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ABSTRACT

Although it is one of the world’s most successful industries, the automotive industry was one of the biggest
losers of the economic crisis of 2008. The crisis caused negative effects throughout the automobile supply
chain, but research about this period has been focused on car dealerships. The objective of this paper is to
provide insight gained from comprehensive research conducted in the Hungarian car trade market
through in-depth interviews with car dealership owners and a wide questionnaire survey with the
managers of car dealerships. The paper focuses on crisis management measures of the post-crisis period.
Statistical methods were applied in the analysis of the questionnaire, such as cross-tabulation analysis,
chi-squared tests, cluster analysis, variance analysis, and Tukey-type HSD. The study explores the factors
and tools for surviving the crisis. Research results confirm that focusing on sales, customer service, and
quality are the key factors for keeping and increasing competitiveness and market position..
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management
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INTRODUCTION

One of the biggest losers of the 2008 crisis was
the automotive industry, and the setbacks that
occurred in the supply chain were most
remarkable at the branded car dealerships. The
aim of this research was to explore the impact of
the crisis on the development and

competitiveness of car dealerships and their
recovery from the crisis in different segments in
terms of automotive brands.

Due to an artificial increase in demand at the
beginning of the 2000s and the car showroom
opening program, the number of dealerships and
sales reached an unrealistically high level in
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Hungary. The sales network became oversized -
3-4 times bigger than necessary - and its
structure was inefficient. In 2002, 1100
showrooms existed with 30-35 thousand
employees. Sales increased by almost 15%
between 2002 and 2009. The high number of
dealerships led to increasing competition, and
dealerships had to comply with serious
development requirements. According to the
newsletter of the Hungarian Association of
Automobile Dealers (www.gemosz.hu), after the
crisis, in 2011, there were only 420 dealerships,
with the number of employees dropping by 60%.

The main research objective was to provide a
situation analysis of the Hungarian automotive
industry based on secondary and primary data
and focusing on trade. With the help of different
methods, the numbers of car dealerships,
showrooms, sites, owners, and registered new
cars were analyzed and evaluated before, during
and after the 2008 global financial crisis.

The research aimed to assess dealers'
strategies, unfold how the crisis impacted them,
and the most critical factors in their success that
helped them in their survival.

LITERATURE REVIEW AND RESEARCH
BACKGROUND

In the automotive industry in the decade
before the crisis of 2008, mass production and
continuous expansion were common, which
brought market saturation and over supply
(Humphrey and Memedovic, 2003). In Western
Europe, overproduction reached 22%, i.e. 5
million cars/year (Becker, 2006). The fragmented
market made sales prediction difficult, and
manufacturers (Original Equipment
Manufacturers - OEMs) and suppliers had to
make their decisions based on volumes. This
situation made the market vulnerable (Orsato
and Wells, 2007).

The structure of the automotive industry
changed due to this situation, and the
importance of upstream and downstream
activities changed as well (Nieuwenhuis and
Wells, 2004). In the structure of the automotive
value system, upstream activities are played by
different levels (Tier 1, 2 and 3), while
downstream activities cover automotive
divisions (production and sales of cars and parts)

and different financial services such as financing,
fleet management and mobility services (Lung,
2004). In the past decade. The main changes in
the upstream system have been characterized by
a reinforced competencies transfer trend, the
continuation of suppliers’ concentration,
diversification in activities and a significantly
more complex system (Becker, 2006).

In the original model of the automotive supply
chain, production, assembly and the sale of cars
and spare parts played the primary role in value
creation, but in present times other, secondary
sources are also needed for completing a
successful life cycle of a car (Wells, 2010).

Downstream activities are connected to the
sale and use phase of a car. The original actors of
downstream activities were dealers, fleet
management companies and other service
suppliers. Later, in the 2000s, new roles have
been added to these activities, such as car
finance, leasing, insurance, accessories and
replacement parts (Nieuwenhuis and Wells,
2004).

Nowadays, an increasing level of competition
can be observed in the automotive supply chain
that is defined by the need for different
personalized solutions. Players in the sector need
to monitor consumer expectations in order to
maintain their efficiency, and they need to pay
special attention to handle problems of
uncertainty in their strategies (Kopecek and
Pinte, 2014). The automotive sector has a special
supply chain in which vehicles start at the factory
reach the final customer at the car dealerships
through distribution centers. The different
aspects of the automotive industry supply chain
have been analyzed by many researchers in the
past two decades (Sanchez and Pérez, 2005;
Mészaros, 2010; Thun and Hoenig, 2011; Szegedi
etal., 2017).

