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Since 1980 most of the Hungarian Comoame\ were confronted by the ne-
ructuring, deriving from both domestic and external consid-
erations. "ome\uran\ because after the first democratic electlon the gov-
ernment has declared to introduce a Western-type market economy. :
ternally, because enterprises confronted liberalized international trade with
West from 1991, when the trade and payment system of former socialist
countries collapsed. After multidimensional crisis Hungarian companies are
on the way of recovering. In 1997 the cutput increased more than 9 per
cent. the exports were 20 per cent higher than a vear before. The dvnamic
development is based on the export performance The overall figures of in-
dustry are favourable, but the output and export growth rates indicate wide
variations by industrial branches and by ov 'nerahlp structure.

Some subsectors of manufacturing indicate high performance figures.
The output and export productions increased especially in the paper, pub-
lishing and machinery subsectors ( Table 7). More than 70 per cent increase
in the machinery and equipment’s export is impressive. The other fields of
the industrial production have not reached the same development. The re-
covery of construction, transportation sectors and agriculture is postponed.




Table 1. Qutiput and export by industrial subsectors

Sector Output % | Export % Foreign ownership
1997/96 1997/96 in subscribed capital

{Jan-Sept.) | (Jan-Sept] (1995)

Food. beverages, 83.1 103.1 78.6

tobacco products

Textiles 101.3 101.6 83.8

Wood. paper, printing 112.3 130.7 84.4 :

products, publishing i

Chemical industry 105.0 106.7 52.6 |

Metallurgy, metal 105.4 112.8 70.3

products

Machinery, 154.0 177.7 80.1

equipment’s

Seurce: Calculated from Yearbooks of Ceniral Statistical Office, 1997, 1006

V.”’n'w is the reason. why some companies could des
others? Amon g s several reasons, the most unponam is th
restructuring. The former state owned companies requirec
rom oid to new activities and change of owrnership structure.

The locomotive sectors of the Hun?ariau economy undertake a great
deal of restructuring. The data of ownership {[{zule 7y reflect a radical own-

ership change, comparing the dominance of the state ownership GI a dera le
before. In the successful sectors the proportion of { oz
80 per cent, measur ‘mg by the subscribed capital { s

about 45°¢ ). The foreign ownership could
ing o”«:orn a 1ie.< ‘\viThL a <hor’ reriod‘

3 Re<u‘uf:wz
expenditures. The capit '

important. but the les ies have to lux it nore of
processes of joint venture<

More knowledge and experience is required on the field of:

¢ product management
e sales management
s financial management
Of course the technical development plays the most important role. as

the sector of machinery production proved. However, the outdated technol-
ogy is not the only factor of low efficiency. The improper use of machinery,
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the unefficient organization of working processes contribute to slow down the
transition of companies. Demanding mudl care about working processes is
the first step in transition. anptmo higher management standards, like ly
is the second step to improve pzodmtn&t}'. to produce higher value added
production.

In the next part [ analyse which companies need to speed u
ing and the financial management is the special aspect for 'Iurt[

2.1. Dynamic Group

> group plav the role of tractive force,
3 o is no appropriate method for separate
companies azncmg three categories. but the o‘-"nor\'hip helps in manyv cases.
Which companies are regarded as dynamic ones

. with Hung

From the beginning of the political and econemic transformation o
the country, the large multinational firms are present and their activity has
a great impact on the economy. Geographical position of Hungary offers
them bridge to VWest and FEast. the size of Hungarian market and wage
consideration has less effect on their investment.

The increasing gross proﬁi margins figures (sales/earnings before tax)
indicate the dvnamism of the affiliate companies ( Table 2).

Most of the joint venture companies were established by Hungarians,
lived long abroad or the former working connections continued as joint ven-
tures. In the top list of Hungarian firms (TOP 200) more than half are
owned by foreigners and around 50 per cent of GDP is produced by the
firms with foreign participation.

