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Introduction

Hungary 1s undergoing deep socio-economic change. The serious eco-
nomic situation and widespread consumer dissatisfaction make it impera-
tive to create conditions for a reform of the entire decades-old system of
economic and social management.

The roots of the current problems lie in the 1948-53 period when a
Soviet-type centralized system of economic management, the so-called
socialist planned economy, was built in Hungary. The main features of

such a system are:

O Almost total liquidation of private ownership of the means of production
and thereby replacement of private economic decision-making by cen-
tralized planning targets.

O Replacement of market-based co-ordination of production and con-
sumption, supply and demand, and cost-and-benefit decisions, by
bureaucratic co-ordination, resource allocation and target selection.!

O Central management on the basis of hierarchic organization.?2

[t 1s easier to allocate tasks and distribute the means necessary to fulfil
them (money, machines, material and manpower) if only a few organiza-
tions constitute the lowest level of the hierarchy. Therefore, the many
organizations of different sizes in every branch of the economy — industry,
agriculture, trade, services, etc. — were amalgamated into large ones which
were deemed easier to control.? Independent crafts and retail trade were
also centralized into co-operatives, using ideological justifications but in
reality to serve the needs of centralized power.4

T'he planned economy was beset by serious functioning problems right
from the start. To ease those problems, among them shortages of goods
and services felt by the whole population, liberalization methods were
adopted in 1953 by the government of Imre Nagy. Since then the system
has been reformed continually and many of its characteristics have been
modified. The changes have speeded up in the past two years, mainly
because of the changing international environment.

T'he first concessions, in the realm of property relations, were made in
agriculture in the sixties. Co-operative members obtained household plots
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and were allowed. to produce and sell on their own. Next came new forms
of managemenF 1n dorpestic trade and catering (contractual and OWwn-
account operation) which increased incentives for employees by giving
them a share of the profits. These forms only simulated private property
and were relegated to an ‘auxiliary’ role in relation to large organizations.

The first serious possibilities for private forms appeared in the eighties
through the legalization of small entrepreneurial organizations whose size
was held within narrow limits (ten to thirty employees). The breakthrough
came in 1989 with the Partnership Law which allowed private organiza-
tions to have up to 500 employees, opening up areas for capital investment
in versatile ownership forms (joint stock company, limited liability com-
pany, limited company). The Individual Enterprise Law, abolishing all staff
limits, was passed in 1990. The government can now also start joint ven-
tures with foreign and domestic private firms.

The Unified Entrepreneurship LLaw of 1988 abolished decrees discrimi-
nating against private firms. Now private property has equal standing with
government and co-operative property. There 1s a good legal framework for
the establishment and operation of private firms and for the development of
an economy in harmony with proprietary calculations. However, many
conditions are still unfavourable, among them the lack of capital market
institutions and uncertainty over how large government firms may be
privatized.

The management of the economy has been altered to a large extent. The
first step in this direction was taken in 1968 with the almost total abolition
of planning decrees and central allocation of resources to firms. The main
tool of central control became monetary regulation. Although ‘manual
steering’ survived in some areas (exports and imports had to be authorized
item by item, wage and price increases were prescribed centrally, etc.)
many steps were taken towards liberalization after 1985. For example,
during the past few years some 2,000 firms have received export-import
licences; in 1989 40 per cent of imports were liberalized and this is planned
to rise to 60 per cent in 1990; central wage regulation has been almost
abolished; and many prices are no longer controlled by the Price Office.

Several steps have been taken to ease hierarchical independence; for
example, the number of ministries at medium levels of the hierarchy has
been reduced, the remaining ministries cannot give orders agd are allowed
to supervise only legal aspects of firms’ operations. The majority of ﬁ_fms
have councils composed of employees’ representatives (even more direct
forms of workers’ representation have been created in the smaller firms)
and the state has handed over property rights to them. However, the largest

firms remain under state administration. | |
Of course, the changes in the central management hierarchy cannot In
s long as there are no true proprietors

themselves achieve results, because a and

interested in a return on their investment and in rational management,
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as long as the regulating mechanisms of supply and demand are not func-
tioning, central management 1s constrained to employ the tools of bureay-
cratic co-ordination. And where there is bureaucratic control, there is no

room for market co-ordination. |
The way is now open for private ventures, but the strengthening of small

organizations, the extension of their market role and tl:leir Co-operation
with large organizations depend also on the transformation of large state
firms. In addition, the whole hierarchy of state administration has to change
and management decisions have to be handed over to economic actors.
The goal is therefore no longer to reform a socialist planned economy , but
rather to break it up and replace it with other forms of organization and

management capable of dealing with Hungary’s serious problems.

