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Chapter 1 Introduction

1-1 "The Background of the Study

1-1-1 Social and Economical Outline _

Hungaty has been re forining its economy inctuding implementing an open economic policy
- wellin advance of other eastern BEutopean countries. In the 1980"s, a series of ¢conomic teform
proghms weie initiated such as tlie introdiiction of m'lmgement and administration systems for
new cntcrpmcs (1984} the overall pohcy for econonic refofn (1984) and the rénovation of the
- banking system (£987). In 1982, Huhgary was admilted as a member of the IMF and the World
Bank and is aiming at internationalization of its economy. However, due to the small doinestic
markét and as it is not blessed with many natural resources, the Hungarian cconomy has to rely
on foreign trade. The Hungarian économy has been suffering from economic stagnation since
the 1980’s, due to increase in the cost of imported crude oil, the reduction in the exports of
agricultural products ¢aused by the agrfCulluraI protection policies of the western European
countries and the incréased debts due to foreign loans. Because Hungarian indusiry developed
unider the systens in which the production of sclected commodities was concentrated in various
COMECON economic block countries; the loss of the markets caused by the collapse of the
block has given a strong blow to the Hungdrian economy.

Even under such difficult economic :cir"c'ums!anccs, the trénsilion of the Hungarian economy
to a markel orieated economny has been promoted. However, the country’s econoiny faces the
difficult issucs such as the reduction of the subsidies for enterprises, the rcorgamzauon of the
non-profitable compamcs and the privatization of the state- owned cmerpmes :

1-1-2 * Industrial Structure and Industry

The level of industrialization in Hungary is an intermediate one among.lhc cast Buropean
countries and its economic structure shows the characteristics of such countries. Although the
share of the agricultural prodi¢tion in the national incone has shown a graduat decline as the
indusicy of the country has grown, the agricultural population is still over 20% of the nalional
working population and agricultural and diary foodstuffs are very important export commoditics.

" Due to the development of industry, the industrial production amounted to 32.3% of the
0SS domestic products in 1990. However, in comparison with Czechoslovakia’s 61% or
Poland’s 519, both based on the World Bank data of 1992, the figure of 32.3% is still low.
Therefore, it is forecast that the share of the induslrial poduction in the GDP will definitely
increase in future in Hungary.



Hungary docs not have abundant natural resources. The ohly exporiable natural resources
ar¢ bauxite and mangancse ores of which there are sufficient deposils.-In Hungary where the

energy and mincral resource bases are weak, efforls have been made to concentrate industrial -

power into industries requiring low energy consumption and further to make a special effort (o
producc high value added comioditics. Thus, the major fields of the industrial production are
the machinery indusiry, the food processing industry, light industry and chemical industry.

“The industrial productioh in the, 1 970’s achieved a very' high rate of increase of 6.4%

~averaged over the period from 1971 to 1975, which was hlghu than the target rate of increase in

 the planned_produciion for that pcnod Durlng 1976 to 1980, the natlona] cconomy suffcled

from stagnation due to the adverse effécts of the oil price npheaval and mdt_ls_{nal productmn
also declined. In the 1930'5, a'tight money policy was adopted and the reduction in energy
ccnsm_n'piion in industrial activitics was strongly implemented: The machinery industry, the
“food processing industry and the chemical industry were proinoted accordingly. On the other
Tland, the encrgy inteiisive indusiries, the iron and steel indusl'rj, the non-ferrous metal industry
and the construction materiat indushj reduced their shares in the total national ccoiiomy. Hungary
“has been consistently adopting the policy of encouraging the production of corisumer goods.
The ratio of the production of conisumer goods to the total national indusirial production is the
highest of the East European countries. [n 1990, the ratio of the production of tight industry and
the food processing industry was 32% of the production of the doniestic industry, In 1990 when
industry was restructured and the 0&g‘anizational establishment was reformed, industrial
production was reduced. The mictallurgical and the machinery industric's rcduccd their production
“drastically, namely, by 19% and 13.7% comparud with the previous year, rcspccnvely In the
case of the nmchmery mdustry, the reducnon of the automotive industry was large, mmcly,
32.4% compared with the prwmus year. This was becanse Hungary was producmg buses and
the engines for commercial vehicles for the COMECON econoric block and due tothe col!apse
of the block, Hungary lost this market. Thus, the prodlxcglon of buses and automotive parts,
mainly the engines for commercial vehicles, was reduced to an extreme extent.

1-1-3 Privatization and Restructurlng of the State- owned Enlerprises

In 1989, the law concerning the transformation of companies was cnforced in order to
promote the privatization of the state-owned enterprises. The State Properly Agency was
established in 1990 as the supervising authorily ‘to prevent possible confusion during the
- privatization of the state-owned eaterprises and to accelerate the privatization at full speed.

However, due to the lack of sirong domestic cabilal and the non-existence of public funds to -

privatize the enterprises in a very short period, the dependency on foreign capital is high, In the
second East-West Industry and Trade Ministers’ Meeting held in April, 1993, Japan expressed

her mtcnhon to carry out a study for the: restructuring of a model state-owaed enterprise for the

purpose of supporting the privatization of the state-owned enterprises in Hungary.

.
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1-1-4 ‘The Subject Enterprise for The Study _
Itis anticipated that the Hungatian avtometive industry will increase in impoitance for the

‘domestic economy, However, most of the automolive parts industéy whicli supports - the

automiofive industry consists of Hungarian domestic caterpriscs. As in other sacialist conntrics
with ptanned economics, these Hungarkan state-owned enterprises are facing]mn}y difficult
problems to:adjusl themselves to a market oriented €conomy such as the privatization of the
cotipanies of faclorics and changing the atlitudes of employees and cmploycrs.'

The subject entcmnsw for this sludy, IKARUS Mori Autoparts Manuf‘acturmg Company (
hereafter called IMAG- ), is onie of the largest automotive part imanulacturing comp'lmcs in
Hungary. Thcy have 1,300 employecs and its sales revenue in 1995 was 5,338 million forints.
IMAG is one of 5 counsel companies of Hungarian Association of Automotive Pam

* Manufacturers. During COMECON economic regiine, IMAG manufactured 500,000 to 600, 000

scats for 15,000 buses per year, however since 1991 the production of buses in Hungary rcd:uccd

" to one tenth of the most prosperous age and the company faced with the exlrcmely- difficult
- conditions, On the other hand, IMAG succeeded in supplying passenger car seats and cable

harnesses to the automebile assembly company of foreiga capital who came to build their own
factory in Hungary and IMAG c¢ould extricate themselves froim the crisis conditions. IMAG still
holds various financial and technical problems as a statc-owned criterprise.

The state-owned enterprises including IMAG are urged to convert themselves to a company
structure which can cope with a coning privatization. The study aims to impl'cmem the
modernization of the corporate management of the state-owned company of Hungary.

-Furthermore, by the formulation of the factory modcrhization plan of IMAG who is the largest
state-owned enterprise of antomotive parts manufacturing companies in Huigary and the counsel

company of the Association of Automotive Parts Manufacturing Cbmpanies, the secondary effect
as supplementary influences to Hungary automotive parts industry can be expected.



1-2 -The Purpose of the Study - :

- The purposc of the study is to coritribute t6 the developmént of the automobile mduslry of
Hungary, through lhc formulation of the modernization plan for IMAG, a model enterptise of
the state-owned automotive ‘patts manufacturing companics in Hungary. |

1-2-1 Formulauon of the moderm?ation plan
_ The purposc of the %{udy is to conducl a factory diagnosis of ihc bus seat division and the
: p'mscngcr car seal division of IMAG in accordance with the request of the Hungarlan govcmment

- and to formulale a moderaization’ plan for the production procéss, the produchon comrol and the -

corporate management of IMAG.

1-2-2 Implementation of Technical Transfer
“ Al the same time, it is to aim to transfer technotogy to the staff and wotkers of IMAG in
the areas of the production process, production control and corporate manageuient.

During the flrsl ficld survey, the sludy team prepared the short term modification plan
covering 16 itenis as a serics of the technical transfer progarmme. IMAG. implemented the plan
and carried out the factory modermmuon “The conlents of the tectinical transfer and their
implementation situation are shown in the appendix of the main report.

itz
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13 The Scope of ftio Study

- The scopes of the study are as follows.

(1) Revicw of cxistingl institutional and promotional po}icics' relevant to automotive
indusiry development :
I-1 Institutional set up (administrative system, pollcy makmg body)
12 l'mancml pollcws (taxatlon system, subudms and customs clutlcs)
+1-3 Privatization pollcy _
14 Indmlml smnddrds applied to thc automotive pam manufactured in l{lmgary

(2) Study on the preSen! status of the autormotive parts industry
2-1 Number ofenlerpnses by scale
2-2 Products of the awtomotive parts ind'ustry
2-3 Production Volume (quantity and valug)
2-4 Export and import volume (qﬁfmtity and value)
2-5 *Profiles of the leading enterprises
2-6 Progress of the privatization
2-7 Trends of autonotive parts companies in other European countrics
2-8 Difference between the i‘nduslriai standards applied to the automotive parts
manufactured in Hungary and in EU

(3) Study on the present situation and problems of the divisions conccrﬁed of IMAG
3-1 Outline of the divisions 1o be studied N
- Factory fayout
- Products and llnanufacluring facilities
- Organization and manpower
- Prociirement of raw materials
- Sates
- Production planning and business achievements
3-2 Manufacturing lines and processes
- Technicat skills i.ncll'iding technology gap
- Assembling
- Inspection
- Delivery
3.3 Production management and qualily control
- Product development and -de'sign
- Inventory management
- Quality contrel

~5-



3-4 Managcment
- Decision making processes
- Human resources developiment
- Labor managenient
- Financial niariagcmenl

35 Informatwn processing sys{ems

3.6 Gvaluation of the ongmai modcrm?ahon plan of the seat wianu faclurmg divisions
~ inade by IMAG
3-7 Cost analysis

'(4) - Formulation of a plan for modeinization of the divisions conceined
-4-1 Targets and direction of modernization
42 Modernization of manufacturing fines and processes
4-3 Mod(;mizalion of production control '
- Product development and design
- Iiventory management -
- Quality control
4-4” Modernization of cofpéfatc management
~ Huntai resources development
- Labor management
- Financial management
4-5 Modcrnization of information processing systems
4-6 Marketing promotion including stzategy for exports
4-7 Iniplementation schedule |
4-8 Cost estimation '

{5) Financial evaluation of the project

(6} Conclusions and recommendations



1-4 Member of the Study
‘The number of the study team arc as follows.

NAME _ASSIGNMENT

COMPANY

Nobuo ISHII ' _Tcam Leader
- Auto-parts Industry
‘Modernization Plan

Yosliiyuki KATO ' Pfoduclioh Process
L | | for Seat -
Yuhachifo OHNISHI - * Production Procéss

' o _ _ for Metal Works
Yoshio HORIMOTO - Preduction Coitrol
Wakio HURUHASHI Corporate Management

S (Marketing)
Shizuo KAMIKURA Corporate Management

' (Financial and Economic Appraisal)

Techno Consultants, Inc.

Houwa Kogyo Co., LTD.
Houwa Kogyo Co., 1.TD.

Techno Consultants, Inc.
Techno Consultants, Inc.

