SINNVOILL
REEE

(= =
=

Is Hungary the Gateway to Europe for

Chinese Companies?
Navigating the Country's Strategic Appeal and Localisation Challenges
for Chinese Investors

= 5FF: RERILLSERHREND?
— RR@F RIS 31 LU R E S Ak A ks




2 & 15t BA
ABOUT THIS REPORT

AXHMFZFARTEFEMEMNZSUARARKGES, RESXEEHARTAR, W
BMXFIZREKAEQEETTERANILK, RATFEIRNNARANELKFRE
KENAFREZ L. EME=ZF~=UBEH R,

This research paper, based on research and interviews with companies in the
industry, was written by Sinnvoll Think Tank, based in China and Europe. We
are committed to providing in-depth analysis and insight for global
businesses.
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EXECUTIVE SUMMARY

The document offers a comprehensive analysis of Hungary's economic landscape, focusing on its emergence
as a strategic entry point for multinational companies, particularly in the automotive and battery
industries. It provides a detailed historical context, highlighting Hungary's transition from economic distress to
becoming a center of international capital investment. The impact of the Orban government's reforms, known as
"Orbanomics," is thoroughly examined, shedding light on the specific policies and strategies that have revitalized

the economy and attracted foreign investment.

Furthermore, the paper delves into the challenges and opportunities for Chinese companies, such as CATL,
in localizing their operations in Hungary. It provides insights into labor dynamics, technology integration, and
community engagement, offering a nuanced understanding of the complexities involved in the localization
process. The strategic appeal of Hungary for Chinese investors is explored in depth, emphasizing the country's
unique position as an entry point to the European market and the potential for global expansion. The document
also addresses potential obstacles and complexities of the localization process in Hungary, encompassing

regulatory, environmental, and social considerations that Chinese investors must navigate.

Additionally, the internal divisions within the ruling party in Hungary and opposition to foreign investment
projects are discussed, providing a comprehensive view of the intricate landscape of business localization in
Hungary. Overall, the document offers a detailed and multifaceted analysis of Hungary's economic
development and its strategic appeal for Chinese investors, while also highlighting the challenges and

complexities involved in the localization process.
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On 22 December 2023, Chinese automotive giant BYD
announced that it would build a world-leading new
energy vehicle manufacturing base in Hungary, which
immediately attracted the attention of domestic and
international media. Europe, as the beating heart
center of the global automotive industry,
increasingly felt competitive pressure from China. At
the same time, the global expansion of China's new
energy vehicle industry has become a hot topic for
2024.

has

Why did BYD choose Hungary for its expansion?
This is a question that many people ask, because
Hungary is still an unfamiliar name to the average
Chinese.

Hungary is really a "small landlocked country": with a
population of 9.7 million, like the population of the
city of Jinan; with an area of 93,000 square
kilometers, it is slightly smaller than Zhejiang
Province; it has no access to the sea; and it is
surrounded by 6 countries, similar to the situation
in Shanxi Province. Obviously, Hungary is not a
country blessed with good conditions. However, in
recent years, thanks to the successful national
strategy of the Orban government, this small country
has shown an unprecedented "big vision" and has
become one of the centers of the automotive industry
and an indispensable entry market for
multinational companies.

many

In 2022 and 2023, Hungary reached record levels of
foreign direct investment (FDI). According to official
data published by the Ministry of Foreign Affairs and
Trade, Hungary concluded 92 major FDI transactions
totalling EUR 6.5 billion in 2022 and EUR 13 billion in
2023. And the 2022 Global FDI Report published by the
World Economic Forum shows that Hungary is among
the world's leading countries with an average FDI
growth rate of 7.96% from 2013 to 2022.
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2022 was also an important year for Chinese
investment in Hungary: BYD, CATL, EVE Energy,
Sunwoda Electronic, Semcorp, Huayou Cobalt,
Zhejiang Hangke Technologies and other companies
announced investment and factory construction plans
in Hungary one after another. Some insiders jokingly
said that Chinese EV companies "have either already
built or are on their way to build factories in Hungary".
It should be noted that since the Orban
government took office, cooperation between
China and Hungary has made great progress and

has been upgraded.

Why has Hungary been able to attract major
investments from Chinese technology giants such as
BYD and CATL at a time of global economic gloom?
What are the underlying reasons? What is the reality of
the Chinese companies' investments? What are the

challenges facing Chinese investors?

This paper - based on the exchanges with officials
of the Hungarian government, our long-term
research on global strategies of multinational
companies and consulting Sinnvoll Think Tank will
combine we start by analysing the development of
the Hungarian economy to see how the economic
situation and industrial policy have evolved over
the past three decades. We will then focus on the
development of the automotive and battery
industries. After that, we will go through the situation
of CATL's battery plant to understand the challenges

faced by local Chinese companies.

We would like to offer our readers a balanced view of
the Hungarian market and help Chinese companies
better understand how to develop their global
strategies to localise their production, management

and communication in the European market.
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To understand Hungary, it is essential to
understand its history. Situated in the heart of
Central Europe, at the crossroads of various Eurasian
ethnic groups, it was destined to be exceptional, and

its history was destined to be full of ups and downs.

Hungary's development has been influenced by
both Eastern and Western cultures throughout its
long history. In the 5th century AD, Attila the Hun
settled his tribe in Hungary and established a
powerful Hun Empire. Later, in the 9th century, the
Magyars migrated to Hungary and became the main
ethnic group of today's Hungary. In the course of the
centuries, the country was subject to Germanic
invasions from the West, Slavic invasions from the
North, and Mongolian and Turkish invasions from the

East.
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Hungary first aligned itself with the European
powers in the 19th century. At the time, aristocratic
forces in Hungary were dissatisfied with the rule of the
Habsburg dynasty of Austria. The Hungarian
Revolution of 1848 was led by aristocratic forces who
were inspired by the revolutionary poet Petdfi's
slogan 'Life is precious, love is worth more, both can
be abandoned for freedom'. The Austrian emperor
eventually opted for a compromise after facing
stubborn Hungarian generals. In 1867, the Austro-
Hungarian Empire was established, formally
transforming Hungary from a vassal state to a
sovereign state on an equal footing with Austria. This
granted Hungary de facto independence in legislation,
justice, administration, customs, coinage, and other

areas.

