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VANISHED MY THS—WAVERING INTENTIONS
(SMALL ENTERPRISES REVISITED)

I. LARY

founded in Hungary

Since 1982 several tens of thousand small economic units have been
both in the new forms called “small venture” and in the traditional ones (private artisans, private
retallers). In spite of the increase in number their presence can hardly be felt in the operation of
economy. Analysing their economic role, the article presents three charactenstic types of the small

forms: those striving only after selling surplus labour, the small-producers and the entrepreneurs.

When 1 first wrote a review in the periodical Valdsdg on the domestic small
enterprises—which were then regarded as novelties—I thought with good reason

that an objective presentation of their manifold forms might dispel some myths

then hovering around them [1]. Such myths had been generated by feelings of
either enthusiasm or anxiety. Today it 1s no longer necessary to dissipate these
myths because the vague knowledge which fostered them has been replaced by a
more realistic understanding (except perhaps those about the incomes achievable
in the small enterprises). Hundreds of thousands of people have acquired profound
knowledge about the advantages and disadvantages of each form, and about the
rules of their establishment, operation and taxation—especially when they them-
selves have considered trying one of them. 450-500 thousand people were working
in some of the new forms by the end of 1987, approximately 10 percent of the ac-
tive earners. The small enterprises now participate in our everyday activities and
one cannot 1magine how the economy could subsist without their supply of hun-

dreds of goods and services. Also, for those participating in the small enterprises
1t 1s unthmkable that they could do without the extra income earned through the
small enterprises. Although such income is the financial basis of existence for only
one-fifth of the half a million participants, the other four-fifth also depend on the
monthly extra income in order to maintain or occasionally even significantly raise
their standard of living. Thus, the small enterprises have become rooted in the
economy and soclety. The myths have vanished—and they have been replaced by
the very simple facts of everyday life.

However, nobody is really satisfied with the results. Public opinion is a
little disappointed because, so far, the small enterprises have increased the supply
of the customary products and services to only an almost imperceptible degree:
In the worsening economic situation the decrease of shortages and improvement
of services, despite their presence, cannot be felt. Instead of falling, prices are
rising and quality does not show any significant improvements in respect of either
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products or services. On the other hand, people see the rapi'dly gr'owing wealth of
certain social groups and often suspect that illegal earnings lie l_)ehl‘nd such weallth.
Many are irritated by the saliently high income of those working in VGMK-s® or

specialized cooperative groups, compared to the wages they earn in their full-time

job. | Ea)
The authorities are also dissatisfied since, even within the sphere of small

enterprises, competition has not developed; even the sme?llest ones do not com-
pete in order to “win” customers. The productive capacity of -the economy has
not improved. The money accumulated by certain groups of the mhab.ltants 1S not
tied up in the small enterprises and does not serve to extend produc-tlon—-rather,
it appears in the form of consumer demand, continuously endange.rmg the equi-
librium between incomes and available commodities. At the same time, the small
enterprises are invariably short of, or even lack, capital. |

However, the majority of autonomously operating small enterprises are also
dissatisfied. The conditions of their operations are not improving and their tax
burdens are growing. The difficulty and conditions related to the acqui?,itign of
materials and equipment are worse than in the case of the large organizations.
The security of their operations does not grow; what is more, they are—with good
reason—alfraid of the introduction of new restrictions which go beyond the already
existing ones.

[ shall try to outline only a few of the host of reasons for general dissatis-
faction, and I shall point out the trends in the socio-economic situation of small

organizations and their members which already seem to have become permanent.3
When the small enterprises were established, they carried two important

promises in their name, i.e. that they would be small and that they would be en-
terprises. It was generally agreed that in every area of the Hungarian economy—in
industry, transport, trade, and in all the other sectors—the small-scale units would
be able to cooperate with the large organizations and would be able to adjust
rapidly to the changing requirements—thus they would be indispensable.

