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Abstract: Labour-intensive industries suffered a spec-
tacular loss of their weight in the industrial structure of
post-socialist Hungary having an intermediary position
between the Western economies controlling the global in-
dustrial value chains and the Eastern low-cost production
locations. This degradation process can be particularly
witnessed in the case of the footwear industry which expe-
rienced two large waves of decline, one during the change
of regime in 1989 and the other after the turn of the millen-
nium. In the background of the changing performance of
the footwear sector there were also significant structural
changes during both periods of decline. Integration into
global production networks by subcontracting or as sub-
sidiaries of foreign enterprises, process and functional
upgrading tendencies within the existing value chains as
well as the establishment of Hungary’s own brand prod-
ucts for niche markets are the most important issues in
this respect. This study is built upon two key questions:
(1) What kind of dynamics does the Hungarian footwear
industry show during its integration into the (global)
production networks of the sector? (2) How are global
production networks becoming embedded into the local
economy; and to what extent can the transformation of the
Hungarian footwear industry be considered as a path- and
place-dependent process? The empirical research is based
on semi-structured and in-depth interviews carried out
in the last three years with representatives of enterprises
from eleven industrial locations — comprising about 35 %
of the total sectoral employment — in addition to sec-
tor-relevant national and local institutions.
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1 Introduction

In the mid-1980s Hungary was ranked in the middle among
European footwear manufacturing countries. The indus-
try employing 35-40 thousand people produced annually
more than 45 million pairs of shoes. However, the footwear
industry experienced two major waves of degradation in
the last 25 years. The transformation crisis took place after
the change of regime and was followed by temporary sta-
bility/growth in the second half of the 1990s; then, after
the turn of the millennium a shocking decline occurred
in the sector. Presently there are 6-7 thousand employees
in the footwear industry and they produce more than 10
million pairs of shoes annually, which makes up one fifth
of the mid-1980s volume. The resulting loss of production
has been so large that the footwear industry has now be-
come an insignificant business sector. Given its deteriora-
tion one might raise the question: under which conditions
might this industry of remarkable traditions be sustained
and whether it can once again assume a viable place as
a firm economic basis within its regions. The situation of
this sector in Hungary is quite similar to other East-Cen-
tral European countries in terms of its international inte-
gration, its intermediary position between developed and
developing countries in terms of production costs, and
its sector-specific traditions as well (Roukova et al 2008,
Crestanello / Tattara 2011). However, the market size of
Hungary (“consumption” of 24 million pairs of shoes in
2015) considerably lags behind compared to the figures
of Poland (110 million pairs), Romania (53 million pairs)
or the Czech Republic (41 million pairs) (World Footwear
Yearbook 2015). The economic opening triggered by the
change of regime took place in Hungary at a faster pace
than in all these other countries (Barta 2002). But, despite
this fact, Hungary is among the locations characterized by
higher production costs in the region, the effects of which
are indicated by the relocation of several footwear man-
ufacturers to other countries within the region driven by
cost-efficiency reasons.

In the last decade several empirical studies focused
on the spatiality of the footwear industry and other la-
bour-intensive industries as well as —directly or indirect-
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ly— on the role of East-Central Europe in these economic
segments. (To quote some: Bertram 2005, Crestanello/
Tattara 2011, Cutrini 2011, Dicken 2011, Hanzl-Weiss 2004,
Roukova et al 2008, Schamp 2005, Schmitz 2006, Scott
2006.) These studies dealt with the important role of the
region as a footwear industry site after the change of re-
gime and also investigated the relocation of production
from one country to another. By focusing on a single re-
gion or a wider range of industrial actors they examined
the background and methods of the connection to the in-
ternational division of labour and the local effects of the
participation and made partial comparisons between the
countries of the region. However, in Hungary less scientif-
ic attention was paid towards the post-socialist restructur-
ing of the footwear industry and labour-intensive indus-
tries (published mostly in Hungarian Cseh et al 2002, Laki
2005, Molnar 2013, Molnéar/Lengyel 2015, about textile and
clothing industry Hamar 2006).

This present study investigates the introduction and
explanation of the structural changes within the Hungar-
ian footwear industry representing the post-socialist de-
velopment of labour-intensive industries. The theoretical
framework of the research is on one hand the theory of
global production networks, on the other hand the concept
of path-dependence borrowed from the context of evolu-
tionary economic geography. The application of the for-
mer approach is justified by the highly internationalized
and significantly export-oriented features of the industry.
One might assume that the theory attempting to reveal the
ways of joining these networks could be a useful tool to
understand the local development of the footwear indus-
try. Taking into account the aspects of path-dependence
is justified by the literature on the post-socialist economic
transformation in the context of labour-intensive indus-
tries (for example Roukova et al 2008, Smith et al 2014)
and the specialities of the Hungarian change of regime as
well. Contrary to the rapid transformation of the political
institutional system implemented at the end of the 1980s,
several elements of the economic change of regime can be
traced back to the new economic mechanism launched in
1968 aiming to reform the rigid planned economy (Kornai
1995, 1996). In contrast with the radical changes, the grad-
ualness experienced in the Hungarian economic change
of regime serves as an expressive argument for examining
path-dependence / path plasticity.