Techno Consultants, Inc.



~ 1-5 Study Schedule
- The study will be carried out according to the followmg schcdule

(1) Field sirvey in Hungary
The first field survey :-December S to December 22,1995
The secorid field survey @ February 8 to March 13, 1996

- (2) Study work in Japan
The fitst phase of the

stildy work in Japan - & December 23, !995 to February 21,1996
The sccond phase of the S : '
study work in Japan : March 14 to June 21, 1996

(3) Presentation of the draft final report in Hungary: July 28 to August 7, 1996

(4) 'Submiséion of the final report : The end of September, 1996
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Chapter 2 Economic Situation and Auto Manufacturing
Induslry in Hurigary

2-1 OQutline of Economlc Situation

2- 1 1 Economic Trends

llm1g1ry has 'tclwciy carncd out economic r«,forms gedrcd towards a rarket economy
since the latter half of the 1980s. Thn, Hungarmn cConomy in the 1980s contintied to gIow in
teims of real GNP alihough zhe weragc annual growth rate was as low as 1.7%. llm\c\cr, dﬂcr
the growth ralc turned to a negal;vc figure of -3.5% in 1990 in comparison with the prwmus
year, ncga!wc growlh continued. Induslml produciaon in particular continued Lo reduce after
1987, and there was a large rndt_lcllou of 12% in 1991. This is altributed to the cconomic confusion
in the former Soviet Union and East Europe; dissolution of COMECON that was thé largest
market for Hungary; and reduction n exports to West Europe dug to, for example, the stagnation
in the ¢conomy of Germany which is one of Hungary's largest export markels. The real GNP

 that had decreased since 1990 increased 2.9% in 1994 compared to the previous year. Also, the

gross indusicial product hit bottom in 1992 and turned upwards in 1993,

- Table 2-1-1 Main Economic Indicators
(Real base, Previous year = 100%)
1990 1991 1992 1993 1994

Gross Domestic Product 9.5 881 97.0 992 1029
(at current prices, HFT billion) 2,089.3 2,3084 29351 3,537.8 4,350.9
Manufacturing Product .- 924 822 933 - 1063 - 103.7
Investment ' 90.2 - 87.7 98.5 1025 1123
External Trade N _ ' o
(Bxporl) B 959 " 951 990 - 869 116.6
{Import) 9248 945 924 1209 1145
Per Capita GDP :
(HFT Thousands) 195 223 284 343 424
(US$) _ ' 3599 3,734 4,019
© Consumicr Price Index ~ ~* (1986-1990) ' 14.8 © '35.0  23.0 225 188
Totat Population (Thousands) 10,375 10,355 10,337 10,310 10,277
Economic (Thousands) -~ 5,472 5,304 4,796 4,352 4,136
" Registered Unemployment (Thousands) 242 100.5 _ 406.1 663.0 6321

Source: Statistical Yearbook of Hungary 1994

This is altributable to the fact that exports grew as much as 120.6% compared 10 the
previous year. After peaking at 35% in 1991, the average annual incréase in the Consumer Price



Indcx fell graclualty unlll it reached 18. 8%: Produccr prlccs increased 11.3% rclauvc to'the
previous year. Pér capita GNP reached US $4,000 i in1994.

Thus, the Hungarian economy shows’ signs ofi lmprovemcnt afler 1993 However, the lmdt,
deficit that has continued since 1991 has not been lmprovcd. It reachied 408 billion forints, or
9.4% of the GNP, in 1995.

2-1-2 Economic Policy _ .
' In Hungary structural rcform of politics and the cconomy occurrcd e‘arher lh'm in !hc a
other East Eviropean countries 'mcl before Pcrcslro:ka in Soviet Russia in 1989. Following the
free e!ccllon in 1990, the coalmon cabinet led by the Liberal Forum party whlch acquired a
landslide victory mamhmcd a rt,latwcly stable p_ohucal power and promoted economic rcform._
However, in the ¢ob rse of transilion to a market cconomy which required liberalization and
yationa!iiatioﬂ, it twis clear that the national deficits had bccome-}arge and getling larger and the
~ elimination of subsidies and the resttuctiring of nou-profitable divisiotis in'the companics
generafed a large amount of unemployment. In the election of 1994, the achievements of the 4
year administration after structural reform 'w'c'r_c evaluated and the Socialist Parly, the;rulijng
patty of the old regime, by appealing f@r the prbtec:{ion of sociélly weak people and the recovery
from the prolonged economic re'c_cssi'o'n, became the governing party, The govﬂerhnient established
stable politiéal pow¢r by forming a coalition cabinet with the Libéral Democratic League and
declared it would implement the following major economic policies.

;(a) the structural reform of public financing and the effective usage of publ'ic funds

(b) the ruétfucluring'aﬂd intcgration'of the state owned cntcrprisés which are currehll_y in
financially difficult conditions, in a manner suitable to their present status.

(c¢) the reformation of the bankmg system and the pnvauzquon of the comniercial banks

(d) the promolion of the privatization and administration of {he tcemaining state property
in accordance with market principles and the teform of Ihc:priVatizmibn method and
the organization

(e) the promotion of investments and savings

(f) the preparation for entry to the EU

{g) the halting of the trend to reduce the amount of agricultural lasid and the develomncnt
of the agrlcu!lural regions

{h) the devclopment of infrastructures such as lramportauon, tclccommumcat:ons
information technology, roads, hotising, and tourist facilities

By carrying out these economic pol icies, the govemment aims to accomplish the followihg;

{a) the recovery from the present econontic crisis

10 --




{b) the acceleration of the transition to a markel oricnted cconomy |
(c) the adjustment of the various conditions required for sustainablé economic growth
{d)+ the reduction of inflation and uncinployment | _
- {e) the control of the financial deficits and the deterioration of the foreign trade unbalance
(I} - the promotion of investmients and savings

Exlé_mally, Hungary aims to become a member of BU and fully rejoin Europe. hi December,

* 1991, Hurigary concluded the Union Agreeiment with EU and in March, 1992, the trade article in
“the ag’rc;:nlcilt becanie effective. From_Febmary; 1994, the freedom of tradé and the movement

of business people was avihorized. The Parliament of Hungary ratified the Rome Agreement

_ with EU on February 8, 1994 and micdified the regulations concerning patent rights and copyiights.

Furlher; based upon the Agreement, the first Union Agreement meeling between EU and
Potand*Hungary was held in March, 1994. Al the same lime, the foreign ministers meeting of
U confirmed the purpose of piomoting political dialoguc concerning a commion diplomacy
and a mutual securily policy towards the central and eastera Europe countics who had signed the
Union Agreenient. Aflec approval of the Parliament ratification, the formal application for
membership of EU was made and Hungary will become a full member of EU in the year 2000.

Dcsp:tc the above mentioned économic pohcws and membership of EU, the Hungarian
economy is not necessarily developing smoothly as planned. In 1993 and 1994, both the
international revenue and expenditures and the financial revenue and expenditures showed large
deficits. The domestic economic conditions deteriorated. This is because the international
compctitivc power of Hungary. is not'strong cnough Without reforining the exisling econoinic
structure, it will be nnpOSSIblc to expect cconomic growth The governiment rccogm?cs fully
that the various economic problcms can only be solved by the sustained growth of the econony.
In 1995, the government published its medium term economic policy. This pelicy aims to miti gate
the lemparary problems caused by the unbalance of the financial revenue and expenditures and
to promote the sustained growth of the economy. One of the most important points of this medium
term economic policy was thal, by controlling the rate of inflation, it was planned to increase the
reliability of the economic forecast indexes published by the government and to promote the
capital investment by the privale sector and from forcign countrics. -

Under the medium term economic policy, the government devalued the Hungarian forint
in March, 1995 and adopted (hé policy of introducing an import surchiarge system and formutatirig
a draft budget modification. As a result, the trade unbalance has slightly improved and the rate
of increase of the deficits of the financial revenue has atso improved since April. During the last
one year, the deficits of the gencral account revenue and expenses as a fraction of the GDP were
reduced from 8% to 6.5% aind the deficits of the international revenue and expenses were also

- 11 -



rediiced from 9.5% (0.7%. The most important issuc of the medium tern economic’ policy was
1o achievé a balanee in the trade and financial revenue and expenditures. It is planncd to reduice
the deficit in the intemational rovenue and expenditures by 800 to 1,000 million HUF in 1996,
and (0 bring it down to 4.5% of the GDP. In 1997 and 1998, it is planncd to maintain the deficit
in the international revenue and expenditures at 4.5 billion US dolars which is equivalent to the
amount of investment by foreign compantes and to keep it within 3% of the GDP. It is also
_ plained that the deficit of the gcneral income and e¢xpenditures shall be kept at 4% of the GDP

(in 1996 and less than 3% of the GDP after 1997. The rate of the mﬂ'mon will be reduced to 15%

in 1998 from the preseit annual cate of 28 1030 %.

- In addition to the above medium term economic policy, the government is curcently
formulating a loig term economic modernization policy to cover the period of 10 to 15 years
and is going to make its long term social and economic vision clear to the public.

2-1-3 Direct Investment of:Fore!grfl Capital

51) Overview of the introduction of foreign capital into Hungary and
neighboring countries.

Foreign C‘tpltfil played an lmporlanl role in the transition to-a market cconomy and
prwau?auc)n of state enterprises that Hungary has proceeded with since 1989, As shown in
hgurc 2-1-1, the direct investment of foreign capnla] in Hungary is increasing. The factors behind
this include the existence of favorable conditions (listed betow) for introduction of forei gn capital,
- as well as the econonic reforms and the changes in social systems that the Hungarian Govemment
" has been actively carrying out.

(a) - Hungary started ccononiic reforms carly, and its transition to a sharket economy has
been rapid as shown, for example, by the introduction of new lax and financial systems.

{b) Hungary is tocated at the center of Burope and is easily accessible by land, air, and
water.

{c) Hungary abounds in cheap highly-skilled manpower.

(d) The infrastructure is more dcvclopcd and the country is more peaceful than nei ghbon ng
countries.

- 12~
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Figure 2-1-1 Changes in Direct Investment of Forelgn Capital, 1991-1994

Hungary has rcc_cii:eii the largest amount of direct investment of the six former Gast
Ei:rbpéan cotntrics, accounting for 40% of the investinent in the entire block. Recently, however,
Hungary is los.ing its advantage because of the widening gaps in wages between Hungary and
neighboring countrics as well as the céoﬁomi_c development and political reforms taking place
in n¢ighboring countries. Poland, which has a 'largc market, and Czech which is showing a good -
cconohxic'perfoi‘:ﬁ:ihéq, are altracting attention: Runiania is actively pursuing a policy of altracting
foreign capital. Table 2-1-2 compares the economics of four East European countries.

