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Introduction

The emerging global integration in the last decades was marked by rapid and intensive
internationalization of company sectors. The main product of this process was the appearance of
Transnational Companies (TNCs). Their first emergence can be put for the 1960s years, but we can

experience their rapid and substantial expansion mainly from the 1970s years.

In the present global economy, the transnational company with its internal and external
cooperation and business relations is such a modern production and entrepreneur organisation, which
closely follows from the technological and social challenges of our age, and strives for global
optimalisation of its resources and activities. The global company” structures organically emerged from
the cooperation of developed economies, while their role and relations to other regions (developing
countries) was exogenous and contradictory for a long time. Several forms and structures of
international companies had existed before, but TNCs could be considered as new phenomenon, as
totally new entities. Now, they have growingly become global (appearance of TNCs of emerging

countries).

We define transnational companies in a broad and general sense, the multinational or
»international concerns” are considered as their special forms. There are contradictory and varying
definitions of TNCs, but according to some UN terminologies, those companies can be considered
,Lransnational’, which with more than 25% of their activity (production, capital, turn over or employment)
abroad operate in more than one country. The transnationality extends to production activities,
ownership relations and management. Besides transnationality, the existence of global business
strategy, central decision making and economic power (market influence and size) are often stressed.

The TNC integrates and optimizes its activities on global scale. Their novelty lies in all of these features.

" Transnational company is a syntetic term, offlgiaised by international organisations (UN). Mutiional
company is a sub-cathegory of TNCs with multinagioownership, while ,nationalally” owned companiem
be TNCs if they operate abroad. ,Global” comparies rather jounalistic refferences to TNCs. ,Ingional”
companies existed since long time, as many compdrad branches or investments abroad already f@&m 1
century. TNCs optimise their activities in globaménsions. That is new, which applies only for thst 50
years of world economy.



1. Theories of Internationalisation

1.1. Internationalisation - Integration - Transnational Companies

According to estimates TNCs give about 20 to 30% of global GDP, and about 70% of
international trade is related to them in some way or other. They control about 80% of global technology
trade, and about 90% of technology transfers are realised inside the TNCs. The R&D capacities of
developed countries are concentrated overwhelmingly to TNCs, the extra profits from innovation and
technological reconstructions have been realised primarily by TNCs. The ICR greatly contributed to
global allocation of resources and maximalisation of efficiency on global scale. On their basis, the global
company infrastructures and method of organisation of production and business have been developed

and broadly extended.

Primarily, the globally organised and manoeuvring companies are able the minimize
expenditures and utilize resources and production factors. The TNCs are the main actors, who are able
maximally exploit the advantages of global division of labour, and the world market prices are on a large

extent based on expenditures of their globally organised and optimised production.

The TNCs are characterised by great mobility and flexibility. They easily and rapidly can transfer
capacities and production from one country to another, especially when the technology is easily
removable, the fix expenditures are limited, and the trained labour is available. The main producers
usually are followed by their suppliers, but TNCs often tend to rely on local partners. These background
industries (local SMEs) may play important role in the economic development of a country.

The TNCs are often connected with oligopolistic behaviours. Inside the companies the so called
transfer prices are broadly applied, which helps the hidden and illegal transfer and redistribution of
incomes, and tax evasion. This way the advantages of global division of labour are distributed inside the
companies, while for the outsiders, high monopolistic type of prices (on components or services) are
charged. That can put the partners outside the transnational company spheres in competition at

disadvantage.



The expansion of transnational company division of labour have greatly contributed to
globalisation of national markets. The opening of national economies in the last decades was a large
extent realised by TNCs. In the developed countries, the impacts of growing import competition are
directly felt on the domestic markets. According to estimates, in USA, greater part of industrial products

faces global competition even on local markets.

“The spread of the capitalist mode of production and free trade following the World War Il led to
the development of a complex and highly integrated world economy in which international trade and
investments flows occur on a massive scale at increasingly rapid rates. International economic
structures based on finance and trade have led to increasing interdependence and closer ties between
countries. An important part of this process is associated with the growth of transnational production,
with the increasing ability of firms to locate parts of their production overseas, while still maintaining
direct control over the activities of foreign subsidiaries. This move by many enterprises to spread their
activities into other countries has bolstered the globalization process, broadening the links between
countries.” (O’'Brien et al., 2007: 184).

