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Chapter 5

Clothing trade

The importance of experience to connect
production and consumption markets

in a semi-integrated value chain

“ .people, agents, doing business with the Chinese, that isn’t quite the same as doing
business in Europe. How to handle delays, finding other ways when problems arise (...)
you need relationships for that.”

In this chapter we will explore what role the Netherlands plays within the international
clothing trade. The case study of clothing trade will primarily serve as an example of a
trade-network node although, at the close of the chapter, also some attention will be paid
to the distribution node of clothing in the Netherlands. Out of five ideal types of firms
that import and re-export clothing in the Netherlands, two are most important: private
label companies and European distribution centers. The first are the subject of the main
text of this chapter on the trade-network node; the latter of the section on the
distribution node. The main hypothesis this chapter starts with is that the embedding of
trade in the two cases will be quite different and based on different assets: juridical and
physical infrastructures and investments for the distribution node, and local assets such
as knowledge on how to operate in the Market World of trade, of fashions and of
production networks, in the trade-network node. But, in spite of these differences we
will also see that Dutch trading roles in the international value chain of clothing in both
cases are based on a mix of domestic historical developments in production, demand,
and market characteristics, and on developments and characteristics of the global value
chain. History and familiarity with large-scale production made the Dutch clothing
industry an early mover into foreign outsourcing. This enabled Dutch companies (that

turned into private label suppliers) to gain early experience in outsourcing and to make
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Global trade and the Dutch hub

a relatively smooth transition from production to coordination of production in the
value chain of clothing. This helped the Dutch gain a relatively strong position in
international production networks and still seems to give some advantages to the
distribution node. Another important hypothesis is that coordination and eventually
control functions will be present in the trade-network node of clothing in which private-
label suppliers are responsible for the coordination of parts of the chain.

The chapter will be organized as follows. First I turn to the Netherlands as
clothing trader in quantitative terms, followed by a discussion of the types of related
firms and activities. Once I have painted the picture of the Netherlands within the
international clothing trade, I will further explain this role. I will start with the argument
of the early mover followed by a discussion of the implied advantages. At this point the
role of learning by doing and the communities of practice and interpretation come in. I
will then briefly discuss other possible explanations for the Netherlands’ competitive
strength in clothing trade and explain patterns of geographical concentration seen in the
Dutch clothing trade. To conclude, we will go over some points on the European

distribution centers for clothing present in the Netherlands.

5.1 The role of the Netherlands in international clothing trade

5.1.1 An importer and re-exporter

Although the Netherlands is not the largest importer and exporter of clothing in Europe
(see Table 5.1), it is a relatively large exporter of clothing not domestically produced (see
Figure 5.1). Table 5.1 gives an overview of import and export values of clothing for the
EU15 countries. In 2004 the Netherlands rank fifth as exporter and sixth as importer of
apparel and clothing. Figure 5.2 relates the exports of clothing to the value of home
production in the different countries. Here the Netherlands stands out as an exporter of
non-domestically produced clothes, meaning it is an important re-exporter of clothing
and that the Dutch clothing sector is strongly related to foreign countries through import

and export links.
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Chapter 5: Clothing trade

Table 5.1: Total import and export of apparel and clothing in 2004 in 15 European countries

Import Export

(billion Euro’s) % of European  (billion Euro’s) % of European

total total

Germany 19.0 22.2 9.0 17.1
United Kingdom 14.7 17.3 3.7 7.1
France 129 15.2 6.1 11.5
Italy 8.6 10.1 14.0 26.5
Spain 6.1 7.1 3.0 5.6
Netherlands 6.0 7.0 4.1 7.7
Belgium 54 6.4 4.7 9.0
Austria 3.2 3.8 0.9 1.8
Denmark 2.3 2.7 2.0 3.8
Sweden 2.1 2.5 0.7 1.3
Ireland 1.2 1.5 0.3 0.5
Portugal 1.2 1.4 2.8 52
Greece 1.2 1.4 1.2 24
Finland 1.0 1.1 0.2 0.4
Luxembourg 0.4 0.4 0.1 0.2
Total EU 15 85.4 100 52.7 100

* HS codes 61 & 62 (not including articles of apparel of leather or composition leather)
Source: Eurostat external trade statistics, available at www.pp.eurostat.ec.europa.eu, accessed
November 2006
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Global trade and the Dutch hub

Figure 5.1: Value of exports of apparel and clothing* relative to the value of home production of
these goods in 23 European countries in 2004
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*Data include leather clothing, Luxemburg is excepted because no production is reported)
Source: calculated with Eurostat PRODCOM data?’, accessed November 2006

While imports are mainly from European and Asian countries (Figure 5.2), exports are
almost exclusively Europe-bound (see Figure 5.3). While imports from Europe decline
and imports from Asia increase, the Netherlands increasingly becomes a gateway to

Europe for apparel from Asia.

" Data that compare production to exports should be treated with extreme caution since external trade and
production statistics are collected by different surveys using different samples (note from Eurostat
PRODCOM statistics). At least, however, these data give an indication of the importance of re-exports in the
Dutch exports of clothing.
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Chapter 5: Clothing trade

Figure 5.2: Origins of Dutch imports of clothing (HS 61 and 62) in 1996 and 2006
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Source: calculated with data from StatLine (Statistics Netherlands, www.cbs.nl)
Shares are calculated against the total import of 5.4 and 6.1 billions of Euros in 1996 and 2006
respectively

Figure 5.3: Destination of Dutch exports of clothing (HS 61 and 62) in 1996 and 2006
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Source: calculated with data from StatLine (Statistics Netherlands, www.cbs.nl)

Shares are calculated against the total export of 2.6 and 4.1 billions of Euros in 1996 and 2006
respectively
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Global trade and the Dutch hub

Another indication of the strong relations of the Dutch clothing sector to foreign
countries comes to the fore in Figure 5.4. The figure shows the degree of openness in the
clothing sector for foreign countries compared to the degree of openness for the entire
national economy towards foreign countries. This shows that the Dutch clothing sector is
more interconnected internationally than the Dutch economy as a whole, even more
connected than clothing sectors in other countries. The Dutch clothing sector then, is
very well-connected through imports and exports, and, relative to other European

countries, very open and internationally connected.

Figure 5.4: A European comparison of the relative openness of the clothing sector? in 2004
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Source: Eurostat external trade statistics and PRODCOM data, accessed November 2006

% For this comparison we started with a measure of the openness of a national economy which can be
calculated as the total value of import (It) plus export (Et) of goods divided by two and divided by the total
value of home production as reflected in the GDP of a country. This same measure was taken for the clothing
sector: import (Ic) + export (Ec) of clothing, divided by two, divided by home production of clothing (Dc).
Then the measure of openness of the clothing sector was divided by the openness of the whole economy.

((Ic+Ec)/2)/De
—— =relative openness of clothing sector
((It+Et)/2)/GDP

A value of 1 means the clothing sector is exactly as open as the whole economy. A value more than one

means the sector is more open than the whole economy of the country and a value lower than one means a less
open sector.
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Chapter 5: Clothing trade

5.1.2 Five ideal types of importing and re-exporting clothing companies

Many different activities can be related to re-exports of clothing. To understand these

activities, let us first have a look at the value chain of clothing (Figure 5.5).

Figure 5.5: Steps in the clothing value chain

Flarning & Design & Production Maonufacture
developrment prototyping orgarization & assemiboly Marketing Distribution ) Retail
of collection of maodels of garments

Source: adapted from Lane and Probert (2006, p. 39)

These seven steps in the value chain of clothing have become disconnected
geographically and organizationally in the course of time. All steps in the value chain
might be outsourced. Five ideal types of companies can be identified, which create re-
exports in the Netherlands. They differ with respect to the parts of the value chain
activities that they outsource and the activities that they have based in the Netherlands
(see also Table 5.2).

1. A manufacturer with production facilities abroad and a sales organization in
the Netherlands: this is a company whose core assets are related to production,
and which outsources value chain steps such as the development of a product
collection, design, marketing, distribution, and retail.

2. A brand: this is a company that is focused on the design of collections and
creates re-exports when outsourcing production abroad.

3. A wholesaler or private label company: the core activity of this kind of firm is
bridging the gap between production areas abroad and consumer markets
abroad. A private label company works for brands and retailers. Production is
outsourced, and the company does not engage in retail.

4. A Retailer: retailers are focused on retail and outsource production and often
also production organization and design. When a retailer imports clothing and
also has shops abroad; the retailer creates re-exports.

5. A European distribution centre: this is a type of company that is generally
owned by or operated for a foreign retailer or brand. Although these retailers

and brands take part in retail activities and/or design activities in other parts of
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Global trade and the Dutch hub

their companies, the core activity in the Netherlands is to supply their

European buyers.

Although the different companies in table 5.2 might seem rather distinct, in practice
many hybrid forms are possible and there is continuous flexibility in activities that firms
integrate and outsource. Brands sometimes have their own branded stores where they
sell their clothing in a more exclusive environment than a department store. Mexx is a
good example of such a company that started with only selling their products in larger
department stores, but has moved towards opening more and more self-branded stores.
Wholesale traders and private label companies are sometimes also involved in styling, in
some cases even developing their own brand. A manufacturer in this study with its own
production facility abroad also engaged in design, while a private label supplier owned
a production facility abroad but was not part of the management and only used around
thirty percent of the production capacity of this factory. Producers sometimes engage in
materials and fabric development and can have their own stores. Retail organizations
increasingly organize production without the help of an intermediary or private label
company. The success stories of Zara and H&M are clear examples of how
internalization of the organization of design and production can lead to big successes.
Even European distribution centers might be followed by the European design centers of
foreign brands. These examples clarify how varied the production and working methods
of companies can be. However, in all of these five ideal types some kind of distribution

activity takes place as companies import and re-export clothing.

