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ntroduction

While from the end of the 1980s there are more and
more small sole family enterprises we have less and
less knowledge about their activities, sizes. actual
economic values and the social origin of the en-
trepreneurs. In 1989 making statistics of the private
sector (artisans, retailers and other individual
enterprises) had been stopped and since the very
beginning of the economic-social transformation
there have been no or hardly any competent infor-
mation about these units which are however the
smallest ones of the economy but getting stronger in
numbers.

In lack of relevant information about their situation
and activities even extremely optimistic ideas could
spring up - in political declarations above all — more
than once using the mere figures as means to prove
its being a prosperous group of the economy.

Maybe just this sudden increase should have
awakened doubts: does it indicate success or is
their coming into existence — as an English research-
er had suspected it with good reason even in the
interwar period — not the corn seeds of the economic

renascence but the chaff of the recession... (Fore-
man-Beck, 1985.)

Corn seed or chaff? In the process of the development
of the market economy the knowledge about the
actual situation of the small sole enterprises would
be essential. For the moment - lacking a better one -
we have to try to put the authentic picture together
from the slowly-coming mosaics of the different part-
knowledge.

That is the only aim of this work. It tries to convey
knowledge about a particular small-sized group of
entrepreneurs which start up their businesses with
the help of the preferential, long term credit called
Start. The group of some 3200 does not represent the
people of several thousands with entrepreneur
licence — but gives a picture of the people who try to
start up the business life as an entrepreneur - or
mostly as a self-employer — and they have under-
taken the credit both with its advantages and
disadvantages. To be more exact: the following study
deals with the people who had been found viable by
the banks among those applying for the credit.
Therefore the ,sample” was taken by the banks.

This sample which is small in size and different in
many aspects from the characteristics of the ordinary
Hungarian enterprises however provides an excellent
opportunity (considering the conditions of becoming
entitled to the Start-credit) to examine

- who (of what age, sex, business) get the possibility
to start an enterprise or expand the existing enter-
prise with the help of the preferential credit?

- which areas of the economy are considered to be
useful in long-term. What are the activities which
are regarded by the entrepreneurs (and the banks)
as capable to generate enough income of which the
entrepreneurs will be able to pay off the credit and
the interests?

- how well the enterprises are provided with capital.
How large the invested capital is to what the credit
was ordered for as an addition or help?

The figures of the examination were collected from
the loan application forms. The form which had been
originally worked out by National Association of
Craftsmen required a lot of information about the
entrepreneur: its former activity, business manage-
ment, results, financial condition; about the activity
which he wanted to develop with the credit, market
situation to be expected; and a business plan about
the following years, etc.

The original ,Application form for START-CREDIT" was
completed by the creditor banks with more questions
according to their own crediting experiences. The
banks had different requests; some of them wanted
documents of the entrepreneurial past, others asked
for a detailed description of the professional career.

The application form and the additional information
were proved to be a very rich source.



The figures from the forms were entered to standar.'d
codeforms with the help of the banks participating in

the research. The coding was done by the employees
of the banks - mainly those who knew the cases
thoroughly. At one bank beside the accepted orders
for the Start-credit 272 refused orders were pro-
cessed too. Their figures are occasionally used for
control and comparison. We got hold of only these
anonym codeforms, in this way we could perfectly
meet our responsibilities for the banking secret and
personal data-protection. However the collecting of
data in this way beside the richness of the same-
structured data carried in itself one of the serious
limits of our examination: we could find no way to
specily and complete the information we got on the
codeforms. For this reason in some places the part-
results we got had to be treated with reservations.

From the order-forms we did not ask for all the infor-
mation (for example mother's name, place of birth.,
the number of the identity card, telephone number,
tax number, etc. which are usually required in iden-
tifications or those related to the outstanding debts
etc.) that are important for the banks but did not help
our research. On the other hand we used up the spe-
cial figures related to educational level. the existing
and the planned number of the staff of the enterprise.

We have got this application form containing 279
codes from every applicants. The collecting of data
took place between May and October 1993 (one bank
sent its final data in the spring of 1994). Beside the
data we received this way we used up different
available information about enterprises.

One of the direct sources of information was the
steadily processed database and evaluation of the
Same group of entrepreneurs who received Start loan
at National Small Enterprise Development Office
(NSEDO).

The two types of the data processing — and partly the
evaluation - have a lot in common but differ entirely
in many aspects.

- Though the group of entrepreneurs is the same in
both cases none of them is comprehensive. Some
banks - in spite of the contracts — sent late or did
not send the reports on the awarded credits. There-
fore the sample of NSEDO could not be compre-
hensive.

To our research we received data from banks that
failed to hand them over to NSEDO previously and
two banks did not want to participate neither in our
research. For that reason the data - according to
our knowledge - of some 150-160 entrepreneurs do
not appear in our sample which means that neither

our is comprehensive.

— The data processing of ours and of NSEDO differed

in many ways. NSEDO provided information
directly to the Hungarian National Bank. first of
all from the aspect of bank financing (though its
analysis generally touched upon some important
questions too). We ourselves concentrated on the
three mentioned groups of questions and adjusted
the aspects of the processing according to that (for
example we classified the activities according to
international classification system which has
already been legalised in the Hungarian statistics
loo; we used less aggregate figures etc.). As a con-
sequence of that we hope that we could succeed in
providing new connections and knowledge even for
those who found the carefully, extensively and
reliably processed data of NSEDO satisfying.

The study consists of three chapters.

The first part presents the sphere of Hungarian ent-
repreneurs with a wide survey; mainly on the basis of
the data of the Internal Revenue Service and with the
use of two former analyses about the social-economic
characteristics of the entrepreneurs. This chapter
serves as a background to the examination of the ent-
repreneurs with Start-credit.

The second chapter sums up the credits targeting

small entrepreneurs - Start-credit belongs to that -
and this part calls the attention for the great diffe-
rence between the credit supply and the entrepre-
neurial demand.

The third chapter is about the entrepreneurs who
succeeded in receiving the Start-credit (comparing
occasionally with the refused credit applicants). In
the subchapters we present the characteristics of the
new entrepreneurs and those who has already gained
entrepreneurial experience and we show the crediting
practice that judges the different activities.



We have to express our acknowledgements to many
people for being able to prepare this examination.
From the very beginning the research was supported
and incited by National Association of Craftsmen,
where Pesti Albertné was of a great help of us: the
managers of OTP and Budapest Bank who were
ready to offer their participation at our first appear-
ance; Pulai Mikl6s who initiated to introduce the plan
of the research to the Association of Banks and the
representatives of the banks concerned: all the
managers of the banks who gave us the opportunity
to collect the data. We owe special thanks to the
colleagues of the banks for always finding time to fill
the codeforms beyond the mass of their daily work.

The whole work could come into existence with the
help of the Hungarian Foundation for Enterprise
Promotion above all — the prestige of the Hungarian
Foundation for Enterprise Promotion could overcome
the hesitation of the banks and undertaking the
expenditures allowed us to carry out the research in
practice.

The first summary of the research that can be
regarded as a work material was discussed in June
1994 by a selective expert meeting consisted of the
representatives of the banks concerned, researchers
involved and the representatives of the National
Association of Craftsmen and Hungarian Founda-
tion for Enterprise Promotion. Several of them sent

their report in writing. The notes, comments helped
the development of study and work out its final
version. (As I declared in the meeting: the control of
the data had been still in progress then. After the
control many figures had changed and only the data

which are published here can be considered compe-
tent.)

The manuscript - in different versions - was read and
helped with advice to be more clear and exact by my
three voluntary instructors: Fazekas Maria (Buda-
pest Enterprise Agency), Pesti Albertné (National
Association of Craftsmen) and Roénaszegi Bella
(Hungarian Association of Banks). They helped me
with patience to find the right way in the world of
credit extension practice which I had hardly known

before. I hope I managed to understand and accept
their comments and advice.

Hereby I want to thank all the support I received. In
return I believe that I can provide such knowledge
that can be useful both in the economics and in
forming the public opinion and perhaps even in the
every day practice of the entrepreneurs and the
banks.

Budapest, August 1994.
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1. ENTREPRENEURS AND

In the autumn 1990 when the German government
offered its help in reorganising the Hungarian
economy there was a general confidence in the rapid
development of the enterprises. Though the economy
showed some signs of the recession (the collapse of
the Eastern markets became obvious and May 1990
was the first time when the number of the unem-
ployed people was greater then the number of the
vacancies) state-owned firms were transformed into
companies in large numbers, foreigners came with
the intention to buy or establish a firm, a lot of small-
sized companies, sole enterprises spread up.

The number of the corporations had doubled within a
year (from 15 thousands in 1989 to more than 29
thousands in 1990), the number of the limited com-
panies grew from 4 and a half thousands to 18
thousands. The appearance of the firms without legal
entity and sole enterprises accelerated: in 1989 there
were 30 thousands more sole entrepreneurs regis-
tered then in the previous year, in 1990 73 thou-
sands more.

It seemed natural that this development claimed
capital to invest especially in a relatively poor eco-
nomy in what the citizens saved money, kept
gathering for years to be able to buy a car, for deca-
des to buy a flat and if somebody had more money he
rather spent it on a journey, a better car, a better flat
and in no case on a questionable-fated enterprise
depending on the unforeseeable changes of the policy.

Though the offer of credit of the banks was seemingly
plentiful the credits were practically impossible to
attain for the small and sole entrepreneurs because
of the high rates of interests moving together with the
rate of the inflation and because of the conditions
that served the safety of the creditors.

In this very situation came the credit limit offered by
the German government that promised relief and was
aiming - according to the principles declared at the
beginning of the negotiations - to the starting small-
and middle-sized companies in order to support
them.'

1.1. A few characteristics of the sphere
of the sole entrepreneurs

In Hungary the sole enterprise became a civil right
again in January 1990; the law on sole enterprise
was passed in the Parliament this time (1990. V. Act).

The owners of the sole entrepreneur licences which
could be taken out under the law embarked on
accomplishing economic — businesslike as the law
says -activity constantly in own name, for own risk in
order to make profit.

In the great progress of structural transformations
and firm foundations the sole entrepreneurial sphere
which was becoming larger in numbers bore on itself
all the marks of both the 40-year-lasted repression
and the backwardness of the Eastern-European
planned economies.

In the following we survey some of them: and try to
sketch out whether a perceptible change happened in
any of its characteristics.

1.1.1. The size of the sphere
the sole entrepreneurs

As everyone knows the private sector winked at only
under the pressure of necessity for ideological-
political reasons was unimportant till the first years
of the 1980’s. Its only typical and comparable indi-
cator was perhaps the number of the employees.

In 1981 from the then 5 millions economically actives
only 180.3 thousands belonged to the private sector.,
the 3.6% of the economically actives. The number of
the employed people here includes the self-employ-
ers, the staff and the assisting family members.

The sole entrepreneurs who gradually obtained wider
Space, better functional possibilities consisted of
three groups: the craftsmen who had the largest
number, the retailers and the agricultural entrepre-
neurs amounting to one or two thousands.

As the operation-limiting rules slackened (for exam-
ple workshop, employee limit, employee tax etc.) the
sole enterprises started to grow slowly, carefully.

The great change took place after the transformation
of the system; while the number of the employed
people in sole private enterprises grew by 167.1
thousands within 9 years between 1981 and 1989
the pace of the increase within three years between
1990 and 1992 has risen twice: 360 thousands
people. By the 1st of January 1993. 17% of the
cconomically actives had worked for sole enterprises.

!
A part of the report of the spokesman of the Government: . The Government had discussed the project related to the employment of the preferential credit
amounted 100 millions offered by the Government of Germany... the German Government aims with the sum to support the starting small- and middle-

sized enterprises.” (Népszabadsag, 22th F ebruary 1992,)



Table 1

Numbers of the economically actives employed
in soleenterprises in 1981-1993

in thousands

. % of the
Year eniféir. mzamn;i}i‘s Staff  Total total

actives
1981 118.2 61.8 0.3 180.3 3.6
1982 119.9 06.7 Bae 179.1 3.6
1983 129.4 00.6 6.1 " 191.1 3.8
1984 144.3 54.6 9.9 208.8 4.2
1985 158.1 59.0 .5 =228.6 4.7
1986 167.5 61.6 19.7 248.8 £ 78 |
1987 176.5 64.0 25.6 266.1 5.4
1988 194.3 67.7 32.4 294.4 6.1
1989 218.4 81.0 48.0 347.4 7.2
1990 392.2 80.1 71.0 483.3 10.1
1991* no data no data no data 620.9 15.3
1992 nodata no data no data 644.8 15.2
1993 no data no data no data 668.4 B

*since 1991 the numbers of the first three columns have not been
reported separately. The statistics of the Social Security give — partly -
information about them.

Source: Central Statistical Office, the condition of labour in the 1980's
and the balance of labour of 1991, 1992, 1993

As it is obvious from the data above the rate of the
growth of the number of the sole entrepreneurs has
been the same since 1991; about 24 thousand per-
sons per year. The rate is about the same as the rate
of the growth of number which is registered since
1984; it means that after the acceleration which
followed the change of system the rate of growth re-
turned to its normal level.

1.1.2. The occupational conditions
of the sole enterprises

The statistics above focused on the working-aged
people who work for the enterprises as a full-time
employee (the working age for women is 15-55 year,
for men 15-60 year).

However the circle of the participants in the enter-
prises is far wider: on the one hand many people
accomplish entrepreneurial activity as a part-time
job: on the other hand even people over working age

€émbark on that (usually continuing their former
profession) 2

In Hungary the percentage of the retired entrecp.e-
neurs and those who carry out entrepreneurial
activity as a part-time job is traditionally high beside
those who live from their entrepreneurial income and
build their existence upon this. We present the small-
scale industry by way of illustration the occupational
conditions of which were published fully by the
Central Statistical Office till 1989. Since then there
have been available data from Social Security and
Internal Revenue Service but they differ in some ways
because of their different aspects and purposes. First
the data of the Central Statistical Office are recited.

Table 2

The eprrenmreurs in the private small industry
working as a full-time and

a part-time entrepreneur, 1981-1989

in person

Full-time Part-time M.

Year | Retired + Total of full-time

job job _

job %
1981 68915 12208 30837 111960 61.6
1982 73048 12936 835417  121-400 60.2
1983 76518 14340 40945 131803 58.1
1984 76113 15633 47204 137950 53.0
1086 77281 17 143 b1 159 145583 55.1
1986 78260 17843 54561 150 664 51.9
1987 83350 18035 bH3226 .154611 53.9
1988 90299 18866 53052 162217 0o.7
1989 100386 20003 54448 174 837 57.4

Source: annual statistics of Central Statistical Office

It is important to notice that within the presented 9
year list of the number of the persons in full-time jobs
grew by 31.4 thousands persons but the number of
the persons in part-time jobs who have not taken
themselves upon making their living by an enterprise
(so far) also increased by 23.6 thousands.

Otherwise the approximately 60:40 ratio of the full-
time jobs to the part-time jobs was characteristic of
the small industry first of all. In the case of the
retailers the part-time jobs did not occur so often
because of nature of the activity (the necessity of the
continuous presence resulting from the opening
hours of the shops). No research on the agricultural
entrepreneurs was — according to our knowledge -

made.

2
Here naturally only the enterprises can be taken into consideration w

o the every day experiences it is supposable that the circle of the entrepreneurs
From the point of view of our subject the circle of the illegally operating entrepreneurs can

hich work legally and have entrepreneurial permits in their possessions. According

working illegally is rather wide: its size can however hardly be estimated.
be neglected; only registered entrepreneurs can get credit,



The data of the Social Security and the Internal
Revenue Service refer to the fact that in 1990-1991
the ratio of the part-time jobs decreased somewhat to
the full-time jobs. In 1992 the data show again the
growth of the number of the part-time jobs.

Table 3

Sole entrepreneurs in full-time and part-time jobs,

1990-1992

1. The average of the number of the economically actives entitled

to social security

The existence of legal part-time jobs has a different
importance in the different periods of the economy. In
the 1980's it remedied deficiencies in several areas of
the economy, bettered the supplies of goods and

services and it made the individuals to try to be inde-
pendent and gave them a chance to

go over to the private sphere. In the
beginning of the 1990's both parts
were modified. In the economy
especially the much-sought, pros-
perous activities were given a
chance (for example at intellectual
occupations); to the individuals it

1990 1991 1992 gave a hope of a legal occupation
Sole entrepreneur 193 768 254 295 no data and additional iﬂCF‘mE- HDWEE’ET_HS
Agricultural entr 40 289 42 406 41 365 constant role remained: establishing
Intellectuals 19 123 22 037 no data and increasing own clientele (mar-
Total 253 180 318 738 384 180 ket) with the sale of the own supply.

2. From which in the tax statistics of the Internal Revenue Service appear*

1.1.3. The sizes

1990 1991 1992 of the sole enterprises
Sole entrepreneur 241 969 100.0 317 218 100.0 338 766 100.0 _ |
Within it: The sole enterprise — as it follows
Full-time job 159042 65.7 184503 58.2 184 183 54.4 Irom its name - based on a sole
Part-time job 61438 24.5 103954 32.7 124068 36.6 Activily.ltis typically assisted by the
Retired entr. 21 489 8.9 98 761 9.1 30525 90 family members, mainly the wives

and husbands, sometimes the chil-

" The Internal Revenue Service takes into account here only the
entrepreneurs among all the tax statement presenters who pay the
personal income-tax. The persons who failed to send in their tax statement
or who made a false, unprocessable statement — 50-60 thousands people
per year according to the appraisement of the Internal Revenue Service —
did not appeared in the report. The entrepreneurs who pay corporate tax
were left out too. Their number in 1993 was some 7 thousands; an those
who were obliged to pay the VAT, their number in 1991 was 143.3
thousands, in 1992 141.6 thousands. Though the latter (letters of for
example flat or other kind of real estate) are subjects of taxation, from the
point of view of occupation they are not considered entrepreneurs,

The data refer to the fact that in 1990 many persons
who had former part-time jobs changed to continue
their activity in full-time job.® Because of the worse-
ning of the economic circumstances though many
people has redeemed their eéntrepreneur licence the
number of people who hope additional income from
the enterprise or only want to save the costs by its
deduction from tax is growing.

According to the evaluation of the Internal Revenue
Service even the changes in the rules contributed to
the relative growth of the number of the part-time
jobs. Namely lawyers, notaries, engineers, experts
became entrepreneurs in large numbers, the latter
mainly in part-time jobs. (Adéz4si tapasztalatoklIl., in

the 6th January 1994 issue of Figyels, a Hungarian
weekly magazine of economics,)

dren can participate in its everyday operation in
many ways. Those who are involved as their full-time
job have a status in accordance with the right of
labour; have a share in the income of the enterprise
and become entitled to social security.

Beside using the family labour the sole enterprises
can have employees too. However the full-time job of
the employee is characteristic only in some certain
businesses (for example construction industry) in
what the family can not present an assisting expert.
The sole enterprises would not give work to employ-
ees with pleasure because on one hand it is expensive
on the other hand the steady collaboration of the
employer and the employee is conditioned upon a
mutual and strong confidence. (Especially in the
trade in what the whole stock has to be left to the
employee without direct control for hours or days.)

In consequence of all these things in the sphere of
sole entrepreneurs the units which are small in terms
of number of employees are traditionally character-
istic.* In the 1970's the work of employees was
punished by special tax. After 1986 when this tax
was repealed there was a sudden increase in the




Table 4

The number of the sole entrepreneurs,
their employees and assisting family
members paying personal income tax in 1992

Persons %
Name (based on the processed tax
statements)

Sole entrepreneur® 338 776 100.0
Within it:

~ full-time employee 184 183 54.4
- part-time employee 124 068 36.6
- retired 30 525 9.0
Employee 104 562 100.0
Within it:

— full-time empoyee 88 111 84.3
- part-time employee 13 169 12.6
- retired 3 282 3.1
Assisting family members 39 683 100.0
Within it:

— full-time employee } 28 992 73.1
- part-time employee 8 023 20.1
— retired 2 668 6.7

* Without the entrepreneurs who pay corporate tax

Source: Internal Revenue Service

number of the employees but the sizes of the units
remained still small. In the small-scale industry that
involves the majority of the sole enterprises the
average of the number of the employees was 1.7 per-
sons in 1989 and in retail business this number was
1.4 persons.
Table 5

The reason for the difference in the
numbers is that 88% of the small

The sizes did not change in the 1990’s. According to
the above statistics of the Internal Revenue Service
related to the tax statements in 1992 338 766
thousands sole entrepreneurs who had presented
valid tax statement and paid personal income tax had
104 562 employees and 39 683 assisting family
members at their disposal. This value is less by 8%
then it was one year before in the case of the em-
ployees and by 39% in the case of the family members.

The average number of the employees and the assis-
ting family members per sole entrepreneur was 0.3
and 0.1. This fact shows that the entrepreneurs are
typically self-employers.

1.1.4. The functional areas of the sole
enterprises

On 31st December 1992. 606 207 sole enterprises
were registered, in what 668.4 thousands persons
were employed. The intellectuals (advisors, accoun-
tants, lawyers, artists) who had not been indepen-
dent before but members of different teams, associa-
tions (established sometimes involuntary) appear as
a new category in the registrations. They became sole
entrepreneurs voluntary or also involuntary after
their becoming independent or — more often — with
the posession of entrepreneur licence they became
entrepreneurs in part-time jobs.

The numbers above involve all the sole enterprises
apart from the fact whether the entrepreneur carries
out full- or part-time job or it is a retired.

The number of the sole enterprises according to thetype
of the enterprise

industrial units had no employee at

all for example in 1988. In 1989 1990 1991 1992 1993

15% of the 73.5 thousands employ- number % number % number %  number %

ees of the small industry were given

work to by hﬁckla},;-y craftsmen. Intellectuals - 137994 27.0 165689 27.3 191423 28.0

The two furﬂler businesses that Artisan e 2090987 43.7 237 687 392 242686 3506

h.E[‘I..Ff: the most Emplﬂ},rees are Retailer - 146 676 28.7 199 047 SZ2:8 208115 34.9

house-painting (7054 employees) Agricultural

and {:harringg{ﬁl 18 employees). entrepr.” - - 2804 06 3784 06 10301 1o
Total 393 450 100.0 510 459 100.0 606 207 100.0 682 525 100.0

These three businesses employed
the third of all the employees in
1989. (Kovacs G. J., 1990.)

* having tax number

Source: 1990: The Struct

ural System of the National Economy, Internal Revenue Service;1992. page 9.
Since 1991, Internal Revenue Service Monthly Reports

number of masters). The majority of them (60%)]) was bricklayer, carpen

The pattern of the internal division of labour is unchanged in the middle of the
at 31st December 1948; they employed 26 622 employees; it means that one mas
At the same time there were 23 thousand family members participating in the w

Private Sector 1938-1960, Statistical Periodicals KSH, 1961/6.)

20th century: the National Statistical Office registered 169 329 cratfsmen
ter employed only 0.2 employee (but they employed 41 156 apprentices).
ork as full-time employee. (Statistical Data Summary on Hungarian

11



The total data show that among the sole enterprises
the small industry has been losing its importance
continuously in consequence of the expansion of the
retail. The number of the retailers - as everyone
knows — started to grow quickly after the decentra-
lisation of the big state-owned trade companies and
the privatisation of the units that can be purchased
independently (preliminary privatization) from the
end of the 1980's.

The main groups of the entrepreneurs
In the data of the Internal Revenue Service:

person %
— intellectuals 29 933 8.8
— craftsmen 169 344 49.9
- retailers 137 493 40.7
— agricultural entrepreneurs 2 006 0.6
TOTAL 338 776 100.0

We can compare the changes in the different groups
of businesses and where it is possible we can present
the tendency of the changes in the case of the
intellectuals on the basis of the detailed processed
data of the Social Security and in the case of the
small industry and retail on the basis of the data of
the Central Statistical Office processed until 1989
and the tax statements in 1992 processed by the
Internal Revenue Office.

We have to mention in advance that though the data
are exact figures they are from different database
therefore they do not result thorough and precise
comparison. The databases of the Social Security and
the Central Statistical Office are complete but the
database of the Internal Revenue Service on the basis
of what the comparison can be made is not: it covers
only 72% of the persons who have entrepreneur
licence. (The ratio is better if we take into considera-
tion the fact that in the whole year 347.5 thousands
enterprises functioned which are almost three quart-
er of 469.2 thousands that had to present a tax state-
ment or a balance-sheet.)

The comparability is diminished by the fact that the
Internal Revenue Service registers the sole enterprises
according to their taxational obligation.® Therefore the
data of the enterprises with higher income (about 7
thousand persons) and those with the most income

and double entry book-keeping (163 persons) - who
pay corporate tax — were left out from the com-parison.

In this way the data of 73% of the total 339 thousand
registered sole entrepreneurs who pay personal tax
were compared together with the data of the Central
Statistical Office and Social Security.

In addition the comparisons have different relations
in time in the case of the different activities: but this
fact has no influence on the consequences that can
be concluded.

The size of the samples seems to be big enough so the
tendencies of the important differences could ap-
peare.

After all - as we saw above — more than half of these
people (54.4%, 184 183 persons) were entrepreneurs
as their full-time job.

In the following part we sum up the changes accord-
ing to the groups of the main activities.

1. Intellectuals

In 1990 the Social Security registered 19 thousands
persons among the full-time employees; they were
the intellectuals who became sole entrepreneurs,
though with such a denomination only 6500 persons:;
lawyers, advisors (3340 persons), artists with no
active engagement (6700 persons) and people in
other occupations are registered separately. In 1991
the number of the people regarded as intellectuals
was 22 thousands. By 1992 the separated group
disappeared - the intellectuals became a part of the
sole entrepreneurs.

There is an increase by 8 thousand persons in the
data of 1992 of the Internal Revenue Service com-
pared with the number reported by the Social Secu-
rity in 1991. Among the tax statement presenters the
main groups are the following: 1.600 doctors, 520
veterinarians, 1.160 designers, 1.400 tax advisors.
Only 18 writers and poets and some 500 other artists
(for example painters, sculptors) presented tax
statements as entrepreneurs.

The greatest number was amounted to by the many
kinds of activities which were placed to the ,other”
category (22 thousand).

®The sole enterpreneurs can belong to three taxation categories:

= The most of the sole entrepreneurs pay personsl income tax on their net revenues: 462 thousand of the 469.2 thousand sole entrepreneurs who were
operated in 1992 belonged to this category; 406 of them made a statement of taxes but 67 thousand of them were not correctly filled a therefore they could
not be processed and analysed. The 339 thousand statements which were processed represented 73% of the entrepreneurs who belonged to this category.
-~ The sole entrepreneurs whose annual net revenues were under 50 million HUF could pay their taxes according to the rules of corporate tax if they used
single entry bookkeeping. (The entrepreneurs can decide on which form of taxes do they use.) Ther were 7.000 entrepreneurs in this category.

= The entrepreneurs whose annual net revenues exceeded the 50 million HUF had to use double- entry bokkeeping and pay their taxes according to the
rules of corporate tax. The number of the entrepreneurs who had such a high revenues was 163 in 1992,

12



Only 1863 intellectuals of the 30 thousands gave work
to employees; a total number of 4060 persons and
1200 of them were assisted by 1550 family members,

60% of these enterprises were profitable, 30% of them
ended up with a loss.” (The rest of them had neither
profit nor loss.)

2. Craftsmen

According to the data of the Internal Revenue Service
the greatest group of the craftsmen which included
the half the sole entrepreneurs is the group of the
transporters (41.6 thousands people), the second one
is the construction industry which involves about two
dozens businesses (34.8 thousands people), 25
thousand sole entrepreneurs worked for the personal
servicing which congregated different kinds of busi-
nesses. The other groups of businesses employed less
people: in the car repairing and maintennance sector
8 thousands, as technicians 7 thousands. in the
leather, fur and shoe industry 3 thousands and in the
food industry 4 and a half thousands people worked.

Not more than 20 thousand craftsmen from the 170
thousands gave work to total 52 thousands employ-
ees and almost 18 thousands were assisted by 23
thousand family members.

More than three quarter of the ventures of the
craftsmen were profitable and not more than 17%
had a loss.

[n this place we can examine the changes of some
basic tendencies. We use the data of 1984 of the
Central Statistical Office referring to the small-scale
industry. It gives enough time to examine the move-
ments.

The data of both the Central Statistical Office and the
Internal Revenue Service contain all the entrepre-
neurs who have entrepreneur licence and trade
licence apart from the fact whether they carry out
their activity as their full-time job or as their part-
time job or they are retired.

Within the catagory of craftsmen three main forms of
activities are included: the traditional businesses of
the small industry, the construction industry and the
road transportation of passengers and goods.

The number of the people who perform one of these
main activities increased by 30 thousand businessmen
since 1984 and the proportion of the different activities
compared with each other changed remarkably.

Table 6
The main areas of the activities of the artisans
Central Statistical Internal Revenue

Office 1984 Service 1992
person % person %
Industrial and servicing
activities 72830 52.4 92864 54.8
Constructing activities 43 191 31.1 34834 20.6
Transporting activities 22929 16.5 41646 24.6

TOTAL: 138 950 100.0 169 344 100.0

The increase by 20 thousands persons within 8 years
in the number of the people who carried out
traditional industrial and servicing activities was
only a small change. The circle of the people who
accomplished constructing activities became more
narrow partly because more and more small compa-
nies gathering many businesses sprang up in the
construction industry. In the road transportation we
can observe the remarkable growth of both the
modernisation and the private sphere (the number
of the transporters with carts decreased by 75
percent, from 3600 to 900, however the number of
the transporters of goods and passengers increased
from 6 thousand to 24 thousand and from 3500 to 15
thousand.

