Industrial Development in Hungary – trends and strategies – in the electronic industry 

Iparfejlődés Magyarországon – trendek és stratégiák – az elektronikai iparban

Absztrakt: Ebben a rövid tanulmányban az elektronikai iparban végbemenő változásokat szeretném felvázolni. A multinacionális vállalatok stratégiái és a nemzetközi folyamatok alapvetően meghatározzák ennek az iparágnak a tendenciáit. Ezeknek a stratégiáknak és tendenciáknak a mozgatórugóit próbálom bemutatni és értelmezni – részben saját tapasztalataim alapján. 

Opportunities for Companies
New horizons for cost savings and revenue generation are opening up for multinational companies. The findings suggest that there are enormous opportunities for companies to create value by taking full advantage of falling barriers in regulation, transportation costs, communications costs, and infrastructure. To find the value, companies need to rethink their entire business process. 

Going global is obviously not a recipe for success in and of itself. Multinational companies are well positioned to transfer their competitive products and processes, but less equipped to tailor them appropriately to local conditions. Currently, the interplay of industry characteristics, regulatory restrictions, and organizational limitations prevent some companies from pursuing further industry restructuring. However, as a result of competition, liberalization, and new technologies, new possibilities are opening up where a greater degree of specialization is possible and likely.  These statements are more valid for the electronic industry, where regulations are even weaker and resources are easily accessible.

“So in general which companies are the main contributors to the Hungarian economy?” this question was raised to me several times during meetings with foreign  businessmen. It gave me some struggle before I could come up with the answer „ Well it is the Hungarian Oil Company –MOL, Audi and Philips…”

Why do I ask this question? I believe a lot of people in Hungary would struggle to give the right answer right away....

Name



Industry
Net sales revenue  2002 (in million HUF)

MOL



energy


1 159 657

Audi



automotive

838 011

Flextronics


electronic

744 199

Magyar távközlés

communication
590 585

Philips Magyarország.

electronic

447 890

Magyar Villamos Művek
energy


389 027

Co-op Hungary

trade


354 799

GE Hungary


lightning

298 753

Panrusgáz


energy


292 219

IBM



electronic

255 032

Table 1: Top 10 companies in Hungary year 2002:

Source: Figyelő 2002– Top 200

When studying this list one can find that in the top 10 there are 3 companies representing the electronic industry. That means it is an important sector for the Hungarian economy and it is worth to investigate and understand the trends and characteristics of this industry. The two main driver of the electronics industry are the short product life cycles and labour intensive production. For this reason, this industry is the most sensitive for any economical change.

The type of electronics industry that has been established in Hungary requires low skilled assembly workers; with the average requirement of finished elementary school. (8 years elementary studies)

There are two main type of electronic company exist:
1. Branded producers (Nokia, Philips, IBM)

2. Contract manufacturers (Flextronics, Elcoteq, SCI)

Main driving forces of the electronics industry:

· Cost of labour
· Availability of flexible labour access

· Distance to market

· Duties and taxes

· Location of the supply base

The current trend in the industry is that the branded producers outsource their production to contract manufacturers and they only keep the brand name and the sales & marketing activities in house. This means that the governments have much less power to influence the movement of production to the low labour cost countries.

Labour cost

For Hungary the race in the labour cost are lost...but this is not necessarily bad. As you can see from the list; for a labour intensive production there are several alternatives to move.

Labour cost (assembly cost working hours)

Hungary

100%

Austria


300%

Romania

60%

Bulgaria

40%

Ukraine

15%

China urban

50%

China rural

10%

Labour flexibility

After joining the EU from 1st of May, Hungary lost a lot of ground in labour flexibility. Four shift or continuous working model are well defined by the EU, working on public holidays are strictly punished, over hours are limited.... All this is clear disadvantage compared to non-EU members.
The availability of required workforce is also critical. While unemployment rate sunk to 6% the willingness of unemployed to work is also declining. Large employers must use heavy transportation to ensure the supply of people. Philips in Gyor employs close to 40% Slovakian workers, while internal buses are going all the way to Papa or further to collect the people. The mobility of people within the country is also very low. Despite the fact that in north-west Hungary there is a big need for assembly workers, only few people from the east is reallocating.. 

Distance to market

Definitely Hungary has an advantageous logistical positioning; by road most countries in Europe are easily accessible.

