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This work was prepared daring a vlslting Fellowship at the Selaoce
Follcy Reseacch Hoir (S5PRU), University of Sussex, September-December
1985, The paper will be published as a SFRU “Occasiooal Paper.”

Some first resules of Lhis research projegt were presented ak 5PRU at
a Work in Progress Seminar, "The Diffusion of Tnrovations ino the
Teadicional Sectors;: Theee Ltalian Case=stadies,” Jaouwacy B, 1986,
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Inteoduccion

In receat vears both the Itallan and {atergational press have
ncad the striking performance of the fenetron groun. 1Ia this papor
we shall analyze Benetton's growth tecard and supggest some
Incerpretive hypostheses about the factors behind thls remarkable
growth. Specifically, we discuss the contribution of the firm's
innovative tafailing system and decaateali=zed production strategy,
and then assess in detall the contribution of techmological

innovations to Benetton's competitive success.

l. A Brief Higtory of Benetteon's development

1.1 Owvervisaw: srowth of a firm

Benetton, ariginalty named "Maglificin 4i Ponsano Yeneto dei
fretelli Bepetton™ {Grappo Al lavoro IRES. 1934}, is Italy's largest
Epahion firm. Formed in 19465 aa = general partnership, the company
became a liwired partoership in 1970, daveloped inta & joint ktnck
company 1o 197%, and in 1981 Benetton assumed tbs present
greanizational serusturs. Ar thar time, Hoovs Benetton (lacter called
Berwebeon Spa) was chartged with cooardilsacing the igdustrfal and trade
activicies ¢f the fitm's three main product diviaions (knitwear,
cotron, and jeans).

The éntire company iz controlled by en Ttalizn filpancial
holding, THVEF, either directly or chrough forcizn afflliates such as
Genetton Interndarlonal Roldiag In Luxeobarg {Fondazioone Coraz=in,
l984]. The capitrl stock of the company has increased from &4

million Lire in 1970 to 70 billion Lire in Decomber 1985, when the



THYED? SpA changed itz name to Benction Groap Spd and iocreased its
share capital.

Over the last few wears, Benetfon has growe theodgh the
cxpansion of 1ts commcrcial and financial networks (see Table 1) and
chrough the purchase of afher fapoves Ttalian eclothiog Elras,
inaloding  Fiorweed [49% of shares), and Calrzarurificle dl Vareoe,

the leading footwear ficm (90%).

1-7 Comeergial expansicoo: the Franchise syotem

Benetton was the first Firm in Italy aAand poszibly in the world Co
ingtraduce A franchiging sysatem in the cextile and clothing industry.
This system, whercehy Benectton sells wob only thelc produocts, hue
thair "product with shnpéh {Ballani, Xanfai. 1984], now excends
thrgugheur the clobe. Thisz retailing ignovation has been a2
slpgniflicant faceror behlod Benetron's strength wis—a—wils cheir
competliors din the fashion indonscry.

After cthe fliret shop was opened in 1948 in Helluno, the chaio of
Benatrfon shops grew rapidly, first in Veneto, the region where
Benetton is hased, and latec throughowt Italy [Flonancial Times,
1957]. ULuring the last five years the fenetton chain of shops in
Italy reached a sataration wvolat of one zbhop for every 50-55%, 000
fnhabltants. While several commercial pattomers helped to finamce
thiz impressive growth, Benetton alwavs maintalned diract conteol of
its outler marvkets.

The c¢hain of Benetton shops was extended Internationalls
beginning fn 1270. The fira‘s inicial stratepy was gradually to
penatrate these farsign markets whose culinre, tastes, and retailing

eystem mast closely resembled that of Iktaly. Because of its marker



TAfgLE 1 {fompanies included in consolidation of INVER

as of December 31, 1983,

HAME LOCATION CURRENCY CAPITAL 5370CK PERCENTACE
SHARE HOLDING
Farent Comparny

IKYEFP SpA Porzgnoe V.tc [(TW) 1t.Lire 8,000,000 000
talian subzidiaries
Eensttan Sph " " " =1, 260,900, 000 =.=
24,700,000, 000 0,0
Benetton Lana Spa " ™ "
Zenetton Jeans Spa &.ﬁg h:gq:l”' : " pI-W- bilnsalsay oo
Benetton Cotone Spa Fonitane d1 ‘:’i?l-:lr‘h.a (T " 3,200,000,30 10,0
Industrie Benetton Sph Poozano Veetwo [TV " &0, oo, 000 =",0
In Factor Spa Milem " 2,000,000,000 FARE
Fisrucci Spa S.lomtn Milxese [TV) r 2,500,000 000 O45,0
Fiormil =.r.1. Wi ar H oo ol nal 48,02
Edmg s.r.l. Jari L 0,000, 00 43,51
Azeiirro 5. 1. Broscin " 80, 000, 000
Foreipn Subsidipries
Benetton E{gfg?ﬁéignil Lopembome 3.Fr. 23,000,000 00,0
&=, 33
Senetton SAHRL Paris 7 rr.Fr. 1,536,000
Benetton Informatigqus woon &5, o
France SARL Gertil)y fr e e il a7
Hoben SARLE Pari= " 1,000,000 '
Nota Bene France SA Toudoe " 100,000 153, 5
Arcobalena S8 Faris " 222, A 53,34
Benham G.m b.H. dmb oy C.M. = el aul 95,67
Stuttben G. m b.H. Stuttgard .M 50,000 100,53
Brenoverff. m h.H, Eramen " 0,000 e, 57
der-Ben Textllcha.ndlp: Be=lin " SO0 000 100,00
Benetton SA Bmelles B.Fr E,000,0m 100,00
Tabando Ltd, Hewick lsg 0,000 200,00
Banetton Sportswear Ltd. Lavin H &, 000 100, 00
Benetton SA Earcellos Pas 25,050,080 100,00
Banetton Japan K._K. Tokiio Yery 2,000, 000 100,00
Fiorueeli HEEEH risnal e Pl l,iIlIf,":EG 48,00
Fieruecei Ine. Mew Yt L5, B 200, 43,00
Benetton Service Egr—ggr—l Meow Yol T | oo, - 100, o0
Benetton West Ine. 5. Fraisea 0-s. 3 12,00 72,00

