of its relationship, the firm
was responsible for the organization of the buyer’s whole Hungarian production, counting 10-
12 Hungarian and 3-4 Romanian garment manufacturers, so they conducted OEM and
organized network of production.

In 1994, they decided to launch an own collection [- let is call it C -], targeting the
businesswomen and officers who likes the classic, urban style. For this, the firm purchase
excellent quality fabrics from German, Czech and Slovenian manufacturers on a favourable
price as raw material, matching a good taste requires import. As Hunyor (1995b) has reported,
the firm was looking for retail partners in the capital city and countryside who are willing to
order half a year ahead of the season, instead of the ad-hoc orders that are more common. They
currently collaborated with department stores S Modell and Duna Divat, that was recently
transformed from Kleider Bauer. The firm was a participant at the PHARE-program and could
introduce its own design under the umbrella brand ‘Fashion Made in Hungary’ in international
fairs. Those firms could participate in the program who have proper technical conditions, a
sound financial situation and highly qualified workforce (Magos, 1996). Mr L wanted to export
their products, so applied for the PHARE-program. As Hunyor (1995b) reported, currently, the
firm employs 260 people and the management transformed the wage system: they introduced
the piece-rate system, instead of hourly wages in it is combined with quality, quantity and
presence premiums. The manager has also mentioned the practice, that employers, who are
mothers have stayed at home with sick kids, while having unemployed husbands, condemning
the line of work in question to a 80 percent performance (Hunyor, 1995b). As Mr L has declared,
the firm wanted to break out from simple contract work from the very first moment after its
privatization.

“There was a garment manufacturing firm in every bush basically in the 1990s, we had a lot
of orders, it was a golden period. That is why you had to want more than that”.

Based on his memories, with a ‘normal’ product and collection, it was easy to launch a brand
on the domestic market, since it was also easy to find [retail] partners during the Budapest
Fashion Days. The firm had 35-36 partners, and the products of their brand sold really well:

“We sold more than 10 thousand products. They were expensive but there was a market
[for that]. I remember, there was a partner who came back after 1 week (after receiving her
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order from the products of the firm’s brand) like what else do we have left? She sold
everything and wanted to clear out our warehouse.”

As the journalist has said,

“[brand C] was very popular on the domestic market but they its market has disappeared.
It represented a very high quality and a high price level.”

Then this positive tendency turned cautious and negative as department stores had closed, it
became challenging with smaller partners as well. The domestic market has ceased.

“There was no demand. But I think the problem was not in us. When you order a fabric, the
textile manufacturer requires a minimum amount of meter from the fabrics. Then we could
not fulfill that minimum. It was painful but we had to give up” — Mr L admitted, adding that
many Hungarian garment manufacturers sold “5 years old rubbish, bought in Prato” as own
products.

A former fashion design intern at Case 5 has remember that a young fashion designer (her later
‘boss’) got in touch with Case 5 with the idea of brand C. The launch was a bold move: both
the designer and the garment manufacturer as well. Her mum also owned a rural boutique and
was a frequent buyer of brand C’s products.

,»She was the very first who launched real, big collections, as she must have seen [how to
make collections] in foreign countries. She was choosing fabrics half a year before the
season and went to big trade fairs. The firm was producing 10 thousand from a coat. Only
Skala [department store] sold our pieces in its 21 stores, we were buying several
thousands of meters from fabrics. But it was absorbed by the market. The boutique owners
had two weeks to check the pieces that were presented on two clothing stands and they
paid deposit. But they sold what [Case 5 has] manufactured. It was impossible to do the
same ten years later: no one would be willing to take risks and pay several million forint
in advance.”

As she remembers, professional knowledge was present at every garment manufacturer and
there was a widespread initiative towards manufacturing own products.

,» L hey were keeping the patterns and even reserved some fabrics [from buyers] or bought
some fabrics and produced a few pieces from those models. But that was not a collection,
it did not represent coherence. They could only do this for a short time. Manufacturers
recognized the importance of [fashion] designers. We were designing based on statistics.
We always introduced something new and put some expensive fabric into the collection.
We told that ,.,there has to be some extremely expensive Chanel-like costume and then we
will make our livelihood from black trousers.”

Based on her experience, own collections were working without any marketing activities, as
the market was so tight. That was the ,,period of costumes” and no one else offered great
costumes.

“People gave any amount of money for a good costume. My mum was selling costumes,
based on drawings and there were women who paid for them in details” — she claimed.

Around the millennium, many of their retail partners have closed their doors. She argued that
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“Skala was a big loss, but the entrance of fast fashion brands, like Zara made it difficult,
we could not compete with those brands, introducing new collection every two weeks.”

Then, when the firm introduced a downgrading and pull back its own brand manufacturing
activity around 2002-2003. It was a purposeful functional downgrading when macroeconomic
conditions have changed. The designer of brand C also left the firm, and a new fashion designer
was employed. They started to export to Western markets at the very beginning of the 2000s.
The firm was the only one who offered designs and manufactured the ready products for a niche
market: German, high quality-high price catalogue firms:

“While many firms have now ceased, there was a huge tradition in Germany with high-
quality catalogue brands. They follow a slower rhythm in terms of seasons and offering
SS and AW collections” — as Mr L stated.

While they did not have any former relationship with those firms, as the former CEO spoke 3
foreign languages (French, German and English and he also compulsory studied Russian), he
did not need an interpreter for negotiation and that proved to be a huge advantage besides great
product design and high quality.

“We just checked in and have received a meeting date. Another Hungarian firm was kicked
out after 5 minutes before our meeting. I met a buyer at Madeleine and showed a few
samples. After 2 weeks, they called us back and ordered an Indian shantung silk collection.
These were the most successful products at Madeleine, they ordered 25 thousand pieces
from us. After that, we were called by other brands as well.”

This shows that while speaking foreign languages is really an advantage, having former
relations is not a pre-condition for a successful upgrading. While the former CEO has noted,
that ODM has shown fluctuating results, the firm conducted this task for a long time and Peter
Hahn (belonging to the same holding as Madeleine and this brand was their next ODM partner)
is still the firm’s client and they built a great personal relationship with a buyer®. Madeleine
has closed after 2020 (during the COVID-19).

“Every downfall started with financial troubles [on the side of the buyer], when they start
unstructuring costs and heavily creating spreadsheets. The relationship became broken,
so we did not reach each other out. Then the brand went bankrupt a year after that.”

Then, the firm started to work for a brand, called Elegance, that was considered professional
success and high in terms of design quality. As Mr L claimed:

“They were designers, not retailers. As we could provide both design and production, they
did not have to work there. Then that brand has been ceased, while we could grow along
with Peter Hahn and could try out new things.”

This statement points to the very different trajectories of one task — namely ODM here — that
highly dependent on the strategy and operation of the buyer firm. Peter Hahn provided a stable
market and good revenue for the firm. They could sell blazers for over 400 EUR and the firm
provided the highest price products for them. During its peak period, the firm received almost
1.5 million EUR revenue. Besides ODM, the firm continued simple contract work as well. They

% In this case, buyer is used as a retail term and refers to an individual who selects what items are stocked and
their key responsibility is dealing with all the products that come into the store.
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also outsourced manufacturing to Romania; however, this move required a constant presence
of a clothing technician in order to sustain product quality. As the former secretary of an industry
association has summarized, the OEM and ODM activity of Case 5 are also pioneer moves, as
in this case

,» They also source raw materials, fabrics that are very rare. ’Classic’ contract work [as the
buyer provides everything and the supplier does not have to source or invest into
anything] is common. Risk and reward are both higher in this case.”

Based on the viewpoint of a former head of manufacturing, Case 5 found a great balance
between contract work and higher value-added tasks.

“The firm provided ‘export with own materials’ for German holdings, they offered the
collection and pre-financed production. It was easy to plan [capacity and production], and
the CEO had experience in foreign trade. The risk is big but it worths [financially], you
just have to have really reliable partners.”

The nationality of German buyers matter since there is a consensus among the interviewees that
‘French does not really pay well” [compared to Germans] and French fashion brands has earlier
requested a faster production cycle, in terms of smaller order and different designs. Germans
demanded less seasons and higher production numbers that helps productivity. Based on the
experience of Mr L, their success was based on teamwork and the professional experience of
its workers.

“While we enjoyed a pool of labor during the 1990s, labor force started to be a challenge.
In 2000, there was no vocational training nearby. We could keep our number of employees
for a long period of time as we could absorb labor force from the other garment
manufacturers from the region, who just closed their doors. But several seamstresses quit
when they realized that while they were the star at their original workplace, they are
among the worst performers in our firm.”

So, the number of employees halved during the decade between 1990 and 2002. The firm only
applied for tenders regarding maintaining its labor force: “we were not the grandmasters of
tenders.” As Mr L has shared, the firm was the first who received ISO9001 that is a quality
assurance/quality management standard.

“We did not know what it is good for, but we hoped that it will support our export activity.
But it did not really.”

So, Case 5 is specialized in the manufacturing of womenswear. They manufacture, design and
even outsource manufacturing for both local and foreign brands and supply high market
segment catalogue brands. They can offer complex services, such as fabric and equipment
sourcing, product development, preparation of manufacturing, etc. for blouses, dresses,
costumes, blazers and trousers — based on the need of the buyer. The firm was responsible for
the production of the Gucci’s formal wear and conducted manufacturing for Stella McCartney.

“I truly thought, establishing an own brand name would be a light-minded choice after
our brand, since I have seen no demand for it. I have seen the suffering of our foreign
partners and we could not have kicked the ball abroad” — as Mr L shared his experiences
and viewpoint on intents.
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Based on his experience, he recognized the tendency in time, that foreign buyers will be forced
to outsource even more tasks than simple manufacturing as OEM and ODM both require pre-
finance. The firm found this market niche. One of their partners went bankrupt in 2003 and the
firm could only survive this with a 100 million HUF bank loan as they lost 300 000 EUR. As
Mr L stated:

“We have used every Forint wisely from that loan. At least 6-7 of our former buyers went
bankrupt. You do not see their accounting.”

As the former head of manufacturing has shared,

“The CEO were always careful; he even made an insurance against exchange rate risk.
He purposefully planned his retirement. Of course, he wanted to sell the firm with profit,
but he wanted to find a buyer who will continue operation.”

The firm was sold by the former owners in 2022 to a group of 2 Hungarian and 1 Italian
individual. Mr L purposefully looked for succession, buying out options as he became close to
the age of retirement.

“This is not a family firm, none of my daughters were interested in managing it. What if
I became sick? I can say that I handled a fully working company for dedicated new owners
and I helped them till the middle of 2025.”

Year Reported event/announcement

1961 establishment of the firm’s predecessor

1992 privatization, first owned by a Hungarian individual, than a Canadian-Hungarian
investor, new CEO took over management

1994 launch of its own brand

1994-1997 participation at PHARE-program

2000 firm starts ODM

2003 closure of its own brand

2022 new owners, continued partnerships
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Table 17: History of Case 5

based on content analysis and interview, edition of the author

19801982198419861988 199019921994 19961998 20002002 2004 2006 2008 201020122014 20162018 20202022

e S3les 1000HUF e Export sales 1000HUF

Figure 31: Sales and export sales, related to Case 5 between 1980 and 2022

Source of data: Opten database

Figure 32: Employment at Case 5 between 1980 and 2022
Source of data: Opten database

As the Figure 31 shows, after a decline both in overall and export sales, Case 5 has showed a
significant increase in both export sales and domestic sales, indicating a good market reaction
to the OBM. Even when export sales were the lowest in 2013, overall sales were not declined,
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referring to a good balance in export and other activities. Sales — both export and overall —
reached a peak in 2016, after that, a decline could be observed. As Figure 32 shows, there was
a significant drop in the number of employed in 1989 and 1992 — related to privatization; but
after that, it was relatively stable, indicating no significant lay-offs, compared to a more volatile
change in sales.

9.2. Introducing Hungarian collections for the EU market: The PHARE program

Originally, the PHARE program (PHARE stands for Pologne, Hongrie Aide a la Reconstruction
économique) was initiated by the European Community and was a pre-join fund and its aim
was to help the economic redevelopment of Poland and Hungary (that time, later it was
established for more countries) to the level of developed, Western countries. The fund was
eligible for detailed, in-advanced and well-designed complex sectoral or regional development
programs. During its first phase — between 1990 and 1996 — it primarily helped the
establishment of fundamental market economy institutions and the help of the democratic
transition (Heil, 1998). The program involved a project, focusing on the export development of
Hungarian garment manufacturing firms’ own products. The examination of the program can
serve valuable findings, and it targeted the development of OBM.

With the failure of the Eastern Bloc, “everybody wanted to produce for the West, however,
sophisticated contract work can be learned by anybody, especially if it is supported by the
buyer” (Hajdu, 1996: 9). From the 1970s, there was a growing demand for a sophisticated
contract work, and the large-scale volume orders has gone to an Eastern direction, towards
Serbia, Bulgaria and Romania, as the Hungarian labor costs became more expensive. It was
also the right time for upgrading and stepping into own design manufacturing and then own
brand manufacturing (Népszava, 1997a). It was considered by garment manufacturing firms,
that contract work and the local market opportunities will be reduced (H. E., 1996). The
Hungarian garment industry was a ‘treat’ in the eye of foreign investor, during the time of the
regime change, thanks to its well-renowned prestige, related to contract work, culture of
manufacturing and it was really attractive due to low labor costs, compared to Western
standards. However, the industry worthed a better fortune and the PHARE program provided a
suitable help for that (Racz, 1995).

