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РОЛЬ АУТСОРСИНГА В ОБЕСПЕЧЕНИИ РОСТА  

ПРОИЗВОДСТВА ОДЕЖДЫ В АРМЕНИИ  
 
Аннотаеия. Цель: оеенити, как изменения в экспорте одежды, обусловленном аутсор-
синг-контрактами размещенных италиянскими и немеекими брендами в рамках экспорта 
Группы 62 (одежда и принадлежности одежды текстилиные (кроме трикотажных, ма-
зинного или ружного вязания) объясняйт статистижески знажимые изменения в реали-
ном производстве сектора по производству одежды в Армении. Методологижеский под-
ход: путем конвертаеии всех номиналиных среднемесяжных знажений объемов производ-
ства сектора по производству одежды и экспорта одежды, обусловленным аутсорсинг-
контрактами, размещенных италиянскими и немеекими брендами, в реалиные знажения, 
и жерез тест данных на налижие стаеионарности переменных, то же самое уравнение 
было оеенено дважды с помощий метода наименизих квадратов для двух периодов 
(2011:5-2016:12 and 2014:1-2016:12), где была исполизована первая разниеа реалиных 
знажений переменных. Результаты: резулитаты оеенки #1 свидетелиствуйт о том, 
жто, в среднем, если реалиный экспорт одежды, обусловленный аутсорсинг-
контрактами, размещенных италиянскими и немеекими брендами в рамках экспорта 
Группы 62 увелижится на 10 проеентов в период времени t, то это может привести к 
статистижески знажимым изменениям в реалином объеме производства сектора по про-
изводству одежды на 1.152 проеентов в период t, основываяси на данные всей выборки 
(2011:5-2016:12). Между тем, согласно резулитатам оеенки #2, содействие экспорта, 
обусловленным аутсорсинг-контрактами реалиному производству сектора про производ-
ству одежды в период времени t выросло и составило 2.06 проеентов. Вывод: Выполне-
ние работ по аутсорсинг контрактам, размещенных немеекими и италиянскими бренда-
ми имело статистижески знажимое положителиное влияние на рост реалиного объема 
производства армянского сектора по производству одежды за веси период времени, кото-
рое увелижилоси в 2014-2016гг. за сжет роста объемов выполняемых работ армянскими 
производителями. Далинейзая роли аутсорсинга в разрезе перспектив роста сектора во 
многом будет зависети от темпов роста экспорта в Россий и увелижения объемов ра-
бот выполняемых в рамках аутсорсинг-контрактов. Применение в области экономиже-
ской политики: Приоритеты правителиства в отнозении привлежения новых аутсор-
синг-контрактов могут сжитатися позиеионирование Армении в кажестве ворот или 
платформы для входа Евразийский экономижеский Сойз или как надежный партнер для 
базируйщихся в ЕС компаний, которые предпожитайт “аутсорсинг возможности в со-
седних или в близких к Европе стран”. Обе стратегии могут быти реализованы одно-
временно или по отделиности в зависимости от приоритетов правителиства. 
Клюжевые слова: экспорт, обусловленный аутсорсинг-контрактом, поиск возможности 
для аутсорсинга, сектор по производству одежды, Армения. 
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THE ROLE OF OUTSOURCING IN ENSURING THE GROWTH OF WEARING  

APPAREL INDUSTRY IN ARMENIA  
 
Abstract. Purpose: To estimate how changes in outsourced contract exports placed by Italian 
and German brand names within Group 62 (articles of apparel and clothing accessories, not knit-
ted or crocheted) exports explain the statistically significant changes in the output of the Armenian 
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wearing apparel industry. Design/methodological approach: By converting all nominal monthly 
values of the output of the wearing apparel industry and outsourced contract exports placed by 
Italian and German brand names into real ones, and through performing stationarity tests on the 
variables of interest, the same equation is estimated twice using ordinary least squares with varia-
bles in their first difference for two different sample periods (2011:5-2016:12 and 2014:1-
2016:12). Findings: Estimation #1 results indicate that, on average, if the real value of out-
sourced contract exports placed by German and Italian brand names within Group 62 changes by 
10 per cent in period t it could cause statistically significant changes in the real output of the 
wearing apparel industry by 1.152 per cent in period t over the entire reported period. Meanwhile, 
according to Estimation #2 results, the contribution of the outsourced contract exports to the real 
output of the wearing apparel industry in period t increased and amounted to 2.06 per cent. Con-
clusion: Serving the outsourced contracts placed by German and Italian brand names proved to 
have a positive statistically significant impact on the growth of the real output of the Armenian 
wearing apparel industry over the reported period that intensified from 2014 to 2016, due to the 
growth of the volumes served by the Armenian manufacturers. The future contribution of the out-
sourcing to the industry growth perspectives will largely depend on the growth rates of the exports 
to Russia and increase in volumes of works served within the outsourced contracts. Policy Impli-
cations: The government priorities with respect to attracting more sourcing opportunities would be 
positioning Armenia either as a Gateway or a Platform to the Eurasian Economic Union or as a 
reliable partner for EU-based companies that prefer “near-shoring sourcing opportunities.” Both 
strategies could be implemented either separately or simultaneously depending on the Government 
priorities.  
Keywords: Outsourced contract exports, sourcing opportunity, wearing apparel industry, Armenia  

