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I ntroduction

Globdisation is amulti-faceted process; which is advanced in some facets, and retarded in others.
That is, globalisation produces winners and losers creating considerable disparities between and
within countries. Globalisation is a quite vague term, it means lots of things to certain people while it
means amost nothing to others. One thing is certain however, i.e. that globalisation does not mean
that everything has been set in a definite order and that there is a hierarchy that cannot be changed.
There are basically two main views on the characteristics of the globalisation process.

There are those that have a positive view of globalisation. Authors like Levitt (1995) and Ohmae
(1995) argue that the international economy is dominated by a small number of TNCs. The pervasive
influences of such corporations lead to a degree of globa economic integration absolutely and
proportionately more important than ever before (Dunning, 1993). Biersteker (1998), argues that
globalisation is affecting not just the quantity of transactions in the globa economy but aso their
quality. We are told, that this is apparent in the greater incidence of commitment modes of entering
international markets (such as subsidiaries and joint ventures), and the emergence of new
opportunities and challenges opened up for enterprises and workers. Advocates of this approach do
recognise that globalisation produces winners and losers in terms of countries, regions and people.
However, declining wages and deteriorating working conditions will be combined with the opening-
up of economies and the release of market forces (Biersteker, 1998). As a result, there will be new
opportunities afforded to those who were previoudy marginalized. Overdl, this interpretation
suggests that while globaisation is uneven, it has the potential to spread production and wealth out to
the margins, and to disperse past inequalities. These changes occur aongside the emergence of a
‘globdised’ set of beliefs regarding economic policy (Williamson and Haggard, 1994). This is
manifested in the significant transformation of the role of national governments in regulating the
marketplace.

On the other hand there are those that have a more sceptica view of globaisation. As Hirst and
Thomson (1996) argue, TNCs concentrate on clustered sites. As a result, the ensuing patterns of
international economic transactions result to multi-faceted outcomes, which demonstrate advanced
integration in some facets, and retarded in others. Similarly, others, maintain, that economic
globdisation is far from becoming a worldwide redity. In fact, divergence (in terms of labour
productivity and standard of living Statistics etc) is not the exception but the rule in many economies
and regions. Another argument, developed within the confines of this approach suggests that a
contrary process of fragmentation and localisation counters the globalisation process. Resistance at the
local, regiona or national level may have Sgnificant implications upon the ensuing form of
integration. The disintegration of production the world over will result in greater equality in the price
of factors of production. If labour is not a homogeneous resource (and can for example be divided in
terms of skill content), this means that wages for unskilled labour (the scarce factor of production) in
advanced industrialised countries will decline (Feenstra, 1997). In this sense, the decision of TNCs —
and not only — to spread production across countries has distributional consequences that cannot be
ignored.



That is globdisation goes hand in hand with a process of “delocalisation” mainly of labour intensive
companies (not only of manufacturing industries but of services too) that seek to find more profitable
locations for their activities across the globe. This delocalisation trend though it unavoidably affects
al countries, it certainly heats most severely “intermediate’ countries (such as Greece) that do face a
double competition (i.e. from developed countries —DCs- for high quaity products and for
underdeveloped countries (UDCs) for low price products) as well as the less developed transition
countries (such as the Balkan countries) that have to find their new role in the International Division
of Labour.

We take the side of the more sceptical view of the globaisation. Hence, in this paper we are trying to
focus upon those processes that might act as “windows of opportunities’ that might alow certain
sectors of the economy or even certain countries to realize their great development leap forward. In
fact this paper seeks to analyse how an intermediate country (i.e. Greece) and transition countries (i.e.
the Balkans) can and should proceed in the era of globalisation. ?he key concerns of this paper are
whether and how loca manufacturers in intermediate and poor countries benefit from the
globalisation of product markets. Are these enterprises included or excluded from production for
globa markets? Does inclusion lead to upgrading and rising incomes or immisering growth?

Following Sengenberger and Pyke (1992, 12-13) we distinguish two principa approaches by which
enterprises, industries or regions have tried to meet the challenges of international competition. That is
the “low road” (“destructive’ competition) and the “high road” (“congtructive” competition) to
restructuring. Needless to say that it isin favour of the latter that we are advocating here. In fact, the
“low road” to restructuring, consists of seeking competitiveness through low labour cost, and a
deregulated labour market environment. It is believed that cost cutting will boost productivity and
prafits, and create new employment. Institutions and rules aimed at regulating competition are seen as
mere straightjackets, and should be kept to a minimum. The problem with this approach is that the
improvement it yields for competitive performance, if there is one at dl, is frequently short-lived.
Poor wages and terms of employment hinder the firm in acquiring and keeping the quaified labour
required for efficiency and flexibility; and they rarely induce the firm to “invest” in its labour force to
make it more productive. So, in the absence of better performance and adternative possibilities, further
cost cutting may become inevitable, resulting in a vicious, downward-spiraling cycle. On the other
hand, the “high road” to restructuring, consists of seeking competitiveness based on efficiency
enhancement and innovation i.e. through economic gains that make wage gains and improvements in
socia conditions feasible, as well as safeguarding workers' rights and providing adequate standards of
socid protection. The key to attaining this is better organisation and utilisation of labour, which then
permits a better use of technology. Continuous product improvement, fashion awareness and
innovation places high vaue on the qudity of labour force and the quality d relationships between
managers or entrepreneurs and employees.

