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INIKUDUCTION

by
Silvana Malle

son_letimes neglected aspect of SME'
which labour can make comparativel

learn not 'only.how to improvg its skills and the quality of products, but also acquire
managerial skills. In the Italian region of Veneto labour mobility to better jobs is

extremely high, so much so that some entreprencurs have a hard time in retainj
t:vorkcrg who want to leave and create their own business. In this region 69 per centu:i‘
:nterprises have been created by SME workers and employees. This is a region wh.
*Xports are about as high as those of Greece and Portugal together Flof whase

" The ;llm?velopment of the SME sector is one of the most important structural
“hanges which occurred along the path of transformation to market in central and
astern Europe. In some countries, such as Hungary and Poland, this develo ’

:@nqd even before the large-scale transformation which was l,mdertaken ipnmfﬁl t
\ineties. The problem is now how to promote further expansion of SME and theii

fading away and competition is increasing, timely

olicies and institutions which should provide for continuity and growth are not paid

Hiicient attention.

‘I'would like 1o draw attention to
svelopment of SME in the second st
rowth, and offer a lively discussion
"SME in this volume,

‘ Firstly, the macroeconomic environment should be such as to stimulate th

oyvth of S E, lrather than delaying it. There are links between macroecono o
)_hcy glnd Instrtutional adjustments which need to be kept in mind. These have toI:luc
1manly, mtlh Interest rate and tax policy. While at the start-up of small busineso’
orking capital was found in our resources and self-financing in businesssi
aracterised by high turnover and the level of real interest rates did not much
attgr‘, al the present stage one should seriously take into account how to romote th

Ildl't?OIlS _for access of SME to bank credit, A steady decrease in interezt rate 3
jl}ctlon_ In the crowding-owr of private lending by public borrowing cannf:talfl)e
.alne'd lf monetary and fiscal policies are not geared toward concomitant fiscal
nsolidation and price stability. Interest rates cannot be brought down if budcat
ﬁc:lt_s anld public debt are not brought under contro). One must also keep in m'g?:l
it hlgh Interest rates contribute to the appreciation of the real exchange Igit hl'nh
Ikes it more Fhﬁicult for the SME to compete with foreign business s Tale e

While it is difficult to cut social expenditures at a time when sbcial Strains d

large-scale economic restructuring are still under way, the temptation to rackltl':
xal problfzms, by fngreas:'ng tax on production should be resisted More thought
nuld be given to rationalisation of expenditures and targeting of social beneﬁtsgto

some cru_cia] factors for, and obstacles to, the
age of transition, which is that of sustainable
of the necessary environment for the €xpansicn

the needy, while gearing taxation policy in such a way that production sectors and,
particularly, labour intensive SME, find resources for growth.

© “Secondly, the remaining institutional barriers to SME growth should be
removed. This policy pays more, from OECD experience, than muddling through
forms of direct assistance. A proper institutional framework for SME needs better
education and training, competition in the banking sector, functioning markets,
including land, real estate and venture capital, opening to foreign direct investment
and contract enforcement laws and institutions.

While transition countrics had comparative advantages in education, the
matching of skills with demand for labour in SME should not be faken for granted.
Vocational training should be geared to new activities, including services where it is
inadequate. Through competition in the banking sector, interest spreads can be
brought down steadily, making room for access to credit also by SME. Through
labour market mobility and collateral requirements, labour redeployment and flexible
pay-setting arrangements, SME may find the labour needed for expanding business.
By easing the real estate market, new business finds easier access to land and
premises and a better environment for expansion. A functioning real estate markef
provides easier conditions for housing and labour redeployment, collateral for credits
and room for new undertakings. :

As the financial system matures, the steady development of a market for venture
capital can provide a source of capital for entrepreneurs, and the mechanism for
investors to diversify their financial participation in this inherently risky area. While
at the beginning of transition, excessive focus was put on the need for keeping or
attracting high technology, a more sober view of what are the comparative advantages
of transition countries would suggest that the most lively sectors are often found in
subcontracting for foreign companies. These are export-driving activities in which
the presence and flexibility of SME is crucial. The nced for contract enforcement
institutions has often been overlooked. A market economy cannot work without a well
functioning judiciary, which would guarantee contract enforcement. While the
institutional framework should provide better room for entry, it should also provide
room for exit: bankruptcy laws and procedures need to be rapidly adapted to these
requirements.

A proper institutional framework also needs beffer state administration. This
includes a simple and fast registration of new business, fair provision of public goods,
disciplined tax authoritics. By enhancing state administration and civil service, the
spreading of bribes and corruption of public officials, which is often an effect of
cumbersome access to basic state services and public- goods, can be, if not halted, at
least minimised.

Business often asks for state action and intervention. In market economies there
is . room for state action. But this should be directed to a better functioning of state

administration and economic policy, rather than indulging in discriminatory policies
(such as sector-specific policies). Tax policy, for instance, can best assist long-term
planning by enterprises if the policy rationale is clear and robust, and, if emphasis is
placed on low, broadly based taxes. Simplified taxation procedures and flexible
regulations concerning depreciation are also of great help to smafl business. Another
area of concern should be social security and its cost for employers. In some
emerging market econornics, including Hungary, the level of social contributions has
remained too high (around 45-50 per cent of wage cost). This is a problem also for
many long-standing OECD members of Europe. [f a steady growth of SME is looked
for, this problem should be tackled seriously. In many cases, high rates of social



:{;;;ttg&ug;bacm:rlwute 10 the expansion of the shadow economy. While this could be
erated eco:o Iln le(,: é;::f]l'f one nught even accept that the shadow economy offered a
catoct the paonommic. buf er during the t'earlly stages of transition, one should not
o o that for e]z SME grovyth is m;peded by the shadow economy. There
oo foer arket economies for illegal medium-scale enterprises. Whe

) rm grows to medium size, it reaches a threshold b .
ecome legal. One primary way to stimulate individual and smal

1the informal sector to make this leap i
ea L . :
e area of socit soor p 15 to erode the economic incentives to hide, In

_ a number of more effective scheme

' ] _ S can

;hltflg }:(:;l;l tsilhlﬁ the bur(!en of financing from employers to workers, w?lfilge:;ézliﬁd
s v dz oﬁizﬁgﬁnsgeof voluntary insurance schemes and channelling thei%
ot e mes rather than pay-as-you go schemes. Poland has

with comparatively lower d i i
mtnal and o n i nparative \ lemographic constraints, Other
- European countries with ageing population cannot endure further

1 businesses working

eyond which it needs to .

