UNIVERSITY OF WUPPERTAL
BERGISCHE UNIVERSITAT WUPPERTAL

EUROPAISCHE WIRTSCHAFT
UND
INTERNATIONALE MAKROOKONOMIK

Balazs Lengyel

Regional clustering tendencies of the Hungarian automotive and
ICT industries in the first half of the 2000’s

Diskussionsbeitrag 184
Discussion Paper 184

Europaische Wirtschaft und Internationale Wirtschaftsbeziehungen

European Economy and International Economic Relations
ISSN 1430-5445






Balazs Lengyel

Regional clustering tendencies of the Hungarian

2000’s

automotive and ICT industries in the first half of the

December 2010

Herausgeber/Editor: Prof. Dr. Paul J.J. Welfens, Jean Monnet Chair in European
Economic Integration

EUROPAISCHES INSTITUT FUR INTERNATIONALE WIRTSCHAFTSBEZIEHUNGEN (ENIW)/
EUROPEAN INSTITUTE FOR INTERNATIONAL ECONOMIC RELATIONS

Bergische Universitat Wuppertal, Campus Freudenberg, Rainer-Gruenter-Stralie 21,
D-42119 Wuppertal, Germany

Tel.: (0)202 -439 1371

Fax: (0)202 — 439 13 77

E-mail: welfens@eiiw.uni-wuppertal.de

WWW.eiiw.eu

JEL classification: L62, L63, C38, 011
Key words: Regional Clustering, Hungary, Automotive, ICT






Summary: This paper gives an introduction to regional clustering tendencies of Hungarian
automotive and ICT sectors. Regional concentration patterns of these two sectors are
shown using various measures (number of firms, number of employees, value added, and
export). Regional location quotient is also calculated (LQ) in order to select those regions
where clustering might happen and analyse these locations over the first half of the decade.
The ownership structure is also outlined for every region in the beginning and end of the
period. The findings suggest that there is no archetype of clustering tendency in Hungary, a
wide variety of regional dynamics is present in both sectors. One might find that
agglomeration economies are strongly affected by the location of foreign owned
companies.

Zusammenfassung: Dieser Beitrag gibt eine Einfihrung in die regionalen
Clusterbildungstendenzen der ungarischen Automobil-und IKT-Sektoren. Regionale
Konzentrationsmuster dieser beiden Sektoren werden unter Zuhilfenahme verschiedener
MaBnahmen dargestellt (Anzahl der Unternehmen, Zahl der Beschaftigten,
Wertschépfung, Export). Der Regionale Lokationsquotient (LQ) wird ebenfalls berechnet,
um Regionen zu identifizieren, in denen eine Clusterung entstehen konnte. Weiterhin soll
die Entwicklung dieser Standorte in der ersten Halfte des Jahrzehnts analysiert werden. Die
Eigentimerstruktur fir jede Region wird ebenfalls zum Beginn und Ende der Periode
aufgezeigt. Die Ergebnisse legen nahe, dass es keine Archetyp der Clusterungstendenz in
Ungarn gibt, jedoch eine Vielzahl von regionalen Dynamiken in beiden Sektoren. Man
konnte meinen, dass konzentrierte Okonomien stark von der Lage der im auslandischen
Besitz befindlichen Unternehmen abhéngen.
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1. Introduction and overview

In Porters’ definition, a regional cluster is a territorial concentration of competing and co-
operating companies in certain industrial sectors. In this sense a cluster is more than the
value chain of producing activities; supporting financial institutions, business-,
infrastructural-, and university services, enterprise associations also belong to them (Porter,
1990). The measurement and mapping of regional clusters draws first of all on indicators
of regional specialization and concentration of industries (Brenner, 2004). In this paper we
intend to draw up the regional clustering tendencies in Hungary in the field of automotive
and ICT sectors. Though qualitative methods are also essential to map regional clusters
(Carter, 2007), we focus solely on regional concentration and analyse concentration
patterns of these industries over the first half of the decade.

Greenfield investments by large multinational companies were realized after the change of
the regime both in the automotive and in telecommunication and computer industries. On
the one hand, Audi, Suzuki and Opel etc, as well as, on the other hand, Ericsson, Nokia,
Siemens, IBM and the like decided to relocate their production sites to Hungary due to the
relatively cheap and well-educated labour force. After a climatisation period, these
companies started to relocate their R&D functions to these Hungarian sites (Lengyel and
Cadil, 2009). In the period 1995-2003, the growth of shares in business R&D spending by
foreign affiliates was among the highest in Hungary (UNCTAD, 2005, p. 127), with the
share of foreign affiliates in business R&D being around 80% (EC, 2005).