The Austro-Hungarian Empire was once a great
power, with the second largest territory and the
third largest population and industry in Europe.
However, its success was short-lived. In the First
World War, the empire suffered defeat, resulting in
Hungary losing 74% of its territory and 62% of its
population. During the Second World War, Hungary
was once again plunged into war, resulting in the loss
of nearly 2 million lives and a third of its territory. In
1945, following the expulsion of the Nazis, Hungary

became a satellite state of the Soviet Union.

However, the Hungarian people's persistent nature
could not be suppressed by the Iron Curtain. In
October 1956, the Hungarian Revolution erupted once
again, with hundreds of thousands taking to the
streets, much to the shock of Khrushchev. Although it
ultimately concluded with major Soviet intervention,
the Hungarian people's determination to resist was
evident. After the end of the Cold War, Hungary opted
to return to the West in accordance with public

sentiment.
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However, Hungary's return to the Western world
did not solve all of its problems. While disengaging
from the Soviet Union, the country was also
experiencing acute economic pain. Following the
collapse of the Soviet Union in 1989, Hungarian
goods, which had originally benefited from Soviet
subsidies and a domestic market, suddenly lost their
competitive advantage and over 70% of their foreign
markets. According to statistics, the GDP experienced
a significant decline of 18% from 1990 to 1993. This
led to the closure of numerous factories, resulting in
800,000 job losses and a surge in the unemployment
rate from 1.7% to 12%. In response to the economic
crisis, the country had to make severe cuts in public
spending, leading to the disappearance of social
services and widespread discontent among the

population.

During the following decade, Hungary underwent
significant market reforms under the leadership of
Antall Jézsef, Péter Boross, and Gyula Horn. These
reforms included trade liberalisation, tax reform, the
establishment of market-oriented banks, accelerated
privatisation of state-owned enterprises, and the
introduction of an export-friendly exchange rate
regime. The implementation of these measures
helped the Hungarian economy to gradually recover
in the late 1990s.
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By leveraging its affordable workforce, tax incentives,
and strong infrastructure, Hungary has successfully
drawn foreign investment from Germany, the United
States, and other nations, making up over one-third of
foreign direct investment in Central and Eastern
Europe. This trend persisted until 2007, during which
FDI represented 51.8% of Hungary's GDP, propelling
the country from lower-middle-income to upper-

middle-income status.

In order for Hungary to be recognised as a Western
country, it was necessary for them to integrate
their economy with the EU. Joining the EU was the
most convincing way for Hungary to achieve this goal.
Hungary submitted their application for membership

in 1994 and began negotiations with Brussels in 1998.

At the time, Hungary did not anticipate that joining
the EU would mark the beginning of its second
economic ordeal. As a candidate country, Hungary
had to implement extensive reforms in over thirty
areas to meet EU requirements. However, the EU's
'Maastricht criteria' dealt the biggest blow to the
fledgling Hungarian economy: government debt
should not exceed 60% of GDP, and the government
budget deficit should not exceed 3% of GDP. It is
important to note that the implementation of strict
austerity policies was a setback for the Hungarian
economy, which still required macroeconomic

regulation and support.
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The decision to integrate with the EU has proven to
be a double-edged sword, with both advantages
and disadvantages for the country. Despite

hotbed
Hungary's

becoming a of international capital

investment, industrial transformation
slowed due to annual austerity measures imposed by
the government and accelerated privatisation.
Speculative capital steadily increased their financial
investment in Hungary, eventually controlling over

90% of the banks.

Despite the impressive GDP and FDI growth figures,
the Hungarian economy was found to be divided into
a 'dual structure', with a growing disparity between
the productivity-driven and technology-intensive
multinationals and the labour-intensive domestic

companies.

-igl
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However, the influx of speculative capital is often
short-lived, as it can quickly leave just as fast as it
arrived. The global financial crisis, which was
triggered by the U.S. subprime mortgage crisis in
2008, had a devastating impact on Hungary. The
country, which was once a regional hub for foreign
direct investment, was hit the hardest in Central and
Eastern Europe. As a result, Hungary fell into a
prolonged recession, with GDP plummeting by 6.6% in
2009, unemployment rates soaring into double digits,
and negative population growth. Consequently,
European and Northern American business and

capital gradually marginalized the country.

In the aftermath of the 2008 financial crisis, the
Hungarian government faced a dilemma: on the
one hand, the economy was in decline, and on the
other, the government was on the verge of
bankruptcy. If they chose to bail out the market, they
would have to break EU rules and face more punitive
measures. If they chose to borrow from the EU, this
might provide short-term

relief, but long-term

austerity would inevitably further entangle the

economy.  Nevertheless, Ferenc  Gyurcsany's
government opted to seek €20 billion in emergency
loans from the European Union, the International
Monetary Fund and the World Bank to alleviate the

immediate crisis.

GDP growth, Inflation, Active Population in Hungary 1990-2010
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However, in order to repay the debt, Hungary has had

to tighten its belt even more than before.

Social conflicts intensified during the financial
crisis. Despite the Hungarian government raising tax
rates, cutting public spending, and reducing wages,
the economy continued to stagnate. These measures
also made Hungary's industrial sector unattractive,
leading to the withdrawal of foreign investment by

many multinational companies, such as Robert Bosch.

Simultaneously, as interest rates on domestic loans
increased, Hungarian consumers and businesses
turned to foreign currency loans, exacerbating the
depreciation of the Hungarian currency, the forint.
The withdrawal of foreign investment led to a decline
in productivity and innovation rates among
Hungarian domestic firms, and the unemployment

rate rose to over 11%, one of the highest in Europe.