A few Hungarian owned companies can be characterised as dynamic.
During the first phase of privatization some talented managers could ac-
cumulate large capital and they could manage and develop their firms in




Table 2. Gross profit margin of some manufacturing companies (%)
Company Sales / EBT. 1996 | Sales / EBT. 1995
Opel Hungary 18.2 14.3
GE Tungsram 34.2 | 241
Suzuki Hungary 15 (0.9
Audi Hungarian 8.1 101
IR3 Video {Phillips] 0.7 (6.9
EBT: Earnings before tax
Source: Calculated from data Figyeld 1997, July 24.
the difficult periods of transition. These managers - owners are not only

Lalented. but ha\»‘e a go od bu\lnew experience on business as well, some of

&

2.1.3. Continuous Adjusiment

When the outside or inside conditions, environment change they make ad-
justment for the new conditions. They do not wait for the next opportunity.
Hungarian owned medium size companies are often waiting for a stable pe-
uodi they have to learn how to plan and work in the changing world.



Many medium size (and some large) companies struggle and fight for sur-
vival. Thev are mainly privatized firms and during the privatization their
shares were bought by former managers, workers or were sold in the auction
to the Hungarian private investors. The investors had enough capital for
buving the undervalued shares, but have no capital to invest more into the
company. Financing current assets, changing machinery, hiring the skilled
workers all need capi tal. These companies u~e1 net profit (retained earn-
Iuo\; Ior ')d\”lo Dack loans. inherited from the former state firms. They
v have no profit 1o finance restructuring and
il thev do not pay back the former bank loans.
oup \‘od\ in the threatened dlmam T’he de-

the (ompameﬁ
roduction and

in entirely new

. adapti: g

There is no sufficient ¢ hie statistical data about economic activit‘v

of the medium size firms, however, more and more news is about financia
difficulties of these companies. In the next few vears many of them mlA

be acquired by large maultinational firms. They can continue their activ-
it if thev renew all the processes of production. The possible market for
these companies mainly is the domestic market and subcontracted market,
providing spare parts for large firms.

2.3, Newly Established Companies

Number of new companies increased quickly in the early 90ies, by now their
number stabilized. Most of the newly established companies are small, as
far as sales or number of emplovees. In many cases the new firms are not
real business enterprises. These are workplaces, utilise their own manpower.
These firms have poor capital, business experiences. They provide services
in the local area. A very few of them can develop into medium size firms,
their growth potential is too small.

To improve their performance it is also important to adapt the Western
standards of managing the firm.

Companies of passive and new groups need to adapt and renew the

production management. Further on I analyse the financial position and
financial management of these groups’ firms.
o o




3. Development of Financial Management

In the 1990°s the financial management is different even in the Western
countries than it was a decade before. Many new issues have appeared,
such as pouloho management, warrants. costs of C&Lpital Managers and
owners of Hungarian small and medium sized companies { {passive and new
companies) are on the way of learning or adapﬁnff the modern financial
methods. These companies have not enough experiences how to separate
the double aspect (the investment and financial aspect) of business and
theyv are not familiar with the kev role of cash management in the business
circle. The Table 3 shows the complexity of the financial management.

Table 3. Short-term and long-term financial management activities

Inventory Borrowings

Bank + Other

Marketable Q
< CASH
Securities —
| Long-Term
ant [
P:an. Debt Financing
Equipment

ana

not Uﬂmm’] iar for the
leaders of the companies. Many new questions arise aboutl equity financ-
ing, cost of capiial, financial leverage. The small businesses. which have
no managerent experience. sometimes have difficulties in solving the basic
financial problems, they cannot separate clearly the investment and finan-
cial decisions. Among several problems I focus on some important parts of
financial decision making processes.
The next questions will be examined:

in inventories | some new elements, but

o state of cash management
o capital structure and leverage
e dividend policy
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ntrolling the use of cash are important tasks in the
n be “)rofuable according to the reported ea .rnings and
se of a la(.\ of cash. The medium sized and small

operation make an effort to keep hand cash
te owned companies treat cash management

con
these companies.