5.1.3 The importance of European distribution centres and private labels

It is difficult to assess the importance of the different categories of exporting companies
in the total export figures of clothing from the Netherlands. The company types that
were distinguished in the previous paragraph do not correlate with statistical categories.
Therefore, we have to look at other sources to understand the importance of different
categories of companies and the shifts within. Are retailers now organizing more
production themselves or are they relying more on private labels? Is design led by
manufacturers becoming more important or less? These are questions that can hardly be
answered (Scheffer 29-01-2007).
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Global trade and the Dutch hub

A survey of the database of members of the Dutch organization of fabric and clothing
traders and manufacturers (Modint) 29 showed most companies that are members of
Modint, are private label and branded companies. They cover respectively 31 and 37
percent of all companies. According to Mr. Barberi, a representative for Modint, exports
to Germany, the highest volume trading partner of the Netherlands, mainly consists of
private label clothes. Scheffer and Duineveld’s (2004, p. 344) observation of the ‘the
dominance of a type of firm that is neither strictly manufacturing nor wholesaler’ after the
restructuring of the Dutch fashion sector since the latter half of the 1990s, points to the
importance of private label producers or co-producers in the Netherlands. 17 percent of
the companies in the survey of Modint members deal in private labels and their own
brand. Only 15 percent of the companies fall into the category of importer or distributor
of one or more brands for (a part of) the European market. Traders that did not represent
specific brands and did not do any design and organization of production, were not
found in the database. This finding can be explained by the importance of global
standards like ISO 9000, other industry standards, and EU health and safety standards in
the governance of global value chains. On one hand, using Gereffi’s (2005) reasoning on
the governance of global value chains, such standards codify complex information and
may lower transaction costs, making market relations possible. But on the other hand, as
Nadvi (2008) shows, these standards also act as an incentive for closer contact with, and
inspection and control of, suppliers ensuring standards are met and brand integrity is
safeguarded. This is what we see in the clothing sector: compliance has become very
important. EU directives prescribing the traceability of materials, codes of conduct, and
certification related to terms of production, play a role in the development of stronger
control of the supply chain (Scheffer, 2003). The increased interest of consumers and
industries in knowing the origin of products has made wholesale traders averse to
buying batches of ready made clothing. As a retailer explains, it is very important to be
reliable towards customers and to be able to take full responsibility for the things you

sell:

“We hardly ever buy batches. Sometimes we will when they come from a well-

known brand, but generally... with clothing from lots, one of the first

¥ This database is available at Modint’s website (www.modint.nl). In the survey I included all companies
categorized in Modint’s database as agent/importer, supplier of own collection or brand, and/or private label
supplier. Retailers were not an available category. Together these were 295 companies. To find out to which
category they belong and if companies really imported and exported, the websites of the companies were
checked. When no website was available, other sources on internet were sought such as company finders. If
company data was not available through finders, the Modint data was interpreted immediately. At the time of
the research (2006) this database contained address information of companies, information about their main
activities, their brands, their market countries and sometimes also their turnover. Recently the information of
the database has become much more limited. However, during the research period I was able to categorize
every company.
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Chapter 5: Clothing trade

problems is the fit. Customers have to be able to rely on your fit. You cannot
change the fit of clothing from a lot. Then you have the origin of goods. What
we sell has to be “clean’. So it should not be a design copied from someone else
without permission. As a retailer you are responsible for the things you sell.
That’s difficult with a clothing lot, when you do not have a clear view of its
origin.” (PC 35)

Thus, in practice, every trader is to some extent also an organizer of production. In this
sense, EU regulations influence the mode of coordination of the clothing value chain.

Unfortunately enough, the Modint database does not cover Dutch retailers
abroad or European distribution centers. This is unfortunate since these companies may
be quite important in the Dutch export of clothing. Different interviewees in the research
reported the importance of these companies, but none could give exact figures to
support this impression.

Although it is difficult to get clear figures on the subject, the international trade
in clothing in the Netherlands is probably mainly generated by the Dutch role as
European distribution centre by a few large Dutch retailers operating in the European
market (e.g. C&A, Vendex/KBB, We Group, See Box 5.1: The history of Dutch trade in
clothing in a nutshell), and by private label suppliers or co-producers. Private labels are
especially interesting from a theoretical point of view since they are a kind of middle-
man firm that Gereffi et al. (2005) ignore in their typology of value chain organization
(Lane and Probert, 2004). It is in this kind of firm where we can most-likely find the
‘classic’ trader who connects production and consumption markets. Below I will pay
special attention to private label firms, as they are part of the ideal type of the trade-
network node hat I like to include in this study. However, at the end of the chapter I will
also make mention of European distribution centers of foreign clothing brands in the
Netherlands.

5.2 Explaining the development of private label companies in the Netherlands: early

movers

5.2.1 The Dutch clothing sector: from domestic production to outsourcing

Traditionally clothing was home or tailor-made, but in the second half of the nineteenth
century ready-made clothing began replacing the tailor made suit: first in the UK and
Germany, and in the Netherlands from the 1870s onward (Wolff-Gerzon, 1949). This
occurred with particular concentration in Groningen, Amsterdam and Rotterdam (see

Map 5.1), where wholesalers, importers, tailors, and traders in second hand-clothing
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Global trade and the Dutch hub

start to create and even export apparel (Wolff-Gerzon, 1949). Retailers who started to
make apparel in their ateliers are the ancestors of the modern apparel houses. At first
these retailers sourced most production work in-house, but soon also began outsourcing
it to workshops and larger ateliers. Fabric was purchased from Dutch fabric producers in
the region of Twente and the province of Noord-Brabant (see Map 5.1), but also from
England (Wolff-Gerzon, 1949).

Map 5.1: Locations of the Dutch clothing industry: the cities of Groningen, Amsterdam, and
Rotterdam, the region of Twente, and the Provinces of Noord-Holland, Zuid-Holland, Noord-

Brabant, and Friesland
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These fabric producers sometimes started making their own designs, turning
into clothing producers (see Box 5.1). The Amsterdam city centre became the core of

Dutch clothing production, with many apparel makers working for retailers that had
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outsourced production. However, after the Second World War many of these apparel
makers started producing in the countryside within the provinces of Noord- and Zuid-
Holland, Noord-Brabant, Friesland, and the Twente region (Wolff-Gerzon, 1949, see also
Map 5.1). Hence between 1950 and 1963 clothing production increased, especially in the
South, East, and North of the country, whilst it decreased in the West (Jansen and De
Smit, 1974). Amsterdam lost as much as 10,000 jobs during this period (Ester, 1976).
Although many jobs were lost in Amsterdam-based production firms, knowledge on
how to operate in the value chain of clothing seems to have survived in the Amsterdam
region, as the city remained the centre of the domestic wholesale clothing trade as we
will see later on.

From the post-war period until the end of the 1960s Dutch manufacturers3
were still able to find cheap labor for the clothing industry, mainly in Twente (east) and
Brabant (south) and later on in the North of the country. However, with domestic wages
increasing in the nineteen sixties, the market share of clothing imports began increasing.
The Netherlands was, due to EEG agreements, forced to abandon its import restrictions
that protected the Dutch market from cheaper products abroad (Kornaat, 1992). In
addition, the wage explosion of 1963 most likely played a role as well. Due to the high
degree of Dutch organization and collective labour agreements, wages had stayed
relatively low in the Netherlands after the Second World War. In 1963 this national
system of wage coordination collapsed and wages increased across all industries. (Jansen
and De Smit, 1974). Although between 1958 and 1966 the growth of clothing
employment in the North was huge?!, in the end, competition from other countries with
cheaper labor became too strong and Dutch manufacturers began moving production
abroad (Jansen and De Smit, 1974, p. 121).

30 These clothing manufacturers originated from textile and wool manufacturers in Twente and Brabant that
had moved into the production of ready made clothing at the end of the nineteenth century (Wolff-Gerzon,
1949, pp. 36-37).

31 Between 1950 and 1963 employment growth in the region of Amsterdam in the shoe and clothing industries
was much less than one would have expected based on the growth of these industries at the national level
(Doeland and Jansen, 1970, p. 95). At the same time employment growth in the clothing industry in the north
of the Netherlands was 33 percent stronger than the average accross the entire country. Growth was especially
high in the years between 1958 and 1966 when the amount of people working in the industry more than
doubled (percentage calculated with data from Vergoossen and Wever, 1970, p. 209). This growth can be
explained by the availability of a relatively cheap labour reservoir of women in the north and a national
economic policy that tried to strengthen the economy of the northern provinces with subsidies. So in spite of
the general less than average growth in the Netherlands between 1950 and 1966 of the clothing industry
(calculation based on Vergoossen and Wever, 1970, p. 209), and the increase of wages in the nineteen sixties
bringing an end to the post-war wage restraints, the Dutch ready-made clothing industry was still alive and
kicking.

111



Global trade and the Dutch hub

Box 5.1: The history of Dutch trade in clothing in a nutshell

/Tweko underwear, Peek & Cloppenburg, and C&A \
The history of Dutch frade in clothing in a nutshell

In 1916 mister De Heer opens a fricot factory in the small vilage of Geldrop in
Noord-Brabant (see Map 5.1). He first starts with underwear, but later produces
bathing suits as well. He finds success in his endeavors and the brand Tweka is
created. Tweka products begin being exported to 24 countries within and outside
of Europe. After the Second World War the factory not only makes clothing under
its own brand name Tweka, but also produces underwear and swimsuits under
private labels for large retailers. At this point Tweka's ateliers can hardly handle the
workload. In the 1960s migrant laborers from Turkey are contracted fo help meet
demand. Shortly afterwards, decline sets in. This decline is not related to diminished
demand, but rather in the production done here in the Netherlands. In 1972 Tweka
opens its first atelier in Tunisia. In the second half of the 1970s 400 of its 650
employees in Geldrop are dismissed. The Tweka brand stayed successful but the
firm itself became part of another underwear producer, L. Ten Cate. Although
innovations on fabrics are still made in the Netherlands, production of the clothing
is no longer done here and the former exporter of a product made in the
Netherlands has become an importer and re-exporter of products designed at
home, but made abroad.

Besides Dutch entrepreneurs, many German immigrants have been
important in the history of the Dutch apparel and textiles industry. Examples of
German firms starting in the Netherlands include Hollenkamp, Gerzon, Lampe,
Peek & Cloppenburg, and Brenninkmeyer. Peek & Cloppenburg first began in 1869,
when two German apparel merchants opened their business in Rotterdam where
many sweaters supplied their apparel. Cloppenburg’s son moved back to
Germany where he founded Peek & Cloppenburg in Germany in 1901. This
German Peek & Cloppenburg became one of the leading clothing retailers in
Germany and opened many shops abroad as well. The Brenninkmeyer family is
another German family that came o the Netherlands to set up a clothing business.
This family fraded linen and textiles from the 17th Century on in Germany. In 1861
the brothers Clemens and August started a textile department store in the
Netherlands, where they offered ready-to-wear items of clothing in various sizes to
a broad public. This was something very new at that time. Fifty years after the
opening of this first store, the company opened more stores in the Netherlands,
Germany (1911) and England (1922). From the nineteen sixties onward they
opened more stores abroad, now covering thirteen Southern, Central, and Eastern
European countries. With production no longer taking place in the Netherlands,
and many stores abroad, C&A has become an important Dutch re-exporter of
clothing.

