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Abstract

Recently, the process of networking and knowledge production in business services has 
been widely discussed in the context of the liberalisation of the services’ market in the 
EU, and of the integration of the emerging economies into international fl ows resulting 
in changing spatial division of labour, thus shaping an increasingly diverse geography of 
business knowledge in Europe. Although information technologies support the spread of 
business knowledge, proximity and accessibility ‘still matt ers’ due to the signifi cance of 
personal contacts in knowledge-based activities, moreover, in new market economies, to the 
low level of adoption of ICT in rural areas and the uneven development of infrastructure. 
Therefore, the spectrum and quality of business services available in smaller (lower-rank) 
service centres conditioned local/regional economic development, by linking local markets 
and agents to interregional (international) fl ows in new market economies. In this paper, 
the fl ow of business-related information and knowledge shall be put in the focus, as an 
aspect and a source of uneven development and dependence in new market economies, 
under Neoliberal capitalism. The geographical scope of the following analysis embraces 
Hungarian cities and towns as business service centres, highlighting how non-metropolitan 
urban centres (thus, local economies outside the Budapest region) grew increasingly depend-
ent on the capital city-centred knowledge and information fl ows, how such centres were 
highly diff erentiated by the erosion of local basis for information-based activities, moreover, 
how this process was reinforced by national as well as by EU-policies, reproducing uneven 
development and backwardness in peripheral regions of a new market economy. 
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Introduction: New market economies in global fl ows 

It was the very fi rst time in 2004, when several East Central European2 county 
towns appeared in the country reports of international property consulting 

1 Centre for Regional Studies Hungarian Academy of Sciences, Békéscsaba Department; 
H-5600 Békéscsaba, Szabó Dezső str. 42; nagye@rkk.hu; nagyg@rkk.hu

2 ’East Central Europe’ (ECE) is considered as a product of re-positioning post-socialist 
countries inside the post-Cold War Europe by many political geographers (see e.g. Young, 
C.–Light, D. 2001; Paasi, A. 2001; Ziegler, D.J. 2002; Jackson, L. 2004). The term has been 
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fi rms. Including cities outside the metropolitan region of national capitals in 
such reports indicated the changing position of smaller regional centres (by 
European scale, medium size towns) and their regions in global fl ows, prima-
rily, as potential targets for distribution based activities (retail and logistics) 
and ‘back offi  ce’ business services for developers. This in turn rested upon a 
series of reforms for constructing a framework for highly liberalised market 
economies, driven by the mechanisms of the fi nancial markets (IMF, World 
Bank) as well as by the bureaucratic institutions of the European Union dur-
ing the 1990s (Stenning, A.–Bradshaw, M. 2004; Pickles, J.–Smith, A. 2005; 
Harvey, D. 2005). 

At the time of EU-accession (2004), ECE countries were considered 
‘established’ market economies, embedded into an increasingly dense network 
of business relationships3. The role (share) of the region in the international 
division of labour rested largely on a reasonable combination of advantages of 
geographical proximity, labour price and quality (skills) and of the stability of 
legal/institutional conditions. The embeddedness of East Central Europe into 
global fl ows through the European market (its core countries) was refl ected 
by the dominance of EU15 investors in the region, and also by the structure 
of their investments, focused largely on lower value added elements of the 
value chain and on distribution-based services (Eurostat, 2008; Barta, Gy. 
2005). However, the ‘Visegrad Four’ that received the earliest and al together 
the largest impetus of investments amongst emerging (post-socialist) markets 
were characterised by an increasing sectoral diversity and business relation-
ships, that was refl ected by the rising share of re-invested profi t in FDI and 
also by the growth of international trade in the service sector. Nevertheless, 
the latt er – particularly, the accumulation of national defi cits in the trade of 
business services – also revealed the increasing dependence of ECE countries 
on the core regions in terms of business information and knowledge4. 

In ‘new economies’ the establishment of the market institutions pro-
duced a highly centralised structure in information and knowledge fl ows. 

used widely recently, nevertheless, its boundaries are not clear. The most pronounced 
bordering process was/is tied to the enlargement of the European Union (‘Europe as 
an institute’ [Paasi, A. 2001]), however, extending the boundaries of Central Europe 
eastward did not involve the post-socialist countries of the East Balkan in this geographical 
(geopolitical) category. Thus, East Central Europe is defi nitely post-socialist, but has 
uncertain geopolitical boundaries, that are subject to political and academic discourses 
and have historical (‘pre-socialist’) roots. Nevertheless, the ‘Visegrad Four’ countries, 
including Hungary to be discussed here have been considered as part of ECE politically 
and economically during the past 20 years. 