Remarkable changes took place in the groups of the
industrial and servicing businesses. All of them
involved more - sometimes more dozens — busines-
ses and it depended on many factors that which of
them were chosen by more or less people. The data
show first of all the structural rearrangement of the
sole enterprises. In 1984 15% of the craftsmen
worked in three groups of businesses: most of them
(41.6%) in one of the businesses of the light industry.
The second most popular group of businesses was
the engineering industry and 13% of the craftsmen
were involved in the personal or economical servicing.

By 1992 the number of the sole enterprises de-
creased nearly in all the businesses of the light
industry and despite of a slight growth in the eng-
ineering industry the proportion of the businesses of
the engineering industry was reduced. However the
number of the people who provided personal or
economical service doubled and in this way by 1992
three groups of businesses with nearly equal propor-
tions evolved in the sole entrepreneurial sphere
which can be said to be traditional.

" We are going to notice that the statements of tax required data about the annual average number of employces. Therefore the employers had to count the

number of the half-day or seasonal employees over the number of full-time employees.
" The data which were reported almed the Internal Revenue Service and a smart cost-accounting could have been in the background of the losses.

Therefore we can not draw conclusions from it.
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Table 7

The change of the groups of businesses within
the industry, 1984-1992

1984 1992
person % person %

Industry total 72830 100.0 92864 100.0
Within it:
- Metallurgy 746 396
- Engineering industry 21853 30.0 26700 28.8

Within it:

- vehicle industry 5 066 8113

- household’s goods

repairer 480 1 027

- radio and TV technician 1 457 | 432

- precision engineering 5 298 7274

- metal mass production 9 552 885
Building material

industry 525 784
Chemical industry 750 1 565
Light industry 30308 41.6 26848 28.9
from which:
- wood-working industry 8 570 8 437
- paper-industry 153 246
- printing industry 278 326
- textile industry 3 988 3 995
- leather-fur-shoe industry 3 476 2 949
- handicraft industry 2 564 2 831
Other Industries 4 637 6 651
Food industry J 818 4 537
Personal and economic

services dss 134 25383 .27.3

It results from the data if we consider the minimum
investment of capital (workshop, machines, materi-
als, special implements) which is needed to carry out
the businesses that the number of the sole entrepre-
neurs increased - with a few exceptions - in the
activities which require no or hardly any investment
of capital. There are several such businesses in every
main groups of activities (for example domestic
appliance mechanics working at the customer or
vehicle-electricity mechanics, chassis repairers, sev-
eral kinds of technician businesses in the engineer-
ing industry, bookbinders in the light industry, sign-
painters, door-to-door salesman etc.) but it is typical
among the personal and economical servicing activ-
ities (hairdressers, manicurists, cosmeticians, char-
women, luggage porters, window-cleaners etc.).

The data listed above within the groups of the
businesses shows obviously this tendency. (For
example, in the engineering industry the number of
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the entrepreneurs grew by 5 thousand persons, in
the vehicle industry which belongs to that industry
the number of the enterprises in the different
businesses worked out in the following way: the
number of the mechanics grew from 1417 to 3318,
the number of the polishers from 346 to 546, the
number of the vehicle-electricity mechanics from 179
to 750, the number of the chassis repairers from 530
to 1325. There were 131 household’s goods repairers

in 1984 and 1027 in 1992.)

Moreover the majority of the entrepreneurs does not
work in a full-time job. Their existence is not based
on their entrepreneurial activities.

J. Retailers

The most dynamic growth was produced by the retail
among the different sectors of the sole enterprises.

In 1989 the number of the retailers was 43.6
thousand. This figure grew 199 thousand until 1992
according to the data of the Central Statistical Office,
137.4 thousands of them presented tax statement.

The distribution of the latter group in
the different businesses of the retail:

%

- Contracted business
- Food

- Clothing

— Chemicals

- Ironworks, glass

— Culture

- Other (tobacco, souvenir, flower,

second-hand etc.)
- Fuel, building material
-~ Wholesaling
— Foreign trade
- Restaurants, bars
- Coffee-houses, snack-bars
- Pubs, buffets
- Billets

- Services (renting, showman, agent)

- Buying up

3012
24 877
16 530
6 444
6 484
3 151

14 436
| 154
1 709

361

4 247
4172
11 807
346
38 082
681

} 20.3
18.0

12.0
4.7

’ 12.8
10.5

3.0
3.0

5.0
8.6 1

27.6

Approximately 20 thousand retailers reported 48
thousand employees and 13 thousand of them
reported 15 thousand assisting family members.

That is surprisingly few.

40% of the retailers were profitable and nearly 50% of

them had a loss.



The expansion of the retail has been lasting since
1989, the increase was rather slow before. (In 1985

28 341 retailers were registered including the stall-
holders and the hucksters.)

Since 1989 the sole entrepreneurs have been
appearing in all branches of the retail. The internal

structure of the retail — as it turns out of the data of

1989 - has changed greatly.

According to the data of the Central Statistical Office
the distribution of the different businesses of the

retail was fairly steady till 1989; 90% of the retailers
belonged to four groups of businesses:

— sundries 30%
- hospitality 24%
- food 18%
— clothing 17%

According to the data of 1992 the servicing enter-
prises became the most popular group, the second
one is the food, the third one is the hospitality and
the former category of sundries was followed by the
growing network of the specialist's shops.

An important manifestation of the development of the
retail is the more or less significant necessity of the
capital invested, sometimes big sums in the case of
starting up, or purchasing a shop as it was shown at
the auctions for the shops which were put up within
the preliminary privatisation. Even in the shops
formed in garages of the family houses people
needed money for purchasing the equipment, the
stock. Billions of saved money of families, individuals
established the growing of the retail trade. (However
until the spring of 1992 the Existence-loan which
could only be used to the commercial preliminary
pivatisation was employed by only approximately
three thousand entrepreneurs.)®

At the same time a lot of entrepreneurs without
capital appeared in the sphere of the retail mostly
under the pressure of necessity. More than 35
thousand agents above all (because at several agent
networks the only condition of the employment is to
have entrepreneur licence). In addition the showmen
(412 persons in the data of the Internal Revenue
Service); the bottle and flask collectors, litter and
secondary product collectors in the ,buyers” group
(681 persons) belong to the trade services which
means that more than a quarter of the entrepreneurs
who had presented tax statements for the Internal

Revenue Service exists in the periphery of the
enterprises.

4. Agricultural entrepreneurs

According to the labour balance of the Central
Statistical Office in 1st January 1993 123.5 thousand
working-aged economically actives participated in the
sole enterprises of the agriculture. The Social Security
reported the number of the agricultural entrepreneurs
separated until 1991 which was 42 406.

However the greater part of them is not a subject of
taxation, because the sole producing in the agricul-
ture was tax-free until 1992 if the income was under
of 500 thousand HUF. (The limit in 1993 was 750
thousand, in 1994 one million HUF.) There were
2006 agricultural entrepreneurs with income over
the limit in the reports of the Internal Revenue
Service. (A bit more than 50% of them dealt with
plant cultivation mostly. But the investigation of the
Central Statistical Office about the peasant farms
found the animal breeding more profitable than the
plant cultivation.) Harcsa Istvan (Central Statistical
Office, 1994. page nr. 8.)

143 farmers employed a total number of 476 employ-
ees (most of them probably seasonally). It is also
surprising that only 66 of them reported about a total
number of 94 assisting family members. (The
investigation of the Central Statistical Office among
rural entrepreneurs made in November and Decem-
ber 1992 presented remarkable data about the labour
utilisation of the farm operated as a family enterprise.
[t is shown from the data that - as it is general in
Western-Europe - many kind of entrepreneurial
activities are performed in a rural enterprise beside
farming - for example pension, catering, food-buying
up and processing etc. — and the family members - if it
is possible — are employed in a job that ensures fixed
income.) (Central Statistical Office, 1993.)

Approximately one third of the agricultural entrepre-
neurs were profitable and 46% of them had deficit.

Two more data of the analysis of the Internal Revenue
Service are worth to examine. One is: 60% of the sole
entrepreneurs were profitable and 40% of them had a
loss. The half of the entrepreneurs who worked in
part-time jobs, two fifths of the retired and a third of
the persons working in full-time jobs had a loss.

“The NSEDO made a regular analyses of the use of Existance loans. Th

according to the amounts is instructive. The relatively small average sumsr
until this spring) the E-loan has been mostly used for the privatisation of smalle
Calegories supports this assumption; the value of 63,37% of the E-loans which wm:
less than 1 million HUF.; 14,33% of the credits belonged to the 2 to 3 million HUF

above the 5 million HUF mark.”

e analysis of the situation in October 1992 stated: .The division of the credit
efer to that [especially if we consider the 50 million upper limit which was valid

r ventures (shops) so far. The division of the sums among the value
e signed was less than 2 million HUF and within it 40,82% was even
category, 9.36 of them to the 3 to 4 million one and only 5, 1% were
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independent participants of the economic life became

Taoe & sole entrepreneurs. The categories now disregards
Result per enterprise and the number of the fact that the majority of the sole entrepreneurs -
enterprises according to their actual situation, activities - in the
Earning per ~ strictest sense of the word is not entrepreneur but
Number of the enterpreneur  'self-employer’. That is their name also in the inter-
Main business enterprises in thousand  national practice apart] 1[}f:r:::ﬂm the fact whether they
HUF have employees or not.
Industrial businesses total 169 344 71.0 The distinction in their name refers mainly to their
Contracted industrial services 488 309.1 economic behaviour. Both the corporate law and the
Constructing industry 34 834 120.8 rules of taxation make a clear distinction between the
Ironwork industry 8 854 101.8 venture based on business principles and self-
Vehicle industry 8113 60.6 employment. (Having legal entity or not: there could
Wood industry 8 437 58.8 be a line drawn between the assets and the income of
Leather-fur-shoe industry 2 949 27.5 the enterprise and the household wealth. and
Textile industry 8 464 11.0 separate them according to the accountancy and
Trade businesses total 137 493 -59.5 the taxational rules dependent upon income.)’
Fuel and building material ind. 1 154 +102.4
Services* 38 082 =17.9 In the case of the sole entrepreneurs (self-employers)
Food 24 877 ~-76.6 there is no way to separate the assets of the
Clothing 16 530 -89.5 household and the enterprise because the income of
Restaurants 4 147 -146.5 the activity is the income of the household at the

2 iy ‘ : same time - that is what the whole family lives from.
Agent, procurement, renting, slot-machine etc. Published in 6th S : _

January 1994 issue of Figyeln (Egyéni vallalkozdsok ‘93 Adoézasi Moreover it is true only in the case of independent
b existence; in the case of people working in part-time

e by s jobs that the entrepreneurial activity is an addition to
Theinthf:r data which is interesting in terms of our the income coming from the full-time job.
subject is: according to the statements of costs only

1 1 i 0 - :

17 thousands people used credit which is 0.5% of the 1.2.1. Difference in the economic behaviour

sole entrepreneurs.
However it is not the only difference between the self-

employment and the enterprise. According to the
1.2. Entrepreneurs and self-employers Hungarian experiences at the time of the first large-

scale appearances of the ,small enterprises” I tried to
In Hungary almost for a decade the categories of  sum up the characteristics of the surplus work
»small enterprise” and ,small entrepreneur” were  ytilises (part-time jobs), the entrepreneurs and the
called to hide the economic activities based on private  self-employers (called small producers by me) as a
ownership with respect to the ideology. (In the spiritof  model. (Laky, 1987.)

this every small-sized economic units — even the state-

owned ones too - were included in this category.)? The three different types according to the most
important characteristics are presented here only in

Since the change of the system - and especially after a schematic way. (The models can be found in the
the birth of the act about the sole entrepreneurs-the  Appendix.)

entrepreneur. (M. Loutfy, 1992.)
The OECD classifies the members of the partnerships also to the self -employing category apart from those which were mentioned above. They consider 20
persons as the mamximum number of the employees of the self -employing entrepreneurs and they add that if they had more than 20 employees the
activity is very likely to become a registered company. (F.J. Bayliss, 1990)
The definitions are primarily based on employment policy aspects and therefore they consider the main difference (somewhere) between the employees
(wage-earners) and the sell-employing people as important.
Due to the permanently high rate of unempoyment which took for almost 20 years in the most of the industrially developed countries the governments
assist and Inititate the establishment of self~-employment; however they try to make clear differences between the registered companies and the sell-
ll:rmpluying entrepreneurs in the business life, in the lax-system and in the social security.

As It is known the owners of the companies with legal entity are responsible for the activity of it up to the sum of invested capital; for instance in case of

hankruptcg,r the creditors can not claim their private (family) wealth,
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The typical purpose of the entrepreneurs who sel]
excess work {warking in part-time jobs) is to Ee_t
surplus income. While it is possible they do not give
up their full-time jobs. They ,undertake” in their free
time, carry out usually the same activity as in the
full-time job legally with the posession of entrepre-
neurial licence: repair, assemble, teach language,
programming, give advice etc. On the one hand the
activities are determined by the realisable knowledge,
the carrying capacity, on the other hand by the
available time. In general investment (workshop,
office, equipment) is not needed to carry out the
activity, small investments may occur (a tape-
recorder to teach language, new tools to repair with,
a personal computer, a car) but they are not risky
because they can be kept for the household, or for
personal usage and can be utilized even if the
~enterprise” is liquidated.

The main purpose of the income coming from the
enterprises accomplished in a part-time job is to
increase the level of the personal and family
consumption and to follow the leading social circle’s
consumption habits.

Under the pressure of circumstances people who
work in full-time jobs may rise from this growing
group which amounts 250-300 thousands people
including the participants with the same status of the
Joint enterprises. There are some who make prepara-
tions for becoming independent by amassing capital.
The entrepreneurial activity carried out in part-time
jobs is a good education to that and what is more
important: it establishes the clientele, the market of
the future enterprise.

The small producers-servicers represent the usually
largest sphere of the self-employers in the less
developed economies.

Millions of small existence, average people that
constitute the basis of the economies appear in the
world of demands with their own small-scale
supplies. Schumpeter's classic sentence: the butch-
er tries to sell his commodity to the tailor, the tailor to
the bootmaker, the bootmaker to the person who
produced the meat to the butcher. (Schumpeter,
1980.) Even if the sentence sounds a bit naive
because of the growing of the mass-production the
main point did not change: also the present small
producers-servicers adjust themselves into the cir-
culation of the whole economy with the demand and
supply of their small markets. Moreover their im-
portance is growing again: the mass-production is

replaced again by the demand for special needs; the
network of the small, outside working, specialised
units is getting wider beside the large-scale industry.

Though it is also not a homogeneous group from
social point of view, its great part is represented by
the acraftsmen and the retailers — the number of
which is growing - in the industry and service.

Undertaking an independent existence is a charac-
leristic of this type. Those who undertake it want to
do it forever those who give it up do it because of the
pressure of circumstances.

Expertise, professional knowledge that can be
obtained with long training are not expected to the
servicing-small producing activities. Even capital is
not required for several activities;: some tools.
equipment can be enough sometimes. The activities
in the businesses which require expert knowledge in
most cases demand an own workshop, special
machines, equipment, sometimes large amount of
capital investment.

An important characteristic is that the self-employers
- if necessary - that they can invest more or less
capital to be able to work. The capital invested is
valued in the function of the performed work: in the
amount of the income realised from the combination
of work and capital the work is the determinant factor.

Their main purpose is to ensure enough for the
family to live on, to follow the consumption habits of
their reference group, to reach their level. Their
economic activities are subordinated to this pur-
pose. They react on the changes of the demand only
within the given group of activities, and the space of
the existing fundamentals (invested capital, estab-
lished labour organisation). Moderation or rather
conservatism are characterising their economic
decisions. They grow their workshops, business only
carefully even in the case of satisfying demand and
take good care of the balance of the family wealth and
the investment, because the main purpose of the
activity, the family existence must not be risked.
Mostly the competition can urge them to invest more
capital. purchase more efficient implements, moder-
nise the shop. (That is why it is a problem in our
country that the competition had not urged them to
modernise. renew the business. Although all over the
world the many new technical inventions were
employed first in the small workshops while con-
tinuously growing the potential of the economy.)

| ¥




At the time of the collapse of the demand the maijnnty
tries to maintain the level of their income which is
usually still higher than the income of the average
Hungarian family — disregarding the state or the

consumers.

The greater part of the self-employers are cnnt?nted if
they can maintain their business, and if tl?e income
of the business is able to sustain their l'amllj.;.
However in the case of a favourable economic
situation the organisations that are ready to grow
and develop (enterprises) are breeded from this circle.

The entrepreneur. The main participant of the
enterprise is the capital; the person who operate the
capital is the entrepreneur. The main characteristics
and the definition of the enterprise which is the most
accepted one were defined by Schumpeter after Max

Weber. (Schumpeter, 1928.)

The entrepreneur looks for the activities that seem to
be the most profitable ones and organises them. If the
given enterprise do not realise the surplus expected
over the sum of the investment then withdraws the
capital and invests it in somewhere else. So the
entrepreneur participates in any economic activity till
it gives hopes of profitability.

Consequently an essential condition of the enterprise
is the capital, the active participation of the invest-
ment that can be expressed in money or any
numerical value in the economic activities. The
investment which could be omitted or only could
have the role of helping the labour work in the former
types becomes the main participant in the enterpri-
ses and making profit from the capital invested
becomes the most important economic purpose. In
the earnings - coming from the combination of the
capital and the labour work - the determinant factor
is not the labour work anymore - the ,work” can be
substituted for the ,idea” — but different circumstan-
CES: quick alignment with the demand. the ability of
creating new demands, determination in liquidating
non-profitable activities.

The most important purpose of the enterprise is to
maintain not the activity but the profitability, able to
diversify the products, Services, organisational sizes
flexibly — according to the demand. In the case of
great demand the enterprise is able to grow its
supply, capacities. complete own assets with foreign

capital. Employing credit — with reasonable interesis
- may be a part of the rational assumption of risk.

The participants’ interests in the economic successes
of the enterprise are stronger than their interests in
the prestige available in their direct social envirop.
ment: They would like to be well-known in their
business in this country and abroad. The personal
consumption is subordinated to the prosperousness:
if the enterprise requires investment, the family and
all the needs of the household lose its iImportance. (]t
is another thing that in case of success the level of the
household and the personal consumption surpasses
the level of the entrepreneurial sphere.)

However year by year the determinant part of the
earnings gets back to the enterprises, to a never.
ending development, to new opportunities, to the
implements that are always newer and more efficient
In the case of the steady failure the enterprise is
liquidated and the still realisable capital is tried to be
invested again in an other, more promising enterprise.

The behaviour of the self-employers and the entre-
preneurs does not depend on the sizes (the number of
the employees, the amount of the capital invested).
Both small and big ones can behave as a self-
employer or an entrepreneur but even the best
provided artisan workshop or the most elegant
restaurant are not enterprises if the income goes to
the family and only a little capital can be enough for
an enterprise if it is operated according to the rules of
the capital return.

It is not typical but sometimes may occur that a part
of the self-employers -~ because of the favourable
circumstances - becomes entrepreneurs.'?

The typical thing is that the majority of the sell-
employers remains self-employers till the end of their
lives. What we can wish considering our conditions is
that as many of the present self-employers as possible
should develop into any of the advanced forms of the
enterprises that has legal personality and separates
the household from the business activity.

The main differences between the types are not value
judges, only emphasise the gap between them. The
economy needs both the small existence which form
the basis of the economy and appear in the world of
demands with their small-scale supplies and adjust

income from their small enterprises sistematically and invested into businesses with newer and newer activities. But the majority of self-employers can
not and do not want to shift: their accumulation serves the establishment of the better living standards of the family: occasionally the wasting
consumption. This last one was mainly typical in the 1980's, it accompanied their insecure economic situation, There are more rational investment
Opportunities today If the people have enough income for them.
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themselves into the circulation of the whole economy
with their small markets, and the enterprises that
renew the demand and supply of the economy.
However the difference must be made obvious.

One reason to this is that according to the interna-

tional comparisons the proportion of the self-employ-
ment is an index of the level of the development of the
countries.

According to the international data - that show
naturally the conditions of the market economies
based on private ownership - in the EFTA countries
and in the USA only 7-8% of the people working in
the industry and the services were self-employers in
1990; 13% in 12 countries of the European Commu-
nity. In the latter the proportion grew by only 2%
within ten years, while in the USA it did not change,
in Japan it decreased by 2%. (In the countries of the
European Community the higher proportion of the
self-employment than in the other developed coun-
tries caused by the still relative high proportion of the
agricultural employment in the southern countries.)
In the southern countries of the European Commu-
nity the proportion of the self-employment is high not
only in the agriculture: in Italy and Greece more than
20% of the workers in the industry and services, in
Spain and Portugal more than 15%. The proportion
in the northern countries
was less than 10%,
though in Holland and
the United Kingdom the
number of the self-em-

Table 9

international data because of some (methodical)
reasons. (For example in most countries the working
age is longer, there is no company without legal
personality, only people working in full-time jobs are
taken into consideration, data are reported about the
self-employers according to the main sectors -
agriculture, industry, services.)

Therefore the data reported here serve as only
information. The data of the sectors (that include
only the working aged people in full-time jobs) show
the high proportion of the self-employment in some
sectlors.

The self-employment has spread on a large scale in
the commerce, construction and agriculture where
the activity mostly can be based on the participation
of the family (commerce and agriculture) and the
small labour organisation [r:tt::1:"15L1-u+r:.ti1::~1r‘1}.1‘rjj

Though in the present situation of the economy the
growing of the number of the small private enter-
prises is essential but as good its role in the
employment is as warning it is from the point of
view of the development of the economy. Instead of
the growing of the proportion of the self-employment
~ which is caused by the under-development of the
services and the unemployment going with the

The number of the economically actives in the sole enterprises and in the
joint enterprises without legal entity on 1st January 1993.

ployment grew by 15— Jrom which
20% every year between from which
1983 and 1991. However _ Enterprise Ratio in the
in these two countries at  gector Eﬂﬂﬁﬂmlﬁﬂ“}’ without legal S{}IE- Dot e
least one from ten people actives total personality® enterprise economy
h ' ‘ S
ef:r:fﬂygel;r:. Tgrhr;?u;iizi[ Industry 1119.3 35.3 149.5 184.8 15.5
in Europe, 1993. p. nr. 9- Construction 255.8 15.9 78.9 94.8 97.1
10.) In the United King- Agriculture 391.9 2.4 123.5 125.9 32.1
dom the self-employers Transportation 2;;3 gé 62.8 68.9 25.3

0 98 Telecomm., post. . ; - - ”
i?]ﬁz::;eifl leir?i;t;salli Commerce 574.5 30.9 213.9 244.8 42.6
active people (including Water economy 1.8 0.1 - —14 8_2
the registered unemploy- Other material act. 171 1.4 = ’ s _4
ment) in June 1993. (Em- Pers. and econ. serv. 233.1 15.0 | 52.1 3,
ployment Gazette, De- Health-soc. cult. serv. 636.2 2.8 2.7 5.0 0.7
cember 1993, p. nr. 510.) Commun. administrat ~ 249.4 2.2 - 2.2 o

Nation. economy total ~ 3866.9 111.9 668.4 780.3 20.2

The Hungarian data can
not be compared with the

« With emplovees and assisting family members
Source: Dgtayﬂt‘C:ntral Statistical Office labour balance, 1st January 1993, Table nr. 2.2 (p.12)

gal probably incerases the attractiveness ol trade that
entrepreneurs among the 100 citizen with the highest re
them was a merchant. There were 35 merchants among t
Figyels. On the other hand it makes the trade also attractive th

there are more and more successful merchants. The Internal Revenue Service registered 37 sole
ported taxable income (their income was between 12,7 million and 67,7 million HUF) and 17 of
he 100 wealthiest sole entrepreneurs. (Taxation experiences 1, 22nd December 1993. issue of
at there are a lot of activities which do not require capital investment.
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economic recession — the growing of the number of
the independent, more developed entrepreneurial
types separated from the household would be
desirable: and in the group of the self-employers the
increase of the number of the people who work in full-

time jobs.

Distinction is worth to be made between self-employ-
ment and other economic activities in order to
examine in the following: what economic behaviour

can be expected from the people who got the Start-
credit.

From the beginning the self-employers called as
small entrepreneurs were considered to be the

grantees of the Start-credit according to the purpo-
ses of the Hungarian negotiators, the Start-credit
tried to help them in establishing the conditions of

the self-employment.

1.2.2. The social stratum of the sole
entrepreneurs

The social conditions, the social stratum, the career
in the past and other social circumstances of the sole
entrepreneurs are in close relation to their economic
role.

This entrepreneurial circle - as everyone knows — has
a lot of strata. Among them we can find stallholders
with entrepreneurial permit, hucksters. servicers
who are actually without capital and employ other
people’s labour, expertise (charwomen. house-pain-
ters, intellectual free-lances etc.) entrepreneurs with
a very little amount of capital (those who use the
family car for taxi, some artisans etc.) and also
enterprises with a very large amount of capital
invested, well-equipped workshops, private sanitar-
ium provided with modern instruments carrying out
health service.

We do not have too much relevant information about
this stratum. However some more comprehensive
Inquiries give us a chance to examine their social
situation.

a) Craftsmen, retailers in the beginning of the 1980s

One of the first most comprehensive analysis based on
the mobility-inquiry of 1983 of the Central Statistical
Office was made by Vajda Agnes. (Vajda, 1987.)

The many-sided analysis showed that the obseryed
industrial servicing artisans and retailer after an
average of 17 years of employment, over 34 years of
age took out their licence and at the time of
registration they already had been sole entrepre-
neurs for generally 8 years. Their average age was
nearly 43 years, more by 5 and a half years than the
average age of the group in the comparison, the so-
called urban wage earners working in the same
industrial, constructional, transportation, commer-
cial and hospitality branches.'

The inquiry stated that becoming independent was
influenced more by external economic-political con-
ditions than the decisions and abilities of the
individual. A 34 year-old person had much different
opportunities to become independent in 1960. in
1970 and in 1980 and the averages of 1983 inquiry
were formed by the different opportunities of the
people in different age-groups.

What was the difference between the artisans. retai-
lers working in the beginning of the 1980’s and the
other actives?'®

Some important differences compared with
the groups of urban wage earners, in %:

Retailer, Urban wage-

artisans €arners
Sex: - male 632 61.5
— female 36.8 38.5
Education:
- maturity examination at least 20.7 1.2
Qualified
(+skilled worker with mat. exam.) 75.9 69.1
Married 81.1 70.5
The partner’s occupation:
- intellectual 26.2 23.9
- skilled worker 17.9 27.4
- independent and assisting
fam. mem. 21.5 145
- dependent 10.5 4.3

Father's occupation (at the age of 14 of the questionee)
- artisan, retailer 17.7 3.9
Income per person (Ft per month) 4142 3499

Had a small farm 67.1 73.0
Housing conditions:
- 3 and more rooms 26.9 18.1

- with modern conveniences 73.6 65.0
- average density of people 1.9 2.2




Besides these facts some more circumstances are
worth to emphasise.

One is: stable family background, the role of the
partner: a fifth part of them worked in full-time job in

the enterprise and probably the ,dependent” wife
assisted in the enterprise.

The other is: the better financial situation of the
independent entrepreneurs related to the other
groups in the beginning of the 1980's (even the
people in intellectual occupations were left behind
with their average income per person amounted to
4008 Ft); and their housing circumstances that
surpassed all the other groups'. That refers to the
fact that becoming independent, emergence, promi-
ses of new chances could be realised at certain
periods. Anyway the analysis makes it obvious that it
is self-employment behaviour; the higher amount of
the income was spent on increasing the standard of
life (for example on building a house).

This is a typical Eastern-European symptom; the
remuneration of the production-services was reva-
lued under the conditions of the economy of lacks
and deformed, artificially pressed scale of the earn-
ings. In the more developed countries the income of
the skilled workers - especially the intellectuals -
outnumbers (even as an employee) the average
income of the artisans, retailers. The relative high
proportion of the agricultural producers is probably a
Hungarian feature — their income from the small farm
after the agricultural manual workers (3263 Ft) is the
highest (2078 Ft). It is just possible that in their case
the agricultural producing is not only a salety-
growing, saving activity but implements of invest-
ment and accumulation.

The analysis separated the enterprises that does or
does not require expertise, professional knowledge
(for example carriers, sawyers, hucksters in the latter
category) supposing that the activities that require
professional knowledge require at the same time
capital (for example the equipment of a workshop)
and they need longer preparation, more capital
accumulation than the .,non-trades”. The data of
the inquiry did not reinforce this statement, because
several repairing-servicing businesses can be done
without too much investment of capital.

The high proportion of the businesses that require no
or hardly any capital is one of the main character-
istics of the domestic self-employment.

Alter all we can state that there were no remarkable
difference in the standard of life in the social group of
the artisans and the retailers in the beginning of the
1980’s. Though there were some well-to-do people -
mostly in the construction industry according to the
data of that time - the period was not favourable to
the accumulation of capital and to start a capital-
intensive enterprise. (There was only one group that
managed to rise: artisans who produced for foreign
markets. They had been exempted formerly from all
the restrictions that afflicted others: limit of the
employees, tax rules. However only a small portion of
the sole entrepreneurs belonged to this group.)

We got an other comprehensive information con-
nected with the independent participants of the
economy from an inquiry we have done together
with the Central Statistical Office.'®

) Small entrepreneurs in the end of the 1980s

The questionnaire inquest in the end of 1988, at the
beginning of 1989 embraced almost 4000 persons
who represented 3% of the members of the small co-
operatives and the independent members working in
full-time jobs of the forms called then ,small
enterprises”.

Though the members of the joint forms which were
preferred at that time especially the small co-
operatives following from their social-economic situa-
tion represented the waking private sector together
with the sole entrepreneurs, this time I report the
important features of only the artisans and retailers.