The economic difficulties following the dissolution of
the Soviet Union have led many Hungarian elites to
question the reliability of both the Soviet Union and
the EU in the long-term: Once a subordinate or
dependent relationship is established and
decision-making sovereignty is lost, a crisis is

likely to occur.

The question remains: did Hungary sink therefore
as a result? The history of Hungary demonstrates that
turbulent environments often stimulate the
indomitable character of its people. Hungary
experienced a turning point in its history with the

election of the Orban government.
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Looking back to before Viktor Orban took office in
2010, Hungary was in a state of internal and
external distress: a poor economy, capital flight,
high debt and widespread public resentment.
However, in hard times, heroes are born. The right-
wing Alliance of Young Democrats (FIDESZ), led by
Viktor Orban, burst onto the scene shouting "The time
has come! (Itt az ido!)" During the election campaign,
Orban's team made several economic promises,
including creating one million jobs in 10 years,
boosting consumer credit, supporting small and
medium-sized enterprises, and reducing the tax
burden. Later, FIDESZ won a resounding victory in the
parliamentary elections with 265 out of 386 seats, and
Orban was sworn in as the new prime minister.

Upon taking office, the Orbadn government
implemented a series of reforms that garnered global
attention and are considered pivotal to Hungary's
historic ascent. These reforms can be condensed into

three main points:

The first step is to activate the economy through

"Orbanomics".
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The new government recognised that blindly
following the EU and creditor organisations in
cutting spending would not revive the economy,
but would push it further towards collapse. To
bring about change, drastic measures were needed.
Orban's economic reform began amidst much
criticism and doubt.

Firstly, Hungary has introduced the lowest
corporate tax rate in the EU at 9% and a personal
income tax rate of 16%, creating an investment-
friendly environment.

Next is the subsidy policy. Hungary has developed
an economic plan for state and multinational
companies. The government has taken several
measures, including increasing subsidies to attract
foreign investment and entering into strategic
cooperation  agreements  with  multinational
companies to stabilize investment in the
manufacturing industry.

There has been industrial restructuring. The
government restructured the tobacco, savings, and
agricultural sectors, which stimulated economic
activity and supported the steady growth of state
capital.

The last aspect of reform concerns the financial
sector. Gyorgy Matolcsy, the Governor of the
Hungarian  National Bank, implemented an

expansionary monetary policy to support economic
growth and create a more favourable monetary
environment. As a result, Hungary's total investment
has steadily increased since 2010, with a further
acceleration since 2016. In 2022, total investment was
more than three times higher than in 2010.
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Since 2010, Hungary's industrial data has

consistently improved. The introduction of
favourable policies and consolidation has led to a
steady increase in the share of industry in the national
economic output. The number and turnover of
tangible industrial enterprises have also grown

significantly.

Regarding financial risks, SME loan interest rates
decreased by 80% from 2010 to 2018. Additionally,
banks' reliance on foreign direct investment
decreased from 90.4% in 2004 to 85% in 2013, and
then sharply to 50% in 2015. The central bank's self-
financing plan has successfully encouraged banks to
invest capital in government bonds, reducing the

government's dependence on foreign currency debt.

The Orban government's profound reforms have
turned around the Hungarian economy. It has not
only recovered from its initial downturn but has also
increased its autonomy and developed the domestic
market. These policies are collectively known as

'Orbanomics'.
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Hungary has chosen the car industry as a focus for

re-industrialising the country.

While stabilising the macro-economy, Orban also
focused on industrial breakthroughs. It was clear
that Hungary needed to deeply integrate with the
global industrial supply chain, attract investment in
manufacturing for global markets, lay a more solid
foundation for Hungary's real economy, and achieve
the government's desired goal of developing Hungary

from a middle-income country to a middle power.

The concept of 're-industrialisation' emerged as a
response to the expectations of Hungarian society.
The government introduced the slogan of rebuilding a
'work-based society' (munkaalapl tarsadalom) to
reduce excessive welfare dependency among the
unemployed. Tax cuts and other measures were
implemented to encourage individuals to focus on
work and improve their standard of living through
employment. To develop its industry vigorously,
Hungary must focus its efforts on achieving
industrial breakthroughs. Due to limited labour and
market potential, Hungary cannot follow the path of
major industrial powers such as China and India.
Therefore, it is necessary to select breakthrough
points in a more utilitarian way. Once a breakthrough
is made in an industry, it has the potential to trigger
an agglomeration effect that can sustain Hungary's

prosperity for decades.
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The car industry was the breakthrough industry
chosen by the Orban government.

The main considerations were: On one hand, many
global car manufacturers have chosen Hungary as
their core manufacturing location in Europe since the
1990s. Despite many companies withdrawing due to
the financial crisis, Hungary still has a strong
industrial base. On the other hand, the automotive
industry is a politically sensitive sector. If subsidies
can create investment opportunities, they will
inevitably attract a large amount of investment in the
short term. In fact, this decision was very far-sighted.
Between 2009 and 2021 alone, employment in
Hungary's automotive industry will more than double,
accounting for 25% of the value of the country's total
manufacturing output. Hungary's policy of subsidies
and tax breaks has attracted many automotive
companies. The main difference between this current
wave of industrialisation and that of the 1990s is the
emergence of domestic suppliers in Hungary. This has
led to the development of a strong domestic supplier
base and a more complete industrial ecosystem.

The third is that Hungary's open policy has deeply

involved German industrial giants.
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The initial handshake between Magyars and
Germans led to the creation of the once-flourishing
Austro-Hungarian Empire. Similarly, the second
handshake between the two nations helped lay the
foundations for Hungary's industrial revival. It is
objectively evident that Orban's industrial revival,
after taking office, has greatly benefited from the
support of German industry, particularly the
continued investment of German automotive giants.
According to official data from the Hungarian
Investment Promotion Agency (HIPA), over the period
of 2014 to the first half of 2022, more than 171 German
companies invested a total of 7.86 billion euros in
Hungary, creating 32,000 jobs. Currently, over 3,000
German companies operate in Hungary, employing
more than 300,000 Hungarian workers. This highlights
the significant influence and link between the
Hungarian and German economies, as one out of
every 20 Hungarian workers is employed by a German
company.

