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SMALL ENTERPRISES IN HUNGARY -
MYTH AND REALITY

T. LAKY

Beside the individual producers of goods and services—like the artisans, the
household-plot farms in agriculture, the lease and contractual operation of commercial and
catering units—as from January lst 1982 small economic units may be established 1n
Hunearv also in the form of partnership. The article analyzes the identities of and
differences between these organizations called “small enterprise”, the ratio of the
organizations and their membership, and the socio-economic factors restricting their

economic role.

The statutes providing for the setting-up of small business units functioning in the
form of company (partnership) which private enterpreneurs may form came into force in
Hungary on January 1st 1982. A new term was thus introduced and the comprehensive
name used for the several possible forms is small enterprise.

Types of small enterprise

Forms of individual enterprise did exist in postwar Hungary also earlier. The
traditional artisanry is the most common one. Now about 100 to 110 thousand private
artisans are active mainly in the sphere of services and also produce small volumes of
goods expanding the range of choice (shoes, clothes, leather goods, chemicals, plastic
products, etc.). The so-called household-plot farming done by workers of large
agricultural farms (cooperative and state farms) is significant: these small farms produce a
considerable share of the meat, poultry, fruit and vegetable output. It is established

practice in home trade to let small shops and small restaurants by contract or lease for
private running.

Two years ago the partnerships, i.e. small enterprises, were added to the chances of
individual business. They may pursue a broad range of business activities. (They are only
disqualified by law from a few spheres of activity such as mining, insurance, banking,
real-estate agency, foreign trading.)

Business partnerships may organize themselves in several forms, the following being
the most important ones:

Civil Law Partnership (Hungarian abbreviation: PJT) Although statutorily this form
had existed for a long time, it was restored to life by the new regulation. Its members
must be not less than 2, the maximum is not specified. Also a legal entity may be a
member. Its setting-up is contingent upon financial contribution by members, without it
only a person whose professsional knowledge is required for the given activity is entitled
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Enterprise Business Partnership (Hungarian abbreviation: .V(?M_K)- [t is actually the
same as a GMK with the only difference that its membership is limited to the workers or
retired workers of a given business organization' (enterprise, cooperative, ‘budgeta.ry
organization). A preliminary approval of the enterprise leader (manager) is required for its
setting-up. The VGMK may not engage employees. The VGMK pays a charge to t!le
enterprise for the use of means and equipment lent by the enterprise. The financial
liability of VGMK members is limited to the financial contribution to and incomes eamned
in the partnership.

Specialized team of industrial/service cooperative: this is an organization working

In the framework of the cooperative, with specified independence of self-management
and business activity and with independent economic accounting. Its setting-up requires
not less than 5 persons but there is no ceiling on membership. The specialized team is not
a department of the cooperative and their relations are laid down in bilateral agreement.
The parent cooperative, however, is responsible for the activities of the team and it will
be responsible with its total wealth for the losses if any . (For this reason the autonomy of
functioning and the scope of accepting liability of the specialized team are also rather
limited.)
' AFESZ Specialized team. In principle it is the same as the specialized team of the
Industrial service cooperative but this form is attached to the agricultural consumer and
531_35 cooperatives (AFESZ). It is set up when its activity is not agricultural in natnre;in

thls.case the taxation of the team corresponds to that of the dominant industrial or
service activity, that is, the same 3 percent as of the others.

Both colloquially and statistically, the small-size state and cooperative units like

artnership. They, too, were formed by
rver, their setting-up and principles of
rules concerning organizations set up by the
may keep simpler accounts and enjoy some

force‘of the statutes of January 1st 1982. Howe
functioning do not differ from the earlier
State or by Cooperatives, except that they
facilities as regards the rules of Management.
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Although the two years of functioning of small enterprises are tempting for
evaluation, this paper has not been written with the intent of casting an account. All the
more as from the nearly a dozen of forms only two will be treated in detail: the business
partnership (GMK) regarded a private enterprise and the enterprise business partnership
(VGMK) functioning within the economic organizations of the state and cooperative
sectors. Although these two forms amount to almost 90 percent of the new small
organizations working in partnership form, I would not dare to venture a comprehensive
assessment of small enterprises because I have found that the most important and still
valid characteristic of these two years is the extraordinary changeability of phenomenon.
[t is impossible to foresee the direction of the trends of the various processes even for a
Span of one or two months. (For example that the number of the civil law partnerships
that were started as the most popular form of small enterprise isbelow 200 and that
practically exclusively graduated persons of the liberal professions are interested in it —or
that after half a year of hesitation the number of VGMKs abruptly increased.) Therefore
it cannot be estimated either what consequences will intensify in one month or two: the
desirable or the undesirable ones? As it usually happens with new trends, once again
there are too many yet unseen circumstances that affect things (eg. the “receptivity” of
the economy, the trend in large-enterprise interests, changes in the equilibrium between
purchasing power and available commodities, the degree of differentiation of personal
Incomes, etc.) each of which may cause different public atmosphere, strengthen different
circles and entail different economic policy measures. All the above demand enormous
precaution even in the handling of available facts. Therefore I will try to present only a
tew, apparently more lasting trends in the socio-economic role of the said two forms of
small enterprise, as much as facts now permit. I will try to be as factual as possible,
hoping that mere facts will answer a large number of questions and doubts by themselves
and eliminate a few myths fabricated out of arguments of enthusiasm or anxiety that
envelop small enterprises in Hungary today.

