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Explanatory notes

All references to dollars (8) are to United States dollars.

The monetary unit in Hungary is the forint (Ft). During the period
covered by thic report, the value of the forint in r<lation to the United

States dollar was $US 1 = Ft 20,52 (currency) and $US 1 - Pt 40,40 (trade),

References to tons are to metric tons.

The dewignations employed and the presentation of the material ir this
document do not imply the expression of any opinion whatsoever on the part of
the Secretariat of the United Nations concerning the legal status of any
country, territory, oity or area or of ite authorities, or concerning the

delimitation of its frontiers or boundaries.

Mention of firm names and commerciil precducts does not imply the

endorsement of the United Natiora Industrial Development Organization (UNIDO).




ABSTRACT

The Government of Hungary requested assistance from the United Nations
Developmert Programme (UNDP) for its knitting industry and, on 12 January
1977, an expert in nill management and knitting (annex I) was sent to Hungary
for five month: on the project "Assistance in the Knitting Industry" (SI/HUN/ 4
75/814)1[ He was later extended for one month until 8 July 1977. Two other
experts worked on this project for short periods. The United Vations Industrial

Organization {(UNIDO) was the executing agency.

The knitting industry has been extensively modernized over the last four
years and it has an important role to play in the development of industry
in Hungary. It is expected to inorease production of fabrics and offer a

wider choioe of products.

There are currently eight large knitting mills and four mills and oo=-
operatives of medium size., After a survey of seven of the nine state-owned
mills, the expert worked at Habselyem K¥t¥tt4rugydr, Budapesti Harisnyagydr
and Vdci K&tottirueydr,

The aims of the project (annex II) were:
(a) To evaluate the situation in the knitting industryj
(v) To elaborate and oarry out a programme for teohnological and

production development and for the organization of produotionj

(¢) To award five fellowships in knitting teohnology.

The main reoommendations of the expert were that the produotion sector
should be reorganized and made responsible for its own effioiency and control
of production, quality, waste, orders and training, To do this, it requires

its own staff and a planning department.

‘ He also recommended that some improvements be made immediately, without
assistanoe, such as setting targets for efficienoy, quality and wastej

seleoting the best available staffy modernizing dyeing and finishing equipment

and sewing and cutting roomsj; setting uniform standardss and organizing

training courses.

Five oandidates were proposed for fellowships although it was not easy

to find suitable candidates because of language requirements,

1/ The project number was changed from IS/HUN/75/014 to SI/HUN/75/814
on 1 January 1977.
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INTRODUCTION

The Government of Hungary requested assistance from the United Nations
Development Programme (UNDP) for its knitting indugtry and, on 12 January
1977, an expert in mill management and knitting (annex I) was sent to Hungary
for five months on the project "Assistance in the Knitting Industry" (SI/HUN/
75/814)1[ He was later extended for one month until 8 July 1977. Two other
experts worked on this project for short periods. The United Nations Industrial

Development Organization (UNIDO) was the executing agency.

The knitting industry has been extensively modernized over the last four
years and it has an important role to play in the development of industry
in Hungary. Production has increased by 50% over the last five years, and
it is expected that it will increase further and that a wider choice of

products will be offered.
The aims of the project (amnex II) weres
(a) To evaluate the organization and productivity of the mills, and
to evaluate the quality of their products;

(b) To elaborate and carry out a programme for teohnological and
production development and for the organization of production. This programme
will then be evaluated and applied in other knitting millsj

(c) To award five fellowships in knitting technology.

There are currently eight large knitting mills and four mills and
co-operatives of medium size. After a survey of seven of the nine state-owned
mills, it had been intended to carry out the project at Habselyem K¥t8ttdrugydr,
chosen by the Ministry of Light Industry. However, as this mill does not
represent the full technology of the knitiing industry, the Ministry agreed
that the expert should also study other mills, namely, the hosiery mill
Budapesti Harisnyagydr and the circular knitting mill Vdoi K8t8ttdrugydr.

While working at Habselyem and at Vfci K8t8tt£rugyfr the expert collaborated
with the UNIDO expert for product developrient.