Source: based on information found on the following websites: http://berthi.web-
log.nl/berthi/2007/05/geschiedenis_va.html, www.tencate.org, www.c-and-a.com/,
www.fundinguniverse.com/company-histories/Peek-amp;-Cloppenburg-KG-Company-History.html,
http://www.peek-und-cloppenburg.de, and on Wolff-Gerzon (1949)

- J
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5.2.2 Regulation of world textiles and clothing trade: towards liberalization and import
from low-cost countries

From the sixties and seventies onward, Dutch companies started to transfer their
production to cheaper places abroad (Scheffer, 1988). Regulations on trade in textiles and
clothing have had a great impact on the location of this outsourcing of clothing
production, as well as the importation of clothing in the Netherlands. First, European
market integration let to a relocation of production to Belgium and other European
countries like Portugal and Spain. Compared to the UK and Belgium, the Netherlands
seems to have engaged quite early in this production relocation to low-wage countries.
Contrary to the Dutch and German strategies from the nineteen sixties onward, in
Belgium and the UK companies kept production more integrated in the firm or
contracted it out to nearby companies (Scheffer, 1988, Lane and Probert, 2004). Thus,
Dutch apparel makers gained early experienced with organizing production abroad,
over longer distances, while Belgian and British apparel makers were still working
domestically. It is likely that this has given Dutch manufacturers an advantageous
starting position as international coordinators of production.

Besides European integration, the Multifibre Arrangement (MFA) has been
very important in the outsourcing of clothing production. This agreement was
established when increasing levels of production were being transferred to Asian
countries, creating greater competition for producers from developed countries. Under
the MFA import quotas on garments from developing countries were in force to protect
the developed country producers against often vastly cheaper imports. From 1974 to
1994 world trade in clothing was regulated by the MFA. Besides this arrangement, in
Europe from 1982 onwards, a preferential agreement on Outward Processing Traffic
(OPT) enabled the temporary export of fabric from EU-countries to another customs area
for processing and subsequent re-import without paying tariffs for re-import (Lane and
Probert, 2006). This became an especially strong threat to Europe-based clothing
producers. However, under Article 115 of the Treaty of Rome, member states could,
until 1992, block imports from third countries whose goods could otherwise circulate
freely within the EU. Textile producing countries like Greece, Portugal, and Spain have
frequently used this article, while the Netherlands, Germany, Denmark, and the UK,
have adopted relatively non-restrictive attitudes towards the Multi Fibre Arrangements
(CEGOS, 1996).

In the early 1990s a preferential agreement with Eastern and Central European
countries and countries from the Mediterranean Basin was created. Trade with these
countries was almost entirely liberalised in 1998 (Lane and Probert, 2006). This has made

these countries major suppliers to the European Union, especially when short response
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times are needed (Raes, 2000, Begg et al., 2003). As shown in Figure 5.1, Turkey is an
especially important clothing supplier to the Netherlands.

From 1995 until 2004 the MFA became phased out under the Agreement on
Textiles and Clothing (ATC). When the quota system was ended in 2005, China greatly
increased its exports to the Euro-zone (see Figure 5.2) (High Level Group on Textiles and
Clothing, 2006). However, in practice the system of quotas has still not been dismantled
altogether: after liberalisation on January 1%, 2005, massive increases in Chinese imports
resulted in the decision of Euro commissioner Mandelson to re-implement import quotas
for ten clothing categories. This was very problematic for Dutch importers who had
already placed orders in China. After much pressure from industry organizations, a
temporary solution was found. The quota system for these ten categories remained in
force until the end of 2007, when import limits were abandoned but remained monitored
to ensure the European market would not be flooded once more by Chinese imports
(Modint, 2006, Lanting, 2007).

5.2.3 Explaining the early move: different markets and demand

Clothing is produced in different qualities and varies by the degree how fashionable it is:
clothes can be highly fashionable luxury items, but they can also be basic commodities.
The distinction between these product characteristics leads to six major market positions
in clothing that Bull et al. (1993) have described and Raes (2000) uses in his study of the
Dutch fashion industry (Table 5.3). I will use these to describe the development of Dutch
production and demand. These issues are of interest since Dutch private label suppliers
who have customers abroad, also generally have important Dutch clientele. Dutch
clientele might, as in the reasoning of the competitiveness of nations by Porter (1990), be

one of the explanations for success of Dutch private label companies abroad.

Table 5.3 : Major market positions of clothing

Quality positioning
High Medium Low
Fashion High 1 2 3
positioning Low 4 5 6

Source: Bull, Pitt, and Szarka (1993, p. 27)

The market positions of Table 5.3 can be related to the Worlds of Production discussed in
Chapter 2. The most fashionable position of high quality, position 1, can be seen as part
of the Intellectual World of haute couture. Although the Dutch Fashion Foundation and

114



Chapter 5: Clothing trade

the Amsterdam Fashion Week try to promote the Netherlands and Amsterdam as a
good place for high fashion, Amsterdam and the Netherlands miss the big fashion
houses, the salons, showrooms and press agents that play a major role in places like
Paris, Milan, London, or New York (Sanders, 2002. pp.87-88). In regards to this, we can
see the significance of an internationally successful brand like Spijkers & Spijkers not
being interested in participating in the Amsterdam International Fashion Week. Dutch
shows only cost money for them and the little exposure they bring is not worth the
investment. Why should they give up the luxury and professionalism that they are used
to in London (Koning, 2008)?

However, we should not see the lack of a Dutch cluster in high fashion as a
problem, since haute-couture houses cannot flourish without their ideas trickling down
to the market world of mainstream fashion. Sometimes these fashion houses create their
own ready-to-wear collections to reach this broader market, but there is also a lot of
interpretation and imitation by other companies (Weller, 2007). Dutch private labels
plug-in to the Intellectual World of fashion, when they go on shopping trips and visit the
main fashion shows and fairs based in Paris, Milan, London, and New York. Haute
couture fashion trickles down to the larger Market World of clothing (fashion positions 2
and 3 of Table 5.3). Speaking in terms of Maskell et al. (2004), these fashion shows and
fairs, like the most important fabric show Premier Vision in Paris, and the fashion weeks
of Milan, Paris, New York, and London form temporary clusters where different worlds
of production in fashion can meet, and ideas can jump from the Intellectual to the
Market World. The role of this interpreter can be assumed by specialists working outside
intellectual fashion clusters in the aforementioned fashion cities, since people within
these clusters are often so focused on their own cluster that they lose sight of what “your
mother back in a village on the country-side likes to wear’ (Currid, 2009). To be able to
translate haute couture into ordinary fashion, a specific kind of knowledge is needed.

The Market World of fashion then is the world of fashionable clothing
segmented into a differentiated market. Since fashion cycles are short with markets
continuously changing, it is important in this world to be able to add flexibility to the
supply chain to react to changes in the market. Costs are naturally important as well,
especially in the cheaper segment of position 3. Companies operating in position 2 and 3
must combine the ability to translate high fashion to ordinary fashion, and the ability to
organize a flexible supply chain at a reasonable cost. Even discount retailers cannot

exclusively sell generic and unfashionable products.

“Although our company is not in a very fashionable market segment
[discounter retailer], if we do not follow the season’s fashionable colors, we're
out and won't sell. The length of shorts and skirts, things like that, have to be
right.” (PC 35)
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The less fashionable the products, the closer they come to basic products of the
Industrial World. In the Industrial World, where clothing basics of different qualities
(positions 4 to 6) are produced for more stable markets than those for fashionable clothes
(positions 2 and 3), product lead times can be much longer. Here a stable supply of
quality and low costs are more important.

Another category of clothing I will not pay much attention to in this research,
but is important due to its size is the market, is work-related, including corporate-
branded clothing. Inputs in the market for work-related clothing can be very specialized,
as these garments often have to be technically adapted for safety standards. A difference
between promotional or company wear and normal fashion wear is that colors are often
predetermined: every lot has to be colored exactly the same. This can require much more

supervision and discussion with producers.

“When we started in Portugal, companies really had to adapt to the need for
continuity in fabric quality and coloring. With fashion, this problem is not so
pressing, but with company clothes every series has to be exactly the same as
the previous one.” (PC 18)

In other words: products in the company and work-related clothing markets often
demand much more specialized inputs allowing categorization as part of the
Interpersonal World where clothes are made to individual end-users wishes.

Raes (2000) describes how the market position of Dutch clothing companies has
changed over time. In 1970 clothing companies mainly operated in the market of less
fashionable, high to medium quality clothes (positions 4 and 5). The production of low
quality clothes (position 6) was also important, but increased competition from low-
wage countries forced Dutch producers to move up to higher-quality products in the less
fashionable segment of clothing. Throughout the 1970s demand became more fashion
sensitive and slowly Dutch production moved to a higher position (position 2) (Raes
2000). Dutch producers then, as a result of foreign competition and change in domestic
demand, seem to have moved to a position of medium-quality producers in the Market
World. However, Dutch private label firms as organizers of production abroad certainly
do not only cover this medium quality market segment, but are also active in the lower

quality segments.
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5.2.4 Explaining the early move: A favorable industrial structure and context of demand
for foreign outsourcing of production

Dutch private label suppliers gained force in a time when the market wasn’t as fashion-
focused as today. The history of the Dutch apparel industry with its cheap labor and
production, first at home, and later in Southern Europe, North Africa, Asia, and Eastern
Europe, seems to reflect the same kind of development as described by Doeringer and
Crean (2006). These researchers focused on the US apparel industry, where an industrial
model based on mass fashion products evolved over time. The American working method,
in which serial and mass production dominated, and efficiency became an important key
to success, had a large impact on the Dutch clothing production sector (Wolff-Gerzon
1949). This is no surprise since, until the 1970s, demand for clothing in the Netherlands
was more utilitarian, and less fashion-focused (Raes 2000). This type of clothing ensures
efficient, large-scale (international) production networks can develop, rather than
smaller, more responsive flexible ones. This is contrasts sharply with Italy and France,
where small-scale supply chains have been able to survive (Doeringer and Crean 2006).
A study on the luxury fashion industries of France, Italy, and the United States (Djelic
and Ainamo, 1999) shows additional differences between these markets. In Italy
manufacturing is central to the fashion industry, while in France, design, creation, and
craftsmanship are the core activity that makes outsourcing difficult due to the designer’s
desire to control production processes. There seems to be a relation here with demand as
Doeringer and Crean (2006) write: “The relative greater demand for fashion products in
countries like France and Italy, along with a lag in the adoption of information technologies for
managing inventories, caused large retailers in these countries to preserve at least some
relationships with small-scale supply chains and also helped to sustain the small retail chains and
independent retailers that are the traditional customers of small-scale suppliers” (p. 368). Just as
in the US, Dutch retail is relatively concentrated, especially compared to other European
countries (see Table 5.4). Although around thirty percent of outerwear sales value is
generated by independent retailers, this does not mean they generate individual
demands: forty to fifty percent of these retailers are organized in central buying
organizations, and to a lesser extent, franchise organizations (Servaas, 2005).