As Thomas M. Mulligan, consultant of Phare in Budapest has described, the program
included three phases: 1) choosing the garment manufacturing firms, 2) choosing the designers,
and 3) choosing marketing-consultancy firms. The German market became the chosen target of
the Hungarian firms’ collections and first, they employed a German designer for designing the
collections for the season 1995-1996 then Hungarian creatives handed the task over. The firms’
own collections can be present in the CPD trade fair in Germany and in Leipzig and Helsinki
and from 1997, nine firms had the possibility to present their sortiment in a showroom in
Germany, for wholesalers (Szentklarai, 1996). The English-Irish fashion design consultancy
firm, Gibson/McDonagh has been appointed as consultant in product development consultancy
tasks (Vilaggazdasag, 1995). The participants have received marketing presentations on a
monthly basis (Hajdu, 1996). The firms could present in Leipziger Mode Messen, Helsinki
International Fashion Fair and Budapesti Divatnapok (“Budapest Fashion Days”), and the
marketing coordination has covered German, Austrian and Finnish market (Napi Gazdasag,
1996). The Budapesti Divatnapok has displayed manufacturing and retailing firms from 12
countries, including Italy, Mongolia, Germany and Turkey (Népszava, 1997b). The huge
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financial burden of being present in international trade fairs was also emphasized by a press
interview with Katalin Bartunek, CEO of Silhouette who described the cost of it as a financial
luxury and emphasized the crucial role of a resident retailer-representative (Puskéas, 1996). The
huge financial burden of being present in international trade fairs was also emphasized by a
press interview with Katalin Bartunek, CEO of Silhouette who described the cost of it as a
financial luxury and emphasized the crucial role of a resident retailer-representative (Puskas,
1996).

Within the Hungarian garment sector, the program’s purpose was the strengthening of
Hungarian confection manufacturing firms, and the program helped them to create and
introduce own collections. The first phase (1994-1997) that was dedicated to the design of
collection, manufacturing and participation in foreign professional fairs) has financed and
launched a pilot program. However, twelve has applied, eleven garment manufacturing firms
(Csémi, 2019 and Kisfaludy, 2005) have participated in that: BERIV Ruhaipari Kft., Color
Ruhazati és Kereskedelmi Kft., FESS Ruhagyar Kft., FEKON Ruhipari Kft., JEANETTE
Ruhazati Kft., KANIZSA Ruhaipari Szovetkezet, LADY Ruhazati Rt., SABINA Rt., SAL-
KON Rt., SILHOUETTE Divat Design Sttdi6 and TRICO-BELLA. 11 firms were chosen for
the PILOT program in 1993 than in 1995, two groups for formed for the second phase of the
program: 5 firms were able to “stand on its own feet” in the international market and employed
own designers, while 6 firms were forced to employ ‘outsider’ designers, chosen by Magyar
Divat Intézet and Magyar Befektetési és Kereskedelem-fejlesztési Rt. (ITDH) and has closed
business in the value of 700 million Forint. The firms, who employed own designers were
guided by the German Seco Sector marketing consultancy firm (Vilaggazdasag, 1996). Ten
(other sources has written nine) firms have completed the program.

Based on the article of Napi Gazdasag, the PHARE program has provided 1,7 million
ECU for the ITD and more than a quarter of the financial support went to the womenswear
export development project. The article also emphasized that despite the additional support of
the Economic Development Targets (“Gazdasagfejlesztési Céleldiranyzat”), the program has
required significant financial resources from the participating firms, as the creation of one
winter coat collection costs 100 million Hungarian Forint (D. Zs., 1996).

Based on the consultant’s viewpoint, the Hungarian garment manufacturing firms are able
to manufacture products on a ‘world-class level’ and designers’ collection can stand a ground
anywhere in the world (Szentklarai, 1996).
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¢s during the PHARE program.

34: Fashion sketch of Eniké De

Figure 33

, with the permission of the designer

és

Source: Enik6 De
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Based on the original document of the call for tender proposal, the program was managed
by the Magyar Divat Intézet, ITD-H and PHARE, for the program of pilot export development
promotion, targeting women’s outerwear. Its purpose was the reduction of contract work and
the revival of product development in female confection and the building of launching of own,
exportable collection on (foreign) market. Fashion designers were matched with participant
garment manufacturing firms, who have not employed a fashion designer.

The relevant applicants had to fulfill pretty strict requirements as they had to:
- prove their fashion design expertise on foreign markets,
- have to prove their knowledge on the Hungarian garment industry and the fashion
trends,
- have to have knowledge on foreign resources of textiles,
- have to know Western markets, especially the German one,
- have to prove their ‘commercial viewpoint’,
- show the ability to design sellable collection.

Three fashion designers (two Hungarians and a foreign one, named Christina Stech) were
chosen to design the collections of eleven participant garment manufacturing firms, according
to the existing documents. Csipes (2011) highlights the example of Beriv Rt. (that was formed
from the Berettyoujfalu plant of the Debreceni Ruhagyéar) as a success story as the company
has hired a fashion designer, Agnes Tus-Dzsurban “from the first moment”. The company has
participated in the PHARE program. As Laszl6 Megyesi, former CEO of Beriv has shared, half
of the participants did not have clear visions regarding their intentions, only 2-3 firm had serious
thoughts about brand-building. “That was the only one program that was supported by the state.
Manufacturing firms did not have fashion designers. Regardless of the program, we wanted to
make different things, outside of simple contract work™ — he claimed.

Miarta Kisfaludy was among the winner designers, and she shared her experiences in her
doctoral thesis. She has described the participance as inspiring and gained a lot of experience
from the consequent organization, planning, design and manufacturing. During the first phase,
it was incredibly challenging for the company [that employed Kisfaludy] to produce own
collection besides its contract work orders. She highlights the difference in the taste of foreign
and Hungarian women that makes design for domestic market and export really challenging
and further summarizes her recommendations for education (Kisfaludy, 2005).

As the two Hungarian fashion designers have described, the program has started with an
open calling for a tender, and bigger, active garment manufacturing firms and fashion designers
applied for it who then became matched. During the program, the fashion designers’ salary,
technical management, participation in foreign trade shows, including travelling were
financially covered by the program, so the garment manufacturers did not have to cover these
costs. “While we have earned fraction of a foreign fashion designers’ salary, we have earned a
great amount of money for our work, compared to local, average salaries. We had to submit a
detailed working report on a yearly basis” — concluded the fashion designers, adding that “you
have to be present on these trade fairs, at least during five years, to be recognized. You also
have to bring outstanding collections.” They have designed collections, including around 15-
20 new models twice a year, in line with the international tendencies.

A report on the PHARE fashion show in Hungary, on a photocopy of the BONTON
fashion magazine (I11/3 issue, March 1996, written by Ildiké Boda) has praised the collections,
carried the common label of FASHION MADE IN HUNGARY and claimed the wide consumer
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base and product range who they are targeting. The report also mentioned the foreign buyers,
who they are involved in contract work with.

As Csipes (2011) has claimed, none of them could gain a foothold in foreign markets.
Laszl6 Megyesi, director of Beriv has shared its memories as when they could present the
Catherine fashion line in Diisseldorf, then in Leipzig and Finland, none of the Hungarian firms
could close a business but they sew how foreign brands are operating, what are the requirements
and who are the possible partners. However, the Catherine — their brand - enjoyed significant
import and domestic sales due to numerous retail partners. This peak season has ceased after
the 1990s-2000s as Kleider Bauer and Skala department stores, and quality boutiques were
closed in the capital city and other cities as well, and Chinese import and secondhand seller
‘turkélo’ has started to dominate the market. 25 years after the PHARE program, the Beriv has
switched its operation entirely from contract work to export with owned sourced materials that
is more complicated and requires significant capital. This process covers the whole verticum:
from the sourcing of raw materials and equipment, through own design and preparation for
production till grading. Additionally, they not just only manufacture but outsource
manufacturing to third parties, so they are able to fulfill every buyer requirement from blouses
to dress, costumes and blazers. According to the director, their success relies in quality and
‘looking to the West’, the firm never wanted to get into contest with Romanian and Bulgarian
manufacturers, rather Spanish, Portuguese and Italian firms. They manufacture the 70-80% of
the products from fashion brand Stella McCartney who formerly worked only with Spanish
suppliers (Csémi, 2019). Their example shows a functional downgrading.

The garment manufacturing firm, whose owner-CEO has participated in the research was
active between 1990 and 2004. They have established an own brand, targeting female
consumers between 1991 and 2000. “We enjoyed a stable market, thanks to the traditional
department stores, such as Centrum and Skala, where we could establish brand shops and we
also operated a few own stores as well. We supplied the METRO wholesale chain and the Quelle
catalogue brand as well.” The firm has employed four fashion designers, and their
manufacturing bases has produced sample collections, bespoke garments and small-scale
manufacturing as well. They have presented their collection several times a year for the local
audience. Their own collection was produced in confection garment manufacturing firms. In
1995, the firm has agreed on to operate another garment manufacturing firm, involved in
contract work for a year and later they continued to do the same with other garment
manufacturing firms. The firm has enrolled into the PHARE program due to its multifaceted
professional work and through the coordination of the Magyar Divat Intézet. While she
admitted that they have participated in several foreign trade fairs with their own collection, they
could not “grow roots” in foreign markets, due to several reason. She lists the very intense
competition with Western fashion brands during the first decade after the regime change as “we
could not compete with them in any way.” One of the most important reason was the high price
level of local garment manufacturers. “We did not have the [same] financial resources, due to
the lack of equity and high interest rates, neither same manufacturing nor marketing costs. We
were just simply way too expensive compared to any Western rival.” The CEO further
emphasized the lack of local textiles. “Import made the manufacturing of our products even
more expensive” and based on her experience and observation in trade fairs in Diisseldorf or
Berlin, she added, that the reliance on local textile manufacturing allowed several Turkish firms
to succeed in OBM. While she admits that Hungary has a strength in creativity and talent, the
country’s fashion scene lacked anything else.

The firm’s product were present in the Centrum, Luxus, Skéala and Fortuna department
stores (Divatmarketing, 2000). Two further developments have led to the termination of the
firm group. First, the Centrum and Skéla department store chains have provided an important,
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stabile background for them: the collaboration with the two chains have provided economic
growth and stability for ten years. She described the business partnership as a reciprocal
knowledge exchange as well. “Due to their centralized sourcing and large-scale order, we could
plan our operation a year in advance. This way, we could organize our manufacturing capacity
and enjoys this as a solid base for management.” As the 1990s has led to the merging of the
Centrum and Skéla and a rushed privatization, the firm’s market has rapidly narrowed. They
were not able to replace that and survive. In parallel, the privatization of a garment
manufacturing firm has further escalated the firm’s challenges. They stepped into contract work
partnership with a German fashion brand, and they opened a franchise store in Budapest for
them, while organizing the manufacturing of their products. The quality requirements of the
German fashion brand have put a big pressure on the firm technologically, professionally and
financially as well, so after two years, the collaboration was not financially sustainable/rentable.
As the operation of the franchise store and the garment manufacturing firms were financially
connected along the firm group, the burdens led to the termination of the own brand of the firm
group as well.

Figure 35-36: Designs of Marta Kisfaludy for the PHARE program.

source: personal collection of Marta Kisfaludy, used with the permission of the designer

Based on the evaluation of the program, the firms has to work on a right balance between
contract work and own brand manufacturing (Magos, 1997). The conflicting nature between
contract work and OBM besides challenges with textiles was emphasized in a working report,
submitted in 1996 as well about the period of October-November 1995, where the designer has
highlighted that “the chosen materials did or just partially arrived, so they were not able to
fulfill the original plans, the replacement are temporizations. The firms are suffering from a
lack of time and capacity, the creation of the models are in the last place and they do not have
the required technical team for the product development (...)”. Julianna Méga, CEO of Color
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has stated that one of their contract work partner, the buyer Kemper’s representative was
surprised seeing Color being a presenter with own products on the CPD trade fair and the firm
has also admitted that their buyer are able to sell the same products on a three-five times higher
price than they would be able to (Hajdu, 1996).

As Katalin Csizmar, CEO of Jeanette Ruhazati Kft. has admitted, the conservative
English consultant has failed to meet the need of the German market and then they could not
build a meaningful relationship with a German one on the following. She further emphasized
the importance of well-known brand names on foreign markets and reached a conclusion that
Hungarian firms need help in sales organization, not is fashion design (H. E., 1996).

The participating designers emphasized the tension between contract work and OBM as
the garment manufacturers gained revenue from contract work: “Only a few of them has stepped
into the creation of own brands. They did not have time for that.” The designers have listed
several reasons, why none of the brands could succeed in foreign markets. First of all, the firms
did not have capacity to conduct OBM. Second, it was even challenging to launch the collection
on the local market. “After the European Union Eastern Enlargement, the Hungarian market
became filled by everything. Hungarians bought foreign products, due to some form of
snobbery.” Third, they did not receive consequent feedback from the buyers, that made the
future development of the collections challenging. Fourth, several Hungarian fashion
stakeholders went abroad and just copied and remanufactured here what they saw. Bigger
stakeholders immediately outsourced manufacturing. Fifth, they faced barriers with raw
materials as well: “textile wholesalers first have sold the materials earlier for others, that way
chosen by us a year in advance” — that led to the loss of exclusivity. Both designers have
emphasized the importance of textiles: “that is what sells the product”. Sixth, there was no
marketing and promotion of the own branded products: “just the involved participants were
aware of it, to be honest.”