Parti.
EMPIRICAL EVIDENCE FROM HUNGARY

THE MACROECONOMIdS OF SME DEVELOPMENT IN
HUNGARY: A SUPPLY-SIDE APPROACH

by
Lész16 Csaba”

Introduction

This study is part of a project where empirical investigation- of the taxation and
market environment of SME in Hungary is conducted. Complementary studies
include a survey of experiences in other central European countries, of competition
policy, of venture capital, the room for a special banking agency to promote SME, as
well as the retrospective view of what the market socialist heritage hase implied for
the 90s. Being aware of the availability of a comprehensive overview of organisations
and activities currently underway (Kdllay, L. et al, 1997) we take a selective and
normative view. Selective in so far as we address some issues that seem 10 be
neglected in the respectable body of available literaturefincluding the propositions of
interest Tepresentations. Normative is our approach in the sense that we attempt 10
present some of the findings, based on the international experience, that could be
relevant for the specific Hungarian environment. We shall examine some radical and
less radical propositions under the point of view of implementability and policy

- relevance. Therefore we shall address some propositions which may well not reflect

the highest available theoretical standards, but are being advanced by those shaping
legislation currently in Hungary.

A theoretical framework for SME-supportive policies

Supply-side is to denote the theoretical approach taken in the course of our
investigations. This line of thinking is not to be mixed up with its vulgarised form,
stemming from the first Reagan presidency, and advocated also in the Hungarian .
public — rather than professional economic — debates, calling for generous tax and '
social security contribution cuts as the single and immediate way to economic
recovery. As it can be formally demonstrated, tax cuts may or may not transform into
more investment; depending on a large number of variables, including the state of
financial intermediation, the expectations of agents on profitability, and the benefits
to be reaped from alternative uses of the gains, from consumption to investing it
abroad.

The supply-side approach here is meant 1o denote a concern that public policy
has the task fo help adjust the forces that bring about non-inflationary growth. Its
task is to create a transparent regulatory frame, supply various sources of
externalities, get the basics right, and last but not least, assist individuals to self-help

* Useful comments by Kamilla Lanyi are appreciated,



, and leaving the elbow-room for
knowledge, and elaborate

services, and currently earn a living from
or —lm_qst frequently ~ a combination
cople i J j i

apvﬁue ;lncir;aotmg lfeglth (rather than _]U.'SI caring about their subsistence) . is seen as

ooy o ts YWN right. It deserves pupllc support as a _form of externality. The latter

o e clety_ in the form of a wider choice of goods and services é)n the one
, an S8 crime, less éxclus, more social cohesion, broader acceptance of the

, 45 wel! as of par]iamentarisin, on the dther.

nng—established currency stability and the mle of |
belo-cconomic structure dominated by SME, still
Trangements in the EU are normally based,precis
[u:_lgarg_/ has yet to create, and not in the distant fiyt
uring its EU-accession. In this perspective it might
ther comparable areas, where bringing about th

h etc. (Romdn, 1998, p. 75.) — and thi i i
;c:rts o elaborat.e the statute of the European Enl:erprile Tnlﬁlsﬂtllllse (::S[Jltﬂ ;ndupng
: policymakers ig relatively wide. o e of options

There are three customa i
Ty ways of looking at -
proach sefs out from the fact that two-thirds the SME sector. The polifical

‘a. In the particularly sensitive 1992-95 period no less than 80 per cent of those laid

'f?ll:;rt;;zrlar[ﬁ? scf'ﬂe sector foupd re-employment in the SME (Kéhegyi, 1993
i'sh fhere gﬁ V;sgl\l:ev;vnséeeusnlct)pllrlr;arllj{z;s a large part of the electorate a’nd maicgs
4, . Tational (or irre; ibl i ni

iy . : Sponsibly radical) promises to

horitie:S :Llhgr:c:; t}?a g;un public support. The second approach is tﬁat of the ﬁsg::;

ey {fcurre t Iy —presged to Taise revenues at the time of Jiseal stringency

woial ITENt account adjustment is needed, This view sees the SME sector as a
organised cheating, and acts - in the name of wage-earners, or ofa‘iuéll

1
In 1988-93 about t.iﬂ per cent of all jobs were lost in the Hungarian economy

1mmagined social justice — as a counterbalancing torce. What entrepreneurs see as
simple harassment is seen as a duty to enforce public dues from the other side of the
counter. Finally actual or self-nominated interest-representatives of the SME sector
oftén conduct an old-fashioned "more money to me” type of simplistic lobbying,
calling for finaricial transfers or tax holidays, irrespective of vertical and horizontal
equity considerations. In many cases the subject is about who should administer
public money, preferably with little or no accountability.

In the more theoretical literature there are other, more serions ways of looking
at the issue. One favours SME as a response to the crisis of the large corporation
.manifest ever since the oil price hikes. This view sees flexibility — from the industrial
organisational point of view — as well as employment generation and market-led
structural adjustment ~ from the macroeconomic point of view — as the major benefits
in supporting the SME (Tibor, 1997, p. 19). _

Much of the innovation literature also highlights the role of smaller firms, and

" not only in the Silicon Valley context. In many sectors, diseconomies of scale emerge,

servicing specialised needs may turn more profitable than producing simply more.

Flexible working hours face a large social and economic demand.” Besides

outsourcing, subcontracting and the quest for self-employment, protests against being

integrated in a large hierarchic organisation, all contribute to the boom of this sector

(Roman, 1997, p. 48). Thus, contrary to the traditional view, SME in an advanced

economy need not be part of the backward sector. It is rather the standardised, low-
skill-intensive activities that continue to be concentrated inevitably in the large-scale

sector. In fact, the spread of personal computers have helped bridge deficiencies in

physical infrastructure and foster the tendency towards decentralisation,

It is important to bear in mind that SME - the world over — constitute o wide
diversity of activifies, from highly skilled computer specialists and tax advisers to
subsistence farmers. This also means that there is no single appropriate or optimal
way of promoting the SME sector. Various elements in the long continuum require

- quite different care, if any. Therefore attempts to solve problems by passing a SME

law or setting up a single agency — a quasi-ministry on the US SBA model ~ to
administer all related public funds® seem to be ill-fitted, since these offer a formal-
bureaucratic answer to the challenge only.

