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Abstract

Since the 2008 economic and financial crisis, the rise of populism and nationalism has been associated
with increased protectionism and policy uncertainty in the world trade system, with profound side
effects for international business (IB) activities and global value chains (GVCs). The aim of this paper
is to investigate the way trade policy uncertainty linked to Brexit has affected firms’ behaviours along
the GVC of the UK textile and apparel (T&A) industry. We draw upon data from an original survey
carried out between June 2019 and January 2020 with 688 firms amongst UK T&A manufacturers,
designers and retailers to grasp their perception of Brexit uncertainty. We show that the uncertainty
over trade policy between the UK and the EU — started in the wake of the 2016 referendum — has
affected a significant number of firms operating upstream and downstream of the UK T&A value
chain, which shows clear signs of ongoing restructuring. Our findings provide also some preliminary
evidence of the way the (perceived) effects of trade policy uncertainty may vary depending on firms’
position, production phase, and degree of integration in the GVC. Policy directions for supporting the
UK T&A value chain post-Brexit and implications for future IB research are discussed.

Keywords: Trade Policy, Global Value Chains, Survey Method, Brexit, Uncertainty, Textile and
Apparel Industry.



1. INTRODUCTION

In the aftermath of the 2008 global economic crisis, the strength of populist and nationalist political
attitudes has given rise to a new wave of protectionism and the cross-country emergence of trade
discriminatory measures harming foreign commercial interests (Evenett, 2019; Evenett & Fritz, 2019).
These trends have affected the global trade system, injecting new political and economic uncertainties
and reshaping firms’ international production networks (Davis, 2019; Van Tulder et al., 2020). In the
field of international economics, there is now a sizable body of empirical research supporting the
proposition that trade policy uncertainty (TPU) has a negative impact on international trade (e.g.,
Crowley et al., 2018; Handley & Limao, 2015, 2017), which now mostly involves global value chains
(GVCs) with stages of the same production process dispersed across multiple countries and firms (De
Backer & Flaig, 2017). TPU, which has profound side effects for international business activities and
firms’ operations along the GVC, has recently become one of the grand challenges of international
business (IB) research. Thus, to identify novel strategies for firms to operate internationally in this
highly turbulent world (Buckley et al., 2017), more research effort is needed in the IB field to explore
the way trade policy shocks and uncertainty affect the structure and configuration of GVCs (Van

Assche & Gangnes, 2019).

Brexit' — which refers to the withdrawal of the United Kingdom (UK) from the European Union (EU)
— offers an almost ideal setting to investigate this issue. It represents an unexpected, unique and large
trade shock capable of disrupting trade, GVCs and their dense production links spanning within and
beyond Europe (e.g., Cappariello et al., 2018; Fusacchia et al., 2019; Vandenbussche et al., 2017). The
potential negative effects of Brexit on trade and GVCs clearly originate from economic predictive
models, particularly as Brexit negotiations are underway and there is still no clarity on the final form it
will take (i.e., deal or no-deal). However, the persistent uncertainty over future trade policy between
the UK and EU, started with the Brexit referendum in June 2016, has already affected the UK
economy and firms in terms of financial markets and exchange rates volatility, a slowdown in gross
domestic product (GDP) growth and a decline in purchasing power, productivity, outward and inward

investments and trade flows (e.g., Bank of England, 2019; Bloom et al., 2019a, 2019b; Crowley et al.,



2018; De Lyon & Dhingra, 2019; Dhingra & Sampson, 2019). While evidence of the impact of this
uncertainty on firms’ behaviours remains limited due to the lack of granular micro-level data, no

studies have looked at the impact on businesses from a GVC perspective.

The aim of this paper is to investigate the way trade policy uncertainty linked to Brexit has so far
affected firms’ behaviours along the GVC of the UK textile and apparel industry (T&A). To do this,
we draw upon data from an original survey carried out with 688 firms operating both upstream and
downstream in the T&A value chain — i.e., manufacturers, designers and retailers — to grasp their
perception of Brexit uncertainty. The GVC analysis allows us also to explore whether Brexit
uncertainty has diversely affected firms with different positions, production phases, and degree of
integration in the GVC. As is well known, T&A is one of the oldest, most globalised and leading
export industries in the world, characterised by a highly complex and fragmented GVC that has been
over time profoundly affected by different trade regimes and restrictions (e.g., Gereffi & Frederick,
2010). Scholarly work has shown that this industry has the largest projected percentage decrease in
output and value added in exports under any Brexit scenario (Fusacchia et al., 2019; Gasiorek et al.,
2018). Additionally, this mature and labour-intensive sector, usually dominated by micro and small
firms and highly integrated in GVCs with a large share of imported intermediate goods, can be
included amongst those industries most exposed to trade policy uncertainty (Douch et al., 2019;
Osnago et al., 2018). Undoubtedly, both TPU and the final UK withdrawal from the EU, either in a
deal or no-deal scenario, have the potential to bring several challenges to the UK T&A industry and its

value chain.

The paper is organised as follows. Section 2 discusses the recent rise in trade policy uncertainty and its
implications for international business activities, GVCs and 1B research. Moreover, on the basis of the
existing literature, it discusses the implications of Brexit for trade and GVCs as well as the first
observed consequences of Brexit uncertainty. Section 3 focuses first on the general role played by
trade agreements in the T&A value chain and then, more specifically, on the UK industry and the
possible consequences of Brexit. Section 4 describes the methodology and data employed for the

analysis, whilst the findings are discussed in Section 5. The last Section 6 discusses the implications of



trade policy uncertainty for firms’ behaviours and the structure of GVC, indicates some necessary
actions to support the UK T&A value chain in the post-Brexit world, and provides recommendations
for future IB research.

2. TRADE POLICY UNCERTAINTY, GVCs AND BREXIT
2.1. The rise in trade policy uncertainty: a new challenge for IB research

Since the end of the 1970s, trade liberalisation has played a key role in favouring trade integration and
the rise of GVCs (Gereffi, 2019)", by creating environments that encourage firms to slice up their
value chains through foreign direct investments, offshoring and outsourcing, connect cheaply and
effectively with foreign partners, and disperse production activities across the globe. The reduction or
elimination of tariffs, non-tariff'" and other barriers to trade have been essential to the smooth
functioning of global value chains. The participation in regional trade agreements is amongst those
trade policies most favouring backward and forward GVC integration (De Backer & Flaig, 2017,
McKinsey Global Institute, 2019; Mulabdic et al., 2017). Nowadays, along with the North American
Free Trade Agreement (NAFTA)Y and the ASEAN Free Trade Area (AFTA)Y, the European Union
hosts the main regionally-embedded value chain in the world and the largest due to its economic size
and degree of integration (Comotti et al., 2020; Escaith, 2018; Miroudot et al., 2013). In short, the
production of goods and services has become increasingly fragmented across national boundaries and
international trade is now characterized by final products that incorporate intermediate inputs from

multiple origins (e.g., Gereffi & Sturgeon, 2013; Van Assche & Gangnes, 2019).

However, the prevailing trend of promoting international trade and investment was disrupted by the
2008 economic and financial crisis: since then, nationalist and populist political attitudes have led to
an increasing number of discriminatory and contractionary trade measures introduced to strengthen
domestic industries and protect them from foreign competitors (De Backer & Flaig, 2017). During the
“Populist era” in 2018 and 2019, governments worldwide introduced more than 2,000 policy
interventions with trade restrictions for foreign firms, a sharp rise compared to the rate documented at
the beginning of the global financial crisis (Evenett, 2019; Evenett & Frits, 2019). Such increased

protectionism has created a serious challenge to globalization and international trade, which have



experienced a slowdown in the aftermath of the crisis. In particular, it has injected new economic and
political uncertainties into the global economy, with profound side effects for international business
activities, trade flows and the configuration of GVCs (Baker et al., 2019; Baldwin, 2016;

Constantinescu et al., 2019; Davis, 2019).

One of the emerging challenges of IB research is to understand the way this new wave of
protectionism, and more specifically trade shocks and policy uncertainty, affect international business
activities to identify possible strategies for firms to operate globally in this highly turbulent world
(Buckley et al., 2017). In the IB context, the acronym VUCA (Volatility, Uncertainty, Complexity and
Ambiguity)" has been growingly adopted to summarize in one word the high levels of instability that
the business world is experiencing (Van Tulder et al., 2020). Although uncertainty has been included
in the development of international business theory and empirical research since the 1990s, most
uncertainty-related studies in IB have focused on environmental, technological and home/host market
uncertainty (Celly et al., 1999; Matanda & Freeman, 2009; Song, 2013); little research has so far
addressed the policy uncertainty dimension, and specifically that of trade policy uncertainty (Delios &

Henisz, 2003; Nguyen et al, 2018).