From points of view of global integration, and transnationalisation the spectacularly rapid
expansion and growing internationalisation of capital markets from the 1980s should be particularly
stressed. The liberalization and deregulation of capital markets played an important role, which was
accompanied by the new communication and information technologies (round the clock stock
exchanges). The globalization of financial relations showed extraordinary expansion, particularly in
comparison to real economy. The process in Europe was accelerated by the single market and the

introduction of the Euro.

1.2. Process of Internationalisation - European integration

In the last more than 50 years we can experience a very rapid and intensive internationalisation
of European economies. The EU members reached high level of integration of their economies, which
had broad impacts on economic development, mutual cooperation and structure of the economies of

member states. This can be measured both in terms of trade, and flows of factors of production.

In the last 50 years the trade among the members grew very dynamically, in fact on the long run,

about one and half times more rapidly than their GDP. As result, the economy of the member states



have become strongly internationalised, and achieved a high level of interdependence. In fact, we can

state that this lead to a very dynamic and high level of integration.

1. table Trade flows of goods and services (in %of GDP %, EU15)

1960 | 1970 | 1980 | 1990 2000 2004 2008

Total export 196 | 21,8 | 272 | 281 37,4 36,9 42,0
Total import 192 | 214 | 286 | 275 36,9 35,4 41,2
Internal EU export 1,7 99 | 132 | 144 20,3 19,8 21,5
Internal EU import 7,9 11,0 | 132 | 146 21,8 22,2 22,3

Sources: European Commission: 2001 Broad Economic Policy Guidelines. Europe in Figures, Eurostat
Yearbook 2009. Eurostat. 2010.

The data show that the EU economies are characterised by relatively high levels of external
dependence, which in the last half of the century more than doubled (it grew from about 20% in 1960, to
42% in 2008).

Even greater dynamism characterise the growth of internal trade among the EU members.
Between 1960 and 2008, the share of internal export and import of goods and services almost tripled (it
increased from 8% to 22 of GDP), which resulted in a high level of interdependence among the EU
members. If we accept the 10% as a minimum dependence threshold, then the practically by the early
1970s they overstepped the threshold of interdependence, and by the 2000s years they produced

double of this level. That reflects a high level of real integration among the EU members.

The interdependence was strengthened by technological and production cooperation, and high
level of infrastructure of integration was built up (transport, communication, financial services etc.). On
the basis of intensive internationalisation and transnationalisation of company sector, the strong
foundations of integration were created, the process have become irreversible. Under these
circumstances, the quitting the integration process would mean such high costs, which would be
unacceptable for any partners, and therefore, it is not a relevant alternative. At the high intensity of
integration that applies equally to euro-zone membership as well.

Of course, there are great differences among the countries, which depend on several factors.
Among them, the size of the country, its level of development, and structural openness of economy
should be particularly stressed.



2. table Share of trade of goods and services in GDP in 2008 (%)

Export of Import of

Country Exporté) f gooFc)is and Import f f gooFc)is and
goods (%) services (%) goods (%) services (%)

Austria 45.1 60.2 45.2 55.5
Belgium 73.4 91.0 76.5 92.9
Bulgaria 44.8 70.5 70.4 83.7
Czech Republic 66.5 76.7 63.7 75.7
Cyprus 7.7 49.8 42.3 62.1
Denmark 33.6 54.7 34.0 52.3
Estonia 53.8 76.1 65.7 80.4
Finland 35.5 46.0 32.3 42.0
France 20.9 26.5 24.0 28.9
Germany 40.7 474 33.6 41.4
Greece 8.2 22.2 26.3 33.3
Holland 60.7 72.7 54.3 64.8
Hungary 68.3 81.2 68.2 80.3
Ireland 43.9 81.2 31.1 71.3
Italy 23.6 28.9 23.6 294
Latvia 28.0 414 45.0 54.4
Lithuania 49.8 60.0 61.4 70.6
Luxemburg 39.7 167.9 51.4 126.8
Malta 36.1 80.2 57.0 83.9
Poland 33.2 39.9 37.8 43.5
Portugal 23.0 33.8 35.8 42.6
Romania 24.5 30.9 37.9 43.7
Slovenia 54.0 68.0 61.0 70.2
Slovakia 73.5 82.4 74.6 84.3
Spain. 17.7 26.6 25.7 32.2
Sweden 38.5 53.5 34.7 46.1
U. K. 17.4 28.1 23.8 314
Japan 38.0 48.0 18.8 28.6
USA 15.3 18.4 14.5 18.0