3 Statistically, the ‘integration’ process was refl ected by increasing share of transnational 
corporations (TNCs) in gross national products and particularly in export activities 
(Eurostat Yearbook 2008 )

4 Magyarország 2007. KSH (Hungarian Central Statistical Offi  ce), 2008; www.ksh.hu 
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(Blažek, J. 2004; Nagy, G. 2005; Furman, J.L. 2001; Korcelli, P. 2005). The 
emerging information monopoly of capital cities was largely supported by 
the EU-accession (the equal treatment of EU-based fi rms, eased cross-border 
transactions, etc.) and the further liberalisation of fl ows of services in the 
European Economic Area. Changing macro-economic conditions stimulated 
a new wave of infl ux of capital into the ‘new member-states’, that reinforced 
centralised spatial structures in the region, through sett ing up new regional 
headquarters of EU15-based fi rms’ eastward expansion and also by the in-
creasing off -shoring activity of transnational corporations that were focused 
primarily on metropolitan regions (Nagy, G. 2005; Furman J.L. 2006; Nagy, E. 
2007). The centralisation process was supported also by the newly established 
national bureaucratic institutions to control the distribution of EU-funds, that 
opened up the way not only for centralising the distribution of such resources 
(particularly, in new democracies where bargaining power of regions is rela-
tively weak politically and economically)5, but also gave stimuli to the rise 
of networks of experts centred on the capital city – the emerging ‘class’ of 
project-related information brokers.6 

Nevertheless, ‘non-metropolitan’ centres outside capital cites also grew 
as mediators of information and knowledge. Their position was established 
and reinforced in the transition period (1990s) when local agents (labour, 
enterprises, and local governments) were forced into permanent adjustment 
to the rapidly changing (increasingly liberalised) market conditions. In the 
early 2000s, the dynamism and economic prospects of such centres in the new 
power structures was defi ned increasingly by the multi-layered networks of 
relationships, that embraced not only the town/hinterland nexus (based on the 
control of local agents over diff erent forms of capital), but also on i) changing 
relations to the capital city as the command centre of market regulation and 
the mediator of business information and knowledge (Gál Z. 2000; Wágner, I. 
2004; Nagy, E. 2005) ii) and on organisations i.e. fi rms and institutions driving 
global fl ows (Amin, A.–Thrift, N. 2002; Harvey, D. 2005). This process was 
stimulated by adopting neoliberal national policies (e.g. shrinking the public 
service sector and liberalisation of fl ows) and largely supported by local elites7 
seeing their interests in globalisation that manifests in neoliberal urban policies, 
5 E.g. the ’New Hungary’ Program that is the national framework for the distribution of EU 

(primarily, ERDF) funds (2007–2013) was an initiative for a decentralised development 
policy (rested on NUTS 2 regions) in 2005/2006.  The program was re-worked several times 
and its ultimate form is characterised by a strict control exercised by the departments 
(ministries) of the national government headquartered in Budapest, providing only 30% 
for regional operational programmes. The control of regions (local agents) over ERDF-
resources was limited to particular sectors that rest on ‘local potentials’ (e.g. tourism).  

6 Aft er the EU-accession, about 3,000 fi rms were identifi ed as the agents i.e. products and 
re-producers of the ’project-economy’ in Hungary (Kovách I.–Kristóf L. 2005). 

7 Primarily, the offi  cials of the local government in key positions (Timár J.–Nagy E. 2007)
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such as supporting the infl ux of FDI into the local economy8 (Harris, N. 2002; 
Raco, M. 2005; Sklair, L. 2001) and urban rehabilitation projects linked to 
the development of international tourism (Smith, N. 1996; Timár J.–Nagy E. 
2007). Intensifi ed fl ows re-shaped the relationships of such urban centres: they 
were integrated increasingly into global networks characterised by fl exibility 
and contingency, that made the agents of local economies were increasingly 
dependent on the fl ows of information and knowledge (Castells, M. 2000). 

In the followings, the fl ow of business-related information and knowledge 
shall be put in the focus, as an aspect and a source of uneven development and 
dependence in new market economies – under Neoliberal capitalism. The geo-
graphical scope of the following analysis embraces Hungarian cities and towns 
as business service centres. These shall be put in the context of the changing 
and increasingly diff erentiated geography of knowledge-intensive business 
services and the changing division of labour inside Europe (second section). In 
the third section the emergence and the structural and organisational changes 
in the knowledge-intensive business service sector shall be discussed in the 
context of the transition and of the integration of the Hungarian economy into 
global fl ows. The analysis rests on the review of statistical databases (Eurostat; 
Central Statistical Offi  ce, Hungary), and also on a survey focused on business 
strategies, activities, and externalising business services amongst users and 
providers of services in three sample areas in Hungary9. In the fourth section, 
the changing geography of knowledge-intensive business services shall be 
discussed, as a source for dependence and backwardness. 