Stros et al. (2019) and Miskolcziné Gabriel
(2017) each discussed the upstream side of the
automotive industry supply chain, with the
former focused on sales and the latter on green
supply chain management. Domotorfi and Péter
(2016), based on the results of Zhang (2014),
elaborated on an expanded network model,
indicating the multiple relations between
suppliers.

Through the mid-1990s, the manufacturers
Suzuki, Opel and Audi in Hungary created large
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trading and importing companies in Hungary
(Humphrey and Memedovic, 2003). These forms
of investment were common in Central Eastern
European countries at that time (Radosevic and
Rozeik, 2005; Jakubiak et al., 2008; Pavlinek and
Zenka, 2011).

The world economic crisis of 2008 accelerated
the structural transformation of the automotive
sector. Production and trade were organized at a
mainly regional level instead of the global level.
Additionally, as covered by the research of Balcet
and Ruet (2011) and Balcet et al., (2012), new
actors appeared in the market of the global
automotive industry, namely developing country
multinational = companies. Moreover, the
transformation of the business model was
expected in the future due to the increasing
competence and market power of suppliers. The
crisis negatively affected the passenger car
sector. Markets became saturated, as a surplus in
capacity could be seen as people purchased cars
using bank loans and an increasing demand
appeared regarding more energy-saving cars
(Antal6czy and Sass, 2011). The original market
of 240,000 cars dropped to 45,000 thousand cars
in 2009 and 2010 (Gablini interview, 2017).
Nevertheless, the crisis affected and destroyed
not only the Hungarian car market, but
stakeholders in neighboring countries have
experienced the same problems as well (Winter,
2010; Van Biesebroeck and Sturgeon, 2010;
Fortwengel, 2011).

Although the research focused on new car
sales, it is also important to mention the market
of used cars since it has had a high level of
importance in Hungary and has impacted the
market for new vehicles. Before the outbreak of
the crisis in 2007 and 2008, the average age of
cars decreased to around 10 years, and more than
150,000 new and only 20,000 used cars were
registered. In 2009, however, new car
registrations dropped to 63,000 and used car
registrations started to increase. In 2016, used
car registration was higher than new by 37%
(Datahouse Kft database).

Due to these warning signs, the governments
of many countries started to take different
measures in order to promote purchasing and to
maintain competitiveness in different sectors
(Matysek-Jedrych, 2014). One of these measures
in the automotive industry was the so-called

vehicle replacement scheme that provided
financial support for those customers who
wanted to change their old, polluting, and
energy inefficient cars for a new one (OECD,
2010).

Based on the above, the research questions to
be answered by this study are:

e What kind of operation changes were the
result of the 2008 crisis?

e What difficulties must car trade markets
face?

e Which car trade markets can stay
competitive for the long term?

DATA AND METHODOLOGY OF THE RESEARCH

Secondary databases, obtained from the
Hungarian Association of Automobile Dealers
and Datahouse Kft, were used for the assessment
of the domestic market. As a next step, in-depth
interviews and questionnaires were conducted
to explore the effects of the 2008 crisis on the
Hungarian car dealerships with the highest
possible  accuracy.  Structured in-depth
interviews were done with the leaders of
dealerships to explore the impacts of the crisis
and to get detailed information about their
opinion, experiences and future visions.

A wide questionnaire survey was also
conducted that focused on the dealers' strategies,
the business models they applied, the factors
influencing competitiveness, the role of
importers, and the effects of the crisis. In the first
half of the questionnaire, after demographic
data, including the location of the dealership was
gathered, the number of sites and brands and the
details of ownership was asked to unfold the
corresponding advantages, disadvantages and
problems. The second part of the questionnaire
was about the competitiveness and strategies of
the dealerships (e.g. facts about management
and employee training, tools for the recovery
from the crisis, the maintenance of customer
relationships, communication, the role of the
internet, and the development of the cost
structure), and the impact of the crisis.