The theory-based empirical study using the results of
semi-structured interviews attempts to interpret the trans-
formation of the footwear industry within the above men-
tioned theoretical-conceptual frameworks. Our process
was as follows: (1) Firstly, information was collected from
the representatives of the leading domestic companies of
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the industry (foreign subsidiaries, Hungarian suppliers of
foreign companies and Hungarian companies producing
their own products for domestic and foreign markets), as
well as the representatives of the Hungarian Association
of Leather and Footwear Industry comprising these ac-
tors. (2) Secondly, the examination was directly focused
on one of the most important locations in the context of
the industry, the region of Martfii, and the scope of the
study was also extended to supplying industries and the
institutional agents related to the sector (chambers of
commerce, education, trade unions, local governments).
The results of this two-phased research are presented in
two different sections: (1) In the first part a description of
the circumstances surrounding the integration of the Hun-
garian footwear industry into global production networks
as well as the changes of its role within these networks is
given. (2) The second part deals with the local embedment
of global production networks and the interrelationships
between these systems and local endowments / institu-
tional agents. In both cases findings acquired from the
most deeply studied Martfii region served as a starting
point, which were complemented by observations collect-
ed from other regions of Hungary in order to be able to
make general statements. The enterprises involved in the
primary research comprise about 35 % of the employees of
the Hungarian footwear industry.

2 Theoretical background

2.1 Global production networks: inter-
preting the restructuring of footwear
industry

Global production networks are mainly globally organ-
ized systems of interconnected corporate and institution-
al functions and actions through which the production,
distribution and consumption of goods and services are
realized. On the one hand, global production networks are
existing economic structures within the world of the so-
called second international division of labour. According
to a UNCTAD estimation 80 % of the international trade is
conducted through these networks. Some consider them
as the backbone of global economy. On the other hand, the
global production network is a theoretical construction
rooted in the former value chain studies and the research
of Manchester School of Economic Geography. It aims at
explaining the spatially uneven development of different
economic activities and through them explaining the spa-
tial economic disparities (Yeung/Coe 2015).
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The revised “2.0” version of the GPN theory traces
back the emergence and development of global produc-
tion networks to three main drivers (cost-capability ratio,
market development and financial discipline) generally
acting within capitalist economic conditions. Within envi-
ronments posing different scales of risks (economic, reg-
ulatory, environmental, products and labour) the drivers
can generate four types of corporate strategies (intrafirm
coordination, interfirm control, interfirm partnership, ex-
tra firm bargaining) (Yeung/Coe 2015). These strategies
define how companies and their regions integrate into
networks which determine their chances and profitability
within the system. Since the theory explains the develop-
ment of global production networks with the mixture of
corporate strategies, it assumes significant diversity with-
in the same industry or region (Gereffi et al 2005, Yeung/
Coe 2015).

The GPN concept exceeds the former approach of
global value chains (GVC) by involving institutional agents
(supranational organizations, governmental agents, in-
dustrial lobby and interest groups, trade unions, civil
sphere) into the explanation of how the global economy is
organized. It also emphasizes—not only in terms of insti-
tutions—the explanatory factors of regional endowments
(cooperating companies, potential suppliers, qualified
human resources, special infrastructure). Recognizing
the reasonability of the organization of global production
networks—similar to the previous theory of global value
chains—it systematically intends to reveal the cause-effect
relationships and to formulate generally applicable con-
cepts. Furthermore, by emphasizing the temporal variabil-
ity of explaining factors it creates a theoretical framework
to study the temporal development of global production
networks (Coe et al 2004, Gereffi et al 2005, Coe/Hess 2011,
Yeung/Coe 2015).

It is of major importance to consider the idea of GPN
theory (and its preceding approaches) as it relates the
way of connecting to global production networks to the
profitability of certain economic activities, considers
their long-term perspectives and finally gives the relative
developmental positions of the given regions. This is the
reason why significant emphasis was put on the study of
dimensions and circumstances of upgrading—meaning
better position and higher value-added local economic
activities—from the very beginning (Humphrey/Schmitz
2002, Kaplinsky 2004, Gereffi et al 2005, Schamp 2008).
Upgrading can be observed in the increasing efficiency
of production processes, the shifting of product range to-
wards higher quality products, the expansion of functions
within value chains and increasing appreciation of knowl-
edge-intensive elements as well as the turning of indus-
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trial actors towards new economic segments (Humphrey/
Schmitz 2002).

Within the theoretical framework of GPN 2.0 upgrad-
ing is a tool to balance out the increasing costs. In global
competition, for the actors forced to decrease cost-capa-
bility ratio, strategic alternatives can be (1) decreasing
production costs (outsourcing) or (2) increasing capabili-
ties to a higher level (upgrading). This also means that the
increasing costs do not necessarily result in the exclusion
from global production networks if it is balanced by the
increasing capabilities (Yeung/Coe 2015). The reorganisa-
tion of activities based on market and financial conditions
along with risks are realized within the frameworks of dif-
ferent value chain management mechanisms (intrafirm
coordination, interfirm control or partnership) and they
are affected by the bargaining mechanisms between the
corporations and institutional agents (government, trade
unions etc.). These intra and extrafirm relations funda-
mentally influence the upgrading possibilities of the indi-
vidual agents (and their regions as well) and the features
of their potential positions within the global production
networks (Yeung/Coe 2015).

2.2 The role of path-dependence in the
explanation of the post-socialist trans-
formation of the footwear industry

Path-dependence is one of the key concepts of evolution-
ary economic geography integrating the ideas of evolu-
tionary economics into spatial studies emphasizing the
importance of long-term historical economic develop-
ment. The concept assesses the effects and impacts of
past events and decisions on present and future economic
processes (Martin/Sunley 2010). Mechanisms of path-de-
pendence are described in three forms by the relevant lit-
erature. Path-dependence may refer to technological lock-
in; in this case a chain of past events results in a specific
technological trajectory which does not allow for leaving
the established path despite the recently emerging alter-
native technologies. However, path-dependence might be
strengthened by agglomeration effects and positive ex-
ternalities; increasing returns generate positive feedback
effects which reinforce the previously established devel-
opmental paths. Nevertheless, institutional hysteresis
also fosters path-dependence; the concept refers to the
temporal self-reproducing features of formal and informal
institutions, social structure and cultural characteristics,
which help the stabilization and social embedment of cer-
tain activities (Martin/Sunley 2006).
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Figure 1: The “traditional” and “dynamic” models of path-dependence. Source: based on Martin 2009.