The diverse geographies of knowledge-based business services 

In widely discussed concepts that interpret the contemporary economy as 
overlapping, mutually constitutive and constantly changing networks of fi rms, 
production systems and places (Castells, M. 2000; Amin, A.–Thrift, N. 2001; 
Dicken, P. 2003), the providers of knowledge-intensive business services are con-
8 Probably, the most spectacular process was the infl ux of retail capital in small i.e. non-

metropolitan centres that re-shaped the urban landscape (core areas as well as the fringe) 
rapidly. Retail restructuring was supported by the local government throughout ECE to 
accelerate modernisation of the sector and capitalize it politically in the ‘post-shortage’ 
societies. 

9 The demand-side questionnaire survey was completed in 2001. Altogether 181 
questionnaires were received and reviewed. The sectoral distribution of respondents 
corresponded with the structure of the national GDP, and also spanned the urban hierarchy. 
The survey was focused primarily on the largest urban centres that have dominant role in 
their region in providing business services. The survey was focused on three sample areas 
of which, each embodied a type (a model) of regional development. The supply side was 
‘mapped’ through structured interviews (37) on the same sample areas. 
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sidered as primary agents (in many cases: gatekeepers) of information and 
knowledge fl ows. Business services provide a framework also for embedding 
international agents (e.g. TNCs’ branches) into local/regional networks: they 
act as mediators easing governance tensions (e.g. by interpreting regulations, 
managing fi rm/state confl icts, etc.), bridging cultural diff erences, and help 
the accumulation and transmission of relational assets and tacit knowledge 
(related to a particular milieu) (Florida, R. 2002; Gertler, M.S. 2003; Thrift, 
N. 2006). In this way, business service providers support local economic de-
velopment by embedding fi rms (branches) entering the local market, improve 
the local branches’ bargaining power in intra-fi rm relations and involve local 
agents in international networks (Lindahl, D.P.–Beyers, W.B. 1999; Daniels, 
P. 1999; Dicken, P.–Malmberg, A. 2001). 

Recently, the process of networking and knowledge production in busi-
ness services has been discussed in the context of the liberalisation of the services’ 
market in the EU, and the integration of the emerging economies into interna-
tional fl ows, that resulted in changing spatial division of labour. (Faulconbridge, 
J.R. 2006; Jones, B. et al. 2008). Consequently, the geography of business informa-
tion and knowledge grew increasingly diverse in Europe. Nevertheless, diff erent 
forces and processes were/are at work that stimulate structural, organisational 
and spatial centralisation as well as decentralisation processes. 

(i) Due to the complex and uncertain business environment, networks 
are (and will be) considered as sources of creative work (problem-solving 
services), fl exibility and also stability, that maintain the dominance of small 
scale businesses in many segments of services. Although, networks can (very 
oft en, do) operate through ICT channels involving many experts in a number 
of interactions, the dispersion of knowledge-intensive services is constrained 
by the heavy centralisation of business-related decisions (fi rms’ headquarters), 
the need for personal contact (for mutual trust and understanding of service 
providers and users), moreover, the concentration of knowledge (senior ex-
perts) in a relatively few major institutions – focusing also the opportunities 
of knowledge spill-over and providing favourable living conditions for the 
‘creative class’ (Sassen, S. 2000; Florida, R. 2002; Hughes, A. 2007). 

(ii) In parallel, technology-based, as well as standardised services are 
organised in more centralised and hierarchical structures. Localisation of such 
services rests largely on classical cost factors, such as the price of qualifi ed 
labour, that stimulated outsourcing (in many cases: off -shoring) of such ac-
tivities (Bryson, J. et al. 2004), that targeted also the eastern periphery of the 
European market. 

The changing geographies of knowledge-based business services put 
the economic development of non-metropolitan centres/regions of East Central 
Europe into a new context. Although, information technologies support the 
spread of business knowledge, geography (accessibility) ‘still matt ers,’ largely 
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due to the low level of adoption of ICT in rural areas, the signifi cance of per-
sonal contacts in information-based activities, and the uneven development 
of infrastructure (transportation; broadband data transmission, etc.) (Erdősi 
F. 2005; Nagy, E. 2005; Nagy, G.–Kanalas, I. 2009). Therefore, the spectrum 
and quality of business services available in small and medium size towns is 
highly infl uenced (and also indicates the trends of local/regional economic 
development,) by the linking of local markets and agents to interregional 
(international) fl ows in new market economies. 