Soures: DenetTion LGroup Annual Repast, 18983



Figure 1 Financial structure
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similaritics with Italy, the Eirst forelgn shep was established in
France [Racghah, 1983]. 1In 1974 Freoch sales were 500 million Lire-
Three years later, in 1977, the Benetton exports Lo Tranee cxcesded 7
billton Lirce.

Since 1978 Benetton has Increasingly shifted more atbention to
expanding 1ts foredgn wackers. In 1983 (sce Table 27 the French
mariker reprasented 17.6% of tobrl production and the aomber of
fenetEon snops had grown to 387. After conguering the ¥French fazhion
market, Beactton tutned to other European markers, in percicular,
Garmany, the Benelur coumteies, and the Unfted Kingdom. Later exportt
e¢Lforts have concenttated mostliy on tne U.S., Canadian and Japanesc
mackets. By the cnd of 1955 the total admber sf Benetton ehops in the
U.5. was cluse bo 420 (see Table 2), and the total number of Benetton
shops abroad was nearly 2000. Benetton actively contlaues fo saek
pocencial new markets. According to Eorechascs, the D.8. will he {it=
megt {mportsnt foareign matket.

Benetton's cruclal vears of tast growth were betweoen 1978 and
1981, during which time total sales ineceased frem %5 to 322 billion
Lire. The increase in export was clearly the leading componenc 4n

the wrowkh of sates.

1-3 A "decentralized" production strategy

Benettnon's inkternational strategy has thoas far coacentrated more
on developing a commercial networy than on Eacelign ditecE iaveskmedrC.
Almost all of the production ackivicias pf the sroup #rte congenfrated
in Italy, most of them just in one provionce: Trevisp. There are only

three small factories abroad (Iin Framee, Scotland, and Spain} and one



TABLE Z# Benetton Group Performance
1980 1578 1550 1981 1582 14583 1994 1985

aples a3 5A 1,530 322 400 475 (5 e E30=
E_Expnrt 5.3 6.6 23.0 49,0 44a.0 Sd 0 550 nd.
Employees 812 10149 1257 1877 1S3 1565 1589 ae,
% white collar

woTrKeTs nd. nd. 20.6 2.2 26.0 ZB.a nd. nd.
% Export on

totale sales
- France 16.1 21.2 16.6 L17.B 15.5
— GEman}r 5.6 11.1 1D-D‘ 14.2 14.2
- UK - - 3.6 8.2 5.2
= Danelux and

Swiszerland 3.1 i.0 5.6 6.1 .4
- Swvezia G.2 0.5 .8 1.6 0.3
- Spain and

Fortugal - - - - 3.0
- 5 A5 0.5 0.1 2.4 T.7
n total sales
Exp. Knitwear 43.0 2.0 _ El.0 63.0
Exp. Sotton prod. 3C.0 B0 B3O 3.0
Exp. Jeans 31.0 37.0 A6.0 T a6.0
Tomestic B.shops 1165 1227
Foreign B.shops =F: 1989
- France 283 387
= Germany 168 233
- UK ds &3
-Us 34 ab
— Benelux 25 F-F.4
— Japan nd. B

* Forecasting

Source! Benetton Sph, Ufficio Marketing, 1984



planned new faetary in the U3A {at Rocky Mount, North Caroiina, which
wlll begin prodvction of cottoa garments in 198641
From the beginniog, Beactton chose to creace a "sabconcracting

syatem.”

in this wav, a consisteat part of che total walue added,
which if escisated fo be at leastc 708, 12 wpade Ly aboat 200 small
arclsan {irws locared oear thoe Bonetton slantsg.

This strategy of "decentraliration"™ af wvariouz productive phascs
to subcontractors is oot unlgue to Benetton firms, but racher
characturizes Ehe reorgzoization of many Italfan comnanlies in the
19708. This system of production bas iwplicaclons Loc Bewcbton
gonployment: duriog the nigh growth years bebtween 1973 and 1381 when
sales roared, eoployment inereased very
lictcle.

Thix pactern of prodoction casts doube on ehe generat
applicability of Lhe thesis that Labor—iptensive "mature™ fndustiries

will Be progresstively displaced toe LDCs.



2., Technological innovaticn

2.1 The formation of a "teclmology trajectory™

While Benstton is commonly acknowledged to be an fnnovatlve
firm, the specsific Features of ita innevative process have besn an
{nadequately conceptualized. Im the section which follows we shall
focus on the determiaants and the offccts of the iotroduction of
innovatiomsa, and om their relationship te Benetton™s corporate
oreganigation. Accarding teo the traditional distinccieng 1in
innovarion ltiterature [Freeman, 1982]} innovation g¢an bhe arlented ro:

(a) preduct changes;

(h] process changes;

(e) organizational changes.

Table 3 illustrares the main fnnevatlons 1otroduced zipnee 1945
(the year in which the Benetton company war established.) The
expansion of Benerton is charzcterized by che systemat{ic coordination
and comnlementarircy of the innovation cfforts in each ot the ahowve
thre: dimensions.  In analyzing the major tnoovationa {nerodueced by
Benetten (in Table 3}, we can distingnish four major phases accoarding
to the shifting focus of inpovatrive and adapracive effarrs.