1VGMK (enterprise business work partnership) is a voluntary association of company employ-
ees who, after the official working time, manufacture components and assembly units for the

company, using the company’s equipment. The orders are placed with them by the company, at
prices agreed upon, in the form of subcontracting. (Ed. note)

*The official of the Ministry of Finance in charge of the small enterprises wrote in 1986 that
“according to the available data, the amount of capital invested by the small entrepreneurs them-
selves is minimal—merely a few thousand forints on average. The amount usually constitutes the

starting capital, since the income earned by the operations is converted into personal income” [2].
The situation did not change in 1987.

for 1987 for my analysis [3]. However, the phenomena dealt with have not been changed by the
further growing number of the various forms.
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However, those who have been hoping for a growing number of small orga-
nizations can, as a matter of fact, be satisfied: in the national economy—apart
from agriculture—about 15 thousand small economic units of some new type, (213
state-owned small enterprises, 2126 small cooperations, 11200 GMK-s)* and about
36 thousand traditional ones (artisans, private small retail shops and restaurants)
were established between 1982 and 1986. Thus the 82-83 thousand small-scale or-
ganizations which had existed before (i.e. rented units, artisans and retail trade)
had their number increased by 51 thousand. Almost 500 civil-law assoclations, a
further 500 organizations operating partly in private retail trade, and finally 900
independently specialized cooperative groups were established.®

From this brief assessment, and from the relative proportions behind the
increase of the new and the old forms (one-third to two thirds respectively), a
single conclusions can immediately be drawn: the new forms of organization have
been less attractive than the old ones; the conspicuous data showing growth in the
number of new ones were in fact pushed up by the VGMK-s and specialized groups
(while the old ones often grew primarily by trading activities).

As a whole, in 1988 (apart from agriculture), altogether approximately 144
thousand small organizations were operating: the above-mentioned included 15
thousand new-type units and, within the sphere of the traditional small organiza-
tions, 83 thousand artisans, 35 thousand self-employed retail traders, and 11.600
rented shops and catering units.®

This means that—hypothetically and according to the statistical average—Iin
the non-agricultural sectors of Hungarian national economy the approximately 5000
traditional organizations of the socialist sector are currently surrounded by about
144 thousand small economic units. In other words, on average there are nearly 30
various types of small*organizations for every big one.

Although the presence of 144 thousand small units is significant, in the or-
ganization structure of the economy it is invariably the large enterprises—what is
more, 1n certain sectors enterprises very large even by international comparison—

——— i = —— = =

*GMK (business work partnership) is an independent association comprising a limited num-

ber of full-time working individuals partaking in economic activities (production or services).
(Ed.note)

> As can be seen, the summary does not include the VGMK-s, and those specialized cooperative
groups which are similar to the VGMK-s. Today the opinion is already rather widespread that
these cannot be considered as “economic units”. From the approximately 19 thousand VGMK-s,
a maximum of a few dozens and perhaps one-third of the 2300 specialized groups can offer some
product or service of their own, in addition to supplementary labour for their companies.

® Although it would very likely support my arguments, here I do not include the conventional
forms of agricultural small-scale production, i.e. the household plots and auxiliary farms which
closely cooperate with the large-scale orgamizations, nor the sideline production units of the coop-
erative farms and the small-scale joint ventures of agricultural large enterprises (mainly for food
processing); this is because, later on, it would necessitate several digressions.
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which are dominant. If we are unaware of their presence, a very important reason

for this is that their economic activities and the sphere of their market relations—if

only because of their size—are 1n fact very small.