During the first week of March 1977, a UNIDO expert on knitted artificial
fur assisted the technologists at Habselyem K8t8tt4rugydr. A separate report
has been made by him.

1/ The project number was changed from IS/HUN/"(S/OM to SI/HUN/75/814 on
1 January 1977, .
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The degree of upgrading and the assistance required by the knitting
industry will largely depend on the marketing polioy of eaoh of the mills and
may therefore differ from mill to mill., Limited improvements can be made by
means already available to the mills and to national institutions. Inter-
national assistance should only be given under strictly-defined terms and

oonditions.

Sinoe machines, yarn and equipment are imported against hard ourrenoy,
to equalize the trade balance it is important to export Hungarian-made
products for hard ourrenoy. However, although the Government is promoting
such trade, it is olear that, for several reasons, industry is bound to
produce mainly for markets in centrally-planned economies, whioh are so-called
gseller's markets. As long as the terms of trade with Western oountries are
unchanged, modern business methods will not be adopted although there is an
urgent need for more effeotive oontrol of produotion and quality.
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I. FINDINGS

The expert surveyed seven of the nine state-owned vertically-integrated
knitting mills und eight sub-mills belonging to these seven mille. The orga-—
nizationul - tructure was =tudied, varticularly production, and shortcomings

investigated,

Production ..hortcomings

These 10 o follows:s

(n) There is a shortage of female labour, hampering the continuity
of the process lines. Aitempts have been made to overcome this by erecting
sub=mills in distant country areas; in a few cares by concentrating on
organizations wnd recently, by installing modern rachinerys

(b) Manasement lacks the ability to reorgu+nire production to obtain
higher productivity. Since most Hungarian product:. go te a seller's market,
the demand for cuantity overrides the care for qualitys

(¢) Quality control is ineffective, and oeuler quality is not
reflected in better pricecs

(d) 'There is almost no production controlj;

(e)

(f) Delivery times are only fixed per quarters
)

(¢) There are no proper planning department-. onlv operational
planning grouprs 'hich work mainly on an extemporr nizis;

Efficiencies are not registered;

(n) Export orders r'or Wastern markets get rpecial attention to the
detriment of other order:

(i) There is no sy.tematic training;

(3) Productivity i~ lows

(k) Organization of the scwing and sutting roonr is poory
(1) Scwrine machinery in general in “naade v

{m) Dieing and finichineg equipment is not woderns

(n} V.t percentages are high.

Production or:uiization

In Hunear:r, it is rot ecsy for a business tn vhor the increasing profit
neoessury 1o obtain credit and loans for inve stmenis to renew equipment and

building:.
Becon, © of an itcreaising shortage of female labowr, profilability seems
to have re ched it: limits under precsent condition:. Cavc bl

mechanizel emipment is only a partial ancuer to this pioblem.
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In an attempt to keep pace with the developments of the past 20 years,
the technological departments are already well organized, as are the financial
departments. Up till now, the relatively low requirements of a seller's
market have not encouraged the organization of production, but it is now time
for this und a more economical use of equipment and labour must be {ound. It
i an open question what degree of organization must be developed; this may differ
from mill to mill and will be determined by the policy of the mill, its market
approach and the quality of its products.

Market position

The yearly output of the Hungarian knitting industry is approximately
20,000 tons which includes 55,442,000 pairs of socks, stockings and tights.

For further details see annex III.

I1 is estimated that from this production about 20% is exported to member
countries »i the Council for Mutual Economic Assistance (CMEA) and about 10%
10 Western countries. The remaining 70% is for the domestic market. Both
the comestic market and the markets in the CMEA countries can be regarded as
seller's markets. This determines the mill policy and its organizational

siructure. However, the balance seems to be changing to a buyer's market.

Mill policy

Tn line with the Covernment policy, the managements of the mills try to
covar ihe highly necessary investments in Western equipment and material by
exports Lo Western markets or by commission work for Western companies.
Hrwever. because of a weak market in the Western countries prices are

relatively low. For several reasons, exports 1o CMEA countries have preferenoe.