In tertms of the ficst phase, from the peginaing (1985 to 1970,
we pheervo throe demfnant foatares: (@) the incrodaction of
lo=heuse incremental innovations in machinevy, throwugh minor but
gffacrive chnenges of ordinary second-hand machines booaght it cha
mariet and adapted by the ticm {teclf, [(B) the bufilding up of the
tetailing system diacussed esarlier, which made avallable a sajor
gpecific resource Lo the general growth of the Firm, and (2] special

atteantion cowards a product diffecentiation strategy, with che
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introduction of llght colars {"pastelle"} in casual and sport
Eashion.

Benetton has exhibited anusual entreprencurial talent for
ntilizing already exdstcing resoutrces and knowledge. &n example 1Is
the adaptarion of socand=hand sachines, originally used to
manufacturs women's seamed stockings (ac the tlme out of fashion) to
produce knitwear. These machines, which at the time provided 903 of
Henotton's Waitting capacitw, were purchasaed for approwimetely 51,000
per machine, converted ftor an additional $4%,000 egch. The same
mzchioes were walued at roughly 470,000 cach in 1982 [Hatvatd

Business Heview, 1985%].

Another example 1z the adsptatisn ot a very old and koowe system
of striking and dyeing wool in the finsl manufacturing phase. This
process was adoptod by Benerbon after a3 frip oy Lucliano Benetton 0o
Scotland, where this processa is usualtly used in artisan shops.
Benetrfton transformed it inkto an iodasttrial proeecss, #hich allowed [C
ko bettar follow the varfability of demand.

The developoent of the technological trajectory [Hnsi, 1982
appears Lo he a very cooplex process. In the case of Benetton, a
sipnificant role iz played bhy:

[r} the tacit knowledpe about the prodactilve process;

(bl the capacicy ta link the {npnovatlone to a systematice
"wiginn" linking produstion and distribatien {that s, an
integrated enrrepecorurial sbtatey);

[z} rthe cumulative advantage coming fram an {nnovative lead.

Many researchers have explorad the dlverse patteras of
technological chanpe [fee in partienlar Pavict, 1984}, Clothing

firms are congidered "suppller dominared" with only a weak teadency

towards Ifonovative ackiviby.



Accordlog to Pavitr (1984), in such industries, (a)
technologleal change comes (exogencuesly) from suppliers' equlpment
and materfals, (4%} the rechnoalegical trajectories ate defined in
termz of cutting costs.

howaver, in the casze of Gepelton we can observe [wo specific
phenamena. First, there is a domain of “nen—technological
innevalions directly linked to design, eErademsrks, adyverlising and so
on. Second, one ohiecves process—related {nnovarive agtiwvities,
which ate complementary te purchases of eguipment from cutbside.

This last aspect appedrs linoked to a4 speclitic knowledge apout
the productive process, and s based on the cogineering capabllities
of the eatrveprensut. Zven now GCluliana Benetton daily goes to the
factory, controlling and meking minet modification In the looms.

1t {5 {mportant to abserve that this cechmical know—how existed
before the constitution of the firm fand la faet, Lt can be
considered a necessary, if not sefficient, condition for the creatlon
of the firm , as well as for {its success). Histerically, Traviso is
an lmporeant area for textiles in Ttaly: rthe young Fenetron brothers
worked In the Cfextlle industry as blue collar workers {they came from
a pootr fawily and were forecad to laave zchool because of aconom{cs
clroumstaneces). Thelr knowledpge of the productive cvele came
directly from the shoptloor.

In the fntermedlate perviod «— Iin the 1970a — che growth of
Benetton was

nut chacvaererized by the introduction of apy major fnnovatlons.
Rather, the fitm was asearching for an antonomous and nriginal

procese of leatolog by deling.

L4



'n a third phase (approximately 1977 to L9282} the distiunguishing
elenent {s the lntyodustlon of process innovations almed at a higher
level of automation in some production processes {cutiting, kaltiing
and dyveing). This phase is character{zed by the scquisition of
externa)l new technelogy supplied by the machinecey producers.  The
rate of growth in the domescle and fopeign markees requires {and
allows for) an licrease in the seale of adoption aof new and expenslive
automired mechinery, More than in the first peried, the introduetion
oF innavacions was pushed by gutside pechaological opportunities aud
baged on rhe nge of nlervoelertronles in the industrial machinerd.

Certainly, this cechnological “leap'" appears te be = econsequence
af {or at least allowed by) the expdnslon of the {irm. However, at
tte origin of the Fenstton rechasloglical trajectoery thers are
incremental improvements of machinery and "innovarive"” procedurss and
behaviars,

The move Tecenkt phase is characfetlzed by a wider dse of new
Informarion Technologies Freeman, Soete, 1985, involving the
building nwp of apn inforaarion metwark to connect productive and
comereigl activicies, the first application of GAD, and a new

guromated warehngge,

2.2 The information technology

This section laoks at the attitnde of Jenetron thward
Inforwarion Technologlies. The evelution of the firm's Iaformaeion
network has been characterized by twe major phamps: fitsD, the
imicial buildieg up nf a private octwark, able to ecover almost all

the Eurppean concimneat; second, a shifc Lo 1984 atatting Jith a
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"pilot praject™ in the U.S. and uszing an exieting external netwoark

[Geppela, Croce, 1985%.

The private informabion network inikially set up by Benetton was
designed to three Fundamental funcrions, namely: (a) collecting
orders from Benpecton's sales agents, (b} storing detailed order
{eforamation by shops (eolor = size - model}, and (e} financfial
accounting. This =ystem was developed in the sarly [980=.