'Ta'ble' 2-1-2  Comparison of the Economles of Four East European

Countries (1994) _
o o - Hungary ~ Poland ~  Czece Rep. - Slovakia
Gross Domestic Product . 393 863 370 - - '13.9
_ (USS$ billion) .
GNP per Capita ? 3,840 2,470 - 3,210 2,230
o (US$) R Co
Dircet Investment Accumulated 7.1 -4.3 37 0.6
(US3 billion) _ C
Average Wages & Salaries 300.7 224.5 2458 201.2
(Nominal, US$/Monih)
Population {Thousands) 10,246 38,581 10,333 5,356

Source : Statistical Bulleim 1995/3 .
Direct Investment 1993-1996, Japan

2) Direct investment in the automobile and automotive paﬂs industries

As dcscnbed above, ditect i investment in Bast European counlrles began to increase rapidly
atthe bcgmnmg of thé 1990s when the market- -opeaning policy swung into full gear. BEach country
aclwc!y :nlrocluced tcchno!ogy and capltal from West Furopean counlncs into the automobile



and automotive pasts industrics because of the imporiant role the automobile mdusiry would
play in the reconstuction of the industrial sector. On the other hand, for the developed gnlerprises
of thie West, advance into Bast Europc:m countries means the creauon of new markels and the
establishment of overseas fooiholds for production based on cheap and hlghiy-slullcd tabor.
Thus, the investment iy the automobilé and automotive parls manufacturers constitutes a very
large proportion of the total.

The miain impetus for the direct investment in Hungaty is to make it a platform for exporting
 into the BU niarket because of the colintey's small doniestic market and its high techiological
tevel, The track rccord of investment’ m lhe automobile and automotive parts mdmlrms of East
European countries is given below. As can be seen from this track record, direct investiiient in
aulomoblle—rclated industries is spreading to all the Fast European countries 'mcl the competiuon
for allracimg foreign capital will get increasingly fierce.

(1) Hungary

(a) In 1990, the U.S. cd’mpan’y, Geuneral Motors iGM), set up a joint-venture
=asscinbly ptant for engilics and passenger cars with RABA. |
Isuzu of J apan assembles pickup trucks within RABA.

(b Magyar Suzuki, established in 1991, was the first Japancse automaker to advance

~into Bastern or Central Europe in e'irncsl Ttis the largesl direct investment by a
Japanese company.

(c) Alidi., of the German Vblkswagén Group, established Audi Hungary Mbtor
(A1IM) and produced 750 engines a day in 1994, It will éventually produce

2,000 engines a day. _
Note: Direct investmients in the antomotive parts mdustry are di:.cusscd in Chaptcr
3.

(2) Poland

(a) In 1992, Fiat of [taly established Fiat Poland, a joinf vbrildre with the Polish
company IFSM, and started production of compacl passenger cars. Itis the largest
joint venture in East Europe. '

(b) In 1992, Ford built a car accessory piant
(©) Pcugcot began to assemble 10,000 passenger cars a year in 1993

(d) Tn 1993, Volkswagen set up a joint venture for assemblmg VW vans. It produced
5,000 in the first yéar. It will produce 25 OOO cars per year m future.

(¢) Mercedes-Benz built an assembly plant in 1993 to expand tocal producnon
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() Tn 1994, General Motors and FSO of Warsaw established a joint venture and
“began assembly of the Opet Astra with an annual outpul of {0,000 cars.

{g) In 1995, the South Korcan company Dacwo purchased a plant, and reached an
“agrecinent with the FSO group concerning a joint-venture plant for automobiles
and related parts. '

{h) _lli addition, Volvo of Sweden, Renault of France, and Saab-Scania of Sweden

. are negotiating with local companies to produce or increase the production of
lafgc commercial vehicles suclvas trucks or btuscs_.

Czech

(@) In 1991, Volkswagen and Skoda' started production of passenger cars in

- accordance with 4 joint-venlure agreement.

" {b) Dacwo-Sicir (Ailstria) Consortinm acqu:ircd shar.es'of Avia. They will produce

5,000 trucks in 1995 and 20,000 trucks in 2000.

Slovakia
Volkswagen produces automobiles, TP of Czech produces antomotive parts, and
Yazaki Sagyo produces wire harnesses.

‘Bulgaria

Lodacar that was set up in 1992 as the joint venlure between Rover and the Dule
Group plans to produce 10,000 cars in 1997.

Rumania _ ‘ -
Dacwo and Olteit Kleiover plan to produce 75,000 cars annually starting from 1996,

Figure 2-1-2 shows statistics for the production of passenger cars and commercial
vehicles and the main forcign affiliates in Bast European countries.
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2-2 Present Status of the Auto Manufactuilngrlhdu'swy I:i Hungary

. 2-2-1 Auto Manufacturing Industry

The automobile industry in Hungary started with lhc preduction of bu:.cs in 1895. The
company which made the first bus was Uhri Imres Bady Building Shop, the origin of the present
IKARUS. The Hungariah automobile industry grew up gradually aid before World War I, Marhab
and Csepel also commenced the 'productibn of automobiles in addition to Uhri and Raba. The
producllon of automobiles nachcd its pe'ik during the second world war and recorded an annual

- productton of 2,400 {rucks, ] ,000 trailers and 130 buscs

1) Trick and Buscs '

The trucks were manufactured by Raba and the buscs were manuﬁclurcd by IKARUS,

exclusively in Hungary.

The production facitities were completely destroyed during the second world war. In the
colirse of its reconstruction, the Hungarian auto manufacturing indusiry coticentrated on the

-production of buses and trucks and the supply of auto patts in accordance with the divided

production system within the COMECON economic steucture. Table 2-2-1 shows the historic

production record of trucks and buses.

Table 2-2-1 Produclion of Trucks and Buses

~ (Units: nuri)ber) ’

Year Trucks * Buses Total
1949 - 100 ' 500 - 600
1954 1,100 500 1,600
1960 - S 2,900 1,900 4,800
1965 2,600 2,700 5,300
1970 2,860 8,843 - 11,703
1975 2,225 12,940 15,165
1980 1,608 15,163 16,771
1985 - - 1,890 - 13,226 - 15,116
1986 1,833 13,586 15,419
1987 1,580 12,923 14,503
1988 - 2,063 12,350 14,413
1989 1,087 11,930 - 13,017
1990 1953 8,057 9,010
1991 1,256 15,001 6,757
1992 758 3,546 4,304
1993 183 3,150 3,333
1994 - 60 1,500 1,560
1995 - 68 ' 1,305 1,373

Souce: National statistics, interveiw data are combined and adjusted.
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The production of passenger cars in Hungary was started in 1902. By thic 1920°s, Hungary
“had exported some passcnger cags, however the real passénger car production per se was started’

quite rccenlly when GM and Suzuki bcgan producllon "Table 2-2-2 shows the production of
passcuiger cars since 1992, started by foreign capital. :

Table 2-2-2 - Production Trend of Passenger Cars

- _— : . {(Unit: number)
Year  Magyar-Suzuki - - GM(©Qpel) -~ Total

1992 916 9936 10,932
1993 12,555 13000 . 26,151
1994 - 19371 12,300 40,300
1995 - 36,051 12,500 - 49,033
1996 (plin) 50,000 12,500 62,500 3

- Souirce: MSC, GM interview data.

Detailed production activities are given in the 'Appendiccs.

2- 2-2 Policy and Admlnistratlon Concerning the Auto Manufacturmg Industry
The real popularization of cars in Hungary started feom the later hatf of the 1960's. In

1967, the number of cars owned by private drivers was only 126,000 cars, which increased to

550,000 cars in 1975 and increased by about 100,000 cars on average cﬁcfy year after that.

All kinds and models of cars are imporied to Hungary from car manufacturers all over the
world. The number of cars régistered in 1991 in Hungary was 110,394 in total. The number of
new and used cars and the number of cars fegistered for each make are shown in table 2-2-3
_ Passenger Car Registration in Hnngary'. Cars manufactured by 43 companies were imported,
namely, 18 companies from Western Eu'ro_pc, 12 companies from Russi_a and East Europe, 3 big
. American companics, 8 companies from Japan, | company cach fromKorea and India. After
1992, in addmon to the above comp'mles the locally manufaclurcd new cars from GM/OPEL

and Magyar -Suzuki werc introduced to the market.
" The number of registered passenger cars, trucks and buses in 1995 are approximately as follows:

Passenger cars 2,179,000

“Trucks 258,000

‘Buses 21,500
~ total 2,458,500

Under the planned cconomy, the import of cars from the USSR and East Europe was a
monopoly of the state-owned company called Mogur and car sales were also nlo;ldpolized bya % 5
govermment company called Merkur, ' '



~ Hungary used to pay for the cars imported froi'other socialist cotntrics by teading technical
products such as IKARUS buses and olher automotive c:omponcnts.- Tn the 1970°s and 1930°s,
passenger cars were always in short supply in Hungary. In the late 1980%s, the government
reduced the impoit duty of new and used passenger cars froni 40% (o 10% in order to cope with
the demands of the markel. Further to this, the government introduced the frec foreign currency
dcposit system for individual peesons in Hungary in September, 1989, thus the barrier preventing
imports by mdmdual Hungarians was removed. The amount of foreign currency used by
individuals for cars bought abroad and brought into Hungary was the astonishing figure of 300

* million US doflars in 1989. From January 1; 1990, the goverament imposed a VAT of 25% in
- order to pn,vcnt the out-going flow of forc1gn currency and stop the import of cnwromncnhlly

unacceptable vsed cars which were not equipped with poliution control devices and yet the
importation of used cats from Western Furope did ot decrease.
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Table 2-2-3 Passenger Car Registration In Hungary

Total

Type New
- GM/Opel 2,016 1,062 7,365 10,443
Vauxhall 4 3 4 11
Saab 7 14 .98 119
GM/USA made = 63 183 283 529
Ford 1,420 1,558 - 6,322 - 9,300
* Volkswagen . = 2,080 398 9849 12,827
- Audi 3122 397 3,321 - 4,040
~ Seat S48 14 25 423
BMW 481 323 2,761 3,565
. Mercedes 421 748 3,837 5,006
. Poische -5 15 191 211
Waitburg* 1,955 . 412 44 2,411
~ Trabant* 367 - 16 83 - 615
‘Renault 1,235 . 934 4,018 6,187
Citroen - 305 469 2,611 3,385
Peugeot 1,279 1,023 - 2,089 14,391
Talbot 3 0 562 565
. Fiat 11,079 1,400 . 7,148 9,628
'Alfa Romeo 52 253 1,383 1,688
Lancia 79 145 743 965
Rover 17 14 98 129
Volvo 170 110 970 1,250
Skoda* 1,425 169 33 1,677
Moskvich* 768 48 6 822
Volga* 11 3 4 i8
Zaporozhelz* 5 8 2 5
Dacia* 744 . 340 257 1,341
Aro* 4] 18 8 67
Zastava* - 226 10 9 245
Yugo* 394 1 1 402
Lada* 7,135 1,246 1,034 9,415
Polski* 468 76 19 . 563
Crysler 24 41 58 123
Honda 723 232 885 1,838
Toyola 728 339 1,560 2,627
Nissan 442 299 1,787 2,528
Mazda 514 349 1,937 2,800
Daihatsu 740 92 223 1,055
- Mitsubishi 782 279 1,580 2,641
~ Subaru 61 29 407 497
Isuzu 5 32 29 66
~ Hyundai 734 45 21 800
Maruti 3,144 18 4 3,166

~ * FEastera Europe models.
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In April, 1990. the govérnincm finally introduced the free market principle and the sales
of unportcd aufomobiles were liberatized in Ilungary Now that there was complcte frecdom for -
car sales, a number of domestic and foreign car dealers were established and started the car
import sales business: Moguit and Merkur terminated their monopolies of car imporis and sales
at this time and companies like Mobil, Autoker and Autotechnika began to énter the aulo trade
and sales busiriess. The international institutional agencies and financial 'agc ncies highly cvaluated
this governinent policy of complcte freedom for car imports, coupled with the counlcrmcasuru
W n,medy the car shortages in the domeslic market in Hungary. as A SUCCCESS. L

ln 1992 the import duty on prlvalcly owned cars was mcrea%cd and the tmporl'ﬂmn of

' used cars was controlled. The increase in the import duty on cara helped to prolecl the domestic -
- car manufacturers who had just started the production of passenger cars in Hungary. The import

(Iuly imposed was 18% for gasoline cars up to 1,600 cc and dicsel cars up to 2,000 cc, 28% for

_ gasolme cars up to 2 ,000 cc and diesel cars up to 2,500 cc and 48% for other cars. The import
* duty was reduced by 5% for cars equipped with calalyuc converler pollutmn conlrol devices. A

special duty of 30% was imposed on l:rscd'c.ars' of 4 years old or more. In 1992, an overall
consuimption quota systen for individual persons was introduced for the import of passenges
cars. Import permits were issued without any limitation for new cars, but the import permits for |
used cars were only issued for cars 6 years old or less because the demand for imported used
cars was strong. Since fanuarjr, 1993, cars more than 6 years old were only permitted for
rcgislraiion after passing various tests to check the functioning of the anli-pollution devices . In
spite of thesc stringent import control measures, the impott of used cars more than 6 years otd
increased.