In Hungary, 405 dealerships were in operation
in 2015 by 249 owners. Following inquiries
through the phone, personally or via email, in-
depth interviews were carried out with 21
owners/managers, out of which 18 owners have
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only one site where they distribute only one
brand. In the second phase of the research, the
questionnaire was sent by the Association to all
the 405 dealerships; 60 questionnaires were sent
back for a 15% response rate.

Relying on the literature and the preliminary
research findings, the dealerships were classified
into 4 groups based on the number of brands
they are dealing with and the number of sites
where they are operating: one brand/one site,
one brand/multiple sites, multiple brands/one
site, and multiple brands/multiple sites.

Different statistical methods were applied to
the questionnaire analysis. Among others, cross-
tabulation analysis and chi-squared tests were
examined whether the relationship is verifiable.
Cluster analysis was conducted to show how the
examined dealerships might be grouped in terms
of their strategies and the method of variance
analysis was used for the examination of the
competitiveness of the dealerships. Among these
methods, the Wilcoxon test, correlation
calculations and variance analysis were
conducted for the examination of the impacts of
the crisis, the unfolding of the details of crisis
management, and establishing the details of the
competitiveness of the players.

RESEARCH RESULTS AND DISCUSSION

During the in-depth interviews, owners
confirmed that, because of the crisis of 2008, the
car market collapsed, and dealerships faced the
biggest crisis ever in their lives, all of external
origin. Besides reducing and restructuring costs,
the reduction of the number of employees could
also be observed in the analyzed companies, and
most of them started to focus more on customer
service to survive the dramatic decline of sales.
Additionally, owners tried to survive the crisis by
focusing on better financial management and
improving their customer services (Table 3).
Many of the analyzed dealerships operated
previously two sites, but due to the crisis they
were forced to close down one of them. Many of
the dealerships turned to general car service
activities by starting service for more brands in
order to survive. Some dealerships started re-
exporting activities, which meant that the new
car was registered in Hungary, provided with a
registration plate and immediately withdrawn
from the market. Afterwards, it was taken abroad

to another dealership and sold there. Finally,
most of the dealership leaders mentioned more
conscious financial management.

In many cases, development and enlargement
and training of employees also appeared, mainly
at those dealerships which represented more
brands and/or operated at more sites. In the case
of financial investors, where they owned other
companies as well and were stronger in terms of
capital, losses stemmed from the crisis could be
borne more easily; moreover this was thought to
be the means of differentiating themselves from
others. More of them started enlarging
showrooms and/or car services or tried to extend
the circle of services they provided. Those
companies in which development or
enlargement was commenced represented
higher price category cars. The managers of such
dealerships added that even though their sales
dropped, their clients were not primarily
affected by the crisis, as they did not sell so many
cars with a starting amount of 0 HUF, so the
decrease was not so dramatic in their case.

After 2008, companies representing more
brands and/or operating more sites felt the
decline of sales and some had to reduce the
number of employees or close sites. However, it
can be seen that compared to other dealerships
(one brand/one site), the purchaser ratio is
better. They managed to stay profitable
throughout the crisis in more cases, and there
were companies that opened new showrooms
and sites.

Unfortunately, the crisis lasted longer than
owners and automotive industry experts
thought. They expected it would last 2-3 years,
after which sales would rise again, but, instead
they had to wait 5-6 years until they could again
look ahead positively.

The results of in-depth interviews showed that
the owners and managers of dealerships
consider workforce-related factors as the
riskiest, i.e. workforce scarcity, lack of vocational
training and the increase in labor costs. 60-70%
of the responding owners and/or managers
considered these factors to be the most
significant sources of risk. These factors were
followed by the influence from the importers,
which was also mentioned at the in-depth
interviews by everyone, regardless of the brand,
site, owner or manager (Figure 1). However,
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managers of the companies have recently faced
new challenges, namely the lack of appropriate
junior and skilled workforce with professional

experience; this was mentioned in all in-depth
interviews and were confirmed by the results of
the questionnaire.

Increase of labor cost
Scarcity of labor force

Lack of vocational education
Legislative factors

Political factors

Influence of car manufacturers
Influence of importers
Competitors

Increase of fuel price

1 (ummportant)

4 (important) m 5 (very important)

B
- IS
Technology trends I N
.
- I
.

m 2 (slightly important)

¥ 3 (moderately important)

Figure 1: Ratios of the relevance of risk factors in the sector

Source: own analysis (Turzai-Horanyi, 2019)

Which risk factors were considered by the
dealerships when preparing their strategies was
scrutinized. In accordance with the findings from
the previous question related to risk factors,

dealers should consider the insufficient
vocational training and limited availability of the
workforce in their planning. The answers to this
question are summarized in Table 1.