The Dutch retail landscape seems to stand out within the European context due
to its combination of specialization (most clothing is sold through specialist clothing
stores) and concentration of these specialists in either clothing multiples or buying
groups of independent retailers. In other countries with a large market share for
specialist stores — Belgium, Italy, and to a lesser degree, Spain — independent retailers are
much more common and are typically not organized in larger buying associations,

making these markets much less concentrated.
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Table 5.4: Market shares of retail distribution of clothing in major EU countries, 2004

Retail type NL GE UK IT F SpP B EU-
15

Specialists 67 54 48 68 58 61 73 57

Independent 29 25 14 49 21 37 40 26

retailers

of which in 40-50%  ~40% - nodata only in only in only in no

buying group sports sports sports data

clothing clothing clothing

Clothing 38 29 34 19 37 24 33 31

multiples*

Non- 33 46 52 32 42 39 27 43

specialists

Department 10 12 28 8 7 14 7 14

and variety

stores

Home 5 15 9 2 9 1 3 8

shopping

companies

Hyper- and 2 7 5 12 15 13 5 10

supermarkets

Sports stores 5 3 6 4 6 5 6 4

Other 11 9 4 6 5 6 6 7

Total 100 100 100 100 100 100 100 100

*including textile discounters and value retailers
Source: Servaas (2005), extension of table on page 76

The concentration of the clothing market in the Netherlands and fewer fashion-focused
consumers might explain why early large-scale outsourcing to low cost countries could
take place here. This is especially true when we consider that typical Dutch taste is not as
fashion-focused as it is in France, where consumers are more fashion conscious and
concered with up-to-date styles (see Table 5.5). Even immediately after the Second
World War in 1949 there is a clear difference between Dutch and French demand:
whereas 65 percent of Dutch women bought ready to wear clothes at that time, in France
this still only amounted to 10 percent (Wolff-Gerzon, 1949). The Dutch clothing sector,
has adapted to a strategy of flexible, diversified mass production because of demand
conditions that supported this strategy. Porter’s (1990) argument on a strong and critical
home market as a basis for a competitive advantage could certainly be applied here. A
critical home market should not be confused with demand for high quality and fashion.
A home market can also be critical to the ratio of price to quality or flexibility. The Dutch
home market is sensitive to this price to quality ratio and therefore serves as a good basis
for the development of clothing production through private-label suppliers in low-cost

countries
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Contrary to the Dutch (and American) market, in Italy and France many more
local flexible production systems have been preserved as a result of higher specialized
demand (Doeringer and Crean, 2006, Bull et al., 1993). However, in spite of the
differences displayed in Table 5.5, the current trend shows the decreasing importance of
independent retailers in all markets mentioned, especially in France. The fact that France
and Italy are pursuing less specialized clothing retail can create opportunities for Dutch
or German private label companies already more experienced abroad. However, over
time this advantage may disappear as French and Italian companies adjust.
Nevertheless, until now, part of the explanation for the Dutch position in regards to
private labels might be the context in which they have developed and have been able to

take a lead in overseas production networks.

Table 5.5: A typology of clothing consumers, values by country, 2002

Germany UK France Spain
Discerning 42.4 70.4 58.9 62.7
Label seeking 18.2 10.7 13.9 21.1
Stylish 39.1 42.8 57.0 51.6
Fashion conscious 28.5 22.7 38.5 28.8
Well dressed 54.1 55.2 61.9 47.3
Bargain hunters 24.0 25.2 49.5 15.7
Shopaholics 34.7 35.7 29.8 31.0
Practical 46.8 49.3 50.7 47.4
Sporty 37.1 45.6 43.3 34.3
Individualists 25.1 14.3 23.8 17.5

Source: Servaas (2005, p. 38)

5.3 Explaining the advantage of an early move: experience as an asset

5.3.1 A competence based view of the firm

To explain the advantage of early movers in international trade in private label clothing,
a competence-based view of firms is needed (Hodgson, 1998, Hodgson, 1999). This view
has been developed largely by the evolutionary approach of Nelson and Winter. Firms
focused less on profit-maximization, and more on adapting quickly to an ever-changing
environment will survive. Firm efficiency becomes less important than adaptive
capacities and learning capabilities. In the competence-based approach, a firm is viewed
as a knowledge processor and a place where knowledge is created, selected, and utilized
(Amin and Cohendet, 2000). This makes cognitive mechanisms within the firm

important, as well as routines in which tacit knowledge (as described by Polanyi (1967)

119



Global trade and the Dutch hub

plays an important role. To understand the advantage of early movers in the
international trade of private label clothing, we have to look at the cognitive mechanisms
within firms and the routines created by experience. As we will see in this section, these
are crucial to any private label firm; therefore, more experienced companies and
individuals have an advantage vis-a-vis less experienced competitors.

The asset of tacit knowledge is usually not restricted to an individual but
rather, is collective as Lam (Lam, 2000) shows in her typology of knowledge. She
distinguishes between embodied tacit knowledge, which is part of the individual, and
embedded tacit knowledge, which is part of collective tacit knowledge embedded in the
firm or the firm’s community of practice (2000). This community includes more than just
firm employees. Customers and service providers within the value chain can also be part
of the community of practice (Brown and Duguid, 1991, p. 49). In addition, spatial
proximity is less important than institutional proximity for sharing tacit knowledge
(Gertler, 2003, P. 91). Both forms of tacit knowledge are very important in the clothing
value chain. Since knowledge-based resources are socially complex and embedded, they
are difficult to imitate and can create long-term sustainable competitive advantages as
long as a firm is able to use this tacit knowledge for identifying new business
opportunities and creating and exploiting new knowledge to adapt to changing
environments (Alavi and Leidner, 2001, p. 108, Carlsson & Eliasson 1994 cited in
Malecki, 2000, p. 107). This is certainly the case in the clothing trade, where tacit
knowledge gained through a method of learning-by-doing, plays an essential role.

To trade successfully within the Market World the following competences are
important: (1) adding flexibility and certainty to the value chain for assortment and
response times; (2) bridging cultural, knowledge, and physical barriers between
production markets and retail markets; (3) bridging gaps between the ideas of haute
couture and the retail market serving more standard consumers. All lead to reductions
in uncertainty, and thus lower risks and costs in the value chain. To include these
competences in the value chain, different modes of governance are possible; all
competences can be integrated into one firm, but firms can also outsource part of these
competences. Companies can gain experience organizing specific types of the value
chain, becoming successful in these specialized chains. Different types of organizations
can exist at the same time, for the same kind of product and market (Hodgson, 1999).
This is why we can see chains with private label firms alongside chains with retailers
that have internally integrated the work of these private label firms. I will now focus
more fully on the competences of Dutch private label suppliers in the clothing sector. I
will describe the organization and governance of these competences and will discuss
how they are attached to the Netherlands. As we will see, many of these competences

are related to embodied and embedded forms of tacit knowledge.
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5.3.2 Experience in facilitating flexibility and certainty in delivery

Flexibility and punctuality is essential in the Market World of clothing, especially since
the frequency of multiple fashion collections per year has increased. A delay of only one
week can easily result in missing a sales peak. When an item is sold quickly, it is
important that a repeat order can be fulfilled. This is not as easy as it sounds since it can
take more than a year to go from initial design ideas to final delivery to a retailer. Even
the production of an already available model can easily take six weeks to deliver.
Therefore it’s important to place the right orders long before the retail season starts.
Many retailers try to do that without the help of an intermediary, but in many cases the
use of private label suppliers seems to be necessary to supplement collections and
increase the flexibility of the supply chain. In cheaper clothing markets particularly, this

is done to be able to use off-season production capacities to lower prices.

“In principle we create our own collection without the help of private labels.
We do this in November for the winter season of a year later. However, only
by January and February the fairs and shows for that winter season take place.
That’s too late for us to react for the next season. So what we do is already talk
to private labels in November to see what they have to offer. Then, in January
and February at these fairs, when we find out we missed something important,
we contact the private labels again to supplement the collection because our
organization isn’t able to develop and produce fashion articles in that short a
term.” (PC 35)

The flexibility that large retailers ask from private labels places great risks on their

shoulders.

“In fashion margins are very low, and risks are large. Retailers like C&A and
V&D [two large Dutch clothing retailers, m.l.] [...], cancel orders easily.
Then you're in trouble as a supplier because you are left over with a lot of
fabric that you've already purchased and cannot sell anymore. That means big
losses.” (PC 21)

To solve the problems described above it is important for private labels to know markets
well: to know what prices are reasonable, to know what you can expect from your trade

partners and to get the best deal possible.

“We know how fast we can deliver. We also know what our subcontractors

can do or should be able to do, so they cannot fool us. If someone tells us that
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coloring takes one and a half weeks, then we will say: “That’s nonsense, that
must be possible in one day.” (PC 9)

This only represents the production side. To be able to flexibly react to fashion cycles it is
also important to understand the demand side: what does demand expect and how can
you offer what they want? The ability to combine both to flexibly come to a solution is

what is important here.

“When linen is the fashion, every retailer wants to have linen trousers. But a
hundred percent linen trouser is often too expensive, so we may then propose
to use a mixed fabric of cotton and linen. Often they are not happy because
this mix doesn’t look like linen. It is my job to find a solution in situations
like that: how to make something fashionable and cheap at the same time.
Maybe the fabric can be made differently, maybe it can be made more raw so
that the fabric comes closer to a linen-look, although it is not hundred percent
linen.”(PC 14)

What is also important here is trust in the ability of the private label company
to solve problems arising in the supply chain to ensure no delays in delivery will occur.
Trust can be created through good reputation and deep knowledge of the situation
abroad enabling a supplier to solve problems. Only by experience, can people in the
business get a feeling for what a reasonable price is and the rules of business in different
countries: what does it mean if someone says ‘yes” in a country? How can you be sure
that your trade partner will deliver what you have agreed upon? How well-protected

are you by legal structures in a particular country?

“Agents know that doing business with a Chinese supplier isn’t quite the
same as doing business here in Europe. One needs deep relationships when
handling delays, by for example finding other means when problems arise by
sending a clothing lot by air instead of by container ship. If you have a good
relationship with a producer, he will pay a part of the extra costs of sending
the lot by air. But if you're new in the business or you don’t order big
volumes all the time, you will have to pay these extra costs yourself, making
production organization a costly and sobering affair [as a retailer m.L.].” (PC
14)

This citation also shows that, besides good personal relations, a large volume of orders
creates flexibility and reliability. Being a large player gives you a good position vis-a-vis

other customers. If you are small, you are often last in line with the chance of a larger
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customer getting your part of production capacity. This is why some players take a share
in production: put simply it ensures their production needs are met. This also explains
why it's advantageous for independent retailers to combine their demand in purchase
organizations. Since private labels combine orders of many retailers and brands, their
orders are often much larger than those of individual brands and retailers. This lowers
their risks and gives them an advantage over these companies. It is no surprise that
concentration continues to take place in the clothing sector. One interviewee puts it as
follows: “You have to be a big guy if you want to survive.” (PC 14)

The need for large volumes means that, in a way, clothing production is about
mass production. But at the same time it is also diversified and flexible. In the typology
of Hollingsworth and Boyer (1997) this would be diversified (flexible) mass production,
including competition by price and quality as Lane (2008) shows. Whereas German firms
often have product strategies of diversified quality for mass production, American firms
often opt for a strategy of flexible mass production in basic fashion. But in every chain
some mass is necessary for survival, meaning small- scale flexible specialization is
usually not an option. As I will show later on, the institutional structure — the industrial
structure of clothing production and retail, labour market developments, and the
structure of clothing demand - in which Dutch clothing firms have developed has been
very favourable for the early development of firms with a strategy of diversified
(flexible) mass production.