In this context we are advocating that one way forward for both Greece and the Balkans is to develop
‘triangular manufacturing’ in the labour intensive industries'. The essence of triangle manufacturing,
as Gereffi (1994, 114) argues, is that developed country (e.g. US) buyers place their orders with the
underdeveloped country manufacturers they have sourced from in the past (e.g. Hong Kong or
Taiwanese firms), who in turn shift some or al of the requested production to affiliated offshore
factories in one or more low-wage countries (e.g. China, Indonesia or Vietnam). The shift toward
triangle manufacturing has been responsible for bringing many new countries into these production
and export networks.

L Wefirst put forward thisidea back in 1996 (Labrianidis, 1996b).



Greece, though not an Important Player in FDI, is One of the M ost mportant
Investorsin the Balkans

Developed countries were and still are the main recipients as well as sources of FDI, though thereisa
significant improvement of the postion of UDCs. $ecificdly, in 1997 the volume of inward FDI

stocks in the UDCs was 30.2 percent of the total while the volume of stock of outward FDI from

UDCsin 1997 was 9.7 percent (UNCTAD, 1999).

CEECs, as we have argued already (Labrianidis, 2000d), have not yet managed to attract a significant
portion of the world's FDI. However, there is a steady increase of FDI inflow stocks to the CEECs
mainly since 1990 (i.e. from 0.05 percent in 1980 it reached 2.43 in 1998). CEECS share in world
FDI outflow stocks is dso absolutely insignificant, 0.3 percent in 1998 (IMF, 1999 and UNCTAD,
1999). Furthermore, CEECs can be classified in three main groups according to the volume of inward
FDI per inhabitant: @) the first group, with the lowest ratio of FDI/inhabitant comprises of Bakan
countries. The second group comprises of al the ex USSR republics. The last group, with the highest
ratio of FDI/inhabitant, comprises of the remaining CEECs (Lankes and Stern, 1998).

Greece's share in world FDI inflows stocks s not significant (i.e. 0.90 in 1980 and 0.54 percent in
1998). Greece's share in world FDI outflows stocks was insignificant too, around 0.03 percent (IMF,
1999 and UNCTAD, 1999, Labrianidis, 2000d).

However, though both Greece and the Balkans are not important playersin FDI, Greece is one of the
most important investors there. As we have argued aready (Labrianidis, 2000a), Greek companies
going multinational congtitute a novel phenomenon beginning in the early 1990s, where in a very
short time a large number of investment projects have been initiated abroad. Since then the situation
has changed drasticaly and now there is a large number of Greek companies with activities abroad.
We estimate that in 1999 there were 1,269 investment projects of Greek companiesin 20 of the 27
CEECs. The great mgjority (81.7%) is concentrated in just 3 countries (i.e. Bulgaria 41.1%, Albania
and Romania 20.3% each).

The mgjority of Greek investment projects in the CEECs are in trade (47.2%) and industry (36%)
while there is a significant percentage of service related companies (13.3%). Industrial companies are
mainly in garment and textile manufacturing (47.9%) and food-beverage production (25.5% -
Labrianidis, 2000a). According to officid estimates, in April 1999 the Greek FDI amounted to 2.4
billion USD and was concentrated in the Federa Republic of Yugodavia (47%), Romania (37.4%),
Bulgaria (7.9%), FYROM (4.6%), and Albania (3.1%) (YPETHO, 1999).

Although there are numerous investment projects in the CEECs the bulk of capita invested is owned
by a handful of companies, which means that by far the greater magjority of Greek investments is
extremely smdl. Specificaly, 32 companies hold more than 67.3% of tota Greek investments, while
10 companies hold 64.1% of the total. However, what is of utmost importance is that the few publicly
owned Greek firms that invested in the CEECs account for much more than half of the tota capital
invested (Labrianidis, 2000c).

Until very recently the dominant perception among analysts wes that DCs FDI directed to UDCs
were impediments for the economic development of the latter, amost exclusvely benefiting the
former. This might help understand the reason for al Greek governments — since the beginning of the
1990s — being enthusastic about this opening. In a sense, some Greek companies could be
transformed to TNCs, and the country could act as a ‘metropolis capable of exploiting the Balkan
countries. However, the unquestionable benefits to the countries of origin of FDI are increasingly seen
with more scepticism. Furthermore, there is an increasing popular theoretica view, according to
which FDI to UDCs may be even harmful to their countries of origin (Krugman, 1996). This might
apply more to Greek companies due to the particularly low added value that is a characteristic of the



Greek industry and implies manufacturing with a small number of stages of production. Expansion of
domestic demand in cases of low value added leads to an increase of benefits flowing off the country
(Fotopoulos 1985, 173-176). As a consequence, its development abroad is necessarily supplemental or
competitive to the domestic industry. This might be the single grestest impediment for the
development of the Greek industry in the CEECs and in particular to the “triangular manufacturing”
that we suggest to be advanced.

