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According to the declaration of the Development Policy for Small and
Medium-sized Enterprises prepared by the Hungarian Government in mid-
1996, the enterprise size structure of the Hungarian economy is near-
identical to that of the countries of the European Union. Statistically
speaking, the difference is very slight indeed: "In the EU countries, 93 per
cent of a total of more than 16 million enterprises are micros, 6 per cent
small and 1 per cent medium-sized ones. The corresponding proportions for
Hungary -- 97, 2.4 and 0.6 per cent, respectively -- suggest that, all in all,
the enterprise size structure of the economy has approximated the EU
average". The comparison indicates two essential differences, namely that
"The relative proportion of SMEs is lower than in the developed countries,
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while micro-enterprises are over-represented."

Comparative studies -- and statistical analysis in general -- both highlight
~ and conceal essential pieces of information. In what follows, I shall try to
elucidate the background of the two, closely interrelated, problems
indicated by this specific comparison.

In order to do so, I shall discuss the reasons for the deviation of the
Hungarian SMEs pattern from that of tht developed countries and
especially the EU, and confront reality with the hopes (illusions?) that
micro- and small enterprises would grow into small and medium-sized
ones, respectively, and contribute to economic growth and solve the
problems of unemployment thereby -- i.e., the general idea that the
development of the small-enterprise sector is the pledge of future

" Source of EU data quoted here: The European Observatory for SMEs, Third Annual Report,
ENSR 1995, source of the Hungarian data: Monthly Reports of CSO; December 1995 status.
Coverage of the ENSR study: micro-enterprise: 0-9 persons; small enterprise: 10-99 persons;
medium-sized enterprise: 100-499 persons; big enterprise: 500+. The corresponding
categories of Hungarian statistics are: below 11, 11-20, 21-50, 51-300 and 300+, respectively.
The SME definition being elaborated now considers enterprises with a staff below 11 micro-
enterprises, with a staff of 11-50 as small and 51-250 as medium-sized enterprises, but it
intends to qualify enterprise strength by the annual net sales revenue of the organisation.
Everyday speech -- but often official international documents as well -- assigns micro-
enterprises, self-employment included, to the category of small enterprises. A more precise
classification has not become general practice as yet.
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prosperity. Although my examples are Hungarian ones for the most,
illusions concerning the potential of the micro sector seem to be more
general than that, most probably even outside the former socialist

Rl
countries.

Insufficient Number of SMEs

Hungarian experts had warned already in the seventies and eighties that the
economy was dominated by big and even bigger organisations (enterprises,
co-operatives), while small and medium-sized entérprises were practically
absent from it. The organisational structure of the economy was described
as an "inverted pyramid" (Schweitzer, 1982), with the base -- consisting of
small enterprises normally -- replaced by the point, and the point by the
huge block of big enterprises. In Slovenia, Vahcic and Petrin (1989)
labelled essentially the same phenomenon the "socialist black hole".
Hungary was compared to the Danish, Slovenian to Swedish manufacturing
industries, i.e., to two full-fledged market economies.

Although the Hungarian comparison was incomplete in that it did not cover
micro-enterprises at a time when small artisans and the growing number of
small partnerships had totalled more than a hundred thousand already, with
another nearly 50 thousand industrial micros, its conclusion is nevertheless %
true: socialist plan economy operated -- as was 1n its best interest -- large
organisational units suitable for central management. From the early
eighties on, politics encouraged big organisations to part with some of their
units on a voluntary basis and transform them into smaller companies, but
this has produced practically no results: the bargaining capacity of the big
enterprises versus the central organs was, to a large extent, proportional to
size. (The division of industrial co-operatives into small co-operatives met
with more success.) The only fast-multiplying form was the small enterprise
-- often sole proprietorship -- launched on individual initiative.

* The developed world has great hopes concerning the spreading of small enterprises in the

former socialist countries. At the Spring 1995 Budapest conference of the so-called Donor
Committee consisting of managers of the many relief programmes of the developed world,
the former European socialist countries and also many CIS members reported on the fast
proliferation of enterprises and the popularity of relief-programme-based credits in their
countries. The Conference confirmed the need for further efforts and the hope that small
enterprises would be able to grow thanks to the dollar millions invested in assisting the small
ones.
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However, many things have happened since that have transformed the

organisational system of the economy.