The “traditional” interpretation of path-dependence
is based on the concept of lock-in. In case of functional
lock-in the strong vertical dependence between corpora-
tions and their suppliers hinders the efforts of suppliers
to upgrade their higher value-added functions (R&D, mar-
keting) while the lack of these functions decreases the
chances to appear on new markets especially in times of a
crisis. Cognitive lock-in is a sector and region-specific nar-
rative developed in the minds of employers and employ-
ees; the stakeholders still consider the long-term deter-
mining industry as the economic basis of the region even
if the trends do not underpin the reality of this idea. Fi-
nally, political lock-in shows that institutional structures
representing outdated and obsolete economic structures
slow down and preserve the industrial restructuring. The
institutional system includes political decision-makers,
industrial trade unions, umbrella organizations, corpora-
tions as well as norms, written and unwritten rules deter-
mining the behaviour of economic actors (Grabher 1993;
Schamp 2005; Hassink 2010).

In the new approach of path-dependence—more open
for changes—the concept of layering conversion and re-
combination plays a key role. Layering refers to the chang-
es in the composition of local firms which arise from the

emergence of new actors (spin-off firms, new companies
and newcomers from outside the region) and the termina-
tion or relocation of previously existing ones. Conversion
means the progressive reorientation of individual econom-
ic agents towards more advanced technologies and diver-
sified product structure. The process is mainly generated
by the spill over effects of new entrants coming from out-
side the region, which may cause the entire change of the
technological and product orientation of the local econo-
my. It is important to note that certain dimensions of the
upgrading formulated in GPN theory and the conversion
related to the topic of path-dependence are equivalent
definitions of the same phenomenon in different context.
As the cumulative effects of layering and conversion the
local network externalities standing in the background
of the industry (human resources, suppliers, supporting
institutions, mediating organizations) may change. Fi-
nally, recombination—as the precondition of the above
mentioned processes—means the efficient redefinition of
resources and competencies determining the former de-
velopment trajectories, which enables the purposeful en-
trepreneurial deviations towards new development paths
(Martin 2009 - see Figure 1.).
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Since path-dependence is predominantly generated
by space-specific local factors, the place-dependent inter-
pretation of the notion is justified (Martin/Sunley 2010).
The change of cost-capability ratio is an important ex-
plaining factor of the development of global production
networks where knowledge accumulation forming the
basis of capability enhancement is channelled external-
ly through the production networks. Additionally, it is
rooted in the local environment in the form of hardly re-
producible knowledge projecting long-term development
(Fuchs/Winter 2008). The object of the case study, the
transformation and restructuring of the Hungarian foot-
wear industry is about the integration of the sector into
the global production networks after the change of regime
and its upgrading which was facilitated by direct and in-
direct foreign direct investment, but was essentially based
on the traditional sites of production. This fact justifies
joining the concepts of global production networks and
path-dependence. Although there are fundamental dif-
ferences between the operational economic mechanisms
before and after the change of regime (planned economy
with restricted supply vs. demand-pulled market econo-
my), such non-system-specific advantages (sector-specific
technology and skills, western-oriented market relations)
emerged in the socialist period partly due to the—previ-
ously mentioned—relative gradualness of the Hungarian
economic transformation, which could also be utilized
after the change of regime as cumulative advantages and
they significantly influenced the restructuring of the in-
dustry. Therefore, the dynamic interpretation of path-de-
pendence open for changes—which reflects a close rela-
tion with the notion of path plasticity (Strambach 2010) in
the authors approach—is considered to be adaptable to re-
search concerning the economy of post-socialist Hungary.

3 The Hungarian footwear industry
within global production
networks

3.1 Circumstances of integration into global
production networks

The integration of the Hungarian footwear industry into
global production networks is almost parallel with the
internationalization efforts of the Western European and
American footwear manufacturers resulting in the estab-
lishment of spatially fragmented production systems. Al-
though socialist Hungary primarily produced for the do-
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mestic and socialist markets (mainly USSR and GDR) it did
not separate from the market economies of the developed
capitalist countries because the Hungarian economy was
relatively open towards the west and needed foreign cur-
rency revenue. After the end of the 1960s more and more
state-owned footwear manufacturers became subcontrac-
tors of western contracting partners seeking to find cheap
production opportunities. The evolving Austrian, German,
French, British and American relations made the channel-
ling of significant professional skills (new technologies
and products, negotiation techniques) possible into the
Hungarian footwear industry together with exploiting
the capacities and building the recognition of Hungarian
agents in the west. The socialist period was characterized
by mass production with large series (exports to the Soviet
Union included tens of thousands of the same models).
Hungarian shoe manufacturers having become accus-
tomed to mass production faced the problems of organiz-
ing the smaller series but wider range of products partially
during western-oriented subcontracting activities.