 

Introduction. Upon expiry of the WTO Agreement on Textiles and Clothing in 2005 that had 

replaced Multi-Fibre Arrangement in 1995, “various duty-free quota-free access for LDC exporters 

have been established by developed and some emerging economies” such as GSP schemes, and 

“other non-reciprocal preferential access schemes” such as African Growth and Opportunity Act 

(OECD/WTO/IDE-JETRO, 2013:16) [5, p.16]. However, not all low-income countries benefited 

from preferential trade schemes that translated into strong export performance, which was the case 

among some African nations that reported “differing performance in this value chain”. (OECD/

WTO/IDE-JETRO, 2013:18) [5, p.18]. Among the constraints that explained the export performance 

variance “the availability and cost of key backbone services, transportation, labor skills and a stable 

business climate” were mentioned (OECD/WTO/IDE-JETRO, 2013:18) [5, p.18] 

According to Berg et al. (2013:1) apparel sourcing location is determined by 5 major criteria such 

as “price, quality, capacity, speed, and risk” that enable the developing nations to benefit from move-

ment of production activities to low-cost countries from European and US apparel buyers, thus mak-

ing outsourcing one of the most “critical success factors for the global apparel industry” [2, p.1].  

In the case of some developing nations, textile and clothing industry is considered a major con-

tributor to income, and its contribution to GDP could reach 15% like in the case of Pakistan (Keane 

and Willem te Velde, 2008:1) [1, p.1]. The industry is a major source of exports and foreign ex-

change earnings for some countries accounting for 83.5% of the total manufacturing exports like in 

the case of Pakistan. (Keane and Willem te Velde, 2008:1) [1, p.1] The share of this industry em-

ployment in total employment in manufacturing in some least developed and low-income countries 

could range from 35% to 75%, while in the case of some least developed nations this share is close to 

90%. (Keane and Willem te Velde, 2008:p.1) [1, p.1] 

According to Brenton and Hoppe (2007:30) [3, p.30] the counties that rely on their labor cost ad-

vantages can penetrate emerging market niches and benefit from significant export possibilities, 

however, the rise of the role of the “large buyers” would shape the shifts in the global clothing mar-

ket. The authors conclude that the governance would be the most crucial factor that would determine 

rise in clothing exports and “increase the propensity for local clothing firms to export to the EU and 

the US”, while the quality of the infrastructure provides weak evidence that this factor is a “strong 

determinant of the propensity to export clothing products.” (Brenton and Hoppe, 2007:30-31) [3, 

pp.30-31].  
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Henn et al. (2013:10) [4, p.10] state that in case of China rise of the quality of the apparel export-

ed resulted in the increase in export market share that was accompanied by the slight rise in prices 

remaining “at 40 per cent of the world frontier”, while in case of Bangladesh solid growth of the mar-

ket share was not accompanied by large quality increase as it was reported in the case of China, and 

the prices remained at the same level (Henn et al., 2013:10) [4, p. 10]. In the case of Korea and Thai-

land, that have started to diversify away from the clothing sector, they “now seem to retain higher-

quality segments of the apparel market, as quality remains stable or continues to increase, but record 

falling market shares” (Henn et al., 2013:10) [4, p. 10]. 