Almost hall (45.1%) ol the whole sample were
artisans and retailers. The sample included only the
people who worked in towns (we started from the fact
again that the typical place of an enterprise is the
town that offers a wider circle of the customers.) In
the sample that contains a breakdown by profession
the proportion of the people living in Budapest is
43%, in the country 57%. The inquest distinguished
the people who became independent after 1982 and
those who former.

A group was formed in the Labour Research Institute in 1982 at the sa
of the most important economic changes in
systematically. The members of the group (Bak
won a financial support as one of the subjects o
The survey was coordinated by Agnes Varga al {
Statistic Office. The closing study of the survey was

me time with the starting of the small enterprises. This group saw the beginning

the rebirth opportunity ol the small enterprises and they tried to trace the process ol the change
esi diko, Koviacs Géza Jozsel . Kuezi Tibor, Neumann Laszlo) with the guidance of the author of this study
{ the social researching competitions for the examination of the social groups of the small entrepreneurs.
he National Statistic Office, the questionairre-survey was implemented by the expert team of the National

developed by Tibor Kuczi and Agnes Vajda. (Kuczi T.-Vajda A., 1990)
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In setting up the questionnaire one of our purposes
was to make the data to be as comparable as possible
with the above reported data of the Central Statistical

Office.

According to the data the period before becoming
entrepreneur did not shorten very much: compared
to the 17 years of employment that was stated in the

inquest of 1983

~ the old artisans after 13.3 years
— the new artisans after 16.6 years
~ the old retailers after 15.7 years
- the new retailers after 17.8 years

of employment became independent. But the long
employment before undertaking was naturally not a
predetermined, conscious preparation for becoming

What was the difference between the artisans and retailers
working in the beginning of the 1980s and the artisans and

retailers working in the end of the decade?

independent. It is rather about that they needed so
much time to collect enough professional experience,
connection, hope and courage to venture to become
independent. Accordingly the average age did not
decrease perceptively: the average age of the old
artisans is 44.9 years, the new artisans 38.3, the old

retailers 48.4, the new ones 39 years.

The lower age of the new ones showed first of all the
fact that even younger people dared to shoulder the
independence in an atmosphere where the private

sector was not judged so hard.

The comparable data show a group of artisans and
retailers that had changed from many aspects.
Though there seem to be a lot of differences between
the old and new ones working in the 1980’s, it is
conspicuous that women appeared
in large numbers, they are more
educated, among the new ones
every tenth had a university degree.

in percent Their families were non-entrepre-
neurial families — as in the begin-
1983. 1988. ning of the decade; only a few of them
Artisan- Artisan Retailer could bring entrepreneurial knowl-
retailer old new old new edge, abilities, behaviour from home.
Sex - male 63.2 81.3 82.0 40.3 35.5 The proportion of the marriage part-
- female 36.8 18.7 18.0 59.7 64.5 ners in leader position had grown in
Education almost every group. And what more
- maturity exam. 20.7 49 3 54 3 55 4 50.4 typical is that much higher propor-
univ. degrﬁ-e 6.0 9.4 8.6 10.8 tion of the fElITlil}-’ members jUiHEd in
Pesinaston (aekilied with the activities that meant the basis of
SR 75 9 the existence of the family, the family
' : : 3 63.5 33.1 45.7  feature of the enterprises became

Married 81.1 83.1 84.1 66.2 75.6  obvious.

Partner’s occupation

- intellectual* 26.9 36.3 497 923.0 348 The questionnaire did not ask for the
- skilled worker 17.9 16.4 15.1 137 5.4 Incomes, since they are always un-
- indep., assist fam. 21.5 276 923 4 418 36.9 rel?able, underestimated in question-
- dependant** 10.5 7.8 79 19.9 7 3 najrels. IFStEZd {l}]f this it aske?: Ec}w
. : people found the income ol their
fﬂ?ﬁ;;ﬂ??;?:;;ﬂn o Lhele'.?g?nf 14 D; ?HBEEH & 2% household compared to the average
iy - s ; 0 15.2  Hungarian households. Most of them
: 5.3 5.7 44 judged it higher, especially one part
Income of household is higher (old artisan: 20.1. new artisan: 13.7,
than domestic average - 62.3 50.1 56.5 57.9 old retailer: 16.5, new retailer:
Had a small farm 67.1 39 9 33.7 18.0 30.3 14.6%). That shows that mainly the

:-Thf: inquest in 1988 distinguished the people with leader position, we here do not separate them.
In the inquest of 1988 the category of dependants included those who had no household or data

could not be explained.
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in income in spite of the fact that
there were some people who found
their income lower than the average



(old artisan: 10.9, new artisan: 16.1, old retailer: 9.4,
new retailer: 13%). It refers to a great change in the
way of life that in the circle of the sole entrepreneurs
in the 1980's the small farming had lost its safe.
income-growing role for the most part. At the same
time more than 80% of them had goods that referred
to higher standard of life than the a#erage (living room
in the flat, video and other entertaining electronics,
maximum 5 year-old western car, personal computer,
cottage). 59% of the old artisans, 45% of the new
artisans, 50% of the old retailers, 53% of the new
retailers had at least two of these goods.

The inquest in 1988 gave us a chance to examine the
conditions of starting and operating an enterprise.

Why did they choose independence? As we said it
before, only a few of them because of the family
traditions. The example and the influence of their
social sphere, relatives, friends, colleagues are
remarkable. These effects urged 55% of the old
artisans, 43% of the new artisans, 62% of the old
retailers, 47% of the new retailers. In the beginning
several of them had got concrete support from their
environment: place, capital, clientele, professional
and other kind of help. From 20% of them who were
supported every fourth got capital.)

In the case of 50% of them the main reason of their
becoming independent is that they wanted to be on
their own; every other reason is more rare. (The
exceptions: 34% of the old artisans wanted to realise
their old professional imaginations, 23% of the new
retailers had the same reason. 30% of the old
retailers chose the independence because of their
family circumstances.)

The fact that the capital required at the start was
available for the majority from their own savings
refers to the hand-made feature of the workshops, to
the simple equipment and stocks of the shops.
Relatively many people utilized however the then
cheap OTP loan, bank credit (old artisan: 20.6, new
artisan: 22.8, old retailer: 20.9, new retailer: 32%).
The questionnaire did not ask for the purpose of
ordering for the credit and the amount of the loan
(whether they took up the loan for building a house or
in order to develop the business). But it asked the
external conditions that made their operation harder.
And while the majority even at that time complained
of the high tax, problems with purchasing, lack of
required demand, growing competition only a few of
them repined against the lack of capital or credit (old

artisan: 5.8, new artisan: 6.8, old retailer: 5.0, new
retailer: 11.2%).

Not only the capital but even the staff was not absent.
Among the many supporting, assisting conditions of
the enterprises only a few people mentioned the
increase of the staff (old artisan: 13.3, new artisan:
12.8, old retailer: 6.5, new retailer: 8.6%).

For the majority of them becoming independent
meant remaining inside the frameworks of the
individual, family activities and probably as much
work as the family could be sustained from.

In choosing independence at the same time the
(hoped) financial possibilities played the most im-
portant role at most cases though the majority did
not want more than holding the former living
standard, subsistence. Most of them managed.

At the inquiry the old artisans had been worked for
more than 6 years; 47% of them thought that the
business was formed according to their imaginations,
2% of them found it better then they had expected
which is equal to the proportion of those who said
that their businesses did not reach the expectations
(21%) or it was variable, sometimes better, sometimes
worse (28%).

43% of the new artisans had been worked as
independent for maximum 3 years, 33% for 4-5,
24% for 6-8 years. Only 38% of them were satisfied,
but 29% of them were not and 31% thought the
business was changeable, unstable.

All the old retailers became independent further than
6 years. 40% of them said that things were according
to their imaginations, 3% of them thought it was better
than they had hoped. The majority was disappointed
also here (24.5% said it was worse, 32% unstable).

From the new retailers 25% were beginner, less than
1 year before became independent, 42% of them had
been worked for 2-3 years and 33% of them for more
than 4 years. The proportions of their considerations
were almost equal: 31% as they had expected, 2%
found it better, 31% were disappointed, 34% said it
was unstable.

In spite of this most of them wanted to go on,
moreover they saw a chance in their enterprise for
their children (old artisan: 71+8%, new artisan:
77 +4%, old retailer: 64+4%, new retailer: 70+7%).

23




Generally this is the picture about the social-
economic situation of the self-employing individuals
and entrepreneurs. The relatively beginner entrepre-
neurs who applied for the Start-credit came from this
circle and this is the circle what the entrepreneurs

who applied for the credit want to join to.

Beside the artisans and retailers who form the
majority of the entrepreneurs there are comparable
data neither about the bottom, marginal groups
(servicers without expertise, capital, place, huck-
sters, stallholders etc.) nor about the top group of the
sole entrepreneurs. (On the top — as we said before -
according to the data of the Internal Revenue Service
and the tax statements of 1992 - there were 163

entrepreneurs and they were followed by 7000
corporate tax-payer companies.)'’ Several of them  But first we are going to overview the loan construc-

has been well-known for years (though some of the tions that are similar to the Start loan and also
names were in the news paper just because of their  available for the small entrepreneurs and the interest
bankruptcy.) in them where it is possible.

We are going to analyse this question hereinafter.

17
There were 17 : .
was mainly {:‘_ aﬂsii::hﬁ?;:ﬂmr”g t}f{';; sole entrepreneurs who belonged to the 100 citizen with the highest reported taxable income; the rest of them
HUF. The same ]}ETBG;'I bebiggh t[:::I:c:;} :;.1‘ ::I“ IF:B:)H'I: 1h]:- 100 wealthiest sole entrepreneurs reported an income which was between 7 and 67,7 million
& 3 1 E b i ¥ n
Figyeld) S, @ sole entrepreneur. (Sole Traders (93 Taxation Experiences 1., the 22nd December 1993 issue of
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2 THE LOAN SUPPLY

' SMALL ENTREPRENEURS IN

' THE BEGINNINE OF THE 199gs

Before 1990 there was only one loan construction to
promote the start up of new enterprises. This loan
construction which has been the most popular and
most successful one up to the present day in terms of
creation of jobs was offered paradoxically by the State
Office of Wages and Labour. the predecessor of the
Ministry of Labour in 1989; it was called Restart loan.
Preparing the assumed large rate of unemployment
the State Office of Wages and Labour offered a 400-
thousand HUF flat loan to all of those unemployed
people who wanted to establish an enterprise.'® They
had to start the repayment of the loan after a 3-year
repayment holiday: the interests were paid byr the
Employment Fund which was separated in the
country’'s budget. But there was no unemployment
in Hungary in 1989; it happened for the first time in
May 1990 that the number of unemployed persons
(38 155) exceeded the number of vacancies (37 938).
The rate of unemployment did not exceed 0.5 percent
at the end of 1990. In this situation there were a lot of
people who were preparing for the private business
and were succeeded to be classified unemployed so
they became qualified for the support. The applica-
tions for the loan became very frequent therefore its
amount was reduced to 300 thousand HUF: 42-43
thousand people who received Restart loan became
self-employing and they created 65 to 68 thousand
jobs. The State Office of Wages and Labour and than
the Ministry of Labour terminated the extension of
Restart loan in 1990 because they did not have
enough money for it and thought that it is not the
task of the Ministry of Labour to finance the
establishment of enterprises.

The loan constructions which applied the market
economy principles of credit returns took over the
place of the flat loan while the rate of inflation was
increasing.

In 1991 both the National Small Enterprise Develop-
ment Office (NSEDQO) and the SEED Fundation which
was established for supporting the small enterprises
published detailed information bulletins about the

preferential loans available for small and medium
enterprises. The bulletins introduced more than 20
Kind of different loan constructions which were
financed from Hungarian and foreign sources.'®

The 14 loan opportunities which were financed from
foreign sources and which were offered by the
Hungarian banks were without exception serving
the incitement of the purchase of the investment
goods of the funding country and they could only be
used for this purpose. This condition made the
Hungarian small entrepreneurs who were mostly
self-employing from the very beginning uninterested
in applying for the foreign credits since this chance
was too far away from their realistic needs.

The foreign loans remained mostly unused.?’ The
only exception is the Phare loan which was available
through the Local Enterprise Agencies which were
founded by the Hungarian Employment Development
Fund. This loan construction is similar to the Start
loan. The upper limit of the credit is 10 million HUF if
the whole sum is planned to use for the purchase of
machines, otherwise it is 5 million HUF. The interest
rate is preferential, less than the interest rate of the
commercial loans by 2 to 3 percent. There were 432
applicants for the Phare loan and 280 of them
received it until December 1992; and there were an
additional 375 applicants and 166 of them was
successful until November 1993.

Although they mentioned the small and medium
enterprises among the beneficiaries, several of the
Hungarian preferential loans were in real terms
targeting the dynamically developing and improving,
export-oriented businesses which were well provided
with capital. (the Energy Rationalisation Programme
which means that ,the loans can be extended only to
those ventures which can ensure more than 18
percent return’; the Export Developing System
which essentially stimulates the banks because the
70 percent of the loans that extended on the
successful applications which were sent to the

The newspaper also presented the use of credit limits:

'® As the letter of the National Bank of Hungary which was written to Funclrrr_ {‘.ro{lilimit Rate ﬂ_f use (by September 1993)
the first version of this study remarked: The Restart loan can only be Bavarian 250 million DEM 18%
considered to be a flat loan that the interest (the long-term Baden-Wiirtenberg 250 million DEM 14%
refinancing rate of the central bank +1 percent, currently 26 Finnish 100 million USD 13%
percent) which was paid by the client was refunded by the Ministry Swedish 1 50 million USD 36%
of Labour in the first four years of the term. Italian 200 billion ITL 11%
English 5 million GBP no application recorded

m‘”‘P‘lﬂ from the information sources above | was extensively using Turkish 50 million USD 0.2%
the overview compiled by Pesti Albertné which was published in the Canadian 15 million CND 3%
Issue 6th August 1992, of the Figyeld. Japanese 5 billion JPY 30%
o Australian 52 million USD no application recorded

~Since Hungary would not primarily need import financing L:'m French 50 million FRF 48%
export markets the rate of use of the credit limits is very low. ...The Norweglan 150 million NOK no application recorded

underdeveloped Hungarian credit market is also the reason of the low
use of credit limits. The official negotiations are still in progress aboul
extending the unused or expired credit limits. (The credit agreements
of Bavaria and Baden-Wiirtenberg were not extended.)

Source: National Bank of Hungary
(Reported about: "‘Parlagon heverd nemzetkozi kolesondok', an article in the 2nd

March 1994. issue of Népszabadsag (a Hungarian daily newspaper)
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Inter-Governmental Committee of Export Develnpt
ment is refinanced by the National Bank of Hungary:

the Technology Developing Innovation Support ex-
tended by the National Committee of Technology

Development with the assumption of the 50‘percent
of the interest payments; and the so called 'Reorga-
nisation Interest Payment Support’ which was given
to the credits that support the purchase of the assets
of the co-operatives that were transformed or were

under bankruptcey or liquidation process.)

An important role was assigned to the Existence (E)
loan which was planned to use comprehensively from
the very first moment.?! This loan could only be used
for the purchase of assets or business shares which
were in state property. The loan required a contribu-
tion of internal resources. According to the rules of that
time, 2 percent of internal resources were required up
to 5 million HUF, 15 percent to 10 million HUF and 25
percent over 10 million HUF. (The conditions of loan
application (including the rate of internal resources)
were eased several times primarily due to the humble
interest and because of the financing of the Employee
Joint Proprietorship Programme started in 1992 which
was similar to the ESOP.)

Primarily those small entrepreneurs applied for E-
loan who were interested in the retail and in the
catering sector during the privatisation of the smaller
units of the big trade and catering companies which
were in state ownership. (The individual sell of the
shops which were separated from those companies
which had a large shop-network was called prelimin-
ary privatisation; this preceded the privatisation of
the companies which had bigger shops (too).

Despite of the assumed remarkable advantages of it
the E-loan did not proved to be attractive for the
targeted groups. The real supply was small in 1991
and the applicants could only get the right for rent in
case of a few shops. Apart from the requested
guarantees of the banks the interest of the entrepre-
neurs were dashed by the 15-16 percent interest rate
which significantly exceeded the profits of an average
business. The Deputy-Chairman of the NSEDO
reported about the early experiences of the credit
extension that the interest was very high but they lost
their interest in it after became familiar with the
conditions of the loan. There were only 9 persons who
received E-loan in the first couple of month (the 29th
May 1991 issue of Népszava, a Hungarian daily
newspaper).

The interest remained humble. They extended 374
million HUF loan within 148 agreements by the end
of July 1991; the proportion of purchase of business
shares and acquisition of rights for rent was equal.
According to the report of the NSEDO 77 of them
wanted to operate their capital as a joint business
and 71 of them as a sole enterprise. It was quite
frequent that the whole family joined together for the
purchase of a venture; even it happened once that
there were 5 applicants for the same catering unit...
When they signed the loan agreements 73 persons
were employee, 64 persons were entrepreneur and 11
of them belonged to the other category.” (the 22nd
July 1991. issue of Népszabadsag, a Hungarian daily
newspaper).

The total number of loan agreements increased to
2857 in 1992 and the total amount of extended
credits was 6,2 billion. At the date of the signing of
the agreement 1440 of the names were sole entre-
preneur and 1082 of them were employee. There were
already 4 unemployed persons among the names.
(the statistic summary of NSEDO about the E-loan
extensions, 14th January 1993.)

The demand of small entrepreneurs for the E-loan
did not increase significantly although the supply
increased, the interest rate decreased remarkably
and they could also use the compensation vouchers.
(The owners of the compensation vouchers who
wanted to get cash sold them for 50-60 percent of
the face value.) Neither the more favourable condi-
tions stimulated the small entrepreneurs: there were
only 3305 of them who received credit during the
preliminary privatisation. The introduction of the
new privatisation techniques (self-privatisation, Em-
ployee Joint Proprietorship Programme) created the
real demand for E-loan: the total amount of extended
loan which was 20 billion HUF until the end of 1993
was primarily used for the purchase of (bigger)
ownership shares in companies and the purchase of
companies within the Employee Joint Proprietorship
Programme.

As the analysis established: ... the establishment of
a company which is independent from the state
property was the most familiar way for the expansion
of the private businesses, not the privatisation.
Neither the E-loan could have a significant impact
on it.” Referring to the opinion of the banks the
analysis drew to the conclusion that .the (credit)
supply is exaggerated; in relation with the number ol

*! The governmental regulation (97/1990. (IX.27) about the establishment of the Existence Fund was made at the end of 1990. The .equivalent HUF sum
of the amount of loan which would Germany extend to Hungary for the expansion of the Hungarian enterprises” was named as one of the initial resource
of the Fund, Later it became one of the sources ol the Start loan and at the beginning of 1991 another regulation (governmental regulation nr. 27/1991)

was made which among others changed the name of the Fund to E-loan.
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both the companies which were offered for a bid and
which can be sold for a good price and the entrepre-
neurs who have the appropriate cover for credit,
internal resources and entrepreneurial experiences”,
(Privatizacio hitelbdl: the 9th September 1993, issue of
Figyelo.)

The E-loan meant an assistance for the small
entrepreneurs during the preliminary privatisation
and maybe it will receive a role in the selling of the
assets of the companies that are under liquidation or
settlement process.

Due to the narrowness of the existing credit supply
there were several attempts for the development of
loan constructions that are more appropriate to the
needs of the small entrepreneurs.?? The interest
representing organisations of the entrepreneurs
were among the first who attempted it. The National
Association of Craftsmen wanted to establish an
individual bank. After years of unsuccessful attempts
it finally made an agreement with Budapest Bank
from which its members received 100 to 400
thousand HUF short term (6 month) loans on the
recommendation of the Association. The National
Association of Entrepreneurs made a similar agree-
ment with the Postabank. The members of the
Entrepreneur Club of the National Association of
Entrepreneurs could receive a half year to one year
long, 3 million HUF loan if the share of the Hungarian
private capital was over 60 percent in the equity
money of the venture and if the previous year of the
company was successful and its revenues exceeded
1,8 million HUF. Neither the loan which was available
with the help of the National Association of Crafts-
men nor the one of the National Association of
Entrepreneurs included interest preferences but the
membership of the interest representing organisation
or in case of the National Association of Craftsmen
the ethical guarantee was the condition of the credit
extension.

The National Association of Craftsmen-Budapest
Bank construction became immediately attractive:
during its existence (from 1st January 1991 to July
1993.) 4670 members used it. The important figure
for us: the amount of the average credit extension
was 300 thousand HUF.

The offer of the Entrepreneur Club of the National
Association of Entrepreneurs did not became so
popular. There were 250 people who received loan
between 1990 and 1992; they were the applicants
who fulfilled the criteria of the creditability test which
was completed by Postabank. The average amount of
loans was 1,8 million HUF and there were only 19
names who received less than 500 thousand HUF.

The Micro Credit Scheme of the Hungarian Founda-
tion for Enterprise Promotion was the next really
popular loan construction among the small entre-
preneurs. In 1992 the Hungarian Foundation for
Enterprise Promotion started the establishment of its
Local Enterprise Agencies. According to the condi-
tions of that time the ventures which were not
operating for more than two years, employed less
than 10 persons and had less than 1,5 million HUF
equity capital could apply for a humble amount of
credit (300 thousand HUF) at the appointed bank
branches of the particular county. Apart from the
loan the entrepreneurs who applied for a loan to
purchase fixed assets or to increase the stock of
goods could receive 50 thousand HUF non-refund-
able support.

In 1992 there were 730 applications for loan and 280
entrepreneurs who received Micro credit at the
Enterprise Agencies which operated at that time in
6 counties. In 1993 there were 1333 applications for
Micro credit registered in the Enterprise Agencies
which operated in 12 county and it was extended to
1240 applicants (total amount of it was 399 387
thousand HUF) until 31th December 1993.

2 The Craftsmen's Association of Tatabanya and its area and the OTP Directorate of Komarom-Esztergom County made an agreement on a loan which
was not preferential but quickly available in 1991. .According to our agreement the members of the Craltsmen’s Association may receive a loan which is
combined with several advantageous conditions and we did not set an upper limit of credits. The entrepreneurs will receive loan if the Craftsmen’s

Association takes responsibility for them and their activity. ‘
The interest rate of thf]}ﬂans Mt{h[n year will be 35 percent and will be 36 percent in case of the loans over year. The Craftsmen’s Psﬁﬂﬂciauﬂnlltselfcuntrnls
the use of the credit and the implementation of the investment. The OTP will not set a bar against the extension of loan if the Craftsmen's Association

k of goods or the surmounting of liquidity
ve loan for investment, purchase of working assets and stoc
supports it, The sole entrtpranL:Ir:Fga;'lt :-:T:teresﬂng and unique in the Hungarian practice of credit extension that the OTP confines itself with a 150

the regular 200 percent and the debtor may mortgage the machine that is planned to be purchased or the investment

tha k for 50 percent of its value if it is requested.
An;t:; T::lfizfr:gt? :fnmsir;::tﬁz ::tt}.i‘;nb;:;l the hmfk also accepts inhabited estates (detached house, privately owned terraced house) as cover for credit

2 thin a couple of days and there has
tion” from a third party. ...The bank received 15 applications wi
but in this mﬁe bm‘:ll:':t?:i;i a;stat::::;:{l;c;im dit was 300 thousand HUF and the biggest was 2 million HUF. In contrast of our expectations

Ities among the applications. But there was an application for a 8,2 million HUF credit. The
;h‘lmtrcprcneurm . ':::1:f:ql::;;:f:rﬁﬁgﬁﬁﬁziimmm ng-maclrﬁncs because he received a large-scale order from a Western country.”

(Tatabanyan nem vértak a Start-hitelre’, in the 23rd September 1991 issue of Népszabadsag)

problems even within a couple of
percent cover for credit instead of
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We can say as a summary that the use of the loans
which were really targeting small, mostly sole en-
terprises worked out as follows:

Non-preferential loans with the conditions that
ensure the extension:

Postabank-Entrepreneur Club
of National Association

of Entrepreneurs
Budapest Bank-National Association

of Craftsmen

250 persons

4670 persons

Preferential loans:

3305 persons
409 persons
1574 persons

E-loan
Phare-loan
Micro credit

The 3283 Start credits joined to the 10 208 credit

extensions above.2®

The total number of 13 500 names was only 2
percent of the 682.,5 thousand sole entrepreneurs
registered in 1993. (It would improve the results if we
considered only the full-time entrepreneurs. The
Social Security registered 383,1 thousand self-
employing sole entrepreneurs in 1992; if we com-
pares the number of names with this figure than
their share was 3,5 percent.)

There is no opportunity for making other suitable
comparisons on the available data. (There were 60,7
thousand companies without legal entity in 1992 and
98 thousand in 1993; they were also potential names
of loans. Or: 91 percent of the companies with legal
entity employed less than 50 people at the end of
1993 and more than half of it employed less than 11
persons and about 80 percent of it employed
maximum 20 people. These companies were not
necessarily private enterprises, they could have
been smaller units which were separated from the
big state companies and which had not been
privatised yet.)

It means that only a very small part of the small
enterprises used (could use) preferential loan to their
activities. (We only know the relative numbers of the
use of the non-preferential credits. According to these

figsures the small enterprises used 15 percent of the
investment credits over year and 5 to 6 percent of the

investment loans within year.)

There are a lot of more or less well-known factors
which were often analysed behind the relatively
abundant credit supply and the humble use of it. We
are going to mention here a few of them as a remark.

In spite of it consisted a lot of preferences the credit-
supply created only a few constructions which made
the use of loan to a realistic chance for development
and to an integral part of the management for the
masses of Hungarian small entrepreneurs. (The
voluntarily attempts of the National Association of
Entrepreneurs and the National Association of
Craftsmen aimed the attainment of credit but did
not include interest or other sort of preferences.)

Apart from the E-loan which was preferential but its
employment was very narrow we can only consider
the Phare-, the Micro-, the Start- (and the Japanese
Start loan which overtook its place) as preferential
from the more than 20 kind of credit constructions.
(We have to notice that all of them was initiated by
foreign countries.)

Above all the credit limits of these loans were rather
humble: the credit limit of the Start loan was about
10,6 billion HUF; the annual limit of the Phare loan
was 1,5 million ECU in 1990, 1 million ECU in 1992
(1 ECU=117 HUF); the limit of the Micro loan was 250
million HUF in 1992; the programmes were also
financed from these credit limits in 1993.%*

The supply of the preferential loans which were
primarily aimed to the small enterprises was not
really abundant. The banks had to refuse a part of
the applicants due to the tightness of the credit limits.

But at the same time the strict credit extension
conditions of the banks also restricted the use of the
tight limits. It was obvious that the banks wanted
covers since they extended the money of their
depositors. But the potential preferred group (the
big majority of the self-employing entrepreneurs who
features the sphere of Hungarian businesses) could
not fulfil the requirements of the banks which wanted

“* As it is known the so called Japanese (Start) loan was planned to overtake the role of the Start loan construction from the middle of 1993. This loan
construction consisted two parts: the loan from the source of the National Bank of Hungary and the loan from the source of Japanese banks. A significant
change & 118 condtiions was that it could be used by small and medium joint businesses and joint ventures which should not essentially be starting
enterprises. The cesser of the loan from Japanese sources (in case of the Hungarian Credit Bank) is 31 October 2007 with a 3-year repayment holiday. The
upper limit of the amount of credit extension was the equivalent HUF sum of 10 million USD. The cesser of the loan extended by the National Bank ol

Hungary was 15 years with a 2-year repayment holiday and the upper limit of credit extension was 30 million HUF,
The interest rate conditions are almost the same.

24
ITIH e REHIE “TMIErﬂC“d't in Hungarian Lending Schemes for SMEs: Hungarian Foundation for Enterprise Promotion, July 1994. This study was made
by Tibor Harl,
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to validate the regular conditions of credit returns
primarily due to the lack of private wealth that would
have covered the amount of extended loan appro-
priately. Therefore the number of the ventures that

received preferential loan remained necessarily
humble.

In case of the older businesses the entrepreneurs had
to prove the successful operation of the previous
years and a relatively high annual revenue (1.8
million HUF - Entrepreneur Club of National
Association ol Entrepreneurs) was required. Due to
the lack of the results of the previous years in case of
the beginners the banks required such a big amount
of wealth as cover for credit which was only available
for the smaller part of the applicants.?® And although
a part of the banks later eased the very strict cover
requirements which were developed by themselves
(at least because of the difficulties in the credit
extension) and required only a 150-200 percent
cover for credit, the chance of a loan did not appear
for the masses of the entrepreneurs who owned justa
very small amount of wealth or nothing at all.

This circumstance was very important even if the
guarantee funds were meanwhile established for the
credits extended by the banks.?® The undertaking of
guarantee was also regulated by strict rules (for
Instance the evaluation of business plan). In case of
the Start credits there were 210 credit extensions
among the approximately 3300 loans to which the
Guarantee Fund provided cover until the end of
1993, primarily because there were only a few
requests for Start guarantee. (It was added to it that
the procurement of the internal resources caused a
huge difficulty for the majority of the self-employing
small enterprises. Moreover the application for
guarantee slowed the whole loan extension process
and even the banks preferred those ventures which
were creditable without the assistance of the Guar-
antee Fund.)

It was the most typical characteristic of the whole of
the credit supply that the loan constructions far more
fitted to the credit extension principles and practice
of the developed markets of the Western countries
(especially if the source of the loan was provided from

abroad) than to the level of development, the
developing market relations and to the internal and
external circumstances of the operation Hungarian
economy which had been worsening for years. (I am
going to reler to only one but basic difference instead
of the detailed analysis. The level of economic
development of Hungary according to the Gross
Domestic Product per person ratio (GDP) was about
30 percent of the United States (USA=100), 55
percent of the European Community countries (the
Twelve), 50 percent of Austria and 60 percent of the
European market economies (including Turkey) at
the end of the 1980’s. These rates have remarkably
worsened in the 1980's: Hungary fell behind the level
of development of the market economies.) (Ehrlich-
Révész, 1993.)

