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THREE TYPES OF SMALL ORGANIZATIONS 1IN THE HUNGARIAN
ECONOMY: AN EXPERIMENT 1IN NEW FORMS

There is hardly any country in the world in which =0 many

forms of legally working small organizations exist as in
Hungary, Beside the traditional forms = such as small-scale
industry, small shops sand emall agricultural farms = scveral
new forms have been dimstitutionalized during the past 25-=30
yvears /e,g. the leasing or contractual operation of commercisa
units, grocery stores &nd restaurants in the state business

network; the establishment within the agricultural co-
operatives of the so-called auxiliary units performing non-
agricultural = industrial, construction and service =
eactivities with & high degree of independence, and also the
setting up in agriculture of the so-called household plots
and auxXiliary farms under family cultivation, etc./. In
addition, from 1982 the possibilitv has been created to
establigh further economic organizations,

The economic necessitv of

emall organizations

In contrast to the capitalist economy, where the "base
of the pyramid" of economic organizations is constituted
traditionally by small organizations, such units were
gradually eliminated in Hungary after the introduction of
the planned economy, and their economic a2ctvities were merged

into ever larger organizatione, primarily in industry, A
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similar process also took place 1in agriculture, where co-
operatives made up of small peasant farms were united in
larger and larger organizations, Also in the serwvice and
commercial sector, large state and co-oOperative firms of ten
organized in a nation-wide network, were established,
Private small-scale industry /Jartisans/ and private shops

were reduced to a narrow scope,

The centralization of these activities in the smallest
possible number of organizations was beneficial to economic
management /the direct management of fewer units is easier/,
but it proved to be disadvantageous from the point of wview
of the operational capability of the economy, Virtually
lacking were the small and medium-—sized enterprises designed
to satisfy the special needs of the large undertakings, the
small organizations capable of reacting to the changing
reguirements of the economy as well as the small units able

to meet the divefse demands of the population,

An attractive example of the expansion of the scope
of the small economic organizations was provided by agri-
culture, in which the peasant households making use of
their small gardens, of the small pieces of land, of the
so=-called household plots and auxiliary farms brought a

steadlly growing variety of products to the consumer market,

It could be expected that the shortages experienced
in industrial production and in the services - together
with the attendant illegzal activities = would be reduced
and the perpetual, unsatisfied demand would be better met
by the products supplied by the new organizational forms.
Therefore, the government wished to give & wider scope to
private smallscale industry and private shops., It made
possible the leasing or the operation, on a profit-sharing

basis, of the units of centralized state-owned trade and



catering enterprises encompassing large geographical arezs,

-
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To the forms thus establishec new olles WwWerc added =&
f§82. They were designed to make it possible for private

initiative to gain ground in industry, in construction and

in the services,

The table below gives an overview of the main charzc-
teristics of the various forms, /Their characteristics will

be discussed in the Appendix,/
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A= the figures of the table above show, these wvarious
small organizations substantially differ in size, legal
regulations set limits to the membership, of the individual
forms /e.g. of artisan workshops, ol EWPEe and EWPs/, while
in others - primarily in those based on a looser economic
co-operation as, for example, the specialized groups of co=~
operatives - the membership is not limited, In the case of
the small enterprises, and of the small co-operatives, leg
regulation lays down only that their size is ‘"generally™
«paller than that of the organizations performing similar

activities, Thereforel their staff pnurber mav range from

two to several hundreds, With the exception of specialized

agricultural groups organized for the purpose of producing

etec./ arnd

/rabbits
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employing occasionally as many as 200 to 300 persons, the
membership of the small organizations does not generally
reach even the legal limits, The average 3ize of the units
mainly in the private sector - is too small and has not

grown by years atl alil,

Although the number of the =small organizations has
increased significantly, most of them do in fact not expand
the active labour force availeable to them as they perform
the same work in the same place as they did earlier 1n the
framework of the larger organizations., The same applies
to 211 state-owned organizational forms, The small enterpris
are, practically without exception, recent independent
units of the large, nation-wide service network; the EWPE
/also in the co-operatives/ usually performs the tasks
done in the regular working time within partnership frame=-
work, helping thereby to ease the local labour shortage;
small retail shops, and restaurants also carry on their work
on the old premises, The same situation preveils in the
co~operative s=phere, too, where the majority of the small

co-oOperatives became independent units out of the largenr



co-operatives, while specialized groups - like the EWPEs

- serve mainlyv to cope with the labour shortage,

Tt is only the organization of the EWPs that means
any appreciable help in expanding supply., About one guarter
of them performe productive work, a further one quarter
work in the building industry and, finally, Tthe hgil Saa
other s=ervices /ranging from cleaning to sports schools,
from teaching foreign languages to marriage agency service
and intellectual services /design, organization, computer
programming/, CLP is a similar form, working mainly in the
computer-programmeing field too, but this form of organiza-

tion has remaned small in member,.

