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Squaring up to a difficult future

ntil comparatively recently,
l | Southern Europe was regarded as a

cheap source of footwear and
leathergoods for both Northern Europe
and the USA. That changed almost
overnight when China’s access to the WTO
unleashed a torrent of highly competitive
imports into the markets that Italian,
Spanish, and Portuguese manufacturers
had rather taken for granted. So how do
they stand in today’s global market?

Europe’s footwear industry has been in a
severe crisis for the past few years as a
result of the rapid market penetration of
Asian footwear in both domestic and
export markets. Two thirds of what is left is
concentrated in three countries, Spain,
Portugal and Italy, with the latter alone
producing close to 50% of total EU output.
They do, however, reveal some significant
differences.

Average productivity in the European
footwear sector is some 40% below the
average of manufacturing as a whole. This
is mainly due to a high dependency on
labour as so many operations cannot be
adequately automated. But, what may be
even more significant is the difference
between Italy at 30% above the EU
average and Portugal at 40% below. It is
therefore not surprising that Italy also
outperforms the other two in terms of
unit costs.

As regards investment, Italy again comes
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out on top which, despite its recent
problems, is why it is still the leading
European producer. Despite its relatively
smaller economic size Portugal, however,
comes second. Spain on the other hand has
one of the lowest rates in the entire EU.

A further dichotomy lies in the relative
size of manufacturers. While most factories
in Spain and Portugal employ over 100
people and, in the case of the latter, 20%
have more than 500, in Italy which
outperforms them both, close to 60% of
output comes from micro-enterprises with
between 20 and 50 people only. However,
while this small size offers considerable
flexibility, it also tends to make them more
vulnerable, due to a weaker capital base,
leaving them less able to cope with sudden
crises or economic downturns.

More worrying for all three, however, is
their continuing lack of progress in terms
of improving productivity. This is
especially so for Spain and Portugal which
still have a productivity gap to fill when
compared with many other EU producers.
So, what else is different in these three?

SPAIN

The Federation of Spanish Footwear
Industries (FICE) claims that things are
improving for Spain’s shoemakers. It had
forecast that the industry would emerge
from the recent crisis in a leaner and more
structured form, and better equipped to
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face the challenges of the future. It quotes
sales of 319 million pairs in 2006, up 15%
on the previous year and with a 4%
increase in value at €1,978 billion. This
figure, however, also includes an increasing
number of shoes that are imported by
Spanish companies for re-export to other
markets.

As most imports are come from Asian
sources, it would also appear to confirm
that Spanish consumers are following
everyone else in Europe and buying
increasing amounts of very cheap shoes
from Far Eastern manufacturers at the
expense of local sources of supply. So,
while FICE exudes confidence on the
success of its members, official figures
released by the Spanish Customs
Department (INE) show a slightly less rosy
picture, at least as far as manufacturing is
concerned.

The industry has in fact shrunk and will
no doubt continue to do so as weaker

Comparative figures 2005/2006
(million pairs)

2005 2006 Variance

Output 126.32 118.32 -6.3%
Exports 96.41 94.61 -1.9%
Imports 247.31 29571 +19.6%
Retail sales 277.11 319.01 +15.1%
Source: Spanish Customs Department
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companies find themselves unable to cope
with the new demands. The number of
manufacturers actually fell 2.5% to 2,283
in 2006 and employed 6.7% fewer people
at 33,500. Those that have succeeded in
creating positive strategies in regard to
brand, design, innovation and marketing
do appear ready to take on the global
market, even to the extent of seeing
countries such as China, India and
Brazil as potential targets. So, while
manufacturing output may have been
down 6.7%, exports were only 1.9% lower
than in 2005.

Government support

The 280 members of the Spanish
Association of Footwear Component
Companies (AEC) are mostly located in the
province of Alicante. At a meeting early
this year in Elche—a main footwear
producing town—the region’s Minister for
the Economy, Gerardo Camps, announced
a financial support package for the local
industry, similar to one put together for
textile manufacturers in 2005.

Manufacturers are said to regard the
proposal as nothing more than an
electoral promise, designed to win votes in
the regional elections that were due to be
held in May. If the plan does go ahead,
however, it will doubtless lead to demands
from footwear manufacturers across
Spain for similar assistance. Whether
other regional governments with local
economies less tied to the footwear
industry would be receptive is an open
question. If they are like so many others
across Europe, they will not.