Germany is Hungary's largest trading partner,
accounting for 24% of imports and 27% of exports.
German companies are the largest investors in
Hungary, accounting for 21% of total foreign direct
investment. The automotive industry is the largest
investor among German companies. BMW, Mercedes-
Benz, Audi, Stellantis, and other leading global car
manufacturers, as well as Bosch, Continental, and
Kautex, have production bases for vehicles or
components in Hungary.

Hungary is currently the third country, following
Germany and China, to have three BMW Brilliance
Automotive plants. The German automotive industry
has invested over 7.86 billion euros in Hungary. Audi,
in particular, has invested more than 11.5 billion
euros in Hungary since entering the country in 1993
and has created four times as many jobs in Hungary
as in Germany itself. To promote the growth of the
domestic economy, the Hungarian government
encourages German companies to invest and
establish factories, as well as technical research
and development centres in Hungary.
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The most typical example is the Bosch Group, which
not only decided to move its factory to Miskolc after
Orban came to power, but also operates an R&D
centre there and employs many highly qualified local
engineers. In 2025, Bosch will invest an additional
€480 million to further expand its electric drive
development, testing and production capacity. This
"first factories, then R&D" path is becoming
increasingly smooth. According to the Hungarian
Investment Promotion Agency, from 2010 to 2019, the
expansion of German companies will increased the
value of the Hungarian automotive industry by 165%,
generating 2.5% of Hungary's GDP. Of course, at the
same time, the subsidies received by companies have
naturally increased steadily, with German companies
alone receiving 122 million euros in subsidies and
support in 2019, 70% more than domestic Hungarian
companies. At the same time, the number of German
companies receiving more than 1 billion forints (2.64
millions euro) in subsidies from the Hungarian

government far exceeds that of other countries.

Country of origin of companies receiving grants
exceeding HUF 100 million (2004-2016)
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Germany has invested in higher education in
Hungary, with over 566 cooperation projects

currently in progress between the two countries.

These include the Andrassy Gyula German-language
University in Budapest, which is the only German-
language university outside the German-speaking
countries.  Additionally, Germany's renowned
Fraunhofer Institute has established a project centre
for management and information technology in
Budapest, along with the EPIC InnoLabs joint venture
with Hungary's SZTAKI research institute. The revival
of Hungary's automotive industry has brought about
economic recovery and social stability. The sector
accounts for 20% of Hungarian exports and 8% of

GDP.

It is undeniable that Orban's government has
executed this strategy masterfully, creating a
"German-Hungarian” community of interests with
subsidies and low tax models that have attracted
significant global investment in the automotive
industry, positioning Hungary as the "Detroit of
Europe” and solidifying its status as an industrial
power. Orban's excellent leadership is inextricably
linked to all these transformations, and is a key
reason why Hungarian voters have repeatedly re-
elected Orban. This shows that public concern is

focused on economic development.
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In the automotive industry, the challenge is to
keep up with the times in the long term. Hungary's
strong promotion of the automotive industry and
rapid development of the battery industry reflect a

global vision.

The appearance of new electric vehicles in 2015
drew the attention of the Hungarian automotive
industry and decision-makers. Hungary had
relatively weak innovation capabilities, so even the
slightest negligence could lead to the systemic risk of
being left behind in the wave of technological
innovation. If the market for fossil fuel vehicles
shrinks and the market share of German car
manufacturers decreases, Hungary will undoubtedly
be the first to feel the effects. The long-term
stagnation of former automotive powers such as the
UK, France, Slovakia, and the Czech Republic serves
as a stark lesson. Official estimates suggest that if
Hungary's car industry fails to adapt to the new

situation, GDP could fall by as much as 10%.
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Hungarian policymakers are also concerned that

even if they keep up with the industry's
transformation and maintain their current share of
the automotive market, the electric vehicle
industry's growth could significantly impact
Hungarian society. The reason for this is that the
demand for labour in the production of electric
vehicles is significantly lower. For instance, the
number of workers required to assemble electric
vehicles is 40% less than that needed for internal
combustion engine vehicles. This reduction in labour
demand could put more pressure on employment in
Hungary, waves  of

potentially leading to

unemployment.

The Orban government had to act promptly and
strive for industrial breakthroughs in the new
energy era, specifically in the battery industry.
Between 2015 and 2016, the Hungarian government
conducted extensive research, established the Battery
Industry Alliance, and formulated the 'National
Battery Industry Strategy' with the core goal of
making Hungary the 'centre of the European battery
value chain' and achieving carbon-neutrality targets
to promote the development of a sustainable battery

value chain.

of the

Hungarian Battery Alliance and a former official of the

Peter Kaderjak, the Executive Director
Orban government, stated that the new era of energy
poses an existential challenge for Hungary and
Europe. The core of this new industry is batteries, and
Europe has fallen behind, missing the opportunity to

create a complete value chain.

The European automotive industry, led by German
companies, is lagging behind in the transformation. It
is advisable to take the initiative instead of relying

solely on German companies.
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In the face of significant internal and external
challenges, the Hungarian government has taken the
first step by resolutely implementing the policy of
'opening up to the East', specifically to the industrial
chains represented by China, Japan, and South Korea
in a gradual and progressive manner. This decision
has two key points:

Hungary's most pragmatic strategic choice is to
"open up to the East".

In 2010, when Orbadn took office, he abandoned
Hungary's traditional strategy of relying on the West
and instead proposed a 'policy of opening up to the
East' (keleti nyitas politikaja). However, until 2016,
investors from East Asia seemed to be more
interested in investing in Western Europe than in
Central and Eastern European countries.

After some initial attempts, Hungary has realised that
to attract investors from East Asia, it is not only
necessary to manage bilateral government relations
well, but also to have direct interaction with the
2016, the Orbéan
government has actively pursued closer ties with the

industries. Therefore, since
new energy industries in East Asia. This has involved
reaching out to manufacturers of new energy
vehicles and lobbying industry giants to invest in

Hungary's battery manufacturing industry.