In the field of international economics there is now an extensive body of theoretical and empirical
work that studies the effects of policy uncertainty on macroeconomic outcomes and firms’ behaviours.
A variety of studies find evidence that high (policy) uncertainty increases financial market volatility
(Pastor & Veronesi, 2013), delays costly and irreversible firm investments (Bernanke, 1983; Bloom et
al., 2007; Dixit, 1989), reduces employment and productivity (Baker et al. 2016; Bloom, 2009; Pierce
& Schott, 2016), and depresses consumption expenditures (Gilchrist et al., 2014). Additionally, it
lowers trade participation by affecting firms’ decisions to source inputs internationally or serve foreign
markets (Constantinescu et al., 2019; Taglioni & Zavacka, 2012). For example, in response to an
uncertainty shock, firms may take precautionary steps to source domestically or adjust their inventory

policy by cutting foreign orders (Novy & Taylor, 2014).

A number of recent studies points to the negative effects of trade policy uncertainty on firms’

investments and participation in international markets (Crowley et al., 2018; Handley, 2014; Handley



& Limdo, 2015). The negative effects of TPU on trade is higher for labour-intensive industries
characterised by the presence of micro and small exporters — usually financially constrained and less
capable of quickly adjusting their production in response to trade shocks — differentiated goods
providers' and a large share of imported intermediate goods (Douch et al., 2019; Handley & Liméo,
2017). Several authors have argued that trade policy uncertainty has a higher negative impact on trade
when production takes place in global value chains (Osnago et al, 2018). Indeed, uncertainty becomes
a source of agglomeration for securing timely delivery of components when production is fragmented
across stages of the value chain that are physically separated and dispersed across countries (Harrigan
& Venables, 2006). GVCs also exacerbate trade decline in the transmission of shocks through the
production linkages across countries, with imported intermediate inputs acting as conduits
(Cappariello et al., 2020; Sun Tam, 2018). Therefore, more research efforts are needed to understand
how trade policy shocks and uncertainty affect international business operations along GVCs as well

as their structure and configuration (Van Assche & Gangnes, 2019).
2.2. Short and long-term consequences of the Brexit trade shock
2.2.1. The (predicted) impact of Brexit on trade and GVCs

One of the arguments for leaving the EU as explained by proponents of the “hard Brexit” line is to
regain control over trade policies and draw more favourable deals with third countries“'", particularly
with the largest trading partners such as the United States, China and India, a strategy called “Global
Britain” (Brakman et al., 2017; Curran, 2018; UK Government, 2019). However, the implementation
of Brexit, particularly constrained by the difficulties in defining a new trade agreement with Europe,
points to the risk of bringing serious disruptions to trade and GVCs particularly in terms of tariffs,

guotas and other non-tariff barriers.

The EU — a single market and partial monetary union — is highly integrated in terms of GVCs so that
the dense production networks involving its member states is often called “Factory Europe” (Baldwin
& Lopez-Gonzales, 2015; Cappariello et al., 2018; Comotti et al., 2020). The completion of the EU
Customs Union (CU) in 1968 and of the Single Market by 1993 have hugely enabled within-area

cross-border integration of production chains, shortened delivery times and lowered trade costs. As is



known from the theory of economic integration (Balassa, 1961), CU is a type of free-trade area
involving common external tariffs for imports from third countries and the abolition of customs
checks amongst the partners, including those on the rules of origin™. The single market is founded on
the “4 freedoms principle” — i.e., free movement of people, capital, goods and services — within the
European Economic Area (EEA)*, the eradication of remaining tariffs and non-tariff barriers, and the
adoption of a common EU regulatory framework (e.g., employment, consumer protection,

environmental, social and competition policies).

Several studies aimed at forecasting the consequences of “hard Brexit” have shown that it is unlikely
that UK exports to non-European countries, particularly (but not exclusively) because of larger
geographic distances, will increase sufficiently to compensate for the losses in trade with the EU
(ljtsma et al., 2018). Both in a no-deal scenario, where trade between EU and the UK would be
regulated according to the WTO rules¥, and with a free trade agreement (FTA)*" on the terms of
access to specific markets, the cost of trade will increase in terms of market access measures,
administrative burden, and behind-the-border rules that define the extent of non-tariff barriers
(Gasiorek et al., 2018). Furthermore, leaving the EU CU will require the introduction of custom
checks at the UK-EU borders. At the time of writing, goods are likely to have to satisfy rules of origin
requirements, and trade will be exposed to the threat of anti-dumping duties and countervailing
measures. Similarly, leaving the EU single market will lead to the introduction of checks to ensure the
compliance of goods and services with the EU regulatory framework, where possible divergences
could further increase trade costs*". It will also mean restricted movement of people and labour force,
with wide implications particularly for those sectors of the UK economy which are more reliant on EU
migrant workers (Salh et al., 2017). As Bailey & Budd (2017: 7) put it, “The free movement of labour
is the most contentious and difficult issue as the Brexit negotiating strategy of the current UK

government emerges”.

UK industries are deeply interdependent with those in the rest of Europe through complex cross-
border supply chains. The EU has been so far the UK’s most important trading partner, which

accounts for around half of its trade, representing a key driver of its position in the global economy



(Dhingra, 2019). The EU membership has particularly contributed to the UK’s — and all member
states’ — integration in GVCs. Trade policies implemented in one country of the continent, and
associated with adverse shocks, are likely to have a “cascading” effect in the GVC context, affecting
other firms, regions and countries within the area and beyond. Therefore, a significant proportion of
value chains within and outside the EU countries could be affected by Brexit in terms of direct and

indirect trade relationships (ljtsma et al., 2018; Mulabdic et al., 2017).

The majority of studies focussing on empirically exploring the implications of Brexit for the UK and
its trading partners in Europe and internationally points to four main findings. First, Brexit has been
predicted to negatively affect both the UK and, to a lesser extent, the EU whatever the deal scenario,
in terms of value-added, employment and trade costs (e.g., Cappariello et al., 2018; Vandenbussche et
al., 2017). Second, unsurprisingly, the impact of Brexit on trade and foreign direct investment (FDI)
will be strongly negative and more severe in the case of a no-deal Brexit and, more specifically, for
denser GVCs (e.g., Cappariello et al., 2020; Dhingra et al., 2016; Mulabdic et al., 2017). Third, Brexit
may also affect extra-EU countries engaged with FDI or sourcing relationships with the UK (e.g.,
Ijtsma et al., 2018). Fourth, there is a considerable heterogeneity in the way different sectors will be
affected by Brexit. For example, while higher trade costs will harm the UK manufacturing industry
under any Brexit scenario, textile, clothing and footwear is one of the sectors with the largest projected
percentage decrease in output and value added in exports in all settings (e.g., Fusacchia et al., 2019;

Gasiorek et al., 2018).
2.2.2. Brexit uncertainty

The Brexit referendum in June 2016 initiated a “renegotiation regime” — a period of high uncertainty
over future trade policy characterized by a change in the probabilities over possible future tariffs and
non-tariff barriers. More than four years later, it is still uncertain how the economic relationship
between the UK and the EU will evolve. Bloom et al. (2019a), drawing upon data from a large
representative survey of the UK business population, find that since the referendum Brexit has been an
important source of uncertainty for around 40% of UK-based firms. Uncertainty, which has been

higher in industries more dependent on trade with the EU and on EU migrant labour, has mostly



involved the impact of Brexit on market access, availability of skills and labour, and customs and

product regulation.

A recent literature has started analysing the effect of Brexit uncertainty on the UK economy. The most
immediate reaction after the referendum was an unprecedented depreciation of the pound sterling
(Dhingra, 2019). The financial instability has been passed on to a higher consumer price index, with
negative consequences for the purchasing power of households and their consumption and investment
expenditure (Dhingra & Sampson, 2019). The Bank of England (2019) highlights that uncertainty has
made households and businesses more pessimistic about the economy, mostly affecting large
purchases and discretionary spending. Moreover, costs of intermediate inputs have increased, the
value of imports into the UK has been lower, export demand has decreased because of more cautious
overseas customers and both inward and outward FDI have dropped. Overall, there has been a
slowdown in UK’s GDP growth, and firms have experienced lower productivity (Bloom et al., 2019b;
De Lyon & Dhingra, 2019). Uncertainty has particularly affected the UK manufacturing sector with
job losses resulting from negative sales, decrease in output and orders because of customers
postponing capital spending and firms stockpiling raw materials and struggling financially (The

Guardian, 2019a).

