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Teréz Laky

Small Organizations in Hungary — Past and Present

This paper has the aim to review the situation of small- and medium-sized ventures
from the industrial revolution up to the 1980s. In the case of Hungary one has to delimit
the topic in twO respects:

1. One can distinguish three markedly different periods since the industrial revolution
which are unrelated to one another with respect to continuance. The first period began
with the industrial revolution — which started in Hungary in the second half of the 19th
century, that is, with a 50-100 years’ delay compared to the leading industrial countries —
and ended in 1947-48. In this period the organisational structure of the Hungarian economy
was much like that of the neighbouring Central and West-European countries even if the
number of persons employed in industry lagged far behind that in the developed industrial
countries.

The second period extended to the years 1949-1982. At its beginning the small- and
medium-sized organisations were liquidated as required by the needs of a socialist planned
economy. By political methods (i.e. constraints) they were amalgamated into large, artificial
state and co-operative firms. At that time, the organisational structure of the Hungarian
economy was much like that of the East-European and Asian socialist countries. Although
the needs of the economy resulted even in this period in a rather cautious opening towards
small-scale handicrafts, retail trade, household farming based on the family work of people
employed in agriculture, the economic role of these small organisations was declared by
official politics to be “secondary, auxiliary” compared to the dominant large organisations.

The third period started in effect only in the early 1980s when the government decided
to create small organisations through a deliberate campaign. They tried to decentralise
large organisations and announced new, so-called small enterpreneurial forms. Since that
time, the organisational structure of the economy follows again the pattern of developed
industrial countries.

In the third period, since 1982, a large number of small- and medium-sized units of the

economy were created. But the mere numbers are decepuive.
- 2.First of all, because the majority of Hungarian small organisations are not ventures
In a2 West-European sense of the term, there are three important factors, whlc_h distinguish
Hungarian small- and medium-sized organisations from their counterparts 1n developed
industrial countries: |

2) Small organisations in state ownership, unlike the large ones, cannot undertake ven-
lres, because government regulations, the whole system of management restrict them.

b) A host of small organisations in private property are based on their members work
done in leisure time; the members retain their official jobs in the firms of the government
and of the co-operative sector. The security of their living is based on the income carneg
In their official jobs. From among 553 000 self-employed and employees of privale Lﬁ'“.
{’:.mefship ventures 410 000 (74%) worked in 1989 in small organisaions only:in (el

Sure time,

¢) The majority of individual and commonly owned private firms (and lalSO thf C“a‘;')";‘g
unded small co-operatives) are pursuing activities which require no or only sma
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' 'of small organisations, members utilise only their workin
;r;\éess%nﬁmzvgl acpa(}i;n(':en and re%ajl traders, who base their living on _Vpnturg zitivi[y
invest the least possible amount of cap1]:a} becauge — for lgck of competition —_ they aré
not constrained to modernise their activity, to invest capital. From among the 165
independent (non-agricultural) small business organisations of the country some 100 00

' le renting a restaurant, a gh
are small producers, craftsmen, retail traders, peop ‘ shop, or 5
partnership of a dozen persons. There are only 100-200 true ventures, with considergpje
capital investment, where activities are started and abandoned according 1o the retum g
capital, where profit is not consumed, but invested in new, profitable activities,

One should have in mind all the above when considering the case of small-angd med.
um-sized Hungarian ventures.

Pacity

Small Hungarian business organisations in the past

[ do not want to give here a complete historical account (it has been made already in
several outstanding works), my aim is only to reveal from the past of Hungarian economy
those roots and beginnings which may be instrumental in reviving small organisational
forms.

1. One such formation is first of all the industrial district of Europe and the United
States of the pre-industrial revolutionary era.

At that time, as is well known, several towns, regions were famous for for the products
produced by the division of labour of hundreds of family work-shops and plants. Famous
products of widely-known industrial areas are, e.g., the silk of Lyon; ribbons, hardware
and special steel from the neighbouring Saint Etienne: edgetools, cutlery and the famous
steel of Solingen, Remscheid and Sheffield: calicoes of Alsace, woolen and cotton textiles
of Roubaix; cotton goods of Philadelphia and Pawtucket (quoted by Piore and Sabel (1984))
were popular everywhere. In these areas hundreds and thousands of families handed over

from one generation to the other the tricks of the trade, modified, improved tools, materials,
technology.