During the change of regime, the connection to the
global production networks (by subcontracting) was a tool
for survival. The shrinking of domestic market opportu-
nities could be observed in the second part of the 1980s,
which was caused by the uncontrolled cheap oriental
(Chinese) competitors eclipsing the domestic producers,
decreased consumption due to the transformation crisis
and the accumulation of huge stockpiles appeared on the
domestic market due to the bankruptcy and liquidation of
the Hungarian shoe manufacturers during the recession.
This process was paired with the sudden and drastic dete-
rioration of eastern markets (mainly in the Soviet Union);
during the mid-1980s one third of the Hungarian footwear
industry capacity was related to the Soviet-oriented ex-
port, which completely disappeared in the years after the
change of regime. To compound this problem, there was
no chance to break into the western markets due to lack of
capital and market skills, and quality problems in part. In
addition to market problems, as a result of high inflation
rate and general lack of capital, producers had to face the
fact that it was impossible to finance the production and
to manage the unbearable accumulated debts. Their situa-
tion was worsened by the increasing burdens of human re-
source management (hiring and firing). Consequently, the
income and profitability of shoe manufacturers declined
drastically and huge amounts of unexploited capacities
(employment problems) developed. However, the interest
of foreign companies towards Hungarian production did
not decline for reasons of cost-efficiency, what is more it
even increased because of the Yugoslavian civil war; there-
fore, the expansion of subcontracting offered a way out.
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This segment facilitated the high-capacity manufacturers
and partially compensated for the market loss; moreover,
it decreased the operational risks by the financing ac-
tivities (for example in case of raw material costs) of the
contractors. Despite the limited opportunities for returns
and the step back into the role of a simple producer, both
the old companies which had been transformed and the
new start-up companies oriented towards subcontracting.
The opportunities of companies intending to produce ex-
clusively their own products for the domestic market were
restricted dramatically because of the structural changes
of the Hungarian shoe retail and the strong expansion of
Chinese, then multinational companies. At the Millenni-
um 85-90 % of the Hungarian footwear export was related
to subcontracting. The path-dependent feature of market
restructuring can be witnessed in the fact that in many
cases the relations based on subcontracting originating in
the socialist period continued in the 1990s. Former sub-
contracting served as important reference to acquire new
orders. The domestic connection-networks rooted in the
past helped the allocation of the orders in order to effi-
ciently utilize the capacities of the industry.

Integration into global production networks most of-
ten happens in the form of interfirm control. In the case
of dominant production function the foreign contractor
sends the orders to the Hungarian firms at the beginning
of the production season including production plan, de-
tailed specifications of products, technological instruc-
tions and deadlines. The contractor provides raw mate-
rials and technicians to handle any problems that might
arise during the production. In the 1990s in several cases
the internalization of the Hungarian relations were man-
ifested by the privatisation of the local footwear indus-
try and in some exceptional cases by the establishment
of new firms. Organisational changes were carried out
mainly on the basis of former subcontracting relations,
predominantly by the mitigation of risks (uncertainties of
the local suppliers) and in relation to the increasing ap-
preciation of locations by the contractor controlling the
network (See also the organizational transformation of
Tisza Shoe Company displayed on Figure 2.). Several for-
eign companies concentrated their production into Hun-
garian subsidiaries. Certain supplier relations showed
signs of development towards interfirm partnership. This
process also assumes a more significant role of the local
companies both in production and product development.
There are Hungarian firms which develop and manufac-
ture products for foreign partners who do not have shoe
manufacturing background.

A multistage system has developed on top of which
foreign subsidiaries and domestic subcontractors pro-
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viding full range of production for foreign companies
operate, while in the lower regions we can find firms
supplying the above mentioned actors with certain phas-
es of production (mainly labour-intensive upper leather
production). The same firm can play different roles in the
global production networks. While doing subcontracting
for western contractors the firms partially outsource their
labour-intensive upper leather production to domestic or
foreign suppliers to reduce costs and to achieve resilient
capacity exploitation. If the company develops its own
products in addition to subcontracting for the purpose of
diversification, then it also acts as a firm controlling the
network. The explanation of the development and the
growing functional complexity of footwear industry ex-
ceeding subcontracting within the framework of interfirm
control can be supported by evidence collected from other
East-Central European countries, especially from Poland
(Roukova et al 2008).

After the Millennium the shrinking of global produc-
tion networks can be observed in Hungary. The production
became costly in comparison to international averages
due to labour-related common public charges and a major
increase in minimal wages as well as the temporary posi-
tive changes in the exchange rate between HUF and EUR.
The increase in the minimal wages (e.g., minimal wages
increased from 25,5 thousand Forints to 40 and then to 50
thousand Forints in Hungary for the two years 2001 and
2002) caused a hard hit on the sector providing 50-60 %
of the average industrial gross wages. In lower-positioned
market segments the capability enhancement did not bal-
ance the rising costs; therefore, the significant proportion
of agents aiming to reduce production costs in the global
competition left the market. Domestic companies acquired
fewer subcontracting orders and some of the subsidiaries
founded by the internalisation of relations were sold or
terminated. Local corporate strategies aiming to balance
out the process typically prefer a shift towards higher
value-added quality subcontracting and they prefer the
establishment of new independent value chains by the
development of their own products. There are examples
of partial retention of the terminated subsidiary activities
in the framework of subcontracting (after intrafirm coor-
dination they return back to interfirm control) but in the
long run it does not appear to provide the main direction
towards development.