Furthermore, on the impact of Brexit uncertainty on trade, Crowley et al. (2018) show that Brexit
uncertainty has reduced exports to the EU across all industries, leading to a significant decline in the
number of entrants into exporting to the EU, and an increase in the number of firms exiting from
exporting to the EU. Graziano et al. (2018) find that Brexit uncertainty has already induced a
reduction in UK-EU bilateral trade flows, with larger negative effects of Brexit uncertainty on EU
exports relative to UK exports. Similarly, Douch et al. (2019) show that uncertainty over the future
UK-EU trade regime has caused firms’ exports/imports to be diverted away from the EU to extra-EU
markets. They also find that smaller traders have been the most heavily influenced by uncertainty, due
to their constrained resources and reliance on exports to closer EU markets of fewer products more

exposed to future tariffs. Graziano et al. (2020) and Hassan et al. (2020) show that Brexit imposes
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policy uncertainty externalities to non-EU countries, which will be subject to a long renegotiating

process for a new trade agreement with the UK.

In addition, under Brexit uncertainty, we can expect that firms” GVC position may be differently
sensitive to price changes originated from the sterling depreciation. For example, while a depreciation
of the exchange rate raises the cost of imported inputs, affecting firms involved in backward linkages
and the cost of domestic production, it also reduces the price of exports making firms involved in
forward linkages with foreign countries more competitive. Thus, it is likely that Brexit uncertainty has

differently affected firms, depending on their position and degree of integration in the GVC.

3. WHAT DOES BREXIT MEAN FOR THE TEXTILE AND APPAREL INDUSTRY VALUE

CHAIN?

3.1. The role of trade agreements in reshaping the global T&A value chain configuration

T&A is one of the oldest, most globalised and leading export industries in the world, as well as a
significant engine for economic growth (Gereffi, 1999; Gereffi & Frederick, 2010). In particular, due
to its low fixed costs, low technology- and high labour-intensive manufacturing, it has been deeply
involved in the global slicing up of production stages, witnessing a long-term steady increase in
offshore production and a later consolidation at the retail end of the value chain (Macchion et al.,
2015). The GVC of the textile and apparel industry is highly complex, geographically fragmented and
characterised by large power asymmetries. It is a classic example of “buyer-driven” value chain,
where lead firms, such as retailers, designers and brand manufacturers, play a key role in the
organization of global production, acting as strategic brokers in linking dispersed networks of overseas
suppliers with final consumer markets. Lead firms, which are usually located in advanced countries,
perform the most valuable activities in the value chain (e.g., research, design, branding, marketing)
and control access to major resources generating the most profitable returns. Suppliers, which have
been typically located in low-cost developing economies, carry out various phases of the production
process in accordance to lead firms’ specifications (Fernandez-Stark et al., 2011; Gereffi, 2019;

Pickles et al., 2015).
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Over time, different trade regimes, including restrictive and liberalisation measures, have generated
major shifts in global sourcing dynamics and governance of GVCs. Between 1974 and 2004, the
ability of developing countries to enter the T&A industry was limited by a complex system of
constraints on the volume of exported items. These trade restrictions, part of the Multi-Fibre
Arrangement (MFA), were aimed at protecting domestic industries in advanced economies from
highly competitive low-cost suppliers such as China and India. Nevertheless, the MFA prompted the
rise of value chain intermediaries, the establishment of factories in places with available quotas, and
the entry of new players from developing locations in the export market sheltered from leading low-
cost competitors, thus fuelling the spread of GVCs (Gereffi, 1999). Later, the removal of quota-
constrained trade under the WTO’s Agreement on Textile and Clothing (over the period 1995-2005)

led to a gradual rationalization and consolidation of the value chain (Fernandez-Stark et al., 2011).

On the one hand, lead firms, also spurred by the development of fast fashion systems and the growing
specialization of T&A products, have enacted a profound process of restructuring of their sourcing
networks by developing longer-term relationships with a restricted number of more efficient and
strategically located suppliers (Pickles et al., 2015). On the other hand, suppliers from developing
countries have benefited from organizational learning processes arising from these longer and stable
relationships with lead firms by “upgrading” into higher value activities and improving their position
in the value chain. Industrial upgrading is usually associated with the shift from the mere assembly of
products (CMT - Cut, Make, Trim) to full production models (OEM - Original Equipment
Manufacturing), and more domestically integrated forms of manufacturing involving design (ODM -
Original Design Manufacturing) and branding activities (OBM - Original Branding Manufacturing).
This process can take many forms ranging from the acquisition of new higher-value functions (i.e.,
functional upgrading), the production of more complex products (i.e., product upgrading), an increase
in efficiency by reorganising production systems or using more sophisticated technologies (i.e.,
process upgrading) and the entry into new industries (i.e., intersectoral upgrading) (Fernandez-Stark et

al., 2011).

12



As a result of these changes, the T&A value chain has gradually shifted from a “captive” model,
characterized by a high degree of monitoring and control by lead firms on suppliers, to a “relational”
model where the power balance between these types of firms is more symmetrical. Moreover,
changing conditions in low-labour cost countries and evolving dynamics in industrialised countries,
such as technological improvements or increasing emphasis on production control, shorter lead times
and proximity to final markets, as well as concerns for environmental and ethical standards, have led
to growing awareness of the importance of combining local and global sourcing and production to
optimize the trade-off between cost savings and flexibility along the value chain (Macchion et al.,
2015). Over the last decade, the T&A industry, which has seen a growing number of lead firms
relocating parts of their production activities back to their home country, has attracted increasing
attention from scholars exploring the reshoring phenomenon (Fratocchi & Di Stefano, 2019;

McKinsey & Company, 2019a; Robinson & Hsieh, 2016).
3.2. The UK T&A industry and the European integration

The T&A industry was at the heart of the industrial revolution that pushed the UK to the leadership of
the global economy in the late 18" and 19" century, representing for many decades one of the largest
sources of employment in the country. However, T&A began to decline in the 1970s, with firms
massively outsourcing and offshoring production to low-wage countries, and jobs almost disappearing
from the UK regions that were once the core of the industry. Since then, the revitalisation of this
industry has been the object of specific public policies discourses, such as the London Industrial
Strategy (GLC, 1985). In the late 1990s, the Government established the Textiles and Clothing
Strategy Group to improve the ability of the industry to compete internationally by restructuring the
supply chain, supporting designers, improving education and training, as well as promoting innovation
and investment (DTI, 2000). While the strategy made a positive contribution in re-orienting London
into a global fashion centre, it failed to stop manufacturing decline. Later, in the 2008 revision of the
UK industrial strategy, the industry was not on the agenda anymore. Yet, the UK has retained world

leading capabilities in both fashion design and retailing, dominating the top ten of clothing retailers by
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turnover in 2018 and being the home of some of the world’s most creative and innovative design

fashion labels.

Although the UK industry still produces a relatively small proportion of T&A products sold
domestically and globally (Froud et al., 2017), it has experienced for the first time a considerable
renewed growth following the economic recession. A variety of scholars, industry organisations, and
institutional bodies have discussed a potential resurgence of the industry (BFC, 2015; Hammer &
Plugor, 2016; Robinson & Hsieh, 2016; The Alliance Project, 2017; UKFT, 2018b; Worrell & Miller,
2018). Between 2013 and 2017, manufacturing employment in the industry increased by 28%
accounting for approximately 109,000 people (excluding self-employed) in 2017V, Between 2009 and
2015, productivity increased from £7.6 to £9.1 billion, and GVA from £2.5 billion to £3.3 billion. In
2017, the UK fashion and textile exports accounted for £9.7 billion, recording a 66% increase since
2008. Over the last decade, there has been increasing evidence of a growing demand amongst
designers, brand owners and retailers (e.g., Mulberry, Burberry, John Lewis, Marks & Spencer) for
increasing the proportion of products manufactured in the UK, particularly because of shorter lead
times and increased flexibility (Financial Times, 2014; Robinson & Hsieh, 2016); a trend seemingly
enhanced by uncertainties brought by both Brexit and, more recently, the Covid-19 pandemic
(Financial Times, 2020). Likewise, there has been a growing interest in the “Made in Britain” brand,
with several domestic retailers capitalising on this label by launching their British-made ranges and

more overseas customers interested in buying UK-made garments (Froud et al., 2017).

