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The study that we intend to report in our presentation was born as a follow-up research of our earlier investigation into the formation of independent Hungarian grand entrepreneurship upon the systemic changes of 1989-90. 

The previous research

In our previous research of 1998-2001 we interviewed 48 owner-managers of big and middle size Hungarian companies about their life path and about the knowledge and skills which they accumulated. (Content analysis of newspapers careful processing of the current literature and of the documents of regulation will complement our data basis.)

The follow up research: aims and methods

The basic idea of our new research is that we revisit our former interview partners. In the new round of in-dept interviews we will focus on the decisive elements of their private life and of the developments of their companies in the last decade.  We formulated a control group of young late comer entrepreneurs as well. Content analysis of newspapers careful processing of the current literature and of the documents of regulation complemented our data basis.
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	Definition (previous and follow up research)
All the interviewed persons are owners of a decisive (in lot of cases majority) share of the stocks and they are the main decision makers at a company or at a group of companies with hundreds of employees and/or with 0.5-10 thousand million HUF (3-4 million Euro) turnover/year. 




 Based on the content analysis of these interviews we collected the factors which increased the probability of success of these entrepreneurs: 
· this group was dominated by middle age males living in big towns 

· the majority of them was characterized by high academical qualifications 
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	Basic indicators 
- male (92%)
- highly educated (88%)
- living in Budapest or in big towns 

- older than 40 on the day of the interview (90%)



A substantial group of them entered the private economy already in the last decade of socialism:  as to their typical path after the transition, they gradually developed the earlier small business into a medium size or grand business. But there was another sizeable group of interviewees who formerly had worked in (mainly top) managerial positions at state owned companies or co-operatives and converted this earlier position into becoming the owner-manager of  their company as it has been privatized after 1989.  
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  Turning points of the carrier path and methods of acquisition
	    Turning point indicators
	Privatization     
	  Founding of new companies  



	Party membership                 
	rather party member                  
	rather non party member

	Rank or position                   
	rather top manager                    
	rather staff member

	Sector changes                  
	rather remained  in                      the socialist sector tillv1989
	rather moved into the private sector before 1989                      
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Performance measured by company development 1990-1999
	START UP SIZE

OF THE COMPANY
	SIZE OF THE COMPANY IN THE TIME OF THE INTERVIEW
	   TOTAL

	
	small
	medium size
	          big
	

	small
	-
	15
	11
	26

	medium size
	-
	 7
	 6
	13

	big
	-
	-
	 7
	 7

	uncertain
	-
	-
	 2
	 2

	Total
	-
	22
	26
	48


The performance of our little sample was very impressive in the first decade of the post socialist transition. Measured by the yearly turnover or/and by the number of employees the majority of companies owned managed by our interview partners grew very fast in these years.

Based on the results of our research we expected that the above described groups of the Hungarian business community would be not only important agents of the country’s economic growth but these people would formulate one of the influential decisive sections of the new bourgeoisie as well.
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	As the interviewees reveal they have tried to take advantage of the new situation. "Learning by doing” including innovative forms of cohabitation and cooperation, occupying empty market niches or “holes” of disinterest to foreign investors, and adopting techniques of large-scale open acquisition that had proven themselves elsewhere. The strategy of adaptation has again been successful, as the earlier statistical data indicate, and domestic grand business has been able to maintain its share and its position. In light of such renewed success EU accession seems to promise easier conditions and mowing forward rather than collapsing. Obviously, it is a new phase with new challenges for adaptation, but after all, this is very area in which Hungarian grand entrepreneurs have for decades shown their most outstanding performance.

)


Our follow-up research has not confirmed these expectations. 
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Performance measured by company development 2000-2008

	START UP SIZE

OF THE COMPANY
	SIZE OF THE COMPANY IN THE TIME OF THE INTERVIEW
	   TOTAL

	
	small
	medium size
	          big
	

	small
	-
	-
	-
	-

	medium size
	9
	8
	3 
	20

	big
	6
	2
	15 
	23 

	uncertain
	
	
	 
	

