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Teréz Laky:

WHY THE UNEMPLOYED ARE UNINTERESTED IN SELF-
EMPLOYMENT PROMOTION IN HUNGARY?

My lecture consists of two parts. The first one is an overview of the two methods

of self-employment promotion for the unemployed used so far in Hungary, the
first in the early period of transition, from 1988 and 1990, and the second from

the time of the approval of the 1991 Employment Act. Neither was a complete

success, albeit for different reasons.

The second part of the lecture analyses the role of self-employment in Hungary. I
shall survey the facts that may explain why, after the initial wave of massive self-

employment, decreasing number of people choose this form.

In my lecture, I shall use the term "self-employed” as a-synonym for the small
entrepreneur: in Hungary, as in many other countries, apart from casual work, all
legal independent earning activity (from window-cleaning to small artisanal,
retail or private medical activities) is conditional upon the possession of an

entrepreneurial permit.

[ shall use the term "self-employed" as defined by ILO, with a single exception:
members of industrial and agricultural co-operatives are not included in the
relevant statistical data, partly because, as opposed to the European principles of
co-operation, in Hungary, prior to 1989, roughly the same regulations had
applied to such organisations as to state companies, i.e., their members used to
work basically as employees, and partly because the disintegration and
restructuring of co-operatives has not been finished and, therefore, the relevant
employment relations are not discernible as yet. Moreover, since no previous
Hungarian statistics of the self-employed (small entrepreneurs) had included co-
operative members, they would have to be disregarded anyway, for the sake of
comparability.

I. Self-employment Promotion, An Active Labour Market Policy Instrument

Although, as is well known, the Hungarian private sector used to be the most
advanced one in all the former Socialist countries, in 1988, tlie year before the



change of regime, 7.2 percent only of the active earners had worked as self-
employed or the employee or assisting family member thereof.

Their number had risen by one-third at once after the change of regime: by 1989,
332 thousand of the 4.8 million earners had been independent, with 71 thousand

employees and 80 thousand assisting family members. The following year, their
number increased by another 194 thousand to nearly 14.5 percent of all active
earners. The majority of the self-employed had been small artisans (43.7
percent), to be followed by retailers (28.7 percent), free-lance intellectuals (27

percent) and a few thousand independent farmers.

The first self-employment promotion measure, the so-called Re-start Loan, was

introduced 1n this context.

1. Re-start Loan for Unemployed People and School-leavers (1989-1990)

The Re-start Loan was introduced at the national level, after pilot experiments in
four counties, in 1989. Although there had been no unemployment as yet at that
time, its advent had already been feared by most, mainly due to one of the major
reform endeavours of the Hungarian economic policy of the eighties:
restructuring. There was general consensus that the proposed alteration of the
organisational structure of Hungarian economy, the decentralisation of
mammouth state enterprises, the re-orientation of the product structure in order to
introduce competitive products on the Western markets instead of supplying the
Eastern ones with mass products would entail unemployment and the labour
administration wanted to anticipate that, with the best intentions.

In the beginning, Re-start Loans were conditional upon severe criteria. The
interest-free, max. HUF300 thousand loan could be allocated to registered
unemployed meeting all the application criteria. (HUF300 thousand was the
equivant of more than twelve months' average pay.) Interests were covered by
the Employment Fund marked off from the state budget. Although banks did
request guarantees, if the claimant met all the formal requirements, the labour
offices issued the necessary license upon which banks had to pay.

L. Neumann, a research fellow of the Labour Researh Institute, summed up the
history and results of this loan scheme as follows (Neumann, 1992):



In the beginning, only a few applied for this loan. This could be due to the
following reason: at about 1988, when the unemployment rate was still
insignificant, most of the eligible registered people were unqualified marginal
workers without the necessary educational and financial backgrounds to
enterprise. At the same time, the business consulting service network was not yet
in place, either the branches of banks had to discharge the consulting function or,
later on, the representative bodies of entrepreneurs tried to offer such services.

After July 1, 1989, the conditions were made much easire and so were the criteria

of eligibility: school leavers as well as people without any previous employment
were included in the scheme. The ceiling of the loan was raised to 400.000
Forints, at the same time the acceptance of interest service by the state was
limited to the first four years of loan. No stipulation was made as to the period of
unemployment prior to raising this loan. Thus, practically, it was available to
people who had just given notice the day before. In the case of people whose
previous salary was too high to find a new job, the officers often waived the one-
month period of patience. Employment Service members told that most
borrowers came not from those unemployed who were hard to displace. Jobs
were left not only by highly qualified blue-collar and white-collar professionals,
and not only housewives applied who used to work in the household farm, but
also artisans and shopkeepers who returned their licenses and tried their chance

in another business.