The industry has particularly benefitted from being part of the EU single market and customs union.
First, the T&A industries of the UK, EU27 and other European neighbouring countries are closely
interlinked in terms of supply chains, FDI and exchange of workers. The EU-UK textile trade was
worth £14 billion in the period 2014-2016: on average the UK imported £8.7 billion worth products
from the EU27, while its exports amounted to £5.3 billion. The EU has played a key role in the UK
supply chain and is by far the largest destination for UK fashion and textiles exports, accounting in
2016 for 74% of its exports. In the same year, imports from the EU accounted for 32% of total UK

imports. In 2015 the UK was the EU’s second largest clothing import market in volume terms, with a
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22% share of EU clothing imports (Euratex, 2017; UKFT, 2018b). Thanks to the Generalised System
of Preferences (GSP), an import regime favouring access to developing economies, UK retailers and
brands have been able to access duty free T&A goods from countries such as Bangladesh and
Pakistan, which represent key import markets. Likewise, Turkey, which is covered by the EU CU with
duty free market access, has become the UK’s third-biggest apparel market (behind China and
Bangladesh) and the eight-biggest market for textiles (UKFT, 2018b). Second, the access to skilled
talent from the EU has been vital to the sector. Many leading European designers have established
their businesses in the UK, after attending world leading fashion design schools. Also, the
manufacturing sector, because of shortage of skilled national employees, has been often forced to
recruit workers from other European countries (BFC, 2015; BOP Consulting, 2017). For example, it
was recently estimated that around 70% of the London clothing manufacturing firms’ workforce
comes from the EU (UKFT, 2018a). Third, EU intellectual property right (IPRs) regulations have
provided the industry with a framework to effectively protect its innovation and creativity. Fourth, EU
research programmes have been a significant source of funding for R&D in the industry: over 10,000
UK businesses received support under the EU’s Seventh Framework Programme for Research (2007-
2013), accounting for some £1.2 billion of investment, and over 1,000 firms have received total funds
amounting to £411 million under Horizon 2020. Based on patent generation between 2000 and 2015,
the UK textile industry is ranked number 3 in the world and number 1 in Europe for textile innovation

(The Alliance Project, 2017; UKFT, 2018a).

3.3. Brexit and the UK T&A industry

As an industry that strongly relies on export revenues, raw materials from abroad, a highly complex
supply chain and an international talent pool, the new post-Brexit trade regime is deemed to bring
several challenges to the T&A sector and to the configuration and dynamics of its value chain (e.g.,

BFC, 2019; Gasiorek et al., 2018; McKinsey & Company, 2019b; UKFT, 2018a).

While the form of a future trade deal is still unknown, there is enough clarity on what a no-deal
scenario would imply for the UK T&A industry. Failure to reach a deal could undermine growth

prospects significantly, particularly in the short-term (BFC, 2019; Euratex, 2017). According to recent
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research from the UK Fashion and Textile Association (UKFT, 2019), a no-deal is expected to create
significant disruption to the supply chain. In this scenario, UK exports to the EU would attract average
tariffs of 4% for yarn, 8% for fabric and 12% for clothing. The UK’s new MFN tariff regime, UK
Global Tariff, will replace the EU’s Common External Tariff on 1% January 2021. In case of a no-deal
Brexit, this tariff designed for imports from countries where the UK does not have a trade deal, would
also apply to UK firms importing from the EU. Imports from vulnerable developing countries (e.g.,
Pakistan, Bangladesh, Cambodia, Sri Lanka, Vietnam, Myanmar) would still have reduced tariffs or
duty-free access to the UK, because the government (for now) has committed to replicate the EU’s
GSP scheme. However, imports from Turkey would become 12% more expensive (UKFT, 2019). The
restriction of free movement is another issue that is likely to affect the industry, which often relies on
Eastern European workers (BFC, 2015; BOP Consulting, 2017; Froud et al., 2017; UKFT, 2018a).
Indeed, many EU workers in the sector such as sewing machinists would be denied a UK visa under

the proposed migration scheme, which is aimed at retaining only “high-skilled” jobs.

We can expect that this scenario will affect firms with both forward and backward linkages with
European countries, and less firms with relational rather than captive linkages. An increase in the cost
of UK textile and apparel could encourage European firms to quickly rethink their sourcing strategies,
switching to suppliers from other countries. Additionally, UK firms sourcing textile and apparel from
European firms could also choose to reconfigure parts of their linkages along the value chain,
potentially favouring domestic manufacturing (Financial Times, 2016; Worrell & Miller, 2018). Thus,
an opportunity may arise for UK firms operating upstream of the value chain for undertaking a process
of functional, product and process upgrading. However, the tightening of immigration control could

force start-up firms to relocate elsewhere and discourage the establishment of new firms.

Even in the event of a free trade agreement, non-tariff barriers including customs checks and
documentation requirements would result in delays, higher prices and decrease in final output and
exports (Fusacchia et al., 2019; UKFT, 2019). Indeed, leaving the CU means exporters would have to
fill in declaration forms, which come with administrative costs. Also, additional documentation would

be required to take samples to international exhibitions and tradeshows, which represent a first step
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into the world of exports. Unless some alternative agreement is reached, the cost for IPR protection
would increase and firms wishing to obtain registered protection for their brands and designs in
Europe would need to apply for both UK and EU designs. The UK will also need to meet the EU
regulatory framework associated with issues like consumer protection, environmental and social

sustainability, and competition policy.

As the government is still negotiating trade agreements with the EU and other key markets for the
industry such as the USA and China, it is not yet possible to envisage the actual impact of Brexit on
the UK T&A value chain. However, there is some first evidence that the industry has been hit by
Brexit uncertainty and that some firms have also begun to rethink their sourcing strategies (Financial
Times, 2020; The Guardian, 2019b). In particular, the existing literature on trade policy uncertainty
emphasises that the negative effects of TPU on trade are higher for mature and labour-intensive
sectors that are highly integrated in GVCs, with high shares of imported intermediate goods and the
presence of differentiated goods providers as well as of micro and small exporters. Therefore, there are
additional grounds for believing that Brexit uncertainty, combined with “tariff scares” and high

exchange rate volatility, may have already affected trading relationships in the T&A industry.

4. DATA AND METHODOLOGY

The empirical investigation here presented draws upon an original survey designed by the authors to
investigate: 1) the configuration of the UK T&A industry in terms of supply networks, products,
production systems and actors involved (see Casadei & lammarino, 2020, for a detailed analysis of the
survey); 2) the perceptions of Brexit uncertainty amongst firms operating upstream and downstream in
the value chain. Using and cross-referencing different sources of data from the Orbis database
published by Bureau van Dijk and online databases from industry associations (i.e., British Fashion
Council, UK Fashion & Textile Association-UKFT and Make It British), a target population of UK
manufacturing firms, retailers and fashion designers was identified. When retrieving data from the
Orbis database, the target group™ consisted of the Standard Industrial Classification (SIC) 2007

categories associated with T&A manufacturing and fashion retailing®', including foreign subsidiary

17



firms. We included both retailers owning their own brand and retailers selling other designers’ brands.
The definition of the final target population —13,505 firms (3,941 manufacturers and 9,564 retailers)*"!
— was partially constrained by the difficulties in retrieving firms’ missing email addresses from the

Orbis databases.

The survey™ was designed in strict accordance with the methodological guidelines of survey research
(Forza, 2002). It was tailored™ to target both retailers/designers — namely those firms which perform
the most valuable activities at the retail end of the value chain — and manufacturing firms, which
operate upstream in the value chain and carry out production phases to meet the needs of retailers and
designers. We relied upon the existing literature on the topic to identify and ensure a high level of
validity of the 62 survey questions, which contained branching — namely conditional paths for
respondents based on their answers to specific questions. The survey included a large range of
questions about firms’ main characteristics, supply chain relationships, sourcing and
internationalisation strategies, amongst the main issues investigated. Respondents were asked whether
they had been affected by Brexit uncertainty, the main consequences and the type of changes

undergone, as well as their overall perception of the UK’s withdrawal from the EU.

The survey was pre-tested with several industry experts and a sample of ten target respondents
amongst manufacturing firms, retailers and designers to ensure the validity, quality and accuracy of
the questions. The test panel, which was conducted through face-to-face or telephone interviews,
suggested only a few minor corrections. The survey distribution was supported and sponsored by the
UK Fashion & Textile Association (UKFT). Additional offline data collection was executed on 29"
and 30" May 2019 during the Make It British event, a trade show that hosted many UK manufacturing
firms from our population. The survey was distributed online between June 2019 and January 2020. In
order to accurately monitor the response rate, the survey was distributed electronically to randomized
samples from the population of interest in different periods of time, and non-respondents were

solicited with four reminders.

We collected 1,006 responses (299 were partially completed), achieving a response rate of 7.5%,

which is a fairly satisfying response rate for an in-depth large-scale survey in this type of industry,
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also given that the topic is a quite sensitive issue, and no incentives were offered (Baruch & Holtom,
2008; Cook et al., 2000; Harzing et al., 2012). The sample was then cleaned to remove partially
completed and duplicated responses. The final sample included 688 completed responses, 199 from
manufacturing firms and 489 from retailers/designers and was tested for: 1) non-response bias by
comparing early and late responses using a t-test comparison of mean, which proved insignificant; 2)
comparison with known values of the population (Armstrong & Overton, 1997), showing that our
sample has characteristics similar to the population. Moreover, the final sample was qualitatively

checked and validated by the UKFT.

