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Almost a decade has gone since the beginning of the transformation of the
political system in Hungary and a bit more since the launch of an evolution
process towards a modern market economy. Changes of such scale had not
occurred in the history of the Hungarian economy since the introduction of
command economy after World War I1.

Making many efforts and sacrifices, observing Empressi\'e Macroeco-
nomic changes, probably it is time to ask a few questions like:

e did the transition help the modernisation, f01 example: are the priva-
tized and the newly established enterpmea able to compete success-
fully in the local, regional and the world market? Are they capable of
surviving, developing, expanding in the long run?

o how stable. competitive, self-sufficient is the new market economy?

e are the changes irreversible, is there any chance of turning back to the
previous period in certain fields (like the role of the government in the
economy)?

To answer to these questions we cannot only rely on the general mac-
roeconomical indicators. We have to try to show the inside movements, and
focus on some mainly qualitative characteristics, such as the ability and will-
ingness to save, invest, grow, survive, the improvement of competitiveness
of products, enterprises, sectors, etc.
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We will focus on only two consequences of transition: the capitalisation
of the country and the changing role of the government in the economy
- connected with the trend of government indebtedness and government
deficit.

Tryving to analyse the results or failures of the transition period we
have to decide how to express the results. what can be used as a standard
or measure, Theoretically there are many possibilities, like

e compare the situation with the previous one

o compare the figures to the requirements of the Furopean Union

e compare the Hungarian achievements with those of other Central Eu-
ropean countries

None of these methods seems to be perfectly adequate. During the
last decade changes were so quick and comprehensive. that it 1\
detect radical hanw~ in

whether

almost every field. but it s hard to de

those »sufficient and svichron

speed and a:r;z;{:t,s 1o x,).wz.m

evaliation.

, e The proportion of sta
hm of the Furopean Unlon average.

At the beginning of 1997 70 percent of the plomo\ worked in the

businesses sector, meaning partly or totally privati (d rms 31

At the beginning of 1997 1 115 809 enterprises were registered in Hun-

gary (3. The number of businesses has grown quickly, it is now r@lanwh'
high. compared to Western Europe. The average number of enterprises per
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thousand person in the EI coun ‘hile the corresponding number

ry is 70 in 1997 [3L.
structure of the business sector — considering the size of CINCIle\ER

~ 18 not proportionate. There are manyv small, specially so called micro

businesses (businesses having less than 10 persons emploved are called micro
enterpr There are few medium size firms in Hun reary. The lack of
medium i id a problem - speciallv in the long run -

Id be the pivots of development. These
re ab"io to invest. absorb easily new

Wi 11 > g

O\a'nod enter pr ises had to be shut down as well.
reasons for bankrupteies in the small bhusiness
competition. the existence of the black
711 and regulations, lack of DmI'Gprenem'ial and
iigh interest rates, limited information about the mar-

rov mg dm’rm:\;‘n;icz market. Besides the € '1 problems there are
i hopefully iransitory —~ causes for stagnation and regression

self’ Exww')¥o\xzz@1n these are
i .. the purpose of these 15 ¢ voiding unemplovment.
who lost their jobs, used the severance pay or redundancy pay-
ment as capital to start with, without any ideas about business plans. Some
of the new owners were close to the pension age, they were not able to re-
educate themselves and started the business mostly in retail trade. In the
age of mushrooming shopping centers and malls their future is not bright.
Thev were the first victims of (‘ompmi‘li(w

Some of the businesses exist only due to tax considerations, or income

many small f

==y

supplement without real business activitv. There is big difference berween
registered and active firms in Hungary + (see Table Iy.
Many businesess do not want to grow and develop. thev change the

forms of enterprises according to the ch anging regulations.

With regard to the form of businesses the number of corporations is
still limited, although their number has grown lately.