Table 1: Risk factors considered by the dealerships at their strategic planning

Risk factors %
No risks considered 1.67
Limited availability of workforce 65.00
Insufficient vocational training 53.33
Legal 20.00
Political 15.00
Market (competitors, importers, manufacturers) 85.00
Financial 90.00

Source: own analysis

It is noted that the managers primarily
consider the financial and market risks (90% and
85%) when making strategic decisions. They

focus on sales and development opportunities in
their annual business plans, tasks which are
mostly impacted by financial and market
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(competitors, importers, manufacturers)
conditions. A limited amount of skilled workers
represents also an important issue (65%), which
has roots in insufficient vocational training
(53,33%). This may raise a long-lasting problem
for dealerships, which offer service and
maintenance for the cars sold, and, of course, it is
not a manager-related decision, but an external
influencing factor.

As an answer for the question about how they
could manage and resolve the lack of expertise
and vocational education, owners mentioned
higher wages and training.

Following the outbreak of the crisis in 2008,
dealerships had three ways to follow. Significant
parts of the companies were closed, as can be
seen mostly in case of the Suzuki showrooms.
Half of the surviving dealerships intended to

involve external resources to survive by bank
loans and 46% tried to manage the situation with
internal resources. The least frequent solution
was to share capital by inviting new equity
partners; only two owners applied this financing
method.

In the past 10 years, surviving dealerships have
had to apply various changes at more areas. The
research also analyzed which areas dealerships
were forced to change and which concrete steps
they could realize from these. As is displayed in
Table 2, all of the respondents decreased or
restructured their expenses, more than 2/3" of
them changed their marketing, more than half of
them reshaped their scope of activities, and the
same quantity undertook dismissal of
employees.

Table 2: Ratio of crisis management measures realized on different fields following to the crisis

Measures

%

Dismissal of employees

55.17%

Decreasing and restructuring expenses

100.00%

Changes in marketing

67.24%

Modifying payment constructions

41.38%

Broadening and reshaping the scope of activities

55.17%

Source: own analysis

After the outbreak of the 2008 crisis, the
number of showrooms dropped by almost 40%.
As a result, the characteristics and activities that
helped companies survive this period and
maintain their activities were examined. The
results are indicated in Table 3. Approximately

90% of the respondents marked good financial
management as a main tool that helped them
survive the crisis, but 75% of them also
considered good customer service as very
important.

Table 3: Characteristics and activities that helped survival of the crisis

Activities %
Involving new owner 6.78%
Re-export 18.64%
Good financial management 89.83%
Good customer service 74.58%

Source: own analysis

The reasons and characteristics that led to the
closure of certain dealerships were also
examined in the research. As the owners of these
dealerships were unwilling to respond, only the
opinion of the still operating dealerships was

available, which provided indirect information
on the shortcomings of companies that were not
able to survive.

Owners/managers of the dealerships were
asked what could have been be the main reasons
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for the termination of the dealerships that could
not survive the crisis in the questionnaire,
specifically: are the reasons sector-specific (i.e.
related to all dealerships), brand-specific or
related to personal problems. Results show
similar  characteristics in both cases;
inappropriate management and the spending of
dividends was mentioned frequently. Almost
50% of the respondents indicated that
inconvenient customer service and young age of
the dealership were also among the main reasons
that some enterprises could not survive the
crisis.

Due to the showroom opening program in
Hungary, dealerships were opened at the
beginning of the 2000s, however they did not
have proper professional or financial
background. Dealerships mostly focused on
sales, hence after the outbreak of the crisis they
had not enough strength, experience, customers,
and clientele which could help them survive.

Answers by all respondents regarding the
strength and direction of correlation of the two
variables were analyzed. The respondents were
asked about these negative characteristics in
general and in relation to similar dealerships. The
correlation was checked using cross-table
analysis and the gamma index, and it was found
that the relation is very strong between these
factors. In almost all cases, when the respondent

qualified one of the factors as negative at similar
dealerships, they marked the same factor in
general as a main problem.

