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Motto 

 

 

Foreign capital is neither an angel nor Satan but an economic power which 

moves according to its natural laws. Just like a block-wood in the flooding river. 

If we know how to deal with it we can get on it and we can drift with the 

current. If we believe that it automatically takes us anywhere, we will tumble 

down from it and drown. If we do not consider its weight and the flowing 

circumstances it will overthrow our boat. The only thing that we can not do: 

pray that it will behave as a luxury yacht. It is not programmed for that. It has no 

friends but interests. 

 

Ferenc Kozma 1 

                                                           
1 Kozma, Ferenc [2001]: A tıkeáramlások etológiája – általános kérdések felvetése (III). (The 
ethology of capital flows – raising general questions). Pénzügyi Szemle, Vol. 9. pp. 809. 
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Introduction 

 

The analysis of the effects of foreign-owned companies on host economies goes 

back a long way in the international literature and Hungarian empirical studies 

have also dealt with a lot of related questions. The high number of theorems and 

empirical verification attempts do not mean that a consensus has been reached 

about the effects of foreign direct investments. The only thing that is certain that 

the positive effects of foreign-owned companies on host economies do not 

prevail automatically. The question especially sharply arises in the capital-scarce 

CEE countries where foreign directs investments were accounted as the main 

financial sources of transition and where serious modernization visions were 

associated with the presence of foreign firms [6]. 

The demand for external financing sources was significant in Hungary and in 

other transition countries as well; and the stock of FDI in Hungary is relatively 

high in international comparison [UNCTAD, 2010]. 

Because the modernization strategy of Hungary was based on capital import, the 

level of integration of foreign firms into the host economy is a particularly 

relevant question. The positive effects of FDI depend on the level of integration 

and on enclave-character. The company has an enclave-character when it does 

not have relationships with the players of the host economy, or these 

relationships are insignificant, its operations are not integrated into the host 

economy. These companies are isolated from the other segments of the economy 

and the backward and forward linkages are weak [see e.g.: Jodice, 1980; 

UNCTAD, 2007, Szentes, 1995]. 

International experiences have also showed that the strategy of economic policy 

can not be solely based on the long term positive balance of FDI, and economic 
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policy has to consider other effects as well. The significant capital inflow in the 

1990s, the relatively dual structure of the economy and the low level of 

competitiveness of domestic firms [Hamar, 2001; Hamar, 2003] raised the 

questions of integration of foreign firms, the cooperation between the two 

sectors of the economy and the development of deeper and more intensive 

relationships. Economic policy tried to remedy the problems mentioned above: 

the Suppliers Target Programme, which was started in 1997, was based on 

domestic SMEs; and later the Suppliers Integrator Target Programme aimed to 

foster existing relationships and was based on larger, integrator firms. 

 

Aim and methodology 

 

The analysis of supplier relationships would have been impossible without an 

empirical survey on sectoral and firm level, so I conducted in-depth interviews 

with the suppliers of Suzuki. Other positive or negative effects of foreign direct 

investments could also raise interesting questions, but with the analysis of these 

problems the concept of the research would have been too divergent so I could 

not take them into account. 

The main questions of my research are not independent from the analysis of 

operations, value chain and supplier’s network of automotive firms.  

Therefore it was extremely important to analyze whether the supplier system of 

Suzuki operates according to fordist or toyotist patterns. In fordism, the car 

producers form less deep and short term relationships with easily replaceable, 

small firms which produce simple, standardized products. In the toyotist system, 

the companies concentrate on core competences and they outsource other 

operations. The supplier system is based on strategic partners and system 

suppliers that manufacture complex products. 



 

 

5

The organization of value chain and the related strategy of transnational 

corporations have a significant impact on the development of supplier 

relationships, the level of integrity, the local value added, and the quality and 

quantity of supplier relationships. To get the complete picture I had to analyze 

the supplier chain deeper. Thus my main aim was to get a comprehensive 

overview of the domestic supplier pyramid. 

The main research questions of my empirical survey were the following: 

1.  How do the toyotist supplier network patterns prevail in the Hungarian 

business practice? 