The siructure of the business sector according to the number of em-
plovees is presented in Table 1. There can be observed the difference be-
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Table 1.
rated enterprises [3]

Number of registered and active business organizations and unincorpo-

Staff categorles Registered Active corporations

corporations and and unicorporated

unicorporated enterprises
enterprises
1997 1997
January March January March

With more than 300 1.249 1.197 1.247 1.196
persons employed ‘
51-300 persons 5.579 5.545 5.335 5.508
employed
21-50 persons 9.467 9.570 7.370 7.470
employed
11-2( persons 17.046 17.849 9.820 10.231
employed
Less than 11 persons | 1.081.968 | 1.028.352 | 766.658 731.026
employed
Total 1.115.309 | 1.062.513 | 790.430 | 755.431

Source: Central Statisti
tics. 1997/3. p.38.

ical Bureau. Monthly Bulletin of Statis-

._.

tween registered and acri‘;e firms as s considered operating

which ha»g submitted their tax returns in Vhe base period or in the course
of the previous vear, have been founded in the t period. Enterprises

terminaied
ve reasons out of
, under liguidation
ing economic activities, have not
primarily for enterprise purposes, have

are considered registered but non-operating which have been
but which have been in the recor rds due to adn
non-compliance with the reporting
procedure for years, have not been i
vet started, have been founded not
been in O}')EIaUOD only occasionally.

ha

The structure of Hungarian enterprises -
similar to the EU average at first swht.

according to their size - is

In the EU countries the p*oporuon of micro enterprises is $2.4 percent,
the proportion of small enterprises is 6.4 and the proportion of medium size
enterprises is 1 percent. The corresponding Hungarian figures are at the end
of 1996: 96.4, 2.6. and 0.7 percent [2].

There are some differences between the structure of the EU region and
Hungary if we take into consideration that, for example according to the
official definition in Hungary, a small enterprise has 11-50 employees and
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the yearly net sales turnover is maximum 500 million HUF, while in the EU
region the corresponding sales figure is 5 million ECU.

The number of registered enterprises has grown sixfold between 1990
and 1996 in Hungary.

The greatest number was established between 1990 and 1992. The rate
increase has stopped from the middle of 1995, and from the beginning of
996 the number of micro organisations decreased.

In our oplmon there are SUH more business organisations in Hungary
than would be necessary taking into consideration the size of the domestic
and foreign market. Although the structure of enterprises according to their
size in Lhmcrar\ is similar 1o the structure of the EU. the average capital
v turnover is much smaller in every group in Hungary -
bili invest and 1e‘. elop‘

th

] ’*U;mo
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No doubt, tha he priv ignificant private
sector has dev copeu in Hungary. The 36031 infrastructure of the market
economy has evolved, a network of em@rpuw: has emerged. With regards to
the alt i
+ 1

form of businesses. the number of corporations is still limited, although
their number has grown latelv. The next question is how stable the new
business sector generally and in parts is.
This question is closelv connected with the competitivenessof the prod-
ucts, services, organizations and industries of the sector in the domestic and
in the world market.

1.2, Changes in Factors Connecied with Competitiveness

There are manv ways to express and measure the competitiveness of prod-
ncts and enterprises.

Without striving for perfection we can approach it in many ways. like:
the relative price, quality, market position and share, the conditions of sale
of products. the research and development activity of firms, their goodwill
and financial position. the share of new and qualified products, activities,
organization (for example the conformity to the ISO 14001, the 1SO 9000
standards. having ECO labels, etc.), ability to absorb capital and new tech-
nologies, ability and willingness to expand. to develop in case of firms. We
have to take into consideration the expectations of business units as well,
their motivations, flexibility, the efficiency of management.

Of course we cannot deal with all the possible components of the com-
petitiveness of the Hungarian business sector, we will concentrate on some
aspects only, like the changes in the scale of enterprises (the most important
results were already interpreted), and the investment activity of firms.

We can observe that the investment activity of the business sector has
started to increase lately after a long period of stagnation and recession.