One designer has evaluated a program negatively. “Our mentors in the program from foreign
countries have received a huge amount of money for their work. They wanted to teach us how
can we go down from a tree. However, we soon realized that we are even well-educated and
had better expertise in fashion design then fashion designers from the developed countries.”
They also emphasized negative emotions and perceptions towards Hungarians during the
program, from foreign people. The designers concluded that network, collaboration, a well-
established manufacturing base and access to textiles are crucial for brand building. After the
program, only a few firms have continued OBM, without the former financial conditions. One
part of the participant firms has ceased, others have changed business profile. As Ballok,
representative of Elegant MODE has admitted, there was an intentional reduction in financial
support for pushing firms to stand on their own feet (Divatmarketing, 1996). As a follow-up
interview with representatives of four participant firms have concluded, the program was
beneficiary but way too short for establishing a foreign market presence, however the
participants showed mixed outlooks towards the future, while being positive towards the near
EU join and being afraid of the ceasement of quota approval in 2005 for Far East Asian
economies, leading to an even more intensified competition in garment manufacturing
(Divatmarketing, 2003). As a press article has described, on the basis of the success of the
projects, other smaller project will follow in knitwear, menswear and the shoe industry
(Vilaggazdasag, 1996), however it did not happened this way.

9.3.  Local cases of OBM: struggling between contract work and brand-building
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As the findings of the PHARE program’s examination has shown, the reliance on contract work
cannot be negligible when it comes to OBM.

While some manufacturers have upgraded from low-value added assembly activities to
‘full-package production’ that involves the ability to interpret designs, making samples,
sourcing the needed inputs, monitoring product quality and meet the buyers’ price and guarantee
on-time delivery (Gereffi et al., 2005), the next step would be the development of brands on
their own.

The conventional view on upgrading considers the concept as a positive, linear and
purposeful one (Plank and Staritz, 2014). However, there is an emerging literature on a critical
approach and (Bair, 2005; Pickles et al., 2006; Tokatli, 2013), that shows, upgrading is not
automatic and intentional. It can be pressured by external shocks and events and can serve as a
survival strategy or an adaptive reaction to competitive pressure (Plank and Staritz, 2014).
Different forms of up-, and downgrading can be diverse and uneven (Pickles et al., 2006;
Tokatli, 2013), and effected by market opportunities, demand for special products, end market,
buyers and institutional context (Morris and Staritz, 2014). Cseh (1997) has declared OBM as
a possible route for an increased export as contract work will not provide opportunities for
Hungarian textile and garment manufacturing firms, and pointed to Eastern markets as a
possible market destination for OBM. As Molnar (2021) has showed: manufacturers of the
processing industry can give up their own products or can be stuck as contract work becomes
dominant as it provides stabile revenue. However, as Imre Poteczki has highlighted, the
Hungarian market is so small that “it is nearly impossible to be so strength [based on local sales]
that you would be able to survive economic hardships. Even if you want to expand [the market
presence of your business] in the region, you face so different taste of style, market conditions
and business culture” — he added.

While theoretically, upgrading from contract work to OBM is viable road, the empirics
further underpin the former empirical literature’s findings as there is almost impossible to
functionally-economically upgrade in practice from garment manufacturing to own brand
manufacturing (OBM). The limitation relies on several factors. First, even if there was fashion
designer education, that is more focused on the creative, artistic side with limited or no
knowledge on the market and on ‘what sells’. Second, even if firms can enjoy an insider
knowledge on the local market just from the local operation, I assume that this factor was not
entirely utilized: designers or manufacturing firms at the end can offer products that are more
targets a fictional ideal type of the local customers, not the actual market demand. While the
small local market could give a good field for experimentation and smaller batches that would
suit manufacturing firms. Third, the crucial lack of resources could also make it challenging as
manufacturing firms operate on a small margin level and specialized in manufacturing, do not
have the required financial and human resources for making their design (and products)
successful on the market. That reflects on the characteristics of the contemporary fashion
industry and the wide gap between fashion production and clothing production, discussed in
the Introduction chapter.

The GVC literature shows that different end markets often entail distinct upgrading
opportunities (Palpacuer et al., 2005; Gibbon, 2008). For example, the demand in lower-income
countries for less sophisticated products with regard to quality and variety can have major
upgrading implications (Kaplinsky et al., 2011). Reaching ODM and OBM is easier for garment
manufacturers if they concentrate on the local market (Pickles et al. 2006, Evgeniev — Gereffi,
2008). With more intimate knowledge of local and regional markets vis-a-vis multinational
firms, they can generate ‘frugal’ innovations that are suitable to resource-poor environments
(Clark et al., 2009). Whether considerable that after establishing a brand name, delocalization
is more suitable path for upgrading than moving up within the ladder through the different levels
of upgrading (Yoruk, 2002). However, not only global buyers but political-economic processes
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may create entry barriers for manufacturers (Thomsen, 2007). Upgrading opportunities and
industry dynamics are shaped by multi-scalar institutional, macroeconomic and policy context
(Bair, 2005).

Regarding Central Eastern-European countries, institutional and policy context of the
post socialism, trade agreements with the European Community, later European Union and the
enlargement and global economic crisis determines the firms’ position (Pickles, 2009). The
USA and Europe have intensified regional trade agreements with peripheral countries, due to
the participation of Asian economies. This way, core countries have increased their
competitiveness of the textile and garment industry, based on the low labor cost of the peripheral
countries (Bair and Peters, 2006). Particularly after the regime change, the OPT acted as an
engine for collaboration between European countries (Begg and Pickles, 2003). In terms of
Romanian garment manufacturing firms, the OPT has also brought functional downgrading,
especially among former state-owned firms (Plank and Staritz, 2014).

While Szalavetz (2020) stated that digital transformation can assist a factory economy’s®
entrepreneurs in GVCs as they can reach their end-users through a direct interaction or can
access global markets via digital platforms. She cites Hallward-Driemeier and Nayyar (2017)
who stated that the adaptation of digital technologies let fewer entry points in GVCs. The
suppliers of a dependent, factory economy will be able to maintain their existing responsibilities
if they can fulfill the higher requirements regarding to production capacity, functional
capabilities and digital infrastructure.

Through direct empirical observation, extensive media analysis and background
interviews, I have conducted 9 written interviews with garment manufacturing firms between
December 2023 and March 2024, engaged in OBM. Ildik6 Medgyessy, director of Elegant
Design Zrt. formerly described the initiatives as a stumbling effort as “every fashion company
has tried to come up with own collections and create an own product line with the aim of
upgrading” (Dobos, 2021: 198). The firms are listed in Appendix 8 while questions in Appendix
9.

The garment manufacturing firms were established between the 1950s and the 2010s: four
of them have started their operation few years after the regime change. There are micro (1),
small (4), medium (3) and large firm (1) among the participants. Two of them operate in the
capital city, Budapest, the others are headquartered in bigger towns around the country. There
is a great variety in their specialization: one firms is engaged in formal wear, others in women
outerwear, underwear, coats (filled with feather and wad), gloves and tights and specialized in
knitted or crocheted products. Four firms have established their own brand in the beginning of
the 2020s, while others in the 1980s, 1990s, 2000s (before the global economic crisis) and the
2010s. This is inseparable from the other main motivation: three of them were motivated by the
creation of own products and the same number of firms have started own brands as they wanted
to capitalize on the acquired knowledge and experience. They list technology transfer and
technology documentation, ’how to build a collection’ as tools, besides that they could
experiment and try out different materials, sewing techniques, equipment and they could gain
knowledge on the buyers’ strategic operation and internal organization of work. Two firms
wanted to broaden their local customer base. Interestingly, the intentional reduction of contract
work dependence, and own brand as a breaking out point, fulfilling their existing capacity and
the improvement of the firm’s profitability were listed only by one-one firm as an additional
motivation/trigger. The firms had to invest a bigger amount of money in 1) the purchasing of

56 Based on Baldwin & Lopez-Gonzalez (2015) categorization, in international production networks there are
headquarter economies that are described by the arrangement of the production networks, and that factory
economies provide the labor for international production networks.
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raw materials, 2) packaging materials, 3) building up an own webpage and webstore, besides
4) cost of (social media) marketing and retailing.

An employee — for example those, who carries a degree in clothing engineering —
designs the products for the own brand in eight firms. Only one outsourced the task for an
external fashion designer. The development of products is guided by own, personal inspiration
(3), the redesign of formerly, successful designs or based on sales data (4), intentional creation
of basic products (so not trend-following ones) (3) and trying to follow the latest trends (4).
There is a difference between firms’ attitude towards the development of products in terms of
clothing and accessories: while formal wear specialization does not allow a creative space for
design and trends, a swimwear can follow the latest global trends.

While ,.the days of bi-annual shows where a brand would present a collection for
Spring/Summer and one for Fall/Winter are now long gone. In today’s era of rampant
consumption and crippled attention spans, no brand can rely on two seasonal collections a year
to stay relevant” (Dhillon, 2022: 1), most of the firms present new collection twice a year, at
best. Two introduce new product (lines) for the existing collections and one present new
collection just casually. Five firms introduce less than 10 new products within a new collection.
The others introduce 10-20, 30-40, 50 and 80-100. There is a difference between firm attitude
specialized in garments and garment accessories. Those, who are engaged in accessories tend
to build bigger collections. The same observation applies to manufacturing as they tend to
produce more from one item. While firms manufacture roughly 5-10-25 pieces from one item,
at least 50 items are made from garment accessories.

Regarding the outsourcing of manufacturing, 8 firm want to keep assembly activities. It
is logic as they would like to fulfill their (free) capacity until they can. One participant has
shared negative experiences regarding outsourcing as the supplier could not provide the same
quality and were not able to keep the deadline. Only one firm has admitted that there is an
»economic rationale” in outsourcing.

Eight firms remanufacture their products, based on positive market response. Keeping
manufacturing in-house is a double-edged sword in this case: while theoretically they could
react fast, due to contract work reliance, in peak season, they will not be able to manufacture
own-branded products due to strict industry deadlines.

While the firms are trying to source raw materials, textiles, equipment from local
partners, there is a limited demand. Several participants have highlighted that they face a
challenge in textile sourcing: time-consuming transport, expensive shipping costs or the
minimum order quantity, introduced by a textile manufacturer are listed as main difficulties.
Furthermore, changing exchange rates, custom examination and administration pose further
difficulties. Only one firm has signed that sourcing is easy for them as they also source a lot of
textiles for their buyers. In this case, experience in OEM provides an advantage. The lack of
local textile and equipment manufacturing serve a disadvantage for the garment manufacturing
firms as they are forced to import raw materials.

Contract work — that provides a stabile revenue on a short term — enjoys a priority among
8 firms, on the detriment of the own brand. Time — spent on the own brand development — and
in revenue also reflect on this bias. Most of the firms can only spend a few months,
approximately 10% of their working hours. It is in line with the seasonal nature of contract
work with busy peak periods and a few empty months a year. One participant has noted that
whenever they have some time [between contract work order completions] they are
manufacturing their own products, even if it carries the risk of unsold inventory. Only one firm
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gains the 99% of their revenue from the OBM: one firm signed 50, another 20%. The
approximately 5% of their revenue comes from OBM for the rest of the participants.

All of the firms listed sales, marketing and advertisement as main challenges in OBM,
for professional and financial reasons. Several highlighted the relatively small and price
sensitive Hungarian market as well. The regional market was described by the participant the
same way. As the garment manufacturing firms cannot hire internal colleagues for that fields,
they are forced to outsource those tasks. One noted that ,,while these professionals have high
promises and receives a fix price, sales does not necessarily follow that”.

All of the firms are present on the Hungarian market with their own products, mostly
through own stores and webshop. Three firms are currently working on export, however
highlighted its high costs. Two firms export their own products and three of them work together
with distributors. Direct retail comes with advantages and disadvantages as well: while they
can receive a higher percentage from the retail price, cutting off any middlemen, they have to
bear the cost of webshop and store operation. Regarding market response, they shared a very
mixed experience on how the Hungarian market reacted on their products.

External, professional or financial help have been accepted by a few firms: two have
participated in the Manufacturer Mentor Program, organized by the Hungarian Fashion &
Design Agency and one has applied to a program by the Hungarian Export Promotion Agency.
None of these programs targets OBM specifically, however contains useful elements for brand-
building. One participant has described external help as a must, for building personal networks,
employing external experts, for professional presentation and photoshoots. Another participant
highlighted the risk of external financial resources: the firm was forced to pay back the formerly
granted money when the trade fair was first delayed and then banned by the organizers, due to
the COVID-19 pandemic and the national lockdown restrictions of Germany. Even if they tried
to prove it with documents and personal communication with the organizers and applied and
participated in a different trade fair and fashion events, as they did not fulfill the original
requirements, they had to pay a penalty.

The garment manufacturing firms are trapped in contract work: while that is a general
tendency that buyers reduce manufacturing costs, they realize reduced revenue this way, so they
have fewer financial resources to invest in OBM, while suffering from increased costs.

9.4. Fashion brands in the Hungarian fashion market
9.4.1. Ideal type categorization

As GVC research emphasize the cross-border linkages between firms and distribution systems
(Humphrey and Schmitz, 2002), I wanted to choose a not entirely different, however
complementary approach, so I also examine the role of local buyers in upgrading opportunities
of garment manufacturing firms in terms of whether they can contribute to the upgrading
opportunities of the Hungarian garment manufacturing firms.

Based on exploratory research design, combining desk research and interview-based
research with industry insiders and experts on the Hungarian garment market, and on an
extensive media analysis, I have created three main ideal types of brands: Designers,
Manufacturers and Retailers through in inductive approach. Otherwise, as the empirical
research has later shown, these three main ideal types are not fully exclusive, some overlapping
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can occur. This way, a designer can act as a manufacturer as well, if the brand owns a
manufacturing facility and/or employ seamstresses. Furthermore, both designers and
manufacturers can further act as retailers, if they sell ready-made products, not designed and/or
manufactured by them.