The opening of the Balkan market has been an excellent opportunity for the Greek economy. Greece's
trade with the Balkans has grown substantially and Greek FDI is a novel phenomenon. Greek interests
in the Bakans can be very important for both parties. For the Balkans since the “new” TNCs as well
as the SMEs created by Greek interests are very important for the Balkans development at least in the
short and medium run in the sense that they provide employment and technology that is more
adequate for the country (Labrianidis 2000a). Moreover, the existence of significant Intra Industry
Trade between Greece and the other Balkan countries (Labrianidis and Kalogeresis, 2001) will
prevent socks to their economies. For Greece in the sense that they increase their foreign trade and the
FDI created in the Balkans give the Greek firms the necessary time to restructure. While the Greek
industry was incapable of escaping the crisis, the opening of the Balkan countries — which was
characterised by the weak development of the consumer products sector, and by the demand of
products of no particular quality - was considered to be the deus ex machina that would solve dl its
problems. However, as we have aready argued elsewhere (Labrianidis, 1996a, 1996b and 1997), the
opening of the Balkan markets should be seen as an extension of time for the confrontation with the
deeper problems facing the Greek industry. Specifically, the need for technologica and administrative
restructuring of the companies (loakimoglou, 1996), for the restructuring of manufacturing by moving
to more technologicdly complex sectors (Fotopoulos, 1985) as well as for focusng on activities
demanding more specialised labour (Lolos and Papagiannakis, 1993).

The opening of Greek companies to the Balkans aso has its negative side, especialy the relocation of
production in there. There are both short-term negative results (lost jobs mainly in certain sectors -
garments - and areas - Northern Greece), and long term negative effects i.e. postpone the necessary
restructuring of the firms so as to upgrade thent, and herein lies the crux of the matter. The result was
a relative decline of Greek exports to the EU, being a difficult market, since 1993 despite the
establishment of the Single market in 1992. In fact, since the early 90's two opposite processes took
place with respect to the Greek performance in internationa markets. On the one hand, there is the
deteriorating position of Greek exports in the EU markets and on the other hand there is a more
successful export performance in the other markets and especially in the Balkans (Diagram 1). On the
other hand the relative importance of imports from the EU is increasing (Diagram 2). That is Greece
is loosing its competitiveness in the advanced international markets and at the same time there is an
increase of import penetration into the Greek market.

2 Upgrading (i.e. enhancing the competitive position of a firm) can be achieved in different ways such as: a)
Process upgrading: doing certain tasks better (e.g. re-organising the process of production or introducing a new
machine). b) Product upgrading: making a product which is of better quality, more sophisticated or simply
carries a better price. ¢) Functional upgrading: moving into new stages of the value chain (e.g. design or
marketing).



Diagram 1. Distribution of Greek exports to selected country groupings (1960-1998)
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(1) The Former GDR isincluded

(2) Most international organisations tend to include into the Balkans: Greece, Turkey, Bulgaria, Albania, Romaniaand al the
countries which constituted the Former Y ugoslavia, with the exception of Slovenia. We have also used this convention.

Diagram 2. Distribution of Greek imports from selected country groupings (1960-1998)
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How Firmsfrom L ess Devel oped Countries Can Overcome Export Barriers

Sizeisnot a Great Barrier to Going I nternational any More

In recent years it is not only the large companies that go internationd, it is the SMEs that can make it
abroad too. In fact, mgjor changes have taken place in the indtitutional framework governing world
trade and production during the 1990s. Increasing market integration associated with the formation of
regional trading blocks and the successful completion of the Uruguay Round and the ensuing
liberaisation of trade combined with significant advances in communications and information
processing have effectively reduced the significance of national boundaries. The opening-up of
international markets has expanded the scope for greater co-operation and/or intensfication of
competition. Within this context, enterprises have had to adopt an international perspective. Even



businesses that focus primarily or even exclusively upon the domestic market must be internationally
compstitive in order to secure long-term surviva and growth (Karagozoglu and Lindell, 1996).

Small businesses are usualy confronted with unique challenges in the area of international markets.
Uncertainty is a key feature of the small business environment. The inability to control prices because
of lack of market power, the dependency upon a relatively smaller customer base and findly, limited
access to policy-makers make the external environment of a small firm more uncertain than in alarge
business. The limited financial resources of small firms can act as a consderable constraint in
developing an internationa orientation. This can teke two forms: the firm's ability to identify
opportunities arising from the opening-up of nationa markets is impeded by lack of financing and the
exploitation of opportunities aready identified is restricted by inadequate resources of financing
(Smallbone and Wyer, 1995). Decisions taken in order to minimise capital outlay sometimes have
negative consequences. Smal firms face a high risk in going internationd. It is likely that the
proportion of resources committed to a single FDI will be greater in a smadl firm than in a large one
and hence failure is more costly (Buckley et a 1988, XII).

Additiona constraints derive from the fact that in the SMEs management time is in very short supply
patly because of the smal number of managers and partly because of the unwillingness of the
entrepreneur to delegate (d'Amboise and Muldowney, 1988). The pervasive influence of the
entrepreneurial personality, combined with the modest resources at hand, means that small businesses
are invariably characterised by quas-forma planning and control systems and reatively
underdeveloped administrative procedures. Shortage of management time leads to the firm taking
short cuts without proper evauation of dternatives, there is little “global scanning” for opportunities
(Buckley et a 1988, xi, xii, 15).

