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Executive summary
Usmg the results from a company survey of manufacturlng and knowledge—mtensrve
busmess serv1ce (KIBS) sectors 1n Hungary conducted in 2008 in the framework of the -
Hungary-Japan joint research prolect ent1tled ‘,‘Multmatlonals and Local Resources we
exammed the followmg 1ssues (1) ma1n structural characterls’ucs of ﬁrms )
composrtlon of management and patterns. of transferring bus1ness practlces ?3) d1ffus1on
and drlvers of organlzatlonal 1nnovatlon and (4) Sklll requlrements and knowledge

development practlce 1n ﬁrms Our focus is on the d1ffusron of organlzatlonal innovation

and the ﬁrm level knowledge development practrce

Ev1dence on the demography of the fmns surveyed 1ndlcates that in both the
manufacturmg and KIBS sectors, the so-called a’e novo firms (Martin, 2008) are
dommatlng In other words the overwhelmmg ma_]orlty of surveyed firms were
estabhshed following the collapse of the state-socialist political and economic system.
The largest segment of the manufacturing firms was created at the beginning of the 1990s,
~ while the majority of the KIBS firms were more recently established after the millennium.
The Hungarian ownership represents the largest share in hoth sectors (almost two thirds
of the companies inveStlgatedl; however within the group of manufacturing firms, the
share of forelgn ownershrp is twice higher than that in the KIBS sector. Regardlngw
membership of a company group, we found that the majorlty of ﬁrms (four-ﬁfths) are
operating 1nd1v1dually, without company group membership, wh1ch in 1tself does not help
, the orgamzatlonal leamlng process and 1nnovat10n In the case of group member firms,

the locatlon of the headquarters has a great varlety KIBS firms are supervised by the.
Hungar1an headquarters whlle the manufacturmg firms headquarters are in foreign

countrres, mamly in Germany and Austrla, but also in J Japan.

~ Regarding the company size and orgamzat1onal archltecture of the ﬁrrns, we may say that
small firms w1th a flat organ1zat10n are dommant In sp1te of this common feature, in the

manufacturmg sector, the share of med1um-s1zed firms is more than tw1ce hlgher than



that in the KIBS sector. Concerning the organizational architecture of the firms
mvestlgated espemally among the KIBS ﬁrms the flat orgamzatlonal structure represents

the dommant pattern.’

Regardmg the roles of mtematlonal versus internal (home) markets and the sources of
competitiveness of the firms, dlfferences and similarities of the sectors are found.
Concemning the market structure, the KIBS firms are focusing almost exclusively
~ (94.7 %) on the Hungarian market. While the manufacturing firms have a more balanced
distribution between the Hungarian and foreign markets, the manufacturing firms ‘are
‘more active in both the domestic and foreign markets. Results on the sources of
competitiveness highlight the following' the most important factors of competitiveneSs in
both sectors are quality, flexibility, and speed to respond to market requirements.
Contrary to the public behef in Hungary, prices, customer orientation, and the importance
of the skilled labor force are of less importance than the three factors listed above. It is
noteworthy that, in the KIBS firms, ther,ole of the,Skilled Jabor force is more important
 than price or customer orientation among thefactors shaping the competitiveness of the

firms.

The survey results on the compoSition ‘of company management and on the patterns of
transferring business practices suggest that the local managers are dominant in foreign- -
owned firms in both sectors. However, among manufacturlng firms, the percentage of '
foreign managers (expatriates) is almost twice that in KIBS companies. Comparmg the
nationality of managers in various business functions, we may say that, in such fields as
accounting, ﬁnance; ‘"organization production, and customerser’vi'ce, local managers are
playing a decisive role. It is noteworthy that, in such a high-value-added business
function, such as R&D, the significant presence of forelgn managers characterlzes the
manufacturmg sector. Nearly every second managenal post is occup1ed by foreigners. On

the other hand, in the KIBS firms, shghtly more than one-fifth of R&D managerial

' The term “lean-organization” in our research indicated the minimal distance between managers and the

rank-and-file workers or, briefly, a less hierarchical organization. This type of organization is often

characterized by the “controlled autonomy” in work, reflecting the concern of employers to balance the

needs of exercising control over employees and at the same tlme enoouragmg their creat1v1ty (Edwards-
' Geary—Slsson, 2002).



posmons are occup1ed by forergners Regardmg the recrultment pattems of fore1gn
managers, we also found sectoral drfferences The percentage of managers recruited from
company headquarters in the manufactunng sector is larger than that in the KIBS

Mobility among Hungarlan managers in the company group network is limited mamly to
the managerial rank. In other words, local employees without managenal posmons have
none or a very limited opportunrty to work in other firms belongmg to the same company
group. In this sense, 1t is noteworthy that in the manufacturmg sector, the number of
- Hungarian nationals working abroad in other member firms of the company has been

substantially increasing since 2003.

The dominating pattern of transferring foreign business practices into the Hungarian
firms is the so-called creative adaptation or hybridization. According to the internatiOnal
evidence in the field of Human Resource Management (HRM),' locals generally have

more autonomy in the development of business practices.

As a core topic of thls research we exammed the dlﬁ‘usron and drivers of organ1zat1onal
1nnovat1on Here we also found certaln s1m11ar1t1es and drfferences between the
‘manufacturing and KIBS sectors Identrfylng the d1ffus1on of orgamzatlonal 1nnovat10n
we made a d1stmct10n between rad1cal or structural orgamzatlonal” and incremental or

procedural orgamzatronal” 1nnovat1on By and large the drffusmn of less radrcal or
1ncremental 1nnovatlon characterrzes both sectors However 1n the KIBS sector forms of .
| structural orgamzatlonal mnovatron such as prOJect-based work, are more often used
than in manufacturmg firms, but the 1nterd1sc1phnary workmg groups are more w1dely
diffused in the manufacturmg sector Regardlng the 1ncremental version of organlzatlonal
innovation or procedural organlzauonal mnovat10n ? three sectoral pattems were
identified as more w1dely employed in the manufacturmg ﬁnns than in the KIBS sector :
“quality assurance/audltlng systems » “delegatmg quahty superv151on and ob rotation”.
‘Flrms operatmg in this sector were using “benchmarklng more extens1vely than-:
manufacturmg compames Regardmg the drrvers of orgamzatlonal innovation, we
confirmed that the key mot1f is to 1mprove the efﬁcrency of dally operatlons of thev

company in both sectors However in the KIBS ﬁrms the renewal of the knowledge base



and the improvement of quality and customer services are also regarded as important
factors of organizational innovation. Dueto the speci‘al, integrative feature of Information
andCommunication Technology (IC”l‘), during the company survey, we gave increased
attention to the embeddedness of this technology into a firm’s practice. In both sectors,
surveyed firms use ICT as a tool to reduce the cost of communication and coordination.
In spite of this common pattern, the KI.BS firms are employing ICT more intrinsically in
their business practices than the: manufacturing companies. For example, the share of

firms using ICT in research is twice as large in the KIBS sector than in manufacturing.

‘Regarding skill requirements, we made a distinction between types of skills, such as
formal education competence and social skllls In both sectors the followmg skills are
dommantly required by employers “professional-technical skills,” “reliability,” an
“experience-practical skill.” Surprlsmgly enough skills, such as_ problem-solving,
creativity, managerial sk1lls ICT knowledge and language knowledge, are of less
importance. Evaluating the knowledge development practlce in the firms, we were
interested in learning the value of the so-called “knowledge-based” (learning as
acquisition) and experience-based” (learning as part101patlon) forms of knowledge
development. The former type of knowledge development relates to the formal
educational training often documented by certiﬁcation,' and experience-based knowledge
refers to job-rclated (OJT) learning. Both in the’manufacturing and KIBS sectors, the
“experience-based” or “situational learning” plays a dominant role, and “formal training”
is given less importance. Beyond this general pattem, the folloWing slight differences -
were identified: in the KIBS sector, employers have more “training—'frie‘ndly” attitudes in
general. Employers in this sector support, more than those in mannfacturing firms, the
participation of their employees' 1n both the formal standard education system and
company—organized and ;f'manced courses, too. Finally, managers/employers in the
surveyed firms were asked to assess the importance of external knowledge sources (. g‘,
customers, suppllers and educational and research 1nst1tutes) and the company S
knowledge-generating process. In both sectors the extemal actors are playmg significant
roles, especially customers, supphers, and service _provrders. In addition to this common
pattem, firms in the KIBS seCtor are relying more often on a larger variety of external
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knowledge sources than manufacturing companies for the development of their

, kh0wledgé ib'ase'.‘ ‘




Foreword: Distinction betweyensystem-specific and Generic Changes in
the Central European Economies

i. Different Cycles of the Transformation Process in the Post-socialist Economies

