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1. Introduction

Hungarian statistics of the last one to two years contain striking data
as to the number of economic organizations in the country and their
breakdown 1nto size categories: the share of organizations of different
size 1s more or less the same as in developed industrialized countries.

T'able 1 — Breakdown of the units of Hungarian economy according
to number of employees in 1988

Number of Number of Breakdown
employees organizations per cent

More than 1000 749
500-1000 871
301-500 931
101-300 1853
51-100 2487
30-50 563
11-30 1813

2-10 60953
[ndependents 70015

T'he remarkable nature of these shares lies in the fact that
cconomists researching the size of organizations held for decades that
the Hungarian economy was overcentralized. It was well-known that
large and giant organizations constructed by central management
controlled every branch of the economy. The best-known example
was that of industry, where, in 1938, 4075 units existed. By 1950
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these had been amalgamated into 1632 units! thus creating one, two
or three huge firms in every branch of industry. ’

In agriculture, too, the land cultivated by state farms and
cooperatives covered the territory of several villages. In the branches
of trade and public catering, firms or cooperatives comprised many
hundreds of shops and restaurants. Construction enterprises
functioned as huge, specialized firms (building factories, department
stores, schools, dwellings, etc.) or at county level.

~ At the same time, small and medium-sized organizations
disappeared or became negligible, even if they too were state (or very
similar, because non-divisible) cooperative property. Private property
almost entirely consisted of the shops of craftsmen and retail traders,
who worked with family aid but without assistants, and the small
farms of independents. In 1980 these numbered barely more than
100,000 overall (63,000 craftsmen, 13,000 retail traders, 28,000
farmers). This was the result of the stop-go policy pursued since
1948, as excellently documented in the GDR and Poland by Aslund .2
Perhaps the most telling example is that, in 1980, only 3.4 per cent of
the country’s wage-earners worked for small organizations in the
private sector, either on a self-employed basis or as employees.
Compare this with the data for the 1940s: then 185,000 craftsmen
were active in the country, and 283,000 employees and craftsmens’
shops were responsible (since the beginning of the century) for
somewhat more than one-fourth of industrial production. In the trade
sector, 78,000 shops were owned by natural proprietors _(1nd1v1duals,
ordinary partnerships, limited partnerships) employing 115,000
workers.? i

In the 1980s the majority of small private organizations worked
with poor equipment, without capital, and very often relied only on
the proprietor’s own labour force and knowledge; small industrial
workshops were still at the craftsman level. Modernization and capital
accumulation was held back by lack of confidence 1n the state (the j
memory of nationalization cannot be effaced from the co_nscwn:j gf i
small proprietors and their families); and 1t could not be stimulat né
competition for customers, because in most settlements a

professions there were no competitors at all.4
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2. Reform attempts and the devolopment of the
autonomous sector

[n the late 1970s and early 1980s changing the overly concentrated
organizational system, and increasing the numbers of smaller
organizations, became the acknowledged aims of the government.
After so many unsuccessful attempts at reforms’ and in view of new
developments in the world economy, the government hoped that, by
creating smaller organizations and by cautiously opening ground for
the private sector, it could improve the performance of the economy,
reduce the shortage of goods and services, and improve opportunities
for trade with developed industrial countries.
Three courses of action were adopted in pursuit of these aims:

1. The decentralization of large organizations. At the end of the
1970s the state administration began to reorganize loss-making large
firms and to split many of them into smaller units as part of a
revitalization programme. Thus, several dozen smaller (although still
large, since they employed more than 500 people) autonomous firms
were created.® At the same time, the government tried to provide
various kinds of incentive (tax allowances and wage increases) in
order to encourage the plants and factories of large firms to function
independently and move towards autonomy. This drive for autonomy
was resisted mainly by the managements of large firms and by the
counter-interests of the state bureaucracy, who felt that their roles
were in danger.” A compromise solution was found: two hundred
subsidiaries were formed with largely formal rights within the overall
regulative framework. Also, the decentralization by law of large state
firms created the small firm as part of state property.® The majority of
these small state firms were created by the dismantling of two large
service-maintenance firms with large national networks: a large car
repair firm, and a domestic appliance maintenance firm. Their local
units became independent small firms. Moreover, Budapest State
Hairdressers, with its several thousand shops, was split up and ten
independent small state firms were created in its place).

Small state firms and the majority of subsidiaries received several
benefits compared with the big ones (simplified accounting, reduced
taxes, etc.). In 1987 almost 500 units (213 small firms and 277
subsidiaries) belonged to this group. T

As with the state organizations, decentralization of large
cooperatives also began. Smaller units, with fewer than 100
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employees, seceded from large cooperatives and became
independent. In 1982 some 137, in 1982 237, small cooperatives
were active.® At the time, when regulation preferred cooperative
property over private property, and when therefore the sma]j
cooperative was an appealing form of organization, dozens of private
companies with more than fifteen employees transformed themselves
into this form. In 1988 more than 3,100 small cooperatives were

active.10

2. New forms of partnership. After 1982 new forms of
partnership appeared in the Hungarian economy as joint ventures
among several individuals. These new forms were: the enterprise
work partnership (VGMK), the cooperative specialized group, the
business partnership (GMK), and the civil law partnership (PJT).
Regulations set constraints on the size and activity areas of private
partnerships: for example, the VGMKSs and the GMKs could not
have more than 30 members; the GMKSs could not engage in trade
activities. VGMK and specialized groups could be only formed by
full-time employees and pensioners of the firm and the cooperative.
VGMKs could operate only after official hours. Civil law:
partnerships — which could also engage in trade — were subjectito. =
very high taxes: whereas VGMKSs were taxed at 3 per cent, the PJTs ==
were at 40 per cent.!! e

Partnerships of private persons (without legal personality,
therefore their members taking full material responsibility) had very
different histories, of which I cannot go into details here. The
VGMK, however, which was the most popular form, never became
an autonomous market actor; the surplus work of its members was
used by the parent company. The VGMK was successful as anew &8
work-organization but not as a venture.!? The majority of specialized
groups had similar roles, although the more flexible cooperative form
£4VE TIs€ to some true ventures as well. There were a few e
cooperatives which consisted of a loose network of

In the state and cooperative sector and ‘ventured’ only their spare
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time. 76 per cent of GMKs had no fixed assets in 1987.13 n 1
some 30,000 domestic partnerships were active in the tg
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3. The easing of restraints on individual ventures. SEVEl