Smal firms, however, enjoy certain advantages in the process of developing an internationa
orientation. These include greater flexibility and responsiveness to changes in the marketplace and
advantage seeking behaviour (Fiegenbaum and Karnani, 1991). Being a “one man show”, they have
no restrictions to face concerning partners or the reaction of the Stock exchange. In aim, as
Sengenberger and Pyke (1992, 11) argue, "smalness’ or “bigness’ of a firm is not the decisive
criterion for its performance. What is crucid is the organizational and institutional context in which
firms operate. Smdl firms as individua entities, acting on their own, are in a poor postion to
compete. However, smal firms can become “big” through collective organization and concerted
action.

Types of marketing barriers faced by manufacturers in underdevel oped countries

The emerging new geography of production in labour-intensive industries is characterised by many
ways integrating formerly detached enterprises and regions in the globa network of production and
distribution. Three widely used types of such relationships are: contract manufacturing; the
establishment of subsidiaries; and the formation of joint-ventures. This means that, firms in the
country of destination focus on parts or the entirety of the production process, whereas other tasks —
invariably involving greater skill content and value added — are maintained by businesses in DCs.

Compared with a decade ago there is now more optimism on the export potential of SMEs in UDCs
(Nadvi and Schmitz, 1999). Nevertheless, there is a clear recognition in the literature that breaking
into export markets represents a discontinuous step. If enterprises are assisted in the initia stage of
exporting, they carry on subsequently. The critica issues are the sunk costs of gathering information
on foreign markets, establishing marketing channels and changing the product specifications. The
start-up costs for exporters are high, and that this is particularly true when the country as a whole is
not on the ‘export map’ (and the Balkan countries are not).



In recent years, labour-intensive industries fave become more globalised. Admittedly, the pace and
characterigtics of globa integration vary considerably from industry to industry - and even within
industries. What emerges, as a key consideration in this context is how formerly localised enterprises
globdise? The significance of this issue is derived from Gereffi’s (1994 and 1996) work on changes in
the garment industry. He proposes that distinguishing between “producer driven” and “buyer driven”
chains® helps to explain the internationa division & labour and the ensuing distribution of wedlth
aong the chain.

The most significant way of accessing foreign markets has been contract manufacturing for foreign
customers. In other words, the SVMIEs in UDCs focus on manufacturing and all (or most) other tasks
are taken care of by their foreign customers or their agents. Gereffi (1999, 41) argues that in order to
participate in export manufacturing to North America and Western Europe, producers in UDCs need
access to the chains lead firms. These lead firms “undertake the functional integration and co-
ordination of internationally dispersed activities’. Access to these lead firms can be direct, by
becoming a supplier, or indirect, by becoming a second-tier supplier. No access to the lead firms
means being excluded from the world’s main export markets.

Moreover, Gereffi (1999, 39) argues, that those producers that gain access have good prospects for
upgrading within production and subsequently into design, marketing and branding. Participation in
globd commodity chains is a necessary step for industrial upgrading because it puts firms and
economies on potentialy dynamic learning curves. The upgrading role of buyers, as Schmitz and
Knorringa (1999, 18) argue, is not an act of generosity but one of necessity. In order to sel Brazilian
shoes in the US or Europe they had to assist firms to reach international qudity and deivery
standards.

Both Gereffi (1994) and Schmitz & Knorringa (1999, 3- 22) argue that there is an increasing power of
the buyer. In the sense, that an increasing number of countries engage in contract manufacturing for a
decreasing number of globa buyers. That is, while the number of producer firms and countries has
increased rapidly, there has been a concentration amongst buyers. These buyers are global in the sense
that they source from producers al over the world. This gives them an unrivalled ability to compare
what is the best mix that they can get from companies around the world in terms of: Price, Reliable
product quality, Innovative design, Speed of response, Punctudity of delivery, Flexibility in coping
with changes in orders, Design quality etc. Firms can do auctions on the Internet among their
established contractors, where after they have informed them of the particular type of garment what
they want, the amount of the order, time of delivery etc. they ask them to bite for that on a particular
day. The importance of the size of buying firms for the upgrading of local producers has been stressed
by Tewari (1999). She suggests that Indian knitwear manufacturers have more learning opportunities
when they work for small and medium sized traders.

Moreover, firms that are searching to subcontract their work are not looking just for suitable partners
their checklist includes issues concerning the socio-economic environment too i.e. education, training,
infrastructure, proximity of suppliers etc. Hence, the role of the gtate is crucid in assuring that
“triangular manufacturing” can be a long lasting solution for Greece. Importance of effective
infrastructure for the flow of materials and information (roads, ports, airports, communication lines)
and speedy customs clearance for importing components and exporting finished goods.

Needless to say that countries are not aways competing in exactly the same market segments. For
example as Schmitz and Knorringa (1999, 10) point out, in the shoe market Chinais considered by the

3 A value chain is the sequence of activities, which are required to bring a product (or service) from conception
to the final consumer. Porter (1990) uses the concept to refer to different stages, which the individual firm
marshals (i.e., logistics, transformation of materials, packaging, outbound logistics, marketing, after-sale
service), drawing attention to the activities other than physical transformation. Gereffi (1994) stressed the
international scope of such chains, using the term “global commodity chain”.



buyers as a very cheap source of shoes with reliable product quality and strong in coping with massive
standardised orders. Hence, they are suitable to supply the huge price-driven orders from the US
discount retail chains. In contrast, buyers who supply the High Street boutiques would look first at
Italy for their small and high fashion orders.

