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Abstract

The fashion industry has been extensively attacked in recent years due to its severe
environmental and social impact, to which large and multinational corporations have
responded and come up with new initiatives. The aim of the current research is to seek
answers to how small and medium-sized enterprises in the fashion industry having
fewer resources are able to operate responsibly on the domestic market. After analysing
three Hungarian and an Upper-Hungarian fashion industry SMEs with similar busi-
ness profiles using the qualitative in-depth interview method, the research concluded
that their strength lies mainly in their unique and sustainable products, and they con-
sider opportunities for further development through partnerships and collaborations.
The nature of the research is explorative and intends to provide a framework for a fur-
ther analysis on sustainability and responsibility.

Keywords: corporate social responsibility, responsible SMEs, fashion industry, ethical
values

Introduction

One of the leading and most complex industries, the fashion industry, has gradually
developed an economic concept and approach (Jacometti 2019), creating dramatic
concentration of demand and production. It also has a cultural, self-expressive, sym-
bolic role, nevertheless, it is important to see that fashion items and products appear
on the market as products of the economic sector, and globally speaking the textile in-
dustry is the second-largest polluter after the oil industry. There are serious social and
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environmental concerns due to the consumption of natural resources, mass production
at low-level prices, therefore there is a strong need for the companies to re-think their
strategies to operate in an ethical and environmentally friendly way (Claudio 2007).
The textile industry is a broad term covering every sub-type of textiles from fibres,
whether it is medical, technical, conventional, etc. The apparel, also known as the fash-
ion industry, involves everything that is produced for wearing or covering a human
body, embraces companies and activities such as designing, producing, and selling
clothes, accessories, and footwear products from any type of materials (Abernathy-
Weil-Volpe 2006).

The European Union is an outstanding example where the fashion industry remains
an SME- based industry and the second-largest exporter following China. It plays a
diverse role in the European Union, providing job opportunities for 3 million people,
and generating approximately 170 billion EUR yearly (European Commission, 2020).
In alignment with global trends, EU consumption is characterised by a constant in-
crease regarding the number of clothing products sold and the reduction in prices. In
2019, based on the calculations of the European Commission’s Joint Research Centre,
an EU citizen consumed an average of 26 kg of clothes (European Commission’s Joint
Research Centre, 2019), while less than half of the unused fashion items were collected
for recycling, which process is at an early stage at a global scale as well. The EU launches
several incentives to support the introduction and putting into practice of the action-
based circular economy.

The estimated number of fashion small and medium-sized enterprises on the Hun-
garian market is around 12,000 (European Commission, 2019). The average sales activ-
ity of the clothing and footwear industry is still dominated by large, international, and
multinational companies. Hungarian consumers mostly buy clothing items from fast
fashion brands that are essentially making the currently fashionable items available to
all consumers with redesigned and transformed production and sales technologies, in
an inexpensive, rapidly produced way (Euronews, 2019). The average expenditure on
fashion items in Hungary is much lower than the average of the European Union (EU-
ROSTAT, 2018). However, several initiatives were introduced to boost local fashion
brands, and according to the (Euromonitor International , 2019) , the most significant
development was in the field of online shopping.

When it comes to the social and environmental aspects of the fashion industry, its
impact is huge. The industry’s ecological footprint exceeds the level of sustainability,
pushing natural resource exploitation and land usage to its limits (Goworek 2011). Fur-
thermore, the strengthening of the global middle class gradually increases the need for
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clothing. While the volume of the produced garments was 62 million tons in 2015, it is
expected to jump to 102 million tons by 2050 (Rudenko 2018). The clothing and textile
industry, with its mostly outsourced production lines and complex supply chains, is
responsible for 1.7 billion tonnes of CO2 emission that in itself might be considered
a serious contribution to global issues. The waste management systems are poorly con-
structed, globally 80% of clothing items produced go to waste incineration or land-
fills (The World Bank, 2019). After the agriculture sector, the textile industry is the
second-largest water consuming industrial branch. One single cotton T-shirt requires
27000 litres of drinking water, which covers the needs of one person for 2.5 years, not
mentioning the water-demand of the crop, cotton, and other raw materials used for
garment production (Eco-Business, 2015).