Transition, integration and the development of knowledge-based services 
in Hungary 

Hungary was the scene for a rapid integration into the new ‘Neoliberal’ order 
of the world by the early introduction of a legal and institutional framework 
of the market economy, large scale privatisation schemes and encouraging 
(receiving a relatively high amount of) foreign direct investments (FDI). The 
increase in the number of international agents that entered the market was 
unprecedented10, however, the investment rush calmed in the 2000s and inter-
national agents focused increasingly on (i) extending/stabilising their regional 
networks (involving domestic sub-contractors, reinvestment, e.g. by develop-
ing local/regional service basis) (ii) exploiting human resources locally (e.g. 
off -shoring knowledge-based services from Hungarian fi rms and institutions) 
and (iii) capitalising geographical potential by distribution-based service de-
velopments (retail, logistics) (Barta, Gy. 2005). Property market trends as 
well as changes in employment and value-added structure clearly refl ected 
the shift  towards services, especially, to information and knowledge-based 
activities (Table 1).

In parallel, Hungary-based fi rms grew active in East Central Europe 
and the Balkan increasingly from 2000 onwards11, by exploiting the privatisa-
tion process (e.g. in the energy sector and manufacturing) and also by green-
fi eld developments (e.g. in the property sector). Although, large scale projects 
were major investments by Hungarian corporations, thousands of small fi rms 
were founded in border regions, relying basically on cross-border links in the 
service sector (Szónokyné Ancsin G., 2004). The increasing involvement in 
international (cross border) issues made Hungarian fi rms increasingly depend-
ent on information and knowledge either provided by business service fi rms 
or gett ing it through informal (personal) networks (Nagy, E. 2007). 
10 The number of fi rms with foreign capital (foreign share: over 10%) rose from 8 up to 25,000 

(1988–1998). By 2007, the FDI in the owners’ equity exceeded 96 billion USD. 
11 Hungarian capital invested abroad rose from 1,5 billion USD up to 36.2 billion in the 

discussed period (2000–2007).  
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The market liberalisation process, as well as the entry of TNCs resulted 
in a radical turn in the scale and structure of international relations.12 The 
process (particularly the restructuring of international business relations) was 
highly infl uenced also by the entry of Hungary into international organisa-
tions (OECD, NATO, EU). The EU-accession (as well as the programs/projects 
supporting it) stimulated a development in planning management skills and 
capacities of business and public organisations (‘learning’ EU bureaucracy), 
as well as in information-related services (e.g. management consultancy) that 
provided support for the adaptation to EU-standards. This process was sup-
ported also by the programmes13 that targeted the ‘physical’ integration (en-
ergy, transport, ICT) of the economy in pan-European networks. 

As a consequence, the global embeddedness of the Hungarian economy 
has been considered amongst the ‘World Top 20’ since 199814. Whereas crises 
in 1994 and 1997 did not have a signifi cant impact on the performance of the 

12 The export grew from 8 billion USD up to 73.5 billion (1990; 2007), while the national 
import rose from 10 billion USD to 74 billion (current prices). 

13 E.g. PHARE CBC and ISPA programmes.
14 See the calculations of the World Bank and the OECD. 

Table 1. The share of services within gross value added in Hungary (current prices, 1991–2007)

Sector 
name

Other 
services

Finance & 
Insurance

Business 
services

Other 
services

Finance & 
Insurance

Business 
services

Sector-
code J-O* J K J-O J K

Year HUNGARY BUDAPEST
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

30.0
33.2
35.2
37.4
35.2
35.5
33.8
33.8
34.8
35.1
37.7
39.5
38.5
37.7
38.7
38.9
43.1

4.1
3.7
4.1
5.6
5.3
5.4
4.5
4.1
3.9
4.0
3.1
3.4
3.7
3.4
4.0
3.9
4.5

9.4
10.8
11.6
12.0
13.6
15.9
14.6
15.0
16.1
16.8
15.6
15.6
15.1
14.4
14.7
15.4
18.0

..

..

..

..
51.0
51.3
48.5
49.2
50.3
51.7
53.0
53.8
54.5
53.7
55.4
56.8

..

..

..

..

..
9.4
9.5
8.2
7.9
7.5

..
6.3
6.6
7.5
7.6
8.2
8.0

..

..

..

..

..
19.5
21.8
21.0
21.8
22.9

..
25.4
23.7
23.1
22.9
23.7
24.0

..
* NACE codes are used, compatible with Eurostat nomenclature. 
Source: National accounts of Hungary, 1988–2006. Central Statistical Offi  ce, Budapest, 
www.ksh.hu
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Hungarian economy, the global hits from 2000s on (dot-com collapse, rise of glo-
bal terrorism, the 2007 mortgage crisis, etc.) heavily aff ected it, e.g. by withdraw-
ing investment schemes, slowing down the technology transfer, and by restruc-
turing resources amongst regions (Molnár, B.–Szépvölgyi, Á. 2005). Therefore, 
we may presume, the uneven (spatial) development was governed basically by 
the global embeddedness of local economies from the late 1990s on. 