However, the remarkable increase of export capability in shoes of China and Vietnam, as Schmitz and
Knorringa (1999, 15-16) argue, is most often wrongly attributed to the cheap labour since, abundant
cheap labour exists in many parts of the world. It was typically the successful industridists from the
shoe clusters in Taiwan who brought in their capital, the manufacturing capability, the connection
with buyers and the components. Providing al the components to the correct specification, in the right
numbers and at correct time from a distance seems a logistica nightmare, but the new plants have
come on-stream relatively quickly. However, they are weak with regard to speed and flexibility. Thus
the new plants are not clones of the home-based plants. The more predictable lines that can be madein
long runs tend to be produced in the new plants while the old clusters focus on shorter runs, requiring
faster response and / or higher quality, produced in smdler or medium sized firms or in highly
decentralised large firms.

A clear feature of the globalisation process has been the inclusion of new producers, especidly from
labour surplus countries. The driving force for their inclusion was the pressure to reduce costs,
especiadly in labour intensive products. The main obstacle was how to mport the range of skills
required for producing to globa standards. Higtoricaly buyers have played a mgor role in this
process. Frequently the ex-manufacturers from DCS were the importers and transmitters of the
required production expertise.

The literature has tended to emphasise the benefits of sourcing from low wage countries but has
neglected the often-considerable cost of transmitting product and process know-how. Over recent
years, some buyers from DCs have found a way of extricating themselves fom this task. New
“regional intermediaries’ have been able to grow into it — or were forced into it. It seems that the
regiona intermediaries are of increasing importance in order to understand whether and how
producers from poor countries can integrate into the world economy. Many of the new regional
intermediaries are former manufacturers. The most significant example is Taiwanese manufacturers
moving to low wage sites in East Asia. Much of the seemingly miraculous export success of Mainland
China is due to Taiwan joint ventures Gereffi (1994) has observed it in the garment industry and refers
to it as ‘triangle manufacturing’ .

The sourcing found in footwear (Schmitz and Knorringa, 1999) is following the same process as that
found by Gereffi in garments. A difference arises only in the role accorded to the ‘old” manufacturers.
While Gereffi (1994:114) emphasises their monitoring function: they ‘assure that the buyer's
gandards in terms of price, quaity and delivery schedules will be met by the new contractors in other
Third World locales . Schrnitz and Knorringa (1999, 17) stress more the ‘old’ manufacturers role as
transmitters of skills and organisers of production, particularly in the incipient stages. In footwear,
they have found that much of the actual assembly line monitoring continues to be carried out by the
foreign buyer’s own inspectors.

In order for a company to be able to act as an intermediate there are certain preconditions related to
the country itself that have to be fulfilled. Hong Kong managed to play such arole. As Enright et al.
(1997, 54-55) argue

“Therole of Hong Kong firms as packagers and integrators ... which match demand, often
in North America or Europe, with sources of supply throughout Asia, and even further
afidd in parts of Africa and the Caribbean... This is not a traditional ‘middleman’
function of the stereotypical trader or intermediary. It is part of afar more complex set of
functions that alows the Hong Kong firms to add value - through their knowledge of



source and dedtination markets, through their familiarity with production capabilities of
literally thousands of factories scattered throughout Asia, through advanced capabilities in
logistics, and through expertise in managing subcontractors’.

“Hong Kong has a particularly deep pool of talent and expertise in interpretative design
that can be used across a number of light manufactured products, be they garments,
watches, travel goods, jewellery, toys or cellular phones’.

Hong Kong firms ‘... provide a complete headquarters for management, financing,
technology, design, prototyping, quality control, marketing, and distribution service
between dispersed assembly plants on the one hand, and retail buyers on the other”.

One of the reasons for arguing in favour of “triangular manufacturing” isthat it helps the upgrading of
the economies involved. This is heightened by Gereffi’s progressive upgrading scenario in which East
Asian garment producers moved from (&) mere assembly of imported inputs, to (b) taking care of the
entire production process, to (c) design and sale of their own branded merchandise in internal and
external markets. Stage (c) implies that East Asian manufacturers have escaped the governance of the
US buyers. The work of Schmitz and Knorringa (1999) on doba footwear chains confirms Gereffi’s
upgrading path for the sphere of production. Loca producers have been helped with both product and
process upgrading, showing most clearly in improved product quality and faster delivery. However, in
developing their design and marketing competence, local manufacturers face obstacles because such
functiona upgrading encroaches on their buyers' core competence.

What is interesting to understand is what is missing in the case of Greek companies and they never
managed to reach stage (¢) and even more so can this be altered through the opening of Greece to the
Balkans as we argue here (see Section 4).

Can Greece Becometo the BalkansWhat Germany Wasfor Greecein the 1970-
90 Period

The changing geography of production in labour intensive industries: the case of garment
industries

The defining feature of globa and European integration in labour-intensive industries has been a
rigng integration of trade alongside a growing disintegration of the production process eenstra,
1997). Indeed, companies are now finding it profitable to outsource increasing amounts of the
production process. A number of prominent researchers have referred to the importance of the idea
that production occurs internationaly: Bhagwati and Dehgia (1994) cal this ‘kaedoscope
comparative advantage’, as firms shift location quickly; Krugman (1996) uses the phrase ‘dicing the
value chain; others prefer ‘delocalisation’; and finally another group introduced the term ‘intra-
mediate trade’. There is no single measure that captures the full range of these activities, and the
specificities of the processes at work vary considerably from industry to industry depending on the
characteristics and recent developments in technology and product markets.