For the Designer category, | have done a mapping exercise and included fashion brands,
who are regular attendees/presenters of local fashion events (such as BCEFW, Marie Claire
Fashion Days) and are covered by local fashion and women press into the ideal type of
Designers. The participant brands are listed in Appendix 10.

The exploration and categorization of Designers were based on:

1. primary target group (based on local or foreign), whether they tend to export or not;

2. asubjective factor that is aesthetic, related to the fashion pyramid, where I explored
whether they offer really creative, high aesthetic products or rather casual products

3. the price category (high that costs regularly over 50-100 000 HUF/garments or more
affordable, like garments costing 5-10-20 000 HUF)

4. their own description (regularly the ‘About’ part on the homepages and press releases)
and media coverages on their characteristics.

I have not relied on official statistics, and I have not considered revenues, due to several reasons.
First, an anonym industry expert has told that it is really challenging to know and getting
information on several ‘maszek’ companies’ operation as they are told to started to operate with
something ‘black’ (illegal) and are extremely close. Second, as former interviews have further
confirmed, firms often operate on different NACE category than their actual, main activity. In
the case of fashion designers, as the interviews have also confirmed, they are often self-
employed: this way, available databases do not cover them and their revenue. Even if I would
have been able to gather data on their revenue, as they conduct several activities, it would hard
to separate revenue from their brand’s activity than revenue from teaching and design of
formalwear.

Designers Manufacturers Retailers

Locally-oriented haute-

couture, luxury & high end Brand-builders

Export-aspirational high-
end

Higher medium, premium
category with export
orientation Upgraded manufacturers

Outdoor & sportswear
brands

Brands of a local, special

fast fashion ecosystem Simple suppliers

Table 18: Ideal types on the Hungarian fashion market

Source: own edition of the author
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These ideal types are connected to the classification of upgrading as this empirical part
explores, whether the Designers, as local buyers contribute to the upgrading of garment
manufacturing firms.

The categorization of the Designers reflects the fashion pyramid (discussed in Chapter
2.3 in details), however we cannot really talk about a mass production category in terms of
quantity. There is no prompt definition in the garment industry for how many items are counted
as small, large scale and mass production. In the following, I temp to cover the Hungarian
market, but I exclude from the case studies selection wholesalers/importers/retailers as they do
not have any relationship with local manufacturing and their upgrading prospects. They differ
in terms of selling locally or foreign made/sourced products, sales channels and in magnitude
of products. I examine and categorize only firms whereas core activities and high-value added
processes, such as design, marketing and retail are headquartered here and garment
manufacturing firms who has stepped into the building of own brands. The categorization is
based on market segmentation (the fashion pyramid), product profile, style and customer target
(evening/occasional wear, formal, womenswear, menswear). I examine brands that were
obviously established after the regime change (before, later or around 1989). However a
company can cease anytime due to several reasons, I suppose that 1) a fashion brand needs
several years to be ‘known’ even in the local market and 2) they need time to grow (organically)
to the size when a third-party garment manufacturing partner becomes a necessity for them,
then 3) it also takes some time until the brand has established its network of manufacturing
partners, and finally, 4) as several Hungarian fashion school requires a (first) fictive brand and
collection as a final/degree work from the graduate fashion designer, numerous young creative
just continue the building of their brand as they have worked with it. I assume that due to mainly
financial reasons (lack of finance and/or market interest), they stop the operation of the brand.
I am further interested in their relationship with local garment manufacturing scene and can
they collaboration lead to upgrading? As Cochrane (2023) has reported regarding the London
scene, it is also appliable for Budapest that there is a culture that those taking these prestigious
courses are fashion’s next great talents and tend to establish independent brands with the
purpose of shaking up fashion.

9.4.1.1. Designers

Locally-oriented haute-couture, luxury & high end category

This category covers brands who mostly focus on womenswear and focus on the local political
and economic elite. They tend to offer bespoke and made-to-order services, especially for
special, formal occasions. They can present fashion collections (even in foreign countries from
time to time) but that serve as an inspiration for customers and representational, not a
commercial purpose. Even if they offer luxury confection collections, those are not constantly
on the market and offers only a limited number of items. We cannot exclude that they have
clients from foreign countries, this way they export on some level.

Examples for this category includes brands, such as Katti Zodb, Marta Makany, Lucia S. Hegyi,
Daalarna (Anita Benes), Barbara Léber, Manier, Sentiments (Beatrix Jod), Anita Pasztor,
Brigitta Sziraczky, Péter Merd, Nora Sarman, Elysian (Boglarka Bodis) and former Orlando
Collection, Tamas Naray, and late Tamas Kiraly.

Export-aspirational high-end category
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To this category, classic ’designer brand name’ aspirational actors belong. While they
follow a contemporary aesthetic and are both trend-setters and trend-followers. While their
products would be proper for the international market, they often struggle to represent their
collections in foreign markets and are not necessarily can rely on export revenue. They offer
limited number of items, small scale and mostly from local production and are not present for
example in Hungarian shopping malls.

According to a former research, conducted in 2016 on the position of the local fashion
designers’ — belonging to that category - manufacturing background, it is usual, that a local
fashion brand — who belongs to this category — tend to work together with 2-4 garment
manufacturing firms, mostly in Budapest. For them, closeness to the capital city is important as
they are centered here, and those manufacturing firms tend to work for foreign brands as well.
Designer brands turn to manufacturing firms if they need more than 5 or 10 pieces from a
product, but made-to-order garments and ‘too complicated’ products are made in-house, that
would be way too expensive for designers to contact manufacturing firms. There is a wide gap
between fashion designers and bigger, well-established, experienced garment manufacturing
firms and young, smaller local fashion brands ‘“are not taken seriously”: “[garment
manufacturing firms] who works well, have a full capacity and it is very challenging to find
one, who has good quality and who is willing to talk to us” and they cannot fulfill the minimum
requirement of orders. The designers have often gained negative experiences with local
manufacturing firms formerly: like the oversimplified manufacturing of the products, too
expensive manufacturing fee per items and have experienced that manufacturer ‘do not have an
interest in making nice products’. They also had problem with keeping the deadlines for local
brands as they prefer bigger and foreign brands’ orders. Several brands employ 1-2 seamstresses
full time or part-time and they often work together with individual, home-worker seamstresses.
Most of their products are manufactured in a small number, if the designers experience a good
reaction from the market, they re-order further items from that product. If something sells well,
they manufacture approximately 50 items. Export orientation often guides the design process
itself as it ‘has to be manufactured in bigger quantity’, so lacks hand-made details for example.
Designers and manufacturers often have a compensational relationship: sometimes designers
‘overorder’ as a good manufacturing firm requires 80 pieces from a product, and they do not
want to lose the connection and compensate the firms for ordering small quantities. As several
designers are designing formal dresses for companies as a ‘side business’, they send those
orders for the manufacturing firm as well. Smaller firms (who are employing 3-4 people) more
tend to cease and it is very challenging to get in business with bigger manufacturing firms.
Firms, who employ approximately 10 people would be feasible partner for the Hungarian
designers, however they usually do not have the proper technology and equipment for the
manufacturing of more complicated designs. At the same time, bigger manufacturing firms
faces challenges in terms of working together with local designers as they do not have proper
collections and final models, they lack proper prototype, pattern and technical documentation
that is the base of manufacturing. The lack of capital is a visible challenge for several fashion
brand. Even if it would be financially beneficial for them to order a higher number of items
from the manufacturing firm, they cannot do that as they re-order after seeing the market
reaction first. Due to cost-saving reasons as well, the designer wears several ‘hats’ and is usually
the head of production too in this category. The designer conduct quality control themselves,
and they have different places and specialists who are responsible for cutting the materials,
making prototypes, making serial production, and manufacturing that makes the whole process
long and complicated. Mostly, they are not able to consistently finance the presence on
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important trade fairs and exhibitions where they would be able to network and getting orders.
In terms of sales and representation, a bigger showroom in Western markets [who (re)present a
brand in foreign cities, mainly in fashion capitals and organize press and sales events] makes a
contract with a fashion brand if it has a contracted manufacturing partner. But the manufacturing
firms are not willing to sign a contract as long as the fashion brand do not order thousands of
items. If the brand gets a bigger order, it can totally happen that it will not be able to serve.
Regarding the sales activity of this category, they also make made-to-order products and have
partnerships with local retailers®’, multibrand and concept stores and B2C fairs (mainly in the
neighboring Austria-Wien, Paris and Brussels), store in Berlin, Diisseldorf, some of them in
Asia (Hongkong) and they are present on temporary pop up stores in foreign countries, do not
have own stores in foreign countries (Dobos, 2016).

Examples for this category includes brands, such as ANDA (Emilia Anda), Artista (Imre
Katalin, Ivan Julia, Kéves Abel, Racz Nora, Schon Edina and Stampf Katalin), Konsanszky
(Déra Konsanszky), Nanushka (Szandra Sandor), AERON (Eszter Aron), NUBU (Judit
Garam), former USE Unused (Godena-Juhasz Attila, Fiizes Eszter és Toth Andras) and Je Suis
Belle (Tibor Kiss & Dalma Dévényi), Daige (Melinda Téth), Borbala (Borbala Ferencz), Anna
Daubner, ABODI (Do6ra Abodi), Nati 100% Pure Idea (Natalia Gyulai), The FOUR (Marton
Miovac & ), Kata Szegedi (Kata Szegedi & Daniel Benus), Cukovy (Flora Popradi), Evelin
Fink, Tomcsanyi (Déra Tomcsanyi), Maison Marquise, Bori Toth, Viktoria Varga, and Celeni
(Eszter Cselényi).

Higher medium, high street, premium category with export orientation

This category covers fashion brands who are called to be hidden brands and they rather focus
on the commercial aspect of fashion products, they can even imitate design from others. They
are more or less focused on the local markets, however, can have a significant export volume
as well in mostly neighboring countries. In this category, there is a wide range between attitudes
towards local manufacturing. As head of a leading jeans retailer has told, “most of the
Hungarian brands [offering jeans] order their products from the Far East, by commercial, fast
fashion-server OEM manufacturers with the use of their own logos. This way, the price is
between 2-5 dollars, while hitting the shelves of the stores as a 5-40 thousand Forint price tag.
In Hungary, currently the manufacturing price of a jeans would be close to 10 thousands Forint”
(Fehérvary et al., 2021). This is a broad category, containing brands with a more casual
aesthetic.

Examples for this category includes brands who can be described as ‘hidden brands’ and
new ones, such as Keyo Paris, Mayo Chix, Sugarbird, Magenta, former Agressor, Emporium,
Artz'modell, Griff, Thomas Jeans, Saxoo London, Retro Jeans, Navona Fashion, Siicl, Marianna
Herrhofer, Non+, ESZKA (Kriszta Szakos), 1975 fashion, INQ concept, Lips Clothes, Pinetime
Clothing, Unreal industry, Zia Budapest, Viktoria Bolla and Art on me.

Outdoor & sportswear brands

Brands, who belongs to this ideal type are not trend-followers, as outdoor and sportswear
products are traditionally not so sensitive to international fashion trends. For this type of
products, technical, functional textiles are specialized plants and technology are crucial — and

57 They work together on a consignment model that is not beneficial for designers. This way, the retailer pays
only after sold items, do not buy the products themselves and if they do not sell the products, they send the ‘out-
of-fashion’ garment back to the designer at the end of the season.
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not necessarily found in Hungary. These brands mostly offer a wider range of products from
shoes through garment till other accessories. Brands, such as Budmil, Sandstone, former
Sherpa, Cassone and Aboriginal, Fundango & Dockers, Dockyard Island, Heavy Tools,
Mountex, RP Outdoor and Dorko belong to that category.

Brands of a local, special fast fashion ecosystem

Due to lack of any sources, the description of this category is based on anonym
interviews with former colleagues (marketing expert and designer) of brands, who belong to
that category with a good insight on the field, I have identified the key characteristics of the
local, special fast fashion category of fashion brands. These brands have been on the market
for decades, however few of them have emerged lately. The owners, founders of these brands
usually do not emerge from the design scene: they are primarily business(wo)men,
influencers. One interviewee has highlighted the tension (or compromise) between business
and design aesthetics (“the owner just chose money over high standard design and laid us
off”) as it was formerly described by Csipes (2011) as well. They tend to employ (full time)
fashion designers or design the garments themselves. They selectively consider, describe
themselves as fast fashion brands: the weekly/constant drop of new products is valid; however
they not truly follow the international brands and contemporary aesthetics. What is a common
characteristic of them is that they rather serve a strong, established customer base with a
strong aesthetic preference. Those include the like of feminine clothes, body-hugging, elastic
dresses, bright and neon colors and sparkly decorations (One brand offers simpler, while
another one more decorated items for example). The price range of the products is relatively
higher than the ‘conventional’ fast fashion, however the quality is still low.

They follow a mixed sourcing practice: they own garment manufacturing plant with full-
time seamstresses (including tailoring department and photo studio as well), who are produce
easier products (like T-shirts, pullovers, just exclusively for the brand), then they source
completed jeans and bags mostly from Turkey (as it is way cheaper, cheaper than simply the
denim material would be for them), and fur products and knitwear from Arab countries (mainly
from Iran, Oman, Dubai and Saud Arabia) as it costs "5 forint 2 fillér, I just have no idea how".
The United Arab Emirates act as a trading center and engaged in re-export of mainly Chinese
and Indian products as the UAE has zero corporate tax rate that is appealing for many trading
companies. However, in-country manufacturing exists and focusing mainly on knitwear, locally
made upmarket fashion items serve local demand (Dubai World Trade Center, 2021).