On the other hand, the price of new cars has doubled since 1992 due to the price rise of
new cars and the introduction of the value added tax. The passenger cars made in East Europe

-are no tonger sold in Hungary because the untaxed COM ECON trade has ended and hard cusiency

in US dollars is used for the settlement of payment . Instead, the importation of used cars from

West Europe and Japan has increased.

The Hungarian government is concerned about how to bring down the increased new car
prices to a level the ordmary citizen can afford. The government considers the problem will be
salved as the national ‘economy grows and the income of the people increases.

In Hungary, there were two differcnt opinions about how to secure the suppiy of
automobilcs. One was to manufacture a large amount of the automotive componeats and sell
thesé goods to the leading automobile manufacturers in West Burope and East Exicope and use
the foreign currency so gained for the purchase of new cars frony abroad. The other opinion was
that l”h_n n'gary:'shou'ld itself become as autoniobile manufacturing country. The former oplion had
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been experienced in ihc past in Hungary A rumbéi of Hungarlan companlcs manufacmrcd auto
coimponenis under a cooperation’ plan for the Volga Automobile [‘aclory( VA[) of the Soviet
" Russta and had supplied componeats for the Lada and had rcc‘elved new cars as payment for the
componcnts The latter opinion was further divided into 2 groups: One. opunon was to promole
the awtomobile production by cooperation with the old COMECON countries and the other
. opinien was to promote the new automobile industcy with the colopcra!io'n of the enterprises
who possés the most modern up-lo-date technology. The method of purSﬂiné this aim was by
ehhbfinﬁing joint venture companies wilhi the USA; Gcr’nﬁny and Japa, and oot through {echnical
collaborauon agreements. This imethod was materialized cvcnlmlly T hc parlncr compqmcs,
GM and Suzuki, regarded Hungary as the strategic location for production i in central Europe to
meél their own company strategies. The !{ung_anan government and local muanpahucs_ offered
yarious incentives to the new companies and supported them favorably in mény wiys: The
“actual production records for the past 4 to S years were presented in the previous section and this
proved that the last correct choice was made.

The govérnmeit, for the national industrial promotion policy, has selected four special
industrial scctors on which 1o place the maximuim importance. The four sectors selected by the
Ministry of Industry dand Trade are as follows;

(l) avtomotive parts industry, (2) etectronics industry (3) foocl processing mduslry {4)
hote! construction. The automotive industry and automotive parts mdus!ry are worth promoting
intensively since a wide range of sub-sectors is affected. Because the effects are so gréat and
widespread, the government has a keen interest in the development of the avtomotive industry
and automotive parts industry and provides special incentive measures. The government provides
tax incentives to foreign entérprises to come and invest in Hungary. '

1) Tax Incentives | |

The cotporate tax rate in Hungary is 33 %, whereas in Poland and Slovakia the corporate
1ax is 40% , 42% in Czech and 45% in Rumania. Further, the tax imposed on joint venture
compames with foreign capital is 18% of the corporate profits plus a maximim of 5% tax on lhe
corporale reserves remaining after paylng the dividends to the share holders, for foreign‘companies
-~ from countries with which Hungary has concluded tax agreements a!r{,ady. Therefore, for most
* of the foreign companies investing in Hungary, the maximum cérporé't¢ tax is 23%.

2) Incentives for investment promotlon '

From 1996, the government has introduced the new incentive policy for mveslmenf

promotion, The government started the discussion of the draft in the Parliament from November,
1995 and the draft was approved by the Partiameit in January, 1996: The outline of the government
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policy; mainly relating to a modification of the tax system is as follows;

()
(b)
- {0)

@

©

“The ratio of the tax reévenue to the GDP is not to be Ioivercd.

Regarding the corporate tax, there will be no need to change the fundamental structure.
Regatding the system of income tax for individual persons, the income tax will not be
teduced, but the policy of achicving more faitness in the tax burden on individuals
should be mainlained and pursued.

The tax rate of the general revenue tax will not be reduced, but the tax rate of the
consunption tax is to reimain unchﬁngsd.

The role of the local governriient fax is to be increased.

The above is the policy of the gavernment for the tax system for 1996 and the incentive

measures and the tax regarding the automotive industry are summarized below.

(a) Corporate Tax

The modifications to the corporate tax in 1996 will not give any fundamental impact on
the tax system iior on the total amount of the tax. However, it is intended that the tax system
adopted in Hungary of to be adopted in the futuie shall be coordinated and adjusted to tax

- systems in forcign ¢ountries. The major modifications to the tax systems are the incenlive measures

designed to stimulate investments and to encourage exports as outlined below.

(i)

For all companies in I{ungary, an accelerated depreciation rate with a maxinmum of
30 % per year will be app!led to all machinery and equipinient purchased and put into
opetation after January 1, 1996, However, the depreciation rate for buildings shall be

- 10 % per year.

(ii)

[‘or projects commencing in 1996 concerned with a mamlfacturmg busmcss with an
investment of more than 1 billiorn HUF, and the amount cxporlcd cxceeds the amount
of the previous year or if the amount exported exceeds 600 million HUF, then 50 %
of the corporate tax will be cxempted for a period of 5 years.

(iii) For the companics who are going to establish factories or offices in the economically

depressed areas which the government classifics as areas where the unemployment
rate is more than 15% , 100% of the corporate 1ax imposed on the sales proﬁts will be
exemptcd for a period of 5 years after the complcuon of the pmJect The projects

~ which can benefit from this incentive include not ouly manufacturing pro;ects but

also projects in which sales profits are generated by the production of goods and in

- which profits are generated by merchandising activitics in the above designated areas.

{w) For the compamcs who are going to establish factorics in areas which invite enterprises

- such as the industrial zones, 6 % of the total mvcstmcnl amounl of the machlneiy and

~23_



equipment as well a$ the building cost of projcéls which start operating after January,
1996 will be exempted from the tax for a perlod of § years. However this is subject to
* theé condilion that an amount cquat to the amount of the 1ax exemption shall bé fitvested

in the same designated zones within 3 years. '
{v) The interest on the loans approved by the economie developmcnl program and
" borrowed from Hungariai financial organizations can be included as expenses in the
accounts, Until now, 12 % of the calculated int¢rest was exempted from the tax to bc

o paid and this will be modificd to 18 % of the tax payable.

{b) ‘General Sales Tax
There will be o Rindamental modifications to the gcncral salcs lax in this funncnl year.

(¢) Consumption Tax
The regulations provide for an average 15% tax. 'F his tax rate is imposed on consumption,
however this rate is lower than the inflation rate. '

(d) Automobile Tax :

~ The tolal amount of the automobile tax will go to locat govcrnmcuts from {hls year. Until
now, the autoriobile lax revenues were divided b{:twcen the central government and the tocal
governments to be iicluded in their budgets.

'3) Establishment of an Economic Development Fund
The government cstablished an ccononiic development fund in order to grant subsidies to
the enterprises who contributed to the promotion and development of industries in 1995. The

funds are raised from government financial sources. The government grants subsidies for |
investments in the infrastructice required to build new factories, and to reduce the interest on -

loans. This is a very good incentive in a country with high interest rates like Hung‘ary where the
annual interest rate is 30 % per year. It is planned to apply this system (o the large investments
made by forcign companies. When the forcign enterprises come to the industrial zones for
investment, the government considers offering a subsidy from the funds.

4) Support by Local Municipal Governments ,

The local municipalities welcomc forei 2n compan ies which come to their areas and generate
employment oppoitunities. Thcn,foru, the municipal governments support the forelgn_compamcs
by means of various incentives and supporting policies, such as the granling of a direct subsidy,
providing the required tand free of charge, or a combination of the two. For examplé in case of
Magyar-Suzuki, th_c' local government granted an employment subsidy because the company
generated a large amount of einployment in the region. It is reported that similar support measures
were taken by the city of Szentgotthard when GM/OPEL established their factory there.
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2-3 Privatizalion Policy and Current Situation

2-3-1 Privatization Policy o _ |

- The government of Hungary is promoting the privatization of statc owned companies as a
part of its economic rcférlml policy. Por this purpose, the government has developed the legal
procedures and established a coordinating agency to administrate the privatization and is arranged

~ an organization to promete privatization. fn October 1988, the law concerning private companics
- was c'st_ablishcd as the first step towards a markel ariented economy and in 1989, the company
_ conversion '!aiv'bccéinc effective and it became possiblc (o convert state owned companics into
* private companies. 1n 1990, the privaic enterprise law became effective and any private persons

who wished to start the private business could operate their own business by submitting

- applications. IFor the puirpose of privatizing statc owned chterprises, il is possible to privatize an

enterprise if three quarters or more of the voles are obfained in a general assémbly inceting. A
part of an enterprise can be privatized if more than two thirds of the eniployces of the said

_portion ageee to privatize that portion of the enterprise.

The government éstablished the state property administration agency in }990. The rolc of
the agency was to support and supervise the privatization of the state owned enterprises. The
number of state owned enterprisés in 1990 was 2,20() and the book value assets was 26.7 billion
US dotlars. The number of the enterprises under the control of the agency was 1,840. The

governmient adopted the policy of participating aggressively in the privatization program. The

outline of the privatization is as follows:

(1) Active Privatization

" The state property administration agency sclected and made pubhc in September, 1990
twenty enterprises to be privatized choscn_l‘rom the manufacturing industry, the tourist industry, |
the commercial business and the trade business which were in an excellent financial condition
and would be attractive to foreign capitai.' The agency called for consultants who would guide
these enterprises regarding practical incthods of privatization, the preparation of the drafts for
organi'zalion changes, and the establishment of management policics. The agency selected 20
consultant compantes frony abroad and 2 companics domestically. Since the privatization
procedures were complicated and time consuming, only 6 state owned entemprises were priﬁatizcd_
and the results were far from expected.