From the late 1960s, the world garment industry has been experiencing profound structural changes.
In DCs rising unit costs, especially labour, were proved difficult to contain and they began to spread
their production overseas through sub-contracting arrangements (Frobel et a 1981). The world
distribution of garment manufacture, which is labour intensive, is influenced decisively by labour cost
which in turn are the most geographically variable of industrial production costs (Dicken 1992, 248).

UDCs, taking advantage of their favoured competitive position, begun to pose a serious threat to
levels of employment in core economies. By concentrating their efforts upon that segment of the
market characterised by mass-produced items and a relatively limited degree of product differentiation



they were able to ensure that competition occurs primarily on a cost basis. Consequently UDCs have
achieved significant gains in terms of employment and export revenue (Kaantaridis, 1997). Such a

robust performance took place at the expense of advanced industrialised countries.

To cope with the chdlenge, as Smmons & Kadantaridis (1995, 287 and 1994, 143-4) argue, DCs
implemented a number of new strategies. For example, the application of new micro-eectronic
technology to the pre-assembly stage of the manufacturing process; a shift into high fashion, where
competition is in new product design and quality enhancement rather than in prices and costs of
production; and, most recently, an expansion into the retail trade. Another means that they used is
outward processing trade (OPT).

Most important of al they established a set of controls to regulate world trade (e.g. Multi-Fibre
Arrangement -MFA). Within this context, important changes have occurred in the pattern of supply as
less restricted exporters, i.e. those enjoying preferential commercia treatment in terms of quota
alocation, have benefited at the expense of more restricted sources. Countries on the periphery of
Europe saw in the development an opportunity to achieve rapid advance (Dickerson, 1991;
Kaantaridis, 1997). As a result, there was a dgnificant shift in the production, through the
establishment of joint ventures, subsidiaries, and more importantly sub-contracting linkages towards
Southern Europe (Labrianidis and Kdantaridis, 1998).

The gradua liberdisation of the world clothing trade (MFA is to be abolished in 2005 -UN, 1994)
combined with geographical proximity to the mgor EU markets offers CEECs an opportunity for
rapid advancement. Manufacturers in these countries enjoy lower wage costs than their Western
European counterparts, in some cases comparable to those prevailing in UDCs (Labrianidis, 1996).
Therefore, they are inviting sites for EU manufacturers seeking more competitive sources of supply.
Moreover, these countries are currently experiencing an explosion in private small and medium-sized
enterprises.  The limited scale and scope of the domestic demand during the early stages of the
transition process has been an additional push factor, encouraging such firms to look for foreign
market opportunities.  Whilst it is difficult to understate the problems associated with the
establishment of a market economy, and particularly the need to restructure the manufacturing sector
in genera, and the clothing industry in particular in order to make it responsive to consumer demand
and the forces of the marketplace, there is increasing evidence that enterprises in these countries are
successful in penetrating the Western European markets (Kaantaridis, 2000).

Another phenomenon reported in the textile and clothing industries (more in the latter than the
former) involves the recent relocation of production from the periphery of the EU (and especially
countries such as Greece, Itdy and Finland) to CEE countries. Indeed, the process of Post-Sociadist
Transformation encouraged Greek textile and clothing manufacturers to relocate parts or the entire
manufacturing process outside the nationa boundaries aimost exclusively to Bulgaria, Albania and
Romania (and recently in FYROM too) — mainly due to geographica proximity, and significantly
lower labour costs (Labrianidis, 1996a,b, 1997, 2000a,b,c,d). Even countries like Italy, which seemed
to place greater emphasis upon domestic sub-contracting rather than FDI are now following smilar
trends. Thus, during the late 1990s there appears to have been a significant move of parts of the
production process or entire product lines to Romania and Hungary, and to a lesser degree Poland and
the Ukraine. This process aso affected textile plants in Finland — especialy those that moved there
from Sweden in the 1960s and 1970s, leading to subsequent relocation of production in the nearby
Baltic States.

Recent developmentsin the Greek garment industry
Garment manufacture in Greece grew rapidly as a result of the decentralization strategies pursued in

the DCs and most important of al in Germany (Smmons & Kalantaridis 1995, 290). Until 1987 the
Greek garment industry presented an impressive increase in domestic production, as well as in
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exports. Garment and footwear exports increased dramaticaly: as a share of total production they
grew from just 0.5% in 1960, to 93.7% in 1987 (Papagiannakis and Lolos 1993, 53). The underlying
reasons for this increase are various and mostly exogenous to the industries themselves, such as EU
protectionism towards textile products (MFA), as well as conditions within Greece such as the fine
quality raw materias, the relatively low labour cost and the “greenhouse’ conditions which were
created by intense state intervention through import quotas, depreciation of the drachma, export
grants, low interest rate loans, absence of socid and ingtitutional regulation that would restrict
exploitation of labour and the extensive use of subcontracting.