The time lag in order collectlon was markedly reduced, allowing
for an optiomization of the produgtive cyels and a berter utllizarbon
af capital equipment.

Wortably, “real cime” planning of production hased directly on
shops orders had the EEfEFt af reducing the typical seasonal peaks
characterizing this industry. Woreover a pgreat cedaction In the
varehouse average to just A few days became possible, with all
products leaving the factories already labeled and eceady for
dellvery.

The specific ase ol sueh a2 arivarce and exciuaive {nformation
networlk was supperted by & nnique aorgenization of production. Dnlike
pther firms in the faszhlon scetor Bonstton only produces goads 1n
reaponge to direet ordears. This has an enormoos infleence an cotal
eosbs, and on the capacity of the Firm Lo follow market trends.

In 19235 Benecton experimented with another Lnteresting
application of microelectronics. All ioformation about cach iten
(model, color, slze} iz recorded on a computsrized cash Tegister in
gach of about 200 shops located in four strategic markets: every day
this Informat{on arrives at rhe headquarters and {f recorded i{n the

maln computer. Thiz enables Teal time peojections of mackel trends.



Figure 2 depicts the informarien fystem at che end of eBhis first
phase (im 1984%. The shifr Eo the aecaond phase which 1s now underway
with pilot studies and experiments, was due tgo several tessons.
First, the size of the private network had to be able to deal wikth
the tvn seasonal peaks (before Chefscmas and [o Spring): chis
tmplied large underatilizacion of the system for a wajor pact of the
yoear. A second prablem for the private network goriginated from
netwnrks which peivate systems had fo utilize for long distance
Link—ups.

During 1984 a aew phase Segan: the private network was sharply
medified and Bemetton decided to link it o ancther private netwerk
(the Mark TII General Eleckriece's Information Systeml}, and to duse a
linkage with a baae natwork for the fimancial data system. EBoth
sysrems were tested in Ehe U.5. io 1955, On the commercial network
sach #pent hed ar IEM X1 personal compuber coonecked to the Marke (LI
service. The nefwork structure works through the geilization of
three centers that functicon like a “"mail box'": they collact and file
the arders until Benetton deesides Ea cake chem op-

411 operarlons can be simltanecus. Thiz commercial aetwork
combinas internal elemente of business organization with sxternal
communicationg services.

The parallel financlal fnformarion netwerk also wmakes use of
gxternal netwogrk serwices. 4 pilot project is now underway in the
D.8. wikh 200 clientr! each ocne can maxe pARyments Ea any hank, and
the Federal Having network concenkrates them In the Clty Bank which

is Iinoked vup with Bensttbtan through its own netwWwork.

17
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2.} The firn's aovement Loward amtomation
243.1 The automatinon of warehousling

#or Benetton one of the most significant technoelogircal
innovations Is the roborfzation of new warehonsea. The deamarie
gtowth experienced over the last few yearg and the further plang for
expansion have led towsrds A ganeral regrganization of all internal
funccions. A completsly automated watehouse serviclng all Ltxlian
Erenefron factories was set up in 1934, This comstitdees the ficatc
major entey of Benetton Into inddstrial autgmatizacion with a8 project
developed jolgtly with COMAY based on COMAL hardware and Digleal
Equipmant data processing. This 18 the second project of this spare
parts warehouss of FEIAT in Turin.

There are many ioteresting innovative features. The work-unit
is not the "paller™ {opf the same items) but the single package of
iltems. 7This varfation lovolves a tadical change of the maovemant of
lovenkaries warehousing, and delivery gysgems. OGiven the importance
af the retalliapg system In ensurlop scabilicy to growteh, a cruciat
role is played by delivery: just consider that 1n 1984 Beaetton
produced neatiy 35 millien ftoms.

The organization of the new syatem eliminates the manwal picking
af items as well the manurl storage Lin specific produckt mass.  The
use of Internal space is orgzoizmed argpuad the delivery system, each
item being logated on the basis of 2 migimizacion of movements far
the entty and axift of the good.

Fhe duty af the workforce Is 1imited to oaintenance of the
plant. Each ecollery Ear item handling is provided with a

denodulator And a processor that decodes the =ignals. This system
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only requires a workforce of 18 pecple (8 maintenanes workers, 1
wareholseman, 5 comWputer cperaferk, and L area directec). I1f the
warchouse were orpganized io cthe old way, we estimate 5 need of HO-100

warkers.

2.3.2 The adtomation of deaign functions

A Further technologlical advance ls represented by the
introduetion of a CAD {(computer—aided desiga) svstem. Tt 1s arliized
primarity for the developueat of the size grading phase. When the
protocype 1s ready, it is possible fo automatically obtain the whole
tize range for a partlcular design on the platter. Ar the same time
the computer {s able to calculate the bestc utilization of the fabric.
The gains In productivity are of two types. Filrst, the use vf this
technology allaows a redaction in the nuohber of designers. Second,
the nse of rhis techaclogy allows better untilizalion of naterials.
pecording Eo the manager of Bemetton's information systent, the design
of the template tegquires only 15 minankes [I1 Sole 24 Ore. L/24/84].
Deme by hand the operation requires 24 nouts.

Fenetton's stratepies in thiz area have been delayad, howewer,
by the shatdown of CAMECH in the 0.5. As a consequence the placiog
of templates, and automated cutting of the material has yeb oo be

automacad.

2.4 Om the "traditionsl indicaters of inmovative ackivizy"

[rt the tradicional sectors {such as textile and clothing) the
nedlnary indicators of inventive and innovative activity {R&0, patent
gtatiskies) have proved ro be poor indicators of innovation and

Innovation diffusion, eapecially at che level of the firms In all



TABLE 4

Number items

Number {intarmal)
biug callar warkess

Model nmumber
Colour number

Average number of
colours
in each shop.