Other brand operates an own facility with tailoring department and embroidery studio as
the owner has invested in high-tech Japanese embroidery machines. According to the
interviewee, “outsourcing embroidery stuff would be a horrific amount of money — that way
the brand has saved a lot on the long term” and exclusively outsource assembly activities for
a well-established network of Hungarian garment manufacturing firms who offer cheap
prices. They also source ready-made products from Italian wholesalers, owned by Chinese
people. I assume that while ‘feeding’ the local sweatshop ecosystem, based on the exploitation
of cheap labor, they are connected to sweatshop-like conditions as they source from the Italian
‘pronto moda’ and China (leather jackets, puffer jackets and jeans), while simple items, such
as T-shirts are sewn here. While one interviewee claimed that the brand does not always pays
in time and do not pay a fair price for local manufacturers, the other has told the opposite and
described her former boss as a correct man.
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They have been operating from decades on the local market and their sales revenue are
told to be currently challenged by not fast retailers, but the ultra-fast fashion brands with
heavy presence (like the Chinese Shein, Temu and Cider, etc.) as those brands offer a wide
range of products for really low price (and as Shein has a warehouse in the Netherlands, the
products arrive to Hungary approximately under 4 days).

These brands are mostly involved in business-to-business (B2B) and business-to-
consumer (B2C) retail as well. Their retail partners (approximately 30 constant B2B partners)
overlap (so they usually sell the products of more local fast fashion brands at the same time
too) and orders frequently. Additionally, these brands operate own stores and webshop but
their highest earner retailers neither own brick-and-mortar store nor webshop: “they sell the
products in closed Facebook groups with several ten thousands of followers with a really high
margin.” They do not have any cost, related to renting a shopfloor, utility bills, salary for
employees, etc. or any cost, associated with the operation of a webshop. They do not pay tax
after their revenue. The brand itself would be able to do the same, however they let these
sellers to do their business as if the brand could not sell eg. 320 pink T-shirts, these sellers
buy those unsold bulks from the brand after as it is requested. Based on empirical
observations, several brands are present in local shopping malls and in cities outside of the
capital city, Budapest.

They mostly focus on the local market and on neighboring countries like Slovakia and
Romania, however they stepped into for example the Spanish and American market (with
failure) as "they think they are experienced enough [in the Hungarian market] in this industry
and do not conduct market analysis".

Brands, such as My77, Rensix, MissQ, MEDOO, Amnesia, Envy, Mayo Chix and Rouge
belong to that category.

9.4.1.2. Manufacturers

Manufacturers can belong to three categories: brand-builders, upgraded manufacturers and
simple suppliers. Brand-builders have started their brand from the economic upgrading,
whereas steps can differ, and they tend to stick to processes, so they rarely have switched
entirely to OBM, often work on the bases of contract work. Upgraded manufacturers were
extensively examined in the previous case study section and I do not include simple suppliers
to this case study selection.

9.4.1.3.  Can local fashion brands support the upgrading opportunities of
Hungarian garment manufacturing firms?

As neither the partially COVID-19 driven reshoring trend, nor OBM does not seem to
propose a viable road for upgrading for Hungarian garment manufacturers, I have turned to the
last sub research question to explore, whether local fashion brands, as local buyers can support
the upgrading opportunities of Hungarian garment manufacturing firms.

This part is based on 34 written, anonym interviews with representatives of Hungarian
fashion brands (mostly with the founder designer themselves), conducted between the
beginning of December 2023 and the end of March 2024. The participant brands are belonging
to three ideal type categories: 18 brands are listed as high-end, 15 as premium and one brand
belongs to the local, special fast fashion ecosystem. They offer mostly womenswear and also
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fashion-following menswear in some cases and accessories, such as jewelry and/or bags. The
brands were established between 1989 and 2020, so equally represent brands, established
around the regime change and quite new ones. Regarding business form, two brands operate as
a private limited company (PLC). One is a limited partnership, the others, all smaller ones, are
equally self-employed or limited liability company (LLC). Two brands serve as middle-size
firms with 78 and 100-150 employees. The others are microfirms (25 brands employ less than
10 people) and small-size firms (7 brands employ less than 50 people). 22 brands admitted that
they approved financial and professional help from their family for the establishment of the
brand. 12 brands are self-supporting from the beginning and 9 has not been self-supporting yet.
(The brand, established the latest in 2021 turned to positive financially 1 year later.) The
majority of the firms started to turn positive after 1 (2 brands), 2 (3 brands), 3 (2), 4 (3), 5 (2),
6 (1 brand), and 8 (1 brand) years. As a partial conclusion, less than the fashion brands could
self-finance their operation from the beginning. 18 brands have applied for external financial
resources that they mostly used for foreign market, the development of equipment (they bought
sewing machines and other equipment for manufacturing), the development of website, for
buying shops, expanded their team for growth purposes, marketing and the building of retail
channels (wholesale, online retail and physical, brick-and-mortar stores). The brands used
GINOP 100 tenders, 5 have applied for loan and 2 brands had business partnership with angel
investors (both of them have exited). Four brands could not turn to self-finance, despite a
relatively large sum of external financial resources. This partial conclusion shake the public
consensus on the crucial need for external help, however this can be generalizable for the local
market, not export.

There is a polarization on a political axis among the fashion brands. 15 brands (so less
than the half of the participants) have applied for professional mentoring program (provided by
governmentally funded Design Terminal and the Hungarian Fashion & Design Agency,
however several brands have evaluated the programs as partially useful or completely useless)
or financial help [such as tenders or (artistic) scholarships], one designers products was
purchased as art pieces by museums. The others have clearly declared that they did not want to
be involved in anything, related to the Hungarian government.

Furthermore, the representative of 23 fashion brands is involved in additional activities,
such as education, formalwear design, styling, costume design, consultancy services or other
retail activities). Many of them admitted that this way, they are able to finance the operation
of their own fashion brands.

The fashion brands collaborate with external professionals on a frequent, *project’ basis.
They heavily outsource activities, related to design, making models, making series,
embroidery, screen-printing, textile and graphic design, sourcing, making of accessories (such
as bags and jewelry), communication, social media and marketing, photoshoots
(photographers, model, make-up artists, hairdressers), event directors, besides sales activities
and window-dressing.

Regarding collection drops, 20 fashion brands present two collections/year and refresh
their products ranges with new products on a weekly/monthly basis. Three brands introduce
4 collections within a year, one brand offers six new collections, 2 of them present new
collections on a weekly-monthly basis and four fashion brands are offering a permanent
collection that is occasionally refreshed with new products. So, the majority of fashion brands
still rely on the traditional, seasonals collections. 10 fashion brands involve less, than 10
products for a new collection, the others’ numbers vary as 10-20; 20-25;45-55; 40-60; 60-80;
150, and 500 products are listed as a new collection. That is a significant difference in terms of

188



new product drops. This difference is even wider among the manufacturing scale: a few firms
only accept pre-orders for full optimization of production without unsold stock or just one
pieces from every garment. Six fashion brands manufacture more, than 100 or even 1000 pieces
from a product, the others can be found in-between with 5-10 or 10-50 pieces, 20 pieces from
a garment on the average.

21 fashion brands — all of them were categorized primarily as Designers - owns and own
atelier or manufacturing base or just invested in the required machinery (but do not call it as a
manufacturing base), three of them operate as sample making ateliers. This way, they act as
Manufacturers as well. 29 fashion brands outsource manufacturing for local subcontractors: it
can be even one seamstress (in 15 cases), mostly for garment manufacturing firms, operating in
Budapest. Five firms are also outsourcing manufacturing to Romania, Turkey, Serbia, Italy, and
three of them to China. Two of them are belonging to the high-end category, while the fast
fashion brand exclusively manufactures in Europe. Most of their suppliers/subcontractors are
microfirms. Two fashion brands source products from garment manufacturing firms, employing
more than 1000 people: one of them relatively produce small number of items, while the other
produces significantly larger quantities.

Those, who outsourced manufacturing abroad found a general consensus among that ,,it
worths to turn to foreign suppliers over 100 item”, however several participants have stated that
,,a foreign supplier worths around only 20 pieces from a product, if it a bit difficult”. One brand
shared an experience that , Turkish garment manufacturers apply the rate of 10 million
Hungarian Forint, they do not accept any order under that amount of money”.

What was interesting to see that seven brands acknowledged that they source ready-made
products. They just personalize these products, such as T-shirts, pullovers or caps with their
own logo and labels. Four of them are high-end brands, where design exclusivity is a prior
feature. This practice leads to the conclusion that cost-efficient sourcing of ready-made products
overwrite the importance of unique design, even in this segment. Three of them belong to the
premium segment, while the fast fashion player did not admit that.

Regarding working conditions, 20 fashion brands monitor these, but most of them
admitted that monitoring means a personal visit at the garment manufacturing firms as they
collect the products. This does not cover any systematic audit activity regarding the garment
manufacturing firm. Four of them have admitted that ,,until the products is fine, they do not
care at all. Two of the participants stated, that as they are working together will well-established
manufacturers, they do not see the point in any monitoring. Regarding foreign suppliers, the
brands admitted that they can only suppose that ,,it is true what they have described”. One brand
has a dedicated team for audition in foreign suppliers, based on their sustainability standards.
Only 11 brands has answered that they know that seamstresses, garment workers, employed in
their suppliers receive the national minimum wage. Two of them declared that they are aware
of that workers are (partially) illegally employed and ,,receives that additional amount of their
salary [over the legally accepted one] into their pockets”. One of them shared the experience
that local sweatshop exists in Budapest too where workers are exploited. Eight of them has
highlighted that their suppliers are suffering from the lack of labor force or specialized
equipment, generally the fashion brands are satisfied with their work. As formerly, contract
work was described as a constant need for investment in new machinery to stay afloat, that
experience leads to the conclusion that local fashion brands — not like foreign buyers - do not
necessarily need new technology.

The reliance on personal orders versus collection sales showed mixed results. The later
indicates a larger scale of manufacturing and outsourcing, there is no difference between the
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two ideal types. However, the fast fashion brand admitted that it receives 20% of its sale from
personal orders, that shows a high flexibility, what its own manufacturing background can
easily serve.

All of the fashion brands have a local market presence. Additionally, there is a dominance
of other European markets (they listed Romania, The Netherlands, United Kingdom, Austria,
Croatia, Greece, Czech Republic, France, Slovakia and Switzerland), the United States of
America (New York), Dubai in the Middle East, Asia (Sanghai and Singapore) besides Russia
and ’former Slav’ countries. While the export aspirant high end brands target equally European
countries, the USA and Asian markets, the premium ideal type significantly focus on European
markets (with one exception in Dubai). The fast fashion brand also has foreign franchise
partners. There is no difference in terms of revenue, coming from the local or foreign market
between the high end and premium brands. One brand has highlighted that even in Hungary,
tourists form the majority of its customers.

Furthermore, the brands have highly emphasized the difference between the Hungarian
market and foreign ones, in terms of price level (the price range of products that is affordable
and admitted by the main group of consumers), product types, trend following and described
foreign customers as more brave’ and more committed to sustainability as "they prefer organic
cotton’.

As a conclusion, products of smaller brands and smaller manufacturing volumes are rather
produced ’in-house’ and outsourced manufacturing to Hungarian garment manufacturers is
dominantly concentrated in the capital city. The local fashion brands also suffer from the lack
of capital. Furthermore, many tasks between garment design and manufacturing is outsourced
to a single expert, not to the manufacturer themselves and mostly the brands are responsible for
sourcing textiles, etc., especially as several of them use own prints. Those, who produce bigger
quantities or more difficult products, goes to foreign suppliers. So local fashion brands do not
support the upgrading trajectories of the Hungarian garment manufacturing firms as they work
together on the low-value added, simple assembly task level.

9.4.2. Local buyers’ contribution to upgrading: manufacturer interviews

All the manufacturing firms, participated in this research is engaged in the manufacturing of
outerwear and located in Budapest, however the establishment of the firms varies (from 1989
to 2017) and number of employees (from 5 to 70). They work for Hungarian fashion brands 60-
100%, including smaller and bigger brands as well. They conduct a large verticum of tasks for
them, from pattern- and sample making besides manufacturing, with the exception of fabric
sourcing. The representative of one firm told, that they have been working together since their
establishment (1991), however ‘a few of them stays for only a project, while the majority of the
Hungarian fashion brands are a long-time collaborator). Another highlighted that only a few of
them stays on the market for 2-3 years, pointing out to the negative prospects of Hungarian
fashion brands. Half of the manufacturers responded that buyers conduct quality checks for
every products, while the other half stated that buyers only check a few products. 75% of the
respondents stated that local buyers do not have a code of conduct, however they visit the
manufacturing location regularly and monitor working conditions, and 25% have responded
that their buyers do not even monitor conditions. They check the proper storing/warehousing
of ready products, the cleanliness of equipment, the rooms where manufacturing is happening,
however none of them listed any criteria or aspect of social upgrading, such as minimum wage
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or the respect of working hours. They presented a contrasting viewpoint on whether working
conditions are important for local buyers, one stating that

‘In my view, 90% of Hungarian design brands only communicate about ethical and
sustainable fashion but do not operate according to it. Most brands are looking at the price
of production and not at the working conditions of the Hungarian seamstresses(..).’

Only one admitted that they have never made any request towards social upgrading or the
improvement of working conditions, the other three made a similar viewpoint on that local
buyer ‘do not care’ and ‘are not willing to contribute’ in any form.

They shared the viewpoint on that it is challenging to plan capacity on the longer term
with local buyers, who often requires very fast solutions. 75% of them responded that local
buyers gave very strict ‘last minute’ deadlines. They also stated that the time of norm (the full
time that is required for the production of the entire garment, the more complex the garment,
the longer the time of norm) is the same as with foreign buyers. One pointed out to that a buyer
even made false claims on tags (that includes the composition of fabrics) and another that
Hungarian buyers do not understand production and do not have a clue about that.