Apart from a few exceptions the credit supply
neglected the fundamentals of the economy and
within it the fact that the sphere of Hungarian small
entrepreneurs were basically self-employing.

The credit policy based on a dream-image of the
innovative small entrepreneurs of the developed
market economies and the illusions which were
suggested about them by the politics and the media
instead of the real needs of the people who tried to
take a grip as self-employing entrepreneurs in the
transitional economy which had slumped into a
deeper and deeper crisis for years.

The loan constructions which were offered to the
Hungarian small entrepreneurs and which has been
operating in the market economies successfully
despite their advantages were a few years (decade?)
ahead of the reality.

The loan demand reflected the same. Unfortunately
we do not know any data (number of names. the
amount of the loans, the size of their enterprises, etc.)
about the entrepreneurs who received non-preferen-
tial bank term credit for investment but we can
assume that the majority of them was a real
entrepreneur; differently from the self-employing
persons who were interested in a smaller sum of
loan. But the mass of demand were without any
doubt tending to the small amount and even cheaper

25 ps it was mentioned in the Introduction we had an opportunity at one of the banks to process almost 300 refused application. One of the most
important characteristics of the refused applications was the lack of the required credit. About 45 to 50 percent of the applicants could only offer an
unmobile estate (his own flat) as cover; or an estate with a small value which did not reached the 100 percent of the value of the loan.

% As it is known before the start of the Start loan the Hungarian Foundation for Enterprise Promotion established the Start Guarantee Fund which

undertook to become an aval for maximum 80 percent of the amount of credit.
At the beginning of 1993 the state with the assistance of several banks established the Credit Guarantee Co. The company gave 3,7 billion HUF bail for 6.6

billion credit until the end of the year.
an aval does not mean that the entrepreneurs should not mortgage

credit and the Credit Guarantee Co. just complete it up to 150 percent which is required by

h the reorganisational loans. .Having
on with the Existence loan and another quarter of it wit
Half of it was in relatl their estates and assets. Generally they have to provide 100 percent cover for the

the banks.” (Voszka, 1993.)
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credits; to the 300 to 400 thousand HUF sum of the
Restart loan.”?” The data available show that a
significant demand appeared only for the relatively
small amount of credits which is in accordance with
the structure of Hungarian entrepreneurs. As we
referred to it, almost half of the people (46 percent)
who participated in any of the loan constructions
which were targeting small entrepreneurs applied for
Micro credit or the credit which was supported by the
National Association of Craftsmen and many of the
entrepreneurs who participated in other sort of loans
applied for smaller sum of credit. (Unfortunately, the
analyses available considered 1 million HUF as the
limit of the smallest value category; the smaller
amounts were not indicated. According to our
figures 12 percent of the names of the Start loan
(370 persons) which was originally aimed at a long-
term development credit received a maximum 500-

thousand HUF loan.)

The figures which were presented beforehand indi-
cates that even the half of the entrepreneurs who
applied for a loan successfully needed only a small
amount of credit since their plans were humble too.
We can consider them as rational, they are the
entrepreneurs who evaluated their opportunities. In
recession and inflation and during the decrease of
demand people only dare advance ahead carefully
and step by step because they are afraid of
uncertainty, risks and failure. To see it from another
aspect: the number of those small entrepreneurs who
start up or develop their enterprise from a bigger
amount of loan is quite humble.28

It does not change the characteristics of the demand:
the small entrepreneurs generally do not like the
credits and also according to international experiences

they are averse to use loans. In almost all countries of
the world they start up their enterprises from the
money that they received from the family members or
friends if capital was necessary to the activity at all.

[t is the same in Hungary. According to the inquiry of
the researchers of the Bristol University the bank
loans make up only 7 percent of the initial capital of
the Hungarian small enterprises; the remaining part
comes from other resources, mainly from the private

and family savings.*”

Apart from a lot of other reasons (like the business
conservatism, the avoidance of undertaking burdens)
the small entrepreneurs are careful with the use of
loans because the banks are strict creditors and they
endanger the independence of the entrepreneurs:
they want to know their business plans, their
activities and they can control their books.

Above all the use of loan is accompanied with strict
conditions: the interest payment and loan repayment
obligations. But once someone decided to use a loan
he can mostly face with a supply which exceeds his
needs and opportunities in Hungary.

The fact that the supply and demand of credit could
not meet each other and the use of loan could not
became the assistance of the development of those
businesses which wanted to develop slowly and to
undertake only small burdens is a serious failure of
the economic policy. The state of the economy
including the sphere of entrepreneurs and the
internal and external circumstances of economic
operation which had been worsening for years add
to it. Apart from a few exceptions the supply of credit
neglected the economic fundamentals.>°

“”In 1991, before the start of the Start loan more than 42 people purchased t
National Association of Craftsmen but the knowledge of the conditions dashed t}

he credit application form which was developed and distributed by the
1eir interest. The estimated number of the refused loan applications also

refers to that there were only twice or three times more applicants (about 6 to 9 thousand people).

29
The inquiry was made in July 1993 among 160 entrepreneurs; 60 of them was sole enterprise, 40 of them was company without legal entity (unlimited
company, partnership) and 60 of them was company with legal entity ( 50 limited companies, 10 small-cooperatives).

(Resolutions of a Survey-Small Enterprises in Hungary', Figyelo)
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3. ENTERPRISES
. T...* i -, P R

Although the whole story of the loan construction
would be a good subject of an analysis (from the offer
of the German government to the mutual agreement
of Deutsche Ausgleichsbank and the National Bank
of Hungary; from the ambivalent participation of a
few Hungarian Banks to the disappointment of the
organisations for safeguarding of small entrepre-
neur's interests) but we must be content with
dealing with only those circumstances herein that

are considered to be important regarding the subject
of this report.

3.1. Interest in the Start Credif

The beneficiaries (small enterprises in private owner-
ship that starting-up their activity) could have used
the Start Credit since 1st August 1991 after a fairly
long preparatory work. According to the rules those
entrepreneurs could use the loan who were just about
to start up their enterprise and who were absolutely
beginners or those who did not run their businesses
for more than 3 years but did it as a full time job. The

the banks in the assessment of the estates which
were offered as cover for credits, the uncertain
chances of the guarantee of the Hungarian Founda-
tion for Enterprise Promotion.>?

Moreover, the very first experiences have immediately
shown that the benefited entrepreneurs were under-
developed: those persons show a real interest in the
loan who were self-employing or those who wanted to
be. As one of the first analysis noticed .the main
obstacle to the born of new and successful enter-
prises was not money but the lack of marketable
product, idea or solvent demand”.>>

The analysis described the first applicants as follows:
-Itis characteristic that the majority of the applicants
would apply for the Start Credit to perform trendy,
fashionable and in some sense overstocked commer-
cial and catering activities like establishing bars,
restaurants, pensions or opening car trade busines-
ses. There were relatively few applicants who wanted
to start industrial manufacturing enterprises and
there were even less who applied for the loan in order

maximal amount of loan was 10 million HUF in 1991-
92, 12 million in 1993 and 15 million in 1994 3!

o introduce new technology or a new competitive
product. Those entrepreneurs who wanted to manu-
facture export products to the Western markets were
The entrepreneur should have had 30 percent of  very rare among the applicants.
internal resources in the development costs but two-
third of the internal resources could have been
covered by the investments which were spent on the
particular investment and required only 10 percent

of cash contribution.

Summarising the experiences, it seems like that the
majority of the sphere of new entrepreneurs invests
in order to get a quick return on his money therefore
prefers those enterprises which offer bigger profits in
a short-term but does not assess whether the market
is overstocked or not and does not count with the
potential market competition either”.

Although the television and press campaign which
was several month long attracted a lot of interest there
were only a few applicants who had a real chance for a
loan. Until the beginning of December 1991 there were
only 326 applicants who received loan.

The Deputy Chairman of the National Bank of
Hungary has reported on the results of 1991: ,With
the use of Start Credit, after a long dispute, finally
1500 entrepreneurs could raise a credit and the total
amount of it was approximately 4 billion HUF". [Ismét
startol a Start-hitel, the 13th January 1992. issue of
Népszabadsag (a Hungarian daily newspaper)] The
1500 entrepreneurs mentioned was that time rather
the number of applicants than of the names.

The huge interest was diminished by a lot of things:
the credit limits which were portioned among the
banks were quite small, the shortage or inefficiency of
private wealth in case of starting entrepreneurs, they
were lack of experience in making a business plan
which was required by the banks, the strictness of

i According to the conditions of the loan: The Beneficiaries: natural persons who are Hungarian citizens and who have permanent residence in Hungary
and who have been running a sole enterprise for not longer than 3 years at the date of the loan application or participating in a joint business or overtake a

full time job.
part rises in order to secure their existence or their
The dﬂsrgh:u:};?ii;ri ::.:.lrlct:: ?{?linriﬂiim 2-year payment moratorium): in case of construction work maximum 15 years, in case of machine and appliance

h 8 years.
ﬁ:ﬂf:;; r:;ﬂ:n‘-.:ﬂnltﬂnﬁifi;tsihiu:ui:lse ntFHLIF sum of maximum 250 thousands DEM; the share of the Start-loan can not be more than 70

percent of the development costs. Therefore the internal resources of the entrepreneur should be 30 percent but two-third of this can be financed from

:?::El;ﬂi;:. The interest rate of the refinance credit is 75 percent of the base rate to which the banks can add their interest-marge. This marge can be 1

percent to the part of the loan which is guaranteed by the Guarantee Fund and 2 percent to the non-guaranteed part of the loan or part of loan. The

Buarantee fee can be 4 percent.

“Anmrdmg to the report which was in the 21st Dttgm 2

uarantee delivered to the Hungarian Foundation for Enterprise

Eﬂ % - d will be used up this year; the 21st November 1991. issue of Figyeld.
Bella Ronaszéki: After Start - Total Fund will be
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ber 1991. issue of the HVG (a Hungarian weekly magazine) there were 154 applications for
Promotion and 93 of them were accepted.




There were more experience both on the sides of the
banks and the applicants during the portion of the 2-
billion HUF credit limit in 1992. The ,specialists” who
could deliver business plans which met the require-
ments of the banks appeared as assistants of the
applicants side and on the other hand the bank

officials learnt how to judge a loan application.

Apart from this there was no remarkable change in
the loan application of small entrepreneurs. As
Figyel6 reported about it referring to the National
Bank of Hungary: ,The majority of the entrepreneurs
is complaining about not having too much prefer-
ential loan and the interest rates of the banks are
simply inpayable. Meanwhile the banks just narrowly
decreases the interest rates due to the high risk of
loan extension and they hardly find promising
projects and reliable names. This strange stalemate
situation reflects in the following figures of the report
of the National Bank of Hungary in March 1992
which contains the most important credit-raising
and bank deposit data of the small entrepreneurs”.

Table 10

The bank loan debits, bank deposits and
net positions of the small entrepreneurs

Amount (in billion HUF)
| January 31 March

1992. 1992.
Loan debits* 52,2 25,9
Bank deposits 33.8 99,3 29,3
Net position -8,2 +3,1 +3.4

* Both short-term and long-term

Table 11

The share of small entrepreneurs in
the total amount of corporate bank loan debits
and bank deposits

31 March
1991.

I January 31 March
1902, 1992,

The share loan debits of small entrepreneurs in the
total amount of corporate bank loans
(in %) 6.6 T 8,0
The share of bank deposits of small entrepreneurs in
the total amount of bank deposits
(in %) 10,8 14,3 14,7

Source: Lots of Money, Few Loans, 6th August 1992. issue of Figyeld.

The National Small Enterprise Development Office
(NSEDO) makes regular statistics about the extension

of the E- and Start credits. According to the Summary
of NSEDO issued on 13th October 1992. the users of

the Start loan have increased only moderately

(although as we noticed in Chapter 1.1.1. the
number of the sole entrepreneurs who run their
businesses as a full time job increased by 100 000
persons in 1990 and this increase have continued in
the following years in a more consolidated way).

A few remarks from the assessment of the NSEDQO:

.There were 1768 Start credits according to the records of the
NSEDO in the beginning of September 1992, The total amount
of these loans was 3595 million HUF.**

In the financing of the projects which used Start loan the share
of internal resources was 36%, the share of other foreign
liabilities was 1% and the remaining 61% was the share of
Start credits. Consequently the names have exceeded the
compulsory 30% of internal resources by 6 percent.

The use of the bailing of the Start Guarantee Fund was very low
in the statistics: 4% of the total number of loans and 5% of the
total amount of loans. The guarantee covered 63% of the sum of
the loans where bailing was used (the maximal rate was 80%).
The low rate of the use of the bailing of Start Guarantee may
refer to that the banks preferred those applicants who had the
appropriate properties as cover for credits. It was quite rational
considering that the interest marge was only half (1%) of the
regular if the banks used bailing. The occurrence of this ... also
refers to that presumably not the real beginners were who
primarily received this loan although they are who need such
preferential loans and its joint guarantees desperately and who
were targeted by this loan.

When the loan agreements were signed 81% (1431 persons) of
the applicants were already entrepreneur, 11% of them were
employee (199 persons), 6% of them belonged to other categories
(pensioner, etc.) and 2% (36 persons) of them were unemployed.
Regarding the purpose of the loan, the majority of the names
(80%: 1422 persons) of them established a new enterprise, 7%
(126 persons) of them overtook an other enterprise and 12%
(220 persons) of them used the loan to buy a share in someone
else’s enterprise.

The biggest part of the Start credits were received by ventures
operating in the trade (47%) and they were followed by those
which were interested in the industrial services (12%). The third
biggest loan receivers were the industrial enterprises (9.91%)
and the fourth were the businesses in the food industry (5.89%).
It was pleasing for instance that the health care servicing
enterprises also participated from the loans (5.64%). More than
two third of the amount of the loans (70%) was less than 2
million HUF and 45.47% of them was bellow 1 million HUF. Only
7.7% ol the loan agreements exceeded the 5-million-HUF mark.
Analysing the average amount of loan according to the purpose
of the loan, it becomes obvious that the smallest sums were
received in order to start up an enterprise (1933 thousands
HUF), the amount was a little bigger when the name wanted to
overtake an existing company (2135 thousands HUF) and the
biggest amounts were paid to those who wanted to buy a share
in an existing company (2556 thousands HUF). Due to the small
proportion of the last two categories in the number of the loans it
would result a mistake if we wanted to draw conclusions from
these figures”,

* As the report notices the statistics of NSEDO about the Start credits are not fully comprehensive due to the hostile behaviour of a few banks bul
represents about 70-75 percent of the total amount of loans. Therefore the data almost surely reflects the main characters of the total amount.
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By the end of 1992 2241 Start loan agreements were
signed and the value of these agreements was 4.7
billion HUF. (Summary of NSEDO. 14th January
1993) Neither the composition of the names nor the
purposes of the enterprises have changed signifi-
cantly in comparison with the data of last September.

1993 was virtually the last year in the use of the 10 6-

billion-HUF credit limit of Start loan. By the end of

1993 another 1000 applicants have received loan.
According to the statistics of the NSEDO 3283
entrepreneurs have received Start loan until the
end of 1993 (31st December 1993.).°° The banks
can give further credits from the repayments but they
give a quite narrow opportunity for the loan exten-
sion.

3.2. The registered daia at the NSEDO

The main characters of the names did not changed
during the 29 months of credit extension. We can
notice the strengthening of a few of those tendencies
which were observed at the beginning of the process
by the regular Summaries of the NSEDO.

3283 entrepreneurs applied for the loan; 78 percent
of them did it to start up an enterprise; 14 percent of
them received the loan in order to buy a share in an
enterprise and 8 percent of them wanted to overtake
an existing enterprise.

The trade was the activity of the enterprises in almost
the half of the cases (47,6%) and 45% of the total

Table 12

credit amount went there; 10 percent of the loans
went for industrial activities and 8 percent of them
for industrial services; the enterprises that belonged
to these two categories have received 20 percent of
the total amount of credit. Only 118 applicants
received a loan to implement agricultural activity
(3.6%) which made up a little bit less than 3 percent
of the total amount of loans.

The most of the names received a loan which was less
than 1 million HUF (42%) and another 25 percent
have received less than 2 million HUF; 14 percent of
them was in the 2-3 million category, 6 percent was
in the 3-4 million category, 5 percent was in the 4-5
million category and 8 percent received more than 5
million HUF.

The average amount of loan was 2184 thousand HUF.

The amounts of loan that the names received were
basically independent from their activity - the sums
of loan were a little bigger in the tourism and in the
food industry and the lowest in the agriculture.

The majority of the names (57%) was older than 41;
an additional 31 percent was between the age of 31
and 40. The humble participation (12%) of young-
sters (under the age of 30) refers to that the people
start up their enterprises after having a relatively
long career or to that mostly the people over the age of
40 applied for a loan to establish an enterprise.

The average age of the names was 39,9 years (based
on the figures of NSEDO).

The structure of the Start Credit Scheme in the different sectors at 31 December 1993.

in HUF
Sector min. max. average number % amount %
Industry 300 000 10 437 000 2 648 338 328 10.0 868 655 000 12.1
Agriculture 200 000 11 000 000 1 705 471 119 3.6 202 951 000 2.8
Food Industry 500 000 10 000 000 3 182 180 111 3.4 353 222 000 4.9
Health services 300 000 12 700 000 2378614 101 3.0 240 240 000 3.4
Tourism 50 000 10 000 000 3 268 281 64 2.0 209 170 000 2.9
Tradel 11 000 13 000 000 2 062 989 1566 47.7 3 230 641 060 45.1
Services 150 000 11 651 000 2 126 5lb 446 13.6 947 980 056 13.2
Others 164 000 16 050 003* 2 038 134 548 16:¥ 1 116 897 306 15.6
s 2 183 904 3283 100.0 7169756422 100.0
Source; NSEDO

* The amount is bigger than the upper limit

of the loans. It is possible that the allowed limits were exceed in the practice.

% As we noticed before, although the s

tatistics of NSEDO are not fully comprehensive we consider these published fligures standards.
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The internal resources of the entrepreneurs was 36
percent in the total amount of investments (the

minimum was 30%).

There were 210 entrepreneurs who did not have the
appropriate wealth as cover for loan therefore they
used the Guarantee Fund for bailing.

J3.3. The enterprises that received Start Credit -
the data of our survey

As we mentioned before, our figures can not comple-
tely be compared with the data of NSEDO. Therefore

we do not make a comparison although we have the
same figures in both analyses and there are a lot of
coincidences in terms of

the main trends.

In accordance of the pur-

Table 13

Start loan programme was started. The total amount
of loans was 7.7 billion HUF. (As we mentioned

before, the majority of our surveys were made in the

middle of 1993 therefore they reflects the conditions
of that time.) The banks which participated in the
inquiry accepted 1267 applications in 1991 (which is
40% of the total number of accepted applications).
1705 applications in 1992 (53%) and they accepted
the remaining part in 1993 by the date of our inquiry,
The amount of loans which were extended to entre-
preneurs were between 164 thousands and 12 million
HUF. The biggest part of the names (38%) received less
than 1 million HUF which made up 11 percent of the
total amount of loans. An additional 24 percent
received less than 2 million HUF. It means that more

The amount of received loans in thousand HUF

poses of the inquiry, our

figures are a lot more P The share in
detailed than the data of _ Total amount The number the nunber
: Total amount in thousand ' ‘ .

NSEDO which were col- HUF in % of applicants of applicants
lected with different goals. in %
We are going to show the
SRl 3 A under 500.000 HUF 170 350 2.2 370 1.7
during the detailed ana- 500 001-1 000 000 691 935 8.9 837 26.3
lyses where our data
made the figures of NSE- 1 000 001-1 500 000 541 037 7.0 402 12.6
DO more accurate or 1 500001-2 000 000 694 998 9.0 370 11.6
modified them.
First we are going to over- 2 000 001-2 500 000 468 956 6.0 202 6.3
view the main characters 2 500 001-3 000 000 683 091 8.8 235 7.4
of the credit extension
and enterprises who re- 3 500 001-4 000 00
Sl oot Thos e ane 0 000 406 496 2.2 104 3.2
gﬂiﬂg to give an overall 4 000 001-4 500 000 236 835 3.0 55 1.7
picture of the three main L
scopes of the survey men. 4 500 001-5 000 000 798 014 10.3 161 5.1
tioned in the Introduction over 5 000 000 HUF 2 727 498 35.1 348 10.9
(Chapter 3.4.—3.10.). Fi-

Total 7 767 524 100.0 3187 100.0

nally we are going to
summarise a few characteristic features of the
entrepreneurs and their enterprises (Chapter 4).

The most of the Tables are included in the analyses;
the remaining ones are in the Appendix.

3.3.1. The main characteristics of the
entrepreneurs and their enterprises

The 11 banks which participated in our inquiry have
extended credit to 3187 entrepreneurs since the
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than 60 percent of the names received only 27 percent
of the total amount of loans. 11 percent of the total
number of names received more than 5 million HUF; it
was 35 percent of the total amount of loans.

The average amount of the received loans was 2437
thousand HUF but the real amounts depended on
the activity and on the type of the enterprise. The sole
entrepreneurs received 2.4 million HUF on average
and the members of joint businesses received 2.9

million.
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There were 1776 entrepreneurs who wanted to start
up his enterprise from the loan: the majority of them
wanted to run his business as a sole enterprise and
279 of the entrepreneurs as a member of an existing
or a potential joint business. The remaining 1411
entrepreneurs (most of them were also beginners
with only 1 or 2 year of experience) wanted to use the
loan for expansion or modernisation: 997 of the
businessmen were a sole entrepreneurs and 414 of
them were (partly potential) co-owners of joint
businesses; 20 percent of the total number of names
participated in joint businesses.

Table 14

The number of starting and existing enterprises
among those who received Start Credit
according fo types of enterprises

Starting Existing Total
number % number % number %

Sole enterpr. 1497 84.3 997 70.7 2494 783
Members of joint

businesses &g 157 414 993 683 9217
Total 1776 100.0 1411 100.0 3187 100.0

During the process of credit extension the starting
enterprises received 55 percent of the whole of the
credit limit. The starting and already existing sole
enterprises have received 75 percent of the loans.

Consequently, according to our figures and in
contrast to the data of NSEDO, 55 percent of the
loans went to start up an enterprise, 40 percent for
the expansion or development of the existing
enterprise and 4 percent for joining to or overtaking
existing enterprises.

Table 15

The form of activity of the sole entrepreneurs
who received Start Credit (self-classification)

Number %

Sole entrepreneur 1460 58.5
Craftsman 187 7.5
Retail 587 23.5
Small-scale

agricultural producer 79 3.2
Intellectual 83 3.3
Other 64 2.6
Wrong code, no answer 34 1.4
Total 2494 100.0

It would have been evident to compare the proportion
of the main groups (intellectual, small-scale agricul-
tural producer, craftsman, retailer) of the sole
entrepreneurs who received Start loan with the
published figures of the National Statistic Office but
there was no way to do it because the entrepreneurs
preferred to use the ’sole entrepreneur’ category
instead of the clear definition of their activity. This
was likely to happen because the 'sole entrepreneur’
category has a much higher prestige for them than
the ‘craftsman’ or the 'retailer’ although more than 50
percent of the names belonged to these two categories
according to their activity.

Those who wanted to establish or to participate in

joint businesses, regardless of the type of the

company, could only individually receive loan in
accordance with their personal creditability. (It is
another question that in case of the assessment of
the applications which related to existing companies
the banks considered the assets of the company, its
profit and its bailing as well.) More than 60 percent of
the companies had legal entity (limited partnership
and small-co-operative*) which means that these
companies had their own assets. These assets were
independent from the personal wealth of the mem-
bers of the company. (The Start credits which were
extended as personal credit had to be covered by the
personal wealth of the name.)

* [The categories of the Hungarian Corporate Law follows the
classification of the German Corporate Law and not the
categories of the Anglo-American Corporate Law therefore the
types of the Hungarian businsses often do not have Anglo-
American equivalents; | indicate the abbreviations of the
Hungarian equivalents where it is possible in the following
Table to enable the possible identification - the translator.]

Table 16
The members of joint businesses
Number %

Limited company (KFT) 406 58.6
Small co-operative o 0.7
Collective for economic

activity (GMK) 44 6.3
Deposit partnership (KKT) 4 0.6
Unlimited partnership (BT) 186 26.8
Intellectuals’ society and

other societies 48 £k
Total 693 100.0

More than three quarter of the cases the activity of
the planned or existing enterprise (using the Hungar-
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3.4. Occupational and

Table 17 demographic structure of
The activity structure of the accepted loan applications the entrepreneurs using
Number of Amount of loans  Start Credit
loans in thousand
Industry R HUF % The first question of our inquiry
was, as we mentioned before.
Agriculture, hunting and forestry 156 4.9 316 556 2‘;; who (what was the sex, age,
Manufacturing 593 1183 : ngi _?gg 1'? occupation etc. of these people)
Construction o ' * wanted to start up or expand
Sale, maintenance and repair of their enterprise with the use of
motor vehicles, motorcycles and loans in the beginning of the
personal and household goods 158 5.0 552 641 7.1 1990s.
Wholesale* 124 3.9 315 065 4.1
Retail* 925 29:0 i The demographic features
Hotels and restaurants 448 . TR LR which we are going to analyse
Transport, storage and communication 129 4.0 399 215 o.1 in this part of the study gave us
Financial interrnediatit;nb _ s 20 g e the overall picture that in case of
Real estate, renting and business the Start credits the average
;ctiﬂties 2;}3 ;g 43; 332 {5]2 creditable entrepreneur was ty-
Education : : 1 14 1d i
Health and social work LET 3.6 246 990 3.2 pl.Cﬁ”}’ % 3?]_ year; 9 mha El
Other community, social and o lears PR SZCDE airy oty
Skl G qualification and business ex-
N ﬁeﬁﬂnal e L l g; ?2 22? ggg ?? periences mainly in trade, cater-
0 own : - : e o +
Total 3187 100.0 7767524 100.0 1&orin diflerent services.

* Except of motor vehicles and motoreycles.

lan statistic system which is in accordance with the
classification system of international statistics)>® was
some kind of service; only 5 percent of the activities
was agricultural and 18 percent of them belonged to
the processing industry. The leading industry within
the services was trade (wholesale and retail together),
another 14 percent of the activities belonged to the
accommodation services and catering industry.
About 70 percent of the accepted Start loan applica-
tions were services (35 percent of them were trade
activities and 18 percent were accommodation
services and catering). The processing industry had
a 23 percent share; 156 applicants received loan for
agricultural activity (which was 5 percent of the total
number of accepted applications) and their share in
the total amount of loans was only 4 percent.

More than three quarter of the enterprises operated
in cities (33 percent of them were in county centres,
32 percent of them were in other cities and 12
percent of them in Budapest): 21 percent of the
enlerprises operated in villages. (A few enterprises
were in hamlets and there were no data about 2
percent of the enterprises.)

Where it is possible, we are
going to compare the characteristic demographic
and career data with the conclusions of the former
inquiries which were described in Chapter 1. Due to
the different bases of the samples we could only draw
conclusions about the trends from the comparison.”’

The people who are in the sample can be divided into
two main groups regarding their entrepreneur career.
The entrepreneurs who are absolutely beginners
belong to the bigger group; they wanted to start up
their enterprises with the use of Start loan. Those
entrepreneurs who belong to the relatively smaller
group had a brief, mainly 1 or 2 year experience.
Among the members of the second group there are

184 persons who were already entrepreneurs in
1989.

First we are going to describe the demographic
features of the two main groups together and than
we are analysing the occupational characters of the
new entrepreneurs individually.

" We are going to remind that the sample in 1983 was representative and based on the mobility analysis of the National Statistic Office; the inquiry in
1989 was also representative in which the main emphasis was on the joint businesses (including the small-co-operatives). Our inquiry by no means can
be considered representative regarding the small enterprises, it only relates on those which received Start loan.
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a) Division based on gender

Table 18
The gender of the entrepreneurs

number %
male 1969 619
female 1185 37 9
no data 33 1.0
Jotal 3187 100.0

The 62 percent share of males was almost the same
as it was in 1983 (63%) but significantly decreased in
comparison with the results of the survey in 1989
(68%).°"

In our sample it looks as if the importance of females
was increased. It is possible although the banks
referred to that the entrepreneur licences (therefore
the loan applications as well) were bearing the wife's
name due to several reasons. Although this, it is still
possible that there are more females among those
who use Start loan to establish their enterprises than
the representative samples of the former inquiries
have displayed. An increasing number of females
became entrepreneur and even the data relating to
the creditability of the females show the same: the
names undertook such activities in which the
females and the males had equal chance for success
or-in which a lot of female worked before.

[t will become obvious in the analysis of activities that
the female entrepreneurs who used loan did not only
nominally participated in the family business. Most
of them operate in trade, in accommodation service
and catering. More than 40 percent of those en-
trepreneurs who run their businesses in the
economic servicing sector and those doctors who set
up in private practice were female.

The 60:40 ratio between males and females is not so
remarkably different from the breakdown of the
economically active population of the country by
sex: in 1st January 1993., 48.5 percent of the eco-
nomically active population were females.”

b) Age

Our survey enabled us to make a more detailed
analysis of age features than NSEDO did. Therefore
we can correct two of NSEDO's conclusions: the
average age of the entrepreneurs was slightly higher

(40.9 years instead of 39.9 years) and it is obvious
that although the majority of the entrepreneurs (over
70 percent of them) were in the 30-44 year age
bracket, the biggest part of them (43 percent) were in
the age of 35-44 years.