Our objective in this study is to gain a better understanding of various featur,es of
organizational innovation and how knowledge is used in the manufacturing and business
service sectors in Hungary. The project was funded by the Ministry of Education of Japan
(Grant No. 19402023), the Nomura Research Fund, the Tokyo-maritime Research Fund,
and the Hungarian Academy of Sciences. The authors owe a pai'ticular debt to Jim
Treadway who condﬁcted a careful and creative editorial work.To better understand the
lessons drawn from the Hungary-Japan joint company sﬁrvey, it is necessary to highlight
the specific contexts of the generic and social—econbmic system of the firms investigated.
Changes related to globalization are often considered to be generic, in contrast to system-
specific changes, for example, including the transformation from a state-planned to a
market economy in Central Eurdpean post-socialist countries. Analyzing the impacts of
these generic changes, we stress the important filtering role of the macro-level national
institutions (e.g., labor market regulations, training system, societal values, and norms
regulating the collective behavior of economic and social actors). The mainstream
literature‘ emphasizes a strong convergence of the institutional patterns in the process of
globalization, regardless of whether they are structurally institutional or culturally
ideological (Ritzer, 1993). However, there is énother trend in the literature, in which
various labels, such as “societal approach” or French regulation school, are used; the
representatives of this trend differentiate between micro- and macro-institutional patterns
of society, such as the labor relations systems, the educational, legal, and ﬁnéncial
systems, and various elements of the welfare state. In this view, the macro institutions
only change along a historical perspective. In this context, the “path-dependency” model
of institutional development has strong relevance (Grabher-Stark, 1997; Zysman, 1994).
Namely, the effects of globalization are absorbed or mediated by these macro-patterns of

institutions, and the various trajectories or paths of economic development are éctually



the1r outcomes. Hage descnbed the sﬁuatron m the followmg manner in a paper wrltten in
2000: | | |
“What makes these systems macro is that they apply o the entlre somety :
and typlcally have been institutionalized for long time perlods A Veryj
common element is that there are multlple orgamzatlons 1nvolved 1n
which a varlety of comp]ex soc1a1 roles are enacted. In contrast s1mp1e |
mlcro-mstltutronal pattems represent relatlvely 51mple pattems or
. norms and/or laws, 1nvolv1ng few actors with relatlvely 51mp1e and
frequently repetitive social roles, and these patterns have been relatively
recent . Slmple 1nst1tutlona1 patterns such as ... quahty Work mrclesi
may diffuse throughout the advanced mdustnahzed countrles but complex

patterns w111 not 2

It seems obvious that the “ﬁltenng functlon of these micro- and macro;level inStitutions
has a 51gn1ﬁcant effect on the 1nnovatlon capa01ty of busmess orgamzatlons (ﬁrms) that
will vary from country to country In 11terature stressmg the 1mportance of the
1nst1tutlonal speclahzatlon of the natlonal economies, we w111 rely on ‘the theoretlcal
stream which is labeled as the varlety of capltahsm (V oC) view (Hall—Soskrce 2001)‘:
and adopted to the “transformatlon economies’ of Central and Eastem Europe (Martm ‘
2008). o S , ; Pt i : :

In the development of the so-called ;“transformational economies,” and, hence, -in the‘
modernization of the Hungarian economy, there were elea’rly. visible development cycles.
In the ‘1‘9‘90s, the undoubtedly positive effects of Foreign Direct Investment (FDI) are
clearly evident. For example, this. FDI development includes growth'in ‘productivity,
higher - occupational rates export /growth, the spread of leading-edge management;
organizational practices, and technological spillover effects. In this ’respect, especially in-
the conter(t of the present'ﬁnanciai and economic crisis, it is necessary to call attention to

the unique knowledge-creating and innovative roles of multinational corporations

% The following observations by Hage (2000: 313) are also noteworthy: “Macro or complex institutional
patterns are strategic for two central problems current in social theory today. First, they systematically
relate macro-institutional analysis to the meso-level of organizational analysns Second, they exphcate why
there are path~dependenc1es in some aspects of society and not in others.”
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(MNCs). As Lam (2008: 2) noticed, “... because of their structural positions spanning
diverse institutional contexts and their ability to transfer knowledge ecross national
borders, recent research has emphasiyzed the learning and knowledge creating aspects of
foreign direct investment‘ and ~overseas subsidiaries as a ‘s’ource of competitive
advantage.’5 In addition to the brief list of positive’ outcomes, there are gaps in the
earnings levelsibetween» Hungarlan- and/ forei‘gn’-‘owned ’companies. Furthe@ore, the low
intensity of product and process innovation is characteristic of the Hungarian-owned

companies and not of the foreign orjointly owned firms. -

In the last two decades, asymmetrieel patterns of economic modemlzetion shaped the
orgamzat1onal morphology in the economy (Mako lllessy, 2007). The dlrect effects of
this unbalanced nature of the Hunganan economy were also descrlbed by a Hunga:rlan
economist when, in connection with an analysis of the structure of economic growth,
Belyacz (2008) emphaSIZed tha “...the main problem is with the structure of economic
growth The forelgn—owned compames ‘Wwho produce the hon ] share of exports, provide
half of the annual growth in gross domestrc products (GDP) the income of the market-
dependent domest1cally—owned companles (not those dependmg on state-led demand)
only contributes to a very modest degree to the (net) mcrease in national product If
there is no research and development in these companies, if the most basic aspects of
innovation remain ‘unknown, if the technical-technological capacities of any eventual
investments are at a low level, the workforce is unskilled or unable to develop their sl<ills,
then the elementary conditions for successful investment will be lacking” (Bélyacz, 2008:
3-4).

Other economists also point out that, for further modernization, the economy must be set
‘on a new course. For instance, Miklos Szanyi argues that “the sources of formerly
attractive factors have become exhausted. Now investors are attracted by other
investment factors. Taking into consideration the conditions for investment which remain,
the absorptive capacity of the country is exhausted. The decline experienced on both the

supply and demand side indicates we have reached the end of the capital-attraction phase.
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In order to revive 1nterest in further caprtal 1nvestment the creatlon and relnforcement of
-anew attractive envrronment will be necessary” (Szanyr 2003 10)

The new course for economic development involves a much closer part1c1pat10n wrth the

‘learning economy than currently observed and the creatlon of a more balanced

economic - structure. In connectron w1th this latter po1nt we empha51ze the vrtal

significance of an increased future 1nvolvement of small and med1um sized busmesses in

the international d1v151on of labor in the form of hrgher valued-added act1v1t1es

On the basis of international research experiences, we can statethat in order for the
actors in the economies of Central Europe mcludmg Hungary, to partlc1pate in the fast-
develop1ng leammg economies, it is vital that the negative tendenc1es discussed above be
reduced in a substantial degree Regardmg the new tra_]ectory of economic development,
‘we use the term ‘learmng economy rather than the currently more widespread |
f,‘knowledge-based economy > As N1elsen and Lundvall have stressed ‘the term ‘learning
:economy ‘does not simply place emphasis on the 1mportant role of knowledge since this |
has always been a key factor in economic success but rather on the capac1ty fo lean
ccontinuously, to adapt to changmg env1ronments and to acqu1re the new competencies
necessary for this, and the ability to update existing knowledge, all of this in the context

of the current economic environment (Nielsen-Lundvall, 2003: 3)*

The ability to learn is equally important for any economy, whether on an individual, firm,
or national level. In this paper we focus primarily on the analysis of learning at the meso
or firm level. In other words the unit of analy51s is the firm and its collective capac1ty to
learn that we refer to as organlzatlonal learning. The explmtatlon of opportunltles to
connect to the global economy offers a special role of orgamzat1onal 1nnovat10n that we
may characterzze as learnzng organzzatzons It is of partrcular 1mportance that firms that

adopt new orgamzatlonal values and solut1ons are encouragrng 1nd1v1dua1 and especlally

3 This is especially true for Information Technology. The authors refer to a publication of the German
Education Ministry, according to which half of the knowledge acquired during a higher education course is

" out of date'a year after graduatron, wh1le, for other branches of knowledge thls process takes an average of .
_ eight years. { - .
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collective leaming through implementing various forms of organizational innovation (e.g.,
multi functional workmg groups and team work) | | :

In this context, we agam emphas1ze that the 1nnovat10n achreved by firms operatmg in
Hungary is extremely modest in compar1son with that in developed nations. In addition to
the generally low level of 1nnovat1on, we ma1nta1n that thlS phenomenon is linked to
significant 1nequa11t1es The innovation act1v1ty of 1nd1genous firms (both in terms of
process and product 1nnovat10n) is far lower than that performed by fore1gn -owned ﬁrms
and firms with mixed ownershrp As is suggested in Table 1, thls tendency remamed

unchanged between the two survey periods.