Survey data were examined both through descriptive statistics and text mining techniques, which we
adopted to analyse the content of the large amount of text originating from open-ended questions.
Whereas general descriptive statistics and the analysis of open-ended comments focus on the entire
sample of 688 completed responses, the more in-depth investigation on Brexit is based on the entire
sample of 199 manufacturing firms and on a random sub-sample of retailers and designers including

143 responses™.

5. FINDINGS

5.1. Descriptive statistics: GVC structure, organisation and the Brexit shock

We present here a descriptive analysis of the information collected from the sample to explore and
discuss the configuration of the UK T&A value chain, as well as compare the main characteristics of

manufacturing firms and retailers/designers with different perceptions of Brexit uncertainty.

Table 1 summarises the main characteristics of manufacturing firms. Most of these companies are
ODM and CMT micro-sized firms® with less than 10 employees, established before the 1990s, and
specialised in the phases ranging from product design and development to the delivery of finished
products, predominantly high-end womenswear and menswear T&A. The majority of manufacturers
supply both domestic and international independent fashion designers, small retailers and brand
manufacturers. A large share of their skilled workforce is originally from the UK, where it was also

trained to develop manufacturing skills and competences. However, 35% of the skilled workforce

19



comes from outside the UK (25% from other European countries). A minority of firms (24%)
offshored production, mainly to extra-European countries and China, due to the access to skills and
knowledge offshore as well as labour cost savings. A few firms (23% amongst those that offshored)
planned or implemented a reshoring strategy ", mainly bringing garment making back using owned

domestic facilities.

Turning to the Brexit shock, the majority of manufacturing firms in the overall sample (61%) stated to
have already been affected by Brexit uncertainty over the previous three and half years. The
distribution of these firms is slightly skewed towards larger firms with more than 10 employees, if
compared to those firms that declared not to have been affected so far (51% versus 38%). With respect
to the group of non-affected, firms that already experienced some consequence of Brexit show a
higher percentage of European skilled workers (30% versus 15%) and a lower percentage of skilled
workforce that was entirely trained in the UK (62% versus 78%). The same affected firms have a
higher share of retail companies as main customers (48% versus 35%), which are also more
international (63% versus 40%); in terms of sourcing relationships, they have a higher portion of
production phases related to raw materials and textiles offshored (40% versus 13%) and a lower share
associated with garment making (17% versus 31%). Moreover, they offshored production more to

extra-EU countries (74% versus 50%).

Thus, manufacturing firms more integrated in the GVC, more involved in backward linkages with
extra-EU suppliers and supplying more international customers seem to perceive more the impact of
Brexit uncertainty. Conversely, 64% of manufacturing firms that moved towards a more domestic
supply chain through reshoring and therefore less involved in GVC stated not to have faced any
consequence yet. Moreover, the type of production phases offshored seems to affect the perceived
consequences of Brexit, with firms offshoring production phases that involve inputs and components
more sensitive to uncertainty. This can be explained by the higher reliance of these firms on external
foreign suppliers for manufacturing stages at the very upstream of the value chain, and the resulting

higher concerns for potential disruptions of their entire production process.

[Insert Table 1 around here]
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Table 2 shows that the majority of retail and fashion design firms in the Brexit-related sample have
less than 10 employees, were established over the last decade and operate both in the domestic and
online market. Alongside finishing processes and product delivery, most of these firms, which are
represented by independent fashion designers, fashion retailers and brand manufacturers, have their
own brand and focus on product design and development of both “accessible” and “premium”
womenswear and menswear apparel and accessories. As far as global sourcing strategies are
concerned, 43% of these firms implemented an offshoring strategy. Their host locations are primarily
in extra-European countries and China, which together account for 65% of total offshore production;
similarly to manufacturers, the main reasons for offshoring were access to skills and knowledge in
addition to labour cost savings overseas. Amongst those retailers and designers that relocated
production offshore, 14% of firms already implemented a reshoring strategy, whereas 9% have only
planned to move manufacturing phases back to the UK. This can add further evidence to the early

signs of a domestic revival of the sector.

As mentioned earlier, we collected Brexit-related responses for a random sub-sample of 143
retailers/designers. Amongst these, 62% declared to have already been affected by Brexit. Compared
to those that had not faced consequences, the affected firms are older and established before the
economic and financial crisis (58% vs 40%), have a higher share of businesses with 10-49 employees
(15% vs 4%), and are more represented by retailers (38% vs 27%), which work more in the mass- and
middle-market segment (49% versus 38%). Brexit-affected firms have a slightly higher share of
businesses targeting the domestic market (46% versus 39%). Moreover, they tend to offshore
somewhat more the phases of prototype preparation and sample development (45% versus 38%),
through third-party provider offshore (86% versus 75%) and drawing upon CMT production model
(39% versus 32%). While affected and non-affected firms seem to have a similar level of integration
along the GVC in terms of offshored activities, those firms that have perceived the consequences of
Brexit uncertainty have implemented less reshoring strategies (11% versus 18%). Moreover, the fact
that Brexit-affected firms are older can be interpreted as potentially more established relationships

with offshore suppliers. They also offshored more sampling and prototyping activities, which are more
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difficult to efficiently source domestically. Uncertainty seems to have influenced more retailers than
designers and firms targeting the domestic market, which can be perhaps explained by the downturn in

the UK retail sales.

[Insert Table 2 around here]

5.2. Firms’ perceptions: the consequences of Brexit uncertainty

In this section, we present findings from the content analysis of Brexit-related textual data originating
from retailers/designers’ and manufacturing firms’ replies to the following two questions: a) Has
Brexit uncertainty already affected your firm? and b) If yes, please explain in a few words in which
way. We first identified patterns of themes in all answers and coded each response to explore the most
frequent topics for both manufacturing firms and retailers/designers. The consistency of firms’
perceptions with respect to the Brexit shock was remarkable, and findings are in line with the negative
scenario shown by previous research. Figure 1 shows the main consequences of Brexit uncertainty as

perceived by manufacturing firms.

[Insert Figure 1 around here]

Among the firms declaring to have already been affected by Brexit, 29% indicated market uncertainty,
associated with sterling’s depreciation and a fluctuating exchange rate, as a major factor with a variety
of consequences. According to 18.5% of respondents, domestic retailers have become extremely
cautious and have started relying on less expensive and lower-quality products. Thus, manufacturing
firms have experienced a significant decrease in the number of orders from the UK and, to a lesser
extent, international and European retailers, particularly because of continuous rising costs as well as
of unpredictable future tariffs and delivery times. Other firms (13.5%) pointed out a downturn in retail
sales, following a substantial reduction in the purchasing power of UK costumers and an increase in
the price of products, with several brands and high-street shops shutting down (The Guardian, 2019b).

For example, some of the replies were: “We are receiving fewer orders as retailers are being
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extremely cautious”, “The whole uncertainty has caused a ripple of resistance from our European

markets”, and “Brands are liquidating or ordering less due to rising costs”.

Others (12.5%) expressed their difficulties in keeping the business going on, stocking up on raw
materials, and experiencing cash flow pressure and increased foreign competition. They have also
witnessed a decrease in the labour force, confirming the trend of some skilled workers going back to
their home countries and the reduced inflow of foreign experienced workers (BOP Consulting, 2017;
UKFT, 2018b). Some responses were: “Workers have started moving back, labour force is depleting,
and skilled labour is going”, and “We are now experiencing extreme difficulties in keeping the
company going. We have had to lay people off and make redundancies”. Other firms (10%)
complained about increased costs, particularly of imported raw materials (e.g., leather, yarns, threads,
zip), which have resulted in higher prices and lower demand for products sold in the UK market. A
few firms (8.5%) declared to have postponed investment plans and delayed projects such as expansion

and innovation-related expenditures, also because of uncertainty linked to access to EU funding.

Several manufacturing firms (4%) indicated to have already lost old connections or established (or
planned to establish) new ones along their supply networks, for example by losing larger retailers that
have moved production offshore, switching from the UK to other European or international suppliers
or moving plants and warehouses to an EU country. Some of their comments were: “We manufacture
in UK and also Eastern Europe, however we pulled out of Europe into Far East, holding more stocks
of finished goods”, and “We have a UK warehouse for distribution in Europe. This is now in doubt

and we are planning to move it to Italy”.