To conclude, in order to increase flexibility and speed in the value chain
without reducing reliability, in-depth knowledge of production options abroad and
good network and supplier relationships are essential. This is why the governance of
transactions between private labels, their producers, and service providers are relational:
great trust and mutual understanding is involved. Logistics facilities can be important as
well for flexible and reliable delivery of goods, but they were seldom mentioned by the
private labels interviewed for this research. However, when discussed, the Netherlands
was generally cited as an attractive location for a flexible and reliable delivery due to
efficient customs (PC 14, PC 29), reliable logistic service providers (PC 34), and the
proximity of the Netherlands to large customer markets (PC 33).

5.3.3 Bridging the gap between production and demand: connecting different

communities of practice

Translating tacit knowledge and transfer of technical knowledge through communities
of practice or interpretative communities

The distance between a clothing design and its punctual production and distribution to
the shop floor is a long one, with many complex jobs along the way. The translation of

designs into patterns that can be used by manufacturers for precise specifications in
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production (which thread should be used for stitching, what strain should it have, what
stitch should be used etc.) is a very complex job needing a lot of personal contact and
supervision. This has to do with the difficulty of codification of transactions in the

production of clothing, as Charlie Hilm, an apparel maker explains:

“Many of the words and verbal expressions commonly used in the apparel
product development process cannot be clearly translated between languages,

”

or are “vaguely translatable.” Verbal interpretations of design concepts and
direction (i.e., lighter, looser, etc.) can be especially subjective, and difficult to
communicate between design and production personnel.” (DesMarteau,

2000)

Lane and Probert (2006) also report the long time (five years) it takes for suppliers in
overseas production areas to understand the wishes of western markets.

Between private labels and their customers, lots of information has to be
discussed. Samples, pieces of clothing, and mood boards are all part of the discussion
before production can take place. Once a sample model is made, it is clear to the brand
or retailer what product will be delivered. When it is clear to the private label supplier
what piece of clothing is demanded, they must ensure the manufacturer also knows.

This is a labor intensive task for which frequent personal contact is needed.

“Besides the people of our Far East office that inspect quality, our purchasers

frequently go there, when all documents are made, to go through these
documents with the manufacturers and make sure that everything is well
understood. And after that, they go there to see if everything that was
discussed, is implemented in production.” (PC 32, brand)

We see close control of suppliers by Dutch companies. There is even a development that
designers themselves are talking directly to manufacturers and making visits to the
plants for that. As a teacher of supply chain management of the Amsterdam Fashion
Institute explained to me (Avond aan de Amstel 22-11-2007).

“A purchaser that comes to a production plant cannot ask for specific skills the
way a designer can. In fact, a manufacturer can only explain to a purchaser
what he can do in general with his equipment, and when that seems to be
enough, a purchaser may choose to work with him. But a designer, he comes
with a sample piece to the producer to show what he wishes the piece of
clothing to look like. He shows how he wants to have it stitched and asks the
production unit if they are able to do it exactly that way. That’s much more

direct.”
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Also, when it comes to technology there is much supervision and aid by private label
firms. Production plants, for example, have to be able to work with computer aided
design (CAD) and computer aided manufacturing (CAM). This means that they have to
be able to use the computerized designs made in the Netherlands in their computer
programs that steer manufacturing. To make production facilities dedicated in this way,
investments in equipment and long-term relationships are often needed. Long-term
relationships not only enable investments in equipment, but also enable producers to
learn how to work with technology and to implement working procedures following a
private label supplier’s wishes. The capabilities in the supply base are clearly low in
cases of technological transfer. At the same time technological transfer and transfer of
working procedures by the private label supplier enables them to trust suppliers
through quality checks and capabilities of their producers.

In the model of Gereffi et al. (2005), the difficulty of codification of transactions
will result in relational, captive, or hierarchical governance. In the case of fashion and
clothing, relations come close to the latter two since capabilities to understand designs at
the supply side are often limited: they need the help of the private label suppliers to
make clothing correctly. Private label producers often visit their suppliers to go through
the production, samples are sent back and forth, and final products are often inspected
at both the production plant and in the Netherlands. All the input on designs comes

from the private label supplier. Producers are obligated to follow these ideas.

Creating communities of practice

It is no surprise that we see so much interaction and supervision between private label
supplier and producer when we view the tasks of the private label supplier through the
lens of literature on knowledge and learning. The work of the private label firm in the
value chain can than be understood as creating and connecting specific interpretative
communities or communities of practice. This concept refers to a community or group of
people that share an understanding of how to interpret knowledge and use it in practice
(Duguid, 2005). The knowledge of a community of practice is tacit in type and resides
not in the individual, but collectively as part of an organization (Lam, 2000). Within the
relation with producers private label suppliers invest in the capability of producers to
make the right interpretation of codified knowledge in order to produce clothing to
specification and design. In this sense the embedded knowledge in these communities of
practice is mostly technical. In the taxonomy of knowledge of Alavi and Leidner (2001),
it is about knowing how to interpret and use designs. As ‘knowledge runs on rails laid by
practice’ (Seely Brown and Duguid, 2001), private labels invest in a common language
and practice with their suppliers to enable or ease future information exchange in the
form of designs and samples. This is why private label suppliers try to develop good

relationships with manufacturers. Private label companies cherish the investment they
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make in the capabilities of manufacturers to understand each other and the whishes of

the Western market.

“When I started, of course I had to invest in finding good manufacturers. I
went to different plants. Now I benefit from that investment. I only have to go
to China two or three times a year now. I do not agree to any proposals
including new manufacturers. I keep the manufacturers I work with.” (PC
11)

In this relation private label suppliers, to a certain extent, become dependent on the

producers they have invested in.

“In a way, you are dependent on each other. And it takes time before you can
move to another company. Above that, we like to be able to fill entire plants,
to get the best deals.” (PC 8)

The interdependence created makes the relation between a private label supplier and

manufacturer also a kind of a hate and love affair, as Michiel Scheffer explains:

“Most companies have one to three preferential suppliers but apart from that a
large amount of smaller ones. That way, they can handle price pressure. But at
the same time, the relations are often long-term. There is a large gap between
the words you hear from subcontractors and the real behavior you see. You
often hear suppliers complaining, saying they are being squeezed out, but at

the same time they want to keep that order.”

Just like in the UK and Germany (Lane and Probert, 2004, Lane and Probert, 2006),
generally speaking, Dutch private label suppliers report long-term relationships with
their customers. However, the more they face a cutthroat market, the looser relations
with suppliers become (Lane and Probert, 2006). The governance of transactions then
comes closer to market governance as described in the Gereffi (2005) typology. Of
course, this kind of governance is only possible when the demanded piece of clothing is
easy to produce and there is no tacit knowledge involved in the transaction that can only
be properly interpreted by a very specific community of practice. Furthermore, the fact
that private label suppliers prefer long lasting relationships with producers does not
mean that they only work with one producer. Private label suppliers need to be able to
react to new fashion trends. If a more classically Indian look is the fashion, a supplier is
required that is able to work with the techniques and fabrics needed for that look.
Therefore, private label suppliers might work with a range of producers, each with

different capabilities, depending on the skills required for a specific fashion trend.
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Bringing quality at the right level

Quality is a problem to many retailers and manufacturers: how do you make sure you
get your products at the right quality? What do you do if you are not happy with the
quality delivered? Private label companies almost always organize quality control, both
in the production unit where the producer is responsible for the control, and in the
Netherlands. This way they can supervise quality and on-time delivery, which are part
of the risks and hassles their customers like to avoid. It also becomes understandable
why private label suppliers generally first import clothing to the Netherlands before
they export it to their customers abroad. Of course this also has to do with the fact that
often they have many Dutch customers anyway.

Part of the final control can be outsourced to logistics service providers who
have begun assuming greater resposibility over inspection and warehouse functions, as
mentioned by one of the interviewees (PC 12). However, the inspections that logistics
service providers are willing to perform are limited since inspection assumes a

guarantee on quality these providers are often reluctant or not willing to give.

“Quality of packaging, documentation, quality checks we do on clothing are
all at a basic level. We do not specialize in things like fabric quality. We do
more basic checks, well-described specifications of our customers: it should be
a button-down shirt, two buttons on the cuff, double stitched. We do these
kinds of easy checks. (...) We have logistical knowledge, and although we do
know a lot about fabrics, we do not want to become a specialist. There are
risks related to that, since then we will be held responsible for the quality of
the clothing we checked.” (PC 34)

This citation shows that when it comes to quality, risks are great and it is the private
label companies that are willing to take these risks. They can do so because they have
invested in their relationship with producers. This is the main capital of their company:
knowing where to go, how to order and supervise, and what to expect.

A final role of private label companies is the true middleman, able to overcome trade
barriers such as the need for international banking and money transfers, the need to
transact under unknown legal procedures and safeguards, or language barriers. Because
the middleman is familiar with operating in both markets, he can bridge the gap

between the two and enable a transaction, as an importer from China explains:
“When a product is finished, it can be delivered directly from the factory [in

China, m.1.] to our customer [in Europe, m.L]. This implies that a customer

has to do a transaction in China. Not every customer wants to do that. Lower-
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volume customers particularly prefer getting deliveries from the Netherlands.
Distribution then takes place through our [Dutch m.1.] company.” (PC 17)

To bridge the gap between supply and demand it is important to minimize risk
and surprises regarding price and terms of delivery. This is virtually essential when
doing business overseas. Organizational capacities, e.g. handling of delays in
production, logistics regarding fabric supplies, and quality control are all needed to
diminish risks like missing sales opportunity and can only be obtained by experience.
Scouting overseas markets for fabric and producers is quite specialized and risky: if
orders are delivered too late purchase peaks can be missed. Fabrics can also appear very
different once delivered with unexpected traits like faded colors (Sanders, 2002, p.84 &
PC 12). When brands or retailers organize production, problems with producers are their
full responsibility. This is not the case when a private label supplier organizes
production. Generally speaking, private label suppliers have the impression that
retailers and brands are far less embedded in overseas trade networks and therefore
cannot solve problems like they can. The deep understanding and long-lasting relations
of private label suppliers with producers are an advantage they try to maintain over
brands and retailers as long as these organizations do not generate as much demand as
they do.

In conclusion, strong relations in which mutual understandings or conventions
have been developed are needed to translate designs and patterns into desired clothing.
These conventions and mutual understandings must particularly be developed in the
relationship between private label and producer. In the relationship between private
label and retailer or manufacturer these conventions are above all, part of a shared
cultural and educational background. It minimizes the problem of understanding each
other, although of course, companies do have their own specific design autographs.
Their relationship can be described as modular. Therefore in the translation from design
to pattern and ready made clothing, it is the private label supplier who becomes strongly
attached to specific producers, more so than retailers or brands getting attached to

specific private label suppliers.