Table 2. Savings and capital accumulation ratios {at current prices, as percentage

of GDP) [6]

| 1963 1 1994 | Estimated actual
fact | fact | 1995 1596

Gross savings 106 144 205 23.2
- households™ 8.2 9.9 1 106 12.7
- general government | —0.2 | —=3.2 | =25 -1.0
- corporate sector 2.6 T 124 15
Capital accumulation | 20.0 | 22.2 | 240 25.0
{investment and
accumulation of
inventories)
- households 4.9 5.0
— general government 3.2 1 2.8
- corporate sector 15.9 i 17.2

“Household savings inclu

c

The increased investment activity of the business sector is due to in—

creased savings. the changes in economic po "cy of the goy
other facts, like the increased activity of foreign im’esto
Lately the income redistributing role and the deficit of the
government reduced, consequently the current account improved.
lhe role of me hn\nm:s sector in the economy increased.

‘ernment and ma
s
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added by 1 ts share in GDP grew as the role
in t ite of the overall impro\'emem -

fiation among companies contin
veloped dv 1dmlcal‘“ wnte t}_os— al

ion OL econoImic

are uncertain, not
nand of EU and the

The prospects of demand in the world econon
mentioning the events in the Far East. Lately the de
OECD countries expanded at a declining rate.

The further development of investments made by the business sector
depends on the rate of economic growth. the expectations of the domes-
tic and foreign business sector, the role of the Hungarian government, the
financing possibilities and cn many other events.
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Observing the actual trends, we can sta
hold savings offset the expansion in the borro
terprise sector. 8951de there is a substantial cut )acl\ in Lha investment
expenditure of general government and together with the growth in cor-
porate inveniory., the weight of the eunverprise sector increased within the
accumu}atm exp eﬁuufe of the ational 3 mple in 1986

i : 1 capital accu-

profit and marl

international money and capital markets.

Both financial and r<>al processes observed in the business sector during
; .

the las
how lasti

rear indicate a start of recovery In the economy. The question is
ng this process v ‘«:11

We can expect during the coming year that the selection of enterpris
will continue. The rcmp orary Ilpm'velnem of the performance of small
businesses was due to their increase in number in the last vears. |

X
1

the number of small (_spec::a v micro) enterprises has dropped, so did their
achievements.

Probably the number of enterprises will decrease further for the fol»
Jowing reasons: more firms will go bankrupt than will be established, t
officially required minimal capital for starting a business grows. the capi tal
necessary for holding on in the competition is bigger than the average cap-
ital supply of Hungarian firms, so the number of take-overs, mergers and
acquisitions will increase.

The latest figures confirm the forecast. In the first half of 1997 the
number of active enterprises has decreased. The biggest reduction was ob-
served amongst the micro organizations.

The reasons for reduction were the increased tax and social security
burdens, the slack domestic demand and the lack of competitiveness. The
slight increase of medium size enterprises can be a good sign meaning that
the sector is able to invest and expand. The number of corporations has
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increased as well, indicating the growing importance of firms well provided
with capital and the increasing significance of foreign capital (foreign in-
vestors prefer corporation form).

There were some further rearrangements inside the business sector:
21 percent of the self~emploving micro enterprises became micro enterprises
with employees, 5 percent of the micro businesses became small enterprise.
and only 1 percent of the small enterprises became medium size business [3].
We have w remember looking at these figures that in Hungary the number
of emploved people is bigger as a matter of fact. because there s 2 s ignificant
black labor mdlku as well, and quite a big number of the employees are also
entrepreneurs.

The role of foreign capital in the investment activity is big, the pro-

portion Gf foreign investment was 75 percent in 1996, in the first half of
1997 it v about 60 pelcent ’j T‘he proportion of foreign proprietorship
own thr he business sector bet“‘een '1990 and 1997‘ About
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pre’vious decade.

A new characteristic feature of the international capital flow is that
nowadays it is not the privilege of multinational companies. medium size
local firms are getting involved in the procedure with or without the multi-
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2. Changes in the Participation of the General Government in

The weight of the government in the Hungarian economy has slowly de-
creased during the transition. After a temporary increase during 1991 and
1995 the government internal and external deficit has started to decline (the
peak was in 199).