None of them requires a minimum number of order for buyers, however they also stated
that the scale of economics is beneficial for them. Half of them responded that locals order
relatively the same number of items, one stated a higher, another a lower number of items. Half
of them described the overall collaboration (including providing a complete and timely sample,
a medium-sized pattern and the technical documentation required for production) as ‘a full
chaos’, a ‘catastrophe’, while the third as ‘smooth’. The fourth highlighted that foreign buyers
also made production processes challenging due to the above aspects.

Regarding manufacturing costs one stated that “local buyers cannot buy less as we will
not accept the order if they want to pay less [than foreign buyers], other also emphasized the
same level of costs. Another said that

“none of local buyers pay for quality work, they do not even want to. They pay the fraction
of the final price and sometimes they do not even take over their orders.”

The fourth has replied that

“Hungarian buyers can pay less, because Hungarian pricing is completely different. We
work with Hungarians at roughly a third or a quarter of the price.”

These results pointing out to the very contrasting attitude of garment manufacturers towards
manufacturing payment from local buyers. Two manufacturers shared that they did not have a
problem with receiving their payment in time, however one noted that late payments are a
common sense and manufacturers have to represent strict requirements for buyers. As two
others has shared:

“Some customers pay on time, most can only do so with a long lead time. They used to
say I'll pay you when I sell the goods etc. Many disappeared without paying...”

“They do not pay on time. The worst payers are companies that receive huge non-
refundable state aid”.

These experiences emphasize the negligible business practices of local buyers towards
manufacturers. While one manufacturer did not point out to any difference between local and
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foreign buyers, and one shared that locals rather want to bargain the prices every single time,
the others has summarized that

“Orders are very fragmented, it is difficult [for Hungarian brands] to get good quality
material, they want to produce at the last minute”,

“There are very few customers who have a clue about the profession. The level of
knowledge is catastrophic. This also applies to senior management in highly subsidised
firms”.

Three of them has evaluated the overall relationship between them and local buyers as good as
they only kept those who they can work together with, one was very disappointed and claimed
that

“We gave our hearts and our maximum knowledge to the profession. It makes no sense.
They really took advantage of our help (...)”

As one summarized:

“In many ways, Hungarian designers and manufacturers should be educated about how
to run a sewing shop. What, why it costs what it costs. While there are so many Hungarian
seamstresses working in the garment industry under inhumane conditions, and these
manufacturers get the jobs, the companies that operate ethically and honestly cannot
function properly. This results in a very bad price competition.”

192



10. Findings and conclusion

The doctoral dissertation seeks to examine the challenges of economic and social upgrading in
the garment industry in a semi-peripheral economy, through the garment manufacturing
industry in Hungary. In order to address these questions, the dissertation built up three
hypotheses.

H1) As reshoring tendencies are characterized by non-economic variables as well, and not only
cost-effectiveness/lowest manufacturing costs, it supports the upgrading trajectories of the
semi-peripheral actors.

H2) As garment manufacturers heavily rely on contract work, that limits their OBM prospects
due to lack of financial capital and specialized skills (such as branding, design and retail).

H3) Local buyers do not contribute to the upgrading prospects of garment manufacturers, due
to their small market presence.

Based on the findings, H1 proved to be rejected, H2 was confirmed and H3 proved to be
partially confirmed.

First, regarding how reshoring of manufacturing affects economic and social upgrading
prospects of the examined case, I have found that reshoring does not automatically comes with
upgrading for garment manufacturing firms, as full-package or OEM production are not
necessarily an improvement, rather a requirement from the lead firms. The reshoring chapter
contributed to the empirical observation of reshoring through the case of the Hungarian garment
manufacturing. The research states that there is a tradeoft between resilience of supply chains
and the higher costs, associated with the reconfiguration of lead firms’ strategies. The empirical
results do not show a clear approach on whether the lead firms of the garment industry are more
likely to invest in the resilience of their supply chains or following the principle of cost-
efficiency. While there are various strategies in terms of reshoring (or not), cost-efficiency and
the reduced budget for manufacturing is still highly present among lead firms. Possibly due to
the footloose nature of the garment manufacturing, sourcing activities has bounced back soon
after the COVID-19 pandemic and showed that even if multiple risks have threatened the global
value chains of the garment industry, these factors are manageable and do not bring fundamental
change. The author’s findings are in line with Contractor (2022)’s viewpoint that marginally
higher risks can easily be handled and ameliorated by multinational firms through alternate
cross-border business strategies and sees reshoring as a marginal shift and phenomena, rather
as a general trend. However, the fast bouncing back cannot be attributed entirely to the
resilience of global garment value chains, the bottom of the chain is forced to bear the cost of
operation. The findings are also in line with conclusion by Pla-Barber et al. (2021), as due to
cost and scale of economics as key competitive factors, global operation is more likely to stay
and remain the most effective way of organizing.

The existing literature tend to treat reshoring drivers as static factors, however cost of
logistics, quality issues, labor costs are constantly, dynamically changing. Better safety,
environmental and labor standards can be also found between the borders. Furthermore,
affordable and fast logistics also undermine the need for reshoring.

While the firm survey showed significant reshoring and nearshoring experiences, expert
interviews concluded contrary results and the optimism of growing orders were faded around
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the end, and after the pandemic. The research only showed the weakness of local garment
manufacturing through the examination of local garment brands’ approach towards reshoring,
so no onshoring has occurred yet and even small firms are likely to offshore. Due to several
limitations, such as the lack of local textile manufacturing, proper technological development
and local tax burdens, Hungarian garment manufacturing firms are not competitive and their
position and current orders are under constant threat by neighboring countries, such as
Romania, Serbia, and especially Turkey. While sustainability became a ’must have’ in the
strategy of lead firms, it rather serves as official communication gesture than actual reshoring
factor. However, it was formerly told by experts that there is not a big difference in terms of
contract work prices within the CEE region, several buyers opt to change if there is even the
slightest. Further regional developments this way also effect sourcing decisions. Formerly,
stated by industry sources, the Hungarian garment manufacturers often suffered loss orders for
the expense of Ukrainian and Romanian suppliers as it is told to be ‘always a bit cheaper’.
Turkey can possibly win from the turbulent global economic conditions as the country can
afford affordable textiles as well. Hungary seems less likely to sustain its position in the global
garment value chains on the long term, and manufacturing firms has received temporary new
orders and gains. Due to the intense pressure from lowering prices of manufacturing, it is not
even beneficial for Hungarian garment manufacturers to rely on low-value added assembly
activities. The findings are in line with Pal et. al. (2018) conclusion that the availability of
skilled human resources seems to be the most challenging in terms of reshoring.

As I have conducted 11 interviews with garment manufacturing firms on upgrading, both
the economic and social one in March-April 2023. In the following, I summarize the key
findings and most considerable points in terms of the economic and social upgrading (see
Appendix 2 for the list and basic characteristics of the companies).

I have experienced a purposeful limitation of entrepreneurship that is required for
economic upgrading. It is seen that employers often practice some form of ’self-sabotage’ or
conscious stagnation, related to economic upgrading that would lead to job reduction: if they
are well aware of that they are single, big employer within the nearby towns and regions, their
primary purpose regarding to employment is to give any job as possible and they consciously
blocks (or at least not moving towards) any improvement that would need less, more-skilled
employees. This way, employers sacrifice economic upgrading and emphasize the social one
for job security and high number of employments alongside the region. That can be also
explained by the spatial/geographical location: the successors of former, huge garment factories
are concentrated in chief towns of counties where those factories were the only, big employers.

However low value-added assembly activity (CMT) can provide a potential learning
curve for the garment manufacturers as they have to comply to the quality requirements of the
lead brand. The upper market segments of the fashion industry (premium, high-end, luxury
labels) supposedly have higher requirements, than mass market brands. As Yoruk (2002) has
also highlighted: participation in GVCs through OPT relations provide short-cut organizational
learning opportunities for CEE firms. This way, the spillover effect applies to this situation, but
capital does not play an important role — through contract work, the manufacturer will be able
to comply with higher and higher quality requirements. They can monetize that knowledge
(quality requirements and planning of the work) that was gained through the collaboration in
OBM as well.

Product upgrading is common among the Hungarian garment manufacturers, and they
can comply even with the highest and the special requirements of the luxury and functional
segment. But that does not lead to higher contract work fees and/or better appreciation.
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The different dimensions of functional upgrading (CMT, full-package manufacturing and
OBM) are parallelly exists and connected to each other among the manufacturing companies.
Functional upgrading is not linear in practice. The results are in line with former findings (Eltetd
et al., 2015).

While I am not aware of that fast fashion production is taken place in Hungary as
companies are reportedly working for premium, high end and luxury brands, I assume that the
commercial requirements are similar or even the same, regardless market segmentation of the
buyers. As Hungarian garment product companies are often forced to outsource a certain part
of their orders if they want to deliver in time, we cannot close out the possibility of that this
practice can lead to social downgrading at the host production sites — see Rossi’s (2013) results,
regarding to the different outcomes for regular and irregular workers.

The external shocks and the market volatility requires adaptational downgrading from the
garment manufacturers for sustained operation. Adaptation can lead to the reduction of their
portfolio and intersectoral upgrading. It is in line with former findings (Molnar et al., 2023):
garment manufacturers can switch to the manufacturing of functional products® over fashion
ones or moving towards to home textiles and interior design textile products and can give up or
pause of their own brand names. While I assume that manufacturing companies are
subcontractors for less furniture and/or automotive than in the garment sector, this reduced
number of clients can also offer a possible threat for the manufacturers. External shocks — as
the COVID-pandemic — can also serve as a ‘watershed’ in not stable fashion brands. Higher
concentration of industry revenue and a reduced number of fashion lead firms were also
formerly reported (see: McKinsey & Company, 2019; (Gerefti and Memedovic, 2003).

Moving up within functional upgrading are not necessarily goes together with revenue
stability and predictability. Purposeful downgrading to CMT over OBM can be more stable and
predictable work and income for manufacturers. This way, manufacturers can eliminate risks,
related to OBM.

Intersectoral upgrading can serve as an escape route from less and less profitable fashion
industry, however, the dependency of the manufacturers are not automatically reduced in this
case (Szalavetz, 2017).

The lack of and the aging workforce are signed by numerous garment manufacturers and
industry insiders as a major challenge for the future. It is interesting to examine (and can offer
a possible future direction as well), that this insoluble ‘threat’ can propose a certain adaptation
strategy. In one hand, the reduced number of workers can serve as a solid foundation for
economic upgrading, when there is not such a big need for labor intensive processes (higher
value addition). At the other hand, the aging workforce also pose as a challenge for the
necessary training and education of workers as I suppose that younger workers tend to be more
open to any training, and any form of investment would be pay off on the long term. How can
it be supported institutionally, in the industrial policy level?

The working conditions and the social upgrading are not related to a) the market
segmentation of the buyers of the manufacturers as it is often implicitly indicated: garment
manufacturers are not truly affected by the b) governance, related to working conditions of the
lead firms. It can happen in reality that garment manufacturers are working for fashion brands
parallelly related to different market segmentation and 1) highly engaged in the working

% Functional garment products are garment products that are not so sensitive to fashion trends and funcitonal
characteristics are more important in this case (e.g. water repellent, extreme durability, etc.) are for the military,
healthcare industry, sports and other outdoor activities, technical workers, etc.
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conditions of garment workers, employed in the companies connected to their supply chain and
actively monitors that, 2) formally engaged in working conditions, 3) not engaged in the
working conditions along their supply chain as well (Gulyas et al., 2018).

However shorter lead time, fast reaction, flexibility and labor compliance are described
as important factors in sourcing decisions (Plank and Staritz, 2014), the empirical findings show
that these factors are not directly affects the (negotiation) position of garment manufacturers.

Garment manufacturers are squeezed by financials: while the triggers of relocation consist
financial and non-financial motifs (like quality, flexibility, security, trust, increasing incomes in
previous manufacturing sites and transport costs, etc.), buyers are not willing to pay for that
security and flexibility and the negotiation position mainly remained the same. They are not
enjoying higher contract work prices, while suffering from increased operational (utility and
wage) costs. On the long-term, that threatens their operation and profitability. Even if they
conduct more value-added tasks (like logistics, retail, design and R+D elements, etc.),
supplier/subcontractors stay suppliers in terms of financial rewards and appreciation.

Functional upgrading does not automatically ‘worths it’: more value-added activities can
come with less income for the firm and not linear in terms of translation into economic gains.
However, several “levels” of upgrading are reported by the interviews (OEM, OBM),
companies are still in insecurity in the operation and low profit as they reported that they would
sell the company immediately in case of a possible buying up.

Furthermore, besides global industry challenges, the local political economy and lack of
governmental appreciation, focus and support (tax policy, adjuncts, lack of tenders, etc.) can
still undermine any upgrading incentives of the local garment manufacturing firms. While
garment manufacturing companies are positive regarding relocation tendencies, the costs of the
segment seem to be a deciding factor in terms of the sustainability of future relocation activities
and capacities. This led to the conclusion that upgrading possibilities are rather characterized
by national business environment and political economy, than the role in GVCs. This finding is
in line with that GVC literature acknowledges the importance of states, however there is a little
understanding of the how they matter, from a policy perspective, as it is also advocated that
lead firms might not be sufficiently committed or able to manage complex issues in their chains,
particularly in the realm of social upgrading. However, it is also acknowledged, that strategies
of lead firms possesses challenges for national policies and jurisdictions (De Marchi and Alford,
2022). As Lee & Gerefti (2015) emphasized, the ineffectiveness of private standards to achieve
social upgrading has led to calls for synergistic governance through the collaboration of private,
public and social actors both on a global and local level.

