




















Economic
characteristics
of dealers

FINANCIAL CONDITION OF Graph 6. What is your financial condition compared with the previous year?
DEALERS

Financial conditions getting
worse

Dealers’ finances were obviously being negatively impacted at the time the survey was
taken (late summer of 2008); even considering that it was well in advance of the severe
financial crisis that hit in October. Only 21% of all respondents perceived their financial
conditions to be better than the year before, and fully 75% of all dealers said their
situation was either unchanged or worse. Well over half (58%) of those surveyed
thought their financial situation was worse, with over a quarter (28%) characterizing
their financial condition as “much worse”.

Graph 7. What percentage of the revenues from your activities did the following items
constitute in 20077

Hungary’s dealerships continue to make the lion’s share of their revenue (48%) on retail
sales of new cars. Fleet sales (10%) and car servicing (23%) still have potential for
growth. Used-car sales make up 19% of revenues, which is in the high end of the
range for Central Europe.
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MOST POPULAR FORMS
OF FINANCING

Cash & Credit rule

PREFERRED PASSENGER
CAR SEGMENTS

Medium class cars are most
preferred

USED CAR SALES

Import of used cars still rare
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Graph 8. Preferences for various forms of financing new car purchases

Cash purchase 1.7
Credit purchase 2.7
Leasing purchase 1.3

Long term rent 1.0

Buying cars on credit is already an essential part of Hungary’s automotive market, with
that preference being nearly twice as popular as the preference to the now old-
fashioned mode of buying with cash. Leasing is not far behind cash purchase in
popularity, with long-term renting being, as expected, the least common consumer
choice.

Table 1. Segmentation by sales preferences

Preferences 2008

1 Medium class
Small class
SuvVv
Off-road
Luxury
Sport class
Convertible
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Car sales in Hungary are dominated by Medium class and Small class cars, with a
combined market share of 86.9%. Medium class cars form the most preferred group
with a share of 46.4%. Based on a quite low market share, Luxury cars show the
highest increase, whereas Small class cars show a significant downturn in 2008 so far.
This is opposite to the trend in Western Europe where smaller and more fuel economic
cars are gaining consistently higher market shares.

Graph 9. Origins of used cars sold in your dealership?

Trade - in sale 83%
Buy used cars of Hungarian market 19%
Repurchase used cars from their client 70%
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A very high percentage of Hungarian dealerships obtain their used-car stock as
trade-ins from their customers, with more than four-fifths of respondents reporting that
they acquired used cars in this manner. Also, more than two-thirds of the dealers (70%)
bought back cars they had previous sold to customers. In contrast, slightly less than a
fifth (19%) actually actively bought cars on the domestic used-car market. None of the
car dealers responding to the survey imported used cars into the Hungarian market,
although legal conditions for import of used cars have been more favorable since 2007.



MARGINS IN THE Graph 10. How did your margins in the passenger car segment change (compared with

PASSENGER CAR the previous year)?
SEGMENT
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It is very evident that Hungarian dealers’ margins suffered in 2008, with an impressive
87% of respondents reporting that their margins were down, and over two-fifths of
respondents (42%) answering that their margins had “strongly decreased”.

CAUSES BEHIND MARGINS Graph 11. Most frequent causes of margin changes

CHANGES
... as a result of sector Current market prosperity 43%
competitiveness
Sector competitiveness 47%
Legal and tax nature 4%
Other 9%
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When asked why their margins had changed, nearly half of those surveyed said it was

because the sector had become more competitive. Nearly as many said they were

impacted by a decrease in demand on the market. Both of these reasons made tax

matters, legal complications and other causes nearly insignificant in comparison.
DEALERSHIP Graph 12. How did the number of employees at your dealership change (compared
EMPLOYMENT LEVELS with the previous year?)

Staff remains stable
Grew slightly

Unchanged 43%

Declined slightly

Declined considerably 2%
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The labor situation at dealerships appeared to be relatively stable in 2008, with over
two-fifths (43%) of respondents reporting that the size of their workforce had not
changed, and 53% reporting that their employee numbers had either increased or
decreased slightly.
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The larger the dealer the
more service is provided

Recruitment of sales staff is
most difficult
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Graph 13. Employment level in the following service functions
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At dealers who employ a small workforce, sales and administration staff seem
to dominate, whereas at larger dealers the number of service staff gets more and more
important.

Graph 14. Problems with recruitment of new employees in 2007
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Overall, the respondents give the impression that it is not too difficult to recruit staff
for their operations. The standout response is that over 40% reported they have either
“medium problems” or “big problems” recruiting sales staff. Over 20% of those
surveyed said they had “medium problems” hiring service personnel, which are

the most technically qualified staff outside of upper management.