MNewly created jobs (2022)

92|

large FDI 5,929‘ Germany
projects 35687 South Korea

1 ,708 Hungary
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After learning about the concerns of East Asian
companies regarding investing in Europe, such as
the adaptation of Hungarian workers to the
overtime culture of East Asian companies, the
Orban promptly made
adjustments to address these issues. It amended
the Labour Code and passed
Amendment through Parliament to meet the needs of

government policy

the Overtime
East Asian companies. In order to facilitate local
recruitment by East Asian companies in Hungary, the
Orban government has passed a series of laws that
relax the previous employment restrictions. These

laws now only require a minimum wage level to be
paid.

In August 2016, Samsung SDI from South Korea
invested €1.2 billion to establish a factory in God,
Hungary. This investment was a milestone for
Hungary and will help to better serve the needs of
European customers. It laid the foundation for
Hungary to become a key player in the European

battery manufacturing industry.
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If Audi's investment in the 1990s helped Hungary
recover from economic difficulties, Samsung's
investment can be seen as helping Hungary take
advantage of the opportunities presented by the
new energy era.During the foundation ceremony of
Samsung SDI's factory in 2017, Prime Minister Orban
stated that "Samsung's investment brought the future
to the city of God".

In August 2016, Samsung SDI announced a €1.2 billion
investment to build a factory in Géd, Hungary. This
investment was a milestone for Hungary as it laid the
foundation for the country to become the centre of
the electric vehicle battery manufacturing industry in

Europe.

As a result, South Korea became Hungary's largest
source of foreign direct investment in 2019,
overtaking Germany. This has been referred to as a
'bilateral trade miracle'. South Korea has remained
Hungary's top investor for the following three
years.
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While explaining the reasons for South Korea's heavy
investment in Hungary, South Korean Ambassador to
Hungary Kyoo Sik Choe stated that in addition to
Hungary's superior geographical location and
favourable investment policies, the country's friendly
attitude towards South Korean investors during the
epidemic was also crucial. During Hungary's travel
restrictions, South Korean companies received special
treatment, which allowed them to continue normal
exchanges. In 2022, South Korea was the first country
for which travel restrictions were lifted in Hungary.

This was a decisive factor for South Korean investors.

The investment of Korean companies played a
crucial role in Hungary's transition before the
epidemic. It is not an overstatement to say so.
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In 2022, Hungary's foreign direct investment reached
a record high, with 73% invested in the battery
Additionally,
successfully diversified its partners this year, with 48%

manufacturing  industry. Hungary
of investments coming from East Asia and 42% from
EU countries and the US. Foreign Trade Minister Peter
Szijjarto stated that this ratio is beneficial for the

Hungarian economy.

The second point is that Chinese and other East
in the
renewable sector and a need to develop a global

Asian companies have an advantage

market. This has become a catalyst for the
development of Hungary's battery industry.

Since 2022, China's battery industry has faced intense
domestic competition, leading companies to expand
overseas. While barriers to the North American market
are increasing, Europe remains a natural high-end
market to compete for. Chinese investors are also
turning their attention to Central and Eastern Europe

due to its high cost-effectiveness.

In this context, Debrecen, a small city of just 200,000
people in eastern Hungary, has inadvertently become
a hotspot for Chinese battery companies. The reason
for this is ultimately due to German companies. In
2020, BMW announced a €10 billion investment to
construct an ultra-large electric vehicle plant in the
northwestern economic zone of Debrecen. In 2022,
BMW increased the investment amount to €20 billion.
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BMW's decision had a domino effect on the overall
development of the battery industry: first, as BMW's
largest battery supplier, Contemporary Amperex
Technology Limited (CATL) decided to set up in
Hungary to be closer to customers, abandoning
Serbia and Poland. CATL's official announcement in
August 2022 sparked enthusiasm among Chinese
battery industry chain enterprises to expand
overseas in Hungary. EVE Energy, Hangzhou Huasu
Technology, Semcorp, Ningbo Zhenyu Technology,
and Zhijianeng Automation have recently announced
investments in Debrecen. The initial estimate of
Chinese investment in the city is approximately 90
Additionally,

Guoxuan Hi-Tech, and Huayou Cobalt have expressed

billion euros. Sunwoda Electronic,

interest in making industrial investments in other

Hungarian cities.
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Chinese battery companies have been investing
heavily in recent years. In fact, the total investment
promised by Chinese battery companies has already
surpassed that of Korean companies in previous

years, according to incomplete statistics.

This will also intensify the competition between
Chinese and South Korean battery companies in the
European market. A Korean media report predicts
that South Korea will hold 64% of the European
market share in 2022, making it the dominant player.
However, a fundamental shift may occur in 2025 with

the arrival of Chinese investment.

Currently, Hungary is attracting global investment
with its open policy, particularly targeting Chinese
global enterprises. It has become a popular
destination for Chinese companies to expand

overseas in Europe.

In the European competition between China and
South Korea, Hungary is benefitting from its
strategic position. Hungary has attracted five of the
world's top ten battery manufacturers and has
become a global centre for lithium battery
manufacturing. Hungary's Minister for Economic
Development, Marton Nagy, stated: With the increase
in battery production, Hungary's automotive industry
can grow from around 20% of GDP to 30% in the
medium term. Hungary is set to become the fourth
largest battery producer in the world, following the

United States, China, and Germany.
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Benchmark Gigafactory, a third-party organization,
has analysed data that predicts Hungary's battery
production capacity will increase sevenfold to
207GWh by the end of 2031. Hungary is expected to
have 86% of its production capacity coming from Tier
1 battery manufacturers, which is more than any

other country in Europe.