Shoes from Spain

Increasing import penetration continues
despite FICE’s Zapatos de Espafia (Shoes
from Spain) campaign started at the
beginning of 2006 with the object of

Spain’s footwear manufacturers are now targeting
the higher end of the market
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raising awareness of Spanish footwear,
the ‘outstanding’ place it occupies in
world markets and that it is regarded
internationally as a reference-point for
fashion and design. It was hoped that this
would create a favourable impression on
Spanish consumers. Unfortunately, they
seem unconvinced.

Imports have now topped €1.64 billion
based on some 296 million pairs of shoes.
This represents an 18% increase in value
and 20% in volume. While the rate of
growth has fallen quite noticeably, so has
the average import price which has fallen
a further 1.3% to only €5.50.

Needless to say, China leads the way at
almost 211.5 million pairs, up 25% and
comprising 72% of total imports. The
average price in 2006 was only €2.7, so we
can begin to see why Spanish consumers
are buying so many pairs of shoes. Anti-
dumping legislation does appear to have
had some effect as far as direct imports are
concerned. Those from Hong Kong on the
other hand increased by no less than 250%
indicating, according to FICE, the fact that
Chinese products subject to anti-dumping
measures are reaching Europe via Hong
Kong, which still retains its special status
in terms of international trade relations.

High quality exports

FICE does, however, feel that Spain’s
position in world footwear markets is not
fully appreciated and, in this, it may well
have a fair point. It does produce some
well designed high quality footwear. It is
also the second most important producer
and exporter of footwear in the EU. A
successful policy of the better known
brands is to have self-owned retail outlets
in major cities around the world devoted
exclusively to Spanish products. Many
more are due to open across Asia during
the course of this year.

Although the INE figures show that
export pairage fell slightly from 2005,
FICE says that the value at €1.72 billion
was up 6%. Leather footwear accounted
for 54.7% in terms of pairs, a figure that
increases to 75.2% in terms of value, a rise
of almost three percentage points
compared with the previous year.
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The average price of these items also came
to €25 per pair, or an increase of 4%, over
2005.

It was Asian countries such as Taiwan,
South Korea, Hong Kong, Singapore,
China and Japan, followed by South Africa,
Russia and the USA, which bought shoes at
the highest prices. This clearly shows
Spain’s shoemakers are seeking to offset
shrinking export pairage by increasing
unit value in key markets and are moving
from being volume producers to seeking
maximum added value. What is also
significant, according to FICE, is the
growth in traditional markets such as Italy
and the USA which had weakened in
recent years.

The EU as whole, however, still accounts
for 81% of export pairage and although
this is down slightly, the average price has
marginally increased. The USA is Spain’s
fourth most important customer in terms
of value and sixth in volume. As mentioned
earlier, sales have actually increased for
the first time in years (6%) and also carry
one of the highest average unit values of
any country at €31. This is all the more
impressive in view of the euro’s strength
against the dollar.

FICE says that this once again proves
that Spain is now exporting the products it
wants to export, based on its own brands.
Unfortunately, so many other countries
are taking the same line in moving further
up-market. Footwear sales like any other
are like a pyramid and, the further up you
go, the smaller the volume and the greater
the pressures. But at least Spain’s footwear
industry has decided where its future lies
and is making a determined effort to get
there.

PORTUGAL

Portugal finds itself in a somewhat
similar position. It had always been a
relatively small footwear producer as it
lacked the leather producing and working
traditions of its neighbour. That is until
the 1970s, when it saw massive expansion
following the fall of the Salazar regime.
The new socialist-leaning government
encouraged banks to lend to former
employees of bankrupted footwear
factories in order to set up new businesses
to provide employment principally in the
region around Oporto. This proved
successful as major buyers from France,
Germany and the UK in particular, began
to use Portuguese factories as a cheap
source of footwear. »
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It worked well for both parties. Buyers
simply told factories what to produce and
how much they were prepared to pay. The
factories did not have to worry about range
building and sales, merely controlling
costs—which at the time was quite easy
as wage rates were low. Inevitably, costs
increased as Portugal’s economy grew and
the buyers started to look elsewhere in
order to keep prices down.

Many manufacturers were left exposed
as they had lacked both the incentive and
foresight to invest in developing their own
ranges and brands. There were, of course,
some notable exceptions such as Fly
London, which continues to be a fashion
leader. Many others simply went to the
wall and today’s footwear industry is but a
shadow of what it was 25 years ago.