Based on the analysis of the selective cases (comparative case studies), all of the selected
cases have shown functional upgrading during the regime change and the time of privatization,
as they were all offering own brand manufacturing (during the state-socialist period) that has
stopped with the ceasement of the COMECON market. However, all the cases have been
formerly built Western contract work relations, however this proved to be not fully decisive in
terms of the later upgrading and the survival of the firms. An interesting result is that those
cases (Case 2 and 4) who were specialized in menswear are now going into liquidation. There
is a consensus on that menswear is not so volatile, way more stable as a market, compared to
womenswear since there is not so fast changes in design trends. Even higher market segments
are considered to be more ‘crisis-proof’, however as the analysis of the cases has shown:
manufacturing firms, conducting even low-value added contract work or upgraded tasks, such
as OEM or ODM cannot stay undisturbed by the financial circumstances and sustained
operation of buyer firms.
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Independent
variable

Case 1

Case 2

Case 3

Case 4

Case 5

‘Heritage’ from

debt, existing

debt, existing

debt, existing

debt, existing

debt, existing

2025)

the predecessor | technology and | technology and | technology and | technology and | technology and
laborforce laborforce laborforce laborforce laborforce
Main profile womenswear menswear menswear, menswear womenswear
womenswear
than furniture
Command ofa | v v v v
language
Ownership after | foreign than foreign local (family foreign, then foreign, then
privatization local (from firm) long local
2019) bankruptcy
process than
local
Existing v v v v v
contract work
relations with
foreign buyers
Knowledge- v v v v v
spillover from
contract work
(mostly in the
form of product
and process
upgrading)
Strategic intent | - v v v
for upgrading
Network with v ? ? ? ?
industry
interest groups
Form of investment investment own capital, a state aid, bank loan, own
investment from the from the few tenders investment capital
foreign owner foreign owner from the
foreign owner
Product V4 N4 V4 N4 N4
upgrading
Process V4 N4 V4 N4 N4
upgrading
Functional OEM OEM, OEM, OBM OEM, OBM, OEM,
(OEM, ODM, (organization of | outsourcing of distribution ODM
OBM) manufacturing, | manufacturing
outsourcing of
manufacturing,
logistics), OBM
Intersectoral - - v (into luxury - -
upgrading furniture)
Operation (in ongoing liquidation ongoing liquidation ongoing

Table 19: Analysis and overview of the selected cases, based on independent variables

own edition of the author

While the former state-socialist period has supported especially process upgrading and the
Western contract work experience contributed to product upgrading, as Hungarian garment
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manufacturers — including all the selected cases — can provide very high-quality products. OBM
has faced barriers, since low-quality export were preferred to Soviet market and export for
Western markets (‘capital export’) in order to gain foreign currency. The former economic
policy and the political management however systematically created barriers in order to capital
accumulation of the firms and mismanagement were present before privatization. There were
conflicting interest between different state-related stakeholders, and political connections were
decisive before the regime change. That resulted in significant debt for the predecessors of the
state-owned ancestor firms, while experienced labor force was present in most cases. In the
trajectory of Case 3 and Case 5, even the motivated, experienced labor force were the driver of
both successful privatization but future upgrading.

After privatization, these cases showed an entirely different trajectories of upgrading,
however their operation was based on 1) debt, 2) a more-or-less updated technology (due to
reconstruction of the late 1980s through state aid and process upgrading initiatives) and 3)
experienced labor force. Speaking of languages proved to be an advantage during negotiations
with foreign buyers — as Case 5 has shown.

As Case 3 and Case 5 has shown, regarding OBM prospects, the macroeconomic
conditions of the 1990s were way more beneficial for local garment manufacturers. However,
they both stopped their own brands when market conditions have changed and there was a high
fluctuation on the domestic market, due to the entrance of many multinationals, cheap Chinese
import and second-hand clothing.

Regarding ownership, while literature (Taplin & Frege, 1999) has emphasized the
decisive role of foreign direct investment in terms of sustainment of the firm and upgrading,
the analyzed cases give an extensive picture on ownership issues. There can be two different
foreign ownership type: 1) when the foreign owner use the local garment manufacturing firm
as a low-cost supplier base and they cost-effective approach negatively effects daily operation
(see Case 2 and Case 4, these are the two cases that went into liquidation); and 2) when foreign
owner are ‘just on paper’, they do not affect the daily operation tasks of the local management
(Case 1 and Case 5, however they are now both under local ownership). In the first case,
upgrading initiatives and managerial decisions can be influenced and blocked as there is no real
intention for saving the firm. Only Case 3 had and has local ownership, and it is even becoming
a family firm, that proved to be very advantageous for the firm, and they do not face succession
problems (at this moment). This shows an opposing result than Hedberg (1999), who
emphasized the limited resources of local ownership. While Case 4 had relationships with local
policy-makers and even secured state aid, this factor was not decisive in terms of the
sustainment of long-term operation, as Kalantaridis et al. (2019) have suggested.

Existing contract work relations were given, such as knowledge spillover (from contract
work) in the form of product and process, and even functional upgrading. However, strategic
intent for functional upgrading were present in many case, managerial skill to reflect on market
changes (both domestic and international) is crucial. However, the ‘luck factor’ cannot be closed
out as well.

While all firms have started to provide masks and healthcare-related products during the
COVID-19, this move was just a short-time, temporary reflection on the growing demand, it
was not sustained. Only Case 3 showed a progress towards intersectoral upgrading, that proved
to be beneficial for the firm, however industry stakeholders have warned against the
dependency on one buyer. Being engaged in formalwear manufacturing is secured, but not a
constant case since being an additional activity that helps the scale of economics.
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In general, relying on parallel buyers at the same time, and relying on different tasks
could be beneficial since buyer firms (those who were considered as ‘reliable ones’) are also
facing turbulent economic conditions and as many interviewees have shared, they have
witnessed the bankruptcy of multiple buyers (and even owners), while manufacturing firms
have survived and managed to sustained operation during the bankruptcy of their relative
owners and buyers. This ‘in-built/in-house resiliency’ that may possibly emerged from the often
short-lived contract work relationships resulted in a more proactive managerial strategies in
order to sustain manufacturing.

The social dedicatedness of management, often the respect for the experienced workers
drove the look for upgrading trajectories, as local management (who have received free hands
from foreign owners) is more dedicated in terms of sustainaning the firm. Switching between
different buyers and tasks are also driven by the main motivation of providing livelihood and
social responsibility.

As the cases showed, there is no clear strategy for sustaining the firm and upgrading
strategies, while strategic intent matters, it can contribute to different outputs. As the Case 3
and 5 shows: even moving towards OEM and being specialized in product development and
organization of manufacturing, being higher value-added, the same tasks can offer entirely
different profitability prospects, so the attitude of buyers/lead definitely matters, pointing out
to the importance of governance. As the Case 4 and 5 shows, even moving towards high-quality
products (product upgrading) does not ‘work out’ every case. As Case 3 and 5 shows, functional
downgrading can be even more profitable than upgrading.

Second, while several garment manufacturing firms have stepped into OBM, it does not
allow them an upgrading, in terms of higher benefits, as the majority of the garment
manufacturing firms are relying on contract work: this mode of operation increase their
dependency on the buyers. Furthermore, as Hungarian garment manufacturing firms mostly
suffer from the lack of both financial and professional resources (that is needed for OBM), they
further rely on low-value added assembly work (CMT) that offers them faster return (compared
to OBM sales). As minimum wages increase companies lose their competitive advantage, and
because of the seasonal rhythm of fashion it makes it difficult for companies to manage their
decreasing margins. The growing lack of labor and problem of aging employees have long
posed challenges to the Hungarian fashion industry, as it grapples with the potential benefits of
shorter supply chains and relocation tendencies.

Third, regarding the local buyers’ contribution to the upgrading of Hungarian garment
manufacturing firms, smaller fashion brands (regardless ideal type of export aspirant or
premium) tend to rely on in-house garment manufacturing, while bigger ones tend to outsource
manufacturing to foreign countries, on the criteria of cost-efficiency and specialized
knowledge. Manufacturers even find collaboration with local buyers are even more challenging
(compared to foreign ones), leading to the finding that local buyer do not contribute to the
upgrading of Hungarian garment manufacturers.

Regarding the generalization of the dissertation’s findings, if we focus on similar
characteristics, we can consider the case of the Hungarian garment manufacturing companies —
and the results of the dissertation — generally applicable to both the region (namely the Eastern
periphery of Europe, semi-periphery of the world economy) and to other countries, engaged in
low-value added assembly activities. While Hungary plays a marginal role in the global garment
sector and even on a national level, it enjoys a high export rate and can serve as a critical case
for a more socially sustainable garment production and the exploitative working conditions
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along the low value-added assembly activity. It can give an opportunity to learn about the
potentials and constraints that suppliers and governments are facing pursuing ‘higher roads’ of
industrial upgrading. Its generalizability expands to not just the CEE region and other (semi-
)peripheries, but widely and with cautious to South-Eastern Asian countries as well, as those
countries taking part in the same ‘level’ at the global supply chain. Otherwise, if the focus is
rather on differences between countries, generalization and implications should be more
cautious and this viewpoint also carries limitations towards generalizability. National
differences in economic and industrial policy, the importance of the social dimension (including
human and labor rights and their enforcement, initiatives towards inclusive employment — in
line with many Sustainable Development Goals (SDGs), local institutions and stakeholder
engagement and as the 9.1. sub-chapter has shown, even the nationality of foreign buyers can
contribute to different upgrading trajectories. Social upgrading prospects (and challenges) are
even rooted in cultural heritage, not just in the national labor rights legislation. As 6.2. sub-
chapter has shown, there is a difference in terms of the development trajectory of Visegrad
countries, despite their shared industrial heritage. Since the European Union — being both a
significant export and import player in the fashion/garment industry — is working actively on
the regulation of the sector towards a more sustainable operation, the current EU strategy for
sustainable and circular textiles, related to European Green Deal, the Circular Economy Action
Plan, and the latest industrial policy of the EU, besides the Corporate sustainability due
diligence directive can overal influence both social and economic dimension of upgrading.

The dissertation also pointed out to further future research directions, such as a more
comprehensive examination, the correlation of economic and social upgrading aspects (as 9.1.
sub-chapter has indicated), an extensive comparison of the region’s countries or the further
articulation of the semi-periphery in the context of low-value added assembly jobs. So, this
current work is rather the start of something further, not the end of a period.
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Appendices

Appendix 1: Interviews about the social upgrading, social conditions of the Hungarian
garment manufacturing firms:

Position of the

Date of interview

Form of interview

Length of interview

interviewee (semi-constructed)

head of an employer | December 2019; phone interview; 40 min; not relevant
association February 2021 written interview

representatives of February 2021 phone interview 45 min

the Trade Union of

Mining, Energy and

Industrial Workers

representative of February 2021 written (email) not relevant
Hungarian Fashion communication

& Design Agency

representative of the | February 2021 written (email) not relevant
KEZMU, ERFO and communication

FOKEFE nonprofit

company

Appendix 2: List of firms, participated the interviews on upgrading:

Firm
Date of Headquarter of
establishment  the firm
1
1950 Békéscsaba
2
other town in
Csongrad Csanad
2010 county
3
1990 Budapest
4
1951 Sarospatak
5
1993 Budapest

Number of
employed

220

70

70

Main
activity,
based on
NACE
classification

Manufacturin
g of made-up
textile
articles,
except
apparel

manufacturin
g of
workwear,
R&D

Manufacturin
g of other
outerwear

Manufacturin
gof
outerwear,
real estate
rental, retail,
logistics

Manufacturin
gof
outerwear

Real activity

Manufacturing of
furniture covers

R&D — textile
development;
manufacturing of
workwear

Manufacturing of
womens outerwear

Manufacturing of
outerwear

Manufacturing,
logistics, retail




6 Manufacturin
in Bécs Kiskun g of Manufacturing of
1989 county 18 workwear workwear
7 Manufacturing of
Manufacturin outerwear, textile,
g of leather and feather
1986 Hajdubodszérmény 70 outerwear products
8 in Nograd county, Manufacturin
next to g of Manufacturing of
2002 Salgotarjan 82 outerwear female outerwear
9 1951 Heves 44 2235 Contract work
10 Processing of
textile High quality contract
1963 a bigger town 120 products work and OEM
11 Manufacturin
biggest plants in gof
Budapest, Ozd, outerwear, Manufacturing of
1953 Kaposvar, Kal 3400 packaging outerwear, packaging
Appendix 3: List of online press articles
Author Title Date of | Media
publicati | outlet
on
Margit Ehbérért varrjdk a magyar varrondk a nyugati | 2017 Divéany.hu
Kovacs luxusruhat
Pénzcentr | Pokoli kornyezetben, €hbérért robotolnak a magyar | 2017 Pénzcentr
um varronok um.hu
EvaVarga | A BDSZ reagalasa a "Pokoli kdrnyezetben, éhbérért | 2017 Szakszerv
robotolnak a magyar varréndk" cimmel megjelent ezetek.hu
sajtocikkre
Vivek Meghan Markle's Stella McCartney coat made by | 2019 Daily Mail
Chaudhar | workers on £2.60 an hour Online
y
Emese A félmilliés luxusruhakat készité magyarok sokszor a | 2019 HVG.hu
Dobos minimdlbért sem kapjak meg
Barbara 570 ezres kabatokat varrnak, minimalbéren élnek 2023 Telex.hu
Vincze