On the other hand, social and human issues, lack of ethical production and work-
ing conditions, animal welfare, unfair wages, inequalities, forced and bonded (child)
labour are only some of those global issues that widely occur in the apparel sector and
seek urgent cooperation so that they will not remain unsolved (Perrini-Tencati 2010).

The COVID-19 pandemic and its consequences, such as the economic shutdown
has hit the world unpredictably, meaning unprecedented challenges not only for the
apparel industry but the entire economic and business sector. The black swan, which
is frequently identified with a new era, has immediately become the symbol of the
global pandemic (McMaster et al. 2020). The average market capitalization of apparel,
fashion items dropped 40 percent between the period of January and March 24, 2020,
which is a much steeper decline than what the overall stock market has experienced.
Despite its unquestionable economic damage, several research studies identify the cur-
rent situation as a fresh start and a shift to greener consumption, wakening up the
industry and the consumers, bridging economic and environmental sustainability by
creating innovative business models, emphasizing the need to strengthen the already
existing partnerships and encouraging the brands to further develop their relational
network involving the engagement of national stakeholders and creating sustainable
supply chains (Fashion United, 2020).

Theoretical framework

The theoretical framework of the research relies on two not easily definable phe-
nomena creating a coherent framework: corporate social responsibility and sustain-
ability.
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Empirical literature frequently states that the willingness to do something good and
pay back to the society for an organization is not a modern philosophy, but CSR is.
It goes back to the 20" century, originating in the United States, and it was institution-
alised only in the late 1990’ Even nowadays, CSR has dozens of definitions, generally
associated with the responsibility that businesses are expected to shoulder by the soci-
ety (Dahlsrud 2006).

Definitions of CSR approach the issue from two main aspects, those that state that
companies are obliged to make profit and maximize their financial interests within
the framework of binding laws and rules accompanied by minimal ethical constraints
(Friedman 1970) and those that demand a wider circle of responsibilities toward the
society from businesses (Andrews 1973).

The traditional concept of corporate social responsibility (CSR) was introduced by
(Carroll 1979). Not only did he distinguish four dimensions in the first edition of his
book but he also described how to apply them. Although these four points remain
the core of modern CSR, the corporate sector aspects have changed substantially with
newly arisen issues due to the constantly changing context of the companies, new
stakeholders, different national legislations, and globalisation (Pérez—Rodriguez del
Bosque 2012):

* Economic responsibility is the most interconnected field with the three above-
mentioned ones, recognizing the corporate sector as the economic engine of the
society.

e Legal responsibility, involving local and state regulations and binding laws.

e Ethical responsibility emphasizing the business firms’ role not only to ensure em-
ployee welfare, creating fair working conditions (e. g., no discrimination based
on gender, race, political view, etc.) but laying down principles for suppliers with
fair trade standards.

e Philanthropic responsibility regarding vulnerable and needy people mostly in de-
veloping and underdeveloped countries, so companies invest their time, money,
and resources to help them with (e. g., educational programs, donations) (Carroll
2016).

Kotler and Lee (2005) defined CSR as a business strategy, emphasising the businesses’
voluntary contribution, theoretically differentiating it from the looking good approach
and attempting to move it toward a doing well concept. According to their definition,



44 Dorina Kortvési: Responsible fashion SMEs in Hungary

CSR is a voluntary commitment to achieve social innovation and improve the given
nation’s wellbeing through business commitments.

The most important driver for the implementation of CSR by the business sector
might be interconnected with the increasing need on the part of the society to get
an insight into their activities, therefore companies had to push aside their financial
profit-related motivation (Carroll-Shabana 2010), and nature, create a more transpar-
ent profile and convince their costumers about their ethically fair and environmentally
conscious operation and practices. As a first step, businesses introduced internal audit
systems, and reporting, which are also suitable measures to reveal their financial gains
as a result of their CSR activities that might have several positive impacts, such as:

attracting more consumers, increasing sales and profits,

e transparency and accountability attract more investors which reduces the com-
panies’ chance of being taken over,

e ensuring employee welfare that might result in a stable workforce on the long
run, thus reducing turnover,

* good reputation and employee satisfaction may attract more potential labour-

force; therefore, the company can choose the most qualified applicants (Lérinczy-

Sroka 2015).