Furthermore, the terms of trade with the countries of the European

Economic Community (EEC) are not likely 1o F‘ain important markets there.

. . 7
QOrganizational structures v

Hungarian knitting mills are large and vertically-integrated, employ
2,500-5,000 personnel, and their organization is based on mass production.
The characteristics of such organization aiet
(a) Systematic marketing hardly exists, and then depends on a single
person;
(b) Product development is determined by the technological staff}

(c) sales, performed by central governmental bodies, are registered
by the financial sector of the millj
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(d) Production organization is underdeveloped;

(e) Quarterly production plans are derived from the yearly praduction
plan made up by the finance department;

(f) Since there is no real competition, little attention is given to
efficiency and quality;

(g) Production control and progress control exist only for exports to
Western countries, and are mainly improvised;

(n) Quality is according to minimum standards set by governmental
bodies, Only in the case of exports to Western countries are other standards
used and most of these exports are produced in the smaller sewing departments
still in use in the central mills.

Processing, equipment and quality

The knitting departmenis are generally suited to present and future
demands but gradual modernization should be continued. Machines in use for
bulk production usually operate at 85% efficiency, which should be increased

to over 90%.

The supply of modern yarns is vital in the manufacture of knitwear to
compete with Western products abroad and at home the mills are too olosely

bound to the state—governed trade companies for their supply of yarnms.

As only a few years ago a greater diversification of yarns could be
imported, there is a considerable backlog in dyeing and finishing of fabric
made from these modern yarns. This results in irregular quality and, also,
the handle and appearance are generally not up to Western standards. Most
mills are aware cf tlese facts, and in all investment plans large sums are
appropiated for the necessary modernization of dyeing and finishing equipment.

Because of this, a danger of over—capacity exists.

The dye-stuff suppliers are co-operative and, as far as possible, provide

regular assistance.

The baocklog ocaussd by the lack of modern dyeing and finishing equipment

interrupts the production flow and the planning and oco-ordination of produotion

processes are mainly improvised on a day-to-day basis. This hampers the
organization of efficient outting rooms which, as they are bound to process

small lots, have high waste percentages.

Most of the mills have a number of subsidary plants in oountry distriots.
There is a tendency to vertioally integrate these plants, but this is not
reoommended as it complioates their organization. It is preferable that all

oapital-intensive prooesses be oentralized in the mein mill - where know-how

-1
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and control are available - and that the more labour-intensive processes, suoh
as sewing, be in the sub-mills, These sub-mills should not he too large;
*0-300 cmployees is generally considered to be the most appropriate size of

firm,

Modernization of sewing room equipment is not encouraged in most cases
because of low labour oosts. The equipment, in general, is not adequate for
present and future requirementsz. However, there are speoialized machines

in the smaller subsidary mills.

The increasing shortage of female labour, lack of space and low profit
margins on some products are the mngst compelling reasons for modernization.
Products made by modernized units have a higher quality of sewing and the
efficiency of these units is up to Western standards. The effioiency of the
majority of the sewing departments, which still work with old equipment, is
often very low. Huge capacity is available provided attention is given to

this sector.

As a result of the full-employment polioy, productivity per employee is
low. The average turnover in 1976 was 816,931 per employee. Western knitting
firms have a turnover of over $26,000 j.er employee. In all firms surveyed,
there it no co-ordinated personnel policy, confidential reporting or training
progra mes for superinterdents, foremen and operatives. Wage polioy is made
by the finance departments. The most capable employees can be fourd in tle
teoknological departments where there are a number of qualified potential produc-—

tion leaders.
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II. RECOMMENDATIONS

Organization

As the requirerents of all the mills are d'fferent, each of them has 1o
decide on the devired degree of orgenization, particularly of production. I*
must he accejted tlat the production sector is responsible for its own efficiency,
and control of proluction, quality, waste orcers and training. To do this, the
proluction sector requires its own staff and o planrning depar tment ahle to

advise the production marager.

The production sector should nol only follow +the guidelines laid down
by the depariments of finance and technology, it should also elaborate these guide-
1i es and top management shovl:l set production targets. These guidelines
will mean - major change in attitude towards production and such & changs
cannot be achieved at once, Internalionel assistance on the changes necessary
in the proluction seator, and also, to some extent, in the depariments of
technology, finarce ani personnel and on the outlook of top-management, should

be sought.