International experience (cf. e. g, Cofter, 1996, p.50) calls for distinguishing at
least two basic types of activities: those aimed at supporting survival-oriented poverty
alleviation programmes, and those helping small firms to graduate into fully-fledged
business ventures with an improved pofential to grow into normal or even medium
sized business. Whereas the first is important basically for social goals and the
success indicators are set accordingly — like empoweting low-income women to find
income and improve nutrition of children - the other requires facilitating mid-level
business, with a view of their future wage-income generating abilities.

The-first type of activity could be especially useful in Hungary as a means to
fight depression and the ongoing social deprivation especially of the gypsy minorify
in the eastern and northern areas of the country. Social policy up until now. was

* The tax authority’s withholding legally granted tax exemptions on equity grounds e.g. in
1995 was a clear sign of self-interpretation of this executive organ as a custodian of equity.

* This is the core idea of the Jospin government's employment promoting policies; more
work does not imply more of the same €.g. between 8.00 and 16.00 for everyone.

* Tt is interesting that the suggestion came recently from a high fiscal officiel (Székdcs, 1998,
P- 42) and the Budapest Chember of Trade and Industry (as reported in: Népszava, 20 Apr. 1998).



. T T sveessp Mvwiuo. Y AL LUC VETY NIZNL COSES of
commuting - as against the minimum wage levels — retraining and other active

labour market policy measures were mostly a waste, as retrained people had no hetter
access fo local employment’ possibilities.

In the second set of activities an important change could be observed in the
1990s. Hand in hand with the ongoing policy reforms the. tendency was to help small

enterprises graduate, i.e. grow out of their self-employment level, and turn them inio
mormal business ventures, while helping those parts of their activities which are
particularly vulnerable. In so doing both Asian and Latin American experience point
to the paramount importance of getting the basics right (Torecko — Kolshorn, 1996,
p.44). Without a stable currency, low public deficit and positive real rates of interest,
further a transparent regulatory frame no amount of special programmes or incentives
will be of assistance. :

Then comes the so-called meso-climate- opportupities (like that of importing),
competition (like contestability of markets, low entry barriers), resources (reliable
supply, business networks) and supporting institutions (esp. at the regional level).
This would support the call for a decentralised support scheme in Hungary, where
local municipalities should develop their co-financing facilities (Déezy, 1998) as a
major means to operationalise their pro-business statements,

The above sketched international experience is instructive on several plains,
First, while previously SME development was seen as a sectoral programme, now it
qualifies as a macro-task, Second, if previous emphasis was laid on special incentives
and support schemes, now it is on the overal/ regulatory. environment. Third, while

previously SME policy focused on cheap money and low interest cr

edit, currently the
emphasis is on crediting viable self-sustaining units, thus the focus is on the
intermediaries rather than on the recipients.

The state of art of SME in Hungary

Tables [-5 present an overview of the quantitative aspects of development in the
Hungarian enterprise sector over the last few years. It is interesting to note that
© individual véntures started to stagnate in 1995 and contracted in 1996-97. The other
major form of typical micro-enterprises, the non-incorporated firm, has also been
registering diminishing growth rates ever since 1993. Table 3 also is indicative of the
stagnation of the classical start-ups, whereas the statistical term "functioning
enterprise” refers to the fact close to a third of registered firms are dormant,

Romdn (1998, p. 73.) is even more cautious noting that about a third of
individual! ventures are only auxiliary, others perform services ~ like letting flats —
which do not usually register as entrepreneurship, furthermore act as a defence
against fiscal arbitrariness real entrepreneurs diversify their activity. Thus they have
more than one firm to hedge against unforeseen bureaucratic intervention and cover
actual costs/profits. In this respect the SME sector is less than well developed in
Hungary, although 96.7. per cent of employees are working with micro and 1.8. per
cent at small firms (cf. fable 2.)

The fragility of thé small business sector is well reflected in table 5, with the
scule share of smali firms in crediting and the contraction of net erediting to this
r. The lot of the firms seem to follow the overall macroeconemic pattern in terms

minu
sectoy

* As the study of Tdth on market relations highlight labour supply constraints on expa‘mding
business in western Hungary, the mability end the skill aspects come to the fore,

~

of geography as well (fable 4), WIlh BUQAPCSI DOOIRIE AU UIG UCTPITHIYG LUVISUU
ing the most. N _ N
mmﬁe %ragility of the SME sector is relativity easy to explain. As the pphcxeskcg
the 1990-97.period were dominated by current account concerlns,_ 1he( gomezzic mla;%)
- . - ' ¢ titative analysis (Borszéki,
contracted or stagnated. As a recent quan Borszéki, 1998)
i impli 1 rearrangement, basically
ted, this has implied a fundamenta . ‘
g:éﬁ? of middle classes. While both conspicuous consumption and sull)si;ti%rgiz
activities — together with the irregular economy — expanded, tradlt;on:ihc iddle
classes have struggled with eroding incomes up until 1997. In o.ther words, he shaj ”
constituent of final demand for the output of SME seclor was in a_verrlj(;-[ptohe i ;zai
which put a severe limit on its possibility to'expafng. rﬁs U.IS‘::N:]]: H::nd S Lae
i ies® tion of do
ost countries’, only the regenera estic may ¢
f:gg‘;:oﬁﬁls]ilng perspective from the macro-demand perspective — and it is 1.1kely to
Come-Another explanation for the fragility of the SME sector is offgred ;;1 tal:lz: If;—?n
While large firms were paying only 31.6 per cent of total ta;(es( (ag.amtst26 pp;er gentin
jovi liefs (agains
enjo 71.7 per cent of _all tax reliefs (aga ;
133% ;Irl:iyr:;riffed {I3YI5nﬁer cent of all subsidies. This is 1_nd1cat]11v7 lgrf any;h:;gtel;utlg
i nce i erous tax holidays
tax policy stance, reflecting the overger
Iriftllllttl;lationalz incz period when the initial uncertainly phase was al;e;eajr; Zﬁﬂef:ti’;
i of all investment source:
he period between 1992-95 358 per cent ; '
f:tl ;a:gz firms, 26 per cent at medium sized, 1_5 w1t_h s_mall and oni!yhl pqz ecser;te :d
icrofirms (szhegy:' 1998, p. 52.). The latter is an indirect proof of the wi ps d
n;ls::rr‘iion that ma,ny, if not most, of the microfirms are un_sophnshc%edl wayThis
zvoiding public dués, especially the crippling social security cEtTr gt;gg.me is
happens by nominating wage-earners to entrepreneurs, while the _ i |
pgfi%rm employee functions under a more favourable arrangement, without becoming
Schumpeterian than before, . N
mUChII:g;;endent ‘gssiness surveys have also supported the vahehlty of tl:sh:;dltl:lc;?i
division between profit oriented entrepreneurs arlld small b|_1151niss, e e
sources of subsistence and the major activity is running the family s opi hocordune o
Bencze (1998, p. 170) more than half of the small firms do not se; pnths oy
business plan,’ even for themselves, or if scl)(,nthe:{ e‘::ilre va}u:h témfggyu f:trmyrr:;l ! markei
tegic thinking, insufficient knowl ge o |
Ess?rozinzg? :rge scen as major weaknesses and obvious areas where ;h; slettlrpﬁ1 };p gf'
consulting centres, preferably on a cq—ﬁ?ancing ba;c, coull)(; biooac c; rﬁﬂate éven'
ourse, has nothing to do with the aspiration of some chaml ers | 3 e sty
; € ,ublic policy  competencies than some of them require ( ertelczl X)]I),B m sei
;trl:;:eacll) it recalls recently successful Latin America_n expenmf:'nls afl‘ t seME s st
up unit’S that gradually become self-financing while supporting the
i ation process. _ . . .
thei gS[iE:t(};Jiar ﬁngings were arrived at the analysis of the medium sazlt;,daiirtr;:irﬁes
often suffer from the lack of access to proper sales chzmn;;llsi as v;znwek (199weak7 "
decision-making capacities, antiquated assets, anq underfu p ngl semede O t’his
58.) sees a combination of these factors as the maillor reasl?;tl c:’gm:nts Tocaton o el
: i s
i tegory. They did manage to find the marl
2:;?1);:: ;sveglg' products, but the profit margins are too low for thgm to allow flor