Duties

According to the EU rules, for any final consumer electronic product the import duty is 14% from outside the Union, for semi finished goods and assemblies it is 4%. Computers and its peripherals are excluded!  For countries within the Union in case of assembly any parts bought outside the EU, an average of 4% duty has to be paid. There is a web based data system the `TARIC` which prescribes the exact percentage of duty for each item imported to EU. After the goods were imported to the EU, no duty has to be paid any more during internal trading.

Romania and Bulgaria is partner to the European Union; for these countries an extra rule apples called Eurocontent. Eurocontent means that until the European work content exceeds 60% it could be imported to the Union duty free, otherwise the 14% rule applies.

Supply base

Unfortunately the supply base of the electronic industry is located in the far-east. Countries like Japan and Korea are the leaders in new development. The production is takes place in China, Philippines, and Malaysia etc. There is lot of key components where the Far East is the sole supplier of the product. Sole means that there is no one European company who is producing that part!

Strategy

Strategy of a company is the roadmap consisting of planned activities towards attainment of its long term goals and objectives. The company functions in an environment where it faces lot of competition from other competing firms. Competitive advantage of a firm is measured by how much more value the firm is able to provide to its customers as compared to its rival firms. A competitive strategy is one, which facilitates in gaining sustainable competitive advantage.

Multinational company investment in the developing world opens up new horizons for economic development and for company strategy. The driving forces are low labour, excess to new markets and in a lot of cases government subsidies. 

Another important field, which is greatly affected, in some countries, by multinational companies is the politics. The source of power of these companies is the huge amount of money they own, their enormous volume and their significant business fields. In some countries, this power is used to influence politicians and the political field furthermore, they use it to serve their own interest. In the EU all subsidies are under tight control, and the member states have to limit their given benefits to multinationals.

Let’s now try to understand the strategies of the multinational companies in the electronic industry. I investigated the simple model to producing a product somewhere and sell it in the EU.

The firs statement is outsourcing production. The current industry trend is showing, that the `branded` companies develop a new product and immediately outsource the production to a contract manufacturer. Even there are degrees of outsourcing, it can range from just outsourcing some process steps all the way that your contract manufacturer partner is final assemble, pack and even delivers to the customers the product. Usually this is linked to the product life cycle; as products reaching their end of life stage the degree of outsourcing is increasing   

According to my theory, the contract manufacturers whom are globally positioned are choosing from the following options:

Option 1 
Produce in EU sell in EU

Option 2
Produce in EU partner (Bulgaria, Romania) sell in EU

Option 3
Produce in China, sell in Europe 

Option 4
Produce in Ukraine, Belarus, sell in EU 

Since these companies are profit driven, they will base their decisions on costs and profit!

	Product price/size
	small
	large

	cheap
	3

Discman
	4, 3

low range printer

	expensive
	2, 1, (3) 

mobile phone 
	1, 3

82 cm TV


Table 2: Size and factory cost price is the 2 main parameters to decide from the options.

Option 3 the ultimate option, the so called “China effect”

A survey by the Boston Consulting Company not long ago indicates that 90% of companies in Europe, the U.S. and Japan have set a “China first” strategy. Their race to invest and relocate of their head offices in China clearly tells us multinational companies have focused their key strategies on china. A stable and developing China can not be separated from the world, and the world can not be independent of Chine, which is creating external business opportunities. 

Still we want to focus on Europe…

If we follow this table we can see that the real chance to produce a product in the EU are the large products. These products are very costly to air flight and if you put them on the boat the tide in capital is eating all the profits. There is also a possibility for small, but expensive innovative products where the duties and the close feedback loop to development is needed.

Now to turn back to our top 10 companies in Hungary we can start with Flextronics.

Flextronics is the biggest contract manufacturer company in the world. They have 4 factories in Hungary (Zalaegerszeg, Tab, Sárvár, Nyíregyháza). As they are working for the brand companies, my conclusion is that they will disappeared in mid term from 

Hungary. The other two companies in the top ten are Philips and IBM. These are branded producers whom are outsourcing their activities or even sell it. The trends are visible IBM closed down the Székesfehérvar plant (4000 employee), while Philips closed down the Szombathely factory (1200 employee). 

Electronic future in Hungary

I believe that Hungary is facing similar challenges today as Scotland was facing twenty years ago. In the 80`s in Scotland more then 25000 people was employed by the electronic industry, but now days this number is reduced to less then 3000. Hungary will experience the same trend, this is a fact, the lost jobs in production have to be converted to jobs in development and product creation. Good examples already exist, Ericson moved here product development as well as Philips some of it product creation processes. The government has to adjust its industrial policy to these trends and learn from the countries whom industry has transformed already.
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