In the face of such huge investments, the Hungarian
government has not been lying idle: in addition to
providing subsidies of up to 15%, which is a high
average, it has also increasingly invested in building
infrastructure around the factories. For instance,
CATL's project in Debrecen prompted the Hungarian

government to invest 1,210 billion forints (3.2 million

hva [ §
IR BRI ST euros) in constructing the Debrecen South Economic
Zone.
Hungary positions itself as a European leader in electric batteries
Expected GWh output capacity of all currently announced Evropean gigafactories by 2031 Hover

over the bars or click on the country name 1o see output for specific companies
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The Hungarian government hopes that East Asian
companies, like German companies, will not only
establish production facilities in Hungary but also
gradually transfer R&D activities to the country.
The government offers 'special treatment' to East
Asian companies, based on high expectations.

Currently, companies like Samsung have been
steadily expanding in Hungary in recent years.
However, their engineering teams are still mostly
composed of Korean professionals.
Samsung has announced plans to hire thousands of
local engineers in the near future, particularly
chemical engineers. Hungary has also explored the
potential for deeper and long-lasting collaboration
with the Chinese industry through CATL's R&D centre
in Germany and cooperation with the Fraunhofer
Institute in Germany.

Nevertheless,

Péter Kaderjak, the managing director of the
Hungarian Battery Alliance, believes that Hungary has
a high chance of replicating its past success in
rebuilding the automotive industry in the battery
industry chain. He emphasizes the importance of
ensuring the sustainability of the economic
development of the electric vehicle industry in
Hungary. Even though the main investors are
foreign companies, it is still necessary to promote
local added value to the highest possible level. The
automotive industry provides a clear example.
Following the collapse of the Soviet Union, the
Hungarian car industry disappeared entirely and had
to be reconstructed from the ground up. German
companies arrived and initially introduced only low
value-added processes, but over the course of 30
years, Hungary's value-added in car manufacturing
has increased by approximately 30 percentage points.
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Marton Czirfusz, a researcher at the Periféria Policy
and Research Center in Budapest, noted that battery
production is a labour-intensive and low value-added
industry. He argued that the development of the
battery industry would not improve the automotive
industry's position in the value chain; on the contrary,
it would move downstream. As a result, the
automotive industry would become more and
more 'Foxconnised' - with a high proportion of
skilled jobs but and flexible
employment.

low wages

For Hungary, establishing research, innovation,
and creative capacities is not an easy path to gain
competitive advantages. The strategic report of the
Hungarian Ministry of Innovation and Technology
(ITM) highlights that due to the limited international
cooperation, there is a significant gap between
academic research and industrial R&D needs, as well
as a low level of integration of foreign investment into
the local ecosystem. As a result, Hungary will face

greater challenges.

The main challenge is the shortage of technical
talent and labour. Newly constructed factories often
require the mobilisation of local temporary workers to
maintain operations. For instance, at Samsung's God
factory, less than half of the workers are Hungarian
citizens, and there are fewer than 100 local residents.
CATL's factory in Debrecen is facing a significant
challenge - the local small town has a very low
unemployment rate and only a few thousand people.
Therefore, recruiting workers has become a crucial
issue to consider.

Furthermore, Hungarian society still shows
resistance towards a significant influx of foreign

workers.
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In May 2023, the Orban government proposed a 'guest
worker bill' that would have permitted investment
companies to bring in foreign workers, technicians,
and managers to construct and operate factories.
However, due to opposition from domestic public
opinion, it was withdrawn before coming into force on
1 November.

This will undoubtedly increase uncertainty for

Chinese companies involved in investment,
construction, and operation.
SINNVOILL
REEE
CATL TS
EVE {7ihi%H SO
Qe SUNLODA
R K™,
of wm
(Gsyuasa @

1y,
Audi
o

&
G

] <9
NIOEX  £) JAEWON
G SungEel HiTech

¥l ARFEEREFESEES, MEREILFFEREN

REZEEE)

(Chart: Sinnvoll Think Tank statistics on manufacturers in the Hungarian battery value chain. Source: Sinnvoll Think Tank)
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Despite facing many challenges, Hungary's recent

achievements in industrial progress are still
remarkable. These accomplishments are a testament
to Hungary's dedication to industrial growth and
development. Hungary has created industrial
agglomeration effects in five areas: battery cells,
vehicle plants, components, battery materials, and

recycling.

In the rapidly changing European car market,
Hungary not only seized the opportunity early on
but also distinguished itself from other European
countries by welcoming East Asian giants, thanks

to its policy of opening up to the East.

The EV manufacturing ecosystem is becoming more
comprehensive and is gradually evolving into a hub
for European automakers and East Asian battery
manufacturers. This may be the primary reason why
BYD invested in Hungary - it can use Hungary as a
foothold to enter Europe and leverage Hungary's
rapid development of the automotive industrial chain
for global expansion.

At present, from the perspective of Chinese
enterprises, Hungary has become an ideal entry
point for them to enter and develop the European
Market. As the Hungarian Ambassador to China, His
Excellency Mr. Pesti Maté Imre, said, "We have the
lowest corporate tax rates, a business-friendly
environment, a highly cost-efficient and flexible
workforce, a unique geographical location and one of

the most competitive subsidy systems in the EU.
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IV. COMPREHENSIVE ASSESSMENT OF THE
LOCALISATION PROCESS IN THE HUNGARIAN MARKET
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The above analysis shows that Eastern Asian
companies are expanding into the European market
through Hungary. This is due to Hungary's strategic
geopolitical advantages. By comparing emerging
markets over the past three years, it is clear that the
driving forces behind each market's growth are
unique. The Indian market benefits from its
demographic dividends, while Saudi Arabia relies on
transformation strategies. Hungary and Mexico
attribute their success to their strategic geopolitical
advantages.

Moreover, gaining and losing such advantages is not
determined by the nation itself alone. Mexico
obtained benefits as a result of the escalated rivalry
between China and the United States when
Washington enforced the Inflation Reduction Act.
Hungary gained an advantage because the European
Union promoted 'de-risking' against China, which
obliged Chinese industries to maintain a contingency
plan for future exports to the European market.