In the early years of the transition (1989–1996), the rapidly changing 
business environment, such as the liberalisation process and the emerging 
legal and institutional framework of the market economy stimulated a grow-
ing demand for advanced producer services. This process was supported 
not only by a market pressure for learning and adaptation (consequently, 
for buying/externalising services), but also by the enterprising ‘rush’15. Thus, 
the increasing demand stimulated a rapid growth in the sector (e.g. in the 
number of service providers), particularly, in accounting, auditing, manage-
ment, marketing and legal consultancy. In this period, due to the high un-
certainty of market conditions stemming from the ‘post-socialist’ transition 
process, and from the unsett led business relationships and ethics, personal ties 
had a specifi c part to play: they supported minimising risks and substituted 
for a lack of quality control systems and references. Business service fi rms 
of overwhelmingly small scale (employing less than fi ve persons) rested on 
capitalising the knowledge, professional experience and personal relations 
of the founders (owners). They were mostly ‘generalists’, providing ‘routine’ 
services for a wide spectrum of clients supporting their operation, however, 
they also off ered specialised, knowledge-intensive services for prosperous 
and innovative partners16. (Nagy, E. 2005) As earlier empirical studies17 sug-
gested, in this period, the Neoliberal scheme for the post-socialist transition 
into a ‘market economy’ resulted in an increasing dependence on business 
information/knowledge and its providers. 

From the late 1990s on, structural changes, such as the emerging ‘post-
transition’ business milieu (i.e. declining infl ation and interest rates and the 
consolidation of the legal and institutional framework of the national econo-
my), the expansion and increasing regional/national embeddedness of TNCs, 
as well as the improving performance of domestic enterprises stimulated 
15 As a result the number of domestic fi rms doubled between 1989 and 1996.
16 Interviews made with executives of 37 APS providing fi rms in 2001 suggested that, 

personal relations and reputation that rested on expertise were the essential elements 
of fi rm strategies in the early years of the transition. Furthermore, expertise was a basis 
rather for the broadening of the range of services provided than for adapting strategies 
focused on diff erentiation.

17A questionnaire survey as made in 1993 in Szeged, gathering information about the 
activities and strategies of 57 local service providers in Szeged. In 2001, another survey 
was made in three sample areas in Hungary, about the business strategies, activities, and 
externalising business services amongst users (buyers) of services. 
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growth and also diff erentiation in the demand for advanced producer services. The 
shift  towards an internationally embedded, increasingly information-depend-
ent national economy was a highly selective process and resulted in segmen-
tation of the market for business knowledge and information. The group of 
users was split up into two major pools: 

i) an international one of advanced producer services dominated by pow-
erful agents (dominantly, by TNCs), however, included also a group of ‘globally 
linked’, highly adaptive and dynamic domestic small and medium size enter-
prises in an increasing number, that benefi ted from the dense network of business 
relationships within major cities and/or in fl exible production enclaves. 

ii) a ‘static’ cohort of users that relied upon local markets (small, of-
ten family-run, enterprises with modest sales revenues suing chiefl y routine 
services supporting their operations). 

The growth of knowledge-intensive services, particularly, tax, legal 
and management consulting, IT and HR-related services was driven chiefl y 
by the transnational and the dynamic domestic groups of users embedded 
into international networks. However, the demand was segmented also along 
business activities lines: producer services (in particular, business service 
fi rms) were highly over-represented amongst the users of a wide spectrum 
of information/knowledge-based services, while innovative manufacturing 
enterprises sought for legal and computer services, technical consulting and 
(more scanty for) R&D from external providers. 

The above trends stimulated structural and organisational changes 
in the sector of knowledge-intensive business services. It was a highly dy-
namic and an increasingly international sector, that was refl ected by the ris-
ing amount (and share) of FDI in the sector, and also by the expansion of 
international service providers18. The increasing complexity of tasks and of 
the business environment (e.g. the launching of EU regulations in auditing), 
and the introduction of international standards in the production process 
spurred the diff erentiation of service providers. There was an increasing gap 
between the major international agents and domestic (dominantly small scale) 
fi rms19 as well as within the latt er group, such as between dynamic (adaptive) 
18 The share of sector ‘K’ rose from 7,3% up to 22% in foreign direct investments (1996–2007), 

moreover, the stake of foreign owners in joint ventures was also increasing. (Central 
Statistical Offi  ce, Hungary: www.ksh.hu; Figyelő Top 200, 2007).