2. How much is the import ratio of Suzuki Hungary? 

3. What kind of suppliers can be distinguished in the supplier network of 

Suzuki Hungary? 

4. What role do Hungarian suppliers play in the vertical chain of automotive 

industry?  

 

From mid 2006 till mid 2007 I conducted 30 structured in-depth interviews with 

the CEOs of first and second line suppliers and with the deputy CEO of Suzuki 

Hungary as well. I analyzed the results with the methods of descriptive statistics, 

although these methods could be applicable in a limited manner, because of the 

small sample size. To form the groups of companies I had to perform a cluster-

analysis.  Some data (which were not reported during the interviews) could be 

found in the company’s copy of register available in the company database of 

Ministry of Justice and Law Enforcement and could be downloaded from the 

network of Corvinus University of Budapest. Unfortunately the number of the 

analyzed firms was limited by several reasons: the population of companies is 

small, several firms refused to participate in the survey and there was no 

comprehensive automotive database. 
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The largest part of the dissertation and the empirical survey was made before the 

crisis so the analyzed data reflect the pre-crisis structures. The automotive 

industry had been the symbol of the 20th century and its crisis has a much 

bigger significance than a simple fall due to a financial shock or a cyclical 

decline of demand. The signs of paradigm shift can be seen which may change 

the consumption patterns, the technology, the ownership structures and thus the 

supplier networks as well. So I necessarily had to analyze those consequences of 

the crisis that are relevant to this field. In the chapters on the structure of 

automotive industry, the explanation of empirical results, the competitiveness 

and the future I will set forth the already manifested and the long term effects of 

the crisis. 

Thesis points 

International examples of the quality and quantity of relationships between 

domestic and foreign firms and the level of integration of FDI give a very 

heterogeneous picture. In Hungary these relationships also depend on the 

strategy of the foreign firms, the endowments of the host economy, the 

competitiveness of domestic enterprises and the domestic company structure. 

The level of integration is dependent on several other factors, one of which – in 

case of Hungary and other CEE countries – is the transformation of companies 

in the transition and the path dependent character of the transition process. 

Previous Hungarian empirical surveys have also showed that privatized 

companies have a higher rate of domestic suppliers and deeper relationships 

with local firms than greenfield investments [Vince, 2001; Sass-Szanyi, 2004]. 

On the other hand, my survey has also showed that the circumstances of the 

company foundation and the ownership structure also influence their position in 

the vertical chain. Besides these, the supplier strategy of Suzuki determines the 
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position of domestic firms in the value chain. My first thesis point relates to this 

problem. 

 

Thesis 1 

The supplier systems of Hungarian Suzuki is not pure toyotist but have 

some characteristics of fordism and toyotism as well. 

 

Our region and Hungary integrated into the global production system in the last 

two decades, which can also be described as a model of toyotism, outsourcing 

and system integrators. International examples showed that in practice fordist 

and toyotist patterns are often mixed. Obviously, Japanese companies are much 

closer to the increasingly widespread toyotism than their American or European 

competitors which partly adopt toyotist patterns. 

But the Hungarian Suzuki, despite being a Japanese firm, can not be described 

as a classic toyotist company in all regards and neither is its supplier network 

purely toyotist. Although the patterns of toyotism (long term and deep 

relationships) are easy to recognize, the first line suppliers are not only large 

firms and system integrators [2]. 

The reasons for this can be found in the unique genesis, development and size of 

Suzuki Hungary. The company which produced cars on a small scale and which 

was forced to increase the rate of domestic suppliers made efforts to build up a 

domestic supplier network. Thus, several small and medium sized enterprises, 

which otherwise could only have been second or third line suppliers in a classic 

toyotist system, became first line suppliers. But in the last few years the growing 

size of Suzuki attracted some foreign global suppliers for which the smaller 

Suzuki of the 1990s would not have been a scale-efficient partner [2]. 

Classic toyotism can operate only in a suitable environment [3], but in Hungary 

there are few domestic large and medium sized companies so it is not easy to 
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find real toyotist partners. The lack of potential integrators is one reason why the 

system operates partly according to fordist patterns. 