Mumber main
proeduct =2Cess

Sowrce: Benetton SpA — Marketing

Diversification strategy of Benetton

1965

18972 1578
. &- &, 000, 000
T1lE
. &- n.d,
n. 2. ni.d.
M. &- n.d.
3 3

1284

35,000,000

1232

1200
280

T
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copntries, rthese sectorr pgenerally appear to be characterized by a
1w rarfie nf RAD to outpat, aod an ingignificant number of pacemts.
However, In many cases the inmovatlon accivicy f{g indirect

{organized by the supplier Firms of the equipment); fmplicic
(localized in other aveas of the firm: preject production
departments, and oot ia Formal B&D laboratories); or incangible
fentrenched within the arganizational strategy).

Therefora, it can hardly be measured et onme aingle starist{cal
level., Table % shows tEhe "B&D profile™ of Benstton. The B&D
deflaition 1s rather approximate: these activities bave more to do
with engineering, with chemlscry (for the ecolor experlmentation) and
design functions and even more so with the {nformacion system. In
tarms of percentages over sales, advertiasing (2.8} is mueh more
imporcbant than the Lnoovative functions (-5} estimated (see Tabla

3.




TAELE 3 R e D activity (1984)

E e I expenditures

% zsales

Totale personel

- EBngeenering
fadaptabiliy af
the machine:sy)

= Jasigners

software experts

Advertising (1953)

Source: Beneston S.p.A. -~ Rarketing

3 pillion Lire

a, 5%

10Q

10

30

20 blllien Lire
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3. The ceffecks of the Innovations on firm strategy

3.1 The firtm a5 A system
3.1.1 The Benelbtoo syastem: the strdetdre

T understand the extant of what we rall the “"Benebton systen™ a
simple analysis of the floancial/productive arrangemen: 1z not
gufficient. This system incorparates nat only dees nob the @ensceon
firm, but algs several other actoers gravitating around the firm
{suppliers, subgontracrors, tetailers). The Beaetton brothers,
through Benebtan Groap SpA, exert Einancial conttol over thie edtire
Boapetton Growp, sod cthrough other financial zogieties thoy eater
directly Into the area of suppliers and subcontraectors. The
rerafling sysrem {2 divided into six parts with A vaty large variety
vf Forms of control. In Figure 5 ome can sce bhe pattetrn of the
relationships batween the different actotrs and activitias.

Yar us consider che hierarchical strusturs which extends its
scope and control outslide the fire’s baundaries. In a different
form, Beoction appedrs to have been abnle Lo construct marcket and
non-market rvelations with external partmers. ¥otably, part of these
links are basod on "guasl-fapily" Links with some
refutlers/romereial partoers and svuhenntragbord.

(ne may salso appreciste whafi contrasts the Benetton ayetam with
the wvercically {acegtrated filem: wmarket celaclons enter @wichin the
system, and regulate some of the [nteraction between actors. One
nbseeves alemenkts of quasl "disintegratlon™ which extend the use of
warkelr discipline in all dieeecrtions:  [aput supply, production,

retailing. ‘This structure af che system combines the "cffleiency™ of
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Diagram S¥héwing the Flow of Work Through Benstton's

FILURE 6 Factories and Subcontraciors.
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TAELIE &
Humber aof items
Weol 13130025000
Cotton T5790 000
Jeans Tra73 000
TOTAL 26665 0D

Source: Bensetton S5pA - Marketing

Sales 1983

42 .4
2a.2
28

’

100,0

Yalue

212 380,000
S0, ST, 000

158 &75 000

52, 030,000

5,3
18,7

34,4

100,0

A0
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3.1.2.2 The subcontractors

The subesacractors are lovelved is Ehe Labor inteasive phaszses of
production: assembly, finishing, itoning. Figure 7 describes as an
sxample the manufacturing proccss for kaltwear. There are about 200
firms with an estinzied cotal employeenc of 15=20,000 workers.
Subronkractors and proupers perform around 40% of the conpany's
kniccing of wool, 60% of Ehe wotrk of assewbllng gacments and 20% of
the finishing gperations. Nerfe that a common clement of these
productkinon phases 18 the lack of s=cale economlas.

The subcontractocing firms can be divided inka 4 @ain
categories: (&) those under financiat contral of the Henetton fam{ly
{threugh varfcus financial companies); (b} the "affiliaced" firms;
(e} the independent [irms; fdY the homeworkers. "affiliated"™ Eirms
are those belonglng either to former employees or Eo actual Rensbtben
managers or elerks. Baenetton has dizectly promoted the creation of
Such Tires «wich the gonacanree of ocders in the starb=-dp phasc.

This sabeontracting sysfem has Cwo oain advantages for Zenabbon:
({a) rhe nse of external menagerial resources, and (b} a significant
reduction of the labor cost (one can estimare thar to tervns of uaair
labar cost the savings 15 about 40%). Subrontractors agree to work
exclusively [or Benetton because of the stahility of demand and the
guarattee of 4 10% proflt margin on thelr sales {sea Table ¥¥. The
typleal subeonctracting Flem {5 swall (20-40 empleyess), but there are
alsn firma with about 30—-100 eoployees.

The Benetron firm 12 very advanced [n estimating industrial
cosks:  far every phase that is decentralized a datailed <ost

analysls 1% made. Benetton provides the product standardization and



Manifacturing process configuration

TIGURE (
for mitwear [1384).
SUBECONTRACTORS BEMETTON
Knitting BErnitrting degigning =+
Cutting grading
maTking
Softering
e Tacking )
Serving
Azsembly Assembly
Finighing Finishiog
Dying
Labeling
i fuality eontrol
Warenouzing
Delivery-

* The stressed phzsed ace developed exclusively in the denstion eitablizhrents.