5.3.4 Translation of ‘high fashion’ to ‘my mom’s fashion’: the role of interpretative

communities

To be able to play a role in the creation and completion of collections, private labels have
to be good designers with an eye for fashion. This comes to the fore when interviewees

mention the important qualities of their firms.
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“You have to make sure that you make good selling models. That is the first
thing a purchaser will ask you: what do you make, and what sells?|[...] It is
impossible to see everything as a retailer. They use private label suppliers to

make sure they do not miss anything.” (PC 8)

“A private label has to be experienced at the same level as a brand. We have
been a brand, so we can give a retailer the knowledge needed to create a
private label collection.” (PC 33)

If a design or image does not stand out, it will be difficult to be successful abroad, as the
stories of G-star and Mexx in the US have shown. Although G-Star was able to create a
clear image, finding a market for their clothing, Mexx was not. Successful in the
Netherlands, Mexx was unable to attract people in the US because of its unclear market
position: Mexx clothes were seen as too ordinary and too expensive at the same time
(Staps, 2007, Nieuwenhuijsen, 2007b, Nieuwenhuijsen, 2007a).

Private labels then, have to understand the wishes of clients and to ‘read’ the
market, translating “high fashion” into “‘my mom’s fashion’. Private label firms have to be
able to synthesize knowledge from fashion shows, shopping trips to aforementioned
major fashion capitals, or from glossies and trend books of specialized offices for the
styling of new collections. These sources emerged in not only literature on the industry
(Portes, 2006), but also interviews conducted for this research. They also have to be able
to use knowledge gained from their customers. Since private label suppliers work with
many different retailers and brands at the same time, this gives them a good view of

market developments.

“You have to see it like this: we have clients of [high segment brand m.L.] in
our assortment as well as [low budget retailer m.l.] as a customer. Therefore,
our view is much broader than that of our customers. We know what is
happening somewhere else [in other market segments m.l.]. We take that
knowledge to our customers. Sometimes customers are too focused on their
own brand.” (PC9)

Although the knowledge described above seems to be ubiquitous, as it can be picked up
from glossies available worldwide, MTV, and trips to fashionable cities, it is definitely
not ready to use for everyone and for every market. The successful interpretation of this
ubiquitous knowledge demands a lot of tacit knowledge. Lam (2000) has made a
distinction between tacit knowledge that resides at the level of the individual (embodied
knowledge) and tacit knowledge that is shared among members of an organization

(embedded knowledge). We can see tacit knowledge required to translate high fashion
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into more popular fashion as a combination of both types of knowledge. On the one
hand knowledge an individual has, enables him to engage in a task and solve problems.
On the other hand, tacit knowledge in fashion also seems to be largely collective where
‘the accumulated knowledge of the organization stored in its rules, procedures, routine and shared
norms guide the problem-solving activities and patterns of interaction among its members” (Lam,
2000, p.491). In the case of fashion, we can understand the tastes and implicit rules of
how men and women should be clothed as embedded knowledge: knowledge that is of a
tacit nature and can only be read by members of the same organization, in this case, the
prospective clothing market. In contrast to the more technical tacit knowledge in the
community of practice of producers and private label companies, the community of
practice at stake here shares a more cognitive kind of tacit knowledge involving mental
models where interpretations of cause and effect are made (see Alavi and Leidner, 2001
for a discussion of knowledge taxonomies). It is about the interpretation of knowledge in
glossies, fashion shows, and trend books. This knowledge is widely available but is
useful only to those who are part of a specific interpretative community (Duguid, 2005).
Interpretive communities share tacit knowledge on how to interpret high fashion for a
specific market. This tacit knowledge is generally not learned through formal education,
but through practice by engaging fully in a task, job or profession (Brown and Duguid,
2001, p. 203). Within this community the knowledge might be leaky, that is, easily
transferable. However, for those who are not part of that community the interpretative
knowledge might seem very sticky to specific persons and organizations (Brown and
Duguid, 2001).

With this view on knowledge involved in designing, we can interpret the assets
of professionals working for private label firms as follows: an ability to combine two
types of tacit knowledge. Professionals within private label companies and fashion
companies as a whole combine an understanding of the interpretative community of a
specific fashion market segment, with personal or embodied tacit knowledge of how to
produce a design by proposing viable solutions within the constraints of time, money,
and supplier capability.

The existence of specific communities of practice or interpretative communities
might explain why it is very difficult for manufacturers, who also work for many
different firms, to have the same business as private label firms, creating complete and
fashionable collections. To expound on this, since the manufacturing of clothing is
generally specialized to fabric (woven fabrics, knitted, denim) manufacturers are only
part of that specific community of practice. Private label suppliers more often try to
combine these specializations. Furthermore, making clothing that fits well is a
specialized job that can be difficult for manufacturers operating far from consumer
markets. Sizes and fits differ from country to country and need to be adapted to the

changes that take place in populations. This is all embedded knowledge on markets.
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People outside specific geographic markets for ordinary clothing miss access to this

embedded knowledge of the specific markets as a private label supplier explains:

“Fit is very specific from place to place. It is a specialism. You have to keep in
touch with the fit of the market: do women become taller or smaller, what do
they like? You need to know the market for that, and you need to be able to
talk about fit and colors with people in the market. Therefore we have a staff
that speaks Bulgarian, Italian, French, German, and English.” (PC 7)

In short: knowledge on fits and tastes and on how to use this knowledge in designs is
part of a market-specific community of practice which is more difficult to be part of
further away from that market. Due to this, some private label companies restrict their
markets to only one part of Europe, where sizes and tastes are more or less the same (e.g.
Northern Europe or Southern Europe). For manufacturers abroad who are not educated
and socialized within these regionalized western communities of practice, it is difficult
to translate knowledge into know-how. To be able to do this experience is needed within
a specific community of practice which, in the case of clothing, often only covers one or a

few countries since distinctive national style and sizing still survive (Lane, 2008).

5.3.5 Knowledge monopoly

In short, private label firms need to have a kind of knowledge and relational advantage
over retailers, brands, and producers to be able to add flexibility and certainty to the
value chain in terms of assortment and response time. Furthermore they need to be able
to bridge cultural, knowledge, and physical barriers between production and the retail
market, and to bridge gaps between the Intellectual and Market Worlds of clothing.
Their strength is based on their combination of these capabilities. Without this, brands
and retailers would just as easily do this outsourcing directly without help from an

intermediate company. As one interviewee puts it:

“We know the road to production and the road to the customer, and we know
it better than our customers know the road to production and better than our

producers know the way to our customers” (PC 15)

Knowing the best way and location to produce and being more flexible in the process is
what makes private label companies attractive to brands and retailers. Private label
companies assume a lot of the risks and administrative responsibilities, devolving them

from brands and retailers.
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This makes the position of the private retailer difficult. They coordinate
production abroad while feeling the pressure of retailers and brands that use them to
avoid risks and hassles inherent with organizing production abroad. At the same time
retailers must depend on private label suppliers if they want to ensure they do not miss
any major fashion trends. Private labels can strengthen their market position by adding
more flexibility in the chain. They can only deliver this flexibility when they have good
relations with producers and logistic service providers that enable them to be flexible.
The more differentiated and flexible the demand, the more private label suppliers will be
used. On the other hand, the lower trade barriers are, the more their position might
come under pressure, as this would make it easier for brands and retailers to organize
the outsourcing without help. Trade barriers might become lower when producers
become technologically more advanced and improve their language, cultural, and

management skills.

5.4 Other sources of knowledge or advantage

The last paragraph has shown how important experience and learning by doing are to
operate in the clothing trade. However, we should not exclude the possibility that other
assets of Dutch private label firms play a role as well, such as local and national
institutions and legislation. With respect to the latter, the trade openness of the
Netherlands has already been shown as one of the explanations for the early move into
foreign production by Dutch firms. Industry associations and schooling may have been

important as well.

5.4.1 Industry organizations

Private label firms often mention industry associations as sources of business
information. These associations operate nation-wide and are joined by companies from
all over the country. Besides the industry association Modint (fashion, clothing, fabrics)
the NVKT (Dutch association of importers of textiles and clothing), the VIVO
(association of importers from the Far-East), and the Chambers of Commerce are
important for knowledge dissemination. These associations are used to stay abreast on
industry buzz and on issues relevant to the industry like quotas, international trade
issues, and legal developments. Industry associations are also important in delivering
market information like the trustworthiness of clients and basic knowledge of market
sizes. Besides a lot of free information, industry organizations often also deliver
specialized, fee-based consultancy services for their members. These industry

organizations do not appear to be much more developed than in other European
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countries. I did not find any indication during my research that these institutes explain

the dominant role the Netherlands plays in private label production.

5.4.2 Education

Although relations and experience are essential for bridging the gap between supply and
demand, most personnel in the clothing business have had vocational training at one of
the specialized fashion or art schools in the Netherlands. This came up during my
interviews as an important educational basis, and most people working in the business
have been trained at one of the specialized fashion schools in the Netherlands. Over
time, education for the fashion and clothing industry has mirrored the industry itself. It
has gone from teaching mainly technical skills for producing actual clothing, to
knowledge on the industry in general (Kornaat, 1992, p. 58-62) and now towards
management and marketing skills (see Table 5.6). Although in the current curricula
fashion design still gets the most attention, it reflects other knowledge needs of suppliers
and brands as well: fashion management, concept development, marketing, and
promotion. There is also a great deal of attention paid to the analysis of sales and
purchasing data in order to become a good intermediary and international purchaser.

The situation in the Netherlands seems to be comparable to that in Germany,
where there is much more knowledge in clothing companies than in the UK. British
designers are said to lack technical and commercial knowledge (Lane and Probert, 2006)
whereas it is clear this commercial knowledge is something very present in Dutch
fashion schools. Technical knowledge, on the other hand, is something that is also
difficult to find in the Netherlands in the opinion of some companies but isn’t seen as
most critical: more important is knowledge of fashion, trends, production organization
and management, and logistics.