So the supply of the new-~forms is important for the
economy, but the public opinion is somewhat disappointed
and discontent because, for the time being, small enterprises
have, despite the wide spectrum of their activities, done
little to increase supplies of accoustomed goods and
services, and no reduction in shortage and no improvement
in services can be observed, despite their presence, in a

worsening economic situation,

In the small organizations there is a variety of
emplo&ment relations, In some of them the activities can
be performed exclusively as full-time jobs, 1n others eX-
clusively as subsidiary occupations, There are organliza-
tions which can, and others which cannot hire employees,
It i1is an important characteristic of the Hungaerian small
organizations that only a few forms are based exclusively
on the full-time job of the members of the organizations
/or of its leader/, The majority of the small organizations
are based on the free-time work of the membership, And the
other maln characteristics is the each of capital or

Keeping the needed funds on the lowest livel,



Three pure thes of small orEanizations

The different =mall forms can be collected into three
pure types:

Utilization of one's extra labour-power, self-employed
emallscale production and small enterprise, This three types
express three sets of socio-economic goals showing essen-
tially different features of participation in the economy
on the basis of different interests and values, Lnd,
considering that a distinction by form of property has
been ingrained in our minds for decades /conpled with a
mostly biassed attitude to the private sector/, it ¥iid
perhaps be not without interest to examine o0ld and new
small organization from amother angle, in the context of

economic goals pursued and functions performed 1in the

economy,

Therefore I =shall attempt a presentation of their
characteristic features or pure types, according to some
criteria, at least in relation to the presentday Hungarian
econony but without the forms established in agriculture,

/It should be ranging into these types too, but 1 lef't

them out for the simplier discussing only./ Before thes
description of the three types, I summearire the specific
features of each type in & shat form, under identical theo:

cal and logical framework,

K I Peogle making use of their extra labour-power

Typical features include:

1. Goal: to earn extra income and to follow the pattern

rr"’". i

of consumption of the'imfreference-group.

2. Economic role: satisfying additional demands in part
lar activities based on members’ performance, The organizat
reacts to changing patterns of demand /market/ within a

narrow scope of activity, in & form



and mapnner delimited by members’ individual performance,

with supplies extending to the limit of members’ performance,
3., CGapital investment: none; is neifher required by

activity nor is in keeping with members?! shortterm interests

in earning extra income,
4y  Gains result from members’ individual performance,

5., Incomes are spent by members and appear as consumer

demand on the market,

The features of this type are well known in Hungarvy,

/ /
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working capacity, physical labour, skills and knowledge i1in
free time i=s a worldwide phenomenon, and, if we can believe
in international statistical estimates, momentum 1s gained
in nurerous capitalist countries mainly by semi-legal or
partially taxable /grey/ and illegal /black/ arrange-
ments as a natural concomitant of economic stagnation,

setback, and growing unemployment,

In Hungary, lasting labour shortage, short supply
of goods and services, and enterprise income regulation
have created frameworks, long recognized as legal, for a
variety of side-~lines, and small organizations have

widened those frameworks by large margins.,

Any new form of organization /except for small
state enterprise§ employing workers on & full-time basis/
may afford opportunities for extra earnings, and its
members may belong to any segment of society, from unskilled
workers doing manual jobs through office emplovees using
their aptitude /real or presumed/ in organizing personal
match-making services to university teachers marketing

thelir professional knowledge, or even top managers using



their special skills or perhaps business contacts.

The organization is based on members’ existing
knowledge and skills as well as on business contacts
established mainly with state and cooperative organiza-

+ions. Its founders do not intend the organization to be

a long-term profitable venture,

but a momentary means of

creating a new framework for old goals, those of supple-

-
menting individual incomes,., MMembers’ activities are the

same as before: repairing, fitting, teaching language,

drawing up programmes,
legally or illegally, True, the organizational form 1s

a drawback, because part of the gains is creamed off by

and making designs in free time,

(o]

taxes, but it offers the advantage of legality, of legal
recognition of work and income, which may be of i1Importance
to some buvers, Besides, jobs are also obtained by

partners, joint efforts thus ensuring more or less

permanent activity for all,

The exclusive goal of the organization is to secure
for members an additional income, modest rather than too

ambitious, one that is stable and can be earned from
month to month, If orders are more than members are able
to cope with, they may be accepted for later realization
or, if there i1s no other choice occasional helipers are

employed, l1f orders slacken, members relax and look for

more orders, but the limit of <the organization’s capaci=-

set by members’ own performance, with no

tv 1 alwavs

intention to grow, but to maintain and make full use of

that capacity.

Capital investment 1s either unnecessary or an une
desired alternative, Indeed, a considerable part of
activities requires no investment /workshop, office,
equipment/, because the workplace is the construction

site, the compounds of enterprises ordering fitting work,



or the buyers’ households, and, in the case of intellec-

tual work, one’s own desk /Jeven a kitchen-table might do
in the evenings/.