19 The ’big four’ has a 42% stake on the market of auditing and business consulting in 
Hungary, as major TNCs’ subsidiaries rely on their services due to the complexity of 
tasks and increasing risks. The choice of service providers (as a strategic decision) is made 
‘outside’ the national market, by chief executives in the TNCs headquarters. Meanwhile, 
22 domestic medium size fi rms stabilised their position on the domestic market.,  They 
provided services (auditing, consulting) for dynamic domestic enterprises and subsidiaries 
of smaller international agents (SMEs). (Figyelő Top 200, 2002, 2003, 2004, 2005, 2006; 
Sanoma: Budapest.)



110

agents and fi rms pursuing more ‘static’ business strategy, as our 2001 survey 
suggested. (i) The majority of business service fi rms employed a ‘generalist’ 
or a ‘mixed’ strategy in the early 2000s, due to their limited access to capital, 
skilled labour and the lacking ‘critical mass’ of demand for specifi c (infor-
mation-based) services in their region. (ii) Nevertheless, there was a trend 
toward specialisation, particularly in highly knowledge-intensive sectors, 
such as engineering consultancy, R&D and computer services. This dynamic 
(however, rather heterogeneous) group of domestic service providers relied 
basically on skilled labour, the extensive use of ICT in daily routine, business 
planning and strategic decision-making, and their highly structured profes-
sional and business partnerships, that support innovations at fi rm level, that 
in turn, stimulate growth and structural changes in their region (Lindahl, 
D.P.–Beyers, W.B. 1999; Nagy, E. 2005).

The liberalisation of the market of services, and the EU-accession of 
new market economies gave further stimuli to structural changes in the or-
ganisation of business information fl ows in the 2000s. Business services were 
outsourced (increasingly: off -shored) from East Central Europe (e.g. legal 
consulting, risk management, management consulting) by the fi rms of the 

Figure 1. FDI in business services, 2002–2007 
Source: Central Statistical Offi  ce, Hungary 2002–2008; www.ksh.hu
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‘core economies’, and service providers introducing ‘niche products’ also 
entered the market (e.g. in public relations and advertisement) (Palócz, É. 
2005; Gereffi, G. 2007; Falk, M.–Wolfmayr, Y. 2008). Hungary was also par-
ticularly targeted aft er the EU-accession by international fi rms’ strategies that 
resulted in an increasing involvement in fl ows of business services: foreign 
direct investment grew dynamically in sector ‘K’ (Fig. 1). Moreover, the exter-
nal trade of business services was spurred by the above processes: it exceeded 
the growth rate of the rapidly increasing national export (about 10% annu-
ally) in the post-accession period. Nevertheless, the negative balance of trade 
of business services (in intra-fi rm relations, as well as in international trade) 
refl ected also the dependence of the national economy on external sources of 
knowledge and information. A change in this trend was indicated by the posi-
tive and improving balance in IT-related services (2006–2007), and recently by 
rising export of R&D activities. 

The diff erentiation of service spaces 

In the early 1990s, the geography of the sector was shaped by fl ows resting on 
the transition of the regulatory system and on the entry of domestic agents on 
the market en masse. Small scale domestic fi rms that responded to the increas-
ing demand relied largely on qualifi ed labour available locally, moreover, 
social (network) capital accumulated under the centrally planned system. In 
this way, the capital city, the centres of higher education and of public admin-
istration grew as the primary and secondary centres of fl ows of knowledge 
and information. Nevertheless, the emerging hierarchy was challenged by the 
consolidation of the legal and institutional framework of the national economy, 
the entry and expansion of international enterprises and by the improving 
performance of domestic fi rms. 

In the late 1990s, a dualistic structure emerged on the market of knowl-
edge-based business services (see the previous section), that manifested itself 
in the geographical centralisation of users and providers of specialised serv-
ices supporting global embeddedness, moreover, in the information (knowl-
edge) monopoly of the capital city. This increasingly polarised structure was 
reinforced by the signifi cance of personal relations (contacts) in knowledge 
exchange, by the high spatial concentration of demand due to the ‘urban bias’ 
of using such services, and the uneven development of ICT and transporta-
tion networks. 

The shift s in the geography of knowledge-based business services 
were increasingly selective and they have re-organised the hierarchy of urban 
centres in Hungary. To understand the impact of recent changes discussed 
above, the shift s in the role (weight) of business service centres were analysed. Firstly, 
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routine (regularly used) services20 that are heavily dependent on accessibility 
and face-to-face contact (therefore, refl ect the size of the local/regional market) 
will be reviewed to reveal the changing status of towns in the urban hierarchy 
and also the regional diff erentiation of the urban network. Secondly, particular 
groups of specialised services (highly reliant on information fl ow and skilled 
labour) shall be analysed as key agents of international embeddedness (R&D, 
soft ware services; fi nancial mediation/brokerage; to go into further details, 
advertising; management consultancy; market information; management 
consulting), that all were considered as keys for changing business strategy 
and sett ing up new (international) market relations by the fi rms we surveyed 
in 200121. The post-2000 period was put into the focus of the analysis, when 
Hungary was considered as a ‘sett led’ market economy, shown by the chang-
ing strategies of foreign investors including service providers in an increasing 
number (Barta, Gy. 2005). Moreover, shift s in spaces of business services also 
indicate the spatial impact of the changing position of new market economies 
in European fl ows, such as off -shoring of knowledge-based activities (Gál, 
Z.–Sass, M. 2009). 