Only 4% of manufacturers has witnessed a positive effect, experiencing for example an increase in
turnover due to additional orders from UK retailers who sought to source more products in the UK to
avoid potential difficulties with foreign suppliers. Moreover, these firms claimed to have observed an
increase in the UK workforce trained domestically to develop manufacturing skills, as well as more
overseas visitors due to the weaker value of the sterling. Similarly to non-affected firms, these
positively-affected firms are weakly embedded into the GVVC, never implemented an offshoring

strategy, and exclusively employ a UK-native skilled workforce.
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As reported in Figure 2, a large number of Brexit-affected retailers and designers (32.5%) witnessed a
lack of costumers’ confidence due to the extended period of uncertainty, which resulted in a
significant reduction of their spending and decline in sales since the 2016 referendum. Market
uncertainty, the weak value of the sterling and a fluctuating exchange rate (mentioned by 17.5%) have
resulted in higher costs of domestic production and reduced profitability of products. This effect, in
addition to an increase in delivery costs and overheads, was reported by 14% of this group. The same
percentage mentioned a decrease in orders from UK buyers, changes to delivery plans, delayed
purchasing decisions and reduced ability to plan in advance and deal with new potential European and
overseas customers. Some firms (12%) claimed to have experienced a slowdown of their businesses,
with a reduction in profitability, investments and workforce (with several foreign employees returning
to their home countries, as noted also by manufacturers), with one firm amongst the respondents
closing down the activity right after the survey. Firms wrote: “Uncertainty around the new trade
agreement has added complexity and reduced our ability to sell within Europe ”, “We are a small
business that has goods manufactured in Europe and the decline in the pound from the referendum
onwards has had a marked effect on the profitability of the goods we import”, and “I have had no

applications from European workers which I have had over the last 20 years in business”.

[Insert Figure 2 around here]

Approximately 7% of firms claimed to have already applied (or planned to apply) changes to their
supply and distribution networks. For example, some of the replies were: “We moved all production to
the UK in light of Brexit to make us a 100% British brand”, “To keep my own prices down for the
customer | have undertaken a dynamic pricing strategy and | will be moving future manufacture to
Portugal or Italy rather than remaining within the UK ™, and “We used to have a small production in
the UK. Brexit sealed the end of this collaboration”. Only 3% of firms stated to have been positively

affected by Brexit with an increase in sales particularly to the EU and US over the last three years.

Overall, retail and fashion design firms appeared to be seriously concerned about the possibility of
jeopardizing their trading relationships with European and international partners along the GVVC.

Concerns are reinforced by a negative perception of domestic manufacturing, which most retailers and
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designers define as expensive and characterised by a lack of firms endowed with adequate technical
skills, specialist expertise, machineries, and capable of producing in small batches. Especially micro-
sized retailers expressed fears about their future inability, due to lack of adequate financial resources,
to trade with the EU without being part of the customs union and single market. Examples of
responses were: “lI am worried about losing the ease of trading which exists at the moment”, “We have
had to reduce our product offering to items that can be UK sourced because we are a too small a
company to cope with the red tape of importing”, and “Those who cannot source the materials that we

need for our garments from the UK are stuffed”.

6. DISCUSSION AND CONCLUSION

There is a large body of theoretical and empirical work studying the effects of trade policy uncertainty
on macroeconomic and firm-level performance. Trade policy uncertainty not only reflects in financial
market volatility, but it immediately affects firm choices. Previous studies have shown that threats to
raise tariffs and non-tariff barriers are a dangerous deterrent to international trade flows, particularly
when production takes place in global supply chains (Crowley et al. 2018; Harrigan & Venables;
2006; Osnago et al., 2018). A less-certain trade environment induces firms to reduce or postpone
investments (domestic and FDI), and consumers to save precautionarily, which is reflected in lower
imports. It may also affect GVC participation by dampening domestic firms’ incentives to build and
consolidate relationships with international input suppliers, eventually leading to source less inputs
from abroad, and reducing also the incentives for foreign firms to invest in the domestic market (Bank

of England, 2019; Constantinescu et al., 2019).

In line with this literature, we show that Brexit uncertainty over future trade agreements and policies —
started in the wake of the referendum in June 2016 — has affected a significant number of firms
operating upstream and downstream of the UK T&A value chain, which shows clear signs of
disruption and ongoing restructuring. The weak value of the sterling and a fluctuating exchange rate
have been major factors in firms’ perception of Brexit uncertainty. These have increased the cost of

imported raw materials, which has in turn resulted in higher prices and lower demand for domestic
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production. Manufactures have experienced a reduction in orders from more cautious UK, European
and international retailers, stocked up on raw materials — a rather unsustainable precaution to
counterbalance the impact of the shock — and seen investment plans delayed or held back. Firms
operating downstream in the value chain have witnessed a decline in orders from European,
international and UK buyers and a significant drop in sales due to a reduction in the purchasing power
of domestic consumers and an increase in the price of products. Overall, it has been more difficult for
many firms to keep the business going, with some of them experiencing cash flow pressure and a first
decline in the workforce. Some companies have started changing their supply chain by switching from
EU to UK suppliers (and vice versa) or moving plants and warehouses to other countries. Retailers and
designers appear the most worried about the threats to their trading relationships within Europe and

internationally, because of the difficulties in sourcing from UK suppliers.

Our findings provide also some preliminary evidence of the way the (perceived) effects of trade policy
uncertainty may vary depending on the position, production phase, and degree of integration in the
GVC. First, the small share of suppliers claiming to have been positively affected or non-affected by
Brexit are weakly integrated into the GVC. In particular, manufacturers involved in backward linkages
with extra-EU suppliers and supplying more international buyers seem to be more exposed to Brexit
uncertainty, due to the increased cost of imported inputs and a more expensive and less competitive
domestic manufacturing. The level of integration in GVCs seems to be less significant for lead firms
in terms of Brexit awareness, although firms that have recently implemented reshoring strategies have
been less affected by uncertainty. Second, the type of production phases offshored seems to be
associated with a different perception of uncertainty, as manufacturing firms with offshore production
that involve inputs and components appear more sensitive to it. Ambiguity in future trade relations has
a stronger negative effect on intermediate inputs that go into further processing, due to enhanced
perceptions of shocks associated with a potential disruption of the entire production process in case of
late/failed arrival of components (Harrigan & Venables, 2006), which could only temporarily be offset

by stockpiling on raw materials and other components. Uncertainty seems to have also influenced lead
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firms offshoring more sampling and prototyping activities, which are more difficult to efficiently

source domestically.

Ongoing research aims at exploring in depth the internationalisation strategies of firms in the UK
T&A value chain, in order to grasp possible trends and implications in terms of reshoring stages of
production. The analysis of the industry inward and outward FDI would also add vital information to

the GVC sensitivity to the Brexit (and other) trade shocks.

In a longer-term perspective, irrespective of the form of the future economic and political relationships
between the EU and the UK, which at the time of writing are still under negotiation, firms operating
upstream and downstream of the T&A value chain will have to deal with changes to their trade
exchanges and production networks (UKFT, 2019). While it is obviously recommendable that the UK
government does everything possible to conclude a favourable deal with the EU and other countries,
policy support will be crucial to help the sector, which in the long-term might face both an increase in
domestic demand and a drastic reduction in linkages with international lead firms. In this regard, a
recent research stream has emphasised the role of the state as a “facilitator” in the integration and
upgrading of firms within GVCs, for example by promoting tax incentives, R&D subsidies, skill
formation and training programmes, and investment support (Horner, 2017). It has also been argued

that national industrial policies should be revisited in the context of GVCs (Gereffi & Sturgeon, 2013).

To date — as shown also by our findings — there is a general perception of a lack of concrete action by
the government to support the viability of the UK T&A industry. The need for initiatives oriented
towards the restructuring of this sector and, crucially, its prompt inclusion in the UK Industrial
Strategy, is made more compelling by the withdrawal of the UK from the EU. Interventions are
particularly needed to help the industry undertake a process of functional, product and process
upgrading (Fernandez-Stark et al., 2011; Pietrobelli & Staritz, 2018). The development of new skills
and capabilities, the adoption of more innovative machineries and equipment, the upgrading of
product quality and standards, and a deeper integration in some production phases of the value chain —
such as sampling and prototyping — would help the sector to face the big challenges ahead in European

and global markets, and to boost the confidence of domestic retailers and designers.
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Firm-level views on changes in the broader economic landscape (e.g., new policies) and the
implications for the behaviour, structures and strategies of different types of firms has been recently
deemed a key contribution for the “policy turn” of IB research. Indeed, these “private” perspectives
can support international economics, traditionally more prominent in policy circles, in developing a
more “public” or “societal” viewpoint on international trade, which is needed to influence policy
discussion (Van Assche, 2018). Survey research can be regarded as a particularly useful tool for
grasping these firm-level views. In this paper, we drew upon data from an original survey to explore
different firms’ perceptions of the consequences of Brexit-related policy uncertainty. Future IB
research could rely upon new originally designed surveys as a method for investigating firm
perspectives on other policy-related events and the way these perspectives may vary across different

types of firms.