As a consequence, foreign-owned companies play a crucial role in cluster formation;
however, their regional networks are bound by the dictates of their corresponding
headquarters. One can hardly find Hungarian firms in their suppliers (Grosz, 2006). Still,
we expect an effect on the local economy through the mobility of labour. For example,
although IBM relocated its site from Fejér county to China, according to the leader of the
Association for ICT Companies, the ICT industry still seems to be strong in that region.
This might be because software engineers could establish SMEs and find the market niche
after the big company had left. Audi has also likely had this effect on the local automotive
industry, as during its long presence plenty of experts left the company and now work for
other firms in the same industry and region.

Theoretically speaking, regional clusters emerge in agglomeration economies where
positive externalities occur between companies. As Marshall (1920) recognized, these
externalities consist of thick markets for specialized labour, the occurrence of knowledge
and technology spill-over among companies, and the emergence of subsidiary trades. In
this view, externalities occur among companies from the same industry, because
specialized labour and knowledge flow needs similar technological and cultural
backgrounds. On the other hand, urban agglomerations provide the possibility for inter-
industrial knowledge spill-over effects as well through the dense social networks and the
diverse economy in big cities (Jacobs, 1969). Thus, the externality effects of localization
agglomeration economies and urbanization agglomeration economies are distinguished in
the literature. Localization externalities originate in local specialization of industries, as
was reported many times in Third Italy (Antonelli, 1994), in Silicon Valley and Route 128
(Saxenian, 1994), and in the UK (Oxford and Cambridge, particularly) (Miller, 2001).
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Meanwhile, urbanization externalities originate much more in the diversity of economic
activity and labour division in spatial concentrations as seen in metropolitan areas (Florida,
2002).

Clustering tendencies are often viewed from a life-cycle perspective, in which the
emergence and decline of regional clusters generally last for decades. The archetype of
clusterization process (EC, 2002) follows six phases: (1) pioneer enterprises, (2) evolution
of cluster specific environment and attraction of special suppliers and service providers, (3)
new organization for cluster services, (4) attraction of new entrants and specially educated
labour, (5) non-market relations with local institutions and NGQO’s facilitating knowledge
flow in the local society, and (6) stagnation or decline of key enterprises. The cluster life
cycle mainly depends on the life cycle of the key products and technologies; thus external
market conditions are decisive for them.

Previous research on regional clusters showed that North-Western Hungary stands out as a
leading area in automotive industry concentration (Grosz, 2006). However, the clustering
of automotive industry is still in its initial phase, because the headquarters of the key
German, Japanese and US companies make it very difficult for domestic firms to enter
their global supplier and R&D networks. It was also pointed out that telecommunication
and computer equipment manufacturing spread on a larger scale over the country with the
exception of Budapest agglomeration (Szanyi, 2008). Another analysis on Hungarian
regional innovation systems showed that high-tech and medium-tech industries are led by
foreign-owned companies in Hungary and that location matters in those manufacturing
sectors (Lengyel and Leydesdorff, 2009). On the other hand, knowledge-intensive services
do not need physical proximity, as these services can be provided from a bigger distance as
well. Clustering, in the first case, builds on supply chains, while the ICT services
counteract on the concentration trends of the ICT manufacturing. Consequently, the
automotive industry is more likely to form regional clusters in areas with localization
externalities than in the ICT industry. Urbanization externalities might lead to the
concentration of ICT in big city regions; clustering thus happens faster than in other
regions and other industries in Hungary. As such, large multinational companies (Nokia-
Siemens Networks, Ericsson) have located their R&D sites to Budapest.

In this paper we give an introduction to the regional clustering tendencies within the
Hungarian automotive and ICT sectors. We show the regional concentration patterns of
these two sectors using various measures (number of firms, number of employees, value
added, export) and also calculate the regional location quotient (LQ) in order to select
those regions within which clustering might happen. Furthermore, we analyse these
locations over the first half of the decade and show the ownership structure for every
region in the beginning and end of the given period.



2. Data and method

We have access to a unique database based on the dataset of the Hungarian Tax Office.
Company level data are available for the 2000-2005 period in terms of company balance.
In our set, companies are categorized into industrial sectors by four-digit NACE codes and
into LAN 1 regions. Thus, our data enables us to show the regional concentration patterns
of the automotive and ICT industries and to analyse them over the first half of the decade.

Table 1: Industrial sectors in automotive- and ICT clusters

Cluster NACE Code Industrial sectors

Auto- 2511 Manufacture of rubber tyres and tubes

motive 2512 Retreading and rebuilding of rubber tyres
3161 Manufacture of electrical equipment for engines and vehicles n.e.c.
3410 Manufacture of motor vehicles
3420 Manufacture of bodies for motor vehicles; manufacture of trailers and semi-trailers
3430 Manufacture of parts and accessories for motor vehicles and their engines
3541 Manufacture of motorcycles
3550 Manufacture of other transport equipment n.e.c.