Nevertheless, this supremacy in the export sector, which was accompanied by corresponding rates of
growth of the domestic output, seems to have been lost since 1987. Moreover, there is a significant
increase in import penetration in the garment market. In 1960 1.4% of domestic consumption of
garments was imported, and in 1980's 19-65% (Lolos and Papagiannakis 1993, 56-57; Bank of
Greece 1993, 70; IOBE 1995, 37).

The Greek clothing industry seems to have been trapped in a competition by both EU and UDCs. Its
comparative advantage of low labour cost resulted in the creation of a productive structure based on
international  subcontracting with low design requirements. Within Greece the “greenhouse”
conditions under which the garment industry was operating were dismantled. Most important of all
was the significant increase of the relative labour cost during the first haf of the 80's, which was not
accompanied by corresponding increases in labour productivity. Hence, competitors from low-cost
countries started eating into the Greek share of the “non-demanding” part of the international and
mainly European market.

A magor blow to the competitiveness of these firms was the events of 1989 that led to the opening of
the ex-socialist countries into the international markets. In 1988 the number of Greek garment
manufacturing firms was 2,047 for the large manufacturing (more than 10 employees) and 15,926 or
the small. The respective numbers in 1995 were 931 and 6,690 which constitute a decrease of 54.5%
and 138.1% respectively. A smilar trend marked the developments in terms of employment too. That
is in 1988 employment in large garment manufacturing was 70,970 and in small 40,281 while in 1995
the respective numbers were 34,450 and 25,550 which congtitute a decrease d 51.5% and 57.7%
respectively.

The great majority of Greek garment manufacturing firms in order to stay competitive in the market
are constantly searching for ever lower labour cost. Pursuing this strategy amost al Greek garment-
manufacturing firms that operate for the international markets have moved their activities, in dl or in
pat, to the Balkans. Even companies that are verticaly integrated and very well placed in the
international market have shifted at least a small part of the sewing section of their production there.

According to a recent research undertaken by the Federation of Knitting Companies of Northern
Greece (2001), there were 350 garment manufacturing companies operating in South Eastern Europe
in 2000. Based on a sample of 80 companies they found that in the 1999-2000 period they increased
their turnover by 16%. They employed 5,527 employees in Greece (average 69 employees per
company) and 14,620 employees in S.E. Europe (on average 183 employees per company). That is for
everyone enployed in Greece there were another 2.7 employees in S.E. Europe. These companies
were operating mainly in Bulgaria (86%), FYROM (17%), Albania (13%), Romania (5%) and Turkey
(2%). 47% of them had their company or a joint venture in SE Europe, 2% had a commercia
company while 51% were subcontracting out work to companies in SE Europe. 33% of their
production is materiaised in their own premises in Greece while another 12% is subcontracted out to
firms in Greece. What is important is that more than half of their production (55%) is materidised by
firmsin SE Europe. 33% of companies are subcontracting out more than 40% of their production.
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There are several favourable implications of Greek garment manufacturing firms operating in the
Bakans mainly the low labour cost there that enables them to stay in business, this situation however
is not going to last for ever. Hence, they have to grasp this opportunity to restructure their enterprises
S0 as to produce for the upper segment of the market, which at the moment does not seem to be the
case. Another unfavourable implication is that the relocation of the garment manufacturing companies
to the Bakans leads, in the short-term at least, to massive unemployment (Labrianidis 1996a and b,
1997, 2000a and b).

In this “triangular manufacturing” scheme that we are suggesting Greece can keep: Spinning mill,
New thread production/development (Labs), Spinning mill, Style development/design, Trims (zippers,
buttons etc), Supply chain management (match demand and supply/ assure quality), “trandation” of
the orders for a certain quality cloth to specifications for the knitting machines, Knitting factories, Dye
— house — Finishing house, Production of the samples of garments. Developed countries will keep the
orders and the specifications of the products. Findly the Balkan countries will have Cutting of cloth
(manudly), Sewing process, Pressing, Quality control — trimming, Packaging and Transporting
(Tables 1-3).

Table 1. Advantages and disadvantages of “ triangular manufacturing” with Greece for the Balkan
countries

Main handicgps of the Balkan
countries

Main compaative advantages of
the Bakan oountries for
“triangular manufacturing’

Main benefits for the Balkan
countries from a “triangular
manufacturing”

Main disadvantages for the
Bakan counties from a
“tiangula manufacturing”

1. Relatedtothe branch

Unemploy ment

Lack of capital

Lack of links with foreign
companies (giving the orders)

Lack of expertise in international
markets

Not inthe “export mg”
Availability of materials?

2. Rest of the economy- society
Landlocked country

Lacl_< of high _slandard producer
servi ce companies

Ungtable political environment

Economic environment in terms
of taxation, social security,
inflation, cumency  stability,
availability of bank finance ec?

Abundant|aour reserves

Trained labour

Geographically located nextto the
main markets (quick response
orders)
Geographically located next to
Greece

Availability of materials?

government support for the
development of export activities?

Economic environment in terms
of taxation, socia security,
inflaion, cumency  gability,
availability of bank finance etc?