NOTES

i On 23 June 2016 the UK people voted to leave the European Union. The UK formally left the EU on 315 January 2020 and
the government is currently negotiating a new trade deal with the EU and third countries. The implementation period will last
until 31% December 2020, when the UK will leave the EU single market and CU. At the time of writing, there is still uncertainty
over the future form of Brexit (i.e., deal or no-deal).

il Conceptual perspectives on GVCs slightly differ in the literature on the spread of value-added creation and distribution across
firm boundaries and geographical borders (e.g., global production networks, global commodity chains). For differences in these
conceptualizations see, e.g., Coe, Dicken and Hess (2008). The GVC focus on the specific industry and on the governance of
inter-firm transactions makes it the most suitable approach for the study here presented.

il Non-tariff barriers restrict imports or exports of goods or services through mechanisms other than the imposition of tariffs.
These include for example import quotas, subsidies, customs delays, technical barriers, and other systems preventing or
impeding trade (UKFT, 2018a).

vV The NAFTA is a deal amongst the United States, Canada and Mexico entered into force in January 1994 and designed to
remove tariff barriers and other obstacles to closer integration of the three countries. Under the leadership of President Donald
J. Trump, NAFTA was recently renegotiated with the United States-Mexico-Canada Agreement (USMCA) (WTO, 2019).

V' The AFTA is a trade agreement signed in 1992 to support local trade and manufacturing in all ASEAN countries (i.e., Brunei,
Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand and Vietnam) and facilitate economic
integration regionally and globally (Association of Southeast Asian Nations, 2019).

viThe VUCA acronym, first introduced in 1987 and used by the US Army War College, has been increasingly adopted to
describe the volatility, uncertainty, complexity and ambiguity associated with new trends (Van Tulder et al., 2020).

Vil Eirms supplying more standardized inputs could more easily offer their products to other markets once a trade policy reversal
takes place in a certain country (Osnago et al., 2018).

vili As an EU member, the UK currently participates in around 40 free trade agreements with over 70 countries. At the moment
of writing, 28 trade deals have been signed, whereas the rest is still under discussion (UK Government, 2020).

X The common external trade policy eliminates the need for rules of origin checks at intra-EU borders since the regime for
imports from outside the CU is the same at all points of entry (Gasiorek et al., 2018).

* The EEA was established in 1994 to give European countries that are not part of the EU a way to become members of the
Single Market. The EEA comprises all EU members and three non-EU countries: Iceland, Liechtenstein and Norway.

X According to WTO rules, all countries have to be treated equally through the application of the “Most Favoured Nation”
(MFN) principle, stating that all countries, in the absence of a specific trade agreement or customs union, are subject to the
same tariffs, customs checks, and barriers to trade (Keane, 2018).
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https://investinganswers.com/dictionary/t/tariff

Xi According to Boris Johnson’s conservative party, which won majority in the last UK general elections in December 2019,
future trade relations with the EU should be based on a free trade agreement similar to the EU-Canada deal, which would entail
the UK leaving both single market and customs union, while maintaining tariff-free and quota-free trade with the EU for all
(or almost) products.

Xiil The Brexit implications extend far beyond trade agreements, as the complex issue of Northern Ireland (to mention just one)
has shown. For the sake of consistency and brevity, we do not cover here other dimensions of the debate.

XV The wholesale sector accounted for 43,000 people, while 276,000 people were reported to be employed within retail of
clothing in specialist stores in 2017.

X To date, there are no specific SIC codes associated with fashion design activities, which are included amongst the SIC 2007
categories dedicated to textile and apparel manufacturing (13, 14 and 15) (DCMS, 2016).

xi Manufacturing firms were identified according to the 3-digit codes 13.1 Preparation and spinning of textile fibres, 13.2
Weaving of textiles, 13.3. Finishing of textiles, 14.1 Manufacture of wearing apparel, except fur apparel, 14.2 Manufacture of
articles of fur, 14.3 Manufacture of knitted and crocheted apparel, 15.1 Tanning and dressing of leather; manufacture of luggage,
handbags, saddlery and harness; dressing and dyeing of fur, 15.2 Manufacture of footwear. The category 13.9 Manufacture of
other textiles was excluded to focus the analysis on the fashion-related industry. Retailers were identified according to the 4-
digit codes 47.71 Retail sale of clothing in specialised stores, 47.72 Retail sale of footwear and leather goods in specialised
stores and 47.82 Retail sale via stalls and markets of textiles, clothing and footwear (SIC 2007).

¥ii According to official statistics from the Inter-Departmental Business Register (IDBR - Office for National Statistics, 2019),
manufacturing firms under the same SIC 2007 codes account for 5,825 whereas retailers for 14,415 firms (see Appendix).

it \We relied upon the software Qualtrics to create and distribute the survey (https://www.qualtrics.com).

xix The first question of the survey directs respondents to different sets of questions according to the typology of firm (i.e.,
manufacturer or retailer/designer).

*The survey was originally designed to explore offshoring and reshoring in the industry. Due to the complexity of this topic
for firms operating downstream in the value chain, the section of the survey tailored to retailers and designers was deemed too
long to cover also Brexit. Therefore, the specific section focused on Brexit was sent later to a random sub-sample of retail and
design firms. While we collected Brexit-related data for a limited number of firms, this choice allowed us to gather more
accurate responses from retailers and designers.

*i The distribution of manufacturing firms (and of retailers/designers) in the sample is skewed towards micro firms, in line
with the figures of the Inter-Departmental Business Register (IDBR - ONS, 2019) showing that 82% of manufacturers and 90%
of retailers under the same SIC 2007 codes are micro firms (see Appendix). The higher percentage of micro manufacturing
firms in the total population compared to our sample can be the result of the inclusion in IDBR data of fashion design businesses
amongst manufacturers, which prevents data from being strictly comparable.

Xii I the survey, we define “offshoring” as the relocation of the entire or part of production abroad, and “reshoring” as the
relocation of the entire or part of production (previously offshored) back to the UK.
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Table 1. Sample’s characteristics of manufacturing firms — 1

Variable

Category

Manufacturing firms (Percent Frequency)

Total (N=199)

Affected by
Brexit (N=122)

Not affected by
Brexit (N=77)

Year of establishment

Number of employees

Type of products*

In-house functions/processes*

Main production model*

Market position

Type of customers*

UK-based customers

UK-trained skilled workforce

Skilled workforce's region

1990s and earlier
2000 - 2009
2010 - 2014
2015 - 2018
0 - 9 (micro)
10 - 49 (small)
50 - 249 (medium)
250 + (large)

Raw materials
Semi-finished products
Finished products
Womenswear
Menswear
Childrenswear
Textiles
Apparel
Underwear
Outwear
Bridalwear
Footwear
Leather goods
Accessories
Sportswear
Swimwear

Fibres to yarns
Yarns to fabrics
Colouring and finishing
Textile inspection and evaluation
Product design and development
Prototype preparation
Sample development
Garment making
Pressing/finishing/packaging
Product delivery

Cut, Make and Trim
Original Equipment Manufacturing
Original Design Manufacturing
Original Brand Manufacturing

Mass-market
Accessible/Middle-market
High-end
Independent designers
Large fashion retailers
Small fashion retailers
High street retailers
Boutiques
Fashion houses
Brand manufacturers

Yes
No
Both UK and internationally

Yes
No
Only a few workers
The majority of workers

United Kingdom

Eastern Europe

Western Europe
Extra-Europe

57.79
17.09
14.57
10.55

54.27

30.15

13.07
2.52

2.22
5.80
13.43
13.24
11.98
7.15
8.21
9.86
1.16
6.18
1.74
1.16
2.71
5.31
3.48
1.45

2.08
6.13
4.81
7.99
15.86
11.38
15.21
12.04
11.27
11.49

20.60
12.56
36.68
15.08

11.56
37.19
51.26
19.15
9.04
15.43
9.57
9.75
10.11
13.65

46.23
1.01
52.76

68.34

12.56

10.05
9.05

65.06
17.10
7.81
10.03

60.66

16.39

13.93
9.02

49.18

31.97

16.39
2.46

1.94
7.61
13.43
13.11
12.30
6.47
9.55
9.71
1.29
5.83
1.62
1.62
2.75
3.88
2.43
1.29

2.53
6.91
4.89
8.77
15.51
12.14
15.51
10.46
10.62
11.13

18.85
14.75
36.89
16.39

10.66
37.70
51.64
17.57
10.00
16.76
10.54
11.08
10.00
12.43

36.89
1.64
61.48

62.30
13.11
13.93
10.66

58.29
18.86
11.40
11.40

53.25
18.18
15.58
12.99

62.34

27.27
7.79
2.60

2.64
3.12
13.43
13.43
1151
8.15
6.24
10.07
0.96
6.71
1.92
0.48
2.64
7.43
5.04
1.68

1.25
4.67
4.67
6.54
16.51
9.97
14.64
14.95
12.46
12.15

23.38
9.09
36.36
12.99

12.99
36.36
50.65
22.16
7.22
12.89
7.73
7.22
10.31
15.98

61.04

38.96

77.92
11.69
3.90
6.49

77.66
5.32
9.57
7.44
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Table 1. Sample’s characteristics of manufacturing firms — 2