Table 19

The structure of entrepreneurs according
fo their age

Age number %

24 or younger 181 2.7
25 to 29 290 9.1
30 to 34 416 13.1
35 to 39 700 1.0
40 to 44 674 21.1
45 to 49 482 15.1
50 to 54 274 8.6
55 to 59 69 2.2
60 to 64 44 1.4
not known 57 1.8
Total 3187 100.0

There is no significant change in terms of the average
age in comparison with the data of the former
inquiries (1983: 42.9 years; 1989: 40.3 years). The
new entrepreneur sphere become a little younger in
comparison with 1983 which is likely to indicate that
it is easier and more simple to start up an enterprise.
On the other hand it is still true that the gaining of
experience and the preparation is still important in
order to initiate a business. It is possible that the
people whose enterprise grow out of compulsion
could set up goals and make a business plan that
was acceptable for the banks since they could have
established a proper base for their enterprise due to
their age. The data relating to the qualifications and
career steps also refers to such preparedness.

c) Qualification in education

In the process of loan application assessment each
bank had its own practice, therefore they asked
different supplemental information which were not in
the application form. They did not always ask
information about the applicants’ qualifications in
education (career information), especially not in the
early phase of credit extension therefore we have data
just about 80 percent of the entrepreneurs.

38 : ses introduced in Chapter 1 by defining only the date of the inquiry.
Here and hereinafter we are going to refer to the analys D o eloytel inle; thosewhe weesios L Bae a0 Tai SIS U

* The statistics consider the following people ‘economically
unemployed people.
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Table 20

The entrepreneurs’ highest qualification
in education

Qualification number %

did not complete the primary school

studies 8 0.3
completed the primary school studies 118 3.7
completed a practical worker’s course 63 2.0
completed the practical worker’ school

studies 71 1%.8
completed the secondary school studies 896  28.1
graduated in a college 247 i g
graduated in a university 587 18.4
no information 697 21.9
Total 3187 100.0

The data which are not fully comprehensive refer to
that the educated persons were more frequent among
the creditable entrepreneurs. According to the survey
in 1983, 20.7 percent of the small entrepreneurs
finished the secondary school studies and 59 percent
of them completed practical worker’s school studies.
According to the inquiry in 1990, 25 percent of the
entrepreneurs have finished their secondary school
studies and 20 percent of them graduated in a college
or a university. The share of people with lower
qualification significantly decreased and the number
of university or high school graduates increased in
the sample. There were more than 800 persons
interviewed and most of them performed an activity
which requires a diploma (most of them performed
intellectual activity), indicating the increased impor-
tance of self-employment in these professions.

d) Careers

We have a few data about the career of the starting
entrepreneurs that preceded their decision of becom-
Ing an entrepreneur apart from the strictly demo-
graphic data.

It is not surprising that a great majority (67%) of
them started up his enterprise in his profession with
the same activity. Another 15 percent of them
continued a similar activity to his former profession.
Only 18 percent of them wanted to start up his
enterprise with a different activity than his former
profession was.
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Most of the new entrepreneurs were working in the
trade or in an other servicing sector.

Table 21

The former scope of work of
the new entrepreneurs

Sector number %

Industry 151 8.5
Constructing industry 68 3.8
Agriculture 168 9.5
Transporting 28 1.6
Trade DaD 30.1
Other service 445 <l |
Other 234 1.2
Career starter 22 1.2
No information 125 7.0
Total 1776 100.0

Their activities were also connected with trade and
services:

Table 22

The type of the new entrepreneurs’
former activity

Activity number %

Manufacturing 246 13.9
Services 496 27.9
Trade 517 29.1
Manufacturing+services 55 3.1
Manufacturing+trade 92 5.2
Services+trade 74 4.2
Manufacturing+services+trade 75 4.2
Others 182 10.2
No information 39 2.2
Total 1776 100.0

The third of the new entrepreneurs (588 persons) had
some kind of connection with enterprises before-
hand; 282 of them were employees in someone else’s
enterprise; 137 of them participated in family
enterprise and 169 of them assisted in a different
way.

The majority of them was working under the super-
vision of someone else in their last job before started
up their enterprise.




Table 23

The position of the new entrepreneur
in his (last) job

number %

Worked in the management 371 20.8
Worked under someone else’s

supervision ral 42.3
Career starter . 1.8
Other 174 9.9
No information 448 1
Total 1176 100.0

When they applied for the loan. 60 percent of them
was already an entrepreneur, another 33 percent of
them was still an employee and 7 percent of them
wanted to start his enterprise as unemployed (69
persons) or were already under notice (57 persons).
Only 6 unemployed people wanted to invest his
pecuniary compensation into the enterprise (maybe
there were no other unemployed people who received
pecuniary compensation).

The preceding career of the new entrepreneurs
generally explains the great share of trade and
services in the chosen activities - the biggest part of
them tried to start up a business in a profession in
which they had experience. To see it from a different
aspect: having a private enterprise was primarily
promising for those who worked in the trade and
servicing sectors; they were likely to generate steady
income even with using loan.

We do not have similar data about those who had
previously been entrepreneurs (1411 persons in our
sample). All we know is that 50 of them were running
a private enterprise before 1989, another 134 of them
started up his enterprise in 1989. If we added the two
figures together, it gives us that 5.8 percent of the
total number of entrepreneurs in our sample were
working in their private businesses before 1990.
Therefore the majority of entrepreneurs had only 1 or
2 year experience.

The 71 percent of the entrepreneurs operated as sole
entrepreneurs, the remaining 29 percent of them
participated in joint enterprises. The members of
limited companies made up a remarkable part of the
latter group (284 of the members of joint businesses
(the total number of them was 414) were holding
shares in limited companies); another 100 persons
were holding shares in unlimited partnerships. Apart

from the limited companies there was one small co-
operative with legal entity, the other types of joint
businesses were without legal entity (which means
that the members were universally liable for the
whole activity of the company).

The members of the joint businesses could only
receive loan as sole entrepreneurs (it did not made a
difference whether they have already been running a
joint business or just wanted to participate in one of
them), therefore the company could not undertake
neither the capital repayment nor the interest
payment. The loan meant a bigger burden for the
entrepreneur as well (the sole entrepreneurs could
write off from their tax and the members of joint
businesses had to pay it from their net income).
Although this, 12 percent of the names belonged to
this latter group and received 25 percent of the total
amount of loans.

Those entrepreneurs who had some kind of experi-
énce in running a business were performing their
activity in almost all the sectors of the economy but
most of them were also operating in different parts of
the trade or servicing sectors. (We are going to
analyse their activity in the following part.)

The huge majority (87%) of them wanted to continue
their preceding activity and applied for the loan
because of that reason.

3.5. The promising enterprises

Those people who receive a loan count on that their
revenues would not only cover the regular expenses
of the business but would ensure a steady income for
them and it would also cover the capital repayment
and interest payment.

What sort of enterprises were those, according to the
names, that would earn enough profit in this period
of the Hungarian economy when the recession was
deep and the companies were suffering from a
significant decrease in market demand? About the
potential success of which activities could they
convince the banks? (We could not make an in-
depth analysis of how serious did the banks take the
business plans or did they considered them only
documents which were evidences of having the
formal requirements but which could not give any
important information during the assessment of
creditability. In reality, the permanent worsening of
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the economic environment makes the long term profit
calculations quite questionable.)

Although these facts, the entrepreneurs believe in
that there always were, are and will be activities that
are profitable enough. Those applicants who were
running an enterprise for a longer time considered

their one like this.

3.5.1. The previously established enterprises

The 1411 persons who were entrepreneurs at the
date of the application were performing a few-

hundred kind of activities.

Later we are going to make a more detailed analysis of
their activities therefore we make here only an
aggregated summary of the activities in accordance
with the statistic sectorial classification.

Table 24

The fields of activity of the previously
established enterprises

Industry Number %
Agriculture, hunting hunting

and forestry 78 2.0
Manufacturing 264 18.8
Construction 31 B

Wholesale and retail trade; repair
of motor vehicles, motorcycles and

household goods 574 40.7
Hotels and restaurants 155 10.9
Transport, storage and communication 71 5.0
Financial intermediation 10 0.7
Real estate, renting and business

activities 111 7.9
Education 5 0.4
Health and social work 41 39
Other community, social and personal

service activities i 0.0
Total 1411 100.0

Three quarter (76%) of the enterprises had only one
activity (manufacturing 10.9%: servicing 28.7% and
trade 36.4%) and every fourth of them had more than

one activity, combining manufacturing, trade and
servicing,

For about eighty percent of them the main market
was the private consumption and for 50 percent of
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them that was the only market. It is an important
fisure that 45 percent of them supplied other
enterprises (but the other enterprise was a sole
market for only 9 percent of them) and the budget-
ary institutions were only very small consumers of
them. Only 1.7 percent of them were solely working
for a budgetary institution and 25 percent of them
had budgetary institutions among their consumers.

The market meant domestic market for a significant
part of the enterprises but 12 percent of them exported
as well (although this, only 1.6 percent of them had a
sole or a main market in a foreign country).

More than 50 percent of the previously established
enterprises (754 persons, 53 percent of them) had
some kind of connection with suppliers: the activity
of the others did not require suppliers (or the answer
relating to this question was missing).

Three quarter of the 754 enterprises purchased only
from domestic suppliers; within them there was 21
percent who purchased only from small and sole
enterprises, an additional 28 percent had small and
sole enterprises among their suppliers. This is a very
important indicator of the connection between small
enterprises although the really significant thing
would be (if we knew) that how much did the big
companies purchase from the small companies.

There were only 15 enterprises who reported that
their only supplier was a foreign company and there
were another 119 enterprises who told that they had
foreign suppliers beside the Hungarian ones. Adding
up these two figures, 18 percent of the enterprises
had connections with foreign suppliers. (Unfortu-
nately, we can not exactly tell from those data what
does the purchase from a foreign supplier mean for
these enterprises; it is possible that they just
purchased products of foreign countries, e.g.
drinks, cosmetics, Amway products, etc.)

About three quarter of them is satisfied with the
current level of demand although the definition of ,.it
is already good” is an indication for the banks.
Another 9 percent of them hopes that the demand
will significantly increase within 1 or 2 years. There
were only 5 percent of them who assessed the
demand as stagnant or decreasing. There was such
an enterprise in almost all the sectors; they had the
biggest share in the processing industry (8%). In the
different fields of trade this ratio was about 5 percent.
Half of those enterprises that had a stagnant or




de!{:r?asing demand tried to extend the demand of the
existing enterprise with the help of the loan and the
other half of them tried to start up a new business or

join to an existing enterprise or to change the profile.

The majority of the enterprises did not feel the
concurrence determinant. Only 11 percent of them

considered the concurrence as strong; a third of them
considered it as normal and according to about 40
percent there was only a slight competition or there
was no competition at all. (In case of about 20 percent

of the entrepreneurs the question was not relevant or
there was no answer.)

We examined whether there was any connection
between the intensity of the market competition and

the performed activity or the area where they perform
their activity.

There was occasionally strong concurrence indicated
from very different activities but in the reality it was
characteristic only in three activities: among the cab
drivers and the road transporting industry (19
percent), among the wholesalers (19 percent) and in
the food industry (17 percent). All three were
generally known as very popular among and more
or less overstocked with small enterprises.

[t was a little bit surprising that a strong market
competition was barely indicated by the entrepre-
neurs who operated in accommodation servicing and
catering (8.4 percent), in retailing (9.5 percent) and in
the constructing industry (9.6 percent).

The intensity of market competition did not depend
on the type of settlement where the enterprise
operates: 6.4 percent of the enterprises operating in
a county centre had to face with a strong concur-

Table 25

The enterprises’ profit before taxes

rence; this figure was 6.1 percent in Budapest. About
3 percent of the enterprises that operated in small
cities and villages had to experience what is a strong
market competition like.

The entrepreneurs had to report about the enterpri-
se's earning before taxes in their application. (Only
the members of joint businesses chose the corporate
tax as the form of taxation, the others paid personal
income tax.) We do not know whether the banks
asked the balance sheets and the tax statements of
the previous years or simply accepted the statement
of the applicant. There can be a significant difference
between the two figures. The Internal Revenue Ser-
vice should know about the least possible sum of
money and it is useful to report about the highest
possible to the banks. The existing enterprises had to
give financial information about the last three years
of their operation on the application form.

At the date of application most of the existing
enterprises has not been operating for three years;
most of them did not have a year experience either.
During the credit extension which started at the end
of 1990 and finished in 1993, there were relatively
few entrepreneurs who could report about the
.previous years”. Those who operated within a joint
business obviously reported about the earning of the
company. The big earnings in most cases belonged to
the companies.

We are going to summarise the financial figures of the
enterprises in the following table.

Although the figures can not be added up due to the
occasional accumulation, we can distinguish two
remarkably different groups of the figures: those
enterprises that generate very small and those that

The number

The amount of profit in thousand HUF

Year of reports under 500 500-1000 1000-3000 3000-5000 over 5000
on the profit number % number % number % number % number %
1988. 10 g 60.0 - - - e 1 10.0 3,300
1989. 101 56 55.4 10 9.9 2 2.0 1 1.0 38,317
1990. 458 203 44.3 39 8.5 42 9.2 5 1.1 169 369
1991. 566 250 44.2 67 11.8 65 11.5 33 5.8 181 26.7
1992, 337 166 46.5 41 12.2 47 13.9 19 5.6 74  22.0
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Table 26
Profits before taxes in 1991
sole entrepreneurs joint businesses total
profit in profit in
thousand nr. % thousand nr. % nr. 0%
HUF HUF
under 500 000 HUF 37 389 210 57.4 6 445 40 20.0 250 44.2
500 001-1 000 000 25 304 34 9.3 25 372 33 16.D 67 11.8

1 000 001-3 000 000 47 060 29 7.9 73 620 36 18.0 65 11.5
3 000 001-5 000 000 41 086 11 oD 84 262 22 11.0 ;5 0.5
over 5 000 000 HUF 6 833 065 82 224 3 127 786 69 34.5 151 26.7
Total 6 983 904 366 100.0 3317485 200 100.0 566 100.0

generate very significant profits. (If there were
companies that had loss among them, it did not
turn out of the applications.)

Maybe the profits which were under 500 thousand
HUF were only displayed to the Internal Revenue
Service since it would mean that the enterprises
generated approximately 42 thousand HUF profit per
month - before taxes!

On the other hand there were enterprises which
reported that their profits before taxes exceeded 5
million HUF. The number of such enterprises rapidly
increased in 1990 and in 1991 and although their

Table 27

The number and the ratio between
profits in 1991

share decreased in 1992, they still represent a
quarter of the total number of enterprises.

[t was another characteristic that even if there were
not too many enterprises in the over 1 million HUF
category (the share of this group is about 25-30
percent), there was a tendentious movement away
from the low profits towards the high ones.

We examined whether there was any characteristic
differences between the enterprises with the smallest
and the biggest profits. To avoid the overlappings we
are going to present the figures of only one year. This
year would be 1991 because we had the most data
about that one.

the enterprises under 500 thousand and over 5 million HUF

reported profits in 1991

number of esconcdhiogag o
Industry enterprises thousands million
HUF HUF
nr. % nr. %
Agriculture, hunting and forestry 78 16 20.5 3 3.6
Manufacturing 264 S8 ___alia e 108
Construction 31 7 22.6 3 9.7
Wholesale and retail trade: repair of motor vehicles,
motorcycles and household goods 574 101 17.6 76 13.2
Hotels and restaurants 155 26 16.8 19 12,3
Transport, storage and communication 71 14 19.7 10 14.1
Financial intermediation 10 - - - -
Real estate, renting and business activities 111 21 189 5 4.5
Education 5 2 40.0 - -
Health and social work 4] 9 22.0 3 7.0
Other community, social and personal service activities 71 16 22.5 o 7.0
Total 1411 280 171 8l . A7
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We think that the table speaks for itself: significant
part of the sole enterprises reported a very small
profit; although there were a lot of joint businesses
which had a very small profit as well. the significant
profits consistently occurred at the joint enterprises.
(About two third of the sole enterprises did not
necessarily have such a small profit but they had
several opportunities not to display the real sums
while the companies are more obliged to do it due to
the bookkeeping and balance statement obligations.)
The polarisation, the serious differences between the
entrepreneur groups are quite obvious.

If we analyse the data according to activities, the
biggest number of entrepreneurs who were under
500 thousand HUF in 1991 operated in the trade
sectors and the least number of them were in the
education. Those entrepreneurs who reported the
biggest profits were also interested in the trade
sectors. It indicates how different the chances can
be in the same sector depending on the size of the
enterprise, the place of it, its profile and a lot of other
things. Otherwise the ratio between the enterprises
with a small and a big profit is quite balanced in the
same economic sectors.

The most of the sole enterprises had a small
organisation. They employed together with the joint
businesses 3584 persons which included the full-
time and part time employees and the assisting
family members.

Table 28

The number of employees in sole enterprises
and joint businesses

in the 997 in the 414
sole joint total
enterprises businesses
totalfull time employees 1953 1224 3177
part-time employees 145 91 236
assisting family members 124 47 15l
Total 2222 1362 3584
Average number of
employees 2.2 3.28

It means that those enterprises which were estab-
lished preceding the applications, both the sole
enterprises and the joint businesses typically em-
ploy 2 or 3 persons similarly to the small enterprises

of the country. In our sample there were 124 sole
enterprises which obviously consisted only the family

members and 25 of the joint businesses also
operated as family enterprises. (Unfortunately, we
have very few comparable data but from those we
have, it seems like that the average number of
employees of the sole enterprises increased just very
slowly. For instance, in 1988, according to the
summary of the National Craftsmen Association, 56
percent of the craftsmen were working alone and
another 22 percent of them with one employee. The
average number of employees in a workshop was
2.01 persons at that time. The average number have
increased to 2.19 persons by the beginning of 1990.
The number of entrepreneurs who operated in trade
and in the accommodation and catering sector was
significantly bigger than the number of craftsmen
among the names of the Start loan and their activity
by its nature (e.g. opening hours, serving the
customers, etc.) would have required a bigger
number of employees. Therefore the figure of the
average number of employees (2.2) did not indicate a
significant increase among the Start loan applicants
either. Consequently, neither of the group of entre-
preneurs which really wanted to develop its activity
could absorb a remarkable amount of employees.)

The entrepreneurs who had already established their
businesses, as we noticed before, wanted to expand
their current enterprises and asked the loan for this
purpose.

Table 29
The purpose of the Start Credit
number %

Expanding, developing,

modernise the existing

enterprise 1229 87.1
Change 123 8.7
~ the profile 42
— join to other existing

businesses o8
— individual enterprise

connecting to another

existing enterprise 23 8.7
Other form of development ol 3.6
No information 8 0.6
Total 1411 100.0

About half of those who wanted to expand or develop
their existing activities simply said about the goal of
the Start loan that he wanted to increase the existing
business. We know more about the proper purpose in
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case of the other half of entrepreneurs. The introduc-
tion of a new product (199 persons, 16%), a new
service (202 persons, 16%) and a new scope of
business (165 persons, 13%) and the combination

of these three (136 persons, 11%) were all among
their purposes.

A lot of enterprises can diversify their activities with
developments and expansion. As we noticed before, a
quarter of these enterprises has been performing
different activities so far; 28 percent of them wanted
to perform two kind and another 8 percent of them
tried to perform three kind of activities with the use of
loan. (One of the extreme cases: economic consulting,
marketing, trade of second-hand goods, pancake
frying, retailing bottled drinks - within one enter-
prise.) Unfortunately, we could not fully transform
this diversification of data during the survey since we
had proper data only about the second and third
activity of the enterprises. The second activity was
generally the supplement of the main activity: for
example, in case of the trade of consumer’s goods this
was the repairing of the particular product (e.g.
bicycle, sporting-gun, glasses etc.); or the fattening
of pigs and the running of a slaughter house or, also
as a frequent pair of activities, running a pension or a
camping and a restaurant, etc. The third activity
generally added the retail of
miscellaneous goods, the
services that support eco-
nomic activities and the car
retailing and maintenance

Table 30

the activities of the new and the already existing
enterprises; the appearance of the 1776 new entre-
preneurs did not changed the proportions of the
activities at all. We are using the aggregated sectorial
classification to the overview again.

As it is obvious from this table, the change in the
most of the industries was only a few tenths of a
percentage. The rate of the change was about 3
percent in just two industries: the popularity of the
public vehicle and fuel trade, repairing and main-
tenance of household utility goods have decreased a
little but the popularity of the hotel service and
restaurant industry increased - at least in the credit
assessment of the banks. [We notice, that more than
half of those applications which were refused related
to the establishment or development of such enter-
prises which operated (or planned to operate) in the
trade (34.4%) and to the hotel and restaurant
industry (18.8%). About 20 percent of the applicants
operating in these fields of activities were already
existing enterprises.]

The young entrepreneurs considered the similar
enterprises promising than the older fellows. There
were 181 entrepreneurs who were under the age of 25
in our sample and 42 percent of them hoped to

The proportion of activities among the entrepreneurs benefitting from
Start Credit in the different industries of the economy

to the first and second older old and new difference
activities. Hdustry entrepreneurs  entrepreneurs in
using Start loan

” f th number % number % %
ghﬁlg::;s:‘;'gg?ﬂaw;; Agriculture, hunting and forestry 78 0.9 156 4.9 -0.6
and established with Manutacturing 264 188 598 1838 -
the use of loan Construction 81 . R B0l BT

Wholesale and retail trade; repair of
We are going to overview motor vehicles, motorcycles and
the activity of the new and household goods 574 407 1207 378 -2.8
the already existing enter- Hotels and restaurants 155 10.9 448 14.0 +3.2
prises according to their Transport, storage and communication 71 5.0 129 4.1 -1.1
main activity which was Financial intermediation 10 0.7 18 0.6 i1
marked first. Real estate, renting and business acitiv. 111 7.9 248 7.8 -0.1
Education 5 0.4 10 0.3 -0.1

Perhaps the most surpris- Health and social work 41 2.9 117 3.6 +0.8
ing result of the analysis Other community, social and personal
was that there was no service activities 71 5.0 154 4.8 -0.2
remarkable difference be- NO information - - 52 1.6 -
tween the main trends of 1ol 1411 100.0 3187 100.0
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generale a steady income from the trade and 19
percent of them from the catering; 18 percent of them
were interested in the manufactoring industry — and
about the half of them in the food industry. The rest
of them performed other, completely different activ-

ities (only 1 or 2 of them in each activity), apparently
without any kind of tendency.

We could notice several, more delicate changes within
the industries but due to the small number of cases

we can refer to only a few remarkable occurrences of
them.

The most remarkable observation related to the

agricultural enterprises; these ventures attracted
our attention since they were extremely diversified.

There were 156 entrepreneurs within the agricultural
industry and they were performing about the same
number of activities: they wanted to purchase
irrigation systems, warm-houses, raw materials,
trucks and machines for growing asparagus, mush-
room, tobacco, broomcomn, cauliflower, fruits, grape,
flowers, etc. with the help of the loan; they wanted to
purchase breeding animals, equipment, slaughter-
houses and animal transporting vehicles from the
loan in order to breed poultry, sheep, goose, horse,
horned cattle, bee, rabbit ete.; 33 of the agricultural
entrepreneurs operated in joint businesses.

The food industry had the biggest importance in the
manufacture industries (the branch sectors of the
manufacturing consists the production and repairing
of 148 kinds of products): almost 40 percent (231
persons) of the 598 entrepreneurs who operated in
the manufacture industry and received Start loan
wanted to start up or already had an enterprise in the
food industry. There were entrepreneurs for the
production of all sorts of foods from the production
of dried fruits, coldly moulded oil, dry pasta (pasta
asciutta), beer, powder ice-cream to the establish-
ment of Flemish bakery, milk processing plant and
distillery.

The other activities of the manufactore industry were
not so popular. The second of the sectors with the
most numerous entrepreneurs was the timber
industry but it consisted only 48 businessmen; the
third was the metal processing (47 persons) which
included activities from the manufacturing of boilers
and radiators to the production of pocket-knifes and
the daggers. There were only a few successful loan
applicants in all the other activities of the manufac-

turins industry. There were 164 entrepreneurs
among the names of the manufactoring industry
who were members of joint businesses.

In the constructing industry which split into a lot of
small organisations in the past few years, there were
27 of the total number of names in this industry (50
persons) who applied for the loan in order to join to or
to buy a business share in a limited partnership. The
sole entrepreneurs were either performing some kind
of special activity (fancy tinning, carpenter-timber-
ing) or wanted to complete the planning and
implementation work together.

The trade, repairing and maintenance of public
vehicle and pesonal and household goods industry
as its name indicates consists three big groups of
activities; these three sectors were the most popular
scope of activity of the enterprises.

The total number of 1207 Start credits were divided
among the three sectors as follows (we are using the
statistic sectorial classification in our analysis):

= number from it:
4 5 (I of entrep. members
= 9 Activity . A%
L @ eurs using of joint
=~ © Start loan busines.

50 Sale, maintenance and

repair of motor vehicles and

motorcycles; retail sale of

automotive fuel 158 36
51 Wholesale trade and

commision trade (except of

motor vehicles and motor-

cycles) 124 63
52 Retalil trade, (except of

motor vehicles and motor-

cycles; repair of personal

and household goods) 925 151

The sector nr. 50 includes seven sub-sectors: beside
the trade of cars and vehicles, the repairing and
maintenance of them as well, the wholesale and retail
of car parts, and the wholesale and retail of fuel.

The small entrepreneurs appeared in all of the sub-
sectors apart from the wholesale of fuel. The repair-
ing-mechanics made up the most numerous group of
entrepreneurs of this industry. The remaining part of
the entrepreneurs can be divided into two groups: the
car merchants belonged to the bigger one and the
smaller one was the car parts merchants’ group.
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There were 19 entrepreneurs who received loan to
build a petrol filling station.

Those entrepreneurs who dealt with cars and vehicles
had generally more than one activity: they not only
sold the cars but also sold car parts and it was the
same situation with the repairing-mechanics.

The most of the names received the loans in order to
work out the appropriate premises (shop, service etc.),
to buy, rebuild or build up and furnish the necessary
estates.

The wholesale activity (sector nr. 51) means all sorts
of goods, from the foods to the combustibles. There
were only three entrepreneurs who wanted to deal
with foreign trade (but it was named as second or
third activity several occasions). The foreign trade
means in this level that, for instance, someone sell
poultry nutriment to Rumania. Those who dealt with
some kind of foreign trade activity were members of
joint businesses and there were several names who
wanted to joint to existing enterprises by purchasing
a share in them.

The retailers (sector nr. 52) make up the biggest
group of names with the same activity. Although the
names applied for a loan from almost all retailing
activities, the majority of them (450 persons) asked it
for the miscellaneous trade of foods and consumer
utility goods. (The range of goods were occasionally
quite mixed: for example, there were toys, sporting
goods, candies and bottled drinks in the very same
shop.) The other major groups of retailing activities
were: boutiques (clothes and textile material shops;
135 persons), the different specialised shops (from
the herb-shops to the jewellery shops; 130 persons).
There were 19 entrepreneurs who received Start loan
for repairing services (from the clothes to the
telecommunication appliances).

It was not surprising that more than half (53%) of the
entrepreneurs who had businesses in the retail sec-
tor were female.

Summarising the experiences, the retail seems less
popular for the entrepreneurs in comparison with the
old enterprises or maybe it was just the result of the
assessment of the banks who sensed the overstocked
markets. From this sample we can not draw a reliable
conclusion for this question but it seems like that the
interest of entrepreneurs would strengthen rather in
the accommodation services and catering industry.
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The hotel and restaurant industry is traditionally one
of the main field of activity of the sole and the family
enterprises. The number of those entrepreneurs who
wanted to earn a steady income in this industry was
significantly under the trade but considering the
ratio between the two industries the scale of this one

exceeds the trade industry by a little.

The quarter of those entrepreneurs who operated in
this activity asked for financial support to build up
and furnish a hotel, pension, camping; a few of them
applied for a loan in order to build a bigger hotel (12
of them within a joint business), others just wanted
to establish the conditions of rural tourism. This
activity often matched with catering.

Three quarter of the names wanted to run a res-
taurant, canteen, confectionery, pizzeria, pub, wine-
garden, hash-house, ice-parlour etc.; 49 of them
were members of joint businesses; 40 percent of the
names were female; there were 665 females running
enterprises in trade and catering and they made up
more than the half of those 1185 females who were in
our sample.

Most of those (about two third of them) who started
up an enterprise in the transporting-warehousing
industry undertook road transporting and applied for
the loan in order to buy an appropriate vehicle. There
were very few entrepreneurs who applied for (or
received) a loan to cab-driving; it is likely that the
private (family) car was enough as capital investment
to this activity. There were only 5 persons among
them who participated in a joint business.

The supplemental activities of transporting were a
little more popular: e.g. organising transportation
and travelling; there were 40 entrepreneurs who
applied for a loan to perform such activities and 6 of
them wanted to participate in joint businesses.

In the estate business, renting and business activ-
ities industry the last activity was the most important
and within it the legal practice. There were 248 Start
loan names of this industry and more than 50
percent of them wanted to establish and furnish a
private lawyer office (which is a condition of starting
up a private praxis) from the received loan.

Those who worked in other professions of the services
that support economic activities (tax advisers,
market analysts, architects, designers etc.) also
applied for the loan in order to establish a private



office or to purchase a bigger computer. There were
51 entrepreneurs who wanted to perform their
activities within a joint business in the services
supporting economic activities sector.

There were two main groups of names in the health
and social work industry: the doctors and the dentists.
All of them tried to establish a private surgery and
applied for a smaller or bigger loan in order to
implement the construction work or to buy furniture
and appropriate equipment. There were also entrepre-
neurs in this professions who preferred the joint
businesses, 24 of them applied for Start loan.