More stability

According to the industry body
Associa¢ao Portuguesa dos Industrias de
Calcado, Componentes e Artigos de Pele e
seus Sucedaneos (APICCAPS), there were
1,150 companies employing 33,970 people
producing footwear in 2006. This shows a
minimal contraction against 2005’s totals
of 1,160 and 34,280 respectively. The
industry does finally appear to have
levelled out and, even though there was a
slight fall in output, it was far lower than
in Spain. However, Portugal’s total output
is also nearly 40% lower than Spain’s.

Concentrated exports

Portugal’s export sales are almost all
made to fellow EU member states to the
extent of making up 92.5% of the total

Comparative figures 2005/2006

(million pairs)
2005 2006 Variance
Output 723 7.7 -09%
Exports 643  63.8 -0.9%
Imports 392 412 +5.1%
Retail sales ~ 47.2 491  +4.0%
Source: APICCAPS
Exports 2006 (million pairs)
France 15.8 26.8%
Germany 12.3 20.8%
Spain 9.2 15.6%
UK 8.6 14.6%
Others 13.1 22.2%
Total 59.0

10:28 am Page 4

s———

shoes

abroad.
Furthermore, it is interesting to note that
the three major players from early on, i.e.
Grance, Germany and the UK, are still
major customers.

number of shipped

A plea for help

It is little wonder therefore that
APICCAPS has felt a need to try to do
something. It recently presented a formal
document to the FEuropean Trade
Commissioner, Peter Mandelson, and to
the Portuguese Minister for Economics
and Innovation, Manuel Pinho, asking
them to come to the aid of the footwear
industry. APICCAP’s complaint is that 65%
of the world’s population has, for various
reasons, no access to European shoes, and
that protectionism is destroying the
creativity and competitiveness of the
sector in Europe.

The main obstacle it would like
politicians to address is what it calls the
‘system of quotas and other trade barriers’
European exporters come up against in
trying to enter some important developing
markets while, at the same time, annual
imports of footwear into Europe have
increased by 157% during the last ten
years.

It has specifically asked the European
Commission to carry out a formal
investigation into imports of shoes from the
former Portuguese colony of Macao, which
it says grew 285% last year. The association
alleges that exporting companies in China
may have tried to by-pass anti-dumping
measures that the European Commission
imposed on leather shoe imports during
2006 by shipping via Macao rather than
directly from mainland China.

It also suggests that the opening up
of external markets for European
manufacturers and the imposition of
stricter country-of-origin identification
policies for all manufactured goods should
be two themes for Portugal to take up

Fly London is one of the few Portuguese
brands that continues to flourish

while it occupies the floating presidency of
the European Union in the second half of
this year.

This is not a new cry from a European
footwear association and should indeed
be pursued by the EU in the pursuit of
fair trade. However, it will not remove
the increasing competition Portuguese
manufacturers face in world markets from
all the other countries whose footwear
industries are seeking to replace domestic
markets lost to cheap Asian imports.

ITALY

Now we come to the big one. Besides
being the leading shoe manufacturing
country in the European Union, Italy is
also the sixth largest in the world in terms
of output and the fourth largest exporter.
Its footwear sector consists of 6,830
companies employing 97,000 people. Its
remarkable success over the years has

been largely due to a complex
infrastructure where raw material
suppliers, tanneries, producers of

components and accessories, machinery
manufacturers, model makers and
designers are all integrated to operate
towards a single end, the finished shoe.
This has in turn led to localised
concentrations of manufacturing,
covering 23 provinces including the
Marches, Tuscany, Venetia, Lombardy,
Campania, Apulia and Emilia Romagna.

The Italian footwear industry has also
become famous for its creativity and
ability to combine traditional production
methods with the latest technological
developments. It has also been blessed
with a highly skilled workforce, which can
mainly be attributed to excellent training
schools for both designers and
technicians. Tanners and component
manufacturers have also followed the
same course so, unlike many other
countries, there have been few weak links
in the system.
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Is the worst over?

ANCI chairman, Rossano Soldini, thinks
so and has been quoted as saying that
“The first positive signs in the market are
partly down to ANCI’s policy, aimed at
international promotion and the demand
for mutuality”. While this suggests more
caution than the statements from FICE in
Spain, it is still a bold statement to make.
Can it be justified?

2006 will be remembered as a year of
transition. Despite overall trends that were
not yet positive, the markedly negative
trends of the previous five years finally
began to dissipate and several signs of a
potential reversal started to emerge. The
negatives that refuse to go away include a
continuing fall in the pairage produced
and exported.