ICT 3001 Manufacture of office machinery
3002 Manufacture of computers and other information processing equipment
3130 Manufacture of insulated wire and cable
3162 Manufacture of other electrical equipment n.e.c.
3210 Manufacture of electronic valves and tubes and other electronic components
3220 Manufacture of television/radio transmitters, apparatus for line telephony/telegraphy
3230 Manufacture of television/radio receivers, sound/video recording/reproducing apparatus and

associated goods

6411 National post activities
6412 Courier activities other than national post activities
6420 Telecommunications
7133 Renting of office machinery and equipment, including computers
7221 Publishing of software

Source: Self-edited

Regional industrial clusters contain interconnected industries, supporting institutions, local
demand and supply, and competitors (Porter, 1990). Thus, NACE codes and sectors
defined by statistical data collections need to be revised. We follow — while slightly
altering, however — a widely accepted perspective to define the industrial clusters (Ketels
and Solvell, 2005, Szanyi, 2008). Our automotive cluster contains manufacturing activities
of all the equipment and components for all kinds of transport vehicles. The ICT cluster
includes the manufacturing and service sides of all communication fields (table 1).

The first step in mapping regional clusters of a given industry is to count the regional
concentration and agglomeration patterns of it. Regional concentration arises if the
industry has a high share in the region. Agglomeration is something more, as it informs us
about inter-regional patterns and comes into being when certain industries are
‘concentrated’ in neighbouring statistical regions. In this paper we only focus on
concentration patterns and trends of the above outlined clusters in the Hungarian LAN 1
regions and do not operationalize agglomeration patterns.

Hungary as a whole is considered a NUTS 1 unit according to the Eurostat classification.
There are seven regions (NUTS 2), 19 counties (NUTS 3) and 174 subregions (LAN 1) in
Hungary. However, the number of sub-regions are changing due to the reforms in




territorial development, and in the time-frame of our analysis, there were only 168 sub-
regions. As such, our data reflect the 168 sub-regions. Budapest is the only metropolitan
district in Hungary and must therefore be considered a special category in regional
surveys; data from the Budapest is generally collected at the NUTS 3 level.

One the most accepted indicators of regional concentration, and surely the most simple, is
the Location Quotient (LQ) measure. It compares the share of the industry in the region to
the share of the industry in the country with the following formula:

e
"%

LQ; = e.—/ , Where
J
E

€ is the number of employees in industry i of region j,

€ is the number of employees in all industries of region j,

Ei is the number of employees in industry i in the country,

E

is the number of employees in all industries in the country.

The value of LQ informs us about the relationship between the share of industry in the
region and the share of industry in the country. If the regional LQ value is higher than 1,
the share of industry is higher in the region than in the country average. Thus, the first step
one has to take in mapping regional clusters is to count the LQ values and exclude all the
regions where LQ is lower than 1.

In the following sections we will show country-level data for the automotive and ICT
industries for the period 2000-2005. The general overview will be followed by the regional
analyses. These sections will present regional data (number of firms, number of
employees, added value, net export income) with the help of maps. After that, we select the
sub-regions where the LQ of automotive or ICT industries is higher than 1 and show how
the major measures of companies changed over the first half of the decade. The analysis
will summarize by showing the regional features of stock structure and long terms asset
accumulation within these clusters.

3. Trends of Hungarian automotive- and ICT industries in the
first half of the 2000’s

Many different sectors are included in our automotive ICT clusters that are not necessarily
connected in other statistical typologies. For example, our ICT cluster definition contains
national postal activities as well that relate to ICT only in the broad sense of the term, but
present competitors for telecommunication services. Thus, postal activities and employees
are part of regional ICT clusters and must be included in regional concentration analyses.
However, the presence of national postal activities limits the following country-level
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demonstration that is rather an introduction to the regional sections and not a sectoral
analysis.

3.1 Automotive industry

The number of firms in automotive industry grew slightly from 421 to 456 (8% growth)
between 2000 and 2005 with a solid yearly fluctuation. Labour growth was much faster,
increasing by 26%, from 40198 to 50848, and showing similar yearly fluctuation. Thus, the
average company size in terms of number of employees rose from 95 to 112, a rather large
change.

Gross labour costs, including wages and related taxes, more than doubled in the
automotive industry in this period. This means that an average company booked €779,000
in year 2000 as personnel costs, which rose to €1,550,000 by 2005. The annual cost of an
average employee was €8,156 in the beginning and €13,900 in the middle of the decade.
The main reason why labour costs jumped is due to a raise of labour related taxes; total
taxes paid increased by 177%. During this time, the performance of companies improved
significantly, but undeniably more moderately than labour costs increased. The gross value
added increased by 15% in the sector, and the average value added per company rose from
€2,975,000 to €3,154,000. However, this represented a fall from €31,000 to €28,000 per
employees in the period. Long terms assets accumulation also showed a monotonic and
fast rate of growth, specifically 88%.