%, EBT), but has been \upp ementer bv iﬂadeq ate attitudes
fmanager& they have not applied active cash management funciion until

The ca<h ma nagemen( activity refers to a combination o
> ! t, investing excess o ce‘s‘h,

W hy ha‘ve the <‘mmpar~ie< rot realised the importance of ca
agamem” On the most important reasons I ;
bac ales, produciion costs, et -
Dz ‘wcuon or the actual posiﬁon of
L
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tc. The companies do not know

cash collecting.
‘ght on UMI dis-
t»m\emem. CONPCLIO'l and (unnot ex lou the ad\an
borrowing/lending. By now COmchHTGQ are on the way to appl\' Computer
softwares to set up a proper information systern.

Some necessary adjustment of cash managenient in the passive group:

e tight control of cash collection and disbursement, analyvze the financial
risk of cash receivable

e investing the excess cash immediately, learning the methods of short
term investments.

4.2, Cash Management in New Firms

In the small businesses the cash is in the key post, the cash keeping is
generally overvalued. The tight cash management is characterized by the
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cash collecting and disburserment processes. In the trade transactions the
cash transfer is preferred instead of tran :f er thl“oua"'h banks. Cash use in
transactions has many negative effects on macroeconomic processes, among
them:

o cash transfer, without invoices, increases the black and grey economy

e less bank transfer allows less effect of monetary policy.

The second area of financial questions of small busi
double approach of financing, the investient and financial sic
has not been separated. The small firms’ owners treat the fi:
of firm such as in the households, the cash in the cash box is
as a proﬁt [t is necessary to go beyond this approach
different forms. the assets and equity forms of capital.

The next step for the small firms would be to extend the t cash
management to the field of managing excess money and obtain gains from

I‘ <
Q1

interest rates and price of securities.

excess cash eflectively requires too much

naintaining the bus

vt
joni}
=t

ity cis 1§ ;em'we v)lu'ne in every company, ti
capital. When t el of outside Cdpltdl is too low,
exploit the tax r tion effect of debt {via CCJ,Li;‘atiiy
there is no sp - forming actively the firm’s capital
proportion of long term debt in the capital structure i f
the critical stage of financial markets. The other groups. the passive and the
new companies, keep more strict ﬁnanaal pohcv in the field ¢ f ong term fi-

t
nancing, generally they use only retained earnings for financing investments.



Table 4

ratios of some public shared companiesDecember 31, 1887 %

—— T v - R . i
Firm - Retalned earnings/ | Long term debt/ |
: . o ; b i
Earnings after tax 1 Owner’s equity |
F0IS R | 5.7 |
‘ [ 43.3 ‘
2.4
0.7
9.4
1.4
“ebruary 19, 1998
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e cash financed acquisition
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f.

ash dividend is taxed twice (ff i o corporate level, second at the
personal leveli. the medium sized and small compani-@s make several

to avoid double texation, in order the manaocz, wners withdraw th ,
in kind. The life insurance paid for managers, firm’s car for private
are not only the part of manager’s incentive package, but play im pomam
role of cost reduction, and the form of withdrawing profit hefo~' taxation.

The acquisition in the dynamic group. the tvpical characteristic of
dividend is the acquisition. The large companies acquire new factories,
shares in the form of financial investment. The late 1990s are the vears
of quick accumulation. and the scurces of the accumulation are mainly the
dividends as a form of financial acquisition.

Table | contains ratios of retained earnings to earnings after tax. The
high level of these ratios means that only 20-30 per cent of earnings after
tax is pai(l as cash dividend. The 60-30 per cent of earnings after tax is
nsed as financial scurces of investment. The managa.s/ou ners prefer low
cash dividend pavout, it is characterised not only by the large, but medium
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size companies as well. The dividend policy in the dynamic and partly in
the passive groups is influenced mainly by the firm’s investment needs and
opportunities.

The increasing effort of managers/owners in the field of financing would
contribute to the transformation of Hungarian companies.
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