The hierarchy of service centres was dominated increasingly by Budapest 
and the surrounding belt of suburban centres (small towns). (Fig. 2) This infor-
mation monopoly emerged along several dimensions, such as i) the concentra-
tion of highly specialised service fi rms rested on specifi c skills and knowledge, 
ii) intra-fi rm division of labour competencies inside the networks of fi rms 
headquartered in the capital city, and iii) the concentration of international 
agents of business services in Budapest. The capital city’s position was sup-
ported also by the FDI in distributive services targeting primarily this region 
(Koós, B. 2004). County towns were scenes of decentralisation of particular 
service activities (e.g. back-offi  ce functions; personal contact points for cus-
tomers; information collection) (Raffay, Z. 2005; Wágner, I. 2004), but, such 
processes rather supported than challenged the centralisation process at na-
tional level.

20 Accounting; auditing; tax and legal consulting; marketing; management consulting; 
engineering services; advertisement; security services. 

21 The selection of towns and cities that were defi ned as nodes of business information fl ow 
rested on statistical calculations. Firstly, the most important business service centres of the 
country were identifi ed, which were determinant nodes in the number of locally existing 
fi rms, in the per-inhabitant, as well as in and per-company indices. Secondly, the centres 
of regional importance were clustered, those providing an access to business information 
demanded by local businesses. The choice of the centres rested on earlier studies, such as 
a research on ‘Regional trajectories of economic restructuring’ (2001), a gravity model of 
spaces of advanced producer services (Nagy E. 2002), and a questionnaire survey focused 
on the demand for business services in three regions that took diff erent development paths 
during the transition period (Nagy E.–Gál Z.–Molnár B. 2002).
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The development of business services (through a positive feedback 
mechanism) was a source of regional diff erentiation of the urban network. The 
direction and scale of changes in ‘routine’ services rested largely on the size 
of local/regional economies, the dynamism of development, particularly, on 
the growth of small and medium size enterprises (SMEs). The following shift s 
were characteristic of the changing spaces of business information fl ows: 

Although, the international embeddedness of the national economy 
was deepened, therefore, the need for information was increasing in the dis-
cussed period, the relatively centralised spatial structure of oft -used busi-
ness service remained, that was refl ected by the increasing share of Central 
Hungary (including the capital city and its wider urban region). 

–

Figure 2. Business service centres outside the Budapest region, 2007
Source: The authors’ calculation based on the database of Central Statistical Offi  ce „Cég-Kód-Tár”
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The development of routine services was highly dependent on the 
regional economic milieu: the proximity of TNCs (particularly, those involved 
in manufacturing) embedded into regional networks in the post-Fordist indus-
trial enclaves had a basically indirect stimulating eff ect on services. Domestic 
enterprises integrated into international networks shaped by TNCs repre-
sented a highly structured (diverse) demand for business services and resulted 
in a relative improvement in the position of the centres, at higher, as well as at 
lower levels of urban hierarchy (up to 15,000 inhabitants) (Fig. 3).

The suburbanisation process around the capital city (Budapest) had a 
direct eff ect on the spatial structure of economic activities also in the period 
2000–2007: the growing suburbs had an increasing stake in the sector. This 
process was fed by FDI in services, and also by the rising number of local SMEs 
providing business services. It is very likely that this trend was supported also 
by residential suburbanisation in the form of the fl ight of highly qualifi ed staff  
of such services from the capital city. Most of the small towns in this region 
have very high penetration rates in oft -used business services, as compared 
to the countryside centres in the same level of population (Fig. 2).

In the economically lagging regions, two distinct development trajec-
tories emerged. In the fi rst case, the spatial structure was highly concentrated 
even in ‘routine’ business service activities, and it has not changed remarkably 
since 2000. As a consequence, only a few major centres off er business services 
for a wider region. Thus, even basic information for running businesses are 
not available for local agents, that reinforces the accumulation of backward-
ness, particularly, in the peripheral regions with poor IT and transportation 
infrastructure (Fig. 3).

The second type off ers more chances for development, as the access to 
business information (routine or oft -used services) is available for a wider 
range of local businesses, due to the larger number and a denser network of 
small and medium size towns. In this case, the relative closeness of business 
service centres resulted in bett er provided regions (Fig. 3).