Turnover increased by 55%, in which net export plays a decisive but slightly weakening
role; export turnover rose by 50%. From another perspective, export sales produced 92%
of turnover in year 2000 and 89% of turnover in year 2005. Automotive companies booked
9% of their net revenues as net result in 2000, which decreased to 7% by 2005. Total tax
reduction fell from 115,471 to 9,441 over the course of the period under consideration.

The issued capital registered in automotive companies showed a big jump in the beginning
of the period, probably due to the large number of market entries, growing moderately
however after that. The average stock per companies was €1,245,000 in 2000 and
€1,987,000 in 2005. The change in the structure of the company stock shows a growing
role of foreign interest in automotive industry. State and municipal stock grew in absolute
terms, but this type of ownership was marginal throughout the period. Stock owned by
domestic individuals and companies decreased monotonically even in absolute terms by
40%, its share in total stock decreasing from 27% to 9% in the first half of the decade.
Foreign-owned stock rose by 117% and determined the sector with its 90% share in 2005.

3.2 ICT industry

Surprisingly, the number of firms (at 5%) and number of employees (ar 12%) had declined
in the ICT sector in the first half of the decade. The average company size was 532 in year
2000, which fell to 494 by 2005. One has to consider the effect the National Post Office
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(NPO) on these figures, as it had 44,500 employees in the beginning and 32,182 in the end
of the period. Taking out the NPO from the sector, it turns out that the size of remaining
companies even rose slightly from 362 to 366.

Labour costs grew by 60%, while the number of employees decreased; average worker
costs were €7,325 in 2000 and €13,327 in 2005. This growth, similar within the automotive
industry, is highly connected to the growth of personnel related tax; the total tax to pay
increased by 48%, while the value added increased only by 1.3 %. The value added per
employee was €19,224 in 2000, growing to €22,028 by 2005. Long-term assets showed a
monotonic 33% growth rate, which is much slower than we experienced in the automotive
cluster. Turnover increased by 64%, while export increased by 80%. In other words,
exports represented 53% of turnover in 2000 and 58% in 2005 for the whole cluster.



Country-level data of the Hungarian automotive and ICT industry,

Table 2

2000-2005 (1000 EUR)

wear |number | numberof |labour wvalue long net tumover |export taxto totaltax | total stateand |% domestic | %6 foreign- | %
of finms | employees | costs added |temm result tfumover |pay reduction | stock municipal stock owned
assets stock stock
A| 2000 421 40198 | 327872 | 1252543 | 1522468 | 611123 | 68209363 | 6238410 17711 115471| 523986 1758 (0.3 140024 1269 374324714
u|z001* 269 51977 474335| 1094813 | 1676330| 272225 | 7400181 | 6661399 | 22223 91014 933714 1782 (0.2 118687 |12.7| 209900 | 86,7
M 2002 461 48032 | 328679 | 1087490 (1741002 | 4835078 7300123 | 6808473 ( 21039 82479 820203 5437107 92176 (112 722164 | 8B 0
m| 2003 449 51376 603306| 1277023 (2046205 | 636412 8745104 | 7801346 | 32943 82354 869998 5203 | 0.6 20040 (102 773513 |85,1
o 12004 462 31203 | 6433721214814 (2391316| 636460 | Q034281 |3170176| 41860 0642 836271 3429104 02312 (108 730002 | 88,7
” 2003 436 30848 706810 1438133 2864616 732630 10618123 9409276 49183 9441 906211 3518 04 83103 94 813366 900
c
e
I|2000 260 138342 | 1014800 | 2663312 | 4857623 | 306839 | 10118433 | 3363178 61933 83255| 1752902 89109 (3.1 419856 (24.0( 1202723 | 68,6
C| 2001+ 257 131346 | 1230877 [ 1797648 4313984 | 619121 | 12695049 | 7792665 | 56323 35655 1252307 82070 (7.0 | 276663 (221 872693 |69.7
5 2002 243 125399 | 1340383 [ 2107101 | 3392912 374159| 12395479 | 6940341 | 90636 50785 1749924 233912 (134 378000216 1117580 (639
2003 254 128572 | 1498569 | 2406104 | 3932263 | 1228830 13563102 | 7409513 | 131201 46671 | 1881720 218322 |11.6| 472417 )23.1|1186632|63.1
2004 252 120371 | 1373482 | 2520462 | 6040536| 954687 | 14570306 | 7670958 | 83086 343441783834 85883 (4.8 | 452003 (253(1214235|68,1
2003 248 122331 1633038 | 2699022 | 6303372 | 1288117 16396401 | 9681328 | 01436 54422 2013119 50204 (20 [ 379190 (18,8 (1532976(77.1