Before the change of regime, the Hungarian footwear
industry was concentrated in 11-12 multiple-site state-
owned factories, industrial co-operatives and industrial
branches of agricultural companies. In 1998 the Hungari-
an Corporate Database (Cég-Kod-Tar) registered 280 joint
ventures in footwear manufacturing employing at least 5
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Figure 2: Organisational transformation of the Hungarian footwear industry — the case of Tisza Shoe Company (with number of employees).
Source: authors’ compilation.

employees, while in 2013 it contained only approximate-
ly 120 companies. The structural reorganization of the
largest shoe manufacturer (Tisza Shoe Company) clearly
represents the fragmentation of the corporate system with
the decentralized privatization of the state-owned compa-
ny and the establishment of spin-off companies by former
employees in the background (see Figure 2.). Foreign in-
vestors who emerged as owners in Hungary were predom-
inantly shoe manufacturing companies: previously the
owner of the largest successor of the Tisza Shoe Company
was the German Salamander, while currently the company
is owned by the Austrian Lorenz Shoe Group. As a result

of these layering processes firms related to shoe manufac-
turing and the related background supply industries—de-
spite the remarkable shrinkage of the industry—still play
an important role in the economies of some small-town-
centred regions. The heritage of the socialist period is
the emergence of multiple industries on the same sites as
well as the spatially deconcentrated light industry based
on a cheap labour force. Due to the lack of specialisation,
and because of the lack of emergence and development of
traditional industrial districts, there are no regions in the
economy where shoe manufacturing and the related back-
ground supply industries are predominant. One sixth of
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the employees of the current Hungarian footwear industry
is concentrated around the former Tisza Shoe Company.

3.2 Changes in the positions within global
production networks

Integration into global production networks meant a func-
tional downgrading for the Hungarian footwear industry
since with subcontracting the former existing production
facilities lost significance and the importance of strategic
higher value-added functions decreased. As part of rapid
functional upgrading, upper leather production was fol-
lowed by full range product manufacturing although in
many cases the first step was skipped. Then, extra-produc-
tion activities (manufacturing model shoes, large-scale
production planning, storage and logistics) also appeared
independently from the type of firm, whether they were
the subsidiaries of the given foreign companies or sub-
contractors. In respect to functional upgrading the specif-
ic case of the German company which concentrated the
whole range of production of its leading brand in Hungary
was primarily due to several personal relations with the
owner and the local CEO and seems to be an exceptional
situation. The respective company actively involves its lo-
cal site in product development and since the raw material
supply management are located here, it organizes the pro-
duction of its other brands in the surrounding countries
from the Hungarian location and has given the Hungarian
unit responsibility for the marketing activities in Hungary,
Romania and Bulgaria. The most outstanding example of
functional upgrading of domestic firms is the case of the
company which develops and manufactures products for
its contractor without a shoe manufacturing background.
Still the constraints of functional upgrading in global pro-
duction networks are typically similar to other regions
(Schmitz 2006, Navas-Aleméan 2011, Molnar 2013).

As the results of Brazilian, Portuguese and East-Cen-
tral European case studies have demonstrated, increas-
ing the efficiency of production is a common element of
upgrading, which can be experienced both in technolo-
gy and production planning. Although the technological
background of the industry—in the case of several leading
shoe manufacturers—went through significant develop-
ment through the light industry reconstruction program
of the 1970s and then with the investments of the 1980s,
changes induced by the change of regime did not allow
continuous technological developments; therefore the
technology became considerably outdated. Remarkable
investments were realized in some of the factories with
foreign ownership (for example Marc, Ruggeri, Salaman-
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der, Josef Seibel) but in order to replace manual work to
expand capabilities and to improve product quality sev-
eral subcontractors with stable markets started develop-
ment with the help of their contractors (Molnar 2013). The
shrinking of the industry after the change of regime result-
ed in substantial extra machinery capacities which were
sold by the owners to consolidate their financial situation
or during the termination process. So the new entrants or
companies intending to replace their old machinery could
acquire second-hand machinery at relatively reasonable
prices. Another frequently applied tool for increasing ef-
ficiency is the adaptation of principles of lean production
to footwear manufacturing and the introduction of quality
insurance systems in general.

With respect to product structure the changes are
also significant. Originally the manufacturing of medi-
um-priced products was outsourced to Hungary (and to
East-Central Europe) because the cheaper footwear pro-
duction was preferred in Asia even in the 1990s (Bertram
2005). The wave of outsourcing after the turn of the Mil-
lennium brought major changes in this product structure
since the classical mass production methods became less
and less widespread. Mainly the productions of small-se-
ries products competing primarily with their market
flexibility and quality and the medium and high-priced
products targeting special niche markets could stay com-
petitive on the market. Domestic producers who were get-
ting increasingly forced out of global production networks
(by receiving fewer and fewer subcontracting orders) are
trying to turn back to manufacturing their own products
by building their own brands. The most remarkable strate-
gic directions are based on those market segments where
the competition of agents competing in mass production
prevails to a lesser extent. These segments include medi-
cal footwear (shoes for children for correction purposes,
products for diabetic and orthopaedic patients), safety
and protective footwear for workers, fashion shoes for
women, footwear in extreme sizes and individual precisely
fitted shoes serving unique orders and needs. The chang-
es in the product structure may correlate with the chang-
ing functions within the production networks; there is a
company which became a manufacturing basis for highly
prestigious products thanks to a new foreign owner, but at
the same time stepped back from full range production to
focus on just the stage of upper leather production. How-
ever, more and more domestic companies have acquired
strategic functions by stepping into the market with their
own products integrating product development, resource
management and marketing activities (Molnar 2013, Mol-
nar/Lengyel 2015, see Figure 3.).
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Figure 3: Changes in product structure and functions regarding the
Hungarian footwear industry. Source: authors’ compilation.
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During integration into global production networks the
geographical scope of footwear manufacturing firms’ mar-
kets has been widened. The foreign subsidiaries and the
“Tier-1” domestic subcontractors of foreign contractors
mainly produce de facto for global markets (Molnar 2013).
The restructuring process together with the deterioration
after the Millennium, however, narrowed the geographical
scope of markets in two dimensions. On one hand, plac-
ing quality and flexibility into the centre of competitive
strategies results in the increasing appreciation of shoes
produced for the European markets. Germany plays the
most important role in this respect due to the size of the
European markets and based on the ownership of the
companies present in Hungary. On the other hand, the
domestic companies establishing their own brands are
trying to gain market share in Hungary hoping to break
into foreign markets (mainly European countries) in the
future. A special case of market expansion is represented
by handmade shoe manufacturers targeting a very specific
segment (in Hungary there are 5-6 enterprises producing
luxury handmade shoes) with retail stores opened in pres-
tigious neighbourhoods in Budapest frequently visited by
well-to-do tourists. They follow the handcraft traditions
from which the “Budapester” men’s shoe model emerged.
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4 Local embedment of global
production networks