Unutilized opportunities

Let us first look at the small enterprise sizes according to the.number of
employees. Legal provisions have, from the outset, defined the manning le_‘ve] of
the new and the old organizations of the various forms, of those w'f)rl\jmg In the
state-owned, the cooperative, and the private sectors. However, the limits permit-
ted are much broader than the numbers actually employed.” The manpower of the
state-owned small enterprises is not limited. The average 1n 1985 was 128 employ-
ees. The small cooperatives are permitted to employ 15 to 100 persons (though in
certain cases the top limit can be exceeded)—on average they have been working
with 45 employees. There is, however, no limit to the number of people who can
be employed in the civil-law associations and the specialized groups which can be
established by the cooperatives. The average in the former was 4 and in the latter
37 persons. The GMK is allowed to have 30 members (40 persons together with
the employees) and may also employ family members. The actual average number
s at present seven persons. From the traditional organizations, in the workshop of
an artisan 13 persons may work—this figure includes family members, apprentices.
employees and the master; the actual average is about 2 persons. In retail trade
as well as in the rented public catering units and those working on the basis of a
contract, 13 persons are allowed to work. The average in the former is 1.6 and in
the latter 3.5 persons, and in the small shops instead of the permissible 5 only 1.8
persons are working.

For some years now the average sizes have almost invariably reached—with
the exception of the small enterprises and small cooperatives—a maximum of seven
persons. Even a part of this figure is a “sham” | registered merely for tax reasons.
On the other hand, of course, many are working who need not be registered,—

occasional day-workers and helpers. There are also some non-registered employees
who are illegally employed.

[t 1s worth complementing the average numbers with a few data. More than
half the small cooperatives (54 percent) consist of a maximum of 30 members. More
than 90 percent of the artisans and more than 70 percent of the retailers work alone

or with only one family member. Merely the average size of the state-owned small

enterprises is representative of the small-scale plants. However, the activities pur-
sued by the small enterprises—repairs of radios, TV

sets, or domestic appliances
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in the households, certain operations of car repairs, hairdressing etc.—do not nec-
essarily require plants working with 50-300 persons. In any of the forms where
the number of people who can be employed has been limited by law, the frameworks

allowed were actually filled up 1n only a very few cases.
We can now draw the second conclusion: the small organizations—especially

those belonging to the private sector—are not only very small, but for the moment
they not even show any intention to grow and to fill up the permissible limits of
employees. Also, apart from VGMK-s and specialized groups, only about half of
those working with them have been relying on them as the basis of their subsistance.
This 1s a situation which has remained unchanged for years. The other half of them
use these organizations in order to gain extra earnings by exercising their working
abilities and professional knowledge in their free time. In 1987 23 percent of the
GMK-s’ members, 43 percent of the civil law associations’ members and 54 percent
of the artisans were working full time.

Beyond the manpower, even the capital of the small enterprises—of both the
new and the traditional types—is invariably small and the majority of them are not
thinking of increasing it,—at least not for the time being.® As is well-known. shops
with up-to-date equipment are also rather rare among the artisans; the majority
of them are satisfied to get by with the minimum tools and equipment needed to

pursue their craft.
Capital investment is, of course, not an end in itself. It is the benefit of work

pursued with better facilities and more effectively, and the economizing on time, on
material and on efforts that justify investment. There are some activities for which
capital 1s not even needed—the capacity to work, and professional knowledge, 1.e.
expertise, are enough.

A large number of other activities also need minimum capital: the mechanic
coming to repair the radio, the TV set, or the washing machine, usually arrives
with a bag of tools (and parts) which is enough for almost any of his operations.
The house painter, the shoemaker and several other craftsmen can also rest satisfied
with a small capital investment—often they do not need to invest into the means of

production any more than the sum necessary to buy a car. (Though to set up a self-
sufficient workshop for such activities would in fact cost a lot more.) Finally, there

are crafts and activities where the job needs a well-equipped workshop, with a large
variety of—often expensive—machines and instruments: such are some engineering
products and services, and/or certain branches of motor car repairing.