But investments are not made even where possible or

necessary, because 1investment 1is contrary to the principal

r0oal, wWhich is to earn extra income., And failing business
or development ambitions, the goal is not to make the

organization +viable, competitive and expansive, and income

earned by extra work is used for Eersonal consuxption,

according to members’ needs, whether prime necessities or

spendthrift or luxury consumption, Eventual modest
investments /a tape-recorder for language teaching, new
tools for car repair, a personal computer, a car, etc.,/
carry no risk because these assets form part of one’s
household or are objects for personal use and can be used

even if the organization is dissolved,

This state of affairs is just to the satisfaction
of the majority, who do not aspire to anything more or
anything else, their economic mentelity being shaped by
a multitude of socio-economic conditiocons into a typical
mould in evidence of the fact that it is practicable to
build one’s tivelihood on a job in the socialist sector,
which still appears to the best advantage in the public
mind and offers security of existence and, moreover, may

even be an organizer and a market of subsidiary work,

Keeping one’s full-time job is therefore a natural

endeavour,

The majority of members do not think, even in the
case of a flourishing business, of working on their own,
giving up their full-time jobs and building an orgenisa-
tion affording & means of subsistence and playving an
independent role in demand and supply, because, they have

no such ambitions, True, for working on one’s own account



as ap alternative to be seriously considered, there have
«o0 far been no real motivations such as encouragement by
a clear-cut political and economic course or real pressures

such as uncertainty of full-time Jjobs,.

When organizational-operational conditions worsen
/lack of orders, increase in tax burdens, growing strailns
at the workplace because of regular extra income held by
others to be high, etc./ the most obvious choice is to
wind up business and to use one’'s free time /ideas,
skills, energy/ din any other form of organization ex-

isting at the moment, or perhaps illegally,

However, even this type embraces people, albeit few,
who has begun to work for extra income only, found a possi-
bility opened by the organization for the attainment of
several other goals /working orn their own, realization
of ‘their ide'as, meeting the challenge of the market, ater /s
"With a colleague of mine whom I had worked with for 14
or 15 vears I founded a civil-law partnership simply to
add to our rather low incomes by doing subsidiary work ...
We pondered how nice it would be for each of us to make
a monthly average of 2000 or 3000 forints in that way,
Then it would be worth while and we would be happy.”

Lfter the first and subsequent achievements, professional
as well as financial, they decided to work on thelir own,

now all of them., They were unsure about avoiding failure,

but "we liked it very much, the taste of success, that
our products were in demand after all"; they were glad

to be able to do a job in a few months rather than in
4 to 5 years as was the case at their previous places
of work /Interview with the Chairman of the Precision

Engineering Small Cooperative, Vicsek, 1986,/.

They necessarily constitute the minority, however,

In any country of the world where people may draw two



incomes, but particularly in Hungary, the majority must
have strong motivations or be under strong pressures to
alter their strategies of life framed by decades-~long

effects of the socio-~economlc environment,

Today in Hungary the decisive ratio of new small
organizations belong in this type /in 1986 here belonged
Eo,700 out of %72.500 business partnership members,

1500 out of 5350 CLP members and the part-timer of small
cooperatives as well as maturally some 340,000 VGMK and
specialized group members who do not engage in undertaking,
but supply extra labour to their own enterprises.,/., Ac-
cording to this calculation, 86 % of about 450,000 persons
involved in the new forms of organization utilize their

extra labour-power, Jjoining those making use individually

of their labour-power in wvarious possible /legal/ economic
arrangements, such as part-time licence holders who make

up a growing ratio of artisans., /The 'rétio of the full-
and part-timer artisans is 52 : 48 in 1986./

Utilization of extra labour and =skill means as many
small, personal markets, demand-supply relations geared
to individual performance, The existence of such small
markets 1s obviously of benefit not only to the individuals
involved, but also to all society, because they supply
actual needs in a large part of cases, And they will always
have scope for activity in the economy as there will also
be needs to be met only by mobilization of extra labour
and skill,

Potentially, however, considerable possibilities
will remain unutilized if the activities in demand stay
confined to supply of extra work, without these organiza-
tions respond the challenge of the market, aspiring to
growth and undertaking investments as required, that is,
leaving the ranks of those adding to but using up their

incomixzes,
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i 5 B Self-emgloyed small-scale Eroducers

Typical features include:

1. Goal: to secure /family/ subsistence at the

jevel of consuzmption of theise reference-group.

2. Economic role: supplying demands in specific
areas of activity, with the necessary capital investments
and performance of work, and responding to changing patterns
of demand within the scope of a given activity and eX-
isting facilities /capital goods, work organization/.
Organizations increase their supplies with caution, in a
measure not endangering the basis of existence, and seek

no expansion, but stability, and try to establish and keep

a clientele necessary for subsistence,.

3, Capital investment: the necessary minimum /equip-
ment, machinery and workshop as required for security and
keeping a stable position on the market/., Additional
capital investments and modernization of means of produc-

tion as conditions of stability are undertaken under the

pressure of competition only,

4,  Work done is the determinant element of income
derived from the combination of capital and labour, capital

input being a function of labour inpuct,

5. The larger part of income provides the means of
/family/ subsistence and thus appears on the market as
consumer demand, The smaller part, destined for the most
necessary investment, is recycled in the sphere of pro-

duction.