Source: self-edited on the basis of Tax Office data
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The ownership structure shows huge annual fluctuation among the three main categories.
The total stock registered in the industry showed a more or less stable growth rate of 15%
in the period. Foreign-owned stock is decisive in the cluster but to a much weaker degree
than in the automotive cluster, and stock grow linearly in none of the ownership categories.
State-owned stock jumped from €89,109,000 (2000) to €233,912,000 (2002) in the first
half of the period, then it again fell to €59,294,000 (2005), remaining only on the margins
of ownership: 5% in 2000, 13% in 2002, and 3% in 2005. In addition to this, the National
Post Office is only solely by the state, and its registered stock is around €54,000,000.
Domestic stock grew in the middle of the period after a slight decrease in the beginning
and fell again in year 2005, numbering 19-25% of the total stock. Foreign-owned stock
presents the highest share with a 29% growth throughout the period, reaching 77% of total
stock in 2005.

Some major features of structural change have to be underlined. Foreign-owned firms are
decisive in automotive and ICT clusters. The share of this type of ownership in total issued
capital covers 90% in the automotive and 77% in ICT cluster, and this also rose in absolute
terms over the period. Total tax paid by the companies rose quickly as well, and total tax
reduction fell in both clusters. Labour unit costs grew much more rapidly than value added
per employee. These points might lead us to a conclusion that cost efficiency became less
significant for firms in both automotive and ICT clusters.

4. Regional clusters in the automotive industry

In this section we give a brief overview of the regional distribution of the main indicators
of automotive clusters: number of firms, number of employees, value added, and export
turnover. Then clustering tendencies in the first half of the decade will be introduced in
selected regions. Regional features of ownership structure will be discussed in the end of
the chapter.

The regional distribution of key indicators of automotive clusters is illustrated by ranges in
the map of Hungary (figure 1). In the case of each indicator, one outstanding region
composes a separate category on the maps presented in this chapter. Budapest stands out in
terms of number of firms: 96 companies were registered in the capital within the
automotive cluster. This is followed by a range of 16-20 companies in the regions Gyor
(location of Audi) and Kecskemét (location of Knorr-Bremse) as well as the Rackeve
region with the Budapest agglomeration. More then 10 companies were located in the
regions of Székesfehérvar (Ford car components) and Szeged. In all other indicators, Gy6r
is the outstanding region with much higher values than the other regions; the seats of
foreign-owned companies are probably in Budapest, while their production sites are in
other regions.



Figure 1: Regional distribution of key figures of the Hungarian automotive
cluster, 2005
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Gyor is followed by six locations within which the number of employees is between 2000
and 3000: Budapest, Székesfehérvar, Mosonmagyarovar (components for rail vehicles),
Esztergom (location of Suzuki), Nyiregyhaza, Veszprém (location of Continental-Teves).
Veszprém is a traditional region for the chemical industry, with specialized university
education. Value added is three times higher in Gyor than in Esztergom and Szombathely
(location of LUK). Export value was highly connected to Audi, which made the value in
Gyo6r more than four times higher than the Szombathely and Szentgotthard (location of
Opel) regions. Knorr-Bremse export activity also put Kecskemét on the map.



Trends of Hungarian automotive cluster in selected regions (1000

Table 3
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When selecting regions to show automotive clustering tendencies for the first half of the
decade, we calculated location quotient (LQ) of the number of employees for all regions
and each year from 2000 to 2005. This measure shows how the share of industry in a
region relates to the share of industry in the country. If the value of LQ is higher than 1, the
industry concentration is higher in the region than in the country average. As a first step,
we removed regions for which the LQ was lower than 1 in 2000 and 2005. As a second
step, we sorted out regions within which the LQ did not reach 1 in at least two other years
in the period. Finally, we left out regions where number of companies did not reach 3 in all
of the years presentedl, and the regional automotive clusters can be found in table 3.

Only Budapest and Szentgotthard were sorted out of the regions that were presented as
outstanding ones in figure 1. The LQ of automotive cluster was lower than 1 in Budapest.
Consequently, the automotive cluster hardly has a concentration force within the city. As a
matter of fact, one can expect that an urbanization effect occurs in the capital, with a higher
probability for services to concentrate. Only two companies were present in Szentgotthard
through the whole period, which cannot be interpreted as a clustering tendency, however
high is the export activity of Opel is there. We sorted the 16 regions in terms of change in
the number of companies and configured groups of high growth (+3-6 companies),
moderate growth (+1-2 companies), stagnating, and moderate fall (-1-2 companies).