Sources: Europe in Figures, Eurostat Yearbook 2009. Eurostat

After 1990, the Hungarian economy reached a particularly high level of internationalisation and
integration. With more than 68% of trade of goods in GDP, the external dependence of Hungary is
extremely high, and in this respect, she is third after Belgium and Slovakia. The proportions are similar
in terms of import. At the other extreme, the shares of Cyprus (7.7%) and Greece (8.2%) are even
bellow the magic 10%. With about 12-13% of export and import of services in GDP, Hungary is close
the EU average.



In spite of liberalization of movements of production factors, historically the integration
processes in the company sector was slow and contradictory in the first decade of EEC. The integration
concentrated to trade relations, while till early 1970s the capital fusions or joint enterprises were only

sporadic, and company relations were limited only loose production cooperation.

The structural crisis from early 1970s forced the companies to increased technological and
structural adjustment, and the improved efficiency and management became a requirement. On the
long run, the constraints for integration were strengthened, and the companies growingly exploited the
integration as a source of cutting costs and increasing efficiency.

From the 1970s, the growing internationalization (transnationalisation) of company sectors was
one of the most important developments of European integration. By the 1980s, as result of re-
arrangement of production and capital relations, the former one way character of transnationalisation
process (expansion of American companies into Western-Europe) changed, and it become growingly
global. The big European companies took also global strategies and expansion, and they were joined by
the Japanese, who also became actively participants of global and regional integration processes. It
was an important new development, that from the 1970s-1980s, the relative isolation of American
economy, among others due to rapidly growing European and Japanese investments came to end, and
the internal American economy have become part of global competition and cooperation, or put it
otherwise, that of global integration. The so called newly industrialised countries, particularly from Asia,

actively joined the global integration processes.

By the years of 2000s, the transnationalisation of European reached a high level, and the
European TNCs become active participants of global integration. The EU gives about 20% of world
production, but its role in globalization is much greater. “In our days, more than half of the transnational
companies of the world have European headquarters. One third of the largest firms of the world are
from the Union. The globalization of companies has two dimensions. On the one hand, they extend their
activities through expansion of their foreign investments, buying up companies or in form of green field
investments. On the other hand, they cooperate or merger with other transnational firms. These giant
companies have their own representation of interests (Round table of European Industrialists) and they
are able to influence the institutions of the EU. The European direct investments were boosted
particularly after 1992, due to creation of the European single market, the increased global competition,
and opening of the East-European markets.” (Zador, 2001:115).



3. table Stock of FDI in GDP in 2007, relation of stock of exported and imported capital in the European

Union
Country Stock of imported | Stock of exported FDI'in [ Export in % of
FDIin GDP GDP imported capital
Austria 241 22,7 95
Bulgaria 63,2 0,9 1,9
Czech Rep. 94,2 3,0 5,5
Estonia 72,7 20,7 28
Finland 30,3 42,7 140
France. 35,3 491 139
Germany 24,5 33,5 137
Greece 14,7 8,0 61
Holland 70,6 1011 143
Hungary. 98,9 40,2 41
Ireland 68,1 53,6 82
Italy 15,1 19,4 128
Poland 34,7 45 12,9
Portugal 37,3 251 67
Romania 35,3 0,7 2
Slovenia 22,2 11,4 50
Spain. 34,0 39,4 116
Sweden 49 4 59,8 121
U.K. 449 57,2 140
EU27 17,7 23,2 131
USA 12,9 17,2 133
Japan 2,3 9,8 470

Sources: Eurostat Yearbook 2009. Eurostat. European Commission.