Manufacturing firms (Percent Frequency)

Variable Category Total (N=199) Affected by Brexit ~ Not affected by

(N=122) Brexit (N=77)
Offshored production Yes 24,12 26.23 20.78
No 75.88 73.77 79.22
Type of activity offshored* Fibres to yarns 5.00 5.47 3.13
Yarns to fabrics 11.25 12.50 6.25
Colouring and finishing 10.00 11.72 3.13
Textile inspection and evaluation 8.13 10.16 -
Product design and development 3.75 3.91 3.13
Prototype preparation 7.50 8.59 3.13
Sample development 12.50 11.72 15.63
Garment making 20.00 17.19 31.25
Pressing/finishing/packaging 13.13 12.50 15.63
Product delivery 6.88 6.25 9.38
Host geographical region Eastern Europe 18.57 14.00 30.00
Western Europe 14.29 12.00 20.00
China 31.43 34.00 25.00
Other extra-EU countries 35.72 40.00 25.00
Offshoring motivations* Access to skills and knowledge offshore 27.27 27.71 25.93
Labour cost savings 33.64 31.33 40.74
Trade facilitations 4.55 4.82 3.70
Country-specific conditions 7.27 6.02 11.11
Access to new markets 1.82 241 -
Access to raw materials 9.09 9.64 7.41
Access to advanced machinery 9.09 10.84 3.70
Risk diversification 2.73 3.61 -
Reshoring Implemented 20.83 12.50 37.50
Planned 2.08 - 6.25
Not planned 77.08 87.50 56.25

Source: Authors’ own elaboration.
Notes: * = The variable included the option “other”.
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Table 2. Sample’s characteristics of retailers/designers — 1

Retailers/Designers (Percent Frequency)

Brexit sample (N=143)

. Full sample
Variable Category (N=489) Affected by Not affected by
Brexit (N=88) Brexit (N=55)

Year of establishment 1990s and earlier 24.54 28.41 27.27
2000 - 2009 19.43 29.55 12.73
2010 - 2014 19.84 19.32 12.73
2015 - 2018 36.20 22.73 47.27
Number of employees 0 - 9 (micro) 87.32 85.23 92.73
10 - 49 (small) 11.25 14.77 3.64
50 - 249 (medium) 0.41 - 3.64

250 + (large) 1.02 -
Type of products Womenswear 18.23 17.06 17.24
Menswear 10.95 9.45 11.33
Childrenswear 6.46 5.77 4.93
Textiles 5.17 4.72 5.91
Apparel 14.67 16.01 16.26
Underwear 3.41 3.15 3.45
Outwear 7.39 9.45 7.39
Bridalwear 3.36 3.15 2.96
Footwear 6.46 7.09 8.87
Leather goods 491 5.51 4.93
Accessories 12.09 12.60 10.34
Sportswear 4.18 3.94 3.94
Swimwear 2.74 2.10 2.46
In-house functions/processes* Product design and development 23.87 29.80 30.40
Prototype preparation 11.69 13.64 13.60
Sample development 12.96 16.67 16.00

Garment making 9.77 -
Pressing/finishing/packaging 13.39 14.65 14.40
Product delivery 20.54 25.25 25.60
Type of company* Independent designer 22.70 11.36 27.27

Large fashion retailer 0.61 -
Small fashion retailer 16.77 17.05 14.55
High street retailer 4.09 6.82 1.82
Boutique 15.95 13.64 10.91
Fashion house 2.25 2.27 1.82
Brand manufacturer 11.04 10.23 14.55
Own brand Yes 66.46 63.64 67.27
No 27.81 28.41 25.45
Both own and others 5.73 7.95 7.27

Market position Mass-market 6.13 6.82

Accessible/Middle-market 38.85 42.05 38.18
Premium 33.95 31.82 38.18
High-end 21.06 19.32 23.64
Type of market Domestic 42.18 46.06 38.66
International 25.39 20.61 28.57
Online 32.44 33.33 32.77
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Table 2. Sample’s characteristics of retailers/designers — 2

Retailers/Designers (Percent Frequency)

Brexit sample (N=143)

Variable Category F?&:igg;le Affected by Not affected by
Brexit (N=88) Brexit (N=55)
Offshored production Yes 43.35 40.91 40.00
No 56.65 59.09 60.00
Type of activity offshored* Fibres to yarns 5.65 - -
Yarns to fabrics 8.12 - -
Colouring and finishing 9.88 - -
Textile inspection and evaluation 6.82 12.20 8.89
Product design and development 6.12 9.76 11.11
Prototype preparation 9.76 19.51 15.56
Sample development 14.94 25.61 22.22
Garment making 19.65 - -
Pressing/finishing/packaging 12.12 20.73 22.22
Product delivery 6.12 12.20 20.00
Production model* Cut, Make and Trim 33.96 38.89 31.82
Original Equipment Manufacturing 38.21 27.78 36.36
Original Design Manufacturing 13.68 8.33 9.09
Original Brand Manufacturing 10.38 16.67 22.73
Service delivery model* Captive (fully owned subsidiary) 23.05 - -
Third-party provider offshore 50.01 86.21 75.00
Partnering 10.16 - -
Intermediaries 13.28 13.79 25.00
Host geographical region Eastern Europe 13.40 14.00 14.29
Western Europe 21.18 22.00 25.71
China 24.30 24.00 17.14
Other extra-EU countries 41.12 40.00 42.86
Offshoring motivations* Access to skills and knowledge offshore 27.05 34.21 39.53
Labour cost savings 25.52 31.58 27.91
Trade facilitations 6.67 5.26 4.65
Country-specific conditions 5.33 - -
Access to new markets 2.67 2.63 2.33
Access to raw materials 14.67 17.11 13.95
Access to advanced machinery 10.29 9.21 11.63
Risk diversification 1.90 - -
Reshoring Implemented 13.81 11.11 18.18
Planned 9.05 - -
Not planned 77.14 88.89 81.82

Source: Authors’ own elaboration.

Notes: * = The variable included the option “other”.

39



Figure 1. The consequences of Brexit uncertainty for manufacturing firms by theme and relative weight

Market uncertainty
Sterling depreciation

"~ MARKET UNCERTAINTY (29%)

Retailers more cautious

Decrease in orders from UK retailers
Decrease in orders from international retailers
Decrease in orders from European retailers

~ DECLINE IN ORDERS (18.5%)

Reduction in p ing of UK —
2 -
UK mmilte‘:g‘s'gur:ilang m —_— ~ DOWNTURN IN RETAIL SALES (13.5%)
Higher prices of products |EE—
Stockpiling  [EEEG——

Skilled workforce reduction | EEEEE—_—_—_——

Bg::‘hmdm - ~ BUSINESS SLOWDOWN (12.5%)

Increased competition

Increased cost of imported raw materials
More expensive imports
Increased overheads

“ INCREASED COSTS (10%)

Perceived consequences

) ~ DELAYED INVESTMENTS (8.5%)
unding on hold

Loss of European connections
New global connections

~ CHANGES TO SUPPLY CHAIN (4%)
Planned to move out of UK

Increase in orders from UK customers
Increase in EU and global orders
tourists

More workforce trained

" POSITIVE EFFECTS (4%)

9

5% 10% 15% 20% 5%

Percentage of responses

Source: Authors’ own elaboration.



Figure 2. The consequences of Brexit uncertainty for retailers/designers by theme and relative weight
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APPENDIX

Table Al. Total population of UK T&A manufacturing firms and retailers

Manufacturing firms (5,825) Retailers (14,415)

Variable Category Percent Frequency Percent Frequency
Number of employees 0 - 9 (micro) 81.89 89.56
10 - 49 (small) 14.85 8.39
50 - 249 (medium) 3.00 1.25
250 + (large) 0.26 0.80

Source: Authors’ own elaboration.

Notes: Data were retrieved from the Inter-Departmental Business Register (IDBR) — (Office for National Statistics, 2019).
Manufacturers were identified according to the 3-digit SIC codes: 13.1 Preparation and spinning of textile fibres, 13.2 Weaving
of textiles, 13.3. Finishing of textiles, 14.1 Manufacture of wearing apparel, except fur apparel, 14.2 Manufacture of articles of
fur, 14.3 Manufacture of knitted and crocheted apparel, 15.1 Tanning and dressing of leather; manufacture of luggage, handbags,
saddlery and harness; dressing and dyeing of fur, 15.2 Manufacture of footwear. Retailers were identified according to the 4-
digit codes 47.71 Retail sale of clothing in specialised stores, 47.72 Retail sale of footwear and leather goods in specialised
stores and 47.82 Retail sale via stalls and markets of textiles, clothing and footwear (SIC 2007).
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