The original idea of sustainable development (SD) is relatively new, going back to 130
years. SD, just like the CSR, is defined in many ways in the literature, but the most fre-
quently quoted definition is based on the Brundtland report (also known as Our Com-
mon Future report) dating from 1987 according to which “sustainable development is a
development that meets the needs of the present without compromising the ability of the
future generations to meet their own needs” (United Nations, 1987). The report stated
that despite creating a holistic definition, it is expected that SD will remain a challenge
to achieve for all the actors participating in the development processes.

SD introduced the Triple Bottom Line (TBL) concept for businesses based on the
assumption set forth by John Elkington in 1994. He said that companies should align
their operation with three bottom lines instead of focusing only on the profit and loss
account. They should commit themselves to taking into consideration social and en-
vironmental concerns just as much as they do financial gains. It is also called the three
Ps, and as its name implies the concept refers to a company’s bottom line, which tra-
ditionally would be “profit and loss” for the company, but businesses must consider
two more factors: people and the planet. The “people-account” reflects how socially
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responsible an organization is, while the “planet-account” measures environment-
related consciousness (Elkington 1997).

The most comprehensive framework seeking international cooperation, involving
NGOs, civil societies, governments, and individuals as well is provided by the United
Nations Sustainable Development Goals, launched in 2015 within the 2030 Agenda for
Sustainable Development. All its 17 goals with 169 targets were adopted by each UN
member state to address complex social and environmental issues at both global and
local levels (United Nations, 2018).

My research takes into consideration the nature of a small and medium-sized busi-
ness since one of the main issues in discussing CSR implementation is that due to its
nature and practices, CSR is mostly designed for large companies. Small and medium-
sized enterprises play a significant role in the economy and have a great impact on
society, yet there is little research and empirical findings on how SMEs can contribute
in a profitable way to a sustainable future. SMEs are characterised by their multitasking
nature, cash limited organisation, and are based on personal and informal relation-
ships (Russo-Perrini 2010). Besides, they are actively managed by owners, and their
economic growth is highly determined by their internal financial sources and decision-
making processes.

To achieve sustainable development in the fashion industry, the EU has determined
3 directives (European Commission, 2014):

— increase the life cycle of clothing items by strengthening the position of slow
fashion brands (mostly implemented by SMEs), enhancing the nature of service
activities, more efficient recycling and repair practices, smart and customized
fashion

— spreading clothing drives and recycling by circular-economy with extended pro-
ducer responsibility

- withdrawing the consumers, by increasing consumer awareness and conscious-
ness, developing the businesses’ transparency and accountability with more ef-
ficient washing and drying instructions, more informative labels.

My research is based on the analysis of CSR, and sustainable development interconnec-
tions from a theoretical point of view. In practical terms, the paper attempts to uncover
the current conditions and drivers of small and medium-sized companies (SMEs), and
the circumstances under which they are able to operate responsibly and sustainably on
the domestic market.



46 Dorina Kortvési: Responsible fashion SMEs in Hungary

The following research questions were formulated to gain relevant information and
answers relating to the above-mentioned points:

1. Is sustainability reflected in the market operation and strategic decision making
of domestic fashion small and medium-sized businesses?

2. How does the activity of the aware fashion SMEs relate to the sustainability of the
economy/society/environment?

Research methodology

For the purposes of this research, I chose the qualitative methodology as my research
method. Qualitative research is defined as market research and its concept is based on
data gathering through open-ended and conversational-type communication to reveal
answers to the question “why” (Grossoehme 2014). It provides several tools and forms
to obtain data from the respondent, such as one-to-one interview, focus groups, case
study research, etc. This study is based on a semi-structured in-depth interview with
the founders of four small and medium-sized enterprises. The reason for finding and
interviewing the heads of the given enterprises was based on (Zogjani-Raci 2015), stat-
ing that the leadership approach highly influences sustainable operation, ethical behav-
iour, and the level of expected responsibility in a given company, therefore it enabled
me to directly analyse the brands’ internal and external values, possible innovation
processes from an organizational point of view and focus on intangible performances
as well, taking into consideration their CSR related practices, ethical approaches, and
the planned attempts regarding their future development. Three out of four interviews
were conducted in Hungarian, while one in English. All four interviews were organised
via Microsoft Teams. The timeframe of each interview was 15-20 minutes. The inter-
view partners were able to answer all of the raised questions.
The semi-structured in-depth interview questions were the following:
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Formulated interview questions