The intensity of integration can be measured by the flows of factors of productions, particularly
that of capital and labour. In fact, both the flow and the stock data are important. The capital export (Cx)
and capital import (Cm) refers to dynamics of integration, while the stock indices, which can be
expressed in GDP (Cx/GDPX100) and Cm/GDPX100), signal the intensity of integration in a given

moment.

The high shares of FDIs in the GDPs indicate the strong intensity of integration processes. At
the same time, it is striking that there are substantial differences among the EU member countries. This
signals differences in intensity of their integration, but other factors play also important role. It is obvious
that the size, structure and level of development of the country may substantially influence the
proportions, but such factors as geographical position, historical and cultural traditions and not at last
the social and political factors have to be taken into account. The proportions of FDIs to GDP as relation
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to size and level of development of the country are in the band of 30-50%, but the EU average is only
around 20%. Some countries, like Hungary, Estonia, Ireland or Netherlands are characterised by
extremely high proportions, which may express the traditional capital exporter role (Netherlands), or the
high capacity for attraction of foreign direct investments (new members). The proportions of Greece,
ltaly and Slovenia are deeply bellow average, but again the reasons behind are different. In case of
Greece, it refers to the low level of intensity of its integration, while in case of Slovenia the economic
policy factors are the explanations. It is also striking, that Japan intensively joined the
internationalisation-transnationalisation processes from the 1980s, but its capital flows kept its one-way
character.

The internationalisation process is characterised by strong capital interconnections. The mutual
investments, the export and import of capital are one of the main indicators of global integration, and its
positive balance

The relation of capital export to import (Cx/CmX100) is one of the important indicators of
interdependence and intensity of integration. It closely correlates with the level of development of the
region or the country. In a country, the share of foreign investments can be very high, and it can indicate
the intensive participation in global or regional integration. But if the country has no or minimal capital

export, then it is expression of one sided dependencies, and it signals the asymmetries of its integration.

The highly developed countries are characterized not only by high shares of foreign investments
in GDP, but also by their positive balances. In the majority of OECD countries the capital export exceeds
the capital import by roughly 30-40%. Besides substantial mutual capital turnover, the developed countries
of the EU are characterized also by net foreign capital investment positions. The dynamics of this change is
therefore, good indicator also the process of integration and level of development. In this respect, Spain
produced a remarkable development, in the last 15-20 years they have become important capital exporters.
Spain now is one of the main capital exporters to Latin-America, which indicates its global orientation. From
the old members only few are net capital importer, but their position may be substantially different. Ireland
has high intensity (FDI in GDP), while the balanced position of Austria is accompanied by a lower intensity.
The Greek and Portuguese positions are similar, but with very different intensities.

In the last few years, the capital export of the new members also started. Slovenia, Hungary
and Estonia are the pioneers in the process. It is remarkable development from points of view of their
integration. (The Hungarian data seem to be exaggerated, according the Hungarian statistics, the direct
capital export of the country in 2009 was around €15bn, which is only 20% of the registered capital
import.) In the other new members the capital export just started, and it signals the still existing

asymmetries of their integration. “The capital export is closely related to the level of development, and in
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case of an expanding economy its increase is inevitable. At the same time, there is no rule, that to a
given level of development how large capital export is needed. Therefore, in an absolute way, it is
impossible to decide, that Hungary is ahead or behind to the “normal”. This is also influenced by level of
development of geographically near countries, and its capacity to attract capital.” (Vilaggazdasag, 2004.

junius 30.)

1.3. Internationalisation — transnational company network

The global production and business form a complex system, in which besides the big TNCs the
cooperating and contracting SMEs, banks and other service companies play an important role. That is
why now days we must rather speak about fransnational company structures or networks. “Today, the
globalization of production is organised in a large measure by MNCs. Their pre-eminence in world
output, trade, investment and technology transfer is unprecedented. Even when MNCS have a clear
national base, their interest is in global profitability above all. MNCs have grown from national firms to
global concerns using international investment to exploit their competitive advantages. Increasingly,
however, they are using joint ventures and strategic alliances to develop and exploit those advantages
and to share the costs of technological innovation. But the growing globalization of production is not
limited to MNC activity, for over the last decades there has been a significant growth in producer-driven
and buyer-driven global production and distribution networks. The globalization of business is thus no
longer confined to the MNCs but also embraces SMEs.” (Held, 2005: 282). As the development of the
last period shows, these networks have been growingly institutionalised and taken legal forms. ,While
there has been a significant expansion of transnational production in the last three decades it has also
become more institutionalized as strategic alliances, subcontracting, joint ventures and other forms of

contractual arrangements regularize interfirm networks.” (Held, 2005: 274).