Therefore, the risks and opportunities in such

niches are clear. However, the '"strategic
geopolitical advantages" may weaken if US or EU
decision-makers introduce more stringent policies
or measures against Chinese companies or
investors. In other words, Hungary aims to maintain
its open policy towards the East and provide
adequate political guarantees for Chinese investors.
However, it is uncertain whether this low entry barrier
can be sustained in the long run, given the current
circumstances of intensified global geopolitical
fluctuations and rapid changes in economic patterns.

Therefore, a comprehensive assessment is necessary.
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Furthermore, Chinese companies may currently have
easy access to Europe through Hungary's low
entrance barrier. However, they will still face
significant challenges in the future when dealing with
the entire EU market and its consumer groups. It is
important to note that developing in Hungary has

proven to be a difficult task for Chinese companies, as

they have learned through many hard lessons.

Some companies have overstated Hungary's
perceived "pro-China" stance, disregarding the
complexity of the country's overall policy
ecosystem. In recent years, both the United States
and the European Union have intensified their
political scrutiny of Chinese overseas investment.
Hungary's favourable attitude towards Chinese
enterprises has led to a misconception that Hungary
is a "Chinese investment enclave" within the
European Union. This oversimplifies the complex
political ecosystem and may lead to false

expectations.

It appears that pressure from the EU continues to
affect Hungary in various ways, including through
opposition parties, international non-governmental
organizations, think tanks, and other means. The
accumulation of these voices may eventually have an
unfavorable impact on Chinese business investments

in Hungary.
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Additionally, Chinese companies often prioritize
"economic logic" over "social logic" during the
localization process. While their pragmatic approach
has led to success in terms of contributing to the
economy through job creation and tax revenue, it may
not be sufficient in European societies, particularly in
Hungary where traditional values hold significant
importance. As they do not face serious
unemployment problems, one more or less factory

job does not make much difference to them.

Simply put, when faced with the large-scale entry
of Chinese companies, opposed to Chinese
companies' expectations, many locals not only
didn’t line up to welcome them, but also showed
extremely strong distrust and even took to the
streets in demonstrations, which was an
unexpected result for the context of the Chinese
optimism. Therefore, it is urgent to change the
localization logic from a passive to a proactive and

interactive approach.
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Chinese enterprises often follow a "lone knight"
model, neglecting the convergence of interests
among different stakeholders. This can make them
vulnerable to criticism. When expanding globally,
Chinese companies should avoid their tendency to
"fight alone" and "meet challenges with
countermeasures". In the current unfavourable public
opinion environment, going alone may attract more
attackers, leading to exhaustion of strength and

energy.

In this situation, Chinese enterprises must not only
unite internally but also adopt a comprehensive
approach and involve all stakeholders to achieve
localised convergence of interests, and deeply
integrate cooperation partners, social organisations,
professional institutions and local governments to
create more room for survival in the ever-changing big

environment.

The promotion of localization in Hungary requires
a richer perspective of enterprises, as well as the
concerted efforts and joint development of Chinese
enterprises.
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CATL, a prosperous leader in China's new energy
industry, has recently experienced a major incident in

Hungary.

On December 12, 2023, the person in charge of CATL's
European business said in an interview with local
Hungarian media that they did not expect such a
strong backlash in Hungary because their previous
investment in Germany did not face any opposition,
and they are also very concerned about the different
voices in the public hearing. However, the company
remains optimistic about entering Europe and is
willing to engage in constructive dialogue with

multiple parties with sincerity.

The Hungarian public backlash stems from CATL's
major investment in Europe. In August 2022, CATL
announced an investment of 7.34 billion euros to
build a battery factory in Mikepércs, Debrecen,
Hungary, with a planned production capacity of 100
GWh and the creation of 9,000 jobs. Once completed,
it would become a service center for European
automakers and supply about 30 electric vehicle
brands, including BMW, Mercedes-Benz and
Volkswagen, which is almost a historic investment
milestone in the China-Europe cooperation. However,
when this historic investment unexpectedly " landed "
in the Hungarian city of Debrecen, instead of
welcoming locals lining the streets in celebration, it

was met with various doubts, suspicions and even

demonstrations from all walks of life.
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From our point of view, this result also surprised the
Chinese battery manufacturers: large investments
should bring prosperity, celebrated with drums and
cheers; how could they be met with cold indifference?
However, the reality of localization decisions in a
global market is often complicated and delicate.
CATL's major investment in Hungary caused
serious social divisions, with frequent outbursts of
discontent from local environmental groups and
villagers. In November 2022, many women in
Mikepércs formed the organization " Mothers of
Mikepércs" and began street protests, strongly
demanding the suspension of the factory's
construction until specific information about the
factory's water supply, noise levels, and pollution
were obtained. At the two public hearings held in
Debrecen in January 2023, the disputes between the
proponents and opponents of the project intensified
these contradictions, and the scene once descended

into chaos.

Overall, the future of Chinese companies' global
localization looks promising, even though the reality
is sometimes tough. At present, the journey of battery
companies  expansion into  Hungary  with
investigations, factory construction, recruitment,
operation and communication, meets "difficulties at

every turn, hurdles at every step".

prevent such issues in the future. However, CATL
should not underestimate the importance of this
matter. Let us revisit the past and conduct a

structural analysis:

Firstly, government support is essential. As per the
plan, the factory will commence trial operations next
production in 2025. CATL's
investment, the largest greenfield investment project

year and begin

in Hungary's history, has received significant backing
from the Hungarian government. Hungarian Foreign
Minister Péter Szijjarté has even publicly expressed

his pride in it, making it a perfect start.
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However, the project should have given more
attention to the broader concerns of the government
and society. Currently, controversies over the
factory plans persist in Hungarian politics and
society, and are increasingly drawing attention
from the EU.