Armenia is an example of a nation that managed to emerge as an apparel sourcing destination for 

some German and Italian brand names such as La Perla, SARTIS, VERSACE, LEBEK International 

Fashion, KUBLER Bekliedungswerk, and etc. [6, p.34], [7]. The Armenian wearing apparel industry 

is one of the dynamically growing sectors of the economy that reported a solid growth over the peri-

od of 2010-2016 with CAGR reaching 13.0%1, and the share of the clothing exports2 in total mer-

chandise exports reaching 5% in 2016, comparing to 0.5% in 20103. The growth of the industry from 

2010-2014 was mainly driven by the outsourcing opportunities4 placed by the German and Italian 

companies (mainly explained by the increase in exports of Group 62: (hereafter Group 62)), howev-

er, upon Armenia’s accession to the Eurasian Economic Union (the EAEU) in January 2015, the in-

dustry experienced dual growth pattern, somehow diverting the from the “established path”. The ex-

ports of clothing to the EAEU member states started plummeting from 2015 to 2016, partially ex-

plained by the growth of the exports of Group 61 as well (mainly exports to the Russian Federation) 

[15], while the outsourcing-led export growth reported moderate growth over the same period with 

some decline being reported in 2015 (y./y.) (see Figure 1).  

1 Source: [8], [9], [10], [11], [12], [13]. Author’s own calculations. 
2 Sum of exports of Group 61 (articles of apparel and clothing accessories, knitted or crocheted) and Group 62 (articles of 
apparel and clothing accessories, not knitted or crocheted) according to Harmonized System of Commodity Nomenclature 
of the World Customs Organization [14] 
3 Source: [15]. Author’s own calculations. 
4 As an outsourced contract exports or outsourcing opportunity placed by a foreign company we mainly consider the exports 
of Group 62 for the purpose of this article, although we do admit that such opportunities are available and took place with 
respect to the exports of Group 61. As an outsourced contract exports here we consider only the exports of group 62 and 
only the exports from Armenia to Germany and Italy (sum of exports to these to destinations).  

Figure1: Exports of Group 62: Articles of apparel and clothing accessories, not knitted  

or crocheted from 2010 to 2016 by destination (current US dollars)  

Source: [15]. Author’s own calculations. 
 
Hence, by taking into account the role of outsourced contract exports in explaining the changes in 

the real output of the wearing apparel industry the main purpose of the article is to attempt to esti-

mate how changes in outsourced contract exports placed by Italian and German brand names within 

Group 62 (articles of apparel and clothing accessories, not knitted or crocheted) exports explain the 

statistically significant changes in the output of the Armenian wearing apparel industry.  
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Makaryan (2017:105-107) identified and proposed 4 growth scenarios of growth: Emergence of 

Armenia as one of the leading suppliers of apparel and clothing accessories in Russia and other EAEU 

member states; Gateway to the Eurasian Economic Union; Outsourcing-led growth; and Dual-nature 

growth [19, pp.105-107]. Under the Outsourcing-led growth scenario, the author anticipates that Ar-

menia would emerge as a “proximity sourcing” destination and indicates those measures that the Gov-

ernment needs to undertake and implement (Makaryan, 2017:106-107) [19, pp.106-107]. Under this 

scenario it is expected that Armenia could attract those EU-based brand names that “would like to en-

ter especially the Russian market or would like to shift the production to Armenia due to Armenia’s 

accession to the EAEU … to gain more market share in Russia” (Makaryan, 2017:106) [19, p.106]. 

Armenia could attract those companies that would like to enter and penetrate the Russian market.   

Design/methodological approach 

Our model is defined as: 

Real output of the wearing apparel industry = f (real value of outsourced contract exports placed by 

German and Italian brand names within Group 62 (articles of apparel and clothing accessories, not 

knitted or crocheted) exports)            (1) 

In our original dataset 84 observations were included covering the period 2010:1-2016:12 (monthly 

data). The nominal monthly values of real output of the wearing apparel industry and real value of out-

sourced contract exports were converted into real ones (2010=100) and were seasonally adjusted by 

using moving average method. Here the methodology applied by Bayadyan and Makaryan is utilized 

(2017:25). Due to the fact that we had 2 missing values for the year of 2010 in our original dataset we 

included 72 observations covering the period 2011:1-2016:12. the wearing apparel industry output 

nominal monthly values [17] were converted into real ones by using the growth rates (at comparable 

prices) of the given month of the respective year compared to the respective moth of the previous year 

starting from 2011 onward, while 2010 monthly data as a base year values for the given month of the 

year. In the case of the outsourced contract exports placed by German and Italian brand names, export 

values expressed in US dollars were first converted the into Armenian drams [18], the consumer price 

index (CPI) [16] values for the given period (2010:1-2016:12) with each month of the year of 2010 

being taken as a base year month were calculated. Then by applying the calculated CPI data the real 

values of the outsourced contract exports expressed in AMDs were calculated. The same equation was 

estimated twice for two different sample periods (2011:5-2016:12 and 2014:1-2016:12) to identify 

how the contributions of the real outsourced contract exports to the real output of wearing apparel in-

dustry changed overtime. Before estimating the same equation twice we took the log of the variables 

of interest.   