Table 1: Form of ownershlp and firm mnovatxon act1v1ty in the Hungarlan
economy, 1999 —2005*

Structure of ‘ R ‘Percentage of innovative firms
firm : ‘ Innovative firms ‘ . _Non-innovative firms
ownership 1999-2001** | 2004-2005*** | 1999-2001** | 2004-2005%**
100% - o T , -
Hungarian 13.4 % 173% - 849% . 827 %
ownership 5t , B '
Mixed : ‘ : o :
. 31.5% 305% |  65.8% 69.5 %

ownership parss et ‘ ‘ ,

0, 3 . . . : .
100% foreign 17.6% 301% | 785% | 69.9%
ownership ‘

* process and product innovation -
**Jwasaki, I. (2004), p.111 _
*** based on calculations by Zsuzsa Szunyogh (KSH, Hungarian Central Statistical Office)

Although there is an almost general consensus among‘ innovation researchers that
innovation has a positive impact on a ‘company’s_competitiveness, ‘the majority of
analysis focuses on the technological (product or process) innovation alone, while
ignoring the important role and effect of organlzational and socio- cultural innovation

Th1s trend is by no means hmlted to Hungarian somal sc1ent1sts and practitioners. The
Oslo Handbook produced by Eurostat and the OECD, whlch offers gu1d1ng principles for
European innovation researchers to collect and ‘analyze data, originally focused on

technology-orientated product and process innovation alone. Not until the third edition,

4 The OECD came to a similar conclusion, ‘which established that 75- -80% of Hungarlan R&D expendlture'
-originated from firms in foreign ownership (OECD, 2007: 124-125).
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publlshed in 2005 were the non-technology—related ﬁelds of marketmg and
organizational innovation added. Now accordmg to the 2004 Community Innovation
Survey, financed by the European Union, the Union’s economic backwardness relat1ve to
the U.S.A. or Japan can be pr1mar1ly traced back to the lack of so-called non-
technological 1nnovat10n (orgamzatlon and marketmg) rather than to the lack of

technolog1cal mnovatlon (European Comm1ssron 2001)

According to the European Competitiveness Report and other outcomes from other
international surveys, the advantage that the US.A. enjoys over Europe is not contrary to
popular belief, the result ofa hlgher level of technologlcal 1nnovat1on Amerrcan firms
lead in their ability to 1nnovate in orgamzatronal and management terms as well as in
marketing methods. New business models innovative sub-contracting methods, and the
i integration of produot and brand management play a key role in the 1ntroductlon of

~ technological innovation into new markets.

Especially, in the present global economic -and financial crisis, the so-called non-
technolog1cal innovation represents a missing link that prevents European firms from
taking advantage of the opportunities offered by new technology and other challenges of
the present condition. * In this connection, we emphas1ze the following relationship,
which is well-known to organizational sociologists: technological and organizational
ehanges are inter-related, and only the joint optimization of these two systems is a source
of enhanced economic perfonnance.6 For example, the new methods of Working (e.g.,
teleworking and mobile worklng), the spread of project- and network-based firms (PBF),
are not, contrary to popular belief, simply dependent on the availability and use of ICT.

* According to the latest review on the impact of the global financial and economic crisis, despite the
downturn, entrepreneurs are enjoying a worldwide renaissance, and the U.S.A. still leads the world.

Wooldridge, A. (2008) Global heroes (special report on entrepreneurshlp) The Economist, March 14th, pp.

3-19.

® In fact, this is the so-called socro—techmcal concept elaborated by researchers at the Tavzstock Institute of
Human Relations in London during the 1960s, which emphasized the significance of the joint optimization
of the social and technical systems from the point of view of work group performance. Our conception is
based on the more modern variant of the socio-technical approach, called “social-technical system design:
STSD.” This term indicates the principles and norms. of the division of work that exert a positive influence
both on the quality of the work completed and on the organizational (firm) performance (see Nielsen, 2007).
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Both domestic and mtematlonal expenences highlight the 51gn1ﬁcance of the mutual

1nﬂuences of the technologlcal and social-organizational 1nnovat10ns

In the next sectlon, before presentlng the results of the company survey on orgamzatlonal
innovation 1n a comparison with the manufacturmg and business service sectors .in
Hungary, we outline the growing role and some features of the service sector representing

a generic shift in economic activities since the last decades of the 20 Century.
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ii. Generic Shift in Economic Striléture: Great Ché]l‘enges‘of ’S’ervices 3
Since the lasf deéédes of the 20th Century, we have w»itness‘ed‘the specific growth of the
service ééctor a’t‘the expénse of the manufacturing one.. Some scholars are qualifying this
ch_angé,as a historical shift in the structure of economic activ‘itie's, and fothers even refer to
a service sector revolution. In a rathersimplistquay,v' the wealth of ‘nations can be
attributed to agriculture two ceﬁturies ago, to manufactufing a century ago, and to the
service sector now, producing 70-80 %‘of GDYPv‘i"n dgygloped eébnomies. In contrast, the
share of the service sector in the-GDP in d‘evclopi‘n,g_ ¢Quntries is 52 %, and that in the
Central European Post-Socialist countries iran‘ges ﬁom 584 % to 62.9 %. Anothgr
_ noticeable feature of these changés is the rather different development dynamics in thé |
mam‘l‘facturin'g, and the _servic'e séctors. 'Globally, the KIBS seétor‘\ enjoyed; 23.6 %.
v producti\iity growth' accompanying with‘2,0.2_ % employment increase. On the other hand,
28.8 %' produé,tivity_grthh and 22.8 % employment decline were registered in the
manufacmring'sgctor (Sako, 2006: 500). |

- Globalization of the service sector is a rather new phenomenon, and in this sense, it is

théworthy that the fqles of the folloWing threé ‘drivérs\are as follows:

(1) delocalization (outsourcing and off shoring) of generic business services;
(2) intensive and deeper use of ICT in the service (business service) ,Creation; and

(3) radical shift in t_he ngbal labor market at the end of the 20th Century.

In spite of the fact that the service sector is covering a greater variety of activities than
the manufacturing one, only 10% of the service sector is involved in international trade,
while it is more than 50 % in the case of the manufacturing (UNCTAD, 20'04::9.7). The
smaller share of the service sector in inﬁemaﬁoﬁal trade may be eXpllained by ‘th'e"speci‘al
characteristics of its products. qu‘e)_;ample, in the majority of 'c‘:ases,‘ it is _difﬁéult 4th store
a significant part of the service séctorfs~ product, production, and consumption of service,
as they occur simultaneou:sly.‘Thi,s feature of the service sector rves‘ulytsy in weak tradability, -

and, therefore, at the begihning of the 21st Century (2003'), despite the heavy use of ICT,
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service represented only 1.8 billionUSD in the work trade, in contrast to the 7.4 billion
USD share of the manufacturing sector (WTO, 2005).

In spite of these difficulties, the share of Foreign Direct Investments (FDI) in the service
activities has increased in the last decades of the 20th Century. For example, in the 19705,
the sector represented only 25 % of the total inward FDIL in 2002, this share increased to-
60 % (UNCTAD 2004) Within the subsectors of the services (e.g. transportation
telecommunications, real estate, catermg, and hotels), the role of FDI is espemally
noteworthy in the field of busmess services. MNCs, w1th the help of ICT, are a
delocalizing growing part of their business service activities within the global value chain
(GVC)

ICT is an important driver and/or enabler of internationalization of services. The dramatic
decline in the telecommunication costs, decreasing importance of the physical distance
(“death of distance”) and the extensive use of ICT assist in the geographical
redistribution of data storage and processing (e.g., outsourcing'the ‘data ‘processing
activities of accounting and wage departments medical dlagn051s and logistical
activities). Finally, ICT facilitates the standardization of services. This is the process of