Within the ruling party, there were clear differences
between Laszlo Papp, the mayor of Debrecen, and
Zoltan Timar, the mayor of Nyiregyhaza, both from
Fidesz, Hungary's ruling party, over the CATL factory
project at the planning stage: Mayor Papp was
adamant that they should seize this once-in-a-century
historic opportunity, stating that "We should take a
longer-term view and focus on long-term economic
development... A city cannot be run on emotions and
feelings." However, Mayor Ti had a different opinion.
He believed that the factory could deplete the local
water supply, cause pollution, and bring a large
number of foreign workers, potentially leading to

inflation problems in the small town of only 5,300

people.
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During the argument, the locals became increasingly
confused, and many protested on the streets. Mayor
Papp claimed that this was mainly due to the
misinformation circulating online. Csaba Domotor,
the state secretary in the prime minister's office,
claimed on social media that this was a political
conspiracy. He questioned why CATL would be more
destructive in Hungary when they have no problem
building factories in the state of Thuringia, which is
governed by the left-wing Social Democratic Party

and the Greens in Germany.

The demonstrations seemed to be closely associated
with the political lobbying network of Hungarian-
American billionaire George Soros. Third-party media
have suggested that this was a malicious campaign
against CATL. For instance, the environmental
organization Alternativ Kozosségek Egyesiilete in
Debrecen received $220,000 in funding from Soros'
Open Society Foundation in 2017. Additionally,
another organization called Egyitt Debrecené rt
Egyesiilet received $41,700 in funding in 2019-2020 to
build a website called Debreciner and publish

numerous articles against the CATL factory plan.
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Environmental organizations were at the center of the
unrest. As social divisions deepened, the
dissatisfaction and emotions of local environmental
groups and villagers frequently erupted. In November
2022, a group of women in Nyiregyhdza formed an
organization called 'Mothers of Nyiregyhaza' and
began protesting on the streets. They demanded the
suspension of the factory's construction until specific
information about the factory's water supply, noise
level, and pollution was obtained. Two public
hearings were held in Debrecen in January 2023,
which further intensified the disputes between

supporters and opponents.

CATL's factory plan is facing challenges from
various parties, including internal divisions within
the ruling party at national and local levels in
Hungary, opposition between ruling and opposition
parties, friction between the Hungarian government
and international organizations, and conflicts of
interest between conservative forces and those
advocating  economic  development.  These
interactive relationships may have been issues
that the investor did not anticipate in the early

stages of the project.

On 13 February 2023, the local court in Debrecen
issued the environmental permit for CATL's factory
despite strong opposition. However, conflicting
interests persisted and regulatory oversight escalated
from Hungary to the European Union. Javor Benedek,
a former member of the European Parliament for
Hungary and the current chief representative of the
Budapest Representation in Brussels, publicly
announced that he had submitted a request for an
investigation to the European Commission. He
pointed out that CATL's operations may violate the EU
Water Framework Directive. The Nagyerdé area of
Debrecen is protected by the Natura 2000 network,
and the implementation of the EU-funded CIVAQUA

project could also be affected.

Will the EU halt construction of CATL's factory
directly?
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Overall, the probability is low. Based on the EU's
current legislative and regulatory system for
investigation and supervision, the European
Commission's ability to conduct an in-depth
investigation and issue a prohibition order against
enterprises in the short term is limited. However, as
the focus of the contradiction shifts to ecology (soil,
water, and air pollution), it is certain that the EU will
impose more regulatory staff and stronger punitive
measures on Hungary in the future. In other words,
from a medium- to long-term perspective, operations
in Hungary will inevitably face more stringent

environmental compliance reviews.

SungEel Hitech, a South Korean company that
recycles batteries, has also faced environmental and
safety issues. In 2023, SungEel's battery recycling
plants in Batonyterenye and Szigetszentmiklés were
fined and their operations were suspended

indefinitely for violating waste treatment regulations.

CATL may face a significant challenge in managing
public pressure and avoiding excessive attention,
while also dealing with increased environmental
scrutiny. Despite this challenge, CATL has made

significant concessions to address these issues.
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Regarding the factory construction matter, the
company announced in mid-July that it would
decrease the investment scale by reducing the
original building footprint from 277,188 square meters
to 240,435 square meters, which is a 13% reduction.
Additionally, the company plans to optimize land use

by refining technical process space requirements.

Regarding energy demand, CATL stated that it will
use one of the initially planned ten boilers as a

backup, thus reducing its energy consumption.

CATL has committed to reducing NMP emission
concentrations by improving engineering design

data in order to address air pollution.

CATL has stated that it will increase investment in
wastewater treatment to address water resource
issues. Additionally, the company has pledged that
for the first phase of the factory, 70% of the required
water will be met by treated wastewater, without

excessive use of local drinking water.

CATL stated that it will aim to recruit locally in
Debrecen and expand the recruitment area to
within 60 km. The company plans to have 3,000
employees by 2026.

Currently, these concessions have not fully reversed
the situation. The residents of Debrecen are still
pursuing legal action against CATL and have taken the
case to the Hungarian Supreme Court (CURIA). On
November 29, the Hungarian Supreme Court
overturned the decision of the Debrecen court,
revoked CATL's emergency permit, and requested the
Debrecen court to reconsider the case. This decision
also implies that CATL will have to hold another public
hearing and submit a safety report if it wants to regain

this permit.
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Considering the present circumstances, it is evident
that CATL's investment in Hungary is encountering
opposition from various sources. To avoid being
targeted and having every action scrutinised, the
company must make more than just superficial
concessions and promises. A deep-level strategic

realignment is likely necessary.

Finding a solution that satisfies all parties is urgent.
CATL still has a long way to go to fully embrace global
localization. This requires systematic planning in
many aspects, including the gradual promotion of a
global localization strategy and the establishment of a
multi-stakeholder communication framework. The
ultimate goal is to integrate into the global market
and become a globally respected manufacturing
company that balances the interests of all parties.
CATL is a benchmark company in China and plays an
exemplary role in paving the way for Chinese
enterprises. The experience and significance of this
matter deserve in-depth analysis and research.

In summary, we believe that the challenge of
global localization for CATL can be solved, and
there are still significant opportunities available. It
is important to note that this success is not a
matter of life and death, but rather a valuable
achievement in this era.
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