This 1s perhaps the commonest type all over the world,
with people of limited means forming the basis of the
economy in capitalist countries by offering their small

supplies in the domain of a myriad demands, To cite
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Schumpeter'’s classical example: the butcher tries to sell
his goods to the taylor, the taylor to the shoemaker, the
shoemaker to the producer of meat for the butcher /Schumpeter
1934/. Though the example may be somewhat naive, owing to
the spread of mass production rearranging structures, the
substance remains unchanged: small-scale producers and
providers of services enter today the mainstream of <the
economy as a whole with the demand-supply pattern of their
own small markets, Moreover, their, role has increased

again as mass production is being sensibly replaced once

more by demand expressing special needs, large-scale IiIndustry
being accompanied by a widening network of small, home-

working,., specialized workshops,

In Hungary, self-employed small-scale producers Jother
than agricultural/ represent a disproportionately narrow
sector of the economy which, though not homogeneous socially,
is made up mostly of artisans working in industry and
services, Given their typical economic mentality, however,

a number of new small economic units, civil-law partner-
ship, business partnerships and small cooperatives are also
to be considered as small-scale producers, again irrespec-

tive of the form of organization,

The inner segmentation of this sector is essentially
as heterogeneous as that of agricultural small-scale pro-
ducers, household farmers and auxiliary farmers, who are
recruited from all strata of society. Nevertheless, the
basic difference between agricultural and non-zgricultural
small-scale producers lies in that, at least umder our
prevaliling ccnditions, small-scale production is a source
of extra income for the former and the basis of subsistence
for the latter, /Some 70 % of artisans also hzve household
plots and earn extra income from small-scale azricultural

production. /A, Vajda, 1986,/



Work on one?s own account is a distinctive feature
of this type, but is not necessarily for one’s lifetime,
its duration depending, as everywhere in the world, on a
nurber of socio-=economic and personal circumstances., Yet
the figures for independent existence and its relingquish-
ment, the function of artisans, seem to show that, under
our prevailing conditions, the reason for temporary or
lasting withdrawal, creation or relinquishment of one’s
independent existence lies not so much in the contraction
or expansion of economic possibilities or demand as

rather 1n changing concepts of the ideological role of

propert}f relations in economio ;\ﬂ14ﬂ}r rractice and in the
3 - P -~ o~ o T e —- 7 R ) LR g . - .
relaxaticn or tightening of legal awmd Tiscal regulations

ased on them, /More than half /!/ of artisans became

independent within four years during 1983, 4hat i ds =6 say,

o

"ln the period of a more liberal ... economic policy
approach to the small-scale industry in the late 1970’s
and the early 1980’s", /A, Vajda, 1986,/ And in 1985,
according tc macrostatistical data, 19 % of artisans who
had worked on a full-time basis in the Preceding year
abandoned practice or returned their licences, and the

ratio of new licence holders was 21 %,

Self-employed small-scale production does not neces-—
sarily require skill or special knowledge that can only
be acquired through years-long training /and the widening
range of services includes a spate of occupations like
ladder-mending, ball-point refilling, freighting, Keye-
copying, cigarette lighter, refilling, pattern-printing/.
As noted earlier, in numerous trades /in those just
mentioned as well as others like joinery, tayloring, watch
repair, which require special skill/ one can do with
a few tools or small equipment, but the ma jority of trades

requiring skill presupposes independent workshops, special



machinery and equipment and, in some cases, considerable

capital investments,

As against the first type, an essential feature of

self-employed small-scale producers and providers of

services lies in capital investment required for running
o2 business. The magnitude of investment may wvary, and

funds may originate from gifts from abroad /e.g. the
first key-copying machines/, systematic savings for years,
income from subsidiary work or moonlighting, a workshop

and tools inherited from parents whose families traditio-

nally practised the trade in question,

‘The capital invested is realized through wori done,
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the combination of capital and labour,

In their case, "work" implies also the time factor, na-
mely keeping the workshop or shop open, being always at
the disposal of potential customers, because clientele
is the real basis of existence, winning and kKeeping them
guarantee the security of existence. The capital neces-
sary for the practice of trade in understood to mean,
not an "investment" promising returns, not an asset,

but a working tool, a condition for proper attention to

buyers,

Also, family members take a smaller or larger share
of work as the basis of subsistence., The shop or work-
shop of a small-scale producer is often a2 family work
organization, the number-one helper beiﬁg mainly the
spouse, but also relatives and, less frequently, children,
/In 1986, 78,200 full-time artisans were assisted by
21,300 family helpers, as were members of business part-
nerships and civillaw partnerships, but their participa-
tion may likewise be influenced by progressive tax rates

on personal income,/
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These work organizations employ as few people as
possible because, among others, it costs much /a few years
ago, artisans working with employees in a number of West
European countries were granted tax allowances in the

struggle against unemployment/ and because they are re-
luctant to expand the family work organization, not to men_
tion that in Hungary it is rather unpleasant to be self-
employed, let alone an "exploiter®”, /Thus only some lo %
of artisans engage employees, 1,6 persons on average,