4.1 The role of institutions in the restructur-
ing of the footwear industry

The openness of the GPN concept towards institutional
agents and spatial aspects helps to explain the post-so-
cialist restructuring of the Hungarian footwear industry
since institutional actors operating at different spatial lev-
els substantially determined the development of the sec-
tor. First and foremost, regarding the regulatory element
of the Hungarian economic environment, the role of the
state would be emphasized, which determined the mode
of transformation into a market economy and the emer-
gence of globalisation effects (Smith 2014). In line with
the neoliberal economic policy and export-driven eco-
nomic development model based on the import of foreign
direct investments, a radical restructuring was carried out
in Hungary, which also entailed significant losses (proba-
bly the process is most expressively illustrated by Hunga-
ry’s employment rate, which is among the lowest figures
compared to the EU-member countries even at the present
time). The economic policies of the governments in power
ignored the sectoral approach (Botos 2010), and light in-
dustry—not being a “strategic industry”—could not expect
notable attention despite its major role in terms of employ-
ment. Although the parliament accepted a decision on the
crisis management of the light industry in 2004 (parlia-
mentary decision No. 122 of 2004 on the alleviation of the
critical situation of textile and apparel, and leather and
footwear industry) this decision was not followed by pur-
poseful actions.

The state was also the owner of significant proportion
of the Hungarian footwear industry at the beginning of its
transformation. The main aim was to reorganize the shoe
manufacturer firms, to terminate the less-cost efficient
sites, to sell the viable units to private investors and to
gain profit as well. As a result of this economic policy a
tremendous proportion of the sector was liquidated but
at the same time, in the remaining part of the Hungarian
footwear industry, the largest amount of foreign capital in-
vestment was realized in the 1990s compared to East-Cen-
tral European countries.

The case of Tisza Shoe Company (located in Martfii,
Szolnok District), which is among the shoe manufacturers
that remained state-owned for the longest time, serves an
instructive example in terms of specific negotiation mech-
anisms influencing the restructuring of the industry (Mol-
nar/Lengyel 2015). The state-owned asset management,



10 —— E. Molnarand I.M. Lengyel: Consumer durables and apparel

the local management as well as a parliamentary repre-
sentative who lobbied for the firm—and who was formerly
a senior employee of the company—played a decisive role
in the transformation and privatisation of the company.
Decisions of the local management were heavily influ-
enced by the trade union: the significance of the latter
was increased on the one hand by the traditions concern-
ing trade unions inherited from the socialist period and
strongly eroded after the change of regime. On the other
hand, the relevance of the trade union was enhanced by
the circumstance that within the Hungarian interest rep-
resentation system, featured by the importance of the lo-
cal level, in Martfii the trade union was organized on a
spatial basis — quite uncharacteristic in Hungary— thus
preventing the fragmentation of this interest representa-
tive parallel with the company. The local government was
also involved in the transformation process and the sub-
sequent life of the company. As a result of the effects gen-
erated by the above mentioned actors the restructuring
and privatisation of the state-owned “giant corporation”
was implemented in a way that the company maintained
its operability throughout the process despite its signifi-
cant deterioration, which was one of a kind among state-
owned shoe manufacturer companies. These features
clearly characterize the integration circumstances of Hun-
garian footwear industry into global production networks
(and the role of institutional background) after the change
of regime, since the method of restructuring largely con-
tributed to the preservation of relevant segments of the in-
dustry in the Martfii region (the term “region” refers to the
fact that activities which can be deduced from the Tisza
Shoe Company are also present in the economies of the
adjacent Kunszentmarton District and MezGtdr District).
The local management elaborated the transformation
concept of the company with the involvement of external
experts, which involved the apportionment of the compa-
ny into divisions and the privatisation and reorganisation
of these divisions into subsidiaries. The decomposition
was based on the products and their markets in the case of
footwear manufacturing, while in the case of other func-
tions, the range of activities determined the process based
on whether the successors were viable or not. The local
trade union contributed to the correct implementation
of inevitable layoffs and it also supported the privatisa-
tion process by representing the interests of maintaining
the major employment functions rather than generating
more revenue. It can be pointed out that as a result of their
purposeful tenors that the new owners (in several cases
foreign owners) further employed the employees of the
subsidiaries in all cases; they were committed to employ-
ment for a certain period, undertook the collective con-
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tracts (until establishing new ones) and acknowledged the
working years spent at the state-owned company, which
also influenced the amount of severance pay in case of an
incidental layoff.

Structural changes would not alone be sufficient for
maintaining business operability. The state was pressured
by the local interest group arguing for the employment
role of the company and its location in an underprivileged
region. They managed to lobby successfully for the firm
to be required to be involved with the group of 34 state-
owned companies—the situations of which were resolved
within the procedure of expedited debt consolidation pro-
grams. As a result, the problems concerning the financial
background of operation, which previously caused the ter-
mination of several actors in the industry, were alleviated,
and the smaller proportion of the prevailing debts were re-
mitted, while the others were rescheduled. The company
acquired heavy supporting capital injections several times
in different forms and conditions (non-refundable subsi-
dies, loans with preferential interest rates). It also won
job preservation supports, participated in the HYFERP
program of the European Union helping the reorganiza-
tion and gained an ownership loan from the state-owned
asset management. The revenues arising from selling the
state-owned business shares, real estates and machinery
remained locally providing sources for structural trans-
formations, the repayment of debts and the elimination of
the inherited environmental damage.