Applications for the loan became massive by the end of 1989 and the first half of
1990. The habilities of the Employment Fund grew much higher than expected.
This lending scheme was considered an extremely favourable one because of the
high inflation rate and it eventually worked as an overall instrument of small
business start-up support. The criterion of unemployment was absolutely not
crucial. (At that time, by the way, there wasn't any credit facility for such
pusposes.) Finally, with quite a lag because of the discordance about the
government change, this program was suspended in June 1990.

According to the data of the Ministry's analysis of borrowers, altogether 42.500
persons raised this loan in two and a half years. This popularity could be
attributable to timing. The state offered an opportunity to do private business at a
time when, based on the experiences of the eighties, enterprising was clearly
associated with the promise-of higher income, and there was an awareness of the
emerging constraints of the market. With respect to the new jobs, it meant
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another 25-30 thousand people employed by small business. Most of these units
were 1 to 5-man ones, i.e., falling in the self-employer stratum. Most of the loans

(34 %) were raised for agricultural and food production activities. Artisans (22
%) and retailers (25 %) also represented significant shares. (The others joined

some business partnerships.) It is hard to state exactly how many really new jobs
have been created by this project because, beside the former private
entrepreneurs starting a new business, this scheme also assisted spin-offs from
large organization, that is, some of the cases meant privatization of the
borrowers' activity. In summary, the benefits of this scheme are indisputable: this
"employment policy instrument" has managed to "redirect" nearly 40.000

persons from the state sector to the world of private business.

The interest burdens of the Start-Up Loan will debit the Employment Fund for
three or four years ahead. {According to the analysis of the World Bank, loans
totalled HUF4.5 billion in 1989 and HUF10.2 billion 1n 1990. (S. Wilson / A.V.
Adams, 1994). According to Hungarian calculations, the Employment Fund was

debited by c. HUF11-12 billion interest. }

There are no available data as yet about the failure rate of self-employers who
got a too easy money and many of whom indulged in risky activities, mainly in
agricultural production.

As I have mentioned already, this measure had been active at a time when there
had been no real unemployment in Hungary as yet, and it had been cancelled by
the time of its sudden and rapid growth. The avalanche, however, had been
triggered by the collapse of the markets of the neighbouring countries, Hungary's
major economic partners, and not by the desired restructuring.

2. Self-employment promotion since 1991

In February 1991, the implementation of the previous employment policy
instrument was put in a new context by the Employment Act. The method of
self-employment promotion for the unemployed was also altered. Loans are only
available for them from banks under business terms and conditions, while the
Labour Service either contributes to the costs of training, consulting or insurance
for collaterals, or it makes a regular monthly payment in the first half year of the
business- in an amount similar to the previous unemployment benefit. Such



support is only available for people who had been unemployed for not less than 6

months.

Claimants may request the following services from the Labour Organisation:

allowance equivalent to the unemployment benefit for another six months on

presentation of the official entrepreneurial permit;
repayment of max. half of the costs of professional counsel for business

activities;
. reimbursement of max. fifty percent of the costs of training required for

practicing the entrepreneurial activity;
- acceptance of max. fifty percent of loan security costs for a yearly period.

According to the data of the National Labour Centre, the above assistance types
had been provided in the following proportions:

Table 1

Unemploved beneficiaries of entrepreneurial support by assistance es

S of which:
Beneficiaries of | Entrepreneurial | Further |
ployment | unemployment |  assistance allocation Loan |
' of unem- | Training | Counsel |security

ployment
// no /l % | benefits

S | 1.041]1,3 1.042 24 £
476,7 5466 1,1 5466 | 124 67

95 1 121 326,7 10.97213,3 10972 | 459 E
(1994 | 10,4 191,6 9416149 | 9.397
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*/ Registered unemployed entitled to benefits only, whose porportlon had decreased
from 70 to c. 40 percent owing to the restriction of entitlement criteria, i.e., half of
the registered unemployed are not entitled to benefits now. Since self-employment
promotion is conditional on long-term (min. 6 months) unemployment, figures refer
to the latter.

Data source: NLC monthly and summary publications.

As can be seen from the above table, the majority of the participants requested
unemployment benefits for another 6 month, and a small minority only applied
for training, professional counsel or loan security.

In 1994, Maria Frey performed an evaluative survey on the efficiency of self-
employment promotion (Frey, 1994).