The examination of the changes in the
automotive dealership sector justified the
analysis of the competitiveness of dealerships,
particularly how they saw their own situation
and how they compared their own
competitiveness to their peers. To address this,
owners/managers were asked two questions
about how they positioned and ranked
themselves in comparison to their competitors.
In the first question, they were asked to place
their dealership in relation to their strongest
competitor on a scale between 1 to 5 with
respect to the following:

e Technology used during service and repair;

e Techniques and technologies used during
sales;

¢ General competitiveness of the dealership;

¢ Quality of customer service;

e Meeting customers' requirements.

The next question for the evaluation of

competitiveness in relation to competitors
addressed profitability, growth and stability.

During the analysis and assessment of results,
four groups were used that were earlier defined
and applied. Results of the descriptive statistics
are displayed in Table 4.

Table 4: Results of examination of competitiveness of groups set up from the examined dealerships

Type l\\llgﬁllber Oflvcl?sssiig Average | Median | Modus | Dispersion
Competitiveness | 1S 1B 16 0 3.8 4.0 4.0 0.57
compared to the | 1S mB 10 0 4.8 5.0 5.0 0.23
strongest mS 1B 11 0 4.2 44 5.0 0.66
competitor (1-5) | mS mB 23 0 4.2 44 4.5 0.56
Current 1S 1B 16 0 34 3.5 4.0 0.87
competitiveness | 1S mB 10 0 4.6 4.9 5.0 0.50
of the dealership | mS 1B 11 0 4.0 4.0 4.0 0.72
(1-5) mS mB 23 0 3.9 4.0 4.0 0.77
Competitiveness | 1S 1B 16 0 3.7 3.6 3.4 0.42
(1-5) measured 1S mB 10 0 4.7 4.8 5.0 0.27
based on mS 1B 11 0 4.2 4.1 4.1 0.53
questions 27-28 mS mB 23 0 4.1 4.1 4.5 0.50

Legend: 1S 1B: 1 site/1 brand; 1S mB: 1 site/multiple brands; mS 1B multiple sites/1 brand; mS mB:

multiple sites/multiple brands
Source: own analysis (Turzai-Horanyi, 2019)
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Table 4 shows that in all three cases in which
competitiveness was compared to the strongest
competitor one site/multiple brand dealerships

Variance analysis was conducted to see if
significant deviation can be justified between
these averages, with the results summarized in

are the most competitive. Table 5.
Table 5: Result of variance analysis
ANOVA
Sq. D. of St. .
dev. fr. dev. F S1g.
Competitiveness Between groups 5.872 3 1.957 6.644 0.001
compared to the Within group 16.496 56 0.295
strongest In total
competitor (1-5) 22.367 >9
Current Between groups 8.802 3 2.934 5.206 0.003
competitiveness of | Within group 31.560 56 0.564
tSt)le dealership (1- | In total 40362 59
Competitiveness Between groups 6.829 3 2276 10.93 0.000
(1-5) measured by 3
questions 27-28 Within group 11.660 56 0.208
In total 18.489 59

Legend: Sq. dev. = Squared deviation, D. of fr. = Degree of Freedom, St. dev.= Standard deviation, Sign.=
Significance

Source: own analysis (Turzai-Horanyi, 2019)

Based on the strongly significant (p<0,01)
result of the variance analysis, the significant
deviation can be justified between the group
averages in all three cases. In the case of the
significant result of the F-test, in order to define
groups showing significant deviation, the Tukey-
type HSD real significant difference posthoc test
was also used (Table 6.). The result of the post-
hoc test supports that in the case of
competitiveness compared to the strongest
competitor, the current competitiveness of the
dealership and competitiveness measured
collectively, one site/multibrand dealerships are
the most competitive.

During the in-depth interviews, managers of
the dealerships highlighted more benefits of
sales activities at multiple sites. At the same
time, the result of the questionnaire survey
shows that benefits due to multi-site activities
are not sufficient for the owners to expand and

develop their activities in such a direction.