“productizing services” in the service sector. However, the infiltration of servrclng is also
evident in the manufacturing sector. “Firms with saturated markets for their products try
to increase their profitability bj developing services related to their products or by
shifting their activities in the direction of services. For example, in such globally well-
known manufacturers as the American IBM or the German Siemens, the fastest growing
part of their turnover is generated from service activities. This process is often called

serv1c1ng products

Radical changes in the nature of the global labor market are regarded as the thlrd factor
for the h1gh speed of 1ntematlonahzatlon of services. As a result of the part1c1pat10n of
such countrles as China, India, and the former Soviet-bloc countries in the global labor
market, today, in the global labor market, 2.93 billion people are competing w1th each

other, while only 1.46 billion workforces were active on the global labor market before
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these hlstor1cal changes An emment U S labor econom1st chhard B. Freeman (2005)
labeled: this enormous shift in the global labor market as a great doubllng w1th a far
reaching impact on labor in both the developed and developmg economies. The above—
mentioned countries before the collapse of the state-socialist pohtrcal-economlc system
~ and before ending their economic iSolations (e.g., India) the workforce in these eountries
rarely did compete directly with those in the developed countrres One of the most
1mportant 1mpaets of th1s historical shrﬁ on the global labor market is, among others,
increased wage compet1t1on not only in the low-level blue collar jobs in the
manufacturmg sector but also in the best and worst pa1d white collar JObS Contrary to
widespread public belief, these developmg (or emerging) economies are 1ncreas1ng their
highly skilled labor force rather fast with the ﬁ1ture aspiration to imprdve their present
position in the GVC of both manufacturing and services. In this regard, it is important to
stress the following: even before the 2008 global financial and economic crisis, China
launched various initiatives to increase the share of high-value added products in total
exports and made remarkable progress in R&D (e.g., nanotechnology; more than 750
_ MNCs created R&D capac1ty) In addition, by 2010, the number of Chinese PhD students
in engineering and natural sciences will outstrip that of 51m1lar categories in the U.S.A.
Finally, it is noteworthy that, besides China, Indonesia and Brazil had doubled the
number of university graduates between 1980 and l99k0. |

1t is quite probable that the radical changesl in the global labor market and the impact of
the present global ﬁnanc1al and economic crisis, in sp1te of the temptatlon of “economic

' natlonahsm in some countries, may result ina slowdown but not a reversal of thls trend.

After presenting drivers and enablers of globalization in servi‘ces, we have to stress again
that the term of service is covering wide ranges of activities, from such low-paid work as
“Mclobs” to the highly remunerated and creative jobs of the “knowledge workers.” In
this paper, we deal with the KIBS jobs and compare them with manufacturing ones, as

thematically structured in the following sections:

1. Design of the research, sampling, and research method
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General structural (demographic) characteristics of the firms surveyed

- Composition of management: Roles of the foreign and local managers

Diffusions and features of organizational innovation .

‘Patte‘ms of knowledge use and development



1. Research Design, S'ampling;fka‘/nd‘Research‘Method

1.1. Need to Map Organlzatlonal Innovatlon in Manufacturmg versus the ‘
‘Business Service Sector in Hungary ~ ‘

Slmllarly to ‘the 1ntemat1ona1 trend, the econom1c performance of the serv1ce sector .

increased 51gn1ﬁcantly in the last decade in Hungary In 2007, almost two-thlrds of the

GDP was generated by the service sector. Table 2 indicates the share and growth of the,
service; sector in comparison to that of mdusﬁy and agriculture in ‘selected Central -
Eastern European economies in an international comparison. It is clear that the share of

the service economy is higher inthe core country groun of the EU-15 than in the enlarged -

group of the EU-27.

Table 2: Contributions of Economlc Sectors in the GDP: Comparmg Some CEE

Economles to Various Groups of EU Countnes (1995-2005)(%)

1995 2000 2007

Country Agriculture | Industry Service' -Agricultur'e Industry Service | ‘Agriculture | Industry | Service
EU-27 - 8.4 \ '28.6 -63.0 71 .| 269 | . 660" ~ 58 | 249 69.2

EU-15 50 275 | 675 | 42 | 258 | 701 | 34 235 | 7l

Czech A . e ' ‘ |

Republicv 6.4 40.5 | 53.1 4.8 39.1. ]~ 56.0 5 35 | 381 584

Hongary | 82 331 | 587 | 66 | 338 | 596 47 325 | 628

Poland. 269 - -29.7 435 = 275 . 263 46.2 Cond. n.d. n.d.

Slovakia =93 - 37.1 . |+539 57 348 | 594 - 36 343 62.1

Source: EUROSTAT, Labor Force Survey (LFS)

Note: n.d. = no data

In the case of Hungary, between 1992 and 2006 the product1v1ty growth in the service

sector (measured by the share of gross Value added/cap1tal) was higher than that in

manufacturmg The serv1ce sector is playmg a cru01al role in employment generat1on

Between 1995 and 2006 90 % of new JObS were created in the service sector, and
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interestingly enough, more than every second new employment (57 %) was created in the
so-called knowledge intensive business services (KIBS)’ (ERM Report, 2008).

The improvement of economic performance was rather unequal in the very
heterogeneous service sector. For example, in an evaluation of the gross value added per
capita, such firm level performance indicators as turnover, export, profitability, and

employment growth were higher than the average in the KIBS (Hamar, 2005). -

In relation with the innovation performance of the economy, we have an abundance of
knowledge on technologically related product and process innovation in the
manufacturing sector (Schienstock - Hamalainen, 2001). From the 1980s, a renewed
interest has been underway to better understand, from theoretical persp/ectives (such as
those obtained from organizational design schools, cognition, learning perspectives,
organizational change, and various adaptations‘ in research), the complex, dynamic, and
multi-level relationship between organization and innovation, especially in the service
sector (Salter - Tether, 2006; Lam, 2005). In this cdntext, it is necessary to call attention
to the similarities and differences of organizational innovation and patterns of knowledge
use between the KIBS and manufacturing firms. The literature dealing with service sector
innovation can be classified into two contrasting themés;'the first theoretical line stresses
the particular character of the innovation in the service sector (e.g., the key role of
organizational development, extensive use of external knowledge sourée, higher priority
of training, and collective practice of khowledge development) in comparison with the
manufacturing sector (Leiponen, 2004, 2003; Salter - Tether, 2006). The second stresses
the similarity of innovation in the service and ménufacturing sectors and refuses the
“black” and “white” views (Pav1tt, 1984 Evangehsta -2000; Evangehsta Savona, 2003;

Miozzo - Soete, 2001).

In the Hungarlan academic commumty, there is a scar01ty of systematlc research on
orgamzatlonal 1nnovat10n in general and, espec1ally, with regard to the comparison of its

characterlstlcs in the KIBS and manufacturlng sectors To overcome this 8ap, the

7 The composition of the KIBS is presented in detail in Section 1.2.
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Research Group of Sociology of 'Organization and Work at the Institute of SOciology
Hungarian Academy of Sciences recently 1n1t1ated a pllot survey to 1dent1fy the mam ~'
features of the organrzatlonal mnovation usrng its strong 1nvolvement in several EU

funded pro_]ects

However Vthis paper is the ﬁrst r)resentation of v a conii)’any sur\"/-ey'with the objective to

‘ better understand the diffusion and drivers of organlzatlonal 1nnovatlon and the practrce
of knowledge development comparrng the manufacturing and KIBS sectors n Hungary :
- The company survey was co-financed by the Mlmstry of Educatron of J apan (Grant No ‘
' l9402023) the Nomura Research Fund and the Tokyo Marrtlme Research Fund and the
Hunganan Academyof Scrences.}The intematr_on‘al researchconsortium composed of the "
- following institutional partners: the Institute of ‘Sociology of the Hungarian Academy"o'f ‘,
L Sciences (HAS) (Budapest), the Institute: of Economlcs of Hrtotsubashr Umversrty :
. '(Tokyo) and the Instltute for the World Economics HAS (Budapest) |

1.2. Sample of the Company S‘urvey and Sampling Method
The Hungary~Japan Jomt company survey was designed to gain msrghtful 1nformat10n
into the manufacturrng and business service firms in Hungary There is no- generally
accepted defi nltron‘for ‘busmess services; this category covers rather heterogeneous‘
economic activities. In our study, bb‘ased{ on the review of :the'international literature and
with the intentiori/ to'produce internationally comparable ‘data, the knowledgeQintensive
service activities’offere’d for other ’comi)anies are defined as ‘business _services,’ such as
IT services (both software and hardware), administrative and legal Services, and R&D.'

Table 3 contains the activities selected for the purpose of the company 'surVey.*

8 In this respect, our participation in the following EU-supported international projects is noteworthy:
" “Work - Organization and Restructuring in-the Knowledge Society” (WORKS, Integrating and
Strengthening the European Research Area — CIT3/CT/2005-006193, 6" FP, 2005/2009, “Measuring the
Dynamics of Organization and Work (MEADOW — Priority 7: Citizens and Governance in a Knowledge-
based Society — 028336, 6 FP, 2007-2010).