It has been a typical feature that, over the years, new organizations have been
established for activities where capital can be neglected: working capacity, special

®The finding of Gdlik et al. [3] is that, at the end of 1987, the capital of small organizations
working in some form of association was altogether 34 thousand million F't; although its amount
has been increasing, the per capita volume has decreased. The invested capital in the new forms
was only 2 percent of the national value of capital.
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knowledge and perhaps a few tools are sufficient. (A quarter of the GMK-s purgye

some form of industrial activity, another quarter are i'nvolved. In construction work,
and half of them are engaged 1n intellectual or matfarlal services; 1t 1s usual for the
civil-law associations to carry out intellectual seltxfl_c?s. There are also many new
small cooperatives which perform intellectual activities, and therefore they do pet

need to invest capital.) | _ 250
The fact that the small organizations have, In the majority of cases, ap

operational staff of 2-7 persons and are not willipg to grow, leads to the third
conclusion—that, contrary to the promise inherent in their name, they are not par-
ticularly enterprising. This conclusion is backed up by th_elr !ow or even zero-level
of capital supply. Most of them are simply family organizations which try to sel]
their labour and professional capacity in their free time, or attempt to pursue some

small-scale production.

The three pure types of small organizations

The selling of extra working capacity (labour power), small-scale production,
and enterprise mean three types of socio-economic objectives and these are essen-

tially different from one another; their participation in the economy is based on
different interests and values.

Therefore, I will try to present their typical characteristics and their pure
types on the basis of a few criteria—at least as they can be understood under the
now prevailing conditions of the Hungarian economy.” When describing the three
types I shall first give a brief summary of the typical characteristics, using the same
system of logic and theory in each case.

For the purpose of comparison!® I have summed up the characteristics of
those (in Hungary very well known) individuals who, in addition to their full-time
Job, pursue extra work to earn extra income. Selling working capacity (labour
power), physical strength, professional knowledge, special skills, in legal or illegal
(non-taxed) form at the expense of leisure time is a worldwide phenomenon.

— = o

9 p» ” " ,

?‘he pure” or ideal type—as interpreted by Max Weber—is a description given for the sake of
n;,lakmg t'fungs comparable. It strives to emphasize purely the essential particularities and neglects
the multiple phenomena of reality which may often shade the essential characteristics or which

may even be contradictory to one another. “The more clear-cut and unambiguous the ideal types,
1.e. the more abstracted they are from the real world, the be

heuristic methods.” [4].
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The typical characteristics of selling extra working capacitly

1. Objective: to obtain additional income; to follow the consumption level of the
guiding social stratum.

2. FEconomic function: to meet the demand in the area of the given activities
based on the working capacity (labour power) of the members. The organiza-
tion is able to respond to changes in the demand (market) only in a narrow
scope of movements, within a sphere and by ways determined by the working
capacity of the members. Offers made by the organization can also only be
extended up to the limits of the members’ working capacity.

3. No capital investments are made. They are not even required by the activi-
ties and they would also be contrary to the interests of the members—these
interests being linked to short-term extra earnings.

4.  Profit is the result of selling personal working capacity (labour power).
5. Income is consumed by the members; it appears in the market as a consumer
demand.

In Hungary it was the lasting shortage of labour and the shortage of com-
modities and services—along with the regulation of enterprise incomes—that long
ago contributed to the creation of legal frameworks for many kinds of auxiliary
jobs. These frameworks have been widely extended by the various forms of small
organizations.

All the new forms of organization are suitable for earning extra income (ex-
cept for the state-owned small enterprise which only employs full-time workers).
The members may belong to any of the several strata of society. One can find
among them the unskilled worker who sells his physical strength, the office clerk
who sells his or her (persumed or real) ability to organize (e.g. rented accom-
modation agencies), the university reader or lecturer who sells his knowledge, or
the top company leader who utilizes his special knowledge or perhaps his business
relationships.!!

The organization is based on skills which have already been obtained and/or
the knowledge of the members—while the connections they have with their state-
-owned or cooperative place of employment also play a significant part. Those who
establish such an organization do not intend it to be a long-term viable business,
but merely an instrument for the moment which gives them a new framework for
their old objective—namely, to complement their personal income. Their activity 1s
a combination of what they have pursued earlier—either legally or 1llegally; 1n other
words, they carry out repair work or assembly, teach languages, make programmes

11 According to an assessment, 3 percent of top company leaders and 11 percent of the chief
executives participate in some form of small-scale enterprise [6].
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