The emergence of transnational networks shows contradictory development in the EU. In most
countries, the big foreign companies built up complex cooperation networks with national small and medium
companies. These SMEs can be daughter companies, but often they are connected to one or more big
companies as contractual partners, service providers or suppliers. The other part of the SME sector claims
a transnational company status on its own rights. These SMEs comply with the requirement of a TNC
(minimum 25% of its activity is in more than one country), and they not only conduct foreign trade, but they
have foreign investments, they conclude production, research and service contracts with foreign partners,

and in their business strategies they follow the pattern of the large TNCs.
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In our analysis, we consider the transnational networking one of the most important
characteristics and indicator of internationalisation and integration. It has particular importance from
points of view of balancedness and quality of integration. As the SMEs are organic parts of transnational

networks, their position and success greatly influence the development of integration processes.

The main deficit of European integration is that the internationalisation of SME sector in the EU
is far not satisfactory, and it is far bellow the potentials and the necessities. According to the
Observatory of European SMEs, only 8% of total EU27 SMEs are involved in export, only 12% of the
input of an average SME are purchased abroad and 5% of SMEs in the EU receive some income from
foreign business partnerships either from subsidiaries or joint ventures abroad.

The picture is more positive and encouraging in the developed countries of the EU. There are
many SMEs, which not only contract with big TNCs, but follow transnational company strategies, invest
abroad, and have direct and permanent foreign partners. According to a German surveys (Going
International 2007), the average German medium sized company has business relation with 16
countries. 72% of the questioned have partners in the new member countries, but this proportion is 63%
for Asia and 53% for North-America. (Vilaggazdasag, 28 November 2007, 6. 0)

The internationalisation of SME sector is considered as a crucial factor both points of view of
increasing competitiveness of their own, and also for their country. “The SMEs are likely to benefit
disproportionately from pro-competitive effects of internationalisation: internationalisation provides the
SME with both growth and increased competitiveness, and is thus a fundamental engine for its long
term sustainability.” EU Commission, 2007: 17) In the EU the internal market and the euro can play a
role. “The internal market has the potential to be a main engine for SME growth. It can allow them to

face international competition better, both at home and abroad.” (ibid. 30)

In the new members and consequently in Hungary, the weakness of local supply to big foreign
investors is still generally characteristic. The foreign investors bring their traditional suppliers, and limit
their local activity mostly to assembling. For a local SME, it is very difficult to gain a supplier status. The
main reason is that difficult to meet the high technological and quality standards, but the insistence and
devotion to traditional partners also play a role. The local supply to foreign production is often minimal,
but it generally hardly exceeds the 20-30%. It is even rarer that a SME can gain exporter status,

supplying to a production base in abroad.

In Hungary, still there are only few SMEs, who venture for foreign business. In 2005, in case of
locally owned companies, their export was only 10% of their net turnover. In 2007, only 19,4% of export

revenues came from Hungarian SMEs. ,Most of the Hungarian small firms, including many ,gazelles”,
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have no export, but many have to confront with the fact, that their domestic markets have been
tightened by import competition.” * (Papanek: 2010:359) The asymmetries of integration of new

members is reflected in the weaknesses of their participation in the transnational networks.

In many respects, Hungary is characterised by high intensity of its global and European
integration, but as far as the participation of its SME sector in integration processes is concerned, it is
seriously lagging behind. That is a serious distortion, and it reduces the quality of its integration. It
should be stressed also that even most of the “local” companies are parts (often suffering) of that
interdependence, as a part of their inputs comes from foreign TNCs, or they have to face