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Medium-sized domestic enterprises
in an FDI-dependent economy:
A diversification path for Hungarian manufacturing

This contribution seeks to investigate the development role and challenges
of medium-sized enterprises in the manufacturing sector of a peripheral, FDI-
dominated economy.

Central and Eastern Europe’s economic transformation has been under-
pinned by a strong reliance on foreign investment, a path resulting in a distinct
variety of capitalism identified as a “dependent market economy”. FDI-led de-
velopment has resulted in substantial advantages in global integration and com-
petitiveness, but trade-offs and socio-economic opportunity costs are also in-
creasingly visible.

The weakness of domestic entrepreneurship has received comparatively lit-
tle scrutiny in either theory or development practice, and even less attention has
been levied on the mid-sized firms which have emerged and found success even
in peripheral contexts.

Our research undertook a quantitative survey and qualitative investigation
of Hungarian domestic manufacturing enterprises, of which the latter is present-
ed in detail. In addition to considering the effects of path-dependent industrial
legacies and the local business environment, 100 firm profiles were assembled
and 30 in-depth structured interviews conducted to discover how entrepreneur-
ship develops under different regional contexts, and how variable degrees
of a peripheral status impact the strategies, innovative behaviour and develop-
ment role of local entrepreneurs. Four industrial centres located in Hungary were
scrutinised: a successful gateway region strongly integrated into international
production networks; a de-industrialising peripheral region with weak human
potential and inadequate institutions; a mid-sized town diversifying from previ-
ously predominant steelmaking traditions; and a re-industrialising region experi-
encing a boom of external investments along with a traditional, growing endoge-
nous SME sector.

The findings will focus on the development prospects and challenges
of these firms, and particularly in their potential to develop a stronger domestic
pillar for the Hungarian manufacturing sector.
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