This research suggests that most of the knowledge for design and international
operation that is present in companies is obtained on a daily basis by employees when
they travel to cities and visit trade fairs for fabric, accessories and export products or
when they synthesize knowledge from glossies and television. Entrepreneurs get a lot of
basic knowledge to run their operations from their professional experience and personal
network, which is certainly not limited to the Netherlands. Although part of the
entrepreneurial spirit may be developed already during their education where attention
is paid to the management side of the clothing sector, learning by doing is usually most

important for a successful career in the sector.
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Table 5.6: An overview of education in the clothing sector in the Netherlands

Town Institute Curriculum
Amsterdam Amsterdam Fashion Institute - Concepts and brands
- Design and styling

- Fashion management
Gerrit Rietveld academie - Fashion design

Artemis - Styling
- Fashion design

Arnhem Fashion Institute Arnhem - Fashion design (post-graduate)
Artez - Fashion design
Breda/Den St Joost - Artacademy (general)
Bosch
Den Haag KABK - Concept development fashion
Doorn TMO, Higher vocational - Fashion
training for fashion - Finance
management - Marketing and research
- Communication
- Product and branch knowledge
- Languages
- Management
Maastricht Artemis - Styling

- Fashion design

Academie beeldende kunsten - Fashion design
Maastricht

Rotterdam Academie beeldende kunst - Fashion design
Willem de Kooning

Utrecht HKU - Fashion design

- Promotion and publicity

Source: Roso (2005) and own survey of websites of these educational institutes for the academic
year 2006-2007

5.5 The role of place in competitive strength

5.5.1 Concentration in Amsterdam, Rotterdam, Brabant, and the East

The current location of firms in the clothing industry in the Netherlands reflects the

historical developments in the industry. Clothing trade and trade intermediation has
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succeded production in cities like Rotterdam and Amsterdam and regions like North
Brabant. Maps 5.2 to 5.4 show that Amsterdam is still the centre for Dutch wholesale
trade, with many intermediaries, wholesalers, and private-label companies32.

The location and concentration of clothing firms around Amsterdam and
Rotterdam, in Brabant and in the East of the country also reflects the need for clothing
firms to be located within reach of production and consumption markets. In my
research, the good accessibility to and of Schiphol was frequently mentioned as a
favourable condition by nearby companies. Schiphol is practical for shopping trips, visits
to production locations and for foreign clients visiting the Netherlands on business.
Good accessibility is even more frequently mentioned as important when a company has
a showroom that clients visit. The regions around Utrecht, Amsterdam, and Rotterdam,
as well as the south of the country (regions prominently featured on Maps 5.2, 5.3, and

5.4) are mentioned as most favorable for this.

“We've chosen Amsterdam because it’s the center of textiles in the
Netherlands and most of our customers come from Amsterdam. V&D is
located in Amsterdam, and C&A has been located here. Plus you have the
apparel center in Amsterdam.” (PC 8)

“A central location in the Netherlands is important to us, and a location close
to where the founder of this company lives. But a central location is important
since our customers come to our office. Nevertheless, foreign customers do not

come here, we visit them.” (PC 6)

“Our location had to be in the Randstad, because that makes short lines for
samples, packages, and post. And above that, it makes customers at the
national and international level easy to reach. We do not have to be easily

accessible for our customers, since we mostly visit them.” (PC 15)

32 The concentration of traders in and around Amsterdam is also related to the existence of the World Fashion
Centre there. However, most of the companies in the World Fashion Centre (importers, wholesalers,
distributors, and agents of foreign brands) serve the Dutch retail market only. This explains why the website
of the World Fashion Centre Amsterdam (www.worldfashioncentre.nl, accessed 22-01-2009) is only available
in Dutch. Interviewees explained that the international trade function of the World Fashion Centre is restricted
to some wholesalers of Eastern European countries and Iceland where a facility like the World Fashion Centre
Amsterdam does not exist. For them, the World Fashion Centre Amsterdam is easy to reach, since it is located
near Schiphol airport. Also some Dutch traders are said to do purchases here for UK retailers and traders.
However, all of these trade transactions do not necessarily result in re-export flows of goods through the
Netherlands before they enter these foreign countries: the World Fashion Centre Amsterdam might only be
used to view and choose collections and arrange deals with representatives of companies that physically
organize their distribution otherwise.
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Map 5.2: Trade intermediation companies in clothing (SBI-code 5116) by corop-region! in the
Netherlands in 2008
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Source: map created with data from StatLine (Statistics Netherlands, www.cbs.nl)

" The Netherlands is divided in forty corop-regions. These regions have been created by the Coordinatie
Commissie Regionale Onderzoeksprogrammering (Coordination committee for regional research). The
division of the Netherlands in forty crorop-regions is frequently used in economic research in the Netherlands.
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Map 5.3: Wholesale trade companies in outer clothing (SBI-code 51421) by corop-region in the
Netherlands in 2008
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Map 5.4 : The location of private label companies in the Netherlands by corop-region in 2006
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In the end, the importance of location to reach markets should not be overestimated, as
one interviewee of a company located outside the Randstad in a small town in Brabant

explains:

“Maybe our location is a bit difficult to find staff, but it is a very good place to
welcome customers and to go out to visit them. Some people travel to China
for one piece of clothing. This market is so international. People then certainly

also are willing to come to Uden for their clothing.” (PC 9)
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5.5.2 The unimportance of input-output relations

This concentration of clothing trade and trade intermediation, especially around
Amsterdam, might also indicate that the clothing trade functions as a cluster of input-
output relations and/or local knowledge exchange for the communities of practice
described above. Also the role of Amsterdam as the cultural centre of the Netherlands
might play a role. However, this hasn’t been verified by the research.

Although respondents sometimes say they have chosen a location around
Amsterdam because it is “the centre of the industry’ when asked more about what that
means to the firm, it becomes clear that most firms in fact operate like isles without
many local input-output relations. Although the communities of practice in clothing
trade are in a way restricted to specific market areas, in the case of private label firms
they are not geographically-bounded through a specific place by locally-bound processes
of knowledge development or input-output relations. Local relations to specialized
service providers like sample makers, trend bureaus, reconditioning firms, logistic
service providers, or legal services were almost never reported by private label firms in
the research. Service providers were more often found within a non-local professional

network and much contact takes place via e-mail, phone or fax.

“Depending on the problem, I use external services. They can come from
anywhere. Why my legal advisor is located in Alkmaar [at a distance of fifty
kilometres, m.1.]? I really don’t know. It has developed in this way. We started
working with him and he’s doing fine.” (PC 7)

Furthermore, the non-existence of strong local, cluster-like input-output relations is
illustrated by the cry for more connectivity in the sector during one of the Modint
seminars (Avonden aan de Amstel 090205). Different entrepreneurs in the clothing sector
stated they had trouble finding the right suppliers to print fabric or to make sample
pieces. People really didn’t seem to know where to go and it could take more than half a
year to find the right person to work with. If the Dutch clothing sector would have been
a densely interconnected cluster, finding the right person would not have been such an
endeavor. Starters in the sector would easily find suppliers through a local network. This
anecdote then again indicates the importance of knowledge that is gained by experience

and passed over generations within companies.

5.5.3 Concentration through local spin-offs

The discussion above suggests that local connections do not really play a role when it

comes to competitive strength. And yet, there is clear regional concentration of private
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label firms when we look at Map 5.4. To explain this regional concentration we have to
turn back to the earlier discussed processes of knowledge dissemination and learning by
doing. At the level of the company, the experience of employees and entrepreneurs
becomes passed on to next generations. Although frequent job hopping doesn’t seem to
take place — many interviewees report that their staff has worked for them for quite
some time (more than 10 years is no exception (PC 6, PC 7, PC 14, PC 32, PC 33)),
experience in different companies or at different parts of a larger company seems to be
necessary before someone enters a better-paid function where he or she stays for a
longer period or is able to start a new company. Founders of companies often have had
previous experience as purchasers for another company (PC 8, PC 9, PC 11, and PC 19).
Previous working experience as a success factor has also been reported for fashion
designers in the Netherlands (Wenting et al., 2006). When new generations start new
companies they tend to locate near their place of living. Since this place is often near the
former employer, this can explain why private label companies are not dispersed all

over the country.

“Our location in the Netherlands has been chosen close to where the manager
lives. Apart from that, it really doesn’t matter were we locate. At the micro
level the location has to be accessible of course, but we do not need room for a
large warehouse since what comes in is picked up as quickly as possible by the
buyer. We do not keep stock.” (PC 17)

The network of international production continues to have a Dutch anchor point. This
seems to be confirmed by the location pattern of private label and other clothing
companies on Maps 5.2 to 5.3. They are mainly located around the old centers of the
fashion and clothing industry: the cities of Amsterdam and Rotterdam, the industrial
areas of the east and south of the country and around the Fashion School of Arnhem.
Also the work of Wenting (2008) points in this direction. Wenting (2008, pp. 134-135) has
shown that mechanisms of routine replication in the fashion design industry have a
geographic dimension that favors clustering since spin-offs tend to locate near their
parents, labor mobility is localized, and the formation of cooperation networks is
influenced by spatial proximity to peers. As we have seen in this chapter the latter factor
doesn’t seem to have great importance for the more trade-related functions in the value
chain. The former two mechanisms, however, seem to be very relevant in explaining the

location of many companies included in this research.

140



Chapter 5: Clothing trade

5.6 Explaining the role of the Netherlands in the international private- label clothing
trade and distribution

As we have seen the role of the Netherlands in the international trade of clothing, in the
case of private labels, is one that adds flexibility, speed, and certainty to the value chain.
As expected, private label companies have the responsibility for the coordination of
parts of the chain, namely, those parts connected to production. Private-label companies
use relational or captive mode of governance towards producers. This means vis-a-vis
the theory of Gereffi et al. (2005) that there is power asymmetry and strong coordination
of the transaction by the private label company. However, in their relations with brands
and retail, private labels have less power. This relationship is modular since demand can
depend on capabilities at the private-label suppliers. Because of the higher capabilities of
private-label suppliers, it is easier for retailers and brands to use a different private-label
supplier than for private-label suppliers to switch to a new producer. A long-term,
stable, and strong relation with producers and well-developed work routines are the
most important assets for private-label firms, enabling them to take risks and organize
production in a way retailers and brands do not wish or are unable to do.

Private labels use a lot of non-territorialized knowledge to fulfill demands from
retailers and brands. The strength and viability of private labels comes mainly from
learning by doing within their personal network with apparel, garments, and fabric
producers abroad. It is experienced knowledge, much so than even knowledge of
fashion disseminated through fairs, shows, magazines and the street. Of course private
labels need to have knowledge of fashion as well, but it does not seem to be their
primary knowledge. Left without it and only possessing superior knowledge of
production possibilities, retailers and brands would still be interested in utilizing their
services since private labels would lower transactions risks with producers in foreign
markets. Knowledge on production possibilities passing from one generation to the next
within companies results in a kind of localized knowledge. However, this knowledge is
not completely geographically bound. If an employee moves to another location and
continues working there, this knowledge can still be used and extended.

In the semi-integrated clothing production chain the role of private label
suppliers and the strength of the Netherlands should be explained as the result of a
favourable context of demand conditions (demand for mass apparel), economic
conditions (aforementioned early need for outsourcing abroad) resulting in a strong
position in international production networks, and early learning by doing. It is only in
combination that these factors can possibly create an advantage that holds into the
future.