. i ted in the market relations
% Even if many small firms engege in sales abroa_d, as do:;x::ininatcs s
study of Téth, 1. J. in the present volume, the butk of Hunganian expo; g |



) ) T treesnwenug LUALLRES, Here i
coilective marketing and even lemporary reliance on outwar rocessing. pegmy

might i is might justi i oo,
m ég t_rali)ﬁia sol:mon. This might Justify public investment into coﬁectii"zﬂ;irlf;ﬁc
Ng programmes as welj ag Ppartial co-financing of the related ccmsl.tltz:ulln‘g
' cy

rescheduling, tax holidays, guarantees extended in the

’

ly [h Ve i ly b
Ihlld (4 le 1 Of COIlSOhda ed pl.lh]lC dlles in HUIlga 18 next 0“1 1o Sweden. Ihls

Pprivatisation deals,

burden-sharing is unfair,

Under a weak administrative capacity, economi ‘
. _ _ ' A nomic theory (Af
bt}:rgg:;ts( :pce:;s_'lrls -cg)w :fproach, m which basically one sector is brgaxgngcflfg 111,101169;8;
ard amh(;my - - More or less the Opposite is taking place in Hungary, where the
SME oority t’hgymg, with sometimes questionable methods, to colleét from the
ooy Al ¢ revenue lost through lavish tax grants exiended to the lar
I tor” as well as the even laxer control of the social security directorates g:

major
10T Component of fiscgl outlays (and a notorious overspender). The standard

Maxim, in which poor countries s i
s, hould tax less in order to foster growth, is also nor

generated by this procedure, Savings gained by the Treasury Oﬁ?csem:r:a‘:lhg
] a - - . so

In i
Sum, as we shall demonstrate in some detail, the getting the basics right plys
al for improving both the equity

-_—— .

7
Regulation in general icy i i
conomics 2 , and tax policy in particular, should be neutral according to standard

3
To my knowledge, neither the f i
] 3 fiscal anth
onsolidated record of the costs and benefits of prcté‘:';ll?r;
;mon (the commul}lty of taxpayers) as a whaole, In theory,
resented as part of the budget to the legislation. '

nor the privatisation agency posess with g
s, granted by individyal bargains, for the
such balance should be kept up to date and

1

- e

and efficiency aspects of Hungarian regulation. By the same token it could create a
Javourable environment to SME, where transaction costs — including fees for tax-
consultants against costs of compliance with formal rules — are disproportionately
higher than in the large-scale corporate sector. Should no improvement in this macro-
frame be forthcoming, sectoral and special incentives programmes including regional
support schemes are bound to fail, as subordinate to the overall macroeconomic
environment. An obvious example for this is that of Ukraine (Kaufinann, 1997),
where no amount of special incentives could make up for the inadequate macro
framework in generating growth. ‘

Hungary has done pioncering work in introducing a market-based taxation
system back in 1987. These reforms have implied a qualitative improvement in so far
as rules of the game tended to be fixed at the level of a law, not — as previously — in
various ordets, circulars and other obscure official documents. In theory these rules
should have been fixed for at least a year — a maxim which has still a long way to go.
Last but not least, having refocussed revenue raising from corporate taxes to final
consumption Hungary — unlike many other transition economies - did not suffer the
fallout of revenues that plague the early transition phase,

In analysing the Hungarian tax arrangements it is worth delineating the system
on the one hand, from the degrees and magnitudes, built into its operation on the
other. Whereas the system per se was quite akin to those in the EU countries in terms
of its philosophy and techniques alike, early analyses (Koltay, 1993) have already
highlighted a basic compromising element: i.e. that quantitative coefficients in the
system were calibrated so as to avoid offsetting major ~ inherited — income
distributional patterns of the day. ‘

It is worth noting that other external analyses (Jarvis — Pudney, 1996) also
highlighted the very strong redistributional elements in the Hungarian taxation
system, basically to the detriment of families with small children, and to the favour of
the numerous — and politically very active — stratum of pensioners. Also lack of
targeting figures among the overall characteristics of the Hungarian taxation system.
Meanwhile the strong presence of special interests, like the Ft 4m tax-free intakes
granted for small-scale farmers (in an environment, where someone receiving 12
months of minimum wage, or ever unemployment benefit is liable to personal income
tax), or the above discussed lavish tax holidays granted to foreign direct investors, are
clear points in case. In sum, the calibration of the Hungarian tax system takes little
account of considerations of wealth and growth creation, whereas the redistributive
elements are overwhelming. . ‘

On the favourable side, quantitative analyses (Toth — Abrahdm, 1996)
emphasise two strong points in the Hungarian tax system. One is its relative strength
in generating governmental revenue, even in periods of recession or stagnation’ This
point has been reinforced in the years 1996 and 1997 and preliminary data for 1998,
when Ft 50-80bn unplanned deficits of the social security directorates could be easily
made up by the unplanned additional tax revenues, stemming from acceleration of
economic activities, combined with improved collection discipline.