® Regarding the service sector, the following classrﬁcatlons were often used (Salter-Tether, 2006): (1)

traditional service (e.g., personal service), (2) system service (e.g., airlines and banking), and (3)
" knowledge-intensive busrness service (KIBS). The main focus of our research is on actlvrtles classified
under the KIBS. »
19 For more details, please see Mako-Illessy-Csrzmadra (2008)



2

Table 3: N’ACE11 codes of knowledge—intensive business services

62 | Computer programming, consultancy, and related act1v1t1es
63 | Information service activities ‘
649 Other financial service activities, except insurance and pension funding -
661 Activities auxiliary to financial services, except insurance and pension funding
662 | Activities auxiliary to insurance and pensmn ﬁmdlng
69 | Legal and accounting activities >
70 Activities of head offices; management consultancy activities
71 Architectural and engineering activities; technical testmg and analys1s
72 Scientific research and develogment
73 | Advertising and market research
743 Translation and interpretation activities
773 Renting and. leasing of other machinery, equipment, and tanglble goods
78 Employment activities , ‘
18110 Combined facility support activities
8122 Other building and industrial cleaning activities -
8220 Activities of call centers
855 Other educational activity -

Partly due to the lack of available resources and in order to make an international
comparison possible, the sample in manufacturing was limited to the following sub-
sectors: textile and clothing products, machinery, and the automobile, pharmaceutical,
and electrical industries. These sub-sectors represent different ‘;maturity cycles’ in respect
to the technology used, work organization, and knowledge-use préctices. The so-called
‘mature’ industrial sectors are the textile and clothing industries, machinery, and car
industries, and the “new” sectors are the pharmaceutical and electrical industries together

- with computer equipment producers. Table 4 presents the manufacturing sectors surveyed.

"' NACE: ‘Statistical Classification of Economic Activities’ —an mtematlonal statlstlcal systems for
clasmﬁcaﬂon and registration of economic activities. Source:
. http://ec.europa. eu/competition/mergers/cases/index/nace_all.html



http://ec.europa.eu/competition/mergers/cases/index/nace
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Table 4: NACE codes_ of manufacturing sectors surveyed O |

NACE Sectors

code ‘ : ~

13 . |Manufacture of textiles

14 _ | Manufacture of apparel ,

15 Manufacture of leather and related products. 4

21 Manufacture of basic pharmaceutlcal products and pharmaceutlcal preparatrons
26 | Manufacture of computer, electronic, and optlcal products ‘ ‘
27 | Manufacture of electrical equipment :

28 Manufacture of machinery and equipment

29 .| Manufacture of motor vehicles

30 Manufacture of other transport equipment

In the first vquarter of 2008, according | to the National Re.gister of Economic
Organizations compiled by the Hungarian Central Statistical Office, 4,049 companies
with 10 or more employees were registered\in' the field of business services, while 2,345
were registered in the ‘manufacturing sectors. In order to statistiCally represent the
organlzatlonal populatlon 200 compames were selected from each of the manufacturing
and business service sectors based on the multi- stage stratlﬁed samphng method Here,
the basic economic activity of the ﬁrrns captured by the NACE code was used as the
strat1ﬁcat10n varlable This samphng method ensured equal chances to all ‘companies
belonging to the populatlon surveyed to be selected in the sample and reﬂected to the
heterogeneity of the organizational populatron as well n other ‘words, the samplmg
reflects to the fact that the number of the compames operatmg in dlfferent economic
act1v1ty categorles varies w1th1n the populatlon surveyed For mstance there are more IT
companies within the ﬁeld of busmess servrces than fa0111ty management prov1ders or
more clothing companies Wrthm the “matured” manufacturmg mdustry ‘than the
pharmaceut1cal ones. The samphng frame ‘was reStrlcted for companies employing at
least 10 persons. Firms with 0 to 9 employees were excluded because accordmg to the
prevrous research experiences, these firms are hardly avarlable for surveys and on the
other hand, since the division of labor within these ﬁrms is rather underdeveloped

orgamzatlonal innovation charactenzmg Iarger firms is absent (Valeyre et al. , 2009).
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1.3 Structure of the Questionnaire and Characteristics of the Data Collection

The fieldwork took place between June and July of ‘20,08, and the survey was divided into
two stages as a result of the summer holiday season. In‘order to ensure the quality of the
data collection, spec1ﬁc steps were taken. In addition to the 200-e1ement sample in both
sectors mvestlgated (bus1ness serv1ces/manufactur1ng) additional address lists of 400
companies each were used to reduce the expected refusal rate of the target population
‘(managers and/or employers). To ensure data quality, personal interviews were conducted
with top managers of the ﬁrrns surveyed. Before starting the fieldwork, the interviewers
,and their coordmators were trained by the experts at the Institute of Sociology of:
Hungarian Academy of Sciences. The coordinators randomly superv1sed the interviewers
by follow-up phone calls to respondents. The quality insurance c/overed the data
recording and the compilation of the database as well. 'During the data recording, an
automatic control system and internal logical investigations were applied by using special
algorithms to avoid any possible failures. In cleaning the raw data set, pilot analyses were
carried out and the contradictory answers were ‘ﬁlte'red As a result of the multi-level
monitoring of data collectlon the final database in the busmess services was restrlcted to
196 cases and, m the manufacturlng services, to 191 cases, ensurmg the validity and
1ntemal coherence of data. To guarantee the statlstlcal representatlveness of the survey,
the data sets were welghted The ﬁnal database is statlstlcally representatlve of the
orgamzatlonal population surveyed ie., the 4,094 companies operating with at least 10
employees in business services and the 2 354 compames operatlng with at least 10

employees in the manufacturmg sectors investigated.

In designing the questlonnalre ‘'we made a “benchmarking exercise” to review the
Hungarran and international surveys dealmg with various features of organizational
innovation. Among. other thlngs we have been leammg extenswely ﬁom such surveys as
the Danish DISKO (Danish Innovatlon System in Comparative Perspective) survey
carried out five times between 1993 and 2006 by the Aalborg University Business School,
the Commumty Innovatlon Surveys (CIS) camed out six tlmes by Eurostat, the
Continuous Vocatlonal Trammg (CVTS) survey camed out in 1999 and in 2006 by

Eurostat and several Europe-w1de surveys orgamzed by the European F oundatlon for the
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: Improvenlent of Living and Wvor‘kin'g’ Condivtions"(Dnblin). In the case ‘of‘ the European
' Labor Foundation surveys, it is important to mention the various waves of the European"
Working Condition Surveys (EWCS) and the Estabhshment Survey on Working Time
and Work — Life Balance (ESWT) Regardmg the pre—h1story of the Hungarlan company
surveys dealing w1th organizational change andv innovation, the methodologlcal and
empirical lessons learned fr'om the Regionallnnoyation System'(REGIS) survey (EU 5%
Fr’am‘ework Program) must be mentioned. W1th1n the six European regions covered 1n the
survey, firms operating in the Székesfehérvar region (Hungary)jwere investigated'in 1995
(Mako, 1998). Using this theoretical concept and methodology for the prOJect a
company—level survey was repeated at the begmmng of 2000 in the Dunaquaros mxcro-'
region (Maké-Simonyi, 2003) Fmally, in 2007, the Research Group of Soc1ology of
Organization and Work (Instltute of Soc1ology) Hunganan Academy of Sciences
launched a pilot survey to test quest1ons measuring the diffusion of new organizational
' value or institutional standards in more than 500 industrial firms (Mako-Tlléssy-
Csizmadia, 2007). ' ' '

The questionnaire used in the company survey in both the KIBS and manufacturing
sectors was finalized after the pilot study, which aimed to test the validity of the
questionnaire within the cluster of firms (n=36) belonging to the “Magyar Outsourcing
Szovetseg” (Hungarian Outsourcing Association) comprising leading firms ink the KIBS

sector. The finalized questionnaire, composed of 43 questions, has four thematic sections:

1. General characteristics of firms. This section contains a description of the architecture
of the organization (e.g., length of operation and size), ownership, market structure, types

of activities, and type of technology employed. '

2. Composmon of Management and Instltutlonal Transfer of Busmess Practlces This
section mcludes a report of ﬁrms in wh1ch foreign managers are employed and an
examination of the share of foreign versus local managers, the recruitment pract1ce of

foreign managers, and the generic business functions occupied by them. In addition, this
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section indicates the degree of autonomy in the local subsidiaries in developing their

business practices.

3. Diffusion and Drivers of Organizational Innovation In addition to mapping the
dlfferences and/or similarities of forms of organizational 1nnovation this section contains
an examination of the degree of embeddedness of the ICT in the business practices in the

sectors surveyed Regarding the forms of orgamzational 1nnovat10n the drivers of

1nnovat10n are also identified.