Regions where automotive clustering showed a high growth are: Gyodr, Komlo, Mor,
Tatabanya. Clustering occurs in these regions that are attractive enough for new companies
to enter.

e Gyor region is the emergent area of automotive clustering, being the location of
Audi and the base of PANAC Automotive Cluster Organization. Five new
companies entered the region in the first half of the decade; export turnover and
long term asset accumulation also showed a positive shift. However, other
indicators presented had fallen. The number of employees decreased and value
added also went down. The latter is really interesting, because labour costs almost
doubled, and this contributes to value added creation. A similar tendency can be
found in Mor, albeit to a lower degree. The number of companies and export
climbed, long term asset accumulation continued unabated, but the number of
employees decreased sharply and value added also fell.

e Komlé experienced fast growth in terms of number of firms, but the five entrants
provided only fifty new jobs throughout the period. A similar trend occurred in
Tatabanya, where five new companies established 140 jobs. However, firms in
Komlo are hardly expected to join cluster organizations, as the physical proximity
of Tatabdnya to other automotive locations provide fields for localization
economies.

Regions with moderate growth: Esztergom, Kalocsa, Kecskemét, Nyiregyhaza, Rackeve,
Sopron-Fertéd. These regions are probably less attractive to enter, but localisation
externalities still exist.

e Esztergom region is the settlement for Suzuki where only one company entered,
but the number of employees grew by 1,200, as value added likewise climbed by
716% and became the third in this sense in the country. Nyiregyhaza and Sopron-

! The Hungarian Statistical Act allows data publication only if minimum 3 companies exist in certain

industries and regions.
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Fertéd followed similar concentration patterns but lower levels of value added and
growth in export.

Kecskemét and Rackeve regions have a high number of companies but a low
number of employees, and the entrance of one firm made the number of employees
increase by 100 in Kecskemét and by 400 in Rackeve. Knorr-Brense might perform
well in value added and export, which pulled the indicators of the region up; this
did not happen in Réackeve.

Kalocsa is in the inner periphery, where 3-4 automotive companies and 186-195
employees were successful at producing an LQ larger than 1.

The only region within which the number of firms stagnated was Szombathely, where
five located firms increased the number of employees moderately. However, this region
did not attract new companies to the cluster; these companies raised their value added and
export to levels which are among the highest within the country.

The number of firms saw a moderate fall in five regions: Eger, Godollo,
Mosonmagyardvar, Székesfehérvar, Veszprém.

The fall in the number of firms happened together with the sharp fall in the number
of employees in the Eger and Székesfehérvar regions. Companies were relocated
or might have failen in Székesfehérvar since value added, export and long term
assets also decreased. In Eger, there might still be successful companies that could
raise their export.

The decrease in the number of firms was accompanied by a moderate increase in
labour volume in Veszprém, but this has almost doubled in Go6déllé and
Mosonmagyardvar regions. Long terms asset accumulation occurred in all three
regions, export volume also grew, but value added increased only in Veszprém.
This latter region saw the fourth highest value added and export volumes.

Figure 2: Values of registered capital by owner categories in the Hungarian
regional automotive clusters, 2002 and 2005
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One cannot find the wide variety that was visible in terms of concentration in automotive
clusters in the picture of ownership structure (figure 2). A decisive share of capital
registered in the automotive clusters are owned by foreign companies. This concentrates in
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Northern and Western Transdanubia, in regions like Esztergom, Gyodr, Szombathely,
Székesfehérvar (ordered by size of hub), etc. The value of registered capital stands out
from its surroundings in Eger and Nyiregyhaza in the Northeast. Hardly any dynamics can
be found in regional distribution, and only one new region emerged as capital
concentration — Bicske, which is part of the Budapest agglomeration and neighbours
Esztergom to the South.

5. Regional clusters in the ICT industry

Similar to the previous chapter, we present here a brief overview of the regional
distribution of main indicators in ICT clusters: number of firms, number of employees,
value added, export. Then clustering tendencies in the first half of the decade will be
introduced in selected regions, and regional features of ownership structure will be
discussed in the end of the section.

Figure 3: Regional distribution of key figures in Hungarian ICT industry, 2005
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The role of Budapest stands out clearly in every indicator in the ICT cluster; only
Komarom (location of Nokia) and Székesfehérvar (former location of IBM) outperform it
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in export volume (figure 3). As national postal activities are included in our ICT cluster
definition, one should be careful in analysing performance indicators; these might
represent a large share of employment in regional centres.

In terms of number of firms, the capital is followed by regions of the Budapest
agglomeration (Budadrs, Pilisvorosvar) and university centres like Debrecen, Miskolc,
Pécs, Szeged and Székesfehérvar. Regions with smaller universities, like Gyodr,
Kecskemét, Nyiregyhaza and several agglomeration sub-regions, are in the third tier. The
Komarom region (Nokia) has less than 10 firms in the ICT cluster and does not show up on
the first map in figure 3. The number of employees already shows a different picture, and
one might notice that other locations jump to the second group like Budadrs, Hatvan,
Komarom, Mor, and Székesfehérvar, where the size of labour exceeds 3,000 employees.
These possible ICT clusters are followed by agglomeration and university regions in the
third group: Dunakeszi, Eger, Esztergom, Kecskemét, Miskolc, Pécs, and VAc.