TABRLE 7 An mﬂl?ﬂiﬂ- ¢f costz and ;:rmf_i te for a ty'p,icﬂ]_

Benetton ahop, and comparicns with competitors,

Typic¢al Bepetton Shvwp of Europesn American Epecia-—

Shop competition lized chain store
Anmual sales in § 150,000 150,000 400 000
Selling space (in =q. ft.} AQg 1.200 2.000
Storage mpace - clan] 150
Initial margins, 3= % of a44% 50% Se%
¥ales prices
Reralized margins, as % ol 39% 4o a4%
sales prices X
Medium price for unit in % H 40 =5
Emplocyee hours for wes=k =1 200 220
Selling hours for wesk 45 A5 76
Average store iaventory, 30,000 50,000 95, 000
at cost 5 -
Expsnse categorieE as % of sales:
— gost of good sold 51X 55% 55%
— Ipkour 1% 29% 22%
- rent % 75 5%
- other 8% &% 8%
- (profit} net 12% 3% 9%

Zource:Harvard: Business Schoal, ISTULD, 159E4.
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Loggplization of subcontractors 1581/19832

FICURE &
ol &3
100
© ;i ik 218 20z,
B ? 15 29 b,
0w /] Ff}
(3% %
'm -
] =
0
Eh &5
a2
29
a0 * *
a2 2B
X 1la
13 B 5
o)
. i _
Trevisn Vicerma Parkes Varuice g OTrers
Typical balance of subcontractos firm.
Depreciation 10 — 15%
and general
costs
Finaneial 10%
averheads
Grosz profit 0% - 1I2%
margin
Labour ceosts ok — 63%

Source: Rapporta di Rigerca, il gistema Benetton, Fondazione Corazrin, 1084,




pracesas ocptimizabion procedures, 2o that sateilite flems can increase
thelir productlvity. Labor produeeCivity i suboonCragtoeing firme is
estimakred to be 10T highere than chat which gould he achieved tchrough
in—nonze manufactuaring (thizs iz das asgsutially to higher working

pace angd higher worker conirol that i3 exerted thete).

3.1.2.3 The sales agents

Benctton had achleved its retall disteibutioen through an unusual
arvangement with "sales agents™ In Italy aad other Ruropean
codntries. An Iindividual sales agent may supervise and hold an
interest in a number of stores. Lzte 1o 1952, Benettan conducced itx
busineqgs with 35 suweh agents. Sales agents wers paid by Benebfon oo
the basis of 8 commission of about 4% of the facrary zales of ponds
sold through their retall outlets, in addition to thelr share of the
profits of the store in which ther held gwnership shates.

The functions at these sales ageats are "ecrurcial™ In che
RBenetkbon "informative systewm."™ They present the Bedetbon eollection
to shop operacacs En thelr own regions, collect orders for the
initial stock snd re—orderings during the season, thos playing wital

contrel functicns in the whole sysbed.

3.1.7.4 The petailers
Az we have already menfiomed both the Zenetton shop and the
retailing aystem can be consldered a tundamental organlzatioaal
innovation. The retalling system has been modifled over Cime and has
exhibited differsant parferns nf ownership.
In a first perind ehe interest of the Henetton family wa=s

direcely focoused on the retailing area. Later on they divested thelr



capltal from this business aArea in0 Traly. In the other countties che
share of shops owned by the family ar by IHVEP has risen. ime may
estimate that out of ketal 2300 eghops in 1984, abouc 500 are gumed by
the Benetton family, in different forme, and mainly in different
gountriet. The ather 1200 shops are probdably concrolled By wo more
than 100 persons, as far as majerity sharehalding is conecerned.

The ¥enstton shop is standardized. This allowed an "oatimized"
Lay=out for cthe dizplay ef goods snd the melling system. The
nrganizational and labor costs, a5 one cang seg in Table 7, are much
lower than 1p other typiczal clokhing shops. 1t &5 very difficul:r,
bgwever, to koow the exact nuober of parsons cmployed In Benetkon's
shops.

Another adwvantage, again in tetms of space, 1= the absence of
waTebousing: indeed the Ltems are exposed in the seb of shelvas.

The abzcoee of warehousing is liaked to the use of the iofoemation
techonlogy and to the flexibhility of rhe whole productive cvcle. The
commereial strategy of Benetton I8 Ep obtain & leadership Lo rcosts,
and thus on prices: beoth in Italy and abroad, Benctton imposes rhe
price of each item to the ratailers. {This docs not imply a
redonetion of the protit rate compared to other retallers, because the
shop organization turns out to be legs expanaive.)

dme can see in Table 7 that Renetton recrives a higher share of
the final priece than competitors {61l% compared to 55=56%3, while at

Che same Time the retailers get a higher net profit margin, too.

in



3.1.2.5., The labdor force

The principal Zeatures of the Benetton system is a sharp
divislen in the laber marker bdetween the “Intecnal” laboer {orce,
artound 1,4), g2nd the external one, acoond 15—20,000 workecs in the
subcontracting factories.

The patcing—oar svsteq lncludes also & cercaln amount of home
workers, alctheugh b 1s lapossible ro Assess praelsely thelr nuwobet.
Tt is Important to nokbe thar these forms of "black labor™ are notb
dlrectly organized by Benmeiton, butk by the subconcractor Firms.