In Hungary, too — even if the majority of the population lived from agricultre, and the
improved methods of tillage and capital husbandry were in their infancy — industrial areas
already existed. The most famous product was rope made from hemp in the surroundings
of Apatin. It was used on sea-faring ships and in shafts.2

Industrial districts also emerged in several other areas of the country even if they were
less famous. Wea\_'ing and spinning, cloth-making for sale were practiced in many areas.

henware, gold and silver articles in
Europe at the beginning of industri

Induslr_ial arcas, even if they created patterns of indu
CO-Operation, did not blossom anywhere in Hungary




At the end of the 20th century, industrial districts revived in many areas of W
Europe following the ancient patterns of family venture, small shops, social-economiecs tgf,'f

operation based on modern technology.” Hungarian economy is farther from catching up
with Western Europe, from implementing its experiences than it was two hundred

ago.

years later, the census of 1807 found 1416 masters and 3472 apprentices, that of 1836
registered 2 332 masters in 143 trades (Horviéth, op.cit. P.320). B4cskai (1988
the material of the 1828 census, found that the majority of craftsmen WOrKing in towns
produced apparel (the most popular trades were: boot- and shoemaking, furriery, tailoring
felt-cloak making, hat-making), 10% were engaged 1n food industry and construction, 9%

in wood processing and almost 9% in metalurgy. The majority of craftsmen produced end
products.

and Ranki, the 110 000 workers employed by factories constituted in 1880 only 21% of
the total industrial employment, the remaining 79% was employed by small-scale industry.
At the turn of the century the 306 000 factory workers constituted 40% of total industrial
employment, the remaining 60% were allotted to small-scale industry (op.cit., p.64). The
relationship turned around from 55% to 45% only between the two world wars (op.cit.,
p.170). In 1940, almost 185 000 craftsmen were active with 283 000 employees. The shops
of small-scale industry produced — from the early 20th century onwards — a shade more
than one fourth of industrial production. This means that small-scale industry — first of

all in the clothing and food industries as well as construction (these branches accounted
for 70% of the production of small-scale industry).

It is quite another thing that small-scale industry hardly developed in terms of technology.
Shops of the small-scale industry meant handicraft even in the thirties: only 8% of work-
shops used machine power, and this was “only the power of a few horses™.*

The bulk of small-scale Industry remained — as it traditionally does all over the world —
a family vénture, an organisation employing 1-2 people. The craftsmen’s shop of the ISEh
“entury employed only a few persons, preferably members of the family, and L'he crafts:men S
Shop of the 20th century 1s organised essentially along the same lines. According to Bacskai,
n the textile industry only 2 apprentices were allotted to 5 masters; in the tanning industry
“Very second shop had one apprentice. The number of shops employing three or more
apprentices was 24 in both trades, and each of them employed 86 apprentices. This means
that in the tanning industry only 2%, in cloth- and linen-making only 1% of the masters
“Mployed 3-6 apprentices. (B4cskai, op.cit. pp.72-77) .

According to a statistical survey from 1930, the breakdown of independent craftsmen
and small industrial shops by number of employees was the following:
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20 and
No | 2-5 6-10 11-19 Total

employees
Number 90870 | 32455 | 27855 3416 587 156 327
_iercen_tfige E 58.1 20.8 l—1'7.9 2.1_ _ 0.7 M
Source: Farkasfalvy (1935., p.539.)

After 1948, the planned economy liquidated the family shop sector, whig:h employed in
1940 already 400 000 people, almost half of total industrial employment.” With this the
smallest units, the capillaries of the economy, disappeared. After the worst year of 1953 —
when total employment in small-scale industry was a mere one-fourth of that in the year
1940 (47 000) and the number of employees no more than 3% — , small-scale industry
started to grow, even if with casual fallbacks due to the hesitations of politics. But the
original broad network could not be reconstructed up to the present.

Considering its employment and production capacity, small-scale industry is, with its
90 000 independent craftsmen in 1988 at the same level as it was at the turn of the century.
In the meantime, a large number of small-scale organisations has been established in in-
dustrially developed countries, most of them individual or family ventures, with just a
couple of employees.® As far as the importance, the role of small-scale industry is concerned,

Hungary is at present far behind the developed industrial countries more than it was at
the turn of the century.

3. Small plants. Up to 1948, an organic part of the industrial structure, plants employing
20-50-100 people were in an intermediate position between small shops and factories emp-
loying several hundred workers. Part of them grew out of small-scale industry through
organic development. (Even if — as centuries-long trends demonstrate — only a relatively

negligible number of family shops can embark upon the road of becoming small plants
and ventures undertaking new activities.)

Although the nascent large-scale industry in Hungary based its development preponde-
rantly not on the already existing factories and manufactures, but rather established new,
large, concentrated organisations’, the presence of a multitude of small plants has remained
characteristic since the beginning of the industrial revolution. To return to the already cited
data of Berend and Ranki: three quarters of the 2 300 firms functioning at the beginning
of 'the 20th century employed 20-100 workers. Over the decades, parallel to the concent-
ration qf large-scale industry, the number of the smallest units contintuously increased.
Accordmg‘[o the data of Gyula Rézler, in 1938 some 3 900 plants were operated in the
country with an employment of 288 500 workers. More than half of the factories were
small plants employing at most 20 workers; their share, together with those employing at

most 100 workers, was 879% (At the same time, the 109 !
: . : plants with more than 500 people —
3% of the total — employed 44% of all workers. (Rézler, 1940, op.cit. p.13))

The large number of small plants was treated by Hungarian economic historians as 2

sign of underdevelopment because i : :
industrial countries P use industry was much more concentrated in the leading
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