4. Characteristics of Knowledge Development Practice. In this section, the dominant
combination ‘of the required skill or competencies is identified. In as‘sessing the training
practices of the firms surveyed, we tried to understand not only the roles of the formyal
training and education i in the sk111 formation of employees but the importance of the so-
called on-site (zn sztu) leamlng In addltion particular attention was given to the role of

the various external knowledge sources in skill development.



27

2‘ Resnlts of the Company Survey on Organizational Innovation and on
_the Practice of Knowledge Development (Manufacturing versus
Knowledge Intenswe Busmess Semce (KIBS) Sectors)

The evidencepresented is based on V:data_ collected‘ in'a 2008 company survey that
involved firms employing more than 10 persons inimanufacturin’g and KIBS in Hungary.
In this paper, we present a preliminary descriptive analysis of the survey v,results using
variables such as ownershrp, company size, and the year in which the firm was.
establlshed ' , , 7 RN B I ;

The remainder of this section is organized as follows: Subsection 2.1. includes a
‘description of the keylystr»uctu‘ral character,isti’cs"Of the firms snrveyed; thsection 2.2.
:presents the composition of the management and the patterns of adaptation of business
_ practices in the case of the foreign-owned‘ﬁrms; Snbsection 2.3. \Agives an examination of
| the various-features of the 'organizational innovation‘ and their drivers; SubseCtion' 244 |
gives a descrrpt1on of the trarmng and knowledge development practrces of the

: compames

2.1. Organizational Demography, Markets, and Source of Competitiveness of
Firms :

2.1.1. OWnershi1) Strzil‘ctztre_ of Survéyed Firms :

One-fifth (2l.1 %)'of the firms in theKlBS sectoriwere incorporated (established) in the
last four years, and one-fourth (24 7 %),‘ from : 2000 to0 2003. In this sector, less than one-
tenth (6. 5 %) of the ﬁrms were. establlshed in the perlod of state soclahsm (1 e., before
1990) On the other hand, in the manufacturmg sector, the share of new ﬁrms establlshed A
in 2000 and afterward d1d not. reach 15 % (13 7 %), but more than one- tenth of them
(l4 1 %) operated in the state-soclahst economy The peak year of the company
establishment in the KIBS sector was at the beglnnrng of the new mrllenmum, when the

- growth rates of the firms were as follows: 9.8 % in 2004, 7.2 % in 2003, and 7.9 % in
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2000, while, in the manufacturing sector, the peak year of company creation was 1996,
when more than one-tenth (10.3 %) of the new companies were established. These facts
indicate that the great majority of the manufacturing firms Were established during the
first half of the 1990s, ‘while KIBS firms were created in the new millennium. With
regard to the own.ership structure of the surveyed firms, we confirmed that the firms
belonging to the KIBS sector were younger than those in the manufacturing secfbr, their
_ share of fOréign ownership was smalIer; and state ownership was higher. In both sectors,
the majority of firms are domestically owned. However, the share of foreign-owned ﬁrms
is twice higher in the manufacturing sector than in the KIBS sector (21.3 % versus

10.3 %). The composition of the firms’ ownership is shown in Table 5.

Table 5: Ownership Composiﬁon of Firms: Manufacturing and KIBS Sectors

Types of ownership _ Manufacturing sector KIBS Sector
’ ‘ ' N=191 | - N=19
100 % foreign ownership . 21.3% 103 %
Majority foreign ownership ; 7.3 % 7.7 %
Majority Hungarian private ownership 2.8% ' 5.0 %
100 % Hungarian private ownership L 624% - 64.0 %
Majority state-owned : 1.0 % 12%
100 % state-owned , 4.1% 8.1%
Other ~ 1.0% 3.7%

Note: Test for equirity between the two sectors: y’=14.513, p=0.024.

In summary, the great majority of the sﬁrvéyed firms 'belo_ng to thé de novo‘segment
(Martin, 2008) of the Hungarian economy. They were created after' the collapse of the
state-socialist economy. In addition, the KIBS firms are very young and dominated by
domestically owned firms. In the more mature‘manufac‘:tliring séctof, the foreign-owned

firms represent a significant share (21.3 %) of the companies surveyed.

Membership with a compyany‘ group plays an impox’tan‘i role in the learning and
innovation capacity of the business 6rgani2aﬁoné. Group firms tend to be more
innovative than non-group firms (i.e., independeht enterprises) (NielSén, 2006). In both
sectors, group compaﬁies form a r‘ninority'a’mo‘nrg the sufveyéd ﬁrms: 20.4 % in the
manufacturing sector and 18.2 %Vin the business service sector. In ’the buSiness service

 sector, the Hungary-based company groups dominate, while the manufacturing sector is
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dominated by the forergn-owned ones Lookmg at the headquarters ownershlp in the
‘manufacturrng sector the headquarters are located n Germany (33 3 %) and Austna It is
noteworthy that, in 5.1 % of the cases, Japan is the host country for the company
headquarters in the manufacturmg sector. In the KIBS sector the forergn headquarters are |
~dispersed in 10 countnes and Austrla is the dom1nant locat1on for the company

headquarters

2.1.2. Size and Organz’éational Architecture of F irms.t Dominance of Small and
Flat Organizations »

Table 6 shows the company size of the surveyed firms. In both the manufacturmg and
service sectors the share of small firms (i.e., those with 9 to 49 employees) is rather hlgh
slightly more than every second manufactunng firm (52.6 %) and almost four-fifths
(78.7 %) of KIBS firms belong to this category. It is also noteworthy that there are twice
as many medium-sized manufacturmg firms than there were in the business service sector
(373 % versus 16.6 %). The share of large firms is rather modest; however thelr
presence is more visible in the manufacturmg sector than in the busmess service sector‘

(8.4 % versus 4.6 %)

Table 6: Size of the Firms: Manufacturing and KIBS Sector

- Manufacturing sector ~ KIBS Sector -
- Size of,themfirms o N=191 r N=196
9—49 persons e ~ 526% . . | 787 %
50 — 249 persons 5 . - 373% R - 16.6 %
250 — 999 persons , o 84% ' 4.6 %
1000 — 4999 persons o 10% 1T 0 0.0%
5000 — 9999 persons 0.7 % . 0.0%

Note: Test for equirity between the two sectors: )(2 =29.801 p—O 000.

In addition to the size of the firms, we examined the organizational architecture in the
establishments surveyed. In this sense, one of the most interesting organizational features
that may significantly influence the flexibility and learning capacity of an organization is
the number of levels separating the highest and lowest positions in the occupational

hierarchy. In both sectors, more than two-thirds of the firms have, at most, two
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hierarchical levels. However, it is noteworthy that the larger share of the firms in the
KIBS sector have none or only one hierarchical level between the highest and the lowest
positions in the occupational :hierarchy; When compared with the ‘manufacturing
companies, 66.8 % of theﬁrms versus 40.1 % in the KIBS sector have only one or no

levels dividing the highest and lowest positions.

2.1.3. Manufacturing Firms Have a More Balanced Market Structure than KIBS
Sfirms ‘
During the survey, we interviewed the managers, representing the embloyers They were
asked to indicate their market share and its structure or the share of primary and
secondary markets maklng up the total sales. Although; in a different degree, the
Hungarian market (domestic product market) is playing a crucial role in both sectors‘.'
KIBS firms ere selling their products primarily and almost exclusively in the domesﬁc
market (95 %). Less than one-fifth ‘(17 %) of the KIBS ﬁrms are présent in the European
market as well. The market structure is more balaneed in ’the manufacturing sector, in
which slightly more than one—half of the ﬁrms ,(55.9 %) is primarily focused on the
domestic market, even though almost 'two—thirds ’of them sell their products in 27
countries of the EU. In this sense, it is noteWorthy that ‘the market in the post-soviet
countries (e.g., Russia and Ukraine) is of minor importance in both sectors, and this is
especially true for the KIBS firms. More firms are focusing on the North American
markets than on the markets of the countrres with which the Hungarf ian economy y
developed economlc ties for more than four decades during the state-socialist pohtxcal' ,
and economic system Table 7 111ustrates ‘the market composrtlon and its relatlve

importance for the firms surveyed
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“Table 7: Market DiStributionr Manufacturingva"n'd KIBS Sector

; Manufacturing sector | KIBS Sector
Typesof |  (N=191)) e - (N=196)
~ markets Primary | Secondary | anary - Secondary
| market | - market " market market
National market 559% - 258% 947 % 34 %
BU-1S -, 472% | 177% | 105% | - 48%
countries - - S ‘ T : :
IS‘I;:ZSI"[&"I\‘;’;; 146% | 300% 65% | 80%
North America 43% | 50% 24 % o 15%
| Russia, Ukraine 3.7% 8.7 % ' 1.5% 1.5%
Asia 2.6 % Sk 8.1% 2 1.9% 23 %
Others 38.7% - T 61.3% 1.5% -