If international assistance is received for the changes in the production

sector, it is recommended thatt

(a) Objectives are jointly formulated and acoep*edj

(b) Tt is clearly stated how decisions between consultants and the mill
receiving assistance will be madej

(o) All the members of the mill receiving assistanoe should partioipate
and the ideas of these members should be evaluated;

(d) A group of counterparts be formed from the mill taff.

Separate items such as work study programmes, maintenance procedures ana
other detailed but limited areas not affecting the entire organizational
gtructure can easily be restructured by the available staff in the mills or

in the national institutes.

Imnedicte measures to be taken by mill managements

Many improvements could ke made without outside assistance, such ast

(a) The best available forces should be selected for the most important
posts in every department, especially where these posts are already
occupied by inadequate employeess

(b) The desired degree of production control should be determined
agoording to the mill's market approachj
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(c) Targets chould be set for efficiency, quality and waste;
(d) Tre dyeing and liniching equipment should be modernized;

(:) The ctandards chould be revised for rminimum inventory in order “o
create buffers for better planning of suck prodnction units as finishing,
catting and sewirg;

(f) The sewirg rooms should be modernizeds

(g) Time ard motion studies should be introduces in the sewing
deypartments;

(h) Uniform standarde should be set for all *he sub-mills of one milly
(i) Costs should be cut and o terminal plan drawrn upj

(j) Training: courses ghould e organired for operatives, superintendents
and forenen;

(k) Maintenarce schedules shculd be drawr up for all types of machinery.

Objsctives for international assistance

Production nanagement should be reorganized and up-graded to owtain full
control of quality, waste, efficiency an. the progress of orders at all stages

of production.

A new department should be formed that will advise production management
on work methods and the pioper uge of equipment, incen=ives, training programmes,
flo: of ¢rods and routing. niontrol of production, was'e and efficiency is

to be delegated to this department.

A production planning lepariment shou'd also be tormed to plar production
orders taking into account capacity, available yarn, delivery times, effioiency
and required quality. This department will make detailed plans for each
prodiotion stage, co-ordinating the flow of goods, incluling the supply to the
sub-mills.

Quality control should be given authority to interrupt and, if necessary,
alter production processes,

The department heads should get full authority within their field of
operation. Authority should be delegated to alternate or vice department

heads who should be given responsibility for the exeoution nf well-defined

lirectives (annex IV).

Fellowships

Tt was not easy to find fellowships scandidates owing fo languaye

requirements. Finally, the following candidates were proposed for fellowshipsi
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Knitting mill management .
Hollosi, production manager at Habsel yem K&t&ttérugydr '
Joseph Peregri, production manager at Vdoi K¥t¥ttfrugyfr
Modelling and marketing of ready-made knitwear l
Mirta Vass, sectiun leader of modelling and member of the marketing
group at Pabsuelyer K¥t8ttdrugyér l
T8th Gergelyn&, fashion forecasting and rarketing at Habselyem
K¥t8ttdrugAr
Balintn€ Somogyi, Mole Directrize at Habselyem K¥t¥ttfrugydr l
Language tests For some of these candidates will be decisive for
their acceptance. I
] |
!
— b
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Amnex T

JOB DESCRIPTION
SI/ruN/75/814/11-01/31.7.B.

Expert in mill management/knitting
five months

As soon as possible

Budapest

The Hungarian knitting industry has extensively
modernized its production facilities and equipment
during the last four years, UNIDO's assistance is
requested to ensure optimum utilization of installed
oapacity, help out with organizational matiers and
advise on farther technological development.

The expert will carry out his duties in a Hungarian
enierprise ~ Habselyem KBt¥ttdrugydr - chosen by ‘he
Ministry of Light Indu.itry. He is expected tos

1. Bvaluate and recommend improvements in the present
situation in “he enterprise, with respect to
organizational structure, productivity and produot
qualitys;

2. Elaborate on and initiate the implementation of a
programne of technioal development and crganization
of production., The reoommended programme of work
will be evaluated and then applied further in other
enterprises in the kmitting sector;j

3, Assist in the preparation of a fellowship programme
in knitting managementj

4. Collaborate wilh a product development expert in the
preparation of a programme on product development.

Textile engineer with experience in management of
knitting mills.