In 1985 there were in Hungary all in all 43 artisans en-
gaging more than 6 employees., Also in 1986, employees to-
talled 5000 in nearly 11,000 business partnerships, 4o %

of them working in the building industry and 30 % in indus-
trial business partnerships. Employvees included mainly

those who did not enter business partnerships, In the civil-

law partnerships are engaged 168 employees,

The economic ventures of small-scale producers are
characterized by sober restraint or, rather, caution
/particularly in respect of expansion or investment/.
Artisans are more inclined to keep and protect what they
have rather than to start a new line of business at the
cost of additional, perhaps considerable, investments,

/"I can tell you that, in certain aspects, we were born with
a silver spoon in ours month, wWe did not have to create
demand for our products as they were in demand already.,.
That i1s one of the reasons that we have become lazy, We
have no plans to oxpand our product-mix, because our capa-
city utilization is fully secured by the existing volume

of orders ... We have made it a rule to distribute all
gains at the end of year, to empty the "cash-box", but from
next January we shall pool resources again according to
need," - Interview with the leader of a business partner-
ship in the machine industry, Labour Research Institute,

in manuscript. /



Even in case of steady demand - depending not only
on the political climate, but also on artisans’ own economic
mentality, which is, of course, likely to be effectively
strengthened or weakened by policy measures - artisans take
great care in developing workshops or business in order
to maintain the balance between family subsistence and
investments, because the foremost goal of éctivity, to

secure family subsistence, must not be put into jeopardy.,

To invest - to buy a new machine, new tools, or a new WwWork-
shop - is permissible, even in the hope of subsequent
increase in income, only if the likely result is reduction
in costs or family subsistence is not Jjeopardized by the
fiscal system as in operation at the time, /The product

of the leader of a business partnership - who had been an
artisan and started production of a special plantprotecting
agent of his own invention - has a good market, It 1is
turned out practically by two families, and several times
its present gquantity could sell easily, "Do you not think
of running up production over time? - we asked, The answer
was categorical: "T have no intention to outgrow the pres-
ent framework", He wants to buy a small truck, because
having primary materials and finished goods conveyed by
hired light truck proved to be too expensive, "I hope
nobody will find fault with this plan of mine, for the
relevant regulation provides that accumulation is free of
tax so as not to Jjeopardize the family income level," -
Interview, Labour Research Institute, in manuscript./ When
the risk of losing the clientele is coupled with the
challenge to maintain the accustamed or desired level of
family consumption, competitiorn may act as the main driving
force in investing capital, procuring more efficient
equipment or streamlining a shop or workshop. /This, too,
1is a source of problems because competition presents no
such pressure in Hungary, while countless new technical

instruments and procedures are also spreading through
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channels opened by masses of small worlishops across tho

world, continuously adding to the potential of the ocono-

/
ML) o /

Under our sct of conditions, reluctance to capital
investment tends to reinforce the alrecady oxisting conswicr-
-mindedness and, as part of it, lwiury consuuption 1n soue
cuses, because theso peoplo scee the scunso ol thelir wordk 11
tho possibility of achieving a social status as expresscd

in the way of life and living conditions,

In their way of life they follow social patterns
rather than business considerations in an offort to becouc
lilte groups of people in higher income brackets than thelr
own, and the organization of small-scale production 1is a
means to that end, The goal is to have a house of their
own or a larger apartment with more wmodeéern convencioenco,
to buy a woeekend plot, to educate childron, possibly for
occupations requiring a diplouwa, to use up incowme, possibly
in such a way as not to arouse the attention and suspicion
off the authorities and the social environment, And the
range of these pursuitas is wide enough to include, on the
present-day scale of social values, nuaerous forus of
luxury consuwuption such as expensive sports /skiing,
yachting/, costly travel abroad or dressing in the lat-

est fashion,.

Under our set of conditions, competition or contrac-
tion of demand is rarely a faoctor in preventing people
from reaching an inocoue level deemed fail by the socilial
enviropniuent, narrow or wlider; the greater danger coumes
rathor from worsening conditions of operation, fifat and

forciuost from increase in tax burdens.,

Coupleto roetreat, abandonmont of trade and, with it,
the oxistential baso as woll as loss of clientelo and
waste of invested capital are but the last move enforcod

by clircumstancos and one that pecople try to avold taking
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as long as they can, I'or a while thoey try, even at the
price of sacrifices, to lkeoep the business running and
ghoONe TO lncrease extra lncome, £oing 1o work to the
state or the cooperative rector and keeping only part-
time practice as they did on a mass scale in 1984-198%5/
and the spouse taking up employment as well, But, if
possible, they do not dispose of equipment as long as

the hope Tor a new atart exists and choose, not to withe
cdraw, bui to offset tax burdens by Ihig_;‘lmr" charges, in-
creasing. the ratio of Joba done without an involise, poate

poning investments, and suaspending practice of trade.