2. 14 Sources Of Competztzveness Qualzty and Flexzbzlzty w:th Slzght Sector i
Variations et

During the survey, company managers were'asked to assess the role of 11 factors shaping
the competitiveness of their firms. As is shown in Table 8, in both sectors, the following ;
three factors play a decrslve role: (1) quality, (2) ﬂexrbllrty, and (3) reliability. -
Surprisingly, prlce customer orientation, and skllled labor force are also Important but to
a somewhat lesser degree when compared w1th the three factors llsted above. KIBS firms -
answered that contmuous product development and vanety of services. also play an
* important role in retamlng their competltrveness “Image 2 “brand it and “lobbymg” play

the most 1n31gn1ﬁcant roles in. both sectors

In spite of the small differences between the two sectors, the following points are
noteworthy first, managers in manufacturlng firms, in comparlson to those in the KIBS
firms, reported higher values for each factor listed in Table 8. Secondly, “quality” and

“customer orientation,” 1n comparison with “price” m theKlBS sector, ‘have more

influence on the competitiveness of the firms.
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Table 8: Sources of Competitiveness: Manufacturing vs. KIBS sector

Factors of . Manufacturin - KIBS . . e s
competitiveness sector 8 ~ Sector Tfstrzttsttcs  Significance
Quality 4.84 | 455 31.259 ~0.000**
Reliability 474 4.65 :6.490 0.011*%
Flexibility and speed 4.74 4.50 22.430 - 0.000**
Experience ; 4.58 445 - 8.077 0.005**
Customer orientation | . = 4.56 : 428 16.759 0.000**
Price 4.53 427 | 17.927 - 0.000**
‘Skilled labor force 436 {441 | .867 0.352
Continuous SR R I | O R S s
development of 418 393 | 16.904 £ 0.000**
products and s - T : : v
services D ,

Variety °fpr°d“°ts o415 | 393 17652 | 0.000%*
and services ‘

Image and brand - - 3.81 : 3.67 4.619 0.032*
Lobbying 3.06 2.89 20.094 0.000**

Note: Factors of competitiveness were measured by managers on a 5 point-scale, where 1 i is the least
important factor and 5, the most important one.
**: Significant at the 1% level, *: at the 5% level.

In addition to the faetors responsible for the firms’ eompetitiveness, we wanted to know,
in the case of the firms belonging to a company' group network, the iritensity of
-competition within a group (irrtemal) market and the extema1 markets of the group
members In this regard the survey results indicate that, in the case of the manufacturmg
sector, competltlon 1n the  external market is extremely intensive, while, within the
company group, -it was assessed as average. In the case of the KIBS sector, the
overwhelming majority of 'group ﬁmrs,,(nine éf- 10 ’cornpariies) did not notice any

competition; however, on the external market, the competition was stron g.

3. Composition of Company Management and Transferrmg Busmess
Practices

In this section, we outline the composition of management and the autonomy of the local
management to create business practices in subsidiary units of foreign-owned companies.

In our previous experiences (Mako-Nemes, 2003: 105-142), the presence of foreign
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managers (expatrlates) played a key role in transferrmg managerlal competence and
methods into subsidiary ﬁrms especlally in the first perlod ofa company s creation (e.g., k
acqu1s1t10n green—ﬁeld mvestment) as the market economy developed in post—soclahst
countries. Many scholars dealmg w1th transformatmn economies character1zed this early :
' penod with the term “knowledge deﬁc1ency, 1nd1cat1ng that the managers soc1al1zed in
the per1od of state- soc1allsm most often did Dot possess. market cons1stent competences,
(Thompson 1993). In the last two decades local managers successfully acqulred the
necessary workmg standards to be. successful in managmg the ﬁrms However, forelgn,
managers (expatnates) still play cruc1al roles m assrstmg thelr local colleagues in the

fields of innovation-related actlvmes (e.g., R&D).‘ o

3.1. Dommance of Local Managers Different Recruiting Patterns by Sector.
Expatriates in High Value-added Busmess Functlons

Managerlal pos1t10ns are occup1ed by fore1gn experts 1n fewer than one of every 10 firms
(7.9%) in the KIBS sector. In the case of the manufacturmg sector, the share of foreign

managers is almost double (16 4 %)

Regardmg changes in the size and composrtlon of management in the per10d mvest1gated '
(2003 and 2007), in the KIBS firms, the number of forelgn managers 1s sllghtly higher, |
while the number of local staff members is markedly hlgher by one and one-half times.

Asa result, the total number of managers in the KIBS ﬁrms mcreased by 35 %. In the |
manufacturmg sector we may 1dent1fy a rather d1fferent pattem of changes in the
composition of management the number of forelgn expatrlatess 1ncreased by 40 %, wh11e

the share of local managers is only 21 %

Regarding the patterns of recruitment, it is noteworthy that, in 2003, the great majority
(twobthirds) of foreign managers were transferred from the headquarters (from the mother
company), and fewer than one-tenth of them came from other group firms. We also -
confirmed that one-fourth of foreign managers were recruited from firms operating
outside of the company group. During the last couple of years, this recruitment pattern

did not change in the manufacturing sector, with the only exception that more managers.
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were recruited from other member firms of the company group. In the KIBS sector, we
may identify rather dlfferent recrultment pattems in 2007. Only two- ﬁﬁhs of the
managers came from the mother company, whrch 1s a srgmﬁcant decrease from the
number in 2003 It i is noteworthy that the share of managers who were recruited from

other member ﬁrms of the company group doubled over that in 2003.

There are noticeable differences in the mobility pattern of ,managers and rank-and-file
employees between the two sectors suryey‘ed In other words, in the KIBS sector, only a
few Hungarlan employees in non—managerral posmons had the opportunlty to work
abroad at another member firm of the company group. On the other hand in the
manufacturing sector, the share of Hungarians workmg abroad at another member firm of

the company group increased substantially (20‘.‘7 %) since 2003.

In the firms employing foreign managers we tned to identify the type of generic business
" functions (servrces) a531gned to them. In the fields of accountmg and ﬁnance, Hungarlan ,
managers played a dominant role. In the manufacturrng sector, locals were exclusively in
managerial ranks, and, in the KIBS sector, the majority of the managerial positions were
also filled by locals. However, in the manufacturing 'seCtor, ‘the share of foreign
expatriatess was extremely high in the R&D ﬁelds In fact, almost every second manager
was a forelgner (46 9 %) and, in the KIBS sector forelgn managers held slightly more
than one-fifth (23 %) of R&D supervrsmg jobs. In the ﬁeld of orgamzlng production,
locals were dominant (65 9 %). It is obvious that, in the customer service field in both
sectors but, especially, in the KIBS, locals played a dec1slve role. In this business
function, the share of locals in the manufacturing sector was 78.5 %, in com'pa‘rison With
83.6 % in the KIBS sector. Similarly, in the field of the HRM, locals play a dominant role.
However, it is noteworthy that, in the KIBS sector, relatiyely more foreign managers are
working in the fields of quality control (QC), HRM, and finance, while, in the ICT-
related fields and customer service, local managers are playlng a decisive role. See Table

9 for more details.



35

Table 9 Share of forelgn managers and locals in the various fields of actlvmes in the
firms employmg expatriates v . : :

- Manufacturing sector - KIBS Sector

Flelds of ‘ : —
business : : N34 " T N—32 A
functions Forelgn : Hungarian - Foreign: Hungarian

» - managers managers | - managers |  managers
R&D - 469% |  53.1% 23.0 % . 63.9%
ia:lfeﬁng | 7% | 635% | 174% | 726%
ICT | 204% | 79.6% . 69% 80.8 %
i:f;;ﬁ‘e‘m 198% | 659% | 164% |  705%
Customer 124% | 185% | 59% | 836%
HRM - 99% - 884% | 24% - T2.5%
Sl‘;ggmeﬁt o 92% | 852% | 217% | 600%
pcconting and | 504, | 980% | 193% | 807%

3.2. Dominant Pattern of Transferring Business Practices: Hyb’ridization

There was an extensive debate in the 1990s concernmg the degree of autonomy of
subsidiaries of foreign firms (e.g., Japanese automobﬂe plants in the U.S. Al) in
developmg or hybridizing their business practices. The concept and practlce of
hybridization is generally interpreted as a mixtnre of the host and the foreign countries’

(e.g., mother country of the MNCs) business practices.

In the survey, we first asked our respondents working with a foreign comp'any' group
about their degree of autonomy in creating business practiees in general,' and, in addition,

we asked them to assess their autonomy in creating their HRM system.