Market
environment
and dealership
operations

PREFERENCES FOR Graph 15. What percentage of your clients prefers to use generic parts during
GENERIC INSTEAD OF guarantee service?
ORIGINAL PARTS
No generics during 0% 74%
guarantee term ...
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Nineteen percent of respondents report that customers prefer to use generic parts
during guarantee service, which is in the low range in Central Europe. And of those
respondents, the vast majority reports that 25% or fewer of their customers request
$the use of generic parts.

... but afterwards Graph 16. What percentage of your clients prefers to use generic parts past guarantee
service?
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After guarantee terms have expired, customers tend to use generic parts. Only 6% of
dealers report that their customers do not at all consider using generic spare parts after
that period.
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COOPERATION WITH
DOMESTC DISTRIBUTOR

Good cooperation with
national distributor

BLOCK EXEMPTION
REGULATIONS

Block exemption does not
affect business
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Graph 17. How do you assess cooperation with national distributor?
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National distributors are best rated regarding marketing support.

Graph 18. How do you asses the impact of BER?

Negative impact 32%
No impact 57%
Positive impact 8%
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Almost 2/3 of the respondents do not see the Block Exemption Regulation (BER) as a
negative factor for their business.



Future

Yes 25%

No 64%

Don't know 9%
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At the time the survey was taken, fully a quarter of dealerships saw opportunities in
expanding their territory with new dealerships. Over half had no plans to invest in new
sales locations, and only 10% were unsure what they would do.

Oirganic growth 35%

Anquisition of other dealers

Launching new dealerships for the same
braind

Launching new dealerships for new brand

0% 1085 208 A0 40%

Acquisition of other dealers and opening new brand dealerships are the most viable
expansion alternatives, whereas only 1/3 of the dealers consider organic growth to be
the most preferred strategy. As a matter of fact this indicates cutthroat competition,
most likely resulting in a reduced number of car dealers in Hungary.
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NO CLEAR TREND

TOWARDS MULTI-BRAND

OUTLETS
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Graph 21. | am planning to reformulate my current outlets into multi-brand premises
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Rather no 26%

Definetely no
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Unlike other Central European countries, which showed stronger trends, respondents
were spread across the board on this issue. It seems to be a difficult question for
decision-makers at Hungarian dealerships whether it is better for them to be single-
brand or multi-brand. Nonetheless, more than a quarter of the dealerships seem to
believe multi-brand would be to their advantage.

Graph 22. Why are you planning reformation?

Growing competition 42%

Not satisfying results of selling current brand/

0,
brands 3%

Other 21%
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Of those dealerships that plan to become multi-brand outlets, more than two-fifths
(42%) are doing it as a means of reacting to increasing competition on the car sales
market. Better than a third of those planning to expand their offerings do not feel they
are doing as much business as they could selling only one brand.

Graph 23. Why are you not planning reformation?

Domestic distributor forbids running a multi-brand
outlet

Costs of introduction of a new brand will exceed

: 78%
Incomes
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Of those respondents who said they do not plan to sell more brands in the near future,
a surprisingly large proportion (78%) is inhibited by the perceived or estimated cost of
introducing those brands. More than three times as many respondents cite this as
grounds for not expanding as those not allowed to go multi-brand by their domestic
distributor.



EXIT FROM THE SECTOR Graph 24. Are you reconsidering the possibility to sell your outlet in the coming
year (2009)?
Only 4% want to exit
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Despite the fact that answers to other questions on the survey indicate that business
conditions in Hungary have been tough for dealerships lately, nearly two-thirds of them
do not plan to withdraw from the market. Only a scant 4% are ready to give up.

CHANCES FOR SALES
GROWTH Graph 25. How do you assess your chances for sales growth in the course of:

There might be light at the
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Next 5 years

Coming year -
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As can be seen in other Central European countries, what is remarkable about the
responses to this question is the stark contrast between the short-term pessimism and
the long-term optimism expressed by the respondents. It must, again, be noted that
these results preceded the financial crisis that came in the autumn of the year.
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Opinions

AREAS OF STRONGEST Graph 26. Which of these factors bear the strongest impact upon dealer business?
IMPACT UPON DEALER (1-lowest, 5-highest impact)
BUSINESS

. . . Used cars import
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the dealership most
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Market consolidation

The response to this question shows different pressures in Hungary than on some
other Central European car markets where the greatest impact comes from used car
imports. Hungarian dealerships perceive that they are more greatly affected by the
shrinking of the number of businesses involved in the selling of cars. Both of these
factors weigh more heavily than the effects of either Block Exemption Rule or new
competitors from abroad.

DEALER CONSOLIDATION Graph 27. How may the consolidation of dealers influence the situation in this
segment?

Small dealers might

disappear

Eliminations of weakest players 68%

Decrease in the competitiveness of individual

[+}
dealers 3%
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Car dealers expect a trend towards market consolidation. Lots of smaller dealers are
going to disappear from the market resulting in a less competitive market looking
forward.

This perception of the car dealers is also supported by other market observers.
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