As one can see from Fipure 3 ehe total internal laborc facce 1z
divided I[ate & productive onlts: Ethe pamber of eaployees per plank
{s rather small. rche industrial ralariao sygcem of Bopefton |see
Tables 2 and 9} is rather simple and is charactarized by

{a) an average race of trade wnienizmation (40.7%7;

(b)Y a serike rete lewer thso in other firms of the same
Industey;

{e) a eomparatively low unlon bargeaining activiky at firm lewvel.

3.2 The domipation of che marker by rhe firm
3.2.1 The ilntensification of comperitive forces

In Italy and in seme other countries one of the specificitics of
the fashion industry Is the doairance of small firms doe to low enccy
barrierse, and lack of seale eeonsmies. Ancther faature is the
srgmentAation of narional marketa due to differences {n taste and
cultare. The Benettonm strategy has been simed at rvedncing the lopact
af these faetoars upon the rate of growth of Benetton market shatas.
This was achiasved through higher price competitiveness and the

development of new companiex (Stefanel, Tacchell Group, and se oo:
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TAELE B S
Urniani=zation
—_——

Trade Union Workere :Rl4 LAl
[tmtal)

— White collars 16 1z
Rate af “ypicnisation™ 42, 1% 40. 7%

Sourte: Trade Uniers (Fulta nazicnzle)

: e e a0 Sl AL AL dL el gk L s g e . ababon bl
S R gt GG AL L S e L g

TAELY ¥ Lozt hours through strikes per employee:

2 comparisen with some italian textile firms.

1581 ) 1982
Benettan a.a 2.3
Manifatture Lane 11.5 41.68
G.Marzotto e Figli Spa
Catonificic Camtont BL.7 3B.0
Lanerassei 22.5 26.2

Source: B & 5, 1953
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gee Takles 10 and 11} within a scrategy of produce
diverzificationf/diffecentiarion. Tables 127 and 13 show the econemic
performance of the feneften group within Ehe texfile sector. In
comparison With other firms cthere {s ne pdarticualar Benettaon
leadership oo che external taber costs. Howewer, profic marglns,
iavesrment in fixed capital and sales per csploves Are dramatically
higher. in other words, Benetten has an "absolute advantage” [Dosi,
Pavitt aud Soete, 1986] in labar and possible capital prodoccivity.
In Pigure 10 we can abserve daring the 1970z tha growch of

markst shares-

3.2.2 Getring closer bg demand

A sogTee ot strength of Hesoetton since the 19708 has beon Che
capability to adapt gulekly bo new and changing marker seguantations.
It diseovered an unsatisfied "potential demand" —— the “casual”
tashion for young people. As we have seen, Benefkon was able to
anticipace the direcetion of such market segments by.intervening and
reacting speedily to changing dewand- Renetton's products {s=e Table
14} are concentrated preclsely ino ateas of faeiest growth in demand.
#ll the strategy segments of the Firw (information system, retalling
system, etcs) are oriented towards svmething similatr rto a "just in
time" system of response Lo consumel demnand.

Figaure 11 shows the importance withio the scganizational
scructure nf Benetton of rhe "informative System."™ Thanks to such an
Intormatian aystem (see Figure 12) Benetton is able fto reach toe
matket F—% weeks beforc lis comperitors gad thanks to Elexibility of
the systen is able to vespond within 8 very short time ro the
re~arders of the abops. 1In this way, 1t nearly "interacts™ with che

GOSN rs .



TABLE 10 First italian three Tiroms (sales] Mnitwear

1979 1980 1981 1982
Benertton 2-0 1.1= I.a 1.9 5.4 4.8 5.1 4.8
Stefenel 0.3 - 0.3 - n.d. - 1.2 4.4
RCT 0.4 Q.2 0.5 0.2 1.4 .2 1.4 4.5

SRS S S e R R S SRR R A LR S R R

JEANS
TAHLZ 11
1982
Banetton &.0 7.2
Tacchella &.0 bB.d
Fratinil 3.0 3.2
Gecofin ' 2.7 3.1

Source: Databanic 5.4

* on tetal italian export

i
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TABLE 12 Economic indicators: B comparigon with eome itellun textile firms
{0D0)

Het salen per Value af fixed Met proflt

emplayes coapltel per emplayee __Per_samployee

1381 1082 1981 1982 19481 1932
Benetton [INVEP) 253,000 (1] 262,778 . 10,428 15,676 12,041 10,683
Manifatture Lane
G.Marzotto a Figll Spa 41,855 48,126 2,061 1,817 1,003 TS
Cotoniflclo cantonl . AZ 458 5O, 976 ' 2,677 (2] 2,125 1,008 (2] A89
Gruppo Tesslle Miroglia o8, 800 189,900 26 {2} 2,800 640 [2) B3
Laneraoral &l,200 57,600 2,538 1,866 - &,660 (3] =3,775 (3}

1. In the cese of Benetton SpA wae conslder on 18 monthy¥ period
2. Only parent - firm

d. Net legs pepr amployee

Source; H a 5, 1333



TAEBLE 13 labour costg per eeployeed: a comparison with

Branetton

Manifattur+ Lane
G.Marzotto = Figli SpA

Cotonilicio Centoni
Gruppo Tessile Miroglio

Laneroasi

some. italian textile firme.