Q1 | What does a responsibly functioning company mean to you in the fashion industry?
Q2 What do you think are the indispensable/necessary ,tools” or elements of being responsible
in the case of SMEs? Does it equal with sustainable fashion items as results on the market?
Q3 In your opinion what are the current conditions /facilitators and barriers/ in Hungary for
small and medium size enterprises with respect to functioning responsibly?
Have you drafted a social/sustainability and/or environmental annual report since the
Q4 | foundation of the brand? If yes, has the report developed in the past years? - If no, how do
you measure the company’s environmental impact on the local community?
Have you drafted and/or adopted codes of ethics and/or codes of conduct? If yes, have the
Q5 | codes developed in the past years? - If no, what kind of internal and ethical values do you
have within the company?
Have you drafted a CSR annual report since the foundation of the brand? If yes, has the
Q6 | report developed in the past years? — If no, how do you measure the company’s social
impact on the local community?
Q7 How do you see the future of your company? What steps, if any, would you implement at

the company to become more responsible?

The questions were structured to highlight the following points:

- Q1-Q3 questions relate to the SMEs’ general approach to sustainability within the

fashion industry, their operation, way of thinking, vision, and mission, creating a
wider framework to discover how they see Hungarian market circumstances and
conditions in which to run a responsible business.

- Q4-Q6 questions focus on the internal audit system of the given company, in

terms of CSR, business ethics, and publication of sustainability reports, integra-
tion of sustainability measures in evaluation, environmental training, and re-
source efficiency. At that point, referring to the nature of SMEs based on the lit-
erature review, I was not expecting to find any reports, but how do they measure
their environmental and social impact on the local society then?

- Q7 question highlights those steps that would be implemented in the SME busi-

ness strategy to operate more sustainably.

Research sample

The research sample involved four small and medium-sized enterprises, three out of

the four are located in Hungary (two in the capital, Budapest, and one in Debrecen),

and one in Upper Hungary. These four companies were selected based on a prelimi-
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nary content analysis of their official websites to obtain background information. The
research engine used the following keywords: sustainable fashion brands in Hungary,
responsible Hungarian clothe shops, responsible fashion SME in Hungary, sustainabil-
ity, and responsibility at Hungarian SMEs level, etc in the selection process. The chosen
brands met with the officially acknowledged definition of small and medium-sized en-
terprises in terms of staff headcount and the entire turnover or balance sheet total (Eu-
ropean Commission, 2020).

Regarding their daily operation, the four enterprises conduct diverse business ac-
tivities.

PINKPONILO is an open fashion, design, and production studio, sewing self-made
clothing from reused textile items since 2017. The company puts emphasis on aware-
ness raising campaigns to inform the consumers about the harmful effects of the fash-
ion industry. They promote new and innovative techniques, such as smart textile, and
attempt to implement several measures to realise zero-waste production.

The capsule wardrobe definition makes unique the next enterprise, Z6ld Gardréb
(Green Wardrobe). Capsule collection is a widely used term in the fashion industry,
while the capsule wardrobe specifically and personally designed for the given custom-
ers in a neat way, opening new opportunities to clean their closets with professional
help. Z6ld Gardréb not only applies this technique but collects items produced in an
ethical and environmentally conscious way from its foreign partner enterprises to resell
them in the Hungarian market. Furthermore, the enterprise provides a blog site for
potential consumers to discuss responsibility-related hot topics.