English, German desirable.

The knitting sector has an important role to play in
the development of industry in the Hungerian Peoplels
Republio. It is expected to provide an impetus in the
inoreased production of fabrics and a wider choioe of
oonsumer-oriented produots. There are ourrently eight
large kmitting faotories and four factories and co-
operatives of middle size.

Statistios show that the produotion of the knitting
industry has increased by fifty per ceut in the last
five years. The reoent expenditures for the development
of this sector should result in an even higher inorease
of produotion and more rapid product development.
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Ammex IT
PROJECT DATA SHEET
Reference data
sountrys Hungary
Projecy titlet Azsistanc: to tle knitting induatry
Project mitbert SI/HUN/75/814/11-01/31.7.B.
Origin and date
of requests Ministry of Light Industry of tls Yungarian Pesple's

Republic, September 1975.

Purpose of Lhe

projectt The Hungarien knitting industry has ertensively
medernized its production facilities and cquipnent
during the last four years. UNIDO's assistance is
requested to snsure optimum utilization of installed
capaoity, help out with organizational matters and
advise on further technological developmant.

Baockground information

The knitting sector has an important role to play in the development of
industry in the Hungarian People's Republic. It is expected to provide an
impetus in the increased production of fabrics and a wider choice of consumer-
oriented products. There are currently eight large knitting factories and
four factories and co-—operatives of middle size.

Statistice show that the production of the knitting industry ha: increased
by Y0 per cent in the last five years. The recent expenditures for the
development of this seotor should result in an even higher increase of production
and more rapid product development.

Desoription of project

The following areas should be overed with UNIDO's assio*t-n..:

(a) Evaluation of the existing situation/organization, modernization and
efficienoy;

(b) Elaboration and implementation of a programme in che areas of
technioal and product development and organization of production;

(c) Five fellowships in knitting teohnology.

The recommended programme of work will be first implemented in one factory.
The results will be evaluated in orier to modify the programne @ ordingly and
apply to the rest of the knitting industry.

Project budget

Components Duration Cost
months

1 knitting technologist with
experience in mill management 5 15,000

- Gl S T G I G G e
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Components ation Cost
months (OB

1 knitting teohnologist with
experience in product devalopment 3 9,000

Fellowships for 5 persons (3 months
each in France and/or the Federal

Republic of ‘}ermany) 15 22000
Total 33,000

Request approved
See copy letter from Mr, Babic of 19 September 1975
Dates 3 Ootober 1975
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Anmnex IIT

DATA ON THE HUNGARIAN KNITWEAR INDUSTRY, 1975

Produotion Tons

Underwear and outerwear

9 State—owned mills 8,974
Garment manufaoturers 29114
35 Mills controlled by townships 550
Co-~operatives 2,032
14,170
Knitted fabrios, oaps, scarves, gloves 5,746
l9,913_/
Pa.fl.rsa
Socks, stockings (tights, 13,640,000) 36,802,000

a/ Included in the above total of 19,916 tons.

Employment
State—-owned mills Sub-mills Production Employees
BFX 4 Outerwear, flat and 3, 186
weft knitting
Budapesti Harisnyagydr 6 Hosiery 4,035
Hodik¥t 8 Underwear, outerwear 4,782
Habselyem K¥t¥ttdrugyfr 1 Underwear, oiroular 51,701
warp knitting outerwear
Magyarovdri KOt&tt4rugydr 4 Underwear, outerwear, 2,636
flat and ciroular knitting
B&késosabai K8t¥tt&rugydr 7 Warp and weft knitting 2,026
V&oi K¥t¥ttdrugydr 4 Weft knitting, sports— 2,709
wear
GyBri K8t¥ttérugydr 1 Gloves 1,441
Halasi K8t8ttdrugydr Being ereoted 150
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