And finally, there were another industry which
attracted several people: the entertaining, cultural,
sport and personal services (laundries, chemical
cleaning shops, hairdressers, beauty centres and
other services). We could find the most different
services within this industry from the giant water-
chute to the disco, from the bowling alley to the
carpet cleaning and from the solarium to the fitness
centre; 25 of them wanted to operate as joint
business.

We can draw a few general conclusions from the
overview of activities.

Above all, we have to say that the small enterprises
consider the servicing of the public as their main role:
they mainly interested in the food industry which
based on the people’s daily consumption, in the
catering and in the personal services. This is a
realistic assessment of their situation; they can
expect a steady income from such activities. It is a
different question that when and how large risk could
they take in order to start up and develop. As we
mentioned before, the amount of loans was not really
big (in 38 percent of the cases it was less than 1
million HUF and 60 percent of the total number of
credits was under 2 million HUF). (We are going to
analyse the connections between the activities and
the amount of loans later.)

The analysis of the activities refers to two important
trends: the specialisation and the use of potential
combinations. Both choices helps the adjustment to
the market conditions. First, we sensed the intention
for create a special supply from the agricultural
production to the private services. On the other hand,
the combination of activities is widely spread like a
complex chain of activities that links the production
with the trade and services and like a supply of a lot

of different activities within one enterprise. The latter
one typically shows a less determined market
orientation and the hope that one of the activities
would be viable or that the several sources would
earn an acceptable amount of revenue.

The activities also indicate how the private enter-
prises spread among the intellectuals like lawyers,
doctors, pharmacists, dentists and more and more of
them thought seriously about the establishment of a
private praxis and undertook the capital investment
that it requires. A significant number of them
occured in our sample because they are members of
a social group that can quickly orientate and because
the banks extend credit for them with pleasure.
Anyway, it is expected especially in the health
services, that the first step which was the acquisi-
tion of the entrepreneur licence would be followed by
the spread of capital investment.

We also consider important that more than 20 percent
of the loan applicants were members of joint busi-
nesses. It was a little less popular decision among the
new entrepreneurs than among the old ones (as we
mentioned, 29 percent of them was operating within
joint businesses) but the companies as the type of
enterprise are still very attractive for both the
entrepreneurs and the banks (especially if we are
talking about companies with legal entity which are
liable for their activity with the business assets).

The companies of which the wholesale was the main
activity had the biggest share (68 percent) among the
companies which participated in the joint busines-
ses; it was likely to happen because the participation
of a few entrepreneurs ensures the capital that this
activity requires. The group of the companies which
were interested in the constructing industry was the
second biggest one (57 percent). In this industry the
joint businesses that hold several professions and
activities together were born in large numbers
following the split of the big organisations. According
to our sample, the transition from sole entrepreneurs
to joint businesses in the construction industry is
still going on.

The share of joint businesses was the lowest in the
transporting industry (4.6 percent); the old and new
enterprises of this industry are typically sole entre-
preneurs. The accommodation service and catering
industry obviously also maintains the form of in-
dividual, family enterprises; in these sectors 12-12
percent of the names belonged to joint enterprises.
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And finally, we can draw the conclusion from the
overview of activities that the majority of the
enterprises required minimal capital investment Lo
start up and to develop. Maybe it is not a 0o risky
conclusion that the names of the Start loan due to
the undertaking of the obligation that comes with the
loan slightly decrease the high share of those who
operate without capital investment in the sphere of

self-employing entrepreneurs.

3.6.1. Business expectations

The names had to describe the market environment
of their planned activity, the expected demand, the
perceptible intensity of market competition on the
application form. So the banks wanted to test how
much were their ideas in touch with the reality.

Table 31
The targeted customers of the enterprises

We noticed a difference between the entrepreneurs
who established their enterprise preceding the
application and the new entrepreneurs in terms of
the market structure: the targeted customer of the
new ones is even more the public.

As the table says, the market share of the public as
the main market have increased to 84 percent
(including the values in the combinations as well)
but the share of the supplying connections with other
entrepreneurs decreased (from 45 percent to 37
percent). The share of the public institutions as
customers slightly continued its decrease.

It is a logical consequence of the activities that the
targeted customers are mainly belong to the public
and the increase of the importance of domestic trade
is also a result of this.

The total share of those who were
connected with export markets is about
17 percent. The ,export market” meant in

a lot of cases that the entrepreneurs who

older old and new _
targeted customers enterprises enterprises I—:’Eﬂ”mmd ditiTerent ESE“’if’f:‘S (legal, ac-
together countant, market and research poll
number % number % analysts etc.) work (also) for foreign
customers, the doctors, dentists, hair-
the public _ 682 483 1698 53.3 dressers, cosmeticians, even the hotel
DthEIj Efltm:pns_e 128 9.1 202 6.3 and pension employees received foreign
public Institrtions 25 1.8 29 0.9 guests (too) and the car drivers partici-
the public + other enterprise 220 156 355 111 pated in international transporting, the
the public + public institution 63 4.5 144 4.6 travel-organisers, the guides also travel-
other enterprise + public institutions 81 5.7 145 45  Jed abroad etc. We can presume a real
th_e plfb“{? + other enterprise + public export activity only in case of a few
institutions 212. 150 494 155 agricultural producers, some of the en-
others and no answer — - 120 3.8 terprises of the manufactoring industry
sakal 1411 100.0 3187 100.0 and a small number of wholesalers with
export-import activity. (There were only 7
Table 32 enterprises which reported the foreign
The main market of the activity trade as their main activity.)
older old and new About half of the entrepreneurs had some
The market enterprises enterprises sort of connection with the suppliers.
together Almost 80 percent of the suppliers were
number % number % domestic companies and the share of the
only domestic 1040 73.7 9546 79.9 small and sole enterprises is abnu{l 25
only foreign 7 0.5 16 0.5 percent. Only 1 percent of the enterprises
mostly domestic, but also export 56 4.0 168 5 3 were supplied exclusively by foreign com-
mostly export, but also domestic 15 11 31 1.0 panies and another 7 percent of them had
both domestic and export 38 6.9 317 9.9 foreign partners among their suppliers.
no information 205 14.5 109 3.4 .
Total 1411 100.0 3187 100.0 Primarily the car and vehicle merchants
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wholesalers purchased their goods from a foreign
company; only 16 of the 925 retailer sold foreign
goods (e.g. coffee, cosmetics etc.) from their own
source ol supply. The enterprises classified the
purchase of medical and dental equipment and the
slot machines, the fitness €quipment as import goods
in their loan application. There were 25 enterprises in
the manufactorig industry that indicated import

products (e.g. the purchase of raw materials. parts
and appliances).

Only the smaller part of the enterprises considered
the current level of prospective demand as satisfying
and the enterprises with a few years of experience are
satisfied with the existing demand. The others mostly
Just cross their fingers: #

Table 33
Expected demand
Demand number %
already satisfying 1483 46.5
promising in short-term 912 28.6
1 or 2 years necessary to

the expansion 379 11.89
not known 286 9.0
others 29 0.9
no information 98 3.1
Total 3187 100.0

A lot of enterprises did not know and therefore they
could not assess the potential concurrence but just a
few of them sensed a strong market competition.

Table 34

Potential concurrence

Concurrence number %
not yet experienced 911 28.6
exist but weak 878 27.6
exist and medium level 610 19.1
exist and strong 213 0.7
do not know 445 14.0
other 24 0.7
no information 106 3:3
Total 3187 100.0

Not surprisingly, the enterprises operating in the

economic activities sector and in the constructing

industry have complained primarily about the strong

concurrence but only a little more than 8 percent of

them did it. The enterprises who sensed that the
compelition is bigger than the average were inter-
ested in road transporting and in agriculture (7.7
percent each) and in the hotel service and catering
industry (7.3 percent) - they were likely right. Really
surprising was that just a few enterprises sensed
strong competition in the retail (5.2 percent) and
more than we expected in the manufacturing
industry (7.3 percent).

The planned number of employees increased with the
growth of the number of the organisations but
hopefully a bit more rapidly. Since there was no
question in the loan application which related to this,
we have information only about the intentions of
those enterprises that reported about this in the
additional information which were required by the
banks. About 40 percent of the applicants reported
about this question. According to these information
the applicants wanted to employ almost 9.000
persons after the planned developments, most of
them would have been full-time employees while in
the older enterprises were only employed 3.600
persons.

Table 35
The planned number of employees

Total number
of enterprises
of receiving
Start credits
number % number % number %

Sole Joint
Enterprises

Full-time

employee 5420 90.7 2663 95.4 8083 92.2
Part-time

employee 221 - 87T 30939 830, .38
Assisting family

member 392 86 . IB 0 JA50 el
Total 5973 100.0 2790 100.0 8763 100.0

The number of those enterprises that employed only
assisting family members increased from 149 to 378.

The most important information about the planned
number of employees is that the three quarter of the
answers reported that the owner of the enterprise do
not plan the future as being the only full-time
employee; although this the half of the businesses
would still employ less than 3 employees.
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Table 36
The planned number of full-time employees
number of at sole at joint Total
enterprises
employees number % number % number %
1 296 294 3. 51 8D89 245
2 208 20.6 47 186 255 20.2
3 109 10.8 <0 103 135 10.7
4 65 6.5 29 114 94 7.5
5 &3 8.7 . 6.3 104 8.3
6-10 131 13.0 > 213 185 14,7
11-15 40 4.0 30 11.9 M 5o
16-20 & 2.5 9 386 54 2.7
21-25 16 1.6 5. 240 21 16
more than 25 29 29 24 9.5 203 4.2
Total 1007 100.0 253 100.0 1260 100.0
No information 1487 - 440 - 1927 -
Total 2494 - 693 - 3187 -

J.7. The planned investments

The development of the existing activities and the
start up of new ones, as it turned out of the loan
applications as well, could mean a lot of concrete
investments from the purchase of estate and build-
ings to the purchase of wide range of machines and
appliances or even the filling up of the working
assets.

The reasons why the capital is required could depend
on the planned activity, the age of the enterprise, the
circumstances of its operation or the ambitions of the
entrepreneur.

What did the entrepreneurs asked loan for? First, we
have to say that the total amount of applications (18
billion HUF) was more than double of the amount
that the entrepreneurs indeed received after the
assessment of the applications.

The entrepreneurs had to make a list of development
purposes in the loan application. We are going to
introduce the development purposes of the entrepre-

neurs and the investment coslts in accordance with
this.

A significant part of the loans financing investment
costs would use to purchase of estate and building;
65 percent of the entrepreneurs wanted to invest in
estate with different purposes (see as follows).
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Table 37
Development purposes and their costs
in HUF
the ratio
Total amount tht:;?;ff; g number
of loan of
o mount and :
application the total aplicants
amount (in %)
Investment costs 12 425 883 68.6
its items:
- purchase of estate,
building 6 977 435 38.5 2053
- machines &
appliances 4 103 160 22.6 2149
- other 1 345 288 ¥isS 1043
Working assets 3 069 107 16.9 1873
Other investments 2 622 099 14.5
its items:
- purchase/overtake of
share in business 2 063 205 11:4 493
- other non refundable
sum of money (duty,
VAT), overtake of
right for rent 445 843 2.5 361
— interest (interest of
incomplete investm. 113 051 0.6 182
Total demand of |
resources 18 117 089 100.0
Table 38
Estate investmenis
The purpose of the loan number %
Build up a new buildin 644 20.2
Rebuild the estate purchased
for the business 523 16.4
Rebuild the entrepreneur’s
(family) house 334 10.5
Build up a temporary building 12 0.4
Reconstruct premises 182 5.7
Other 358 11.2
No such item 1134 35.6
Total 3187 100.0

The entrepreneurs mostly wanted to build new
buildings for the planned hotels, pensions or the
connecting restaurants etc. (the entrepreneurs who
operated in the hotel and restaurant industry




—

represented themselves with the greatest number
among the applicants who asked the loan for estate

investment) but for example the building of a smaller  of them planned to purchase computers and 300 of
department store was also among the plans. Although them the purchase of communication appliances
this the huge majority of applicants wanted to rebuild (telephone, fax etc.).

an existing building in order to work up the office, the |
workshop or the surgery Suitably.

purchase machines and appliances that are essential
to the planned service (e.g. medical instruments): 204

There were 118 sole entrepreneurs and 39 members

: _ _ of joint businesses who planned to purchase such
The investment into private estates still had a safe = machines and appliances for more than 5 million

deposit func.tiﬂn or could increase the value of it at  HUF. The most of the entrepreneurs operated in the
least according to the calculations of the families.  food industry (12 percent) who wanted to purchase
They could increase the value of the estate with the  high-value appliances with the use of the loan.
investment even if the particular enterprise was
unsuccesstul. There were 1873 entrepreneurs who wanted to use
the loan as working assets: more than 40 percent of
The amount of loan applications were between 15  the total amount of loans were applied by merchants.
thousand and 95 million HUF (although according to In the 1200-person group of wholesalers and
the rules of Start loan the maximal amount of loan  retailers, car and car parts merchants there were
was 10 million HUF in 1992, 12 million in 1993 and 658 entrepreneurs who applied for a working-assets
15 million in 1994); 38 percent of the entrepreneurs  loan but 70 percent of them wanted only a relatively
who planned an investment wanted to spend less  small sum of money up to 1 million HUF (There was
than 1 million HUF for it and almost 60 percent of  another 9 percent of them whose loan application
them planned that the investment would be under 2 was less than 1.5 million HUF.).
million HUF. The entrepreneurs who were interested
in the restaurant and in the hotel sector had the The loan applications for other investments were quite
biggest share (117 persons) among those who rare. There were 493 persons who wanted to overtake
planned that the estate investment would be over 5  a whole business or just a share of it; 361 entrepre-
million HUF; 26 percent of the entrepreneurs who  neurs wanted to overtake other non refundable sum
operated in the catering or in the accommodation of money (duty, VAT) or right for rent and there were
service sector applied for more than 5 million HUF 182 persons who applied for a loan for financing the
and they represented the third of this loan-category.  interest payment of their incomplete investments.*?
There were 45 car and vehicle merchants (28.5
percent of the total number of them) who wanted to The banks accepted less than half of the loan
Invest a bigger sum of money in estates. The applications due to they had a very tight credit-limit
intention to invest more than 5 million HUF into  and they wanted to meet the strict criteria of
estates was far less frequent in case of other activities creditability assessment.
[for instance, in the manufacturing industry there
were 55 such persons (9.2 percent), in the retail there
were 60 entrepreneurs (6.5 percent), in the health  3.7.1. The accepted lean applications

services there were 14 persons (12 percent) etc.].

We described in Chapter 3.3. how the amounts of
About two-thirds of the entrepreneurs applied for a  loan which were extended to the applicants were

loan in order to buy machines and appliances and  distributed among them. We are going to introduce
there were a few of them who had more than one further facts herein about the purpose of loans and

purpose. The smallest sum of money was 30 the distribution of them.
thousand and the biggest was 8.7 million HUF.

Although the purposes of the loans were different. the

The most of them (1492 persons; about half of the  proportion of them was similar in all the value
total number of entrepreneurs) planned the purchase  categories. But if we watching to whole picture, we
of different appliances from the loan. There were 533  can see that the smaller sum n;f ln?ans were the more
entrepreneurs who wanted to purchase manufactur-  dominant: 49 percent of the t.a‘xlsung enterprises that
ing machines, 377 of them wanted to purchase wanted to develop their activity, 46. percent of the
transporting vehicles and 674 persons wanted to  entrepreneurs who wanted to joint to existing

40 Ther ch categories in the loan application form like loan for VAT refund and loan for the interest payment of incomplete investment but the
= n: ::rc ?:ﬂn :-;E ;H‘;mmgd to avoid the opportunities of credit extension for such purposes. We can not tell from our figures that these items

originated from the operation process of the banks or from loans received on a different legal title,
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Table 39
The purpose of the accepted loan applications

amount of
number of : : y
persons gy - ;
thousand HUF
Existing enterprise 1411 3 610 855 46.5
within it
- development and
expansion of existing
enterprises 1229 3 208 215 41.3
- change of profile of
existing enterprises 42
- Join to an existing
enterprise or develop
it in another way 140 402 640 9.2
Start up new enterprise 1776 4 156 669 23.5
Total 3187 7767 524 100.0

enterprises and 52 percent of those who wanted to
start up a new business received less than 1.5 million
HUF. On the other end of the value category scale,
the entrepreneurs who wanted to join to existing
enterprises were represented with the highest num-
ber among the persons who received more than 5
million HUF loan.

[f we examine the proportion of loans according to
activities we find that it is almost commensurate with

Table 40

the number of employees as we presented in Chapter
3.3. The symmetry is the result of the tightness of the
credit limits and the aspects of the loan assessment.

The banks did not evaluated everyone with the same
measure during the loan assessment process: they
were less strict with the bigger enterprises than with
the smaller ones, they considered those sole entre-
preneurs more reliable names who were doctors or
lawyers than the drugstore owners.

The proportion of asked and received loan according
to the different activities refers to this:

The difference between the amount of the applied and
received loan is not likely to indicate where did the
entrepreneurs plan realistically and where were they
too exaggerating but rather how large part of the
applicants found the banks creditable enough.
According to the figures, the banks satisfied the
most of the loan demand of those entrepreneurs who
dealt with publishing services, real estate businesses
and rent of chattels; and they satisfied the least of it
(only 21 percent) of those who were interested in
manufacturing of instruments and devices. The next
table will present the rate of accepted applications in
comparison with the total number of applications
(the ranking within the categories follows the
sectorial classification and do not indicate the
accurate level of it).

The proportion of loans according to the entrepreneur’s purposes

the entrepreneurs who decided to

Develop, change

the profile Join to Start up new Total nunrber of
Value categories of the existing existing enterprise enterprises
enterprises enterprises
nr. % nr. % nr. % nr. %
under 500 000 HUF 159 12.5 9 6.4 197 11.1 365 11.5
500 001-1 000 000 320 25.2 40 28.6 477 26.9 837 26.3
1 000 001-1 500 000 141 4y | 15 10.7 246 13.9 402 12.6
1 500 001-2 000 000 157 12.4 13 9.3 200 & g 370 11.6
2 000 001-2 500 000 97 7.6 7 5.0 98 5 0 202 6.3
2 500 001-3 000 000 76 6.0 6 4.3 153 8.6 235 7.4
3 000 001-3 500 000 40 3.1 5 3.6 58 3.3 103 .
3 500 001-4 000 000 47 . % § 5 3.6 52 2.9 104 4.3
4 000 001-4 500 000 24 1.9 4 2.9 27 1.9 55 LT
4 500 001-5 000 000 70 0.5 13 9.3 78 4.4 161 5.1
over 5 000 000 HUF 140 110 23 16.3 190 10.7 363 11.0
Total 1271 100.0 140 100.0 1776 100.0 3187 100.0
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Table 41

The requested and received amount of loans

Activity Antcd — P}'Dpﬂrtiﬂn of Average
of loan in thousand HUF received amount of amount
loan (in % asked) of loan
Agricutfure 835816 316 556 37.9 2029.2
Manufacturing
within it:
- food industry 1 317882 670 867 50.9 3180.7
- manufacturing of textiles 330933 162 825 49.2 4522.9
- cloth manufacturing, fur currying and colouring 138 735 71 455 51.5 2232.9
- leather currying, manufacturing of leather
goods and shoes 38640 20450 52.9 2272.2
~ wood-working 290 059 145 051 50.0 3021.9
- manufacturing of paper and paper products 17 585 12 000 68.2 2400.0
editorial and publishing activity 172 834 146 103 84.5 3844.8
production of chemical substances and products 57 857 39 940 69.0 2102.1
manufacturing of rubber and plastic products 85 471 53 800 62.9 J062.5
manufacturing of non-metallic products
(glass, ceramic etc.) 74 697 47 192 63.2 3630.2
manufacturing of metallic products 158 848 102 535 64.5 2501.2
manufacturing and repairing of machines and
mechanical appliances 121 912 69 400 56.9 2776.0
manufacturing and repairing of electronic
machines and appliances 10 608 7 396 69.7 2465.3
- manufacturing and repairing of instruments
and devices 304 188 62 729 20.6 2987.1
- manufacturing and repairing of non-road
vehicles 165.077 86 573 52.4 3091.9
- manufacturing of furniture and other
manufactoring industry products 89 218 62 993 70.6 1908.9
Construction industry 226 843 134 745 59.4 2694.9
Trade, repairing, and maintenance of road vehicles 1 319 359 552 641 41.9 3497.7
Wholesale (without the trade of road vehicles
and fuel) 598 658 315 065 52.6 2540.8
Retail (without the trade of road vehicles and fuel) 3 564 205 1 837 818 51.8 1986.8
Hotel services I 120 111 302 575 31.5 3390.1
Restaurants 1952554 1022 287 52.4 3015.6
Transporting and its supplemental activities 783 109 399 215 51.0 3118.9
Financial intermediations 18 160 13 876 76.4 770.9
Real estate business, rent of chattels 147 580 124 062 84.1 3181.1
Services supporting economic activities 485400 283 921 49.1 1365.0
Education 77 981 38 225 49.0 3822.5
Ssalih care 428 978 246 259 57.4 2122.9
9 087 5 150 56.7 709.9
Sanitary service
Entertaining and sport activity 165 785 107 110 65.0 2975.3
Other services 287 902 156 730 54.4 1521.7
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Table 42
The rate of accepted applications

Average amount

Rate Activity in thousand HUF
over 80% Editorial and publishing activity 3844.8
Real estate businesses, rent of chattels 3181.1
70 to 80% Financial intermediations 770.9
Within the manufactoring industry:
- manufacturing of furniture 1908.9
60 to 70% Within the manufacturing industry:
- manufacturing of paper and paper products 2400.0
- manufacturing and repair of electrical machines and appliances 2465.3
- production of chemical substances and products 2202.1
- manufacturing of rubber and plastic products 3362.5
- manufacturing of non-metallic products 3630.2
- manufacturing of metallic products 2501.2
Entertaining and sport activity 2975.3
50 to 60% Within the manufacturing industry:
- food industry 3180.7
- cloth manufacturing 2232.9
- leather currying, manufacturing of leather goods and shoes 2272.2
- wood-working 3021.9
- manufacturing and repairing of machines and mechanical
appliances 2776.0
- manufacturing and repairing of vehicles 3091.9
Constructing industry 2694.9
Wholesale 2540.8
Retail 1986.8
Catering 3015.6
Transporting and its supplemental activities 3118.9
Health care 2122.9
Other services 1521.7
under 50% Agriculture 2029 .2
Textile manufacturing 4522 9
Trade, repairing and maintenance of road vehicles 3497.7
Hotel services 33901
Services supporting economic activities 1365.0
Education 38292 5
Manufacturing and repairing of instruments and devices 2987.1

The amount of the extended loan is another question.
The 36 entrepreneurs who dealt with textile manu-
facturing received the highest average amount of
loans (4522.9 thousand HUF) although they received
only the half of the applied amount of loan. The next
group who followed them were the enterprises
operating also in the manufacturing industry and
within it in the editorial and publishing sector (39
persons, 3844.8 thousand HUF average loan) and the
third was the 10-person group of those entrepre-
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neurs who operated in education and received almost
the same amount (3822.5 thousand HUF).

The entrepreneurs who performed sanitary services
received the smallest amount of loans (6 persons,
735.7 thousand HUF average loan). The amount of
loan was similarly small in the case of those
entrepreneurs who needed this money in order to
purchase the equipment which enables the utilisation
of their mental capacity and they did not wanted a lot
more than they finally received: the 18 persons who




were interested in financial activity and its supple-
mental services received 770.9 thousand HUF (76.4
percent of the applied loan). The numerous group (216
persons) of those who performed services éuppnrting
economic activities like economic consulting, account-
ing, legal representation etc. received the third
smallest average amount of loan (1365.0 thousand
HUF, the half of the applied amount).

the most important problem even for those entrepre-
neurs who wanted to start up or develop their
enterprise with the use of loan. And since the estates
which they could offer as cover for credit was quite
limited they could only make limited developments.

As we mentioned before, the sole entrepreneurs
received 75 percent of the total amounts of loan and
the joint businesses did 25 percent of them. It was a

The 10 biggest and smallest average amount of loans according to the activities

Smallest

The average amount of loans: 2437.3

Table 43
Biggest

Textile manufacturing 4522.9
Editorial+publishing activity 3844.8
Education 3822.5
Manufacturing of non-metallic products 3630.2
Road vehicles and fuel trade 3497.7
Hotel services 3390.1
Manufacturing rubber and plastic 3362.5
Real estate businesses, rent of chattels 3181.1
Food industry production 3180.7

Transporting and its supplemental activities 3118.9

Sanitary service 735.7
Financial intermediaton Farghik:
Services supporting economic activities 1365.0
Other services 1521 .7
Manufacturing of furniture 1908.9
Retail 1986.8
Agricultural production 2029.3

Production of chemical subst. and products 2102.1
Health care 2122.1
Cloth manufacturing 2232.9

The number of activities which were under and above
the average was almost the same. It seems like that we
can not draw a conclusion about neither the intentions
of the entrepreneurs nor the banks from the proportion
of activities. It is because the banks decided about the
amount of loans after a double-filtration. The first
filtration happened at the application when the banks
accepted or refused the loan applications. One of the
main principle of the acceptance was that the banks
had to prefer the activities of the processing industry,
especially to the trade and catering activities. Instead
of this, while the applications were accepted. the
number accepted applications of the processing
industry were only third of the accepted applications
of the trade and catering industry. (It is also possible
that the proportion of the applications was the same.)
And when the banks decided on the loan applications
which was the second filtration and which determined
the final proportions the exact amount of loan did not
only depended on the intention of entrepreneurs but
rather on the banks’ assessment of the offered cover for
credits.

It was also obvious that neither the average amount
nor the highest average amount of loans can not be
considered really high. Therefore we can only draw
the simple conclusion from the analysis of the
applied and received loans that the creditability was

more important indicator that the sole entrepreneurs
had an 80 percent share in the loans which were
under 2 million HUF; therefore the proportion of the
joint business increased in those who received a
bigger amount of loan.

Table 44

The proportion of the members of sole
enterprises and joint businesses according
to the amount of loan

the proportion of

sole joint Total
Value categories entrepreneurs businesses (in %)
in the total amount of loans
(in %)

under 500.000 85.1 14.9 100.0
500 001-1 000 000 80.0 20.0 100.0

1 000 001-1 500 000 81.2 18.8 100.0
1 500 001-2 000 000 81.8 18.2 100.0
2 000 001-2 500 000 68.4 31.6 100.0
2 500 001-3 000 000 76.9 23.1 100.0
3 000 001-3 500 000 70.8 29.2 100.0
3 500 001-4 000 000 70.3 29.F 100.0
4 000 001-4 500 000 76.0 24.0 100.0
4 500 001-5 000 000 80.9 19.1 100.0
over 5 000 000 HUF 68.0 32.0 100.0
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The members of those joint businesses had the biggest
share in the total amount of loans who were interested in
education (where relatively few entrepreneurs operated)
and in supplemental financial services (in these sectors 75
percent of the loans went to the joint businesses); the
members of joint businesses received 62 percent of the
loans in the constructing industry and they received 54
percent of it in the wholesale businesses.

The decisions on the applications also displayed that
the banks preferred those names who had the assets
of the joint businesses behind to the sole entrepre-
neurs whose background was a lot more uncertain.

3.8. The financial background of the enterprises

The third question of our inquiry was that what sort
of capital investments (internal resources, loans)
happened in order to organise a new enterprise.
Unfortunately, we have only rare information related
to this question.

There are no data for the public about the financial
situation of the small (and bigger) cnmpanies.‘” The
existence of equity capital was only a condition of
establishing a company with a legal entity. In case of
enterprises without legal entity the private (family)
wealth and the capital used for operating the
enterprise are often interwoven with each other and
sometimes they can not be separated. (For instance,
the personal computer, the car, the premises used for
business purposes, the garage can both used for
business and personal goals.) Apart from this, as we
mentioned in Chapter 1, there were a lot of repairing-
servicing activities which require only appropriate
tools (for example, repairing plumbs, central heatings
or gas ovens etc.) and it was the same in case of
beauty services (hairdresser, beauty treatment, etc.).
And there were activities which required only mental
capacity (expertise), for instance, the education,
consulting, legal representation etc. It is another
question that these enterprises were also equipped
with other devices (fax, telephone answering system,
computer etc.) to provide better service.

The manufacturing activities which postulates the
machines and equipment that are necessary to the
manufacturing have a very different capital require-
ment. At the end of the 1980's several profession-
groups of the National Association of Craftsmen
(which was called that time National Association of

Artisans) made estimations of the minimal amount of
capital that was required to start up an enterprise,
the investment costs of the necessary machines and
equipment. The values of the estimations are
irrelevant today since a wide range of machines and
equipment became accessible (or at least potentially
accessible) including the imported high tech ma-
chines. (The starting entrepreneurs of the 1980's
could got mostly the eliminated machines of the
mammoth state companies, often in the 'MEH-plants’
(=places where all sorts ol recyclable junks were
collected) unless they received something from
abroad as a present.) The prices also changed signi-
ficantly due to the import of production instruments
and the high rate of inflation.

We can probably use the results of the estimations to
find out that the different activities require different
amount of capital investment and the scale of
investment depends on the social-economic environ-
ments even in case of similar activities: on the area
where the activity is performed (the capital or a small
village): on the market competition (which may
change the attitudes of the customers) but it is
especially important because it can stimulate the
enterprises for modernisation.

Unfortunately, we can not examine these effects
comprehensively because our sample only enables
us to draw a few conclusions.