(2) Pre Privalization

In parallel to the active privatization, thc government launched a program for pnvalmng
small scale enterprises. In accordance with theé privatization law for small scale state owned
enterprises formatated in September, 1990, the small scale enterprises such as restaurants with

~25_



15 cmployces or less, and slores wnth 10 cmployccs or less were sold to Hungamn nationals.
Approxinntcly 10,000 enterprises were privatized by ihe end of 1994. The govcmmcnt made it
a rule to privatize the small scale enterprises based on'the prwauzauon faw of sinall scale state
owited enterprises and the other 1,840 large scale enterprises under the management of the stale
property zidminislreiticnn‘a’gency.=

(3) Privatization initiated by investors

This'is the incthod of privatization inteoduced by lhe state properly adnumstralxon agency
:m Fcbmary, 1991, Foreign and Hungarian investors purchase a part or all of staté owned
enlerprises which have been lmns formed into the form of a company after obtaining the approval
of the agency. Most of the state owned enterprises are currently privatized by this inethod.

{4) Seif Prwatizahon

Thls method was introduced from March,. (991. 403 enlzrprises were selected from
cnlcrpuses ‘which had less than 300 employees and had sales revenue of more than 800 million
HUF and these were entrusted 10 about 100 consultant firms selected by the agency for
privatization. The criterion ‘of the selection of the enterprises were fater changed to the companies
with less than 1,000 employees and an additional 270 enterprises were selected.

This method, together with the nicthod of privatization mentioned in (3} above, are the
main procedures for privatization of the statc owned enterprises.

By the end of 1995, about hall of the state owned property had been privatized. Half of the
slate prope'ttics sold for privatization to date have been purchased by foreign capital from
Germany, America, Austria and other countries. Oné of the outstanding points of the privatization
in Hungary is that an extremely high propottion has been purchased by forcign capital. |

2-3-2 Cuwrent Status of Privatization
Privatization in Hungary has mainty taken place in the privatization of small scale enterprises
_ and privatization conversion of small and medium scale stale owned enterprises. Although some
inconvenient and unsuccessful cases have been reported, it is recognized that the privatization
was generally successful. Howcv'ér,' the privatization of the large scale state owned enterprises
has been dclayed to a large extent. The comphcated company structures, the scale of their
enterprises, and the varieties of their business operauons has made privatization of the targe
enterprises difficult and time consumiag in comparison (o the privalization of the small scale
enterprises. To the investors, the privatization of the large companies is not alleactive enough (o
overcome these complications, and the time and trouble involved.. In order to attract the iiltcr;ist
of the investors, il is necessary to stabilize the financial conditions of the enterprises and to
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- provide tax incentives to chable them to restructure the citterprises.

In My, 1995, the govemmient Faunched a prograim to promote privali?atio:n more intensively
and issued a new law and regulations. Under the new law, the government integrated the State

- Property Admmlslmimn Agency and State Holding Company Limited and formed the new State

Privatization and Holding Comp'my Limited by Shares (APY Ry). In June, 1995, a total of 819,

-~ state-owned enterprises arid-assets of 110 billions HUF (USS$ 8,700 million ) were uader the
- control of APV Rt for pnvauzatlon

The government stated ihat in the privatizing the gas and ¢lectricity utititics, 40% of the
stock would be atlocated to municipal governments, 9 % to thic employees and the balance of
51% to foreign capital. The government also made it clear that the European Bank for
Reconstniction and Developrient { EBRD ) would inake loans of US$ 90 million to the state-

~ owned gas company, and US$ 300 miltion to the state-owned electricity company and would

also cooperate in'lh_e' privatization of banks.

2-3-3 ' Privatization of IKARUS

'Fhe privatization of IKARUS, thé parent company of IMAG, has been discussed among
the ministries concerned. The State Privatization and Holding Company Limited has set a firm
schedule for privatization and started to take the necessary actions.

1) Company profile ard share holders

IKARUS manufactured 12 000 to 14,000 buses in the 1970's and 1980's and ’supﬁlicd
them to the market of COMECON, For a period of more than 20 years, IKARUS was ranked as
the 4th or Sth bus lmnufactun,r in the world. Due to the collapse of the planncd economy of the

“Soviet Union and East Europe in 1990, the production and sales of IKARUS biises dropped to

oné teath suddenly. From this timic, IKARUS accumulated a vast financial 10sscs. In August,
1990, IKARUS was placed under the conleol of the finance minister and starled their struggle
for revival. Table 2-3-1 shows the Profit and Loss situation of IKARUS for the last 4 years.

Table 2-3-1 Profit and Loss Data for IKARUS

| o (Unit 1,000 HFT)
“Year | : Ci1992 ' 1993 - . 1994 1995

Sales revenue. L 21,306,963 22,941,749 17,055915 20,625,649
After-tax profit —3,477,923 1,253,714 —925,120 —2,292,755
Workforce, persons _ - 8,416 - 6,316 4,796 3,924
Subscribed capital ' 11,500,000 - 11,500,000 11,500,000 11,500,000
Equity - _ 1,751,659 9,002,399 - 8,068,437 5,772,681
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Durmg the course of reviving the company, a new company was eslabhshcd on Augusl
30, 1991 and ali business has been lmnsfcrrud to the riew company, The capital was 11,500
million HUF in'total, of which 7,000 million HUF was owned by IKARUS and 3,500 million
HUF was awned by Atex Rl of Russia. Table 2-3-2 shows the Share Holders of IKARUS as of
December, 1995.

Table 2-3-2 Share Holders of IKARUS

. Shareholders ‘Share HFTx1,000 Shareholding, %
'APV Rt(Hungarian State) : 7,348,500 63.90
Atex Ri(Russian Capital) . - ' ' 3.500,900 3043
CEIC Holding Lid : - 149,000 1.30
MHB(Hungarian Credit Bank) | 500,000 435
Predecessor(IKARUS) S 2,500 C002

Total . 11,500,000 100.00

2) F{eslruclurlng Plan

Although the APV Rtis the major share holder, havmg a 64% share, lheir rights arc restricted

by the company by -laws. Accordmg to lhe agreement between the revival committee and the
for¢ign share holder, it is necessary to have a majority of more than 75% of the vote for any
important subject and the majority of llic_llt@ngarianx government alone is in'stl_fﬁ_cieni. According
to the original revival plan, it was forecast tha_l 8,000 buses would be manufactured annually and
6,000 buses would be sold to ex-Soviet and _Eﬁst FEurope markets. "This sales volume was used as
the basis of the revival plan for cmploymeﬁl and investment in production facilities. In 1991, it
was planned that the accumutated toss of 10,760 million HUF would be taken care of by cash
revenues and the sale of assets. In 1991, however, the foss was 365 million HUF. In 1992 and
1993, the situation became worse and it was clear that the company could no longer conlinue as
it was. IKARUS accepted the restructuring plan'prcpared by the crisis management conmmnittee,
The plan was to manufacture 3,000 buses per year and based on this producuon volume the
nunber of cmployces would be reduced, the cost reduction would be made and the company
would revive within the very short period of one year. By the end of 1993, a profit of 1,245
million HUF was achicved, but in 1994, there was again a loss of 925 million HUFE. This was
because the sales plan made by the crisis management commitiee was based upon the production
of 2,500 1o 3,000 buses per year, bul the actual number sold was only 1,574 buses in 1994, The
government exempted 747 mitlion HUF out of IKARUS sl 690mllllon HUF total debt, through
APV Rt. And in 1995, a further 943 million dcbt was exempted by the govemmen!

3) Privatization Bid of IKARUS

The privatization program was promoted wnih the suppon of APV Rl and the recent
developments were as follows: '
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- On November 1, 1995, the bid invitation note was publishéd in the L.ondon Times stating

that-

(a)

(b}
(c)

_(d)
- {e)

IKARUS will sell 80 9% of its 9,200 million HUF stock.

[n addition, applicants should make a cash contribution.

Bid documenis can be purchased at the cost of US'SOG_dbllars from November 6,
§995.

-Bid closmg date wﬂl be Januaiy 8, 1996.
‘Bids should be valid for a period of 120 days after submission. _
‘Bids will be evaluated by the Hungarian Privatization and State Holding Company-

APV Rt and a consultant company, Ernst & Young Ltd.

-On Tebruary 9, 1996, Hungary ECONEWS reported the following:

(@)

(b)

(©)

Five forcign companies and one domestic company participated in the bid.
- Volvo ( Sweden)
- Scania ( Sweden )

Daiml_er-Bcnz.{ Germany )
DAF ( France )
- Raba Kft { Hungary )

- One other

“One company submitted a letter of iﬂtcnl but it was rejected. It is reported that the

company that submitted the letter of intent was Raba K1t of Hungaly

‘Volvo showed iaterest only in the Szckesfehervar Factory and an other comp'my

showed intecest only in the Budapest Factory. It is also reported that another company 5

~ showed interest in a venture which TKARUS had invested in. However IKARUS -

(d)

required this to be a privalization bid for the company as an integeal unit and indicated
that piecc meat deal would not be accepted.
Finally the privatization bid for IKARUS failed this time.
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Chapter 3 Automotive Parts Industry

31 Outline of Automotive Parts industry
In accordance with the special agreement concluded with the old COMECON member
countries during the planncd econoiic regime, Hungary had :mnuhclured and exported its
pmducls to the USSR and COMECON market as the main supplicr of buses’ ‘anid {rucks. In
addition to exponm 3 completed buses aid Irucks the Hunganan automotive parts mdusiry played
a farge role as the major supplier of the aitomotive paits in COMECON countsies. - As the

collateral exchange goods of thie supply of autoniotive parts to COMECON countrics, Hungaty

had received complete passenger cars from these countries.

_ In the late 1980"s, the total automotive parts revenue reached 45 % of the total revenue of
the auto indusiry in Hungary. This ratio of the aulomotive parts revenue to the national aulo
industey revente in Hungary is an extremely high aumber Compare‘d with the autonotive parls

industrics of other COMECON countries: In COM ECON couhlrics, automotive parts supply

factories were clustered in the vicinily of the parent automobile assembly factoiy and the fact

that the manufactured auto parts products were mainly supplied to thie automobile assembly

" factory was completely different from the situation in Hungary.

After the collapse of the COMECON market, trade among the cast Buropean countries
was paid for in doMars and, due to the shortage of convertible foreign currencies, the trade of
automobiles decreased drastically. During the COMECON market tinie, Hungary had supplicd
automotive parts for LADA cars manufactured in the Volga Automobite Fablory (VAZ) of the
Soviet Union, such as ignition switches, ignition timers, wiper sets for front wind shiclds, horns,

dashboards, door keys, engine keys, cylinider focks for trunks, Balteries and so on. In addition to

the LADA cars, Hungary had supplied similar automotive parts for the Fiat car produced by the
FSO factory and other Fiat cars produced by the FMS factory, both in Poland, the Dacia car in
Rumania, and the Zastava car in Yugoslavia. Even during those days, Hungary had a strong
desire to cnter into technical collaboration agreements with west European antomotive parts
‘suppliers and there were some cases in which technical license agreements were concluded,
however no long term relationship such as the formation of a joint venture company was
established with any west Buropean automotive paits 8upp!ie'rs until the carly 1980’s,

In the mean time, the market share of the LADA car geeatly decreased, the automobile
assembly factorics of Poland were privatised, and Yugoslavia entered into a civil war between
ethnic groups and these events terminated the' good old days of the mass supply of automotive
parts from Hungary and lead to a time of supplying small quantitics of wide variety of automotive
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parts which were sold to smail markets.