Previously the relative importance of the government budget in the
Hungarian economy was the biggest one in Eastern and Central Europe.
Revenues in 1994 were 53.1 percent of GDP, the expenditures share was
59.5 percent. The corresponding figures in Central and Eastern Europe in
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average were 44 percent and 49 percent, in the OECD countries the averages
were 37.5 percent and 43.1 percent [9].

The changing role of the government is connected by many ways with
the transition.

By using the proceeds of privatization for debt amortization, the level
of the country’s gross debt moved towards to the convergence with EU
criteria. The reform procedures of public finances continued during 1996
and resulted in systematic changes which may render hopefully the new
fiscal course sustainable in the long run.

The capital market operations of the central bank over the past vears
were substantially influenced by the fact that. as a result of the successful
privatization effort, international reserves reached USD 10-12 billion.

Increasingly positive results in stabilizing the economy, and growing
confidence of the participants of the 1memauonal money and capital market
improved Hungary’s mxmnatxonal financing rating.
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The con ; economy en-
hanced. uﬂatlonar\' expectations declined. long-term capital inflow sur-
passed the current account deficit. 1995 and 1996 foreign direct invest-
ment not only financed but remarkably exceeded the deficit in the current
account. Takmg into consideration that the USD 1.7 billion current account
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deficit in 1996 could be financed with the almost 2 biilion foreign direct in-
Vestment, L‘here was no need to raise additional funds.

The outstanding amount of privatisation revenue added to the reserves,
that reached C?D 12 billion in 1996 [2] enabled prepaymerts reducing gross
debt. In 1995-96 the amount of prepayments were USD 2.6 billion. conse-
QLemlv Hungary's gross foreign debt calculated net of intercompany loans
declined from its 1994 peak value by USD 4.5 b'l’nion to USD 26.3 billion.
The net external debt which 1nclude>, intercompany loans went down from
USD 18.3 billion to USD 12.9 billion in 1906

proportion of the public sector in net {oreign
v loans declined from 69 percent in 1995 to

the propo

eed 3 5] EICGHT.

mo ncude,; )
3l epresented the 6.5 percent of GDP in
in 1996. In 1994 the deficit was equal to the

1992 1993 1995 1938
Conso 5.4 837 86.1 751
gover

There are significant lags in the Hungarian economy considering the
other respects oft e Maastricht criteria, like: the required rate of inflation,
the average interest rate of long-term loans, and the stability of the exchange
rates. There is no hope that these criteria will be satisfied in the near future.

Regarding the mentioned two criteria that seems to be successfully
completed, we have to study whether is it any danger of keeping the recent
position, and what are the possible further developments.

Concerning the government deficit, the privatization is almost finished,
no more revenue can be expected. If the present rate of growth will not be
temporary. hopefully less transfer payment and government support will be
needed. The repayment and interest obligations of government securities
might relatively decrease due to the more fa\ourable money and capital
market conditions.
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The riskiest factor is the structure of government budget and the pos-
sible obligations takern by the future goveriment. The social and political
pressure is strong, the comprehensive budget reform is still not completed.
The tax rates are | gl but the discipline of payvments is lax. The significance
of the black economy is considerable {it produces about 20-25 percent of the
GDPj. and probably w 111 stay around at the same level in the near future.

The general government indebtedness ho:)anH} can be managed in the
for eaeeable future. The conditions of internal financing can be improving, if
the propensity to save and invest of the households and the business sector
will grow. These depend on the rate of growth.

Although the increase in the volume of the world U‘ade slowed down
with respect to both goods and services lately, if the international competi-
tiveness of E‘iunganw firms will improve, the performance of the economy’s
foreign trade might improve. There are certain pron ising signs in this field.
For example the structure of exports and imports cha i I

r
1

nged fd'\'OULc slyv in the

<