Above all, those 1411 persons who were entrepre-
neurs before the application had to make a statement
of business assets in their loan application. It seems
like that it was not required by all the banks because
there were relatively few entrepreneurs who had such
document. Only those entrepreneurs had to make a
statement of business assets who had to present a
balance sheet (the entrepreneurs who paid taxes
according to the rules of corporate taxes). The sole
entrepreneurs who make up the majority of our
sample and who had to pay personal income tax were
not obliged to make a statement of business assets.
They provided data in their loan application if the
banks had wanted them. However, only a small part
of the enterprises that received Start loan reported
about their business assets, the rate of it was the
highest in 1991 when 40 percent of the already
existing companies made a statement of business
assets. We can only draw conclusions about the main
trends from the relatively few data in which mixing
up those that relate to the capital used for operating

41 The Internal Revenue Service have obl
entrepreneurs who paid taxes according to t
(The term of corporale laxes
summary of the data collecte
taxes according to the rules o
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eurs including the companies without legal entity and the sole
a statement about the business assets of the enterprise since 1989.
{ tax was called ‘entrepreneurial taxes’ before.) There was not a

ur knowledge. There were 900 entrepreneurs in our sample (28%) who paid

ax on their revenues,



the enterprises that interwove with the family wealth
in case of the entrepreneurs who pay personal income
tax and those that relate to the value of the bigger sole
enterprises and joint businesses which have real
assets and which can accurately be fixed from the
statement of business assets of the enterprise.

The value of the working assets, the net value of the
fixed assets, the amount of investments. accounts
receivable and liabilities and the capital net worth as
an individual item occurred among the questions
which related to the financial situation of the
particular enterprise. We made an individual analy-
sis of the financial information related to net value of
the fixed assets and the capital net worth apart from
the profit before taxes data which were previously
presented. We think that these information can give
an overall picture of the financial strength of the
entrepreneurs and their enterprises. (The other
financial information like the balance of accounts
receivable and liabilities, the assessment of invest-
ments etc. could also be interesting but the data
related to these subjects are quite rare and would
require a deeper evaluation which were not per-
formed, according to our present knowledge, by the
banks either.)

We have received data about the value of the
business assets since 1988 but the number of them
was quite few. The annual figures consisted the
aggregate value of the business assets (which are
likely estimated) of both the newly established and
the older enterprises. (Unfortunately we could not
determine how much did the banks consider these

figures as important and take them seriously. They
probably wanted to clarify just the realness of the
data related to the estates which were offered as cover
for credits during the assessment of the entrepre-
neur's creditability.)

Although it could seem practical for the entrepreneurs
to show a favourable picture of their financial situa-
tion, the overall picture similarly to the overall picture
of the revenues basically shows a group of small
entrepreneurs with a small value of business assets.

To be accurate, the heterogeneous data have set two
poles again: the group of entrepreneurs whose
business assets value is less than 1 million HUF
and those whose capital net worth is over 5 million
HUF. (We would like to remind that the value of the
1988 and the 1993 business assets would be
comparable with each other if only they were cleared
from the influence of inflation. Since we do not have
an opportunity to do it, we will simply present the
fisures reported by the entrepreneurs.)

These figures first and foremost shows the inflow of
the companies that have a small capital net worth
between 1989 and 1991. While there was hardly any
enterprise in 1988 which had virtually no business
assets, the share of the enterprises of which the
capital net worth was under 1 million HUF was 34
percent in 1989, 46 percent in 1990 and 38 percent
in 1991. This share have decreased since 1992 (27
percent in 1992) but it was still 22 percent in 1993
which meant that every fifth entrepreneur had a very
limited amount of business assets.

Table 45
The capital net worth
1988 1989 1990 1991 1992 1993

Fiine eategory nr % nr % nr. % nr. % nr. % nr. %
under 500.000 HUF 4 6 34 25 123 28 _106 20 50 17 26 15

500 001-1 000 000 ] 2 12 g T 18 .98. 18 89 S 18 7
1 000 001-1 500 000 - - 11 g A7 1ESEE. 13 3.6 . =19 8
1 500 001-2 000 000 - 13 - ¥l 5 29 5 35 - A 6 13 8
2 000 001-2 500 000 9 14 388 0 24 g 28 5 = 38 SO 6
2 500 001-3 000 000 10 18 © 11 B .90 £ 94 4 95 9 g Z
3 000 001-3 500 000 4 6 6 4 11 9. 418 3 g g - :
3 500 001-4 000 000 14 22 13 i 4B a} i:;, 2 & - - -
4 000 001-4 500 000 ~ - 2 1 6 - 3 : : - . -
4 500 001-5000 000 2 - R B 8 o
over 5 000 000 HUF 12 g at®s. W 77 18 1851120 g8 | 171 71
Total 64 100 136 100 433 100 40 100 - 291 ».400 172 L1800
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Our figures apparently reinforce the experience that
the entrepreneurs who started up their private
businesses in the beginning of the 1990's were
coming from such social classes (they were mostly
employees) where they could not save money and
therefore they could not invest a considerable sum of
money into their enterprises. The fact that the
number of these enterprises decreased in 1992 and
1993 in our sample refers to that the enterprises

which had no business assets possessed no chance
for the bank loans either.

On the other pole, the growth of wealthy enterprises
seems more and more powerful as the years go by.
While between 1988 and 1990 only 20 percent of the
capital net worth of the entrepreneurs exceeded 5
million HUF, they share have increased since 1991
and in 1993 they made up 41 percent of the
entrepreneurs who made a statement of business
assets. This could be the mistake of the loan
assessment again but it may also indicate that the
persons who established a successful business
could increase the value of their business assets
year by year. Moreover, a significant part of the total
value of business assets was concentrated in this
category: in 1988 about 40 percent of the total
capital net worth belonged to the wealthiest enter-
prises and they share of it was 58 percent in 1989,
69 percent in 1990, 81 percent in 1991 and 88
percent in 1992. The amount of average capital net
worth per person ratio has always been increasing in
this category: the average was 8 million HUF in 1988
and 18.2 million in 1993.

Table 46
The average capital net worth per person ratio

[t means that the polarisation was quite remarkable
at least among those old enterprises which reported
about they business assets; the wealthy enterprises
more and more separated [rom those that have only
limited amount of business assets. We are going to
separate three categories in order to compare them
according to the average capital net worth per person
ratio: the entrepreneurs whose business assets were
under 1 million HUF, those who were between 1 and
5 million HUF and those who exceeded the 5 million
HUF mark.

The table above includes both the data of the
members of sole enterprises and the joint busines-
ses. The share of joint businesses increased year by
year in the entrepreneurs who reported about the
capital net worth; it was likely to happen due to the
obligation the statement about business assets were
available for the companies. The fact that the sole
enterprises were in majority among the entrepre-
neurs who reported about the capital net worth was
probably because of the request of the banks. It did
not necessarily mean that the revenues of the sole
entrepreneurs exceeded the 50 million HUF (and
therefore they were obliged to make a statement of
business assets), maybe it just shows that they knew
that their report about the capital net worth could
positively influence the bank’s opinion during the
decision on the loan.

To watch this question from a different aspect: it is
obvious that the polarisation was enacted among the
companies too. It is out of question that the business

capital net worth

Year under 1 million between 1 and 5 million over 5 million Total
EE S EE i s ia‘: o R E x, i
P B B2 Q& a2 TS 2R= o
8T 2o 8T 8- 2T 23 R OviIg G ixy
28 23 g = - N 1) - L] oty .
(O SR Be == O e 3 g o & o
., 8P &= mEBDR & . E & g S . g 2 85 O
R 88 2B H b @8 & B o @8 = - a8 <
1988 5 4152 0.9 47 380395 059.2 12 805632  39.9 64 241 322" 100.0 3771
1888 46 318.0 3.3 87 2804.8 388 23 113823.32° B7.9 136 449 569 100.0 3306
1990 200 4585 5.9 156 2436.5 24.6 77 13954.3 695 433 1546283 100.0 3571
1991 204 509.7 3.5 198 2270.5 15.2 133 18090.8 81.3 535 2959605 100.0 5532
1602 79 415.1 1.9 117 2561.8 17.2 95 14829.7 B809' 201 1740114 ''100.0 5980
1993 38 3384 0.9 63 28384 109 71 18213.50 883 172 1465304 100.0 8519
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assets which were over 5 million HUF were mostly in
the ownership of joint businesses and the total sum
of business assets in the ownership of such
companies well exceeds the total sum of the sole
enterprises’ one. But, at the same time, the majority
of the current and potential members of joint
businesses who reported about the capital net worth
of the company belonged to the other two categories
(under 1 million HUF and between 1 and 5 million
HUF) especially between 1990 and 1992.

The picture that is outlined from the figures is very
much in accordance with the everyday experiences.
As it is known, the companies without legal entity
(which are obliged to make a statement of business
assets) do not have a minimum limit of equity capital.

The individual wealth and the business assets of the
members of such companies are also interwoven with
each other. From the car that is (also) used for the
purposes of the enterprise to the bookshelf which
was described as the equipment of the office and from
the personal computer to the telefax a lot of things
can be considered as the asset of the enterprise,
especially if the tax law allowed it (for instance the
whole or just a part of it can be accounted as expense
for the company). The companies without legal entity
became so popular because the capital investment is
not compulsory but they allow the entrepreneur to
avoid the tax payment.

We can not draw conclusions about the financial
situation of the whole masses of the entrepreneurs

Table 47

who used Start loan either from the trends that we
analysed but they indicated that the entrepreneurs
sphere is very much polarised now and a part of them
accumulated a remarkable amount of business assets.

We are going to make a detailed analysis of the state-
ments of business assets of 1991 which was the most
numerous of all and the data of which can fairly well

illustrate the facts above.

In 1991 according to the activities of the enterprises
(using the aggregated sectorial classification of
activities) the companies that had the highest
amount of business assets operated in wholesale
and in agriculture: 9 percent of the members of each
industries belonged to this category. Their share in
the construction industry and in the processing
industry was 6 percent. Although they are represen-
ted in almost every industries their proportion is a lot
smaller there.

Apart from the capital net worth, as we mentioned
before, the statement of business assets could
consist the data related to the net value of the fixed
assets. Very few of the 1411 persons who were
entrepreneurs before the loan application reported
about the net value of the fixed assets which provided
the technological background of their operation (it is
likely to happen because not all the activities

required fixed assets).

Although the first data which related to this question
were reported in 1988 but there were only 423 per-

The capital net worth of the enterprises thal reported about in 1991

Number of persons

Capital net worth

Value categories sole joint total Y% total average per person
sole joint total
under 500 000 HUF 90 16 106 19.6 24 312 2356.6 202.6 229.4
500 001-1 000 000 64 34 98 18.2 79 658 748:2 943.2 812.8
1 000 001-1 500 000 30 38 68 12.6 84 019 128.2 124.2 123.6
1 500 001-2 000 000 23 12 35 6.5 60 777 175.9 170.6 173.6
2 000 001-2 500 000 10 16 26 4.8 58 641 217.9 230.3 225.5
2 500 001-3 000 000 15 9 24 4.4 68 177 286.6 280.0 284.0
3 000 001-3 500 000 7 6 13 2.4 42 470 324.8 328.9 326.7
3 500 001-4 000 000 10 3 13 2.4 49 331 384.0 364.5 379.5
4 000 001-4 500 000 8 3 1 2.0 47 177 425.2 438.7 428.9
4 500 001-5 000 000 6 2 8 LD 38 968 428.8 500.0 487.1
over 5 000 000 HUF 60 78 138 25.6 2 406 075 1597.7. - 1958;]1.  1745.5
Total S 217 540 100.0 2 959 605 384.6 811.2 548.1
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sons even in 1991 who reported data about the
estimated value of their fixed assets; it was about 20
percent of the older entrepreneurs.

Table 48
The net value of fixed assets

According to our small sample those companies were

in majority until 1992 which had a relatively small

amount of assets. (If we raise the limit to 3 million the

value in thousand HUF

share

numb. total value  average in the
Year of under 500 500-1000 1000-3000 3000-5000  over 5000 of fixed per total

reports assets enterpr. amount

nr. % nar. % nr. % nr. % nr. % of ass.
1988 6 3 50.0 I AR S | | 16.6 - ~ 611H9  1Ui98Z 252
1989 53 22 41.0 10 189 12 226 5 9.5 4 71:9 96 Tab0 " 18256 215
1990 311 123 3986 75 24.1 65 2009 25 80 23 7.4 596 010.0 1829.6 36.8
1991 423 131 309 €8 1489 101 235 37 BY 91 256 16458030 _a83M.9 5HH.6
1992 277 of 206 37 134 82 296 37 134 64 230° 12090680 43649 69.5
1993 178 27 5.2 26 14.0 B 315 23 129 47 254 11029990 BI96Sn 753

We notice that the data of consecutive years could
contain accumulations and could relate to the assets
which were accumulated before the start up of the
enterprise especially in 1992 and 1993.

It is obvious from the table similarly to the results
presented in Chapter 3.4.1. that the average net
value of fixed assets per person ratio of the
entrepreneurs who reported about it increased year
by year and it made up bigger and bigger part of the
business assets, at least, for the 20-25 percent of the
older entrepreneurs. A group of entrepreneurs
developed (but their number was not so significant)
whose business assets more and more based on the
valuable fixed assets. It is important that the majority
of the fixed assets belonged to the companies’
business assets. But we can draw conclusions for
only two main trends from the figures of the table.

One of them is that the share of the enterprises of
which the business assets were relatively small
(under 500 thousand HUF) decreased after a few
year and the number of those of which the value was

over 5 million HUF increased consistently.

The other consequence is that although there were
businesses in all of the value categories the enter-
prises could be classified into two major groups:
those of which the business assets were under 1
million HUF (which was less than the price of an
average car) and the group of those who were above

the 5 million HUF.
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majority of such companies became more obvious:
69.7% in 1991; 63.4% in 1992 and 60.0% in 1993).

We overviewed the question that how large the value
of business assets was in case of different activities in
reflection of the data from 1991.

In 1991 more than 60 percent of the reported total
value of fixed assets were concentrated in just three
industries: in the trade (31 percent), in the manu-
facturing industry (21 percent) and in the transport-
ing industry (10 percent). Moreover, the agricultural
activities had a 8.5 percent share and the enterprises
that performed personal services (laundry, chemical
cleaning, hairdresser, beauty treatment etc.) had 6.8
percent in it. The entrepreneurs who were interested
in other industries reported only rarely about having
business assets.

The sectorial proportion above was mostly formed by
the number of enterprises performing the particular
activities (for instance, the 40 percent share of those
who were interested in trade). The average value per
person ratio describes the situation more exactly. We
calculated the ratio by just counting with the data of
the older enterprises in the different sectors. The
ratio was the highest in agriculture: 3466.6 thousand
HUF and in the health care services (2955.3
thousand HUF). The ratio of the manufacturing
industry was a little smaller: 2457.8 thousand HUF
indicating the relatively low value of the productive
equipment. There were numerous industries where




the ratio was also around 2 million HUF and in the
wholesale, in the retail and in the transporting
industry it did not exceed the 1.5 million mark. The
lowest value of the ratio was in the activities which
did not require big investments into the assets
(education 132 thousand HUF, services supporting

economic activities 247.5 thousand HUF which was
about the value of a PC).

We could only overview the financial situation of the
enterprises in reflection of the small amount and
uncertain information above. But these figures are in
accordance with the everyday expﬁriences-: there were
very few of the entrepreneurs among the loan
applicants who could report about a remarkable
amount of business assets. It is very likely that the
older entrepreneurs could report about a better
financial situation than the average because they
counted the family wealth into their business assets
and not because of they had significantly better
technical background within their enterprises. To say
it in a different way: the entrepreneurs were wealthier
than their enterprises.**

The purpose of the use of Start loan was exactly to
develop their enterprises.

3.9. The internal resources and the covers
for credit

We could gain information about the financial
situation of the entrepreneurs from two additional
sources: the internal resources offered to the loan
and the private wealth offered as cover for credit.

As it is known, the banks provided 70 percent of the
money that were necessary to the implementation of
the development and the entrepreneur had to add his
internal resources to it (which had to be 30 percent of
the total amount). During the assessment of the
internal resources the banks could count in the
investments up to 20 percent which were spent on
the particular development and therefore they
required only 10 percent cash contribution. (The
investments which were spent on the particular
development could be the purchase of business
share, the purchase of right for rent, a construction
work that was already initiated, purchase of ma-
chines and appliances etc.). The minimum 10
percent of cash was also more favourable than the
generally required 20-25 percent; the entreprenct rs

could implement a 1 million HUF development with
only one hundred thousand HUF cash. The number
of items which were counted as internal resources
influenced the amount of loan which the entrepre-
neur could apply for.

The banks required a 150 percent cover for the credit
which were extended. (In the first year there were
banks who required a lot more than this.) The assets
that were offered as cover for credit is not or just
partly coincided with those ones that were reported
in the statement of business assets because not all
the items are acceptable for the banks as cover and
there were only as many assets included in the loan
application which could cover the sum ol money
which would be extended. But the items that were
offered as covers are significant by themselves.

Before we start the analysis of these items we are
going to notice that the banks required a detailed 4-
year financial business plan about the profitability of
the enterprise to the assessment of loan application.
The business plan had to detail the revenues, the
costs (within it the material costs, the wages, the
social security costs, the depreciation, the costs of
the bank interest etc.), the profit before taxes, the
taxes, the profit after taxes and the repayment of loan
for the next 4 years.

For the great majority of the small entrepreneurs it
was the first time that they had to calculate the
profitability for the following years and it is the
achievement of the Start loan that the completion of
business plans became standard in case of the credit
extension for the small entrepreneurs. (As we
mentioned before, the number of those people who
are undertaking the completion of business plans
have increased remarkably since than.)

The control of the profitability calculations would
have meant a huge task also for the bank officers if
they had considered the evaluation of them as really
serious one. A-few-year long plan for the profit before
taxes could be necessary and useful in case of settled
circumstances of economic activity; but in the
Hungarian economy the calculations for years
ahead are quite uncertain due to the recession, the
inflation. the change of tax rates and even bank
conditions. Although they required the completion of
business plans the banks knew themselves that the
value of them were very uncertain. Therefore in case
of the examination of the marketability of small

* According to the published data of the analysis of living conditi
equipment and household appliances completed by the National Statist
the craftsmen and merchants who operate

this period (1986-1993). (Harcsa, 1994)

d in the private sector were the mos
the conclusion from these data that the members of these social groups had bette

ons and lifestyle and within it the degree of supply of the households with cultural
¢ Office in 1992 and 1993, apart from the manager's household, the household of
{ well-equipped with modern appliances between 1986 and 1993. We draw

r opportunities for the increase of their wealth than the others during

61




enterprises (e.g. drugstores, bakery, breeding rab-
bits, transporting etc.) they used the profit estima-
tions of the first one or two years; the main principle
was that the entrepreneur had to have enough and
appropriate cover for the credit.

Therefore we also find that the profit plans were not
worth to be processed, their items were just seemingly
accurate figures of the unforseeable future.

As we noticed, the first condition to receive a loan was
to have 30 percent of internal resources.

We are going to remind that the entrepreneurs
originally applied for more than twice of the amount
that they finally received. Therefore the sum of the
planned loan was in the applications and the
entrepreneurs counted the 30 percent internal

resources on this amount.

Table 49

The internal resources offered to the loans
Value category Total amount number %
under 500 000 HUF 317 910 00 31

500 001-1 000 000 598 298 786  24.7
1 000 001-1 500 000 521 335 410 12.9
1 500 001-2 000 000 403 946 224 70
2 000 001-2 500 000 427 976 191 6.0
2 500 001-3 000 000 403 023 143 4.5

3 000 001-3 500 000 231 192 7l - e
3 500 001-4 000 000 222 915 59 1.9
4 000 001-4 500 000 176 040 41 1.2
4 500 001-5 000 000 254 662 53 1.6
over 5 000 000 HUF 3 028 604 209 6.6
Total 6 585 901 3187 100.0

As the data show, almost third of the entrepreneurs
wanted to offer only 500 thousand HUF internal
resources, more than the half of them less than 1
million HUF and about 70 percent of them was bellow
the 1.5 million HUF mark. (The smallest offered
amount was 40 thousand HUF.)

This points out that the entrepreneurs originally
believed in receiving only small sum of loans. The
most of them planned a smaller scale of development
or did not have more internal resources to receive
bigger amount of loan to establish their start up or

development.

62

There were 172 sole enterprises and 59 joint busi-
nesses which could offer more than 5 million HUF
internal resources.

Apart from the amount of internal resources we can
draw conclusions to the financial situation of the
entrepreneurs Irom the property assets giving
security to the loan.

The names could offer different property assets as
cover for the credits.

Table 50
The property assets giving security to the loan

- , L%
The property assets Offered by entrepreneurs

Number %
Mortgage on the development 1216 38
Mortgage on estate 2610 52
Aval 41 13
Start-guarantee 191 6
Other 542 17
within it:
— stock of goods 199 6
— vehicles 193 6
- machines and appliances 466 15

* Since the total cover lor credit may consist several items the numbers
and percentage figures indicate that how many of the 3187 applicants
offered the particular property asset.

The mortgage on the devices that were under devel-
opment was offered by 38 percent of the entrepre-
neurs; it was one of the most frequent property assets
since the devices (machines, appliances, equipment
etc.) which were purchased from loans were the covers
of themselves; and the banks considered them
similarly.

We could only examine from these data that what were
the typical developments which were mortgaged.

[t was obvious from the analysis of activities that the
offer for mortgage did not depend on the activity
performed but on the nature of the development: in
most cases the machines, equipment that the
entrepreneurs wanted to purchase were offered as
(a part of the) cover for credit. While 28 percent of the
ventures operating in the processing industry offered
the development which would be implemented from
the loan as cover, in the chemical industry, in the
telecommunication industry etc. the proportion of
those who wanted to purchase machines, equipment
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and offered them as cover was about 80 to 100
percent; the proportion was 56 percent in those
businesses which wanted to purchase car or vehicle

and 90 percent in case of the ventures that performed
computer related services etc.

The amount of mortgage was not in connection with
the amount of loan.

Table 51

The proportion of received loans in
the ventures that wanted to mortgage
the development

Value category Total amount Number %
under 500 000 HUF 46 779 98 8.1
500 001-1 000 000 230 255 216" 23,7
1 000 001-1 500 000 210 451 156 12.8
1 500 001-2 000 000 297 977 198 12.9
2 000 001-2 500 000 156 289 68 5.6
2 500 001-3 000 000 294 240 101 8.3
3 000 001-3 500 000 137 883 41 3.4
3 500 001-4 000 000 1S53 839 o0 4.1
4 000 001-4 500 000 120 653 28 2.3
4 500 001-5 000 000 426 785 86 el
over 5 000 000 HUF 1 188 029 154 12.7
Total 3 303 180 1216 100.0

82 percent of the entrepreneurs offered estate as
cover for credit. The first significant fact was that a
remarkable part of them owned an estate which they
could offer for cover.

They had to attach a copy of proprietorship register
(not older than 3 month) and the official evaluation of
the estate. As the data show, two-third of the
businesses had estate which was worth more than
5 million HUF. But 2 or 3 years ago those estates
which were in the country and were worth 2 or 3
million HUF represented a significant value and 68
percent of the entrepreneurs who applied for loan
had an estate which was worth more than 2 million
HUF. Although we had the pre concept that the
members of the joint enterprises as the co-owners of
the company's equity offered the estates with a
higher value we had to notice that almost three
quarter of the owners of the most valuable estates
were private persons.

Table 52

The proportion according to the value
of the offered estate

Value category Total amount Number %
under 500 000 HUF 13 303 34 1.0

200 001-1 000 000 99 541 123 3.9
1 000 001-1 500 000 267 638 207 6.5
1 500 001-2 000 000 324 380 182 0.7
2 000 001-2 500 000 396 626 173 5.4
2 500 001-3 000 000 408 833 144 4.5
3 000 001-3 500 000 224 276 88 2.8
3 500 001-4 000 000 354 140 93 2.9
4 000 001-4 500 000 336 829 78 2.4
4 500 001-5 000 000 337 302 70 2.2
over 5 000 000 HUF 8 845 675 635 200
there was no such

property asset - 1360 42.7
Total 11 608 543 3187 100.0

[t is likely to justify the experience which was
mentioned several times that a part of the entrepre-
neurs’ sphere lives in better circumstances than the
average of wage-earners. On the other hand it was
also true that these families spend most of their
savings for estate purchase.

Although our sample do not enable us to make an
essential analysis we are going to remind: only a
relatively small part of the loan applicants reported
about the value of their fixed assets. (The highest
number of reports was received in 1991: 423
businesses, 30 percent of the already existing ones.)
The average value of the fixed assets in that year was
3.8 million HUF and it was 4.4 million HUF in 1992.
The ownership of estates stands against this figure
and its average value: 40 percent of the entrepre-
neurs offered an estate as cover for credit which was
worth more than 4 million.

The entrepreneurs who had the estates with the
lowest value were operating in the transporting
industry (11%) and 5 to 6 percent of them were
interested in the retail or were running a snack-bar.
There is no connection between the activity and the
value of the estates is case of other industries.

13 percent of the entrepreneurs (188 sole enterprise
and 225 joint businesses) could name an aval
(solvent companies well provided with capital) to his
bank. It is known that being an aval means taking
full responsibility for another venture which should
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be based on trust, close family or business relationship
and/or friendship. It is remarkable that usually those
persons have such relationships who were applying for
the bigger amount of loans although 41 of the 89
entrepreneurs who applied for more than 4.5 million
HUF loan were members of joint businesses and they
were likely to name the particular company as aval.
However, it is also possible that the banks preferred
those loan applicants who could name an aval.

Table 53
The entrepreneurs who named an aval

order to enable these group of people to start up a
business undertook to provide cover for the missing

part of the 150% cover for credit as aval.

According to the data of NSEDO there were 208
ventures that received, among those applicants who
made up our sample there were 191 who applied for
Start guarantee.”® The banks did not appreciate the
clients who could only provide partial cover for the
loan. The share of the
entrepreneurs who ap-
plied for Start guaran-
tee was high in the

The number of The proportion

The sum of The share of the  refused loan applica-

entrepreneurs of those who received loan entrepreneurs tions. The application

Value category in this named an  in thousand who named an for guarantee extended
carcgory aval aval in the the length of the loan

number % number % HUF names in % assessment process

under 500 000 HUF 365 115 42 10.2 19 946 11.5 and the Guarantee
500 001-1 000 000 837 263 93 225 72 792 11.1 Fund could also re-

1 000 001-1 500 000 02 126 44 107 57 334 11.0 fuse the request for
1 500 001-2 000 000 890 118" a0 97 74 102 10.8 support. Moreover, the
2 000 001-2 500 000 202 6.3 17 73 977 15.9 participation of the
2 500 001-3 000 000 U R R 93 296 13.6 Guarantee Fund de-
3 000 001-3 500 000 R8T 15 ‘38 50 980 14.7 cICBgERE  the charge-
3 500 001-4 000 000 e as iy 3¢ 59 164 14.4 able 2 percent hand-
4 000 001-4 500 000 O e B 46 440 20.0 ling fee of the banks
4 500 001-5 000 000 R - S 7 153 455 19.3 which was otherwise
over 5 000 000 HUF 88 100 BB ‘141 SiLpas 16.4 corisidered very low.
Total 3187 100.0 413 100.0 1212729 100.0 The smaller banks did

not want to deal with

The share of those ventures which could name an
aval was the highest in the constructing industry and
in the wholesale: every third businesses had an aval.
The retailers (8,8%) and the entrepreneurs who were
interested in the hotel service (9,5%) could name the
least number of avals.

The number of machines and appliances was the
most important item among the different kinds of
property assets. In contrast of the estates there were
very few entrepreneurs who offered producing equip-
ment as cover for credit which is likely to happen
because only relatively small part of the older
entrepreneurs possessed such equipment. More-
over, the banks did not appreciate neither the
producing equipment as cover because the devices
can become outdated, they can not be sold etc.

During the extension of loan there was a special
attention paid to those Start loan applicants who
themselves did not have enough cover for credit. The
Start Guarantee Fund which was established by the

Hungarian Foundation for Enterprise Promotion in

the entrepreneurs who applied for Start guarantee
and neither the bigger banks wanted to do it. There
were only a few banks where the proportion of the
entrepreneurs who received support from the Guar-
antee Fund reached 10 to 15 percent.

There are only such entrepreneurs in our sample
who received the Start guarantee. A committee
decided on whether to undertake the guarantee.
Our figures principally show what sort of activities
did the committee typically prefer and how large the
guaranteed loans were.

There were 146 sole entrepreneurs who received
support from the Guarantee Fund and 74 of them
had been an entrepreneur for a longer time. There
were 45 persons who wanted to participate in joint
businesses and whose loan was guaranteed by the
Guarantee Fund.

The activity of the Start Guarantee Fund was behind
7.4 percent of the total amount of credit extensions:
the guarantee was given for both small and big loans.