Ihls type includes, with few exceptions, virtually
all small organizations not belonging to the first type,
namely full-timo artisans, as well as business parnerships
and civil-law partnerships which do more than perform extra
worlk in industry, the building industry, and services,
/The scope could be widened to include also swmall sliop—~
Keepers who operate mostly in a fawily work organization,
statec and cooperative shops, and lkeopers of public catering

units on contraoct or lease./

The modest supplies offored by each unit in the ass
of sell-employed small-scale producers is a natural and
indisponsable part, now more than ever, of the operation
of a modern economy, For decades, owr econowy has dispensod
with this scgment of people scelcing stability and under
congtant pressure to meet demands and to streamline thoeir
weans of production in order to sceccure thoir livelihood

within their respective sphores of activity,

Most of swmwall-sclae producers are content to lzeop
the business running with a lifetime of work and to sco
thewselves and their fawilios wmaintained by their line of
business, However, under favourable cconomic conditions,
it 1s frow this group of people that ontorprisos ready

f'or expansion and changeoe suworyo,



I'nterprisoe
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Typical features lnclude:

J 1 Goal: to seek profit, d.e., Tretirps .on capital
investod and equipment uscd,

. bconoule role: supplying dowand 1ln sphores ol

activity opoen to entreprencurs and promising profit withlin

a scope of action delimited by available capital, 1The orga-
nization rosponds sansitively to changing dsmand, organlizing
or giving up activitiew, its endeavour being to malke use of’

possibilities at hand rather than to secure stability.

3, Capital investment: the possible maxXximui depend-
ing on probable profit and risks, In addition to private
funds, external resources are sought to lay the grouwdworlk
for aoctivities promising higher profit and to widen the
scale of supplies quickly and dynamically., When profit is
on the decline, investuents are reduced or coumpletely with-
drawvn and diverted to activities that promise to be more
prof'itable,

4, Capital is the determinant element of income
derived from the combination of capital and labour input,
with work, intellectual, physical, organlizing and ovther,
subserving the realization of capital, its profit-generat-

LI CapaclLty.

5. A docisive part of income 1s reinvested tTo O0X-
panda profitable business or to organize new Jlines oI
aetivity, Personal consumption remains at the levex O ThS
reference-group and does not increase in any significant

Heasure aven i1 profit rises rapldly,

Quoting Schumpeter in the introduction to one of his
na jor worlcs /::Et.:hl.uupotor, 1934/ published in Huwgarian
as woll, Aladir Madarisz states that "The centreprencur ...

is a phenowonon sui genoris, ono who, like the poet, is




not to be, but is born; is characterized by foresight,
lmagilnation and, above all, a will oapablo of roslasting
the pressurc of habituated routine, an ability to seilzo
and realize possibilities inherent in tho now., lle 1s the
perfect opposite of the typce of sub ject of a static econ-
omy not only in terms of attitude, but also his relation-
ship to the economic process, his action being motivated
and determined not ty that process, but it 1s he Wwho

determines developument; he is not an object, but a subjocth,

To the present-day mind this homage, particularly tho
praise of personal gqualitices and abilitioes, provolkes a
smile, Today even a person less versed in psychology knows
from the wealth of experience offered by our own hilistory,
if from nothing else, that tho marks of personality among
the welter of qualities and abilities strengthen or pine
1aw::.1y under the impact of the hunan environment, subject
as they are to the order of social values and to the
affects of a legion of economic conditions, and that, Veris
ly, an entrepreneur is not born, but is to be, il he can.
Yot wo must accept this wmuch of Schuupeter’s charactoeriza-
tion: the entrepreneur who brings about something new
instead of routine-~lilko combinations of production and
dares to confront the socially accustowed and to face risk
is bolder than the average individual, Therefore the entro-
prenour seckilng change and daring to disobey traditions
is seen by every econowmy as 1its most important actor who
launches an enterprise, creates armn oruaniz:a'tim] of’ cconoliilc
activity that i1s sensitive to the pattern of dewmand and
supply. The main criteria ol this, The now comumonly aCCERLEC
definition of enterprise, have likewlise been formulated
by Schuupeter /Schuupeter, 1928/, relying mainly on, and
quoting, Max Weber /Max Weber, 1967. /pp. 1l25-=136/ and
1979./

1l can only try to sumuarize tho main features that
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are related to the circomstances of the soclialist econouy
and society, dorwening the dillercence betweoen the two types,
Tn the classical sense of the term, onterprise 13
profit—oricnted. Accordingly, tprofith, or the Anoome
deemed to be satisfactory for the enterprise /subject to
the influonce of traditions, income regulation by the State,
01:0./, ig to exceoed the value of invested capital ., 1 &an
enterprise fails to producc the surplus cexpected above
investment, capital is withdrawn and diverted to another
‘area. An enterprise consequently participatos in the
economic process for the purposc of gaining profit and
until such time as profit is promised, lt takes risks in
the hope of profit: risks the investuwont ol Tounders
/realization of the capital nccessary for the foundation
and oper-ution of the enterprise/ and the incowe of those
involved in it /as the result of intellectual or manual

work, or as the gain expected on the capital invested/.
Lctive participation of capital, or investuent mainly
in money or value terwms, in econonic activity is thus a

condition sine qua non for enterprise. Dispensable or

reduced to a role subsidiary to huuan labt:.)u]:‘ in the
previous types, investment in the case ol enterprise 1is

the principal factor and economlc goal, a necessary
prerequisite to the realization of investod capitald,; lLabotg
input 1s no longer tho dotorminant elewment of DYoL LG DF
cain derived frow o combination of capital and labour