Another favourable element of the tax system, demonstrated in detail by the
above analyses, is its ensuring vertical equity. Accordingly, if indirect taxes are taken
into account, no less than 37 per cent of the total tax burden is born by the upper 10
per cent of the population. The fact that a fair degree of PIT is dodged is more than
overcompensated by the use of various indirect taxes, as VAT, luxury tax and
customs duties. If anybody buys a Porsche for Ft 51m today, about 35m of it is
indirect taxcs; in the price of gasoline the tax content is 70 per cent.
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and policymakers, Hungarian tax legislation already does perform the function of
ensuring fair burden-sharing, and the administration should not be entrusted with
additional disciplinary and educationary exercises. The latter point is particularly
valid for SME sector, where complexity of the regulation, and also arbitrary
implementation, figure high among the currently deterring elements. The tendency of
the tax administration, patticularly following the severing of the cost-accounting rules
in 1996-98, Ait particularly that half of the SME where involuntary entreprencyrship
and enforced self-employment dominate. In a number of those "venturcs" costs of
living and costs of running the business do overiap. Attempts by the tax legislator to
draw a line between the two looks artificial and cost-inefficient.

The decline in the number of individual entrepreneurships as well as the over

30 per cent dormant firms (cf. table 1) is a clear indication of many self~employed
being pushed out from this sector — most probably to various forms of social transfer
schemes and the irregular economy. This is certainly a more costly and socially more
disintegrating phenomenon than the previous practices -of having included private
phone bills among the running costs of microfirms. The imposition of minimum
taxable income limits for various trades and services obviously introduces a fair
degree of arbitrariness on the side of the fiscal authority. Start-up ventures may -often
have high introduction and establishment costs — a fact clearly demonstrated in the
1997 loss-making of one the star banks in the country, ABN-AMBRO/Hungary - due
lo enhanced costs for developing customer services. Other entreprencurships face
seasonal demand only, as much of tourist services at Lake Balaton, or the small
accountancy businesses, serving similar clients before the annual and semi-annual tax
declarations are due, Also the regional differences, that may create a 1:4 difference of
average per capita income, say, between Budapest and country Békés, caution against
reliance on a national average.

Allowing the authority to estimate incomes, without carrying the burden of
proof and without cost-efficient ways of appeal, is also an element of institutionalised
arbitrariness, which is rof warranted by macroeconomic considerations or Jacts. The
overall quest for discipline, or the self-proclaimed priority to serve Justicé to wage-
carners are, indeed, plausible considerations behind these practices. These however,
do not qualify as macra or economic in their nature. Instead, a historic continuity
with the socialist past, having seen entreprencurship and profiteering as
findamentally sinful activities, seem to have shaped current practices. On the other
hand, as Gabor (1994) correctly observed, the legacy of the second economy, of a
very large grey zone between semi-legal and semi-illegal activities, the "virtuc" of
fighting public authorities, will be among the heaviest legacies of the period of
overripe socialism, where mentalities and practices, not accepted in civilised market
economies, abound. :

Sociological analyses of the tax awareness in Hungary (Kornai-Csontos-Toth,
1998) have highlighted a very low fevel of consciousness of the liaison between the
payment of public dues and receipt of public services. This finding is based on the
fact that much of public dues in this country are paid by employers. Thus emplovees
are simply not aware of it, as they never see it on their wage bill, since the deduction
takes place at the corporate level. Whereas some analysts strongly questioned the
validity of the above quoted analysis, a recent survey conducted by the authority (as
reported in Nagy, G, 1998) established that 75 per cent of the citizens reject
faxation on principal grounds, while in the Netherlands two thirds considers it as
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massive orders of magnitude. While pension reforms do help broadening the scope of
capital markets, which is a plus in macro-terms, they do net, as originally visnalised,
contribute to alleviating the public financing burden on the pension outlays.

These macro-constraints act as hard budget constraints, i.e. put severe limits on
any easy-go solutions to cuts in social security contribution. The latter would be a
must for the SME sector, especially for enhancing its ability of job-creation. From
this it follows that expenditure cuts will remain top priority for fiscal policics. This
has two immediate repercussions for Hungary.

1, The state should refrain from faking up new implicit commitments,

especially ones that have lasting, legally binding repercussions for later
periods. Lavishness in the already overcommitted public pension scheme
is inadmussible. Offering new services free of charge and abolishing
currently payable items by making them free of charge looks
irresponsible.
The exfernality consideration needs to be much more seriously
implemented (not only preached) than before. 11 is hard 10 seec e. g what
externality direct export subsidies on farm products create. Tt is hard to
see what externality the free flight of pensioners on Hungarian carriers
generate, Tt is hard to see what externality is created by-bailing out private
banks. Thus the room for manoeuvre in this area is given and making use
of it should become a top priority. The more public the misuses of
preferences become, the greather is the probability that the median voter
and the median MP (or journalist) would support “fiscal cold-
heartedness" rather than — as usually — blaming it.

One of the traditional bottomless barrels of the Hungarian general government
has been social security spending. The semi-autonomous directorates are postulated
as self-governing agencies by the Constitution. Management of these has been a
carrot given by the Antall government to the union bosses in early 1993 to
accommodate them amidst transformational recession. The construction worked, as
was to be expected, with no checks and balances — a notorious overspending has
emerged. '

The need to regularise the spending practices of these funds hase been
highlighted by the ongoing scandals as well as their regular lack of observance of -
limits set by legislation. The recurring of these is a clear sign that not occasional
mishaps, or individnal causal factors, are to blame. Therefore the socialist-led
government in July 1997 passed an amendment basically putting the directorates
under the control of the fiscal authority. -This. however, fell short of preventing a
stmilar 70 to 80 bn overspending to reoccur in 1998 **

Therefote projects elaborated under the soctalist-led government called for more
rigorous collection of social security contribution and the administration of these by
the single tax authority (as reported in Tingyei, 1998). The argumentation is based on
the fact that social security authorities are partly run by employers, who are directly

disinterested in severing collection. The problem with this proposition is that it
precedes the constitutional amendment that would re-nationalise the funds (as
proposed by the new centre-right government). Lacking this amendment the

12 Bt 48bn tor the first five months of 1998.
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. Itis important to see that in this approach the priority 10 SME is justified by the
self-help effort of those invalved, by the consideration of enhancing social cohesion,
as well as by the priority of creating new employment in ‘a decentral form against the
conspicuously failed "active labour market instruments" including public works
programmes of the recent years. Public dues are going to be cut not only for SME,
thus the truly public nature of the benefit is trivial. On the other hand, as SME starts
from a dispreferred state, they are likely to benefit significantly more than other
agents. .