Reduction of unempl oyment

Gradually acquire dl stages of
garment manufacturing

Aqquisition of expertisein dealing
in intemati onal markets

Export Revenues - Improve trade
deficit

Stimuli in the devd opment of an
entrepreneurial culture

Reduce i nequalities

Improvement in some producer
savice facilities

Development of a sweatshop
economy that would need to be
restructured again soon
Devdopment of an enclave
economy

Reduce the need to move
upmarke, towards own design
own label goods

3. Infrastructure

Poor infrastrucure provison

Improveinfrastucture
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Table 2. Advantages and disadvantages of “ triangular manufacturing” with the Balkan countriesfor

GREECE

Main handicgps of Greece

Man comparative
advantages of Greece for
“triangular

marufacuring”

Man bendfits far Greece
from a  ‘“triangular
menufacturing”

Man disadvantages for

Greece from a
manufacturing”

“triargular

Built (congruction) of
comparative advantages

1. Reated to thebranch

Not direct access to the
market- depends on arders

Not in the“export map”

Rdatively high
costs

labour

Experienced garment
marufacturing compani es

Trained labour

Competiti ve
fectories

knitting

Competitive dye house —
finishing companies

Existing ties with
companies that give orders
inthe DCs

Available capital to be
invested far production in
third countries

Knowledge of source and
destination markets
Familiarity with
production cgpabilities of
literally  hurdreds  of
fectories scattered
throughaut South Eastern
Europe

Fred ancedesigners

Consultancy firms which

advise on just-intime
ddivey or qudity
maragement

Firms which teke care of
dl logistics between the

fectory cate and the
overseas desti nation
Expetise in  managing
subcontractors

2. Rest of the economy- sod ety

Rdatively high taxation
and sodial security
contri bution burden

Caomprador culture

Long epeience in a
nmarket economy

Stable socio-politicd
system - Sable
environment for busi ness

Advanced capébilities in
logi stics

Increase the long tem
prospeds of companies in

the  branch (remain
competitve — stay in
busi ness)

Need for more and more
trained labour force

Possibility to move up the
Valuechan

Increaze of uremployment

in the short tem
Srengthen comprador
cuture
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Frmsin thesector

Not-far-profit
organisations which ae
sdf-financing and provide

sped di sed busi ness
services (Textiles
Institute)

‘real services' provided by
Business  Assodations
(Federation of Textile
Industries  ec) helping

members to particpate in
fordgn trace fars, ec;
Consortia of sdf sdected
group of firms that pool
resaurces for a common
pupose

State policy

public agendes to provide
services (expat
maketing, tranng and
technology centres ec)
“service centres’, co-
financed by govemment
and run by the privae
sector

Fair trade organisations



Table 3. Triangle manufacturing: the case of garment industry

Conclusions

“Triangle manufacturing” between Greece and the Balkans is aready there, however at the moment it
is amply the outcome of the intentions of individual firms and it can be described as exploitative and
short sighted. Furthermore, it might lead to unfavourable developments in both countries i.e. turn the
Bakan countries into screwdriver/ sweatshop economies and Greece to deteriorate its competitive
datus into the developed markets. What we argue in this paper is that “triangle manufacturing” can be
seen as amedium or even long range strategy for the development of the economic relations between
the two countries and that is why public policy in both countries has to make sure that it is beneficiary
for both countries. This paper analyses as an example for “triangle manufacturing” the case of the
garment industry, which, needless to say, is the most important case and it is taking place aready.
There are however other cases too where “triangle manufacturing” might develop in the future such as

Sage All over the
world

Spining mill +

New thread production/development (Labs)

Spinning mill

Cloth / fabric production +
Style devel opment/desgn

Trims (zippers buttons etc) +

Trims (threads rubber band etc)
Orders — specifications

Supply chain management (match demand and
wupply/ assurequality)

Management — marketi ng techniques
“translation” of the orders for a certain quality cloth
to specifications for theknitting machines
Knitting factories

Dye — house — Finishing house

Production of the samples of garments
Cutting of cloth (manudly)

Cutting of cloth (automaticaly)

Sewing process

Pressing

Qudlity control — trimming

Packaging

Transporting

Sdling to consumers
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Developed
Country
(provides
the orders)

Greece Balkan

countries
+
+
+
+
+
+
+
+
+
+
+
+
+
+
+
+ +
+ +



Leather clothes manufacturing, Footwear, Tobacco processing and Back office activities (data entry
etc).

The role of Greek intermediaries in the Balkan countries has gone largely unrecognised yet seems to
be crucia, given that buyers from the mgjor DCS are reluctant to operate in such a volatile and high
risk environment.

Both parties have to redlise that “triangular manufacturing” is the best that they can have at this stage.
Hence, they have to try to maximise the benefits for their economies from the new opportunities as
well as to minimise the negative effects. There are opportunities and threats for both countries. Hence,
policies in both Greece and the Bakans have to assure to maximise the anticipated benefits and
minimise the threats. Moreover, both countries have to get prepared for the fierce competition that
they are going to face from the low wage countries after the abolition of the MFA in 2005.

The maximisation of benefits to the Greek and the Balkan economies from new opportunities and the
minimisation of negative effects cannot be left to the responses of individual businessmen. What is
required is an examination of al possible forms binding the Greek and the Balkan economies, taking
into consideration their position in the Internationa Division of Labour and the restructuring they are
undergoing.
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