/the function of "labowr" wmuy also be portforuod Ly
"idoas"/, but other circumstances such as quilci respounse

to demand, an ability to create new dowand, and resolve

to give up unprofitable activitiles,

What an enterprise soceks is not continuation ol ac-
tivity, but maintenance of flexibility, standing roeuady
to change its line of products, services, and size of

orcanlzation in response to demand,
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hen demand is steady, an enterprise is ready to widern
supply and to expuand capaclity, by supplcuenting its own
rosourocos with the involvowment of oextornal oapital, Crediy
at acceptable interest rates may be part ol a reasounublo
risk talken,

Participants have a greater intercst in the success
of enterprise, or in econoiilc performance, than in prestige
in the immediate social environment; they scek recognl-
tion of the profession at howme or abroad, Personal consuwup-
tion is subordinated to achievecment: when the cnterprise
requires investment all nceds of the family and household
take sococond place. /It is a differoent wmatter that 1in
case of success the level of houschold or personal conswap-
tion may exceed the level typical of the social strata of
entrepreneurs./ A decisive part of proiit, however, 18
reinvested in the enterprise, in an interminable succession
of expansion projects, more advanced and more efficient

equipment, and new possibilities,

Tn case of lasting failure, enterprises are liquidated
and the still valuable part of capital goods is dirocted

to new and more promising lines of business.

For a long time, our existing conditions penalized
rather than encouraged the emergence of this orowth-—-
oriented strata of entrepreneurs, which is valuable to
any economy, Now we way be witnessing tho revival of a
political and social tolerance capable of taking note of
or accepting, even if not liking, the presence ol onter-
prise along with the utilization of extra labour-power
and, more or less, small-scale production, In a climate
of political, ideclogical and social opinion, consciously
restrictive of enterprise and becowing rigorous from tiwe
to time, the very emergence of the enterprise - 1s a

wondoer, A few scoroes of artisans, business purtnoerships,



civil=law partnerships, and suall cooperatives operating

as enterpriso, /For example, the press gave broad coverage
of Jozsefl Pinter, an artisan in a village notv far Irom Duda .
pest, who was making export equipment meeting special re-
quirements and had invested tens of willions of forints in
a workshop and machinery necessary for filling a growing
flow of orders. In 1985 his net income exceeded one million
forines, but he and his Tfamily lead a modesy JLliie- - “I s
house neither poor nor luxurious, just like those of wilch
there are sowme 200,000 in this country" /Ballai, 1987,/

Again, the weelly Illet ¢és Trodalom roported Jézsef Csdke'’s

featurette about Dezsd Koszdé, a peasant of an other village,
Wwho had completed only sl1xXx grades of primary school and;

by making use of scrap-heaps, organized the supply of aspare
parts, always and hopelessly in short supply, Tor the huge
machine park of cooperative and state farms, And as he did
1t well he became a willionaire, Tho benoeficiarios of his
millions are his own village and the liconomic Assocliation
operating the enoruous fish~pond systew he has creatod.
olngene-nasvno family, his fortune will sTATPT a8 TUnd N
benefit of the orthopaedically handicapped /Zoldi, 1987/.
In a different context I have already cited from on in-

terview, publiched in the periodical Mozgbd Vilag, /Moring

Vorld/, with the Chairman of the Precision Engineering
small Cooperative, who is a doevelopument enginecer and, to-
cether with a colleaguc of his, has gone all the way frow
a part-time civil-law partnership through a full-time
business partnership of 30 weumbers to a small cooperative
that may even becouwo loo~strong, from tlie first order of
120,000 forints to an annual turnover of 6oo million fo-
zants in 1886, Thev.umse lo ta 15 % of profit for wages
and tho rest for materials and investuwents undor a develop-
ment projoct /Vic.au];-;;, oy oit./Z. "Por. that wattor, wo
are now eitftecting an investment of loo million lorints,

all through self-help" - said the Chairuwan of the Small
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Cooperative last lFebruary /Szauver, 1987/.

One moroe examuple from our own collection, A metallur-
cical business partnorship has 7- - members, Foult ot & T Tl
timoe aud theree on a part-=time baslis, Now varnlng an lLucouo
of several million forints, the buslness partnership follows
the principle of allowing an annual pay o1 loo,000 TORiHGH
to full-time members and 50,000 forints to part-—tiie members
/The average income for a full-time carner in the industry
was 70~75,000 Ft/vear/ /YOf course, these are no rigid Tl-
gures, but are subJject to sowme variations by a mwargin of
LSO 0rT TO. 15,000 i“o:rints,/ All returns after dedilohlion o
taxes are invested /in a noew workshop, machinery, a truck. /
And, moreover, "the idoa struck we whon 1 was installing
central heating in wy house, I heat with oil; the tank 1s
burted idn the garden, 1 realized I 'should rnot buy gl
ready-made, for I could make one with a minimuum of effort,
gaing niyvown dron, - But.aif 1t isx that simple, wWhy QOULG
L not make another tank and to get a licence e s&ll
household heating oil? We got it, Yes, but .people GO nNot
buy o0il except in winter and perhaps at the end ol suumer,
And if somoone is to be sitting there anyway, he could be
selling something else too, This is how the idea of trading
in bullding matexrilals caune aoross my mind, We unasrepitaike
procurement and delivery., The customer tells us what he
wants, and we Jlocate and dolliver 1t in two weeks, We asi
5O }'5 0f the estimated price 1ln advance, 1hlis comes very
nancdy. «for thatl sum ol money can be circulated splendiciiy - s
We ‘have loo,000 forints inveated in trading activity,
Capital 1s circulated f'ive tlimes a year., U|LLL‘ warkup 1s
0 ‘_,:;, ana we do not want more ... Now 1L am selzed With
The i1dea of running a tavern, 1 have picked out a house
on the outskirts of the town, Some people smiled at me,
sayilng there was already an ceating house on the opposite
slde, but I know what I am up to, So do many others, One