Regional distribution of value added shows a very similar picture to labour distribution.
However, two regions stand out from the others, Budadrs and Komarom. The third group
contains various types of regions, and it is therefore hard to distinguish between the effect
of national post activities in value added creation. As was mentioned before, Komarom and
Székesfehérvar regions outperform Budapest in terms of export. These three locations are
followed by Véac, Hatvan and Budadrs.

To show the clustering tendencies over time, we followed a similar process as in the case
of the automotive cluster. We calculated the location quotient (LQ) for the number of
employees for all regions and each year from 2000 to 2005. As a first step in selecting the
regions, we eliminated regions within which the LQ was lower than 1 in 2000 and 2005. In
the second step, we sorted out regions where the LQ did not reach 1 in at least two other
years in the period. Interestingly, we found 2003 as a local maximum for most indicators in
most of the regions. Lastly, we left out regions for which the number of companies did not
reach 10 or the number of employees did not reach 500. Despite all of these steps, it is
necessary to analyse some of the regions where the LQ was lower than 1 in 2000; these
locations are present in table 4.

The number of firms increased in almost all of the locations from 2000 to 2003; this
number decreased again from 2003 to 2005 in all regions but one. An interesting case is
Komarom, for which the number of firms decreased throughout the whole period while
labour volume grew dynamically.

The listed regions present various and complex dynamics. As such, we decided to sort
them by size and dynamics of labour between 2003 and 2005, giving us four groups:
dynamic big, falling big, raising small and stagnating small. We show how ICT clusters
changed in absolute terms and how the indicators shifted relative to the size of labour.
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Trends of Hungarian ICT cluster in selected regions (1000 Euros)

Table 4

Subregion n  employess labour mMmH export long term n  employees labour uw_wwnm export long term n  employess labour a.m_nnuc.cu export long term
costs added asset costs added asset costs added asset

[Budaors 3* 13 26 2 0 99 208 4246 90524 240894 176260 720814 115 4331 96478 326274 2343083 1104572
[Budapest 1080 74788 630553 1472392 598164 3308207 | 3545 74777 961267 1537721 13836660 3803205 | 1549 63993 1002768 1507682 1346767 3822191
ICegled 4* 15 37 86 0 25 29 1112 8096 8208 40637 19514 18 814 5947 3564 18198 10111
Doreg 2= 3 13 7 0 0 14 666 3694 3803 3369 241 19 691 3663 3432 6048 260
Dunakesz 2t 6 10 61 o 147 81 838 12752 17249 23799 5884 a4 1380 19020 27778 107496 4630
[Esztergom 1% 0 0 0 0 0 38 1486 14418 27388 43601 39632 25 147 17183 30614 102401 2404
[Hatvan [ 885 6040 11969 32426 39867 17 1939 18448 353112 181480 20228 10 3347 416935 71630 348322 1453362
[Komarom 21* 146 964 2164 2832 1381 12 1827 20020 114949 2311114 13596 7 5363 70019 341233 4224860 136880
10zd 12 36 111 147 64 106 11 663 4162 10885 50030 5877 10 691 4777 10802 53471 6626
Pecs 39 3323 12776 21400 33914 33332 129 3410 32300 39134 67421 41984 69 2846 34460 42166 108408 33833
Szekesfehervar | 64 18508 86767 546875 3083761 203921 127 10893 00064 100698 1858013 160738 §2 1207 77831 40701 1841017 141845
[Tatabanya A 1033 5502 8610 11600 3957 42 1110 11764 10108 43701 16484 36* 533 4450 -5162 39205 160059
[Vac 25 3114 25167 53780 64387 40333 43 320% 47020 30719 630603 263811 26 2643 27305 31783 46186 59102

Note: LQ is lower than one in the cases when company number is signed with *
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The volume of labour in dynamic big ICT clusters has more than 1000 employees per
region and grew between 2003 and 2005. Three locations fulfilled these requirements:
Budaérs, Hatvan, and Komarom. All of these were really small in the beginning of the
period with a LQ lower than 1. In fact, ICT hardly even existed in Budaérs in 2000.
Consequently, a significant amount of green-field investment pulled up these locations.

e Komarom performs the best export values in absolute terms and per employee in
2005. Volume of export doubled, though export per employee fell by half in two
years from 2003. Though the number of companies increased through the whole
period, labour volume grew dynamically with a higher intensity than did value
added and export activity.

e Hatvan showed a similar pattern, to a lower degree however; all indicators grew
dynamically in absolute terms. Both value added and export level grew faster than
the number of employees.

e Budadrs saw the slowest growth in ICT, as labour and the number of firms fell
sharply there. However, value added and export grew rapidly.