Since processes of local knowledge development or input-output relations are

unimportant for private labels, the attachment of trade created by these firms seems to
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be very vulnerable. Changes in value chain organization, barriers to trade, or decline in
the specificity of conventions needed for transactions with production areas, can weaken
or strengthen the role of private label suppliers. For example, as we have seen in this
chapter, EU legislation, with respect to traceability of products, has made control and
supervision of the value chain much more important. This strengthens the role of private
label companies as supervisors of production. Another change in the value chain at the
demand side is the increased demand for fashionable clothing and ever shorter
circulation times of collections. It makes the ability to add flexibility and speed to the
value chain even more important than before. Different strategies are possible for
fulfilling these requirements. One strategy is to bring production closer to consumer
markets, which makes time to market shorter. This strategy has made eastern European
countries more popular as production areas. Improvement of logistic management is
another, through integration in the network that makes closer planning and supervision
of transactions possible. This is what many brands and retail organizations do when they
bypass private-label firms. It has become much easier for them to do so since, as
production areas in Asia develop and adapt to — in the vocabulary of the communities-
of-practice-literature — Western communities of practice and working routines, they
become much more accessible. Doing business directly with manufacturers abroad has
become a real option for western brands and retail organizations. The generation of
Chinese that do not speak English soon will be replaced by a younger generation of
English speaking entrepreneurs, explained a representative of a Chinese manufacturer in
the Netherlands. This will make it even easier for Europeans to trade directly with Asia
without the help of European intermediaries. Dutch private labels have already felt this
development strongly through integration of production organization by brands and
retailers. Customers have been lost, many firms have had to close down and only larger
private labels have been able to stay in the game (Scheffer and Duineveld, 2004). That
being said, private labels in business at the time of the research were quite positive about
the future since they expected many companies would use private label suppliers in the
future.

“With internet everything is out on the street, prices in any case. But now,
that’s the important point: how do you get the goods here? That’s often too
risky, but that also depends on your desired volume.” (PC 11)

Doing business abroad might have become easier in some places, but prices

often also increase as places became better known, so there are always new
places to discover and develop.
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“I work a lot with producers in a province far away in mainland China. Over
there they can make a Tenson jacket for only 7.50 Euros. My clients do not
know that. They only know the prices of the Chinese coast provinces where
you would pay like 10 Euros for the same piece of clothing. So when I tell
them, I can make it for 13 Euros, and, to please, even a bit less, my clients are

very eager to place an order.” (PC 11)

Dutch companies try adapting to the situation by making even better designs, increasing
investment in foreign markets, and starting new types of clothing lines (e.g. start to do
tricot besides woven fabrics) (PC 8). Other companies start managing company wear
instead of fashion and sports (PC 21), or they start their own brand (PC 19). Operating in
high quality segments and increasing flexibility in production are also strategies for
avoiding loss of work when retailers consider integration of private label production in
their own company (PC 7, PC 33).

Italy and Spain are now in a transition from producing country to organizer of
production. Italy and Spain seem to be in a favourable position to take a lead as private
label suppliers since they have much more knowledge of clothing production and are
often seen as superior designers. In the market for highly fashionable clothing in which
design counts, this could be an advantage. However, knowledge of trading and
operating in different countries is also very important. For this, experience counts and
that is something Dutch suppliers already have and Italians and Spanish suppliers still
have to develop. Besides this, much depends on the ability of Spain and Italy to increase
flexibility of the chain regarding logistics and distribution. In Italy this is not something
that is very well developed (Doeringer and Crean 2006). On the contrary, in the
Netherlands logistics gets a lot of attention. One example is the recent research on the
possibilities of improving logistics and supply chain management in the fashion supply
chain (Huele and Huigen, 2008). Efficient distribution and logistics are also very
important to the attractiveness of the Netherlands for European distribution centres of
clothing as we will see in the last section.

Therefore, the development of trade in clothing and its attachment to specific
places is the result of multi-scalar processes of supra-national (trade) regulations,
national (trade) policies, demand conditions, developments (e.g. the 1963 wage and
subsequent outsourcing), and in-company processes of learning by doing. Until now, the
Netherlands has remained an important private label supplier through these path-
dependent processes. Changes in industry context like new production centers and
increased demand for design sophistication could create opportunities for brands and
retailers or foreign private labels to assume the role of Dutch private labels in linking

overseas production areas to European demand. Time will tell whether or not and to
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what extent these foreign competitors will be able to take advantage of these

opportunities.

5.7 European distribution centres

This chapter has mentioned the role of the Netherlands in the international private label
clothing trade. However, European distribution centres are also important Dutch

clothing re-exporters. To finish this chapter, I will now turn shortly to them.

5.7.1 Logistic services

A role as distribution centre includes more than only transhipment, storages, and re-
packaging. When clothing enters Europe from a container, it often gets reconditioned to
make the clothing ready to sell. This means that clothing is transferred from boxes to a
clothes hanger and further transported as hanging clothing. For that, European
distribution centers for clothing need the service of specialized reconditioning firms.
However, the presence of these services does not seem to be a decisive factor in the
process of location choice. When a player is big enough these services will be developed
anyway. A clear example of this is with M&S fashion, which wanted to stay in
Amsterdam where the roots of the company lie. M&S outsourced logistics to TNT-
fashion, who developed a logistics centre and reconditioning facility in Amsterdam,
though TNT-fashion already has many operations in the east near Oldenzaal. Besides
reconditioning, logistic service providers often provide inspection functions, as one of
the interviewees mentioned (PC 12). However, as has been discussed earlier, the
inspections logistic service providers are willing to provide are limited since inspection

can imply guarantees on quality they may not be willing to give.

5.7.2 Location decisions of European distribution centres

For European distribution centres, explaining their location in the Netherlands would
lead us to the “classic’ story of good accessibility to European markets and the large port

of Rotterdam, where large amounts of clothing from Asia enters Europe.

“It is well known that the Netherlands is the logistics country in Europe,”
asserts Henk Miltenburg, Director of Timberland’s EDC. “In Enschede, we
have access to outstanding infrastructure in terms of telecommunications,
airports, roadways and harbors. You name it, we have it here.”(www.nfia.nl,
accessed 25-4-2008)
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“Ireland is a good example. They have experienced enormous development.
But now that wages have increased, people have begun realizing that lower
wages are being outweighed by the poor geographical location of Ireland.”
(PC 34)

National legislation is another issue important for the location of European distribution
centres in the Netherlands. Perhaps legislation alone is not what really makes the
difference, since in many respects European legislation has been harmonized. It is often
mentioned that what really counts is the way in which customs officers work. This seems
to be especially important for logistic service providers and the location of European

distribution centers. An important issue here is how custom-friendly customs operate.

“You know, you can locate in Italy or France, or any other country, but, the
further south you go, the more difficult it becomes in terms of working. Take
Italy. The whole month of August not much work gets done. That is precisely
at the height of a season!” (PC 34)

“The Netherlands has an attractive logistic climate. Customs are very
cooperative, we have very good infrastructure with a large seaport and
airport, so, that plays a role. [...] But France? France is too bad. They have an
old-fashioned system of civil servants. Customs in France really do not help.
Lucky enough for the Netherlands Le Havre is a disaster. Paris is a disaster as
an airport.” (PC 14)

Also the efficiency of paperwork at customs plays a role.

“Look, you need good logistics facilities, but good logistics are possible
anywhere. At this point paperwork becomes most important. The moment
that my goods arrive at the port I have to organize transportation and bring
those goods to my customers. It is then important that the paperwork at the
border quickly gets settled.” (PC 17)

Besides the paperwork and efficiency of customs, tax regulation is also important.

V2

(...) the requlations that customs has in the Netherlands are very friendly
to foreign companies. Although it’s one Europe now, certain rules get
observed differently in different member states. Dutch customs observe these

regulations in a way that is not very unfavourable to transaction values and
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those sorts of things. That’s in fact the principal motive (for the location of
this firm in the Netherlands, m.1.).” (PC 29)

Lastly, when it comes to the location of European distribution centers, government
collaboration plays an important role for decisions regarding a European distribution

center of two companies, one in the Netherlands, and one in Belgium.

“In fact, the City of Amsterdam deserves our compliments; we received all the
cooperation from the authorities we needed when applying for permits and
they helped us by speeding up procedures.” (www.ez.amsterdam.nl,
accessed 22-09-2009)

“We got a lot of cooperation from the Belgian government. There was quite a
lot of unemployment at that time (10-12 years ago, m.l.), so they really
wanted us to locate there.” (PC 47)

5.7.3 Relations in the value chain and attachment to the Netherlands

Although distribution of clothing seems to be a straightforward task easily organized
through market transactions, in practice foreign brands organizing European
distribution in the Netherlands seem to have a relationship with their logistic service
provider that can best described as modular with relational tendencies: brands can shift
to new service providers, but in most cases there are long-term partnerships and
investments in relations with their customers they prefer to call partners (PC 20, PC 34).
This stands in sharp contrast to our expectations on the governance of distribution
functions in highly integrated value chains. However, trust is important in the relations
between clothing firm and logistic service providers, as a large specialized logistic

service provider in fashion in the Netherlands explains:

“In the textiles and fashion businesses personal relations are most important,
and trust as well. Recently I recieved the trust of a company I never did
business with before, I haven’t even met them face to face. I only explained
how we think we can work for them. And, well, apparently this conversation
created enough trust that they decided to give me the job. We will see. This is
not just a one-time job.” (PC 34)

“We do have agreements on price for longer or shorter periods, but we do not

work with contracts. Look, a contract, whether made after a tender or not...

you can always get rid of each other, whether you have a contract or not. So
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we prefer to just do our utmost, and a bit more. Then you keep on working
with each other, not really as provider and customer, but rather in
partnership. We may also advise our customer to work with one of our
competitors if we think that would be better for them. I know, this sounds like
an advertisement, but there is a big difference with the high-tech world. This

is an incestuous circuit.” (PC 34)

With personal relations and trust being so important in the provision of logistic services,
reputation seems to play an important role. The early outsourcing of clothing production
by Dutch clothing firms might have given the Dutch a good reputation as logistic service
provider for fashion and clothing firms and might explain why the Netherlands has
become a large clothing distributor. For example, TNT-Fashion, a large European player
in fashion logistics, is located in Oldenzaal where its predecessor was located. This
predecessor started as a logistics service provider to local firms that outsourced their
production and needed help organizing production. From this point onward the firm
developed into a European, even worldwide logistics provider for clothing firms.
Nowadays TNT-Fashion offers logistics services to many global fashion brands that have
chosen the Netherlands for the location of their European distribution centre. The early
development of fashion logistics services in the Netherlands, the strong relations
companies often have with their logistics service provider, and the general attractiveness
of the Netherlands for European distribution centres seem to be important factors
explaining the Dutch role as a European distributor of clothing. To conclude, although,
as expected, logistics facilities, physical, and juridical infrastructures are important assets
attracting fashion distribution to the Netherlands, contrary to our expectations also

relational assets seem to be of great relevance in this case.
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