The Mitter Sisters’” profile can be divided into two important parts: the do-it-yourself
workshop and education. The enterprise offers the opportunity for costumers to expe-
rience how much time, effort, material is used and invested into wearable items pro-
duction by designing and making their own accessories from 100% sustainable leather
materials. It raises the awareness to eco-friendly and conscious consumption, and also
to fair working conditions, making the customer revalue the easily accessible and avail-
able fast fashion products.

The founder of Rename Fashion Design Studio currently works on transforming his
business into a start-up in a long-term way. Currently, they design sales platforms, and
the core of their activity is creating a circular economy with zero-waste management,
and providing job opportunities for freelancer seamstresses, women and mothers who
are able to work from home, ensuring them special conditions for subsistence.

Despite their various business activities, the research took into consideration the
disclosed common points:
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— The founders of the enterprises are actively involved in the daily operation of

the businesses; therefore, they directly mediate their sense of internal values and
communicate them to the co-workers within the enterprise.

The founders/co-founders/designers/co-workers have known each other for
a long time, they have similar or the same educational background (e.g., hav-
ing attended the same university), share a common way of thinking or approach
toward sustainability and responsibility, thus they create a familiar and confiden-
tial atmosphere and environment.

All of them are familiar with or are active members of the Fashion Revolution,
which is a well-known international movement. The companies are taking part
in this international voluntary partnership and are working steadily to achieve
cultural, industry, and policy changes, sharing best practices and know-how,
organizing conferences and design shows. Their commitment to and awareness
of a responsibly run business are unquestionable.

Research results:

The in-depth interview is an effective tool to explore how close the answers get to the

real views of the respondent, but its main concept and methodology is not designed to

compare different answers. In this research, the interviewees — despite their separate

business activities — showed significant similarities, therefore a SWOT analysis was

applied to summarize the enterprises’:

strengths: what these enterprises are good at in terms of CSR, ethical values, and
sustainability, how their performance can be differentiated from the less respon-
sible competitors,

weaknesses: especially focusing on their resources, systems, and procedures,
opportunities: arise outside of the businesses, determining a future way of their
development regarding their strategy, technology, raw material usage, etc., and
threats: considering facts that might negatively affect the enterprises due to an
outside situation.
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Table 1: SWOT analysis, summarizing the in-depth interviews, conducted with the 4 chosen SMEs
in Hungary, 2020

Strengths

Weaknesses

appropriate educational background
awareness

clear commitment

environmental management system
eco-friendly production

minimal or zero waste

circular economy system

consumer education

unique products and services

loyal consumers

transparency

limited financial resources
communication competencies and
opportunities

limited access to distribution channels
poor or lack of data-collecting tools
regarding their social impact

no code of ethics, reports, or any further
documents

Opportunities

Threats

tenders and scholarships provided by the
government, partnerships, universities,
NGOs

lack of sustainably sensitive costumers
the presence of the large and multinational
companies

networking
constantly increasing number of conscious
consumers

Source: Own compilation

I have uncovered several distinctive strengths among the analysed, responsibly run
tashion SMEs.

All the four companies’ founders acquired professional knowledge in terms of how
to design and produce apparel items sustainably, therefore they are critically aware of
their choice of material, suppliers, water and energy consumption, waste management.
Their products are unique, not only compared to fast fashion items, but to each other
as well. They define and advertise on the market a clear commitment they are proud
of, enabling them to reach out to a wider circle of customers. They trust their vision
and mission implementing educational panels into their core strategy to contribute to
addressing social issues and be a member of a sustainable production chain and trade
network. As one founder highlighted, it is impossible without voluntary activities, to
distance herself as a leader from gaining financial profit and to invest to sustain a qual-
ity level living and at the same time give back to the society and the local community.
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Although according to two founders, the criteria of a responsibly run business cannot
be generalized but one might think of indispensable elements such as ethical manu-
facturing, strategically planning the lifecycle and the durability of the produced items,
eco-friendly approaches, etc.

PINKPONILO, for example, functions as an open studio manifesting not only their
openness to attempting to attract more consumers but ensuring transparency through
making their internal production procedures visible and tangible. Two enterprises use
an international environmental management system, namely Choose, a Norwegian
company providing impactful climate solution services, calculating the given business’s
ecological footprint, and making available digital tools to neutralise it.

