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Teréz Lakyv: The Hungarian case

In Spring of 1990 democratic election brought about in
Hungary a change in the political system. The one partyv based
power system no Jlonger exists, government was taken over by
several parties. The political turnaround has been performed in a
one-one—-and—-a-half vear period, with its pace steadily
increasing. Change has been urged by several factors. The
foremost among them - beyond the crying for freedom of the
population - was the evident failure of the ruling party to halt
the steady deterioration of the state of the economy.

Radical change and reorganisation of the economy will be a
task of the new government. The change of the political system
could be realised in one act, through the election. To transform
planned economy into market economy, the effort of several vears
will be needed. Planned economy - as it is well-known - is based
on the dominance of state and co-operative property and eon the
negation of private property; on central decisions instead of
individual ones; on central determination of the use of almost
the total of national product, on the strongly interconnected
system of hierarchically dependent, overconcentrated economic
organisations and central allocation of tasks and means. This
system could not be made to operate like market economies -
despite reform endeavours of several decades. Its demolition and
reorganisation will unavoidably cause serious soclal shocks,
deterioration in the state, the standard of living of important

strata, possibly mass unemployvment.



I want to deal in this my lecture with one problem only
namelyv the role of small organisations in Hungarilian economy up to

now . The problems of the present and future o1 small

organisations are strongly attached to the basic problems of the
renewal of the whole economv. First of all as far as the chances

of decentralising, privatising OX overconcentrated state

organisations are concerned.

1/ Small organisations in Hungarlian. economy

In this part of the lecture 1 review the role of small

economic organisations in four different periods, in order to

have a broader outlook.

1., First I shortly sketch up the pre-World War 1I1. period
when the organisational system and employment structure of

Hungarian economy was basically similar to that of neighbouring

European countries - despite the underdevelopment of the country.
2., I deal separatelvy with characteristics of the early
eighties. This was the time when the creation of small

organisations rose to the level of a conscious government
program. The main characteristics of the organisational system
and employment were at that time very similar to those of

Eastern-European and Asian socialist countries.

3., 1 present you in detail the situation up to 1988, the
changes in the organisational system and in employment. I quote

data which demonstrate that - despite the conscious government



program - one could not depart really from the planned economy

mode ] .

4., I shall separately deal with developments after 1988,

when decrees following one-another, - the Unified Venture Law
(1988), the Partnership Law (19B9) and tThe Law on Indiviausy

Venture (Jan. 1990) - constituted a new framework for the

development of small, private venture.

1.1.. The characteristics of the pre-World War ll. era

In vears preceeding World War II. agricultural employment
dominated in Hungary - as a result of delayed industrialisation.
In 1941 48.,7% of the population was employed by agriculture and
25.,4% by mining and industry. The share of employment in trade,
banking, transportation and other branches constituted 25,9%.
(Berend-Ranki 1972, p. 184)

Organisational syvstem of agriculture was in the middle of
the 20. century still feudalistic; almost three-fourth (71,5%) of
farms cultivated a mere 10,1% of total arable land; on the other
end of the scale 29,9% of land belonged to the 0,2% large, above
500 hectares farms (Berend-Ranki, 1972, p. 150).

At the turn of the 19.-20. centuries several large firms,
with an employment of above 1.000 were created and the 41 largest
industrial firms emploved one-fourth of industrial workera.(BEI‘gggj-Réﬂki 19

Besides the large organisations, a host of small, 20—p5.0—1‘00

employee firms were operated in industry. According to the data

of Gyula Rézler in 1938 3.900 of them were functioning in the



country with 288.500 workers. More than half of the firms were
small, with at most 20 employvees. The share of firms under 100
employvees was 87%. (At the same time 44% of workers worked in the
109 - 3% of the total - firms emploving more than 500 people)
(Rézler, 1940, mela) . Large—-scale, factoryv industry was

surrounded by a wide network of craftsmen’s shops.

In 1940 small-scale industry emploved some 400 thousand
people, almost half of industrial wage earners; and they gave
more than one-fourth of industrial production.l (Szalav, 1943/a).

In trade, besides larger firms, department stores, store-
chains? there was a wide network of private retail trade. In 1940
some 79,785 shops were in the property of natural persons (one
man firms, ordinary and limited partnerships) and they employed
115.840 people. (Beyond that there were 6.665 shops 1in the
property of legal persons. They employed a further 39.706 people.

They were the largest turnover, most capital-intensive firms)

(bzZalay, 1843/b, p».476-482).

The host of small organisations = first of all small
industrial firms - was declared by domestic economic history as a
sign of underdevelopment, as 1in leading industrial countries

industry was much more concentrated.

On the other hand it is undeniable that the host of small
organisations constituted a broad foundation OF the

organisational system of the economv.

Aftter 1948 - in line with the regulation requirements of
socialist planned economv - small and medium-sized organisations

were essentially ligquidated and concentrated by political force



e lange,  Aartificial state and co-operative units. Large

organisations created in the interests of centrally controlled

economy introduced in a paradox way a scheme which was already
challenged by the processes o0of change 1in developed industrial
countries.2 By ligquidating small organisations Hungarian economy

entered a road opposite to the development tendencies of the

organisational svstem of developed industrial countries.

1.2. The beginning of the elghtles

In the 30 vears era of planned economy the decisive share of
state property remained essentially. Together with the verv
similar (because undivisable) co-operative propertv it became

preponderant. This fact is reflected in data on emplovment.

Table 1.

The breakdown of active wage earners into social sectors, 1970-82

(%)

State Co-operative Private Total
1970 o e P 0 | s 100,0
1980 f 6 b e D g 100,0
1982 74 .4 7 o N @ 30 100.,0

Source: Statistical Yearbook 1982 CSO.

The private sector - and with it the small-scale sector of
the economy - dwindled from early 1950, (when forced liquidation
of craftsmen’'s shops, and their forcing into co-operatives, the

nationalisation of private trade was achieved) to unimportance.



Statistics disclosed at 1. January of 1982 onlyv 88 thousand
tull time craftsmen and 16 thousand retail traders. Craftsmen
emploved 18 thousand, retail traders 3 thousand emplovees.

The overconcentrated organisational system brought about by
the early fifties remalned essentially the same. According to
gata “of the bHtatistical Yearbook industrial production was
concentrated in 1980 in 1360 organisations (689 state firms and
661 industrial co-operatives). 276 construction units (116 firms

and 170 co-operatives) had some special activities (construction

SRl ate,  8chools, roads etc.) or had as 1its activity area a
county. the preponderant part of agricultural activity was
performed by 132 state farms (created from previous large

estates) and 1338 co-operatives (embracing sometimes the land of
several villages). Large, partly product-based, partly regional
firms of domestic trade included sometimes several hundred small
shops and restaurants.

Although the needs of the economv from time to time made it
necessary to open room for crafts, retail trade and family work
based household plots of agricultural workers, official peolitics
assigned them an "auxiliary"” and not an equal role to large
organisations.

We have data on the size of organisations only since 1982.
According t.o ; o in the 1% large (above 1.000 people)
organisgations 64% of emplovees were emploved ana at The [(LH.0k%
under 100 people organisations 3,7% of them.

From among the 2.000 state firms 215 had less than 100
emplovees and 781 had more than 1.000. From among the 2.800 co-

operatives 359 had less than 100 emplovees and 137 had more than