@ 32 Automotive Parts Industry of Hungary in the 1990's |
| The Hungarian autoniotive parts industry became active in the 1990's. There was very
active foreign capitat investment from the west European countries and these forcign investments
were concentrated in the ficlds of the automobile and automotive parts industries.

(@) Sl’;z(iki of Japan constructed a full scale automobile assembly factory in Esztergom
City. '
(b) GM/OPEL consteucted a comiplete automobile assembly factory and an engine
~ manufacturing factory in Szentgotthard City.
| {c) Foid consu_'uclcd.an e!eclfic_ and clec!rcmic: componems manufacluring factory for
automobiles in Szeksfehervar City.
(d) Audi constructed an engine manufacturing factory in Gyor City.

Along with the capital investment by these giant multi-national automobiIc'companics, a
number of smaller entrepréncurs invested capilat in the Hungarian automotive parts manufacturers
or established joint venturé companies. By 1994, the large automotive paits suppliers had come
to Hungary one after the other. Some examples are as follows:

(a) ITT Automotive Europe GmbH constructed a faclbr)" in Veszprem City, which
manufactures switches, cable hamesses, ABC sensors, door lock devices and so on.
(b} AUDI constructed a factory in Gyor City, which manufactures cylinder heads, in
addition to engine asscmbly. ' o
(¢) -Southtech Company of the U.S.A, constructed a factory in Tanbanya City, which
~ produces ahmninium wheels for passenger cars.
(d) ‘VAW of Germany constructed a factory in Gyor Cily, which manuf: 'IC{UTLS cylinder
' heads for GM OPEL.
(e) Linamar Machine Ltd. of Ontario, Canada, purchased a Hungarian agricultural machine
factory in Oroshaza City and converted it to a factory which manufactures clectronic
- “components for the fuel pumps for Ford Molor Company and European and Canadian
markets,
(N ?l" Company of Germany pun,hqsed the old Csepet factory and eslabhshed a factory
< in Bger City which manufactures heavy duty transmissions for buses and trucks.

~." As a matter of fact, the Hungarian aul'on:mbile assembly companies are secking good

% automotive parts suppliers to reduce the total cost of complete cars to make their cars competitive
in the international markets. This means that the Hungarian autoniotive parts suppliers are able
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to supply their products not only’ to the Hungar!an automobile asscmbly compames but also to
automobilc assembly companics in west Europe and world wide. The government of I[ungary is
very cagcr to promote the sales of autoinotive parts Lo develop the economy of the cmimry The -
Hurigarian government considers (hat the automabile arid the automotive parts industrics in
Hungary were stccessful as a whole in the 1990's. The main ruaso_n for this success was that the
Hungarian automotive parts industry could atlact a large inflow of foreign capital from west

Burope.

It was considered that the Hungarian automotive parts industiy possessed the high tec hnical
capability needed to satisfy the severe regiilations and high standards specified by the west
European automobile makers, thus altracting investmients from western enterprises.

© Actually, the Hungarian automotive paits manufacturers could cope with issues concerning
the structural aSpécts of aulo componenls and posscssed the necessary. technicat capability,
marketing capability, quality control of products and so on. There are inany examples of Hungarian
aulomotive parts companies that have grown up by themselves by solving the technical,
commeicial :and financial problems raiscd by customers and p:a'rtners;. The Hungarian awtomotive
patls industry is considered, in fact, to be located in a very competitive and strategic position.
The government of Hungary cstimates that there are approximately 300 to 350 companies who
are manufacturing and producing automotive parts in some way, or another. The total revenue
~ of these automotive parts enterprises was estimated to be 500 million US dollars in 1994 and
600 million US dollacs in 1995; Taking the manufacture of the automobile éngines alone as an
example, it is estimated that 1,000,000 units wili be produced in 1998.

As explained above, it is considered that the automotive parts industry is the industry
with the highest growth in Hungary The automotive parts industry. announced that they had
established clearly the fundamental policy of producing high quality products and that cach
company guaranteed their products would maintain a level of techinical standard equal to that of
the west European autonotive parts manufacturers and would satisfy the customers’ standards
and specifications. With this background, Japanese and west Buropean alilomob_ilc_ nakers came
to Hungary and purchased component products from these automotive parlé companies for
asqembly into their complete cars. Furthermore, in ‘idditidl‘l lo' maintaining the quality of the
products at a high level, Hungarian automome paris m'muf'lclurers have struggled to reslmcluro
themselves and to adopt revised orgamzat!ons and revised methods of cost control, in order to
achieve internationally competitive prices for their products. Today, automolive parts are
intemationally traded goods and , if the prices, as well as the product quality, are not competilive,
the suppliers will not susvive and the Hungarian automotive industry is very aware of this,
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3-3 Outiine for the Automotive Parts industry ,

The intention to'invest in the automobile 1sscmbly indostry and the automotive parls
indusiry in Huigary is very high and it is rather difficult to forecast the future outlook of the
automotive paits industry as well as future trends, export trends, and fulure employment situations

~in the automotive parts industry. However, the government of Hungary forecasts as follows:

(@ The growlh rate of the aulomo:we parts industey was 12 % in 1995 and it will increase
to'l4to 1S % for the next 3 years .
(b) The growth’ rate of the exports of the 'tutomotnc pails mduslry is estimated to bc at
. the annual rate of 7 to 10 % for the time bcmg

(1) The Case of Magyar-Suzuki

" In October, 1992, the Magyar-Suzuki Swift car had a locally procured contents of 22 %
for press work, welding, painting and asseinbly works done within Magyatr-Suzuki’s own factory
and 7 % of the materials were domestically procured giving a total of 22 % of the cost of the car.
The local content became 50 % in October, 1993 and rcached 53 % at the end of 1995. The
automolive parts being supplied by Hungarian companies to Magyar-Suzuki are batterics, seats,
press work, horns, front windshicld w'ipers,.wirc harnesses, glass, painting, interiors and so on.

{2) The Case of OPEL Hungary .

The OPEL Astras car manufactured in the Szentgolthard Factory were made initially of
alnost eatircly imported automotive components. In 1992 when the car assembly work starled,
the domestic Hungarian autometive parts used in its production amouat to only 4 % of the cost.
In 1994, the local content of automotive parts had increased to 14 % of the price of the complete
Astra car, and consisted of batteries, speakers, press work, painting and so on. OPEL [ltlngaty
intends to increase the local contént and ¢ndeavors to adopt domestically manufactured

“components.

The avtomotive parts suppliers who furnish their products to OPEL Hungary are approved
by OPEL to supply the products, not only to the Szeatgotihard Factory, but also to all GM
factories in Burope. This means thal the sales channels are wide open to qualified Hungarian -
automotive parts suppliers, In fact, the amount of Hungarian automotive patts sold to European
GM factories in 1994 was 100 million Deutch Marks. In 1995, this figure had increased to 300
mitlion Deutch Marks, which was several limes more than the amount sold to the Szentgotthard

Factory.

=33 --



3- 4 Promotion Pohcy of Automotlve Parts Industry _ .

The pol[cy of promoting thé automotive paits industey is Consmered tobe the’ mosl lmport'mt
industrial polrcy for central Ruropean countries. Most of the central European countrics have a
fairly strong automobile and automotive parts industrics. * . |

The government of Hungary recognizes very well the importance of the pelicy of promoting
automobile and the automotive parts industiies from the following (wo Viewpcints.

(1) “The aulomobilc and automolive parls mdusmcs hav ¢a powcr[ui influcnce ona mde
range of supportmg industries. The auto mduqhy uses variots kinds of goods such as

steel products, mechanical componcnls rubber products, glasses, plastic materials,

-~ clectric and electronic compoiients and noii-ferrous metals. Many kinds oflechnoiogy
developments and innovations are thereby introduced into these industries.

-(b) The automobile and the automotive parts industrics are on a global scale. Huge

| investments will be nccessdry for inslallin‘g the massive equipinent and facilities. The

 trade and loglsucs are decided by a small number of giant eaterprises. ;

The government considers that they can exercise some kind of influence over thc
selection of plant sites and the amount of trade. ‘

‘The Hungarian industrial world expects that the automotive paris industry will achieve
dynamic growth and developiment. Tn order to accomplish this goal, the quality of basic materials,
such as stee) products copper and aluminium m’atcnals plastic malerials, glass and rubber
materials and pamt must inevilably be tmproved For this purpose, the technical ablluy of the

“whole country is indispensable.

Up until now, the dévélopment of the awtomotive partsginduslry has depended upon
technological innovation. The l'nnnufé‘ctur_crs who have been successful as automotive parts
supplicrs have recognized the importance of maintaining the quality of products at a high level
and aggressively incorporating technology innovations. They also recognize the i'mportance of
improving their products by uninterrupted technical developmient and making continuous ¢fforts
to reduce the cost of the products.

Among the automotive parls suppliers, there are a number of small and medium size
companies. In order to promote the technical capability of these small and medium scale
companies and prevent them from dropping out of research and development activities, the
government of Hungary intends to guide these companies by its industrial policy so that they
will carry out research and development work on a co-operalive basis. As practical aspects of
this policy; the government set up the policics of supporling the greater use of internationat
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techiical data banks, establishing an inforiation and dita gathering centre and establishing a
special technology development centre atid o on.

The governnent is pro'moting a so called horizonlal industrial policy, namely, promoting
exporis, promoting investments, supporting research and development activitics and is also
promoting a so called vertical industrial policy, namely, strongly supposting technology innovation
a‘c_tviv.il'it:'s, it the true sense of the word, for the development of the automotive parts supplying
industry. More specifically, the government will endeavor te improve and upgrade design

" capabilities and techiical strengths by preserving and cullivating existing rescarch and

development institutes. And the government inlends (0 promote ai increase in the aniount and
vhr_icly of information relating to the automotive parts industry, efforts in markeling and enlarging
markets, and the imprb\remcnl and development of standards and regulations for auto parts
products.

As an example of successful rescarch and development in the autofhotive parts industry,
the government quiotes the product 'dcchOpme_nt of the Raba Company. Raba, as the leading
company of the automotive industry, has giided the résearch and development activities of the
small and medium scale companies who supplicd small components for installation in Raba’s’
products such as engines, chassis, and axles. They have accomplished a number of improvements
by this kind of co-operative development work in the ficld of design and manufacturing
technology.