Appendix 4: List of and basic characteristics of garment manufacturing firms, involved in the
reshoring interviews:

Fir
m hed

Establis

Location

Numb | Main

er of | activity

emplo | (based on

yees NACE
categoriza
tion)

Main
activity

Num | Market | Headqu
ber segment | arter of
of ation of | buyers
buye | buyers

rs




1950 Békéscsaba | 220 Manufactu | Manufact | 1 Luxury Italy
ring of | uring of
confection | home
textile decor
products

2010 Csongrad- 6 Manufactu | Manufact | 1 Branded | Finland,

Csanad ring of | uring of workwea | Germany
county workwear, | workwear, r

developme | developm

nt of | ent of

textiles textiles

1990 Budapest 10 Manufactu | Manufact | 4-5 Premium | Switzerla
ring of | uring of nd,
outerwear | womensw Austria,
(with the | ear Spain,
exception Denmark
of
workwear)

1951 Sarospatak 70 Manufactu | Manufact | 4-5 Premium | Italy,
ring of | uring of high Germany
outerwear | outerwear street , France
(with  the
exception
of
workwear)
and
additionall
y real
estate,
logistics
and retail
activities

1993 Budapest 70 Manufactu | Manufact | 20-25 | High- Western-
ring of | uring, end, Europea
outerwear | logistics designer | n brands,

and retail and Francoph
luxury one
regions

1989 Bacs-Kiskun | 18 Manufactu | Manufact | 1 high-end, | Hungary

county ring of | uring of workwea

workwear | workwear r
1986 Hajdu-Bihar | 70 Manufactu | Manufact | 8 -10 | premium | Italy,

megye ring of | uring of Belgium,

(Hajduboszor outerwear | outerwear Germany

mény) , textiles, , United
leather Kingdom
and fur , Austria

products




8 2002 Nograd 82 Manufactu | Manufact | 2-3 luxury, Germany
county, next ring of | uring of premium
to Salgotarjan outerwear | womensw
ear
9 1951 Heves 44 Manufactu | manufactu | 4-5 luxury, Austria,
ring of | ring of high end, | Germany
outerwear | garment premium | , France
and textile | products
products
10 | 1963 Bigger town | 120 processing | manufactu | 10-11 | luxury, Italy,
(not chief of of textiles | ring of premium | USA,
county) garment Germany
products
and own
equipment
manufactu
ring
11 | 1953 country-wide | 3400 Manufactu | Manufact | aroun | Luxury, | Italy,
plants, ring and | uring and | d 100 | Hungaria | Hungary
biggest ones packaging | packaging n
in Budapest, designer
Ozd, brands,
Kaposvar, workwea
Kal r

Appendix 5: List of expert interviewees for reshoring:

Position of the

Date of interview

Form of interview

Length of interview

manufacturing firm

interviewee (semi-constructed)
head of an employer December 2019; phone interview; | 40 min; not relevant
association 2021 written interview
CEO of a garment May 2020 phone 25 min
manufacturing firm interview
representative of not relevant
Hungarian Fashion April 2020 e-mail
& Design Agency communication
sourcing agent December 2019; e-mail not relevant
February 2024 communication
representative of a not relevant
nonprofit ~ garment May 2021 e-mail
manufacturing firm communication
CEO of garment May 2020 25 min
manufacturing firm phone call
CEO2 of garment April 2020 phone call 20 min
manufacturing firm
representative of a
Hungarian garment | December 2023 phone call 70 min




consultant, 20 min
specialized in January 2024 phone call

creative sectors

journalist, 45 min
specialized in textile

and garment January 2024 phone call

industries

expert on  export February 2024 email 35 min
promotion, communication and
specialized in phone call follow-up

creative industries

CEO/founder of a March 2024 video call 90 min
Hungarian fashion

brand

Appendix 6: List of participant firms, engaged in Chinese manufacturing (derived from

Appendix 9):
Bra | Main Establis | Numbe | Number of | Number of | Do you have | Countries
nd profile hed r of | collections/ | garments an own | of
employ | year manufactured manufacturing | manufactu
ees site? ring
1 luxury 2012 28 4 60 yes (specialized | Hungary
womensw item/collection, in sample | (5-8
ear 50-75 is | making) suppliers),
manufactured Turkey,
from one item Serbia,
Italy, China
2 fashionab | 1999 78 2 approx. 150 | no Hungary (1
le SKU/collection, supplier),
menswear approx. 110 China (48
thousand suppliers)
pieces/collection
3 womensw | 2005 5 and | approx. 40 | We offer | yes Hungary
ear, 30 on a | smaller one | personalized European
underwea contract products (1 piece) countries
, basis and larger and China
accessori collection  with
es 100-300  pieces
from a garment

Appendix 7: List of interviewees about the PHARE program

Position of the

Date of interview

Form of interview

Length of interview

interviewee (semi-constructed)

Fashion designer 1 April 2024 in person 120 min
Fashion designer 2 April 2024 in person 120 min
CEO/PHARE expert | April 2024 e-mail (written) not relevant
Coordinator May 2025 in-person 180 min




Megyesi Laszlo, May 2025 in-person 120 min

former CEO of a

participant firm

Appendix 8: List of brand builder manufacturers:
Firm Year of Location of the firm Main profile of the Number of
establishment firm employees

1 1992 Kecskemét Manufacturing of 20
workwear

2 2002 Nograd county Manufacturing of 82
women outerwear

2 1998 Békeés Manufacturing of 22
feather and vatelin coats

4 1993 Budapest Manufacturing, retail 70

5 2016 Kapuvar Manufacturing of 7
underwear

6 1991 Kunszentmiklos Manufacturing of 29
knitted-crocheted tights

7 1975 Budapest Manufacturing and retail | 70
of swimwear

8 1994 Pécs Manufacturing of gloves | 30

9 1953 Dél-Alfold - Szeged, Manufacturing of 879

Oroshaza, Békéssamson, knitted and crocheted
Sarrétudvari products

Appendix 9: Question list for the brands, involved in the ideal types empirical part

1. When was the brand established/started its operation?
2. What form of the enterprise is used? (such as individual enterprise, Itd., etc.)

3. Have you used family or friend support (financial or professional) for the

establishment of the brand?
4. How long the brand is self-sustainaning financially?
5. Have you used external financial resources for the operation? (loan, investment,

tenders, scholarships, etc.) If yes, what have you used it for? If no, do you plan to

apply for external financial resources?
6. Have you received any help (financial or professional) for design, manufacturing,

branding or retail of your brand’s products?

7. Besides working ont he brand’s operation, do you have any additional income
source? (such as educational activities, designing of formalwear, etc.)
8. How many people is employed by your brand, full and part time and in what kind of
occupation/tasks?
9. How many people do you regularly collaborate with on a project basis and for what
kind of activities?
10. How many collections are launched by your brand? How many items contain one
collection and how many pieces do you manufacture from these?

11. Do you have an own manufacturing base/plant?




12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

Do you outsource manufacturing for suppliers a) in Hungary, and b) in foreign
countries? If yes, how many supplier do you regularly work together with, in which
countries and since when? If no, why not?

How big are your suppliers?/How many people do the employ?

From your former experiences, when does it worth to outsource manufacturing for
foreign countries? (in quantity and/or type of products)

Do you sell certain products, that you source in a half-ready or ready state? (such as
you buy simple T-shirts, that are labelled and/or printed by your brand) If yes, from
where and what kind of products?

Do you personally monitor and check working conditions along your suppliers?
What do you check in your suppliers and why? What are the most important
elements for you in terms of a supplier’s employees and working conditions?

Are you aware of that whether the employees of your supplier receive minimum
wages or not?

What would you improve within your suppliers from a) professional side (such as
development of equipments and technology) and b) employees’ side?

Do you gain your revenue from personal orders or sales of your collection? (What is
the percentage between the revenue from the two source?)

Have you reshored manufacturing during the last years or do you consider
reshoring? If yes, why? How do you evaluate the local conditions for that?

Are your brand’s products present in foreign markets and in what kind of retail
channel? (such as sommission sales, concept store, own store or showroom,
franchise partner, etc.)

What are your experiences with foreign markets?

Do you collect your revenue from sales ont he local or foreign markets?

Have you experienced any differences in preferred products between the local and
foreign customer base?

Do you sale your brand’s products via online or rather brick-and-mortar channels?
(in what percentage if it is shared)



Appendix 10: List of participant Designers for the ideal types categorization:

Brand Main profile of the brand Establish | Number of Do you have own
ment employees (full- | manufacturing
time - FT; part- | base? (yes - Y, no
time-PT) -N)
1 female, unisex garments, 2019 2FT Y
'extravagant streetwear'
2 female outerwear 2012 1FT, 4 PT Y
3 female feather jackets 2014 3FT N but have a
contract with the
manufacturer
female outerwear 1996 0 N
female garment 2012 9FT Y
male/female garment and 2021 2FT,2PT N
accessories
7 female garment and accessories | 2018 8FT Y
(jewellery, shoes and bags)
8 knitted garments 2017 SFT,2PT N
9 male/female streetwear, 2001 10 FT Y
upcycling from automotive
secondary raw materials
10 male/female garments 2014 2PT N but we plan to
have one
11 female 2000 4FT, 1 PT Y
12 female outerwear 2008 1FT Y
13 female casual and elegant 2013 0 (formerly 2 FT) | N but have all the
outerwear machinery
14 female garments 2017 4 PT Y
15 female outerwear and bags 1994 7FT Y
16 female and unisex 2012 3FT,2PT+ Y for sample
streetwear/elegant garments and occasionally 1-2 | making
bags interns
17 female knitted garments, ready 2017 1 FT N
to wear
18 female luxury garments 2012 28 FT Y for sample
making
19 male/female garments and 2005 100-150 FT Y for sample
accessories making
20 female knitted garments 1989 15FT Y and knitting
base as well
21 female, sporty and elegant 2013 2FT N
timeless garment
22 female garment and accessories | 2006 1 FT (there was Y
further 1 PT
formerly)
23 female garments 2009 2FT N
24 female garments 2019 15FT Y
25a female elegant garments 1989 17FT N
25b female elegant and sporty 1989 24 FT N
garments
26 female business casual 2017 3FT Y




27 female formalwear 2015 1FT Y
28 design, manufacturing and retail | 2011 2 FT (in 2022, 12 | N (we had before
of female garments FT) 2023)
29 female outerwear 1987 23 FT Y
30 female outerwear 2020 2FT N
31 fashionable menswear 1999 78 FT N
32 female outerwear 2016 1FT N
33 design, manufacturing and retail | 1996 1 FT (I employed | Y
of unique female garments 15 FT twenty
years ago)
34 female outerwear, underwear, 2005 SFT Y
bags, shoes, accessories

Appendix 11: Research interviews for the most similar case studies design

Occupation Date of | Form of Relation to the cases
interview | interview
fashion designer 28 April | phone former fashion design intern at
2025 interview (40 Case 5
min)
engineer, specialized in 14 March | in-person former head of department at Case
knitwear and confection 2025 & 6 | communication | 2
clothing, manager May (2x120 min)
2025
former secretary of industry | 7 May in-person great overview of the selected
association 2025 communication | cases due to their TMTE
(approx. 90 memberships as well
min)
former director of Magyar 5 May in-person great overview of the selected
Divat Intézet (‘Hungarian 2025 communication | cases
Fashion Institute’) (approx. 180
min)
former head of 12 May in-person employed at Case 2, 4 and 5 as
manufacturing/head of communication | well
factory/technology director (approx. 120
min)
former employee, journalist | 13 May in-person employed in Case 2 and great
2025 communication | overview of the cases due to her
(approx. 180 journalism experience
min)
former CEO 14 May in-person head of management at Case 5
2025 communication | (for 30 years)
(130 min)
operational director 23 May | video call (60 | director at Case 3
2025 min)
economic director 23 May | video call (60 | director at Case 3
2025 min)
Chief Technology Officer 6 June video call (70 | Chief Technology Officer at Case
(CTO) 2025 min) 4 for more than 20 years




Appendix 12: List of garment manufacturers, collaborating with local buyers

Firm Location Establishment Number of Main activity
employees
1 Budapest 1991 5 1421.25
Manufacturing
of outerwear
2 Budapest 1989 70 1421.25
Manufacturing
of outerwear
3 Budapest 2007 13 1421.25
Manufacturing
of outerwear
4 Budapest 2017 21 1421.25
Manufacturing
of outerwear
Appendix 13: Vulnerability and readiness of selected countries
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Climate change: Vulnerability and readiness of selected countries in 2021

Data source: Notre Dame Global Adaptation Initiative index. The ND-GAIN Matrix illustrates the comparative
resilience of countries: the vertical axis shows the score of vulnerability and the horizontal axis shows the

readiness score.

The country selection is based on of the International Labour Organization (2022), in terms of garment exporting
countries and Faust (2005)’s list on significant CEE garment exporting countries. Countries signed with red dots



(Bangladesh, Pakistan, Myanmar, Philippines, Cambodia) shows a high vulnerability to climate change but a low
level of readiness. Blue countries (Vietnam, Thailand, Sri Lanka) show a high vulnerability and a high level of
readiness, however, need for adaptation is great. Green countries (China, Latvia, Turkey, Bulgaria, Poland,
Slovakia, Slovenia, Hungary, Romania) show a low level of vulnerability, however high level of readiness is well
positioned to adapt, still face adaptation challenges.

Appendix 14: Trade in Value Added (TiVA)

Trade in Value Added (TiVA) 2023 edition: Principal Indicators, levels
[cloud replica] @

Reference area: Hungary @
Economic activity: Manufacture of textiles, wearing apparel, leather and related products
Combined unit of measure: US dollar, Millions
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