After the change of regime, big state enterprises and co-operatives
disintegrated one after the other under the pressure of recession, major
market losses, the bankruptcy and liquidation procedures, transformation
into companies, privatisation and other factors. The resulting units were
small and medium-sized ones without exception, and foreign investors also

established companies of these sizes in general.

However, after 1989, the relative proportion of SMEs has become too small
once again relative to the mass of micro-enterprises established after the
change of regime. In the course of the years, some 20 thousand new
organisations were formed in the 11-300 strength category (quite a lot, even
though the majority originated from the mostly painful disintegration of
larger firms), as opposed to the growth by more than half a million of sole
proprietorships and unincorporated partnerships consisting typically of two

or three members.”
Although the yearly adjustments of the statistical system make it difficult to

translate this process into precise figures, the orders of magnitude are

clearly discernible.
Table 1

Number of Economic Organisations, 1989-1995
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870.414 100,0

79,5 978.951* | 100,0
76,6 | 1,033.896* | 100,0

According to the provisions of Company Law, for a company to be an incorporated (legal-
personality) unit, it shall possess assets marked off for its business activity: floating 1s
conditional upon the investment of a pre-determined amount of capital. The company is
responsible for its activity up to the limit of the earmarked assets, 1.e., company assets are
independent of the owner(s)' personal property. In Hungary, the most general legal-entity
company forms are the following: state enterprise, co-operative, company limited by shares
and limited liability company. As for the unincorporated companies, company and household
assets are not independent in this case: the entrepreneur is responsible for the activity pursued
to the limit of all his/her property. On the other hand, since the revenues of the enterprise are
not isolated from those of the household, entrepreneurs usually pay personal income tax
instead of corporate revenue tax. Unincorporated business entities include sole
proprietorships and various business partnerships, 96 per cent of them limited partnerships.

~ 688.843
778.036
791.496

100.981
127.134




* ' Dwelling co-operatives and obsolescent business forms not included.
Source: CSO Yearbooks; CSO Monthly Report, February 1996.

Although there are some micros among the incorporated business

organisations as well, the smallest units are typically sole proprietorships or
companies without legal entity. Statistical coverage, limited to the strength
of legal-entity enterprises until 1993, has been extended to all companies

since then.
Table 2

Staff category distribution of business organisations

16.465*
36.810**
1994*** . . st . 978 951
[995%F : : . 1,033.896
o Incorporated only.
s Units of under 11 included.
o Incorporated and unincorporated together.

Source: CSO Yearbooks, 1994-1995; CSO Monthly Report, February 1996
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The shift in proportions is not accidental, but a necessary concomitant of

the economic context, determined, among other things, by capital shortage:
the majority of the domestic SMEs is based on assets originating from the
disintegrating state and co—operatlve organisations, not on new capital

investments.

The Companies Act decreed that state enterprises should transform into
companies, and recession forced them to break into parts, innumerable

small units (and attempt to transfer old debts to the "empty" centre
(holding), or one of the successor companies).

The resulting PLCs and LLCs met with various fates: some have proved
viable and were bought out, while others went bankrupt and had to be
liquidated -- and had occasionally been purchased in the meanwhile.
Anyway, the current SMEs have been re-organised at the cost of heavy

losses to state and co-operative property.

Buyers essentially fall into three categories. 1) Hungarian citizens drawing
major government credits (long-term preferential loans made available to

those purchasing trade and catering units at the time of the break-up of the
big enterprises of internal trade, to members of consortia formed to
purchase large production companies and to the nearly 300 employee
communities modelled- on ESOP and purchasing their own company). 2)
Hungarians associated with foreign investors, with the latter providing-all or
‘the majority of the necessary capital (it is a telltale sign that the majority of
the joint-ownership companies were founded with minimum equity). 3)
Companies founded on an individual basis. Hungarians typically launched
small companies, foreign investors (multinational companies among them)
medium-sized ones, occasionally with a large equity, but usually with a
relatively small staff.

The above have confirmed the thesis that while micro-enterprises can be
launched without capital or with a modest equity based on family savings
and loans by friends, companies larger than that need capital and, usually,
the bigger the enterprise, the more capital it will need.

As is well known, Hungary belongs to the group of the (poorer) countries
characterised by a relatively low national income (according to the World
Bank, per capita GDP was USD3,840 in 1994, the corresponding value for
Switzerland being nearly ten times that: USD37,930. But per capita GDP 1s
twice or thrice that of Hungary even in the least developed countries of the
European Union, Ireland, Spain and Portugal.) And, of course, a country