Regions that represent large but decreasing size of ICT labour formulate the group of
falling big clusters. These are: Budapest, Esztergom, Pécs, Székesfehérvar, and Vac. The
regions differ in many ways, but both the number of firms and employees decreased in all
of them.

e Budapest is the biggest agglomeration of both ICT firms and labour. The number
of firms fell by half from 2003 to 2005, and labour size also decreased by 12,000
(although a significant share of this fall is due to cuts in national postal activities).
However, the decrease in value added was moderate, and a small growth in export
and long-term assets occurred. Budapest produces the second largest amount of
ICT export.

e Szekesfehérvar is a very important location for ICT, however its role is
diminishing in terms of labour volume and long-terms assets. The region produces
the highest share of ICT export and still has the second largest volume of ICT
labour.

e Pécs and Vac show similar patterns in size of labour and its change over time, as
well as added value and long-term assets accumulation dynamics. On the other
hand, Pécs follows an upgrading curve in terms of export, while this fell in Vac.

Esztergom and Dunakeszi regions are small but probably raising locations of ICT in
2003-2005, while almost no ICT existed there in 2000. Esztergom is a new location for
ICT that has still a smaller volume of labour and would be difficult to forecast from the
2003 and 2005 indicators, because export activity increased but long terms accumulation
fell sharply. The same happened in Dunakeszi, where a jump in the number of employees
by 500 was accompanied by export growth. However, long term assets accumulation also
stopped there.

Stagnating small locations of ICT are Cegléd, Dorog, Ozd, and Tatabanya. These
locations are very similar to the previous group but produced much lower levels of export
growth accompanied by a decrease in labour volume.
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Figure 4: Values of registered capital by owner categories in the Hungarian
regional ICT clusters,

-

Source: self-edited

The size of registered capital indicates an explicit concentration of ICT industry in the
Budapest agglomeration. The big hub of Budapest is followed by Budadrs, Komarom and
Székesfehérvar in 2000, although the order changed by 2005, with Dunakeszi overtaking
Szekesfehérvar. The ownership structure varies among regions; ICT capital in Koméarom
and Dunakeszi are almost fully owned by foreign companies. More than half of the stock
in Székesfehérvar was owned by domestic companies and individuals in 2005. One-sixth
of stock is in domestic hands in Budapest and Budadrs; Budapest also represents a
significant but decreasing volume of state-owned stock (which probably is the result of the
National Post Office).

6. Conclusion

In this analysis, we presented a brief overview of industrial dynamics and regional
distribution of Hungarian automotive and ICT clusters in the first half of the 2000’s. Our
data show that sectors related to the automotive cluster grew in all terms throughout the
period, while sectors related to the ICT cluster had a local maxima of indicators in the
middle of this period. Labour unit costs grew much faster than value added per employee
in both industries, which leads us to the conclusion that cost efficiency grew less relevant
for foreign firms in both automotive and ICT industries.

The cross-sectoral difference we expected and introduced in section 1 is visible in the
regional distribution of the two clusters. Automotive industries tend to cluster in areas
where foreign-owned firms located their sites, and new firms that enter those regions are
attracted by localization externalities. On the other hand, ICT concentrates in Budapest and
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its agglomeration; urbanization externalities might occur when new firms come off and
enter ICT clusters.

We also demonstrated the number of firms, labour size, value added and export changed
over time in selected regions where automotive and ICT sectors were concentrated. The
patterns of growth and decline in regional concentrations vary among regions in both
industries. Major indicators like the number of firms, number of employees, value added
and export value changed considerably over time. This means that clustering is a long term
process and that the concentration of firms depends on their strategy and the global market
of their products.

Gyor saw a growing concentration within the automotive industry. New companies entered
the region, the number of employees also grew, and there was likewise growth in value
added and exports. Localization externalities attracted a smaller number of new firms to
Esztergom, with labour volume increasing moderately there. Szombathely stagnated in
terms of number of firms. Though the period we investigated is very short with respect to
analyzing cluster formations, we might conclude that the automotive cluster in Gy6r was in
the phase of attracting new companies in the first half of the decade. Esztergom and
Szombathely, where localization externalities are weaker, are probably on the periphery of
the automotive cluster.

The picture of ICT clustering is a bit more complex in Hungary than is the case for
automotive clustering. Indicators in Budapest fell, but other hubs emerged in its
agglomeration. Our interpretation of this finding is that big companies moved from
Budapest to industrial parks that are close to the city but which offer lower rental prices
and overhead costs. The number of firms and labour volume also fell in other traditional
clusters, like Székesfehérvar, as IBM relocated its production site to Asia. Firms in
Székesfehérvar increased their exports, but the region is losing its attractiveness. Koméarom
emerged as a new location for ICT industry with the green-field investment of Nokia, but it
has hardly attracted any new firms after that.
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