The weaknesses of the studied enterprises are mostly related to the nature of small
and medium-sized enterprises. They have limited financial resources that results in
limited opportunities for investments, salaries, and expansion. However, they have
access to all social media platforms to conduct proper communication from the brands’
point of view. Still their competencies and chances are less significant compared to
large or multinational companies. They also regularly face the limitation of accessing
distribution channels. Furthermore, data-collecting tools - especially from an envi-
ronmental perspective — might be crucial to forecast demand, helping with production
plans, and determining the suitable supply chains and modes of transports. All four
companies stated that they do not have an internal audit system as it was expectable
in the case of SME analysis. They have registered records relating to working hours,
the durability of production, number of workshop participants but they are unable to
measure their social impact. Furthermore, they do not have any ethics or sustainability
related documentation they would draw up regularly. One of the founders has social
impact measurement strategic plans, by gaining feedback from the customers directly
through short and easily fillable questionnaires and surveys evaluating their satisfac-
tion with the provided services and products.

The Hungarian market assessment was positive for all four enterprises. They high-
lighted several opportunities, such as financial grants and packages, initiatives, ongoing
training to develop their businesses. The European Union provides a framework, the
so-called “Support report mapping sustainable fashion opportunities for SMEs” (Euro-
pean Commission, 2019) listing all the initiatives that SMEs can take part in to achieve
sustainable improvements, dividing the available initiatives for companies with dit-
ferent business profiles by grouping their activities. Information and best practices
sharing are relatively well-developed and slow fashion brands are characterised by
a cohesive attitude. Two founders have trade-off partners meaning when they cannot
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take further orders instead of rejecting them, they recommend their partner enter-
prises. As it was discussed in the literature review, there is a slowly increasing need for
sustainable products, therefore the number of conscious consumers is growing as well
generating a higher demand for responsibly manufactured apparel items. Although the
four SMEs have bright ideas and solutions for further development in the future, such
as educating at different levels, bringing innovation closer to the industry, cooperat-
ing at local, regional, national, even international level, creating a circular economy;,
and offering recycling alternatives, currently, the Hungarian market is dominated by
international brands and large companies, mainstream fashion is still dominated by
fast fashion brands.

Conclusion

As a general conclusion, I can say that future development directions and opportuni-
ties, such as consumer satisfaction, brand reputation, additional financial gains, and
liquidity are some of the drivers that might be attractive for the SME sector to be re-
sponsible and implement CSR and business ethics management.

The literature implied that it is not expectable to analyse SMEs based on their in-
ternal audit or reporting system due to their nature and size, they rather have internal
values, visions and missions that determine their operation on the market. Answer-
ing the first research question, sustainability is reflected in the analysed fashion SMEs’
decision-making processes and market strategies, paying attention to the social matters
and environmental impact they might have and this takes place voluntarily. The same
situation was proven true for all four investigated companies. They operate ethically
and sustainably because it is their commitment, aligned with their mission and vision
having been determined even before their establishment. The founders and therefore
the co-workers are familiar with the original concept of CSR, but internal measure-
ment systems are non-existent. Instead, they have strong internal and ethical values
and constantly work on bringing change into the society and take a stand in debated
issues such as inequalities, protectionism, fairness, lack of transparency, and account-
ability. They consider their market position strong due to their responsible commit-
ment, while their weaknesses might originate from their nature as small and medium-
sized enterprises.

Speaking of the second research question, the interviews showed that the core of
being a responsibly functioning SME in the fashion industry is based on several pil-
lars: adequate consumer education, partnerships through the sector at different levels,
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building various flourishing networks, creating platforms for best practices, inspiring
and innovative ideas, and solutions.

Summarizing the literature review and the research findings to answer the research
questions, I can say that sustainability is reflected in the four analysed enterprises’ mar-
ket operation and strategic decisions as small and medium-sized businesses, their ac-
tivities strongly relate to not only producing slow fashion items but also to address
economic, social and environmental issues from a sustainable point of view, which also
differentiates them from traditionally functioning enterprises on the domestic market.
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