13 According to the summary of the Start Guarantee Fund of the
accepted 346 of them by 31st December 1993,

Hungarian Foundation lor Enterprise Promotion they received 448 applications and
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Table 54

The entrepreneurs who received Start guarantee

businesses and b) that
there are entrepreneurs

The number of

The proportion The sum of

among the new ones

The share of the ~ who distinctly have a

entrepreneurs of those who received loan entrepreneurs good financial back-

Ve cancgory in this received in thousand who named an ground.
category guarantee received

number %  number % HUF guarantee

under 500 000 HUF 365 11.5 13 68 6 300 3.6 3.16. Tho uss &7
500 001-1 000 000 Bleaams 84 . 179 S840 4.1 '::E iy SO

1 000 001-1 500 000 102 12.6 30 158 40 217 i the first experiences
1 500 001-2 000 000 S70 - 11.6 11 B8 19 |
92 000 001-2 500 000 202 6.3 27 14.1 61 23% 1?3 Although we asked in-
2 500 001-3 000 000 S - 74 17.. 88 48145 7.2 ormation SOE
3 000 001-3 500 000 103 3.2 B 28 17 400 4.8 tE‘, ”aﬁﬁf g
3 500 001-4 000 000 104 33 818 21800 2.9 : el ‘*’Ef‘“”b ;‘f""
4 000 001-4 500 000 8 17 Bral 98- 21012 9.1 e i }‘fl‘”ks Soing
4 500 001-5 000 000 IR 17 89 84800 10.6 e Sl*“”r : Gt
over 5 000 000 HUF 353 11.0 29 151 236150 8.2 e e
Total 3187 100.0 191 100.0 575 433 100.0 moratorium, did the

enterprise go bank-

The overview according to activities refers to that the
committee did not have a principle to prefer certain
activities and to refuse others. (According to the
opinion of a member of the committee they had
preferences: they wanted to promote the productive
activities. But there were not too many such
applications delivered and there were especially very
few that satisfied all the requirements.) As a result of
this we could find one or two businesses that received
Start guarantee in almost all of the activities. If we
examine this question in sectorial level we can say
that 6.5 percent of the agricultural ventures received
guarantee; it was 8.5 percent in the manufacturing
industry (within it 9 percent in the food industry), 4.6
percent of the retailers and 5.6 percent of the
entrepreneurs who performed some kind of econom-
ic service activity. It means that the committee
decided on by considering the viability of the
particular development and neglected the activity of
the entrepreneur.

The whole of the (occasionally fractional) information
about the financial situation of the entrepreneurs
using Start loan refer to that the economic activity of
almost the half of this small group of creditable
entrepreneurs was established on a rather fragile
financial basement. Although the different indexes
that describes their financial situation (from the
revenues to the items of property assets which were
offered as cover for credit) give us quite rare
information, it seems like a) that the financial
situation of the entrepreneurs is better than of the

rupt or did it paid the whole money back etc.) in
our questionnaire, the banks could only give a few
definite answers since the majority of the enterprises
did not have to start the repayment.

According to our data the majority of the entrepre-
neurs (2856 persons, about 90 percent of the total
number of names) received the loan for a maximum
8-year term. There were 294 entrepreneurs who
received the loan for a 10-year term and only 37
percent of them for 15 years. (About 3 percent of the
names started the particular development before
1990: 1 percent of them planned to start it in 1990,
40 percent in 1991, 50 percent in 1992 and 6 percent
in 1993.)

However, the first experiences relate to that the huge
majority of the entrepreneurs who had to start the
repayment started it correctly.

We visited the banks in February 1994 and asked
them to summarise their experiences that they
gained until that time. (6 of the 11 concerned banks
undertook this and those two banks also reported
about their experiences which could not participate

in the inquiry).

Our request to the banks to tell us about their
experiences was a bit early since they did not count
on comprehensive experiences about the loan repay-
ments earlier than the fall of 1994.
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Table 55

The completion of the loan repayment
obligations at thedate of the inquiry*

Number %

Started the interest payment

and the loan repayment

correctly 1267 39.8
Asked for a moratorium 73 2.3
Went bankrupt 18 0.6
Sold or transferred the enterprise 5 0.1
Died and the business is not

continued 4 0.1
Started the repayment before

the obligation occurred 66 2.1
Repaid the loan 43 1.3
Did not have to start the

repayment 1711 53.7
Total 3187 100.0

* The inquiry was held in the majority of the banks between May and
October 1993, we received data (December 1993 and March 1994) later
only from two banks

The rare information that they had at the date of our
inquiry show that anything is possible from the
bankruptcy to the success of the businesses but
they could not tell the exact proportion between
them.

However, their opinion was that the extension of loan
was completed reasonably carefully; the high rate of
correctly started interest payments and loan repay-
ments indicates this.

Each bank has its own principles and process for the
assessment of loan application and they primarily
used them in case of Start credits too (it did not make
a difference whether the assessment was completed
at the branches or centrally).

Indeed, in the majority of the cases they acted more
strictly because such persons applied for the loan
who otherwise would have not became the clients of
the bank if only because they did not (or just partly)
have the required cover for loan or because they
could not prove their aptitude for the business, the
efficiency of their enterprises (in case of starting
enterprises). (It means that although the loan was
planned to help the starting enterprises the banks
carefully watched out for to select such ventures of
which they postulated the correct repayment of the
loan. That is the reason why the entrepreneurs who
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wanted to participate in companies which were wel]
provided with capital and who were not absolutely
beginners received 25 percent of the loans. It is likely
that the selection aspects of the loan assessment set
the rumours afloat about corruption. It was widely
spread that those entrepreneurs received Start loan
who knew how to buy the bank officers. The suspect
could not be proved of course but it can not be
excluded that it happened.)

Every bank counts with that the first main test will be
the comprehensive initiation of the loan repayment
for several reasons. The viability of the new enter-
prises is determined in the first 1 or 2 years; they
have to start the repayment of the loan at the same
time (After the first half of the repayment the interest
payments significantly decrease.)

The banks similarly to other loans control the use of
the Start credits. (It partly happens on the on-site
controls when they watch whether the building
which they financed is really implemented; partly
controls upon the account rendered what the loan
was spent on.)

According to the obligations of the Banking Act the
banks should classify the debtors at least annually
(but there are banks where in accordance with the
internal regulations this process in performed in
every 3 moths). They take different aspects into
consideration: above all they examine whether the
debtor fulfilled his payment obligations on schedule
but they also examine whether the enterprise is still
operating or whether the cover lost its value, etc. The
classification of debtors was initiated in most of the
banks but their knowledge about the successful and
unsuccessful cases are mainly based on the notice of
the debtors.

They generally see as if the success is more likely in
case of the entrepreneurs who were not absolutely
beginners when they applied for the loan because
they can realise the opportunities of their business
better; and is case of those who have a good financial
background and have enough reserves to survive the
difficult periods which appear in the business life
regularly.

The banks consider those enterprises from the aspect
of repayment as successful who become good debt-
ors: started the interest payment in order (which has
been an obligation since the loan contract was
signed) and initiated the loan repayment on sche-



dule. Moreover, the best debtors started the repay-
ment before the payment obligation occurred or
occasionally have repaid the whole sum of loan.
Each bank has such cases and they know them very
well and the number of such businesses have slightly
increased after the collection of data. There were
2090 names at the 8 banks, 20 of them have
completely repaid the loan and 150 of them have
started the repayment before the payment obligation
occurred. )

The entrepreneurs who are interested in catering and
in trade (e.g. car merchants) are in the top of both of
the groups that can be considered successful: but
there are numerous lawyers and doctors who are
going to (and who can) get rid of the loan. There are
also other activities represented (for instance, pig
breeder, confectioner, baker, synthetic materials

processing artisan etc.) but these are mostly unique
cases.

The number of successful cases have increased in the
past few months: the 8 banks registered 17 bank-
ruptcies and 100 application for moratoriums.**

According to the opinion of the banks the bankruptcy

or the request for moratorium is most likely in case of

the enterprises which could otherwise stay on their
feet but

— they calculated the credit needs without margins;
only applied for the money that exactly covers the
implementation of the development although they
would have needed working assets as well;

- did not evaluated the credit need properly. We
could note especially in case of investments that
they underestimated the costs and therefore they
run out of money before the development was
completed.

The most of the failures is not the result of the
burdens which were undertook in order to implement
the development but the deterioration of the market
conditions and the unforseeable decrease of the
demand.

The number of the concrete cases in not enough to
justify or deny the above opinion about the general
credit extension experiences. In some cases it looks
like that the enterprise itself was not viable — they
could not even fulfil their interest payment obliga-
tions although the repayment of loans would start

after this. There was a case when the entrepreneur
put his money into a constructing company but the
company went bankrupt. There are several busines-
S€s operating in the catering sector and in retail but
there is also a bakery which shows that there were

failed enterprises which had similar activity to the
successful ones.

The banks trying to manage the cases when the
entrepreneur asks for a moratorium to help the
debtor to stay on his feet if possible. If they see that
the reason of the delay, the non-payment is just
temporary or the debtor indicates his difficulty of
payment than the banks are tend to the rephase,
they think that one month of repayment which was
not fulfilled can be retrieve soon. However, in 3 of the
8 banks that we asked there was nobody who asked
for a rephase of his Start loan and another bank
reported as ,it is not a typical request”.

It was more frequent at the 4 other banks that they
have to find some sort of solution for the payment
difficulties. The reasons are quite diversified: there
are enterprises where the implementation of invest-
ment was protracted, others did not have the
appropriate revenues. One of the big banks that
started the loan extensions first reported that the
~classified” claims (which become uncertain at least
temporarily for some reason) made up about 10
percent of the extended credits.

The transfer of loans is not really frequent. The banks
just very rarely, in special cases (for instance if the
debtor died) approve to transfer the debt to someone
else. There were 20 cases like this at the 8 banks. (For
example, the owner of a drugstore sold his business,
his house and than disappeared. The person who
purchased the business overtook the loan too.) The
most frequent (12 cases) was that the sole entrepre-
neur meanwhile joined to a company with legal
entity. In such cases the company may overtake the
loan formally but the debtor (the sole entrepreneur)

has to repay the loan.

As we mentioned before, we can not draw any
conclusion from these early experiences. The repay-
ment obligations that would be due at the fall of 1994
will produce the first significant experiences about
the successful or unsuccessful operation of the
entrepreneurs who used Start loan; and than the
remaining will turn out in the next years.

** One of the banks reported in its comments about the stu
of our bank, 4.45% of our clients who received Start loan we
this figure would change progressively at the comprehensive initiation of

dy: .Although the repayments are in an early phase, according to the classification of debtors
re classified into the group of ;endangered” entrepreneurs. It is highly questionable whether

the loan repayments”.
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4. A FEW

are going to make a brief summary of the
we answers that we received for the three ques-
tions of our inquiry which we wanted to present from
different aspect in the previous chapters.

As we mentioned in the Introduction, the entrepre-
neurs who used Start loan differ from the ,average”
Hungarian small enterprises in at least two char-
acters: they tried to start up or develop their business
with the use of bank loan and it depended on the
banks’ decision who would belong to this group of
entrepreneurs.

It is obvious that although they were confined from
them they fit into the masses of Hungarian entrepre-
neurs due to several of their features; and their
common criterion and identity are the more determi-
native.

1. The entrepreneurs who used Start loan did not
differ in their demographic circumstances from the
~average” self-employing Hungarian entrepreneurs
who were analysed in the previous inquiries: they
were typically 35-44 years old males, at least with
a secondary school qualification. The females had
a higher share among the entrepreneurs in
comparison with the previous inquiries but the
reason was not that they started up an enterprise
more frequently but because of they undertook
such activities in which traditionally a lot of female
had been working so far (trade, catering etc.).

The proportion of entrepreneurs with a college or
university degree was fairly high in the entrepre-
neurs who used loan. This is primarily the result of
the changes which were initiated by the develop-
ment of market economy: the spread of private
businesses quickened in the activities which
require a college or university degree (lawyers,
accountants, tax advisers, doctors, dentists etc.).

Although the entrepreneurs with a college or
university degree have appeared in the private
sector since the early 1980's (e.g. in the manage-
ment of small-co-operatives), the number of them
increased and their activities diversified remark-
ably in the 1990's. One of the most significant
change in the internal structure of the sphere of
Hungarian self-employing small entrepreneurs
which was mostly made up of craftsmen, retai-
lers, individual agricultural farmers until the end
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of the 1980’s was the inflow of the persons with
college or university degree.

The change that happened in the capitalisation
and in other features of this businesses did not
altered remarkably the self-employing character of
the small enterprises.

. There are only a few activities in the Hungarian

economy which promised to be successful: the
trade, the catering, the transportation and the
different kinds of personal services. Several factors
explain their popularity. The everyday experiences
show that the trade has been very attractive for a
long time: there were several people who tried to
run a grocery or a boutique in the late 1970's. The
split of the centralised units of the state’'s trade
activity and getting business premises in the
preliminary privatisation gave a huge encourage-
ment to the trade activities. A lot of families
established their steady income to these bases.
But the liberalisation of import, the eased condi-
tions of travelling abroad and the appearance of
the mass of imported (often smuggled) goods of the
Western countries from the coffee through the
cosmetics to the quality drinks also improved the
chances of trade. The profit of illegal import of
goods probably established the venture capital
demands of several trade activities.

The popularity of catering originates from the
capital and experience accumulating decades of
gebiners and the renting system, the European
level of catering culture and the relatively early
and quick split of the state catering sector. The
intention to introduce and establish the rural
tourism which was partly originated from neces-
sity adds to all of these factors. Therefore the
biggest sum of capital was accumulated in the
past few decades in the catering and in accom-
modation service (think about the million HUF
tenders of state catering units).

The spread of transporting activity was also the
result of the split of state monopoly and the
relatively good availability of the vehicles which
were sold with a lot of different allowances. (Before
this, as it is known, the cab-driving was the most
popular activity which was mostly performed as a
second job until its conditions became stricter.)
The background industry of the trade of cars and



vehicles and the transportation industry (the

repairing services) which were than allowed for
private enterprises have expanded.

We mentioned the new opportunities of the services
which were performed within private businesses
when we analysed the situation of the entrepre-
neurs with a college or university degree.

Maybe the mentioned facts can illustrate that the
popularity of the activities which were thought to
be promising was determined by two common
factors (independently from the particular char-
acteristics of the activities): first, the graduated
authorisation of (small) sole enterprises in Hun-
garian economy as a result of the decades of
reforms, especially in the mentioned enterprises:
and the termination of the monopolised situation
of state organisations which happened first in the
mentioned activity.

It is not surprising that the entrepreneurs cons-
idered the chances of these activities promising
since the number of self-employing entrepreneurs
had been increasing in these activities for decades
and even if not everyone could made his fortune
but these activities offered steady income for a
majority of them in the past and will offer in the
future too.

Also refers to it that the majority of the entrepre-
neurs who started up an enterprise in such
activities operated in one of them before; and their
decision on the establishment of a business was a
result of the successful decision of thousands
before.

[t means that the activities which were considered
promising became popular as the result of the
experiences of social-economic trends. (However,
we can postulate that the promising opportunities
would be completely exhausted soon in these
activities.) There are also a lot of other macro-
economic changes which determine the choices:
the opportunity and compulsion of sole enterpri-
ses in the agriculture; the appearance of new
consumer’s demand in a lot of activities (from the
discos to the giant water-chutes); the appearance
of foreign capital (car saloons, filling stations) or
possibly the privatisation or sometimes the
unemployment etc.

3. The financial bases of the enterprises (i.e. how well
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were they provided with capital) was one of the
most difficult questions. Partly because the dif-
ferent activities had different money capital
requirement and the know-how and the work
and time devoted for it can replace the investment
of money in some degree. Moreover, the same
activity may require different investments in case
of the different demands of socio-economic envir-
onment, for instance a drugstore or a hairdresser
in a big city or in a village, in the centre or in the
suburbs etc.

[t was very typical in Hungary that the most of the
craftsmen, retailers and the other forms of private
businesses started up with the least possible
amount of necessary equipment at the beginning
of their activity (even if it was 20 years ago).

Although these equipment accumulated during
the years and they also invested to their enter-
prises but they did it very cautiously and it was
always submitted to the main purpose, the
establishment of the better living conditions of
the family.

What do the data show about the financial
background of the enterprises?

We have to be very cautious in drawing the con-
clusions because we are talking about a group of
entrepreneurs who were previously tested and
considered creditable by the banks and therefore
we can not regard them to be typical. Moreover,
the data about themselves and their businesses
are partial and their value is quite uncertain,
especially if they reported the same to the bank
and to the Internal Revenue Service.

Therefore we are going to stress those tendencies
from those which turned out of the different data
which were remarkable enough and which rather
strengthen the validity of the everyday experiences
than denying them.

We could notice that the number of the new ent-
repreneurs who have a good financial background
have increased. Although the majority of the
starting entrepreneurs of today have a humble
financial background (we can count all of those in
this group whose wealth is smaller than 5 million



HUF since the added value of a private flat and an
average car exceeds this limit) we could find
wealthy or even rich entrepreneurs among those
who received Start loan. The data of statement of
business assets and the estates which were

offered as cover for credit also refer to this.

The inflow of those who have a good financial
background into the sphere of entrepreneurs is a
new trend although there has always been wealthy
people among the small entrepreneurs (we are
going to remind to the data of the Internal Revenue
Service which were cited in Chapter 1 and which
say that there are several sole entrepreneurs and
merchants among the persons with the highest
income). The existence of the masses of wealthy
businessmen is important for a lot of reasons: they
make up the group of the entrepreneurs who can
potentially increase and expand, their wealth can
help their ventures to survive the lows of the
business cycle ete. It is likely that we can hope
from this group that the business profit would not
serve the accumulation of private wealth and the
purchase of another house, flat or car but would
appear as invested capital in the economy.

But we can also see from this figures that there is no
connection between the size of their personal wealth
and the fact that how well equipped the enterprise
even in the case of the rich entrepreneurs. The
experiences of the past decades have shown that the
small family enterprises were very cautious in
developing their businesses and they undertook
only the most necessary investments. (They had a
very good reason for that: the ideological and
political concessions which were made to the small
enterprises could have been withdrawn; the pro-
ductive private assets could have been renationa-
lised and the entrepreneurs could have forced to
join to the co-operatives.) Therefore the exhaustion
of profit and the wasting consumption were the
most general among the small entrepreneurs.
Moreover the group of self-employing entrepre-
neurs tended to do it whose business profit was
the income of the family and the base of their living.
(That was the characteristic which was the most
similar to the behaviour of the wage-earners. The
wage earners if they could make savings they spent
it for the improvement of the living conditions of
their family. The Hungarian families similarly to the
families of other former socialist countries did not
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have an opportunity to make their savings work as
capital in the business world due to the lack of an
organised capital market.)

Although the situation have changed since 1990
and the older enterprises started to make more
efforts for the improvement of the conditions of
their businesses (e.g. the renovation of the
business premises, the building of new, purchase
of communication equipment, new machines ete.)
and on the other hand the masses of those who
established sole enterprises could gain he sum of
money (loans from the family members and from
friends) which was essential to the start up.

This process has just started. The humble rate of
the business investments is indicated in the data
related to the value of fixed assets. It is also true
that the number of those who reported about it
was low. It is an important aspect that a lot of
activities do not require investments into valuable
fixed assets. However, the amount of fixed assets
have started to increase and to represent signifi-
cant value just in the last couple of years.

If we consider these aspects, the increase of the
number of the enterprises and the persons who
are going to participate in companies is quite
remarkable. There were 85 860 companies with
legal entity and 98 036 companies without legal
entity operating in Hungary at the end of 1993 (or
at least they were in the records of the Registry
Court). The type of the joint business enabled the
entrepreneurs to share the burdens and risks of
capital investment; to accumulate the small.
individual capital into a joint fund. It is not
accidental that 20 percent of the Start loan
applicants participated or wanted to participate
in joint businesses with the loan; today it seems to
be the most secure establishment of business
activity for a lot of people.

. We could draw one more new conclusion from the

data: the enterprises are growth-oriented.

Although the most of the older and new entrepre-
neurs who were in our sample was and remains
self-employing (because as we mentioned before
according to the international definition it does
not make difference whether they have employees
or not, the main point is that it is not registered as



institution with legal status), we sensed an
intention for growth on the number of employ-
ees. Although we could only find data related to the

planned number of employees in case of the half of

the entrepreneurs, the simple intention to create
more than ten thousand jobs was a little bit
surprising especially if we consider the current
state of the economy and the high rate of tax
burdens on the wages. It is likely that the optimism
was not only shown for the banks but the
entrepreneurs themselves want to believe in the
success of their plans due to their future. The
future will determine the reality of their plans.
However, in this group the moving from the activity
performed alone toward the units that employs 3 to
5 people was significant and we should note that
the rate of sole entrepreneurs who employ more
than 25 persons was relatively high.

. The overview of a few characteristics of the ent-
repreneurs and enterprises that received preferen-
tial Start loan unavoidably leads to the permanent
problem of the credit supply of the Hungarian
businesses. The contradictions of the supply and
demand of loan which we overviewed in Chapter 2
accompanied the whole story of Start loan.

The Start loan was the first preferential loan which
was available in a significant volume and could be

used for the start up and the development of

enterprises in the history of Hungarian credit
supply. The appearance of the Start loan was not
only accompanied with the satisfaction which was
owing to the opportunity but a lot of dissatisfac-
tion which originated from the several contra-
dictions of the loan supply and which was revealed
during the extension of Start loan. This dissatis-
faction was reflected both in the behaviour of the
interest representing organisations of the entre-
preneurs and of the banks.

The interest representing organisations of the
entrepreneurs which were fighting persistently
but rather unsuccessfully for a loan with payable
interest rate and which would be available for
entrepreneurs especially for small entrepreneurs
did not consider the Start loan as the expected
solution.

The National Association of Craftsmen which
carefully prepared for the arrangement of the

Start credit extension wanted to make a loan
construction which would adjust to the requests
of its members (mostly small amount of loans but
with less strict conditions. easily available); but
the rules that were applied by the banks just
partly met their expectations. The National Asso-
ciation of Entrepreneurs which also participated
in the early preparations of the construction
denied any connections with the whole credit
extension process by the time the conditions
were sel in their final form. The leaders of the
National Association of Entrepreneurs simply
described the Start loan as a .credit that is
against the market demands and which only
incense the people who want to establish an
enterprise™” because, among others, the accep-
table loan demand of one entrepreneur can be
more than the 2 to 5 million HUF credit limit of a
few small bank branches and because they
considered the cover demands of the banks
unacceptably high. The National Association of
Entrepreneurs tried to persuade its members not
to use Start loan.*®

The dissatisfaction due to the tightness of the
credit limits and because of the cover request of
the banks which was considered exaggerated and
the different needs of the entrepreneur groups
represented by the interest representing organisa-
tions reflected in their behaviour.

Neither the banks liked the Start loan. It was not
because the chargeable costs and the relatively
low profit was not in proportion to the troubles
which had to bear from some loan applicants but
especially because the majority of the starting
entrepreneurs who applied for a small amount of
loan .would never become the client of the bank™ if
there was not the Start loan. The banks since they
were worried about the safe returns of the placings
tried to receive acceptable covers for the credits
because this is the careful business process that
can be expected from them. Although almost all
entrepreneur groups were represented among the
Start loan applicants and the banks dealt with the
smaller ones conscientiously too, we can not be
surprised that the banks following their sober
business principles placed the most of the loans to
companies (including companies with legal entity)
which were capable for growth and which were
applying for bigger amount of loans but had the

an of the National Association of Entrepreneurs in its 18th

i -Chairm
5 The HVG (a Hungarian weekly magazine) cited the speech ol Péter Szirmai, Deputy-Cha

May 1991, issue.
991. issue of the Figyeld.

: 19th December 1
* The speech of Janos Palotas, Chairman of the National Association of Entreprencurs in the
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appropriate covers for the credit too. Since they
had limited amount of loans it meant that those
companies were excluded again that probably

needed the help the most.

The banks credit extension policy which was
applied in case of the Star loan is just the
consequence of the loan construction which did
not considered the different characters of the

Hungarian entrepreneur groups appropriately.

It is obvious today that the guiding principle of the
further loan constructions would be the sharp
distinction between the self-employing entrepre-
neurs and the registered companies (and the
appearance of the Micro Credit Scheme is a
promising sign of this realisation) and the prefer-
ential constructions could be developed for the two
groups separately, and it would be expedient to
develop the preferential constructions for the two
groups separately. It is also obvious that both the
smaller and the bigger enterprises need preferen-
tial loans.

But they should give up the ambitions for
conciliating between the regular loan demands of
the self-employing entrepreneurs and the princi-
ples and practice of the credit extension of the

banks. There is a huge gap between the world of

the typical Hungarian self-employing entrepre-
neurs and the world of the banks and forcing
their relationship brings conflicts for both party.
To say it briefly: not the commercial and credit

12

banks have to deal with the self-employing
entrepreneurs who would not become the clients
of the banks without the preferential loan and
potentially would not be them. The Micro Credit
Scheme shows one of the potential solutions

. Finally, just one more remark about the con.

tinuation of the Start loan. The Deutsche Augle-
ichsbank who financed the Start loan together
with the National Association of Craftsmen initi-
ated a small and medium enterprise consulting
programme. The purpose of the programme is to
stabilise and make the new enterprises competi-
tive; the consultants help the entrepreneurs by
the development of business ideas, the analysis of
the market situation of the enterprises. They pay
half of the consultancy fee from the programme
budget for the entrepreneurs who apply the help.

There will definitely be a group of entrepreneurs
who would be pleased with the further opportu-
nity; especially the owners of the well-established
enterprises that want to develop. But there will be
Just a humble demand by the masses of small
entrepreneurs who establish their enterprise on
the public as their main market and who start up
and develop their enterprise from a small loan -
especially if they have to pay for the consultancy.
[t would be useful to seek an other solution that
adjust to their circumstances better.

Budapest, September 1994.
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APPENDIX

I. The tables not presented in the text

The proportion of applicants according to place of operation
andliving place

Place of operation Living place

County
: number % number %

Budapest 432 13.6 493 15.5
Baranya 186 5.8 184 5.8
Bacs-Kiskun 209 6.6 208 . B.5
Békés 153 4.8 148 4.6
Borsod-Abauj-Zemplén 139 4.4 142 4.5
Csongrad 194 6.1 201 6.1
Fejér 116 3.6 108 3.4
GyOr-Sopron 2o 8.3 200 8.3
Hajdu-Bihar 137 4.3 138 4.3
Heves 91 2.9 o 2B
Komarom-Esztergom 7 - 5L, 2.7
Nograd 43 L. 41 1.3
Pest 216 5.8 190 6.0
Somogy 200 6.4 192 6.0
Szabolcs-Szatmar-Bereg 138 4.3 135 4.2
Jasz-Nagykun-Szolnok 130 4.1 131 4.1
Tolna o 3.3 i7 . 24
Vas 108 3.4 105 3.3
Veszprém 143 4.5 140 4.4
Zala 99 3.1 BT 3]
No information g1 0.7 G 8
Total 3187 100.0 3187 100.0

The distribution of place of operation according fo
the type of place

number %

County centre 1043 32.8
Other city 1024 32.1
Village 664 20.8
Hamlet 15 0.4
Budapest 36 11.8
No information 65 2.1
Total 3187 100.0

The place of operation and the living place

number %

— same 2536 79.0
— different 621 195
- not known 30 0.9
Total 3187 100.0

The starting date of the entrepreneurial activity

number %

before 1988 51 1.6
in 1989 134 4.2
in 1990 B2b 186.9
in 1991 LOBT 33.2
in 1992 980 30.7
in 1993 439 13.8
Total 3187 100.0

Type of taxation

number Y%

Personal income tax 1537 48.2
Corporate tax 900 28.2
Did not start up the enterprise at

the date of loan application 790 23.6
Total 3187 100.0

The planned date of the completion of the development

number %

1991 826 259
1992 1662 52.1
1993 = Ny
1994 or later 23 .7
No information 123 3.9
Total 3187 100.0
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Il. The typical characteristics of
the entrepreneurs who perform individual

economic activity

The typical characteristics of the entrepreneurs who
sell excess labour

1. Purpose: to generate excess income; following the
consumption level of the reference group.

2. Economic role: satislying the demand in the
particular activity of the members based on their
working faculties. The organisation reacts for the
demand (market) changes in a narrow margin and
in the scope and manner limited by the individual
working capacity of the members. The demand of
the organisation increases until the limit of the
working capacity of the members.

3. Capital investment: zero. The type of the activity
does not require and the interests of the members
related to the short-term income-complement are
also against it.

4. The profit is the result of the revenues of the
individual working capacity of the member.

5. The members exhausted the income:; their income
appears in the market as consumer demand.

The typical characteristics of the self-employing
entrepreneurs

1. Purpose: ensuring a steady income (for the fa-
mily); on the consumption level of the reference
group.

2. Economic role: satisfying the demand in the
particular activity with the appropriate capital
Investment and work. They react for the demand
changes in a narrow margin limited by the existing
features of the particular activity (the amount of
invested capital, developed organisation of work).
The demand of the organisation increases care-
fully, on a rate which not endangers the financial
bases. The organisation tries to establish and
maintain a group of consumers who ensure its

subsistence-survival and to stabilise its position
instead of growing,

3. Capital investment: exists; only on a the minimum
level (the machines. cquipment, workshop that
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are necessary to get and maintain a certain and
stabile market share). The existence of the
concurrence forces the further capital invest-
ments and the modernisation of productive

assets as the prerequisite of stability.

. The labour is the determinative factor in the

income that comes from the combination of
invested capital and labour: the capital is used
in relation with the labour investment.

. The bigger part of the income serves the living of

the members (family) and therefore it appears in
the market as consumer demand. The smaller
part (the least possible amount) returns to the
sphere of production as capital investment.

The typical characteristics of the entrepreneurs

1. Purpose: the profit; the surplus over the value of

the fixed and working assets.

. Economic role: satisfying the demands of the

activities that promise a profit; in the margin
limited by the capital that can be invested. It
reacts for the demand changes immediately,
terminates and organises activities. It does not
intend to stabilise its positions but tries to make
use of each occurring chances.

. Capital investment: exist: on the highest possible

level in relation with the potential profits and
risks. They are ready to mobilise external sources
apart from their own capital in order to start up
activities with higher profit rate and to develop the
demand quickly and dynamically. When the
profitability rate decreases they decrease or
terminate the investment of the particular activ-
ity in order to invest it to another one that
promises higher profits.

. The capital is the determinative factor in the

income that comes from the combination of
invested capital and labour: the intellectual,
physical, organising etc. work serves the utilisa-
tion and the profitability capacity of the capital.

+ The bigger part of the income returns to the

production to extend the profitable activities and
0 organise new ones. The personal consumption
remains on the level of the reference group and do

not increase significantly in case of the quick
growth of profit.
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