	Total
	15
	10
	18
	43


The majority of the revisited owner-managers performed much weaker in the new century than we had expected or they had planned ten years ago. Companies owned by our interviewees bankrupted, the share of the stagnant or moderately growing companies was remarkable as well.  
The origins of our miscalculation 
Not decisive or false explanations
1. Very popular assumption is that the mood of property acquisition influences the performance of the entrepreneurs. More precisely: those who arrived from the communist nomenclature perform weaker than the others. Our little sample did not support this assumption: among the losers and among the winners there are representatives of both groups in an equal share. 
2. The reason for these weak performances or bankruptcies is the world economic recession which started in September 2008. No doubt the performance of the companies involved were often negatively influenced by the events and processes of the depression but except a few cases the above mentioned unfavourable events of the company histories have happened before the recession. (Remark: the recession has stared in 2006 in Hungary – earlier than in Europe or in the world.) 
2. The experts of family business agree that the age of the owner-manager influences the performance of the companies. The older owner-managers are often more conservative, less innovative than the average. Their time horizon is relatively short therefore they refuse to take risks of long term investments. This behavior influences negatively the performance of the company which they manage. 
Methodological problems
The explanatory power of our small and not representative sample is very limited.  To overcome or diminish this problem we shall invert the way of exposition. Using the logic if the “drop of the ocean” we may argue that tendencies of our small sample correlate with important macro developments. These analogies may help us to understand the nature of these developments.
Social-economic developments of the last decade

We shall survey here briefly some indicators of 

· of usual-conventional  incentives of market entry/company development

· and of the extraordinary/non repetitive incentives of company development
· the changes of the business climate and environment

Conventional incentives

· Relatively fast rate of growth measured by GDP  (table 7)
· The tax burden of the companies has diminished moderately (table 8)

· The  volume and share of  loans available for companies increased (table 9)

· The rate of interest of these loans moderately diminished

\
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Growth of GDP industrial production and of the number of companies

	Period
	yearly average growth of  GDP (%)
	yearly average growth of industrial production  (%)
	Number of companies

	1983-1989
	  1.5
	  1.5
	fast growth

	1990-1993
	- 4.7
	- 4,6
	 fast growth

	1994-2002
	  3.6
	  7.5
	fast growth till 1998 later slow down

	2003-2008
	  3.1
	  6.3
	slow growth


Not repetitive incentives

· 1997: the end of the regulatory-institutional transition – followed by a moderate and  more calculable partial corrections of the regulative –institutional system

· 1997  the end of the mass privatization – more transparent property right regime 
· The increase  of foreign owned company’s share has stopped in the first year of the new century (table 10)
· EU accession of Hungary in 2004
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Taxes as % of GDP in Hungary

	Év
	Current tax burden
	Total taxes (includincg SSC) as % of GDP in Hungary
	Total taxes (including SSC as % of GDP

EU 25 arithmetic

	1995
	2353.3
	41,6
	36,9

	1996
	2790.1
	40,6
	37,3

	1997
	3332.1
	39.0
	37,5

	1998
	 3946.7
	39,0
	37,5

	1999
	 4461.1
	39.1
	37,8

	2000
	 5231.4
	38.5
	37,9

	2001
	 5843.3
	38.3
	37,6

	2002
	 6511.8
	38.0
	37,4

	2003
	 7129.0
	37.7
	37,4

	2004
	 7788.5
	37.6
	37,2

	2005
	 8244.2
	37.5
	37,6

	2006
	 8842.3
	37.2
	37,7

	2007
	10113.1
	39.8
	38,2

	2008
	10731.5
	
	

	2009
	10271.5
	
	


Source: Eurostat
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Volume of company loans compare to GDP 1999-2008 (%)

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	Company loans
	21.02
	22.7
	21.45
	19.38
	21.57
	22.61
	24.12
	24.87
	26.16
	27.42

	Loans for small and medium size companies
	 4.05
	6.68
	8.39
	8.16
	9.43
	10.75
	12.72
	13.19
	14.36
	14.09


Source : KKV
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The distribution of subscribed capital of enterprises with single and double entry in 1992-2009
	The dominant owner is

	Year
	State       
	Hungarian
private

person
	Hungarian
company
	Foreign person or company
	Other
	Total

	1992
	52,1
	 10,2
	   0,0
	 11,4
	26,2       
	100,0

	1994
	44,5
	 10,7
	 17,6
	 17,8           
	  9,5       
	100,0

	1995
	25,7          
	 11,5
	 19,1
	 26,8         
	17,0       
	100,0

	1997
	13,5          
	 10,5                     
	 22,6
	 35,0
	18,4       
	100,0