The unfortunate consequence is that an orderly multi-step vertical chain does not 

exist in Hungary, even though the final product (i.e. the car) is technologically 

complex. The existing supply chains extend beyond the borders because the 

large international corporations optimize their purchases globally – and the 

regulations of international trade make it increasingly possible. The toyotist 

structure, which is based on existing global relationships, prefers large firms that 

can make real partners [6]. 

Thus it was not possible to follow a long pyramid of suppliers according to the 

original concept: there is no vertical chain in Hungary. The modularization, the 

use of platforms and the (until the crisis) growing production of Suzuki required 

larger suppliers. The result is the declining competitiveness of smaller domestic 

firms: car producers recruit their suppliers from an increasingly larger radius and 

even globally. 

The suppliers system is a special mix of fordism and toyotism, and the domestic 

part of the vertical chain is short and incomplete [7]. My second thesis is closely 

related to this statement. 

 

Thesis 2 

Suzuki Hungary has a relatively high import ratio because of the short 

supply chain and the lack of second and third line suppliers. 

 

Suzuki had a high rate of domestic suppliers in the 1990s and even today it has a 

lot of Hungary-based suppliers as well. But based on international examples one 

may ask the question: what kind of role do Hungary-based but foreign-owned 

and Hungarian-owned companies play in the system and how long the vertical 

chain is [9]. 
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In the dissertation I estimated the import ratio according to the following 

scheme. 

 

 

Figure 1: Estimating the import ratio 

 

 

 

I defined the import ratio as import/(import + purchase from Hungary). I stated 

that the import ratio of first line suppliers is high and these first line suppliers 

could name only a few domestic second line suppliers. The domestic part of the 

supply chain is very short and incomplete. As most of the firms did not give any 

information about the value added, I had to estimate the missing values using 

values given by similar firms in the same functional group. 

When calculating the average import ratio of the firms in the sample, I weighed 

it with the revenue from Suzuki and the result was that the total import ratio of 

Suzuki is 46%. As there were fewer foreign-owned companies (i.e. with higher 
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import ratio) among the companies interviewed (due to the differences in 

willingness of participation in the survey) we can consider this as a lower 

estimation, which means that the import ratio of the purchases of Suzuki is at 

least around 50%. 

The reason behind the relatively high import ratio is not only the high share of 

foreign-owned but also Hungary-based companies (which have higher import 

ratio than Hungarian firms) but also the fact that the Hungary-based part of the 

vertical chain is very short [4; 5]. 

 

Thesis 3 

 

In the suppliers’ system of Suzuki, four groups of suppliers can be 

distinguished: ‘domestic small enterprises’, ‘heterogeneous domestic mid-

range companies, ‘large foreign firms’ and ‘rejuvenated dinosaurs‘. These 

companies play significantly different roles in the vertical chain. 

 

My aim was to identify the different supplier groups of Suzuki and to determine 

the role Hungarian companies play in the vertical chain of automotive industry. 

The cluster analysis distinguished the groups of ‘small domestic enterprises’, 

‘heterogeneous domestic mid-range companies’ and ‘large foreign firms’ and 

‘rejuvenated dinosaurs‘ [1]. 

The majority of domestic enterprises were established in the 1980s and 1990s, 

some of them as typical family enterprises. Half of them are not first line 

suppliers but are in the second line in the chain and therefore they only form 

relationships with the partners of Suzuki. A part of them are asymmetrically 

dependent from their partners but there are companies with diversified income 

sources as well. The cluster is heterogeneous: the companies are from different 

functional groups and produce several types of products although we can not 
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state that these firms conduct only low value added activities. Their import ratio 

is heterogeneous.  

The second group is the ‘heterogeneous domestic mid-range companies’. Some 

of them were large state-owned firms, others were in the 1990s established as 

small enterprises and started to grow dynamically. Their range of production is 

wide, some of them produce low value added and simple products but there are 

also firms producing tools, machine tools, prototypes which represent high level 

of technology. The asymmetric dependency in this group is rather rare. The 

majority of the companies have an import ratio of more than 50%. 