It seems that a rational and achievable goal for
them is increasing the efficiency and
competitiveness of the dealerships. Increasing
efficiency requires improvement in hard
(technology-based) and soft (human resource-
based) factors, as was similarly highlighted by
Fortwengel (2011) and Matysek-Jedrych (2014).
In addition to finding proper expert workers, the
increase of the number of employees is also an
important step for further development. Many
dealership owners intend to open further sites or
involve other brands as a special solution for
keeping their position and to be able to grow. A
similar situation is seen in Slovakia (Pavlinek and
Zenka, 2011) and in other developing, non-EU
countries (Van Biesebroeck and Sturgeon, 2010;
Sturgeon and Van Biesebroeck, 2011).
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Table 6: Result of Tukey-type HSD post-hoc test
Competitiveness compared to the strongest

competitor
Type Number
of cases 1 2
1S 1B 16 3.8
mS mB 23 4.2
mS 1B 11 4.2
1S mB 10 4.8
Sig. 0.231 1.000
Current competitiveness of the dealership
Type Number
of cases 1 2
1S 1B 16 34
mS mB 23 3.9 3.9
mS 1B 11 4.0 4.0
1S mB 10 4.6
Sig. 0.130 0.129
Competitiveness measured collectively
Type Number
of cases 1 2 3
1S 1B 16 3.7
mS mB 23 4.1 4.1
mS 1B 11 4.2
1S mB 10 4.7
Sig. 0.074 0.989 1.000
Source: own analysis
The recent COVID-19 crisis raised new retirement age very soon, and, therefore, they

challenges for the automotive sector. Hoeft
(2021) highlighted the fundamental principles of
crisis management for the players in the
automotive supply chain, namely having a clear
direction of where to take the company, having
definite key performance indicators for all
employees, collaborating with key partners, and
finally, ensuring continuous learning about
improving the agile strategy process (Hoeft,
2021). These recommendations may be applied
for Hungarian dealerships as well.

An additional significant challenge for the
future management of companies is the question
of succession, which is an important problem, as
owners of the examined dealerships will reach

put more focus on this question. The car
dealerships operate mainly as a family business
- especially the one-brand/one-site dealerships -
hence founders set as a primary goal passing it on
to family members. Problems could arise,
however, if the children are not interested in
continuing the family business. This question is
to be discussed as the next stage of the research.

Establishing close relationships with clients
also plays an important role for dealerships, and
they should try to follow new methods and adapt
to new trends of mobility as much as possible.
Digital experience, location of the dealership,
internet availability and the post-purchasing
experience represent more and more influential
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factors in the competitiveness of dealerships.
According to a survey, internet use by clients was
only 15% in 2000 but reached nearly 90% by 2016
(Mohr, 2013; Deloitte.com, 2017).

CONCLUSIONS AND RECOMMENDATIONS

The results of the research confirmed the
assumption that focusing only on sales is not
sufficient for surviving in the long term and for
maintaining competitiveness. Those dealerships
that put customer service in the background
either did not survive the 2008 crisis or they
survived but only by paying a very high price.
Due to restructuring, reengineering and austerity
measures within the company, as well as the
result of increasing demand and willingness to
pay, car dealerships have begun to develop over
the past few years. Nevertheless, the permanent
changes of the external environment (in political,
economic, social, technological and
environmental issues) should be taken into
consideration in the formulation of effective
strategies. In addition, future trends influencing
power should not be underestimated, as these
factors will influence the existence, development
and competitiveness of all players in the
automobile sector, including car dealerships.

It should be of Interest to dealerships and
importers (or manufacturers) that importers
rather supported dealerships with one brand and
one site rather than multi brands in recent years.

The results of the research show that a higher
ratio of one brand dealerships was observed until
2008 for brands such as Nissan, Seat or Honda
(but not Suzuki). In the case of dealierships
which did not survive the global economic crisis
and went bankrupt, the reason could be that
purchasing power dramatically decreased, the
showrooms of the mentioned dealerships
became empty, and dealerships that were
relatively close to each other within one city
could not survive.

Because manufacturers also cooperate more
intensely, however, a special situation can be
observed between the players in that maybe only
a universal workshop will be required for service
and repair. In spite of all this, dealerships want to
keep the customers for themselves and serve
them in every area of customer service.

In addition, to increase consumer satisfaction,

clients should be served at the highest level; car
dealerships should consider expanding their
distribution to more brands.

The research results are in many respects
exploratory and can be a guideline for the
dealerships and can be the basis of further
research. The main goals for the future are
extending the research beyond country borders
and investigating all the key participants of the
supply chain who strongly influence dealership
competitiveness.
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