Deregulation and SME development

Deregulation is a tremendously unpopular task within the state administration, whose
job s to control, and whose standing is enhanced by a large number of rules and
discretionary powers, cven if no corruption were to be spotted. From the point of the
individual bureaucrat the more detailed regulations are, the smaller is his individual
responsibility for obviously bizarre outcomes. Thus the tendency 1o overregulate is
natural, especially with the Austro-Soviet legal heritage and under conditions of

. democratic uncertainty. This natural inclination must be countervailed by deliberate

policies by the overseeing awthorities. Such attempts as te ensure all entrepreneurs
report monthly on computer diskettes is reported as a deterring example from Brazil
(Holden, 1996, pp. 31-32). Of similar effect are the rigid and toughly enforced
national labour standards, disregarding the marginal productivity considerations for
the individual worker (who may simply be by crowded out of the job market by this
seemingly socially-minded practice). In the case of Hungary, the setting up of labour
market police and its regular uncovering of illegal employment, or the attempt to
require computerised reporting from all entrepreneurs, were clear examples where the
natural deliberations of bureaucracy have been dominating the more general pro-
business arrangements.

Deregulation should be on-the banner of the government, and regular bi-annual
deregulation drives on the 1989 model (when all regulations lost force that were not
positively required by writing by somebody interested) could enhance the rule af law
in the economy. Standardisation of record keeping, observing already existing laws
on informational sovereignty, the limitation of the number and the nature of data that
can be required by various authorities, are all ideas originating in the second half of
the 1980s. Still, they have a long way to go before shaping Hungarian practices.

According to both our surveys and the propositions of the chambers of trade and
industry it is overregulation which hampers employment and cxpansion in the SME
sector most. Looking form the other perspective, introducing compulsory cost-benefit
accounting before new legislation is passed may be a way of forestalling the
recreation of unnecessary and inefficient pieces of legislation. Internal (non-public)
limits in Forint terms under which trespassers will rof be prosecuted could help avoid
most of the harassment currently deterring individual entreprencurs:

Abolishing several formal rules may be a most efficient way of SME support.
Coping with these constitute — alsp according to Latin American experience - the
most significant items of search and entry costs, as well as overheads, which smaller
firms are unlikely to pass over with such an ease as larger firms can or may (cf. also
Holden, 1996, p. 29.). The simpler and more transparent the rules, the easier it is to
enforce them, and the easier it is to internalise them — thus smaller the Jure of using a

parallel informal arrangement of the irregular economy,
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Tt might well be too early to hypothesise over the future pattern of co-existence
between the MNC and SME in Hungary. What we have experience in the decade of
transformation was that theories postulating the reproduction of inherited
structures,’® the predominance of inherited networks, or other static equilibria proved
to be empirically poorly founded in so far as these were relevant only for peculiar -
transitory — periods of time or for certain stages of development. This could be
demonstrated with cross-ownership, with the problem of payment arrears, the lack of
bankruptcy, or the tendency to buy markets rather than localities for further

. expansion in the context of FDI.

Generalising this experience may allow a more optimistic view of the future of
SME, which, of course, is yet to be tested by future empirical investigations. In the
latier view, following the transitory phase, the Hungarian capitalism will be just like
any other European brand on the similar level of development. This means a
coexistence of a basically export-oriented MNC and related sector on the one hand,
and a basically local-market-oriented SME sector, whose certain segments
subcontract or live in symbiosis with the large scale sector.

Should the latter view hold, which is at least plausible, and also follows cne
possible reading of the empirical surveys of this project, supplier programs and
centralised institutions and promotion programmes would look misplaced at best. All
these are liable to falling hostage to groups and individuals with far more barraging
power than a median entreprencur in the SME sector. In this view if public money is
made available for the purpose of support schemes for SME, this should be spent
decentrally for one or more of the following options.

1. Organised poverty alleviation programmes, adopted from the IADB, and
targeted for ethnic minorities, in our case the gypsies, to involve them in socially
useful activities. These ventures may well not graduate for a long time, but keep
people away from the socially destructive doing nothing, and create a stakeholder
stratum at the bottom of society,

2. Training programmes for new start-up business in the depression areas.
This would include a fair degree of free or subsidised consultancy on matters of
taxation, management, simple record keeping and the like.

3. Building up or expanding fax consultancy services as extended parts of the
tax authority. This is a costly proposition in terms of space, personnel and
informatics, however it may improve tax compliance, if for no other reason, better
than the tax officials better peeping in the cards of the entrepreneur.

4. Standardisation of the information base of the tax, social security, statistical
and municipal administrations. As long as this is not performed, any deregulation is
likely to be reverted very soon. For instance, the simplified registration procedure
effective from 1 July 1998 is already undermined by the fact that all authorities
require additional pieces of information on additional forms. This is likely to render
the entire procedure actually more costly and time-consuming than before, although it
is called the single window procedure (cf. Magyar Hirlap, 9 June 1998).

5. Elaborate simpler, more transparent and unambigous rules'® of taxation,
even at the cost of allowing for minor injustices or inconsistencies. If haif of the PIT

1 For a recent powerful exposition of this theory cf. Burszt — Stark (1998).

" The very fact that deables over the interpretation of the 1995 PIT rules required a
precedental decision of the Supreme Court in April 1998(!) is an indication of the room for
improvement. The ruling followed a dozen of mutually contradictory verdicts of other courts at the

lower level.
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Strengthening the position of creditors in collecting collateral and enhancing
the efficiency of courts in economic affairs is a prime interest of the SME sector, as
its members are the ones who can not sit out vears for a court settlement.

- Another much discussed issue in the literature is the need to support the growth
of market infrastructure by public funds. While this might seem trivial, on the other
band information equals to money. Thus relevant information is unlikely to be
transmifted free of charge, on charitable grounds, rather than by trade, Thus setting
up a large number of contact points, where not much more than the location of the
capital city or the name of the current prime minister could be easily checked, does
not seem to be a particularly efficient way of improving the market entry of small
firms. Tougher enforcement competition laws and disclosure requirements, on the
other hand, do help a lot.