The government of llungmy understands the necessity of restrucluring the entire industrial
organization to makcj it suitable for high valuc added produclion,: high technology and high
wages in the long term. Hspecially in the case of the automotive parts industry, the government
recognizes the merits of Japanese simplified organisations and methods and intends to adopt -
them gradually, - '

The development itsclf needs a government policy of support for human resources
development, the strengthening of institutes for research and development and financial support
for the necessary investments for prototype and demonstration manufacture. If the government
implements these policies for supporting the industriés in a co-ordinaled fashion, the Hungarian
automotive parts supply industry will be well placed to be a growing industry in futare.
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3:5 Outiine of Automotive Parts Enterprises

Tt is estirnated that at present, approximately 300 companies arc engaged int the production '
“and manufactire of aitomotive parts in Hungary. Abot 120 of these 300_CQllipﬂnicS belong to

the National Alliznce of Hungarian Automotive Parts Mdanufacturers. The companics belonging
to this association manufactire not only autoimotive parts, but also other engineering patts such
as machine parts, electric and electronic pats, for tr.msportauon machinery and eqmpmcnt

“pails for construction machmery, arls for industrial machinery, strictural steel fabrication and |
50 011 Since lhc automotive paits manufacturers manufz acture many kitids of industrial components

in addition to the automotive parts, the variotis slatlshcal_ documents pubhshc_d by the goveniment
do not contain a classification fot tlie automotive part industry.

- The llu.ngarialzl Association for avtomotive parts manufacturers was founded in 1993 and
at present the number of member companies is about 120. The total number of ¢mployces of all
the member conipanics is 27,200 at the moment. The tqta_l sales revenug of the nwﬁﬂ;cr companies
' is approxiniately 65 billion forints, which c_:or‘rcs;p()nds__loE 40 % of the doiné;slic total sales revenue
of all industrial products in Hungary. Approximately 44 % of the sales revenue of all the member
companies, namely, 28.6 billion forints are gencrated by the sales of automotive parts, The
Association estimates that approximately half of the 23.3 billion forints comes from the export
of antomotive parts.

The major aclivilics of the Association are the following 4 items.

(a) Acquisition of authorization of quality control
The association will conduct for the meniber companics the seminars and lectures at
cost to guide how to acquire the certificates for QLl'ality control. The technical
commitlee of the association distributes the infohnation concerning quality controf at
frec of charge. As the subsidy for promotion of smiall and medium enterprises, the
association received the equipment for qualily'control and computers as the grand
{rom Japanese government for the worth equivalent of 20 mitlion Japanese yen.

{b) Consullation of legal matters
In case that any company regardless be a member or not violates the market by price
dumping or other itlegal methods, the association wilt consult the fegal matters as the
representative of the member companics.

{c) Research and development of products
In Hungary, the labour cost is lower than in west European countries and the member
companies manufaclure the products by obtaining licenses from foreign companies.,

However, in case that the member companies carry out the research and development

by themselves, the association will guide them
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d): chlopmcnl of markcl
The association will collect the information conccmmg markct and wpply to lhc
“member companies. The association alsa inttotuce the meimber companies to
“exhibitions as well as supplying the information concerning the exhibitions and teach

thein how to obtain the related information.

“The budget of the association is taken care of by the member fee of the companics. The

member fee will be proportionate to the salcs_revcnile of the companies and decided every year.
“The budgét of the association is 4.5 mitlion HUF in 1996.

As aresult of these effoits conducied by a wide spectrum of the automotive parts industry,
the technical strength and the reliability of quality of the products of the antomotive parts

‘manufacturing compantes have increased and the formation of groups of affiliated automotive

parls companics has been initiated by the automobile asseimbly companies. Especiaily, Magyar-
Suzuki asked japanese major Aulomotive parts companies to conclude technical collaboration
agreements wilh their counterparts in Hunigary to facilitate technical gdidancc and technical
transfer and to go further and to form tight and close relationships such as the establishment of
joint ventures. This business approach accelerated the formation of groups of affiliated parts
supplying companies. This movement will introduce and accelerate the development of new
automotive parts producis, the methodology of quality control and schedule control in the daily
operation of the factories and methods of corporate management into the Hungarian automotive

patis enterprises.

This movement is extremely significant for the Hungarian automotive parts industey as
the country is about to enter the European Union as a full member in the near future, This entire -

movément will enhance the base of the Hungarian automotive patts manufacturing industry -

which is going to launch itself into the international automobile market on a global basis..

3-5-1 Codes and Standards for Automotive Parts in Hungary

The codes and standards applied to automotive parts produced in Hungary are fundamentally
based upon international standards such as the ISA or ISO 9000 series, mainly as a result of the
guidance and leadership of the automobile asscmbly'cmnpanies and the large automobile related
comp'mles such as Raba. The major automobile companies and the large autoniolive paris

j ompanles purchase automolive components only from workshops which have passed the
~qualification of ISO 9000 as a rule. From the viewpoint of the quality control of the produicts,

west B usopean automobile asscmbly coimpanies require automotive parls which have been
manufactured strictly in accordance with ISO 9000 series and the l{unganan automobile
companies have adopted the ISO 9000 scries as the basis of their purchasing standards.
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Hungarian aitomiotive parls companies mam'ifac:lu‘ré their products based on the
manufacturing standards of ECE (United Nations Economic Commission for Europe). More
- specificatly, the automotivé parts such as exhaust pipes, brake mcchanisms and their parts; and
noise related components and diesel engirie components are manufactured in accordance with
Euro 1 and Euro 2 of ECE,

The Huhgarh‘n automotive parts manufaclurers adopt BU staridards as the basis for the
safety and environmental requicements of lhelr manufactuiirig equi pntent and production facilitics.

The mumcnpal governiments guide and supervise the productmn activities 1o check that the’

aulomomm, parls mariufacturers are, in fact, r«,spcc{mg and obeying the legally prescribed rules

and reguldtions. These rules and regulations form thc basis for 'mh alr pollution rules, waste

‘water pollunon controls and noise controls.

Thi large enterprises, such as Raba, give guidance to the small and medium scale automotive
parts manufacturers, wha supply their produicts to Raba, so that they can actively engage in
resedrch and development activities. Raba also guides these small and medium scale suppliers

to acquire the 1SO 9002 manufacturing St;mdard. Practically speaking, the products manufactored -

in accordatice with the internationally approved standards and regulations are expensive, therefore
these high grade components are supplied to or assembled into the products of American and

European automobile companies. The customers in the CIS countries of the old Soviet Russia .

and the east European countries prefer the Hungarian automeotive parls producls manufactured
by the old methods at a rchuvcly cheap price and for these customers, the Hunganan automotive
patts suppliers are cuerently supplymg comp:lelcd parts and completed products which carry the
H mark in place of the ISO standard.

H imarks are granted and marked on the actual automotive parts products which have
. passed the tests and inspections specified by the Ministry of Transportation and carried “out by
AUTOKUT, the Research and Development Cdlllpany for the Automolive lndustty Limited,
which is 100 % owned by the government of Hungary. After the collapse of the COMECON
markets, there is a time of chaos and confusion when some of the automotive parts manufacturers
manufactured their prodacts in their own ways without adhering to any codes and r:,gulahons
" To avoid this confusion, the Ministry of Transportallon set forth the codes and standards

represented by the H mark i in 1989. The counties like Russia, Slovakla- Slovenia and a number:
of the central Asidn countries highly respect the H marks and any automotive parls s!amped :

with the H mark are used without further re-tésts and re- mspccuon in these countries.
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3-5-2  Privatization of Automotive Parts Enterprises

The compz’m’"y IMAG, which is the subject of this study, is one of 5 companies on the
councit of the Association of Automotive parts Manufactures of Huﬁgary; Thé council is chaired
by Baco:iy which is the largest antomotive parts'manufacturer in Hungary and which was
privatised in 1994, IKARUS, the sole owner of IMAG, was proposed for privatization in
November 1995, but this faited in February, 1996, However 52 % of IMAG stocks owned by
IKARUS were transterred to Raba, a 100 % state-owned company, on February 7, 1996, as the
guarantee of paynient by IKARUS of their debt to Raba for the engines, chassis and axles f urnished
to IKARUS which had accumulated over many years. If the stocks of slate-owned companies
are not transacted at appropriate valies similar 1o the prices determined by the stock exchanges
bf capitalist cconomies, such lr_arisafctions will cause confusion in the Hungarian economy. The
study team made a quiery on this point to the senior manageinent staff of Raba by asking how
much of IKARUS’ d:cb‘t corréspondcd to the 52 % of IMAG’ stock, but since this sort of
information confidential to lhe'compény, it was not possihlc to obtain any indication. Many of
the Hungarian aulomolive parts manufacturers are rather small and medium size companies and
'they are being privatised faster thani the huge statc-owned parent companics, The privalization
of the statc-owned meinber compahies of the Association of Autoniotive Parts Manufacturers
or their affiliatec companies will déﬁnitely proceeded faster than the privatization of the parent

companies.

3-5-3 General Issues of Automotive Parts Enterprises
The average age of the engineers and technicians in Hungary is comparatively high. It is
rcpbrlcd that 48% of the engincers and the technicians are over 40 years of age. In order to
altract a younger gencration of people who will ook after the future of the automobile irnduslr’y
“and the automotive parts industry, it is necessary to make these induslrics altractive cnbugh to
youngsters and maintain their attractiveness. The general ‘environmental conditions of the
automotive manufacturing shops are not so ¢lean and the work done there is also generally dirty.
To improve the working environment and to work in a clean and neatly arranged environments
are the bases for producing better quality products. This will be a big issue for the entire automotive
parts manufacluring industry to struggle with.
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3-6 Classification of Automotive Parts Enterprises
The Hungarian automotive paris manufacturcts consist of two groups of companies, The

first group are who previously manufactured automotive parts for the domestic autoniobile -

companies making buses and trucks and the second are the companies who reccmly started
producing automotive parts and supplying their products to the domestic passenger car
manufacturers like GM/OPEL and Magyar-Suzuki and to the domestic commercial vehicle
manufacturers makmg buses and trucks. These two groups of companies are now compcuug
with each other and coexisls hdrmoniously.

“An‘attempt to classify the automotive parts manufacturers has been made for thie 97
~ companies belonging to the Association of Automotive Parts Manufactuters and the 57 companics
who, while not betonging to the Association, are manufacturing automotive parts and i umishing
their products to the passenger car inanufacturers and the commercial vehicle manufacturers.
The total of 154 companics is divided into 8 categories based upon their main products as follows.

Category of Automotive products Kinds of manufactured ;;{Oduéls_:

R Metal work, press and welded products
1§ : Mcchanical products o
I Electrical products
v Electronic lnstrament products
v Cast and Forged products |
\%2! .~ Plastic products
Vil . Rubber products
VI Other products (glass, batteries, computers)

The i54 automotive parts manufacturers are classified into the above § catcgoncs based
. on their main products as follows:

Kinds of manufactured products Number of companies - Ratio
(companies) {%)

[ Metal work, press and welded products 17 (1.0

Il Mechanical products 58 317
HI  Electrical products 12 7.8
IV - Electronic Instrument products 11 7.1
V Cast and Forged products 18 1.7

VI Plastic products 16 7.2
VIl Rubber products 5 3.3
VIl Other products (glass, batteries, computers, etc.) - 17 : | 1 1.0
Total : 154 100
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15 compamcs correspondmg to appmx1malcly 49 % of the lolal are manufactucing
mechanical producm in categories 1 and 11, The automotive parts products in the categories Il to
VIl are manuﬁclurcd by approximalely 10 % cach of the total number of lhc companics. Asa
whole, it can be said that the number of companies manufacturing the various automotive parts

~in Huigary is well batanced.
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' CHAPTER4 Outline of IMAG

IMAG, a large automotive parts manufacturing company in Hungary, having the assets of
- 78.5 billion forints and the cinployees of 1,220 people, was established as the automative parts
manufacluring factory. Because of the drastic decrease of the preduction of autometive parts,

IMAG has suffered very much, but started to supply automobile components to Magyar-Suzuki
in 1992,

It is requested to refer to the main report as for the detail of IMAG.
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CHAPTER 5 Present Status and Problems of Production Process

It is requested to refer to the main report as for the detaits of the prc'scnl'smtus and problems
of the production process.