Local managers in manufactunng ﬁrms are not free to. operate their busmess processes
autonomously from the mother company In both sectors, the vast majorlty of firms are
using the strategy of “creative adaptation” or “hybrldlzatlon in developmg thelr business

" practices. This means that, for Hungarian foreign-owned firms, the “standards” and
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“guiding pr1nc1ple of the headquarters play the role of a “benchmark” in creatmg local
business practlces Local managers, however, still have a certain degree of autonomy in .
developing management methods and organizational structure of the firm. In the majority
of firms governed by the headquarters, the local managers are generally free to develop

business practice. The: minority of firms are copying the business practices of their
“mother company. FinaHy, it is noteworthy that the role of customer experience is less
important in developing the original business practices. Table 10 is an illustration of the
degree of autenomy enjoyed by local managers in creatin'g local business practices. The
statistical test did not confirm any significant differences between the two sectors
| investigated. These empirical results supt)ort the idea that transferring business pra:etices :
‘ between the parent compames and local subsidiaries of the MNCs i is more 1nﬂuenced by
the socio- economlc institutional framework of the parent company than by any sectoral ‘

| requirements (Lam 2008).
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Table 10: Autonomy of local managers m creatmg busmess practlces in subs1dlary
firms of the foreign companies

Sector (Samplesize) =~ | Manufacturing sector | KIBS Sector
(N=34) | . (N=32)
A) The method of developmg busmess practices (Test for equirity between the two
sectors: y’= 5.483, p=0.360) R S
a) Autonomously but within the

framework of the company group | 432% | 39.1 %
guidelines ' G e
b) Adapting to the local conditions of TR o
the mother company standards 292% s i 2L
c) Using the standard of the mother s L R s e o
company and further development : 11 0% T U 8.1%
d) Adopting mechanically (copying) I N S R e
the standards of the mother company s 109% 8.7%

e) Learning from thecustomer | °  57% | - 83%

f) Independently creatmg busmess 7 o : o
practices ] : 2 00% 13 6%

B) Pattern of developmg busmess practzces (Test for equmty between the two sectors: xz—
3.583, p=0.167)

a) Creative adaptation: Hybndlzatxon s 83.4 % 69.3 %
b) Copying : : 10.9 % 87 %

¢) Original development "; ool e 5% o i 219 %

Lookmg at the creatlon of HRM practlces the great” ma_|or1ty of sub51dlary firms of
foreign companies respect, to a certain »degree,- the local institutional and labor market
-regulatory system. This means that the"hybri‘,d‘ization process is dominant. Acco’rdiﬁg;te :

-several studies dealing with the institlitional transfer of business p_racﬁces (e.g;,‘ Ishikawa —

2 In relation to the hybridization of Human Resource Management (HRM), Adler (1999: 75-80) made a
distinction among the following five theoretical strands: 1) The Rational Design View, in which the type of - *
activity or technology of firm shapes-the optimal organizational framework for HRM; 2) The Culturalist
Approach, in which adaptation is necessary only in the cases in which the cultural differences between the
host and mother countries are significant; 3) The Strategic Strand, in which the firm indicates that the
foreign firm is following a diverse strategy .(e.g., geocentric, ethnocentric, and administrative heritage) in
controlling the local actitivity of its subsidiary firm; 4) The Institutional Approach, in which the HRM
practice in the subsidiary firm is shaped by the “identic structures™ in the subsidiary and mother firms or by
the forces of “isomorphism;” and 5) The HRM Practice, which, according to the resource-dependent view,
- is, in the local subsidiary, the result of the following three forces: mother company, subsidiary firms, and
other local institutions. These approaches are explaining in a rather different way the hibridization of
business practice (e.g. HRM). For instance, in the logic of an “institutional view,” Scott (1991) notes that,
in the case of the HRM practice, the pressure to legitimate is much stronger than the pressure for efficiency.
In the argument of the “resource-dependency strand,” the production practice is less dependent on external
actors than it is in the field of HRM, and, according to the “strategic explanation™ for the headquarters of
the MNCs, the financial performance of the subsidiaries is more important than the tools or methods used.
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Mako6 — Warhurst, 2006; ‘Kvoike, 1998; Kennedy — Florida, 1991), in the case of the HRM,
firms, independently from their sector speciﬁcity, have greater autonomy than they do in
transferring business i)ractices in general. From this viewpoint the words of the former -
President Fu_]lO Cho of the Toyota Motor Manufacturmg Company in Kentucky (U.S.A.)
(Adler, 1999: 86) have special value: .

“T told people here that the (Japanese) coordinators were teachers on production issues
and TPS, but that they were the students on the ofﬁce -areas, such as’ Legal Human

Resources and Public Affalrs

It is not at all surprising that the number of firms which are ‘copying the mother company |
Headquarters® system is lower for the case of transferring HRM practices than for that of

copying busmess practlces in general (see Tables 10 and 11 for a comparlson)

Table 11: Patterns of transferring HRM practices into subsidiary firms of forelgn
companies ‘

Manufacturing'sector -,IGBS Sector
(N=33) (N=33)

Sector (Sample size) -

Modes of Transfer (Test for equirity. between the two sectors: y°= 2.630, p=0.452)

a) Consistent with the local and the

41.9% ; 30.4 %
headquarters’ requirements , .
b) Local practice created independently | ‘ '
from the headquarters: of the -mother o 379% S 362%
company ‘ , t
c¢) Adapting the headquarters’ HRM system - 141 % . o 276 %

to the local conditions

d) Mechanically copying the HRM
practices of the headquarters of the mother . 6.0% - 58%
company o T o :




4. Diffusion and Diivefs of Organizational Innovation. More <
Slmllarltles than Differences between Sectors. The ICT Is Embedded :
Deeper into the Practlce of KIBS Flrms ;

4 1. Short Overvxew of the Attempts to Deﬁne and Develop the Typology of
; Orgamzatlonal Innovatlon

; Organizatidnal and t'echno]ogicdl innovations are interactions, vand,( ':‘e‘vénubefOre the
Second World War, Schdhipeter (1934) recognized the interrelatedness of innovation and
went beyond. that ﬁoyfoc'us, exclusively on-the technical side of innovation. In his view,"
technological and -organizational innovation were interrelated and Lam wrote that
Schumpeter “_saw organizational changes, alongside new products and processes, as
well as markets as factors of “creative destruction.” (Lam, 2005:115). Schumpeter made
- a distinction among the following five types of innovation: &

1. New product

2. New prbduction methods
3. New markets e

4. New sources of supply

5

. New forms of organization

Other .innovation researchers, following the Schumpeterian intellectual heritage, are
looking: at the Qinﬁovati(')n‘as “.. a complex phenomena including technical (e.g., new
products and new production methods) and non-technical aspects (e.g., new markets and
new forms of organization) as well as product innovation (e.g., new pr()ducts or sefvices)
and process innovation (e.g., new production methods or new forms of orgar'lizaticin).”13
Based on these considerations, the authors distinguished four ‘different types of
innovation: (1) technical product innovation, (2) non-technical service "irinovation, 3)
technical process innovation, and (4) non-technical process innovation, understood to be

organizational innovation. -

13 Armbruster et al., 2008: 644-645.
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Unfortunately, in spite of the abundance of literature on organizational innovation, there
is no consensus among innovation researchers regarding the definition of the term
“organizational innovation.” In this respect, Lam (2005: 116) categorized the literature as

follows representing the different interests and issues to identify and assess:

(1) Organizational design theories deal primarily with relationships between structural
- forms and the capacity of an organization to innovate (Mintzberg, ‘17979; Teece, 1998).
(2) The organizational change and adaptation (development) theory is used to understand
the ability of an organization to- overcome the - forces of stability (inertia) and
~ adaptation/change in 'the context of a radical shift in its environment andv technological
setting.i Innovation represente the capacity to answer or respond to the challenges created
by radical shifts inv an organization’s external environment (Hai)nnan—Freeman, 1984;
Child, 1997). S ' |
(3) The third theoretical stream fecuees on the micro-process level of how an
organization understands the characteristics of knowledge creation and learning within an
organization. This organizational cognitive approach explains the interplay between
learning and organizational innovation (Nonakai—Takeuehi, 1995; Senge, 1990; Amiable,
1988; Argyris-Schon, 1978). e TR P

In addition to the efforts (Lam, 2005) to classify the various theoretical streams, the
Schienstock (2004) innovation | matrix intends  to - integrate key dimensions or
organizational innovation. This approach goes beyond those theoretical strands that made
a distinction between isolated (cumulative) and integrative (h<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>