The stationarity tests (using Augmented Dickey Fuller test) that was performed on the variables 

(lags length: 1) showed evidence on non-stationarity, and that the variables are stationary at the first-

difference (lags length: 2) (see tables 1). 

Then we estimated the following equation using ordinary least squares (OLS) with variables in the 

first difference for two different sample periods: 

Estimation# 1, 2 

D(LROUTPUTSAt) = α0 + α1*D(LOUTSCONTRACTEXPSAt) + εt    (2) 

Where:  

D(LROUTPUTSAt) is the first difference of the log of the seasonally adjusted value of the real out-

put of the Armenian wearing apparel industry in period t. 

D(LOUTSCONTRACTEXPSAt) is the first difference of the log of the seasonally adjusted value 

of the real outsourced contract exports placed by German and Italian brand names within Group 62 

(articles of apparel and clothing accessories, not knitted or crocheted) exports in period t. 

α0, α1, are model unknown parameters. 

εt is the error term in period t.  

Hence, upon testing for the evidence of serial correlation respective orders of MA and AR process-

es were included in the equations to fix the problem of autocorrelation. And afterward, Breusch-

Godfrey Serial Correlation LM Test was conducted on the residuals to check for evidence of the prob-

lem of serial correlation. Upon performing the test it was concluded that there was no evidence of the 

presence of serial correlation (see Table 2) at 5% (lags: 6) in the case of two equations being estimat-

ed.  
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Table 1 

 Unit Root Test Results  

Period 
Variable 

D(LOUTSCONTRACTEXPSA) 

2011:5-2016:12 

 

ADF Test Statistic -5.895799  1% Critical Value* -3.5281 

     5% Critical Value -2.9042 

     10% Critical Value -2.5892 

*MacKinnon critical values for rejection of hypothesis of a unit root. 

2014:1-2016:12 

 

ADF Test Statistic -5.194852  1% Critical Value* -3.6228 

     5% Critical Value -2.9446 

     10% Critical Value -2.6105 

*MacKinnon critical values for rejection of hypothesis of a unit root. 

Period D(LROUTPUTSA) 

2011:5-2016:12 

 

ADF Test Statistic -8.424333  1% Critical Value* -3.5281 

     5% Critical Value -2.9042 

     10% Critical Value -2.5892 

*MacKinnon critical values for rejection of hypothesis of a unit root. 

2014:1-2016:12 

 

ADF Test Statistic -4.904471  1% Critical Value* -3.6228 

     5% Critical Value -2.9446 

     10% Critical Value -2.6105 

*MacKinnon critical values for rejection of hypothesis of a unit root. 

 

Table 2 

Test for no serial correlation in the error terms  

Estimation Breusch-Godfrey Serial Correlation LM Test Results 

Estimation#1 
Sample period: 

2011:5-2016:12 

 

Breusch-Godfrey Serial Correlation LM Test: 

F-statistic 0.842565  Probability 0.542284 

Obs*R-squared 5.243662  Probability 0.512963 

Estimation#2 
Sample period: 

2014:1-2016:12 

 

Breusch-Godfrey Serial Correlation LM Test: 

F-statistic 1.576749  Probability 0.192235 

Obs*R-squared 9.341008  Probability 0.155289 

 

We performed normality test to check whether the residuals were normally distributed or not. The 

test results showed the evidence of normally distributed error terms (see Table 3).  
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Table 3 

 Test for normally distributed error terms  

Normality Test 

Estimation#1 
Sample period: 

2011:5-2016:12 

Estimation#2 
Sample period: 

2014:1-2016:12 

Jarque-Bera statistics 3.664279 0.317357 

Probability 0.160071 0.853271 

 

By performing Ramsey's RESET Test (number of fitted terms) no evidence of specification error 

was identified (see Table 4). 