After the change of regime the local government got
in touch with the shoe company through the acquisition
of educational, healthcare and cultural institutions which
were previously maintained by the company (it is worth
mentioning that a significant part of the local institutions
and infrastructure was formerly maintained by the Tisza
Shoe Company). In line with the concept of the footwear
industry which represents an important economic pillar in
local economic development ideas, the local government
lobbied for the retention of local jobs in shoe manufactur-
ing or the settlement of industry-related enterprises, what
is more it contributed to the restart of the traditional local
footwear industry-related vocational training in 2012 after
a temporary pause. The recognition of the significance of
the footwear industry in Martfii by emphasizing its future
roles is considered to be exceptional in Hungary. In the
case of many small towns facing similar problems con-
cerning shoe manufacturing, the sector is not even being
mentioned among the future economic prospects.
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4.2 The role of local knowledge and skills in
the restructuring of footwear industry

After the change of regime the Hungarian footwear indus-
try was regressed to a few key regions (see Figure 4.). At
the same time the relative appreciation of peripheral re-
gions offering cost advantages and long-term accumulat-
ed industrial knowledge and skills can be observed (Mol-
nar/Lengyel 2015). This result is parallel with the idea of
GPN theory emphasizing the importance of industry-spe-
cific endowments—e.g., concentration of sector-specific
knowledge, skills, and expertise (economies of scale), and
the possibility of cooperation and learning from each oth-
er (economies of scope)—rooted in the local environment
(Coe/Hess 2011).

The prosperity of the large-scale Hungarian footwear
production after World War IT was grounded by the parallel
establishment of related educational institutions. Similar-
ly, as with the other segments of light industry, Budapest
was the most remarkable centre of education for the foot-
wear industry, but any higher level training was missing
for a long time in Hungary. The senior managers of shoe
manufacturers having a university degree were trained in
two ways: (1) a full year of undergraduate textile industry
mechanical engineering students of the Budapest Univer-
sity of Technology were redirected to the footwear industry,
and (2) experts were trained through foreign scholarship
programs in the USSR and GDR (leather industry mechan-
ical engineering based on a chemical engineering major
and footwear industry technician based on a mechanical
engineering major). In 1972 the Light Industry Technical
College was established in Budapest where the leather in-
dustry engineering university course was launched in line
with the demands of footwear manufacturing.

Large shoe manufacturer companies became strong-
holds of industry-related knowledge and skills (for exam-
ple Duna / Quality Shoe Companies — Budapest; Savaria
Shoe Company — Szombathely; shoe companies of Bony-
had and Szigetvar; Szabolcs Shoe Company — Nyiregy-
haza). The Tisza Shoe Company in Martfii stood out from
these companies due to its size, technological complexity
and its most comprehensive sector-related verticality. The
factory was founded by the Czech Bata company during
World War II with the intention to enter the Hungarian
market. Bata also established local vocational training in
1944 to fulfil the employment demands of the company.
From 1964-65 vocational secondary education and from
1985 a technical school functioned in Martfii. The educa-
tional institution became undoubtedly the most important
centre of footwear industry-related secondary education
due to its nationwide enrolment (providing labour sup-
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plies for other shoe companies) and quality parameters of
education partly based on the training workshops within
Tisza Shoe Company.

Difficulties of school enrolment in less attractive shoe
manufacturing-related professions can be witnessed even
from the 1970s (however, in families working in the leather
and footwear industry ties to these professions often de-
scended from generation to generation), but the major de-
terioration was caused by the decline of the industry after
the change of regime. The Hungarian vocational training
was strongly narrowed (after the Millennium the related
vocational training was also suspended in Martfii) and
the higher educational background was reorganized. Due
to the lack of labour supplies balancing out the ageing
generations of professionals, and despite the significant
retrogression of the industry, lack of quality labour can be
observed in the sector, which is not only indicated by the
notable re-employment of pensioners but also by the seri-
ous efforts carried out in recent years in several locations
such as Martf(i to restart vocational training. It is of major
importance to consider the issue of whether this process of
losing industry-related knowledge is reversible or whether
we have to accept the fact that the disappearance of these
skills (which are also substantial at a European level) is
just a question of time.

Background supply industries representing a specific
segment of industry-related knowledge were not so strong
in Hungary even in the socialist period. Quality com-
plaints arose related to Hungarian leather manufacturing
and the remarkable sole and tool manufacturing was typi-
cally integrated into the organizational structures of large
shoe companies (the major shoe companies were also en-
gaged in the manufacturing of machinery parts). The only
notable light industry machinery manufacturer company
(KAEV) produced principally cutting machines (the pro-
duction was started on the basis of German Schon license,
which was followed by Hungarian product development).
Hungarian shoe companies were mainly equipped with
Czechoslovakian, German and Italian machinery. A foot-
wear industry-related industrial centre similar to West-
ern-European industrial districts integrating actors of
background supply industries in a comprehensive way
has never emerged in Hungary, but Martf(i performing
the largest production became an outstanding location in
terms of its verticality.