The anticipation

Although the practically uninformed public opinion was not quite aware of the
meaning of names put into circulation (and it is probably still not quite aware, although
news about them have been poured by the media for the last two years), the preparatory
apparatuses and policy-makers expected that by setting up small business units to be run
In new ways and in the form of partnerships a substantial step would be made toward
launching several kinds of desirable changes in the functioning of the economy.

As far as it can be summarized on the basis of the different proposals submitted and
of the arguments of informative and preparatory lectures held to collaborators of the
government and party apparatus, the economic policy considered the small and flexible
units capable of prompt response to any demand primarily as a means of Improving the
standard of living. It was assumed that the said units would be capable of and ready to
significantly increase the range of choice of consumer goods, satisfy many sorts of

demand‘ for services, as well as to organize such activities in the spheres of both
production and consumption which the traditional organizations are unable to carry out.
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This way, by easing the shortages existing in the most d‘ifferent fields of the economy and
showing the most different forms (ranging from services for the population to -la_bour
shortage suffered by big enterprises) the troubles of the economy f:oulfi be dlr‘mmshe-d
and the living conditions of the people could be improved. It was primarily precflsely this
socio-economic objective that justified the calling into being of the small enterprises.

At the same time the existence of the small-size units organically fitted into the
envisaged structural transformation of the industry and it was hoped to gradually
establish a network of small and medium-size establishments to complement and fit into
the activities of big enterprises as a “background” required for the rational production
and flexible management of the powerfully centralized socialist industry.

T'he small organizations were also hoped to become the means of providing new
jobs without burdening the state budget and to thus help solve employment problems
which different strata (e.g. new graduates in some professions and those with secondary
school leaving certificate who do not go to higher education) suffered from and which
became chronic in some areas of the country and in a number of counties.

Though with a certain ambiguity, expectations were also formulated that part of
the wealth or income of the population would be rechannelled into production, instead
of being spent on sometimes wasteful consumption.*

It has become slowly discernible from the number, activities and functional
Characteristics of the different small enterprise forms set up through two years that
although something was started, it was in many respects different from what had been
presumed (whether this is good or bad is hard to state as yet) and achievements were very
modest.

Figures are changeable and by now there must have emerged new small
organizations in each form and a few dozens must have ceased to exist. Let us
nevertheless see the latest available summary data to get a general idea.

The following reference figures are given for appreciating the order of magnitude:
the number of members working in the more than ten thousand small units represents less
than 2 percent of employees in the national economy, that is, 98 percent of those
employed do not participate in small ventures. Also the majority of those belonging to the
tWo percent have kept their jobs with the original employers so that they spend their
leisure time in the small enterprise.

This should be sufficient to dispel one of the most general myths of contentedness
(“‘this is a country of enterprise”) and to relieve the most general worries of two years ago
(“the small enterprises would drain the workforce from big enterprises”).

Irrespective of their number, the forms of small enterprise can nevertheless play an
important*role In the life of the economy. However, in order to form an idea about their
actual socio-economic role as well as to.confront new myths with reality, we must take a
closer lf")}f at the different forms classified in one family by the collective term “‘small
enterprise but‘practicaﬂy showing very few kindred features. It is one of the sources of

t!le, mostly erroneous, ideas about the small enterprises to assume common characteris-
tics whereas differences are more predominant in many respects.

*This idea has been widely reiterated since the paper of A Hegedi.s and M. M4 ' :
Hungarian in 1978 [1] See also e.g. (21, [31. pap g nd M. Mdrkus published in
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Table 1
Number of small enterprises and their members in August 31. 1983

Form Units Membership

Partnerships Number Percent Number Percent
PJT (civil law partnership) 188 l 1 035 ]
PJT, managing given sections of enterprises under

contract 10 31
PJT, managing commercial or catering shop of state

company by lease 172 ] 301
PJT, keeping retail shops 229 2 481
GMK (business partnership) 4 184 31 24 186 20
VGMK (enterprise business partnership) 233 56 75 271 61
Specialized team of industrial/service cooperative 972 7 21 611 18
AFESZ specialized 1eam 229 2 481
Total 13517 100 124 397 100

Small establishments

Small companies 180
Affiliaties 83*
Small cooperatives 204

*59 of this number also function in the form of small company.

Similarities and dissimilarities

Before indulging in the peculiarities of the business partnerships and enterprise
business partnerships (GMK and VGMK), I attempt to give a summary below of the
general and common characteristics that are, at least till now, typical of every form.

I consider the following to be essential stmilarities: a) Each form appears to be
suitable for achieving the basic objective, i.e., for easing service and commodity supply
sljlortages, diminishing the anomalies of the economy and thus improving the living
circumstances of the population. b) Their flexible adaptivity adjusted to demand is due to
their small size: all of the new business units functioning in the new form are small.* The
presence of relatively small-size business units is indispensable in the economy: by their
dimensions they represent an essentially new and the most acutely missing form in the
organizational system of the economy and especially of the industry. ¢) Their setting-up
and functioning is legal and regulated by law. This important common parameter

"‘.At l_easfc relatively. As it was shown in the presentation of the different forms, the staff is
statutorily limited only for the GMK and VGMK. The staff can amount to any number, even one

thousand persons, in the other forms. Also about the size of the small enterprise the statute merely

States that “as a rule, its staff will be smaller than of enterprises of similar activities”. The same is valid
for the small cooperatives.
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