As far as the urban network as a whole is concerned, the most signifi -
cant change was the increasing regional imbalance in favour of the capital 
city’s region. Moreover, slightly more than one hundred towns were identifi ed 
as business service centres supporting the ‘daily routine’ of local enterprises, 
but this group is highly diverse in terms of dynamism and the spectrum of 
services provided, and does not have a uniform spatial distribution. In this 
way, centralisation of capital and organisation in business services manifested 
spatially as a capital city/national economy dichotomy, as well as problem 
of accessibility to local markets of business information and knowledge that 
support the reproduction of backwardness. This process is underpinned by 
the Neoliberal scheme for reorganising the systems of public administration 
that focus institutions, i.e. qualifi ed labour, knowledge and information into 

–

–

–

–
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5–7 major county towns (‘regional cen-
tres’ in Table 2), stimulating the fl ight of 
intellectuals form smaller centres, and 
raising new barriers for being involved 
in information fl ows. 

The highly and increasing-
ly concentrated spatial structure of 
knowledge-intensive business services 
supporting international market inte-
gration and adaptation clearly support 
the centralisation processes discussed 
above. The activities listed in Table 2 
are only sporadic in smaller centres 
and virtually absent from towns with 
less than 10,000 inhabitants. Local 
service providers in such small centres 
are not rooted in the local business en-
vironment rather they are focused on a 
niche of the national market using the 
possibilities off ered by ICT networks. 
In general terms, the centralisation of 
knowledge- and information-inten-
sive services was an ongoing process 
in the group of county towns. The only 
scene of de-centralisation was the ur-
ban region of Budapest: 24 small urban 
centres of the Budapest urban region 
‘climbed up’ in the hierarchy, they 
occupy the same position as smaller 
regional centres (serving areas with 
50,000–300,000 inhabitants) outside the 
Budapest Metropolitan Region – while 
the capital city has lost of its signifi -
cance since 2000 (Table 2).

Conclusions

Construction of global networks 
of business relationships supported by 
the improved accessibility of periph-
eral/semi-peripheral regions and lib-Ta
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eralisation of international trade has re-drawn the economic geography of 
Europe: due to the incorporation of ‘emerging economies’ into international 
fl ows (division of labour), new dimensions of socio-spatial disparities have 
emerged or became apparent in the 2000s. In this framework, East Central 
European countries (and among them Hungary) are considered as open, fl ex-
ible and adaptive, and therefore signifi cant target regions of the extension of 
global business networks. In the past few years, the outsourcing of business and 
logistics services and the closer integration of local markets (as a continuation 
of former developments seeking to improve effi  ciency) have taken centre 
stage. As result, corporate relationships have expanded both vertically (in 
emerging supply/sub-contracting systems) and horizontally (competition; 
cooperation/alliances of fi rms). This process enhanced the need for business-
related information about local/regional markets for international agents and 
also for business knowledge sought by local fi rms to adapt and survive. The 
growth and expansion of business services that produce and/or mediate such 
intangible assets re-interpreted (highly diff erentiated) the role of East Central 
European cities and towns. 

Small and medium size towns grew increasingly dependent on external 
resources (TNCs investments; national/EU public resources) for supporting 
economic restructuring and improving quality of life, due to their scale (i.e. 
the less diversifi ed economic base and relatively small bargaining power) 
and being in an early stage of capital accumulation. Success in gaining such 
resources has always been largely dependent on knowledge-related strate-
gies of local agents (fi rms, public institutions) that very oft en lack capacities 
(e.g. skilled staff , expertise in information management) suffi  cient for being 
involved in information fl ows. The dependence of this group of towns on centres 
of producing information is enhanced by highly centralised spatial structures in 
Hungary: the Budapest region preserved its dominance in information fl ows 
in the 2000s, particularly, by focusing highly specialised services and strategic 
functions of fi rm hierarchies. Meanwhile, traditional service centres of small 
scale (below 100,000 residents) are highly diff erentiated by the erosion of the 
local basis for information-based activities. 

Increasing dependence on the (business) service economy of the capital 
city was reinforced by national as well as by EU-policies, furthermore, by the 
defi ciencies in functions and bargaining power of the major county towns 
due to their relatively small size and lack of regional institutions. In this way, 
knowledge and information-based activities remain highly centralised and 
the accumulation of backwardness is maintained, particularly in peripheral 
regions of the national economy that are hit by accessibility (and adaptation) 
problems in physical and virtual (ICT) terms. Thus, an increasingly polarised 
space of information fl ows was produced by the changing (increasingly, glo-
bally embedded) economic structures in the post-transition era in Hungary.
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