	1998
	12,0
	 10,7
	 25,6
	 40,3
	11,3
	100,0

	1999
	  9,2
	  9,1
	 18,0 
	 51,6
	  9,5
	100,0

	2000
	  7,9
	  9,2
	 20,6
	 58,5
	  6,4       
	100,0

	2001
	 7,7
	  8,8
	 17,0                       
	 60,1
	  6,4        
	100,0

	2002+
	12.3
	13.2
	24.5
	40.2
	  9.9
	100.0

	2003+
	13.3
	12.9
	22.0
	44.2
	  7.7
	100.0

	2004
	13.3
	14.0
	24.0
	40.7
	  8.1
	100.0

	2005
	  8.9
	15.1
	24.0
	40.9
	 11.1
	100.0

	2006
	  8.1
	14.0
	25.0
	44.2
	  8.7
	100.0

	2007
	  6.6
	13.1
	30.9
	40.6
	  8.4
	100.0

	2008
	  6.5
	10.4
	25.7
	50.0
	  7.2
	100.0


Source: A kis és középvállalatok helyzete 2002, pp.57-58
Changes of the business climate
We conclude here that there were a lot of positive developments in the last decade which may improve the chances of business success and development. If this was the case why bankrupted or declined a remarkable part of our interview partners? Was it a sequence of accidental events or there we some unnamed or hidden processes of the Hungarian business life which increased the probability of these negative developments?
There are two indicators which imply that the behavior of these companies, of our owner managers was not an exception. These indicators show that the business climate of the Hungarian economy has changed since the years of the first round of the interviews.  
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Number of popular forms of registered economic organizations 

	Year
	Number of company limited
	Previous year =100 %   
	Number of individual proprietorships
	Previous year =100 %   

	1989
	   17341     
	
	  320619
	

	1990  
	   26807   
	154.6                 
	  393450    
	 122.7

	1991  
	   43439
	268.0
	  510459
	 129.7

	1992  
	   60762  
	164.0                 
	  608207
	 119.1

	1993  
	  86867
	142.9
	  715105  
	 117.6

	1994  
	121128  
	139.4
	  778026
	 108.8

	1995    
	106245  
	  87.7
	  791496
	 101.7

	1996
	125940
	118.5  
	  745247
	   94.2

	1997   
	147388
	117.0   
	  659690
	   88.5

	1998  
	162588  
	110,3
	  648701
	   98,3

	1999
	165307  
	101,7
	  660139  
	 101,7

	2000
	171495
	103,9
	  682925
	 103,3

	2001
	177424
	103.5
	  698001
	 102.3

	2002
	186744
	105.2
	 708503
	 101.5

	2003
	197667
	105.8
	 716729
	 101.1

	2004
	214151
	108.3
	 717323
	 100.1

	2005
	228586
	106.7
	 710838
	   99.0

	2006
	242851
	106.4
	 670203
	   94.3

	2007
	261907
	107,8
	 702595
	104.8

	2008
	297060
	113,4
	1000022
	142,3

	2009
	324906
	109,3
	1012770
	101,2


Source: Statistical Yearbook of Hungary

The number of (registered or operating) economic organizations which indicates (in some degree) that the entrepreneurial inclination grew very fast in the period of 1990-1998. The growth of this indicator slowed down remarkably in the first decade of the new century. (Table 11)

Indexes based on the evaluation (answers) of owner managers on the Hungarian economy’s and own enterprise’s present and future prospects has changed as well. The rate of optimists which was relatively high in the first decade of the post socialist transition has declined since 2000-2001. (Table 12) We may observe similar tendencies on the confidence indexes. (Chart 1)
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Optimism/pessimism indicator

	Questions
	1997
	1998
	1999
	2003
	2005
	2007
	2008
	2009

	How do you evaluate the present conditions of the Hungarian economy?
	
	-29
	-27
	-41
	-41
	-55
	-74


	- 79

	How do you evaluate the prospects of the Hungarian economy?
	11
	20
	-4
	-26
	-3
	-20
	-62
	- 26

	How do you evaluate the present conditions of your enterprise
	-11
	-13
	-6
	-11
	-13
	-18
	-17
	- 26

	How do you evaluate the prospects of your enterprise?
	1
	4
	2
	-7
	-5
	-8
	-29
	- 19


Source: A kis- és középvállalatok helyzete 2008. 168-169. oldal

Chart 1 A GKI konjunktúra-index és összetevői, 1996-2010 
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We may conclude at this part of our presentation that the usual and not repetitive incentives did not explain sufficiently the remarkable changes of the business climate and therefore the reasons for the decline of the company performances remained unclear as well. We extended the list of the not decisive factors but this work helps us to focus on other – perhaps decisive – explanations.
Market processes, competition, expectations

Based on a case by case analysis of the interviews and other sources of information we were able to reconstruct s quite a big amount of company histories.  More precisely: we reconstructed the subjective versions of company developments. We recognized that these stories dealt not too much with the incentives (monetary and fiscal policy and other forms of state regulation) the development of which did not explain (or only partly explained) the changes of the business climate. 
The protagonist of these business histories was the market in the vast majority of cases.  The description and analysis of our interview partners regularly focused on the company’s market strategy (combinations of cooperation and competition) which is/was – as to their opinion – the decisive element of their successes or failures.  
	Some elements of the successful adaptation

· diversification

· new markets or market niches at home and abroad

· restructuring the network capital (cooperation with the multinationals – subcontracting)

· implementation of West European management methods


� Laki-Szalai (2005)