  

Table 4 

Specification error test results  

Estimation Ramsey RESET Test Results 

Estimation#1 
Sample period: 

2011:5-2016:12 

 

Ramsey RESET Test: 

F-statistic 1.560500  Probability 0.196275 

Log likelihood ratio 6.624843  Probability 0.157092 

Estimation#2 
Sample period: 

2014:1-2016:12 

 

Ramsey RESET Test: 

F-statistic 0.235439  Probability 0.916077 

Log likelihood ratio 1.150495  Probability 0.886180 

 

Findings 

Estimation #1 Results 

D(LROUTPUTSAt) = 0.0014+0.1152*D(LOUTSCONTRACTEXPSAt)+[MA(1)=-0.722, 

BACKCAST=2011:05] (3) 

    (0.255)  (2.114)**          (-8.872)*** 

Sample: 2011:05 2016:12; Included observations: 68  

R-squared: 0.382681 

Note: value of t statistics in parentheses 

** significant at 5%; *** significant at 1%. 

 

Estimation #2 Results 

D(LROUTPUTSAt) = 0.0073+ 0.2063* D(LOUTSCONTRACTEXPSAt) + [AR(1)=-0.4212] (4) 

       (0.397)  (2.338)**             (-2.669)** 

Sample: 2014:01 2016:12; Included observations: 36  

R-squared: 0.318306 

Note: value of t statistics in parentheses 

** significant at 5%. 

The R-squared values are about 0.38 and 0.32. These values indicate that the independent varia-

bles included in the equations could explain about 38% and 32% of the variations in the monthly real 

output of the wearing apparel industry. Relatively not so high values of the R-squared values reflect 

the fact that non-CIS (Commonwealth of independent states) exports in total sales turnover of the 

Armenian manufacturers ranged from 31.2% to 38.3% from 2010 to 20165. And the changes in the R

-squared values over the first sample period could indicate the changes in the export performance of 

Group 62 items reflecting the rise of Russia as one of the leading export destination for Armenia-

made products that could compete in the Russian market (see Figure 1).  

5 Source: [8], [9], [10], [11], [12], [13]. Author’s own calculations.  
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Estimation #1 results indicate that, on average, if the real value of outsourced contract exports 

placed by German and Italian brand names within Group 62 changes by 10% in period t it could 

cause statistically significant changes in the real output of the wearing apparel industry by 1.152 per 

cent in period t over the entire reported period. Meanwhile, according to Estimation #2 results, other 

things being equal, if the real value of outsourced contract exports placed by German and Italian 

brand names within Group 62 changes by 10% in period t it could cause statistically significant 

changes in the real output of the wearing apparel industry by about 2.06 per cent in period t. 

These results indicate the following: 

  The contribution of the outsourced contract exports placed by German and Italian brand names 

within Group 62 to the changes in real output of the wearing apparel industry has increased over the 

time; 

  The increase in contribution of the outsourced contract exports served by the Armenian manu-

facturers to the changes in industry real output could be achieved by either serving more and/or large-

scale contracts placed by established partners or attracting new sourcing opportunities with other 

brand names or their combination other things being equal (with exports of Group 62 to Russia re-

porting moderate growth or remaining at the same level); 

  The growth of exports to the Russian Federation over the medium-term could be a crucial factor 

that would affect the further contribution of the outsourced contract exports to the changes in the real 

output of the wearing apparel industry. If the exports to Russia continue skyrocketing as it was re-

ported from 2015 to 2016, the contribution of the outsourcing to the changes in real output might de-

cline, or at least remain at the same level depending the fact how Armenian manufacturer would be 

successful in attracting new contracts from established partners and/or from new ones.  

Conclusion. Overall, serving the outsourced contracts placed by German and Italian brand names 

within Group 62 proved to have a positive statistically significant impact on the growth of the real 

output of the Armenian wearing apparel industry over the reported period (2011:5-2016:12). The 

contribution of the outsourcing to the industry intensified from 2014 to 2016, due to the growth of 

the volumes served by the Armenian manufacturers.  

The future growth of the contribution of the outsourced contracts to the growth perspective of the 

wearing apparel industry served by the Armenian manufacturers will depend on 2 factors: 

  The growth rates of the of exports to Russia; 

  Increase in volumes of works served within the outsourced contracts either by serving the orders 

of the existing and established partners or attracting new sourcing opportunities or their combination. 

Policy Implications. Hence, the government priorities with respect to attracting more sourcing 

opportunities could be the followings: 

  To position Armenia as a Gateway or a Platform to the Eurasian Economic Union, thus attract-

ing those EU-based based companies that would like to enter and penetrate the Russian market or 

those ones that would like to increase the market share by ensuring the most cost-effective (adjusted 

with the high quality sewing services) production by benefiting from the common customs union ad-

vantages;  

  To position Armenia as a reliable partner for those EU-based companies that prefer “near-

shoring sourcing opportunities” and attract those brand names that are sensitive to the quality of 

items manufactured and would like to ensure the most cost-effective production possible within the 

reasonable time-periods.  

The Government could implement these strategies either separately or simultaneously depending 

on the priorities the government would like to pursue and funding limitations to advance these two 

objectives.  
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