Small business organizations in the Hungarian economy

The economy’s continuously worsening performance since the end of the
seventies has forced the government to adopt new reforms. The declared
programme includes transformation of the over-centralized organizational
system, creation of small and medium-scale organizations and several other
steps.

Two main factors led to the decentralization of large monopolies. First,
their poor economic performance had to be counterbalanced by new loans
and subventions from the government. The functioning of large companies
could have considerable effects on the country and so they were able for the
most part to obtain the funds they needed. This had serious consequences
on the budget. The second significant incentive for organizational transfor-
mation was the experience of highly industrialized countries where small
organizations improved their economic performance spectacularly while
adapting to changes in the world market.

T'he appearance of small organizations in Hungary raised certain expec-
tations: that their supply of goods and services would be able to meet
demand and thus reduce shortages, that money hoarded or spent on per-
sonal consumption at some levels of society would be invested, and that the
growing number of small organizations would compete with each other to
the benefit of the consumer. These expectations have not been met fully as
will be seen later.

T'hree campaigns to create small-scale organizations were launched at
the end of the seventies and the beginning of the eighties:

© Decentralization of large state firms by government decree. 5

© Starting of new so-called small entrepreneurial forms. 4 ’

© Easing of the very strict employment constraints on small-scale industry |
and retail trade, and improvements in their operating environment. }

T'’he campaigns can be summarized in the following way:
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Decentralization

The governm '
o4 ent envisaged a large-scale decentralization of monolithic state

firms. inats -
8 Ot{ttsil determination was.qulcl{ly broken, however, by the strong resist-
¢ monopoly firms; its resolve was also weakened by the ambivalent

interests of central management, for, as demonstrated by Vincze (1986) and
V0§zka (1986), reorganized central management invariably needs large ﬁirl;ll
VE/thl‘.l m_ay be controlled through direct agreements and which at tl%e sam:
time justify the existence of bureaucratic management organs

In sum, th§ results of the campaign were meagre. The SUC(;ESSGS were the
decentral%zatlon of the large regional food firms and the splitting up of two
!arge, nationwide service firms (one engaged in car repair, the other repair-
ing hogsehold appliances and consumer electronics), making their service
points independent all over the country. All in all the family of ‘traditional’
state firms was enlarged by 150-200 new firms.

Some of them are large, sometimes employing many thousands of
people. But there are also state firms which employ at most 100 people. In
1982 their number was 215 and they employed a total of 11,300 people.
(At the same time, some 2,000,400 people were employed by the 781 firms
having more than 1000 employees each.)

Small entrepreneurial forms

Small plants
Two new small-scale forms arose from the decentralization of state firms.
The first, the small, state-owned firm, was intended to be used widely but
ended up being adopted only by the local units of the two service firms
referred to above. This form was given several tax exemptions not enjoyed
by other small-scale firms and had simplified management and accounting
rules; however, it could not rely on the government to bail it out of diffi-
culties. It was hoped that the new small units would be run as ventures.
However, the new form proved to be inappropriate. One reason for this
was that activities such as car and electronic repair and hairdressing could
be pursued efficiently only in small independent shops and not in centrally
managed and regulated government firms. The large service firms had been
decentralized because their performance had been far worse than that of
small-scale industry, but the decentralized units had the same problems as
their parent firm. Their employees could work on their own account (at the

customer’s premises or even at their own place of work) and pay only a
pany. Instead of decentralizing, it would have been
large units and sell or rent relatively
ho could then work as independents

on, small state firms only vege-

had done (Laky, 1988). This
p Law ended the

minimal sum to the com
more appropriate to liquidate the

inexpensive equipment to employees w
or in partnerships.> In spite of decentralizati

tated in the same way that the bigger units '
form existed till 1989, when the United Entrepreneurshi
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