The members of the third cluster are foreign-owned companies: these are 

greenfield investments or privatized firms. Most of them are backed by a mother 

company.  Their range of production is wide, they produce strategic, high-

technology products but there are firms dealing with trade and injection 

moulding as well. Their import ratio is extremely high, several companies have 

a more than 90% ratio and all of them have a higher ratio than 50%. 

The privatized former state-owned companies, which today are Hungarian, 

foreign-owned companies or joint ventures, form the fourth cluster. These 

companies are the successors of important industrial traditions. They are the 

largest companies among the suppliers of Suzuki. They are not asymmetrically 

dependent: their diversified income sources and lower dependency is an 

important advantage and they have a high import ratio as well [1; 7; 8]. 

The existence of the company groups mentioned above means that the 

Hungarian economy is not simply dualistic i.e. can not simply be divided into a 

group of large foreign firms with high technology and a group of small and 

medium size domestic enterprises lacking capital and with low level of 

technology.  
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Thesis 4 

 

The supplier system is making steps towards toyotism and the new threats and 

opportunities may result in further differentiation among domestic suppliers 

 

The automotive industry has been especially strongly affected by the crisis. 

Besides the effects the crisis has had on individual suppliers, the whole supplier 

system seems to be in transition.  

In the future, sectoral concentration may increase further, supplier relationships 

may deepen, the role of co-operations may also become more important, and 

higher energy prices and the growing significance of environmental aspects may 

trigger a technological change as well. These factors also generate changes in 

the current toyotist supplier system [2].  

The key question is whether Hungarian suppliers will be able to keep their 

positions in the new environment. The groups of ‘domestic enterprises’, 

‘heterogeneous domestic mid-range companies’, ‘large foreign firms’ and 

‘rejuvenated dinosaurs’ will probably adapt differently to the changed value 

chain. Company size and the ability of participation in technological cooperation 

may become the most important competitive advantages in this new 

environment. 

The need of technological change and the introduction of new models increase 

the importance of cooperation between car producers and suppliers. On the other 

hand, in a more concentrated market the smaller firms’ problems of capacities 

and economies of scale might become more evident [2]. 

Capital intensive suppliers with the ability of technological cooperation may 

successfully participate in the probably very stiff competition for the right of 

supplying new intermediate products for car makers. These could mainly be 
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foreign firms, ‘rejuvenated dinosaurs’ and larger, more competitive companies 

from the group of ‘heterogeneous domestic mid-range companies’. 

However, those companies which can not meet the new technological 

requirements or (because of their smaller scale) can not compete in a more and 

more concentrated and increasingly international market, will fall out from the 

group of first line suppliers. This is dangerous for ‘small domestic enterprises’, 

and the smaller, less competitive firms in the group of ‘heterogeneous domestic 

mid-range companies’. 

The growing concentration, the deepening supplier relationships and the 

technological change can divide the heterogeneous domestic group of 

companies into two parts, because the majority of local suppliers will face 

problems of capacity and technological constraints, while others will be 

competitive in the new environment as well. This may lead to radical changes in 

the Hungarian supplier industry [1]. 

 

Summary 

The development of supplier relationships and the way domestic companies join 

the production system of transnational corporations largely depend on the 

functioning of toyotist systems and the companies of the host economy as well. 

This research revealed that the supplier system of Suzuki has both  fordist and 

toyotist characteristics.   

The domestic vertical chain is very short and incomplete, there is no regular 

multi-step pyramid of suppliers, and thus it was not possible to follow a long 

supplier chain according to the original research concept. The real domestic 

verticum is missing and the existing chains extend beyond the borders because 

the large international corporations optimize their decisions globally. 
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Nowadays Suzuki Hungary has quite a high import ratio: my estimation found 

that it is at least 46%, despite the fact that in the 1990s the company made 

efforts to build up a Hungarian supplier network.  

The cluster analysis divided the suppliers into four groups. There are significant 

differences between these groups not only in size, ownership structure and type 

of activity but also in the role played in the vertical chain and in import ratio. 

The supplier systems, not independent from the crisis, are undergoing a 

transition. In the new system most of the local suppliers will face problems of 

capacity and technological constraints while some of them will be competitive 

in the new environment too. 
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