On one hand the largest Hungarian sole manufactur-
ing factory was located in Martfii, which provided prod-
ucts for other shoe companies as well. On the other hand,
Tisza Shoe Company was the strongest basis of footwear
industry-related tool manufacturing, manufacturing
of machinery parts and machine reparation. During its
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Figure 4: Enterprises of the Hungarian footwear industry (1998, 2013). Source: based on the data of the Hungarian Central Statistical Office,
edited by Németh, G. 1. Bonyhad, 2. Budapest, 3. Csenger, 4. Gyomaendrdd, 5. Kecskemét, 6. Kiskunfélegyhaza, 7. Kunszentmarton, 8.
MezGcsat, 9. Nyiregyhaza, 10. Pécs, 11. Szigetvar, 12. Szolnok, 13. Szombathely.

transformation these activities were continued within the
framework of privatised successors or independent spin-
off companies established by former senior managers of
the firm. The main development direction of the back-
ground supply industries —similarly to the example of the
German Pirmasens (Schamp 2005)— is towards market di-
versification and changes between global production net-
works. The market for the shrinking footwear industry is
getting smaller and smaller, its technological background
is changing, moreover, the foreign companies settled in
the region often brought and maintained their well-estab-
lished relation networks.

The factory producing a mixture of rubber was es-
tablished as a spin-off enterprise and it is considered to
be the successor of the former rubber and sole manufac-
turing company. Nowadays it produces raw materials for
technical rubber products selling 80 % of its items to the
transportation sector. The tool manufacturers—based on
convertible technological competencies—are targeting
new segments (paper and printing industries, manufac-
ture of household appliances, automotive industry). One
of the two significant tool manufacturing companies in

Martfii is the most remarkable cutting knife supplier of
the shoe companies in Hungary (and also leather compa-
nies supplying the automotive industry). The other one
is—in addition to its surviving tool manufacturing pro-
file—now among the world’s largest companies producing
bookbinding machinery. During the transformation of the
successor company engaged in manufacturing machinery
parts and machine reparation, the main driver was to enter
into new markets (it cooperated with a smelter and com-
panies producing agricultural machines and automotive
suppliers) but the firm was terminated later on. However,
a company which was founded as a spin-off enterprise in
the 1990s still operates currently as the most important in-
dustrial actor with a nationwide client base in the field of
reparation of footwear industry-related machinery. These
examples clearly indicate the importance of existing tech-
nological bases and the recombination of traditional in-
dustrial knowledge and skills with new elements which
contribute to the path-dependent repositioning of the re-
spective industrial actors (see Figure 5.).

Background supply industries could not serve as sig-
nificant location factors due to their relatively underde-
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Figure 5: Shoe manufacturers and actors of the background supply industries in the Martf{i region. Source: authors’ compilation.

veloped characteristics. The connection of the footwear
industry into global production networks also contribut-
ed to their deterioration since not only the distribution of
the products but also the raw material supplies of shoe
manufacturers became global. In the surviving segments
of these industries foreign companies which appeared in
Hungary also take the advantage of employing local sup-
pliers (manufacture and reparation of cutting knives, pro-
duction of tools for sole manufacturing, machinery repa-
ration and maintenance).

5 Conclusions

The integration of Hungarian footwear industry into glob-
al production networks could be observed even before the
change of regime in conjunction with the west-oriented
relative openness of the local representatives of socialist
economy. Despite its disadvantages, during the change
of regime integration into global production networks by
subcontracting became a decisive tool for survival among

the actors of the footwear industry (East-Central Europe
as a whole was characterized by this process). Despite the
traditional relations often covering several decades and
the upgrading witnessed in the international division of
labour, mass production is leaving the region which goes
hand in hand with the spectacular shrinkage of the weight
and employment role of the footwear industry. Small-se-
ries flexible production targeting higher quality segments,
manufacture of products for special niche markets and
Hungarian brand establishment represent the long-term
perspectives of footwear industry in the region.

The industry-related knowledge and skills—which
have a stronger basis in Hungary (similarly to other coun-
tries of the region) than in most of the newly industrializ-
ing countries—play a crucial role in terms of integration
into global production networks, upgrading as well as in
the success of strategies based on own products. These
hardly reproducible industry-related competencies rooted
in the past are concentrated in geographically well-de-
fined regions where one can hardly talk about industrial
districts due to the weakness of local horizontal and ver-
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tical relation systems and the underdeveloped nature of
institutional background. Since after the change of regime
rather the depletion of existing knowledge and skills than
the reproduction of them was typical, similarly to other
Western-European countries Hungary also has to face with
the danger of irreversible loss in knowledge and skills: it is
a huge and unresolved issue whether there is a chance of
salvaging them in the long run.

Effects of the key mechanisms of path-dependence
(technological background, positive externalities and in-
stitutional hysteresis) can be experienced in the restruc-
turing of the Hungarian footwear industry. On the one
hand, the means of integration into global production
networks was strongly affected by the traditions of past
activities in footwear manufacturing, the industrial back-
ground (knowledge and skills) and the relations accumu-
lated before the change of regime (which was partly uti-
lized by spin-off firms in the vicinity of old industrial sites)
as well as by the operation of institutional actors rooted in
the local environment. On the other hand, the means of
integration into global production networks also had feed-
back effects on the emergence of mechanisms of path-de-
pendence. At the same time, due to the lack of highly spe-
cialized industrial districts the authors reject the validity
of traditional lock-in-focused approach of the notion of
path-dependence in this respect. The layering and conver-
sion of the footwear industry, the successful steps of sup-
pliers towards diversification as well as the phenomenon
that representatives of leather manufacturers supplying
the automotive industry (representing an upswing after
the Millennium) settling into former shoe manufacturer
regions imply that certain elements of knowledge related
to the industry can serve as starting-points of new devel-
opment paths — through their recombination with new
skills and competencies—not only in the footwear indus-
try but also in related industries.
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