158l

14,300,000

14, 700, 000

15, B0, 000
18,10C, 000

13, T, 4ol

198z

17,500,000

16,500,000

19,300,000
21,400, 0G0

21,300,000

Toures; R & =, 1953

]



Figure 10 Benetton market ghare in selected segoents

gf italian Fashion induztry {knitwezsr and jeans)

7 (6.5
LA
e b
=] i
. |
3
2.7)

2

1.4)
h ]

1978 1979 1380 1981 1982
(1}

1978 1979 14980 1981 1552

Hensttom 54,7 92,8 1954 322,0 400,13
export 14. 8 B, B B, 4 128, 0 16,1
Itzlian Indus+ry 2976,9 3635,5 4168.1 502%,9 SEE, 4
axport 1732 7 1619 B 1880, 6 2267, 2 2691 &

Source: Databank S.p.A.
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TABLE 14

Haincoats

Suits

Coats

Trousers

Jeans and casual
Shirt

Tailleurs

.5
4435
16.7
£2.5

2.8

Outlets for fengle and mazculinéwesr

1970/1976

1970

2.5
23.4
2E.1

8.3

1.7

T3

1.1

35.4
1z2.2
21.3

189.8

1976

2.0
23.7

ZL.G

11.7

2l.2

9.8

Toeurce: 4 I I A
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Figure 11

Public
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| Foreign
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General
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Orpanisational strature of Benetign SpA 1583

BOARD OF DIRECTORS

Organization

—
-
WV 5
Information
Marketing ~ Productian Sysiem

!

Henetton Wool
Benettonr fotion
Benetton Jeans

Spurce: Rapporto 4i Ricerca "Il mistema Benetton", Fondazione Corazzin, 1984,
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Figure 12
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i
4%, Conelusions

There are =zix significant features of the Benettsn productian
gysten which are worth recalling. ¥icse, the growth of the Flirm
hasn'r happensd throogh expansion bub chrough the developmant of a
natwnrk of gonkralled €irms. Thus, the Benerion Grouwp became a
"filexibie™ system. This flexibility does ner oeprcessarily iovolwe
Goall overall size bor lowvolves a network systen with 4 propolsive
"conter™ and an "adaptable” perlphery.

3econd, che Benetton case shows that manufacturiag basced on
alectronlcs rechnaloploes does ot imply a trend covard smaller Flem
size (a3 suggested for example by Piore and Sabel, 1924}. On the
conteary, the REeaebbon rasp shaws clearly Ehe growth of new forog of
aligopoly.

Third, the firo appeats to become a "oobile” system of borh
econonic transactlions and orpgaonizacienal linkage: cerrainly the
activity of the firm {5 net limited ko simply "buying or doling”.
Moreovar, it can tapidly medify 1its organizational bordees through a
“"re~pentralization” or a "de-centrallzatfon" of the productive
process,

Foutth, a deuble level of entreprensurship is generated
Following a4 hierarchircal pattern of diviszsion af labogr betweea che
"eenter" and the “periphery™ of the =mvstem. The specific assets of
the dominant firm are the strakegle fuactions of tetal concral and
cootdingtion of the whole cyclae, of planning, merketing and those
wznufacturing phases that requice the most coaplex techaologieal

knw—thow. GConversely, the least sxilled funertions are carefed cubt hy
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8 ''new generation™ of subsidiarics which dare concenbkrated just on
produsCive baaks.

The Benetton strategy tends to malntaln a complebe contrel on
the cativre systen of these fhlrms. Eaeh of thesoe subsidiaries are
senponible for Just a particular phase {n the neodunfion pracess and
never tesponsihle [or the complete produckiom of any item.

Convwersely, Benetton's strategy tends to lnduce a propulsive
fnteraction with the local environment and plays a wvery active role
in the lnternal arganization of produacticn in these subsidiary firms:
advire is skared oA the managemcat of the Fivwm, on che lay odt of che
machinery, and on the most efficient methrds of preodegeion. Yok both
the techoical knowladge and che market access of subcontracring firms
are wery limiced.

F1fth, rhir procass of divizion of the labor among firms gppears
re have imaortant lmplicarions for the goarve geaeral Indasrreial
dynamics. The growth of a new generation of small firms feeds on the
griowkh nf the entite gystem. The latter I8 organlecd, loosoly
gpeaking, like a pyramid:z the kep iz nigshly concentrared, buot the
ware Che system grows, the more the bottom —=— made of small firms —
ETiwWA.

Farthermare, the tepdency towards the amall average firm zize
canuot be totally eonsidered a "sponraneous" aspect of the evolution
of the industrial environwent: LiE is the resalt of 2 complex
re—organlzation (assoeciated with the exploitation of the economies of
spope) of the prodouctive cwele led by some imaovabive Fiems.

Sixth, the possibilicy of developing such A complex nefwork 14

LXron Lonnecte W1 e externas anvironment o o Tha 2 Jre
trongly ted th Eh t 1 . of the f1 W




E1t
rteferring lars sensu to the inztitut{ional! context and the historieal

ponditions- These "extecnalltics™ appear to be hased on three

fundamenral factors:
fa) the diffusion of skills asdong workers [which in turm i=
both a local consequence of che bhisrerical existence of
textile snd the artissn clothing companies and the effect
of recent diffusion of techolcal knowledge af textile
machinery) lioked to recent development of the Italian
induskry;

fr} the specific labor market structure of Vensto and the lack
of {nduostrisl conflict rhere (which implies alss a sacial
acceptabllity of labor conditions linked o work ia small
firms: Theavy labor conditions, pubtting—out systems of
production and so oo);

ey the odistence in che zoeial scewcture of what soclologiscs
call a "propensicy ko social mobility™. The ewarwm of "new
generabtlion” swall firmz 1s drlven by thap mlers
entreprengutship found amomg Che maonal workers.

In genersl {and not ouly in the case-study analyzed} the 1970s
gshowed & forcoicous colncidence of the proaduction treguirmeants of
flexiblility sud decentralization on the one hand, and the markec
morilization of Iarge groups of skilled warkers highly morivated by

upward social mablliey-
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