From this perspective the Russian case seems to be particularly illuminating.
Following IBRD advice, Russia has established the full set of instruments, by which
western countries support small business. However, field evidence (as reported in
Golikova — Avilova, 1997) reflects & major split between from and contents, For
instance the prescription that 15 per cent of all public procurements should go to
SME, is simply not known, either by firms or by the authorities themselves. New
private start-ups tend to avoid any contact to the authorities, while the latter find the
larger half of proposals submitted by SME as "raw", i.e. not meeting formal
requirements, not to speak of substance. -Among the private entrepreneurs the
approval rate for such forms as support for training, innovation, or assistance to
special groups is about 5 per cent. The overall feeling is that decisions are arbitrary,
with no appeal or even deadlines. In sum, if distrust rather than co-operation is the
name of the game, fransparency of procedures and publicity may matter more, than
the specific schemes. And this obviously holds also for Hungary, if for no other
reason, because of the ongoing punitive stance of the authonties.

Concluding remarks

Qur overview of various aspects of SME-supportive policies attempted to contrast
normative with descriptive approaches. Without pretending to sum up findings of the -
analytical and other policy-oniented studies in this preject, our first run concludes
with a fairly inconspicuous finding, There are no quick fixes, There is not much room
for the oft-required sector-specific target-programmes or support schemes, as the
efliciency of these is not demonstrable at best, and is sheer special interest policy at
worst, The latter can not be substantiated on accepted economic terms and grounds.
The best advice is to avoid irrealistic fiscal projects, like the recurring tendency to
decentralise taxation including PIT, allowing for additional levying of PIT by
- municipalities, or attempting again the failed idea of wealth and property tax, .as
currently contemplated by the ministry of finance in the comiext of reforming the
finances of municipalitics (as reported in: Népszava, 30 May, 1998).

There are some simple but hard-to-implement findings. Once search,
administration and other overhead costs fall disproportionately on SME, the more the
government deregulates, the lower will be the entry barriers. The more seriously the
fundamentals of the market order, like competition, transparency, simple rules,
accouniable authorities, intervention based on externalities and efficiency controls of
governmental measures hold, the easier is the life of SME sector.
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tnese constituting principles, has become manifest over the last few years. The
unilateral favouring of large corporations, accepting monopoly positions in some
¢ases, while imposing disproportionate administrative and consolidated tax burdens
on the SME sector, are prime cases of regulatory failure which should be remedied.

Deregulation would require a Copernican turn against the socialist legacy, still
secing the SME sector as a basically sinful activity to be controlled to the utmost.
New, simpler rules would allow for jess bureaucratic discretion, which is unlikely to
.be a hit with regulators, ' -

Major rate cuts are implausible under ceferis paribus assumptions. In the longer
run, however, if streamlining of the expenditure side of general government
materialises, while collection discipline improves, step by step cuts, that add up to a
sizeable reliefin 3-5 vears are Jully within reach. This technical feasibility, however,
requires tough and consequent measures to mmplement already unfolding public
Sfinance reform projects. ‘ .

The lot of SME could significantly be improved by simply observing the spirit,
not only the letter, of currently available, bm mostly dormant pieces of legislation on
public procurement, public information, public finance, competition, registration,
reporting and informational sovereignty.

The empirical parts of our project allow for a relatively optimistic interpretation
of the growth potential of SME, including their co-existence and co-operation with
the dominant MNC sector. This view is supported by other analyses highlighting the
beneficial role of ongoing disinflation and the recovery of domestic market, as well as
the favourable role already played by local municipalities in much of the country.

Our analysis underlines the role of SME in its capacity as a social intangible in
two crucial points of the Hungarian society. At the bottom, this might be a most
efficient way of poverty alleviation and fighting crime. In the middle income strata
support schemes could help graduate microfirms  to medium-sized ventures,
Furthermore these may assist the spread of NGOs and various non-profit
organisations that may take over many, currently publicly extended, services in a
cosi-efficient and decentral, humane way,

We are sceptical against the standard propositions of the chambers of trade and
industry that go beyond derepilation and calls for transparency and simplicity. Their
ideas (Farge, 1998) that quality improvement programmes, 'subcontracting
programmes, soft loans, ministerially elaborated offering-lists for MNC, or
prescribing local contents are either at odds with international agreements (esp.
WTO/TRIP), or represent thinly veiled attempts to conduct traditional special interest
policies for handouts. If the latter deserves support, which I personally doubt, then
this support should be direct, public and limited in time, with a pre-announced scale
of digression, to be monitored by outside auditing agencies, publishing progress
reports all the time long. '

The major difficulty in the implementability of our propositions is in the
incremental nature of improvement, which could be delivered only by a sustainingly
stable policy line which is not always easy to comprehend by the public {including
legislators). But from this perspective, as well, it is in line with other, more standard
findings of modern policy-relevant economic theory.
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Table |
Registered entrepreneurships in Hungary
‘Previous yvegr = 100 per cent
1991 1992  yg3 1994 1995  j99g 1997 15990-1997
' 1990=100%4
Incorporated companies  [79 132 123 118 [1s 17 116 538
Non-incorporated 153 135 139 i24 120 116 107 528
companies '
Corporatised altogether  [65 133 131 121 118 116 111 533
Individual ventures 130 1% 14 i3 gy gy 89 168
Ahogether 135 121 117 115 105 100 95 218
Source: Ipari Szemlie, 199812 P4
- Table 2
The size structure of Hungarian enterprises according to number of employees
micro small medium large altogether
1-10 11-20 21-50 51-300 300-
1991.X11 97.62 1.09 0.89 0,39 100.00
1992.X11 97.92 1.0z 0.79 0.26 100.00
1993.XI1 95.10 3.20 0.88 0.65 0.17 100.00
1994 X101 95.54 2.8] 0.89 0.63 0.13 100,00
1995.X11 26.89 1.57 0.88 0.55 0.11 100.00
1996 XI1 96.86 1.65 0.89 0.50 0.10 100.00
1997 X1i 96.74 1.74 0.94 0.49 0.09 100.00
Source: as in tabie 1.
Table 3
Functioning firms according to their legal form
(December 1997)
micro small medium large altagether
Ltd. 14.81 1.70 ¢.37 0.04 16.91
JSC 0.20 0.10 11.07 0.07 0.49
Public Ltd 0.47 0.0t 0.00 0.00 0.49
Joint Share Co, [5.92 0.20 0.011 6.00 16.13
Co-operations 0.33 0.19 0.15 0.01 0.68
Qther joint forms 1.01 0.02 0.00 0.60 1:.04
Partnerships altogether 33.59 229 0.65 0.13 36.66
Individual ventures 63.14 0.20 0.01 0.00 63.34
Firms aliogether 96.72 2.50 0.66 0.13 100.00
Source: as intable I.
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Territorial pattern of entrepreneurships in Hungary

‘I'able 4.