Output totalled 244 million pairs,
down 2.5% on 2005 but up 3.2% in
value at €7.20 billion. The number of
manufacturing companies also fell 2.5%
and now stands at 6,657. 2,862 jobs
were also lost to leave the total down 3%
at 94,143. Exports including purely
marketing and sales-related activities
totalled 243.6 million pairs, 2.2% and 5.4
million fewer than than in 2005. Value,
however, rose 6.3% to €6.48 billion based
on an average price increase of 8.7%
which, in turn, led to slightly improved
results for some better quality
manufacturers.

Italy’s footwear exporters are not yet
completely out of the woods, however, and
there are still some causes for concern. EU
markets in particular are very mixed, with
Germany (-11.5%), France (-5.4%) and the
UK (-10.7%) all down on volume. The USA
also bought nearly 9% fewer pairs than in
the previous year. On the other hand,
Spain (+19.3%), Switzerland (+5.0%)
Benelux (+2.2% overall) and Greece
(+13.2%) were all up.

As in many other areas, Eastern Europe
provided much needed growth and, led by
Russia (+8.7%) and Ukraine (+34%), is
emerging as a key market area for
Italian manufacturers. Soldini, however,
remains confident and believes that the
industry is pulling through thanks
to a combination of manufacturers’
determination to survive at all costs
and the promotional support ANCI
is supplying at important fairs
worldwide.

‘I love Italian shoes’
MICAM, the showcase for medium-
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Comparative figures 2005/2006

(million pairs)
2005 2006 Variance
Output 250.2 2440 -2.49%
Exports 249.0 2436 -2.17%
Imports 331.7 363.6 +9.59%
Retail sales 187.0 188.2 +0.61%
Source: ANCI

to-top-end footwear held earlier this year
in Milan, saw ANCI promoting its
members’ products under the slogan ‘I
love Italian shoes’. Central to this was a
special shop in the main concourse of the
exhibition featuring a distinctive heart-
shaped arrangement of red shoes that is
the image ANCI will use to promote its
members’ products in export markets.

It is therefore clear that, despite its
many problems of the past few years, Italy
has in no way lost its reputation for fine
shoes and ANCI will be promoting ‘I love
Italian shoe’ shops through an energetic
advertising campaign using new images
and posters with a view to introducing
buyers to the brand and promoting
purchases of Italian-made shoes around
the world. As in Spain, it is good to see a
national trade association making such
strenuous efforts to support its members.

Imports remain a problem

Although reported import figures also
include an increasingly significant
percentage of offshore partial sub-
contracting as well as full outsourcing, the
continued increase in imports for direct
retailing testifys to the strong competitive
pressures Italian footwear manufacturers
are facing in their home market. 2006
saw a further 9.6% increase up to 363.6
million pairs, another record.

What is marginally heartening for them
is the fact that following the 130% plus
increase during the three years from 2002
to 2004 and a further 29% rise in 2005,
imports from China ‘only’ increased 12.5%

Italian footwear still
going for gold
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to 184.7 million pairs in 2006; still
substantial. Imports from India, Italy’s
fifth-largest supplier, were also
significantly higher with an increase of
34.4%. Despite all this, the industry
nevertheless managed a positive financial
balance for the first time in four years to
reach €3.3 billion (+2.2%), even though
120 million pairs of shoes were imported
rather than exported. Although the
immediate flood may have abated slightly,
the long-term trend will not alter. As with
Spain, it is a case of trying to swim
upstream in terms of quality and price to
avoid drowning.

Speaking for its members, ANCI says
that Italian shoemakers are not seeking
protection. At the same time, however,
it takes strong exception to European
Trade Commissioner Peter Mandelson’s
‘Green Paper’ which, it says, practically
annihilates any proper defence of trade.
Like many other manufacturing
associations throughout Europe, it sees
this as yet further proof that Brussels has
an agenda far removed from its own and
questions the future of employment in the
EU as a whole.

Despite this perceived setback, it will
continue to demand that ‘Made in’
labelling becomes compulsory on all
products sourced from outside the EU.
Some of Europe’s major newspapers are to
publish an appeal to consumers promoted
by ANCI and issued by CEC, the European
Confederation of the Footwear Industry, to
raise public awareness in order to exert
pressure on governments regarding the
approval of the Draft Regulation of the
European Commission which makes it
compulsory to provide an indication of
origin for products from outside the EU.
Whether this will convince increasingly
price conscious Italian consumers is
another matter. It has clearly not worked
in Spain or indeed anywhere
else in Europe. &
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