of our town officials said that if this businoss partnoership
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were to issue bonds, he would buy oue for loo,000 lorints
ut once" /Interviecw, Labour Rosearch ITnstitute, in ma-
nuscript/.

Lnterprise are as yet raro, althoush the examples 1
have cited are illustrative mostly of :their situazion; 1oe
ma jority of entrepreneurs feel neither compelled nor in-
clined to go all the way the Precision Inginecering Small
Cooperative or other prosperous onterprises have, /Yut
the Chairman of the Small Cooperative was nat- porn.an
ngntroeprenour", nor dooes he feel himself to be one today,
T myself was completely shocked to find that I was practi-
cally a man of a fully managerial type after 13 years ol
rosoarch and developwent work, not tho one who had beon
sitting in libraries and rwimaging in 1itulru'tm'u. Once 1
spent a great amount ol time 1in the Geophysical Library
and the National Technical Library, studying and agaln
studving .../

While it is an encouragring portont that enterprises
do exist already and they are also instrunental in the
procoss of wore and more of flourishing business partner-—
ships and civil-=law partnerships transforuing into small
cooperatives, which offer wider frameworks ior aoetivity
and growth, the swinging of the penduluu is as yet next
to imperceptible, To illustrate the orders of magniltude,
people utilizing their extra labour-powcer nuwubon hundreds
of thousands, solf-cuployed small-scale producers total
sonme loo,o000, and the nuuber of entreprencurs ranges
between loo and 200, including a few scores of artisans,
businoss partnerships, civil-law partnerships, small co-
operatives and spocialized groups of cooperatives, 1 might
even put it this way: the o0ld and new small organizations
cmbrace disproportionately foew small-stale producers and
even less entrepreneurs, This wakes it perhaps nocoedloss

to sum up the consequences ensuing frow tho non-utiliza-



tion of possibilities becausce of tho suppressed activity
of numerous small organizations: a barely widening supply
of more and better and, I do not even dare to say, less
expensive goods and services we all want and the reasons
for our dissatisfaction despite the many benct'its offerod
by the operation of small businosscs,

Continuing hesitacion

The changing ratios between the three types of economic
organizations and the resultant emorgence of new demand-
supply patterns as well as of widening and stroengthening
markets created by the nuwuerous small organizations continue
to be checked by powerful forces, Uithout pretending to beo
exhaustive I shall confine myself to indicating a few,
virtually commonly known, circumstances undoer which we
barely witness any change, despite the econoumic policy

=

endeavours, in comparison with the situwation of 5 or 6 years

ago,

L]

The most important aspect is perhaps the official
attitude to the private sector ocmbracing the bulk of swall
organizations, Althoush daily political practice kKeeps
emphasizing the indispensability of the private sector, it
invariably does so keeping a distance by referring to ius
"asubsidiary" or "ancillary" role, However, an interpreéetfi=
tion according to types of ownership covers up a variety
Of economic roles or functions markedly differing ana
independent of property rclations and relies an difierent
soclo=~economioc criteria for drawing a line of division
between the large organizations of the socialist sector as

well as the various forms of small organizations,

No doubt that the approach by type of ownership is

responsible for maintaining to this day the differences
.- b L] . / | .- !
in conditions of operation and tax rates between tho state,

cooperative and private sectors in respect to swmall organiza-



tions as woell,

Under the given conditions, 1t is understandable
that only people with particular ambitions choose to run
a small organization in form ol enterprise, the rest rathor
do not and are content with the gains derived from the
atilization of their labour-power in free time, To start
an enterprise theso individuals and groups of thel should
be given clearer stimulation and encouragoment in building
thoir numerous small markets at tho eleomentary level ol
saonomio aotivity, thus supplomonting tho markot of larye
organizations, which i1s built from above, But as long as
their role 1s looked on with hesitation and uncertainty
their efforts to bring a bout change and move ahead will
also remain uncortain, moeanwhile, gmall-scale private ac-
tivities are allotted a new and larger role by modern ecC-
onomies. The contewmporary development of the econowy has
allowed a new scope for .small organizations, which in turn

open up new resources for the economy,

Today we are aware of what small organizations are
able to do and know that they still have great possibili-
ties to malke use of., But a political will soceking a boetter
performwance of the cconouwy is capable of ensuring that
cconomic organizations will not only be small, but will

also include a growing nuuber of enterprisoes,
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