(vear-end)
1997, share
1953,
’ e number share number share 97.’91_’;.
1.
Budapest 170687 28.18 215164 23:;(]) oy
Bics-Kiskun 30566 5.05% 35301 3.96 o
Baranya 23860 3.94 29083 . ) o
Békés 20223 334 22470 3.0 _1 .67
‘Borsod 2908 14.80 22969 3.13 0.00
Csongrad 26792 4.42 32467 :gi -0:03
Fejér 22224 .67 26708 . o
G‘;.:ﬁr 26464 437 | 30831 4§l; -0.02
' 4. -0.
Hajdi-Bihar 26516 438 31966 - o
Heves 15501 . 2,56 17950 .96 ol
Jasz-Nagykon - 18842 311 21701 ;.84 -0:02
Kumérom. 17316 2.86 30820 .40 o
Nograd 9235 1.52 10260 ;.98 (‘):42
Pest 57863 9.55 73247 3‘20 oo
Somogy 19378 3.20 23497 3.98 o
Szaboles 25319 4.18 29257 . . o
Tolna 13170 217 15323 2.0 -0.04
VO 13329 2.20 15852 i;g -0.09
- £l
881 .
Zpré 21093 3.48 24
::;:prem 18335 3.03 23178 3.16 g(l)g
Altogether 605794 100.60 734236 100.00 .
Source; Ipari Szemie, 1998/2. p. 49.
Table 5
The stock of credit granted to enterprises
Qct. 1597, inp.e,
Dec, 1994,
bn Ft share of SME bn Ft share of SME 1957 per 1994
71.91
SE credit 89 10:17 is:; 3.79 el
gy qﬂim B;f 5.59 65 7.08 209.6_8
i mn' 555 918 165.41
Total deposit s 006
Net credit to SE 58 18.13 772. salas
Total credit 320

Source: as intable 4.



Taxes paid by entrepreneurships in Hungary fuble €
btﬂx share
1992 (l::: ) 19 o e
— & 95 1992 1992 1993
e | .9 28 26 23.4 24.6 26
o ; ?O I8 14,7 . 17.7 18.1
et | 9 24 16.9 16.4 243
: 47 32 45.0 41.3 31.6
Altogether 63 115 100 100.0 100.0 100.
Source: Kiilgazdasdg, 1998/1, p. 54 based on dats of the tax authority | s
Table 7
Tax holiday for entrepreneurships
sum (bn Ft) share (in per cent)
y 1992 1994 1995 1992 1994 1995
(T 41] [2.3 2 0.6 364 3 3.1
Sma!l 55 3.6 1.4 16.3 9.3 7'
Medium 7.1 10.8 3.5 202 27‘5 |
Large 8.8 228 13.9 26 58:2 'l/?;
Altogether 33,7 392 19.4 100.0 160 0 100.
Source: as in Table 6. ' ' .
Table 8
- Subsides to entrepreneurships
sum {bn Ft) share (in per cent).
: 1992 1994 1995 1952 1994 1995
Micro 5.8 13.3 19.4 16.9 19.1 21
;n;zll 2.7 8.2 10.3 79 1 1:7 13 j
Larg:um 13.5 19.9 219 24.8 28.5 23.9
3 284 39.8 50.4 40.7 43,5
Altogether 344 6Y.8 91.5 100.0 100.0 100'
Source; Kilgozdasdg, 1998/1. p. 55, . -
Table ¢
Average tax burden of entrepreneurships*
. 1992 1994 1995
Micro 20,30 0.67 0.23 o
Small G.10 0.55 0. /
Medium : -0.43 ‘ —057 -o.gg /
Large 0.10 -0.08 037 d
Altogether -0.09 0.09 —0'05

Jote: * Tax burden = tax minus subsides

i minus tax reli i
iource: as at Table 6, liefs per net intakes
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_ ENTERPRISES IN A TRANSFORMING ECONOMY: THE CASE

OF HUNGARY

by .
Istvan Janos Téth

Introduction’

In the following study we examing various aspects of the relationships between
Hungarian enterprises on the basis of a survey of approximately 300 firms
(CIPE98AY’. The reorganisation of enterprise relationships during  the
transformational recession (Kornai, 1994) is crucial because since mid-93 growth in
the Hungarian economy started to recover. The sustainability and robustness of this
growth depends significantly on the extent to which the small and medium-size
enterpriscs forming the majority of the Hungarian entrepreneurial scctor can
participate in it. This, however, is influenced by the extent of business relationships
formed between the various segments of Hungarian enterprises. Thus we need to
examine, on the one hand, the guality and frequency of business relationships
between the various groups of Hungarian enterprises, and, on the other hand, the
extent to which the existence and characteristics of these relationships influence the
growth capacity of the companies.

Our inguiry into the nature of economic growth of companies can be divided
into three questions. Is the growth real or virtual 7 Is the growth widespread or
isolated 7 Is the growth equalised or polarised 7

In our opinion the answers to these questions are interrelated. In the first
inquiry we have to examine whether the growth measured in 1997 is the result of the
actual economic performance of the enterprises, or is it merely due to the fact that
several dozen foreign companies relocate their production or profits to Hungary
because of favourable taxation or other economic conditions? In the laiter case growth
is generated by simple bookkeeping procedures or by transferring some activities to
Hungary which, should economic conditions change, can be transferred to another
country within a short time. The second query is related to the number of companies
effected by economic conditions. It is possible, that macroeconomic revorey effects all
types of companies in the same way and to the same extent. But it is also possible that
the improvement only concerns one group of firms, that stand out like an isle from
the majority of the companies, and are considered to be the locomotive of cconomic
growth. The third question is related to the rate of growth. How similar are the
expectations of the enterprises? Will the economic expansion increase differences
between various groups of firms?

! This study is the short version of a longer research report, published simultaneously in
Hungarian, T should like to thank Kamilla Ldnyi for her remarks and criticism related to the first,
Hungarian version, and Lawrence P. King for his enormous help by proofreading the English version of
this study.

2 A more detailed description of the CIPE98A survey can be found in Appendix 1.