©



Chapter 6 'Present Status and Problems of Production Control

Tt is requested to refer thie main report as for the details of the present status and probiems
of the production control.
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Chapter 7 Present Status and Problems of Corporate Management

- Itis requested to refer to the main report as for the details of the present status and problems
of the corporale management.
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Chapter 8 Modernization Plan

© A modernization plan is formulated in order to create a company structre that can cope

- with the drastically changing busincss caviconment.

The modmumuon of the production facilitics i is aimed at strengthening the company

~ business structure by improving quatity of producle and reducing nnumf’tclurmg cosls. For that,

the modernization plan should be implemented in lhrw steps:

- First stage plan (fiscal 1996):  The cquipment and facilitics included in the factory's 1996

capital investment plan should be introduced, as a short-tenn

" improvement plan.

Second stage plan'(ﬂsi:al 1997). The equipment and facilities for improving quality and
reducing manufacturing cost should be introduced as «
medium-tenm improvement plan.

Third stage plan: The equipment and facilitics for meeting standards as an
internationally acceptable automotive parts manufacturer
should be introduced as a long term plan.

8-1 Modernization of the Production Processes

1) Receiving of raw materlals

Acceptance inspections and lhe management of material movement shoutd be nnprovcd ‘
and control over goods in mvcmory should be strengthened to establish a company structure that
can procure materials and parts properly and can accommodate [uture production increases.

2) Metal Working Process

The output should be iiicreased by rearranging the layout of the faclory to suit the quantity
being produced. Operations should be investigated and improved to reduce the pcrcenlagc of
defccls

3) Cuting and Sewing Processes

“The method of improving the profitability should be worked out in order to reduce the
waste of surface covenng taterials (hat make up a high perccntagu of the manufacturing cost,
and to improve the operating efficiency.
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4) Cushion Process
The productivily should be unproved by st‘mdardlzmg the work procedures and by
' rev:cwmg the processes. At the same time, inodifying the raw materials should be considered
with a cooperation of the suppliers in order (o reduce their costs.

5) Assembly Process
The asscmbl) flines should be modified so that the Iayoul is suitable for lhc quanht}' being
produccd Also, ihc fine batance of the: assembly lines should bc analyzed and improved to
accommodate the i mcre'\%c of an annual producllon

6) Inspectlon Process

Control in the inspection process should be qtrcuglhcncd by dmphymg the standards {(such

as process specitications) and inspection rec ords in order to climinate dcfecls in every process
as well as in finished products.

7) Flow of malerlais
Wasted efforts in Enndlmg materials should be eliminated by ftdjusung the layout in cach

shop to suit the scale of production as well as by planning proper production lots in each process.

8-2 Modernization of the Production Control

1) Product development and control of design work

The capability of developing products that meet market needs should be 1mpr0vcd as well
as the ability to produce designs and quality that satisf: y customer requests. Also, design standards
should be established within the company (o tey to reduce manuf; acturi ng cost al the development
and design 'stagés'. ‘

| 2) Inventory control . _

Control of inventories should be strengthened by improving orgam:ratmn and its functions.
A framework should be established for reducing inventories by classifying them and clarifying
" the quantitics to be ordered, the order timing, and the amount of safety stock.

' 3) Product[on control

The production control functions of the divisions associated with production should be
reviewed, and the necessary forms ( for example, of procedures and daily schedules ) should be
organized. Control techniques and process management techniques such as dispatching boards
should be introduced,
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4) Quality conlrol

“The percentage of defects shoutd be reduced by mlroducmg qm!lty conlro! techniques
such as QC flow chaits for cach product and cnhmcmg company-wide quality consciousness
lhough QC group activitics.

'5) Information processing systems:

The existing compulter systems shéuld be improved. At the same time, concurrent
: engmeumg shoutd be introduced in order to concentrate and speed up information proccs.ﬂmg
‘In this way, an information processmg system can be constructed that will provide proper
information concerned with business conditions and will help to reduce the costs of products.

8-3 Modernization of Coi'porate Management

1) Decision making

In order to cope with the drastically changing business environment, it is necessary to
cstablish a decision making process based on the existing structure of IMAG. Management
plans necessary for decision making should be worked oul and the corporate management shoutd
be made market oriented.

2) Marketing techniques

© Systematic techniques should be introduced into marketing aclivities and analyses should
be made (o find new markets which can be cultivated. The Marketing Department should take
the lead in revamping its struclure as part of the marketing activilics needed to establish customer

confidence.

3) Human resources development and labor management

In order to secure and develop human resources that can adapt to changes i the business
environment, a job grading system should be incorporated into the current qualification system.
In this way, comprehensive human resources development and laber management can be promoted
for strengthening the business structure.

" 4) Financlal management

‘Analysis techniques based on financial statements such as financial statement analysis
shoutd be used to analyze financial problems and improve the financial situation.
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Chapter 9 Financial Evaluation of The Project

It is requested to refer to thie main report as for the details of the financial evaluation of the
project.







jCha’pler:' 10 Conclusions ari'd Recommendations

10-1 Conclusions -

The production divisions of IMAG factory have transformed themselves to a geeat extent.
Itis judged that the factory has 'lhc potential ability to cope with the planned production increase.
By implementing the modernization plan recommended by this study, it is expécted that the

~ factory’s financial position will be improved very much as a resull of increasing production
efficiency and profitabilily. ' ' '

5 1) Im’:entofj; Reduétion

The reduction of the inventory is the iost urgent and highest priority issue for the
management of IMAG. Tozachi_eve this goal, it is necessary to take the following mcasures.

1) To reduce the amount of the inventory by strengthening the rnccwmg operation and
by improving the inv entory control - '

(2) Toreduce the amount of the main raw materials such as texliles, leather and urethane’
by improving the production yields which can be achieved by introducing the new
machinery and equipniént proposed in the study

(3} 'To reduce the amount of the in-process inventory by improving the productivity of

' the unit operations

-2) Cost Reductions

By implementing the modcrm?auon plan proposed in the study, it is posssbie to achieve a
reduction in the materiat costs and labor costs. The reduction of costs is the fate and elemal issuc
of any enterprise. It is anticipated that the market oriented economy will beconic more and more
influential and the competition surrounding the company will become severer ycar' by year,
therefore it is absolutely ‘essential that the whole company must make efforts to reduce the
production cost of the products even after the modernization plan proposed by the siudy has

- been implemented.

3) Improvement of Productivity and Reduction of the Rejected Rate

The quéli(y of automotive parts made by IMAG mcels the specification standard of the
automobile manuficturers and the factory has hi gh technical capability. Therefore, the issues to
be Iack!ed by theniare the 1mpmvcment of productivily and the reduction in the rate of rejected
products. In ordér to achieve the goals, it is necessary to promote the quality control program on
a total company _b"asié !hr'ough the QC citcle movement, in addilion to the improvements based
on the analysis of each unit operation proposed in the study.
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4) Promotion and Development of Human Resources :
T'o promwolte and develop the human resources o cope with the ever changing company

- environment is an important issucs for the company. In order to achieve this goal, it is necessary -

to buitd a promotion development system by introducing a promotion qualification systes, in
addition to the usual employee administration to build up the strength of the company.

5) Company Management
- Inordertlo operate. the company succcssfuliy, itis necesswry o formuldlc lhc company
'strﬁtegy which bcc_omcs the basis of the company’s operations. For this purpose, information

from inside and outside of the company should be collected and accumulated and based on the -

“inforination, marketing method and financial dnalysis methods should be introduced and the
overall company management plan should be formulated.

6) Stfengthemng of the Financlal Power of the Company _

: By the mlroduchon of the new machinery and equ:pmenl recommended in the study, the
company’s ﬁnanc:al strenigth will be enhanced in the long term. Thc,mtcrnal rate of return on
investment is relatively high and by promoting the local manu facture of the imported components,
it is anticipated that the company profitability will immensely improved. It .iSI_COHSidéer
appropriate (o invest the recommended amount for the 11iodernizati0n of the factory in view of
the financial status of the company and the ncccssily of modernizing the factory.

10-2 Recommendations _
It is recommended to pay special altention to the following points when carrying out the
modernization program. |

1) Early mplementatlon of the plan

The financial conditions of the company will be lmproved by lhc early lmplementauon of
the modernization plan. Therefore, it is recommended that the modernization plan should be
implemented at the eatliest possible time, considering the situation in which the production of
passenger car seals is expected to increase,

2) Organizatmn for Implementation

It is desirable to carry out the modemlzatlon planasa tolal company 'lclw:ly, ralher than
carrying out the plan as the intent of the top management of the company by using the “ top-
“down method”. For this purpose, it is recommended that a project team should be org'f.mzcd to:

manage the entire project and smaller teams should be set v p for each of the improvement items
to carty out the actual work and to implement the modermza_tlon plan smoothly.
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- '3) Equipment to be Introduced

(l) The introduction of new machinery and cquif)lﬁcnt should be well coordinated with
the existing machincry and equipment, and similarly the introduction of the new
machinery and equipment should be examined to make sure that it will work in
conjunction with any automatic machinery and equipment that may be introduced in
fulure.

(2) For the introduction of new machinery and equipment, it is nccéssary to formulate a
detailed implementation schedule from the overall viewpoint, and to coordinate the

_ impr.ov'emem of the production process with that of the production control.

(3) M is necessary to pay attention to the training and ecucation of the operators, in view

of the changes to the unit operations which will be caused by introducing the new
- machinery and equipment.

' 4} Secondary Benefits

~ Mis necessary to utilize the newly introduced machinery and equipment, not only for the
intenided purposes but also to study and investigate the fondamental principles of these picces of
machinery and equipment. By doing so, other technology can be derived and technologies can
be sought out for applicalion to other compoenents and products. These cfforts will form the
basis of the know-how and technology exclu'si\'rely belonging to IMAG.

5) Improvement of the Ratio of Locally Procured Components

The improvement in the ratio of local procurement will greatly contribute to the reduction
of the cost of the raw materials and the cost required for inventory control. Thcrﬁcforc. in order to
improve the financial strchg’(h of the company, it is he'ccssary for the factory to make efforis to L
increase local précurcniem to replace the components imported from Japan. '

6) Efforts for Internationalizationi _

Two thirds of the lotal revenue of IMAG are from the avtomotive parts for Magyar-Suzuki,
and the company culture and the company spirit of the customer are different from those of
IMAG. In line with the liberalization policy of the government of Hungary, IMAG will be
exposed to the market cconomy and internationatization. Therefore, it is necessary to cultivate

* the company altitude of paying prioiity atténtion to the market and the customers and of forming

the company culture of being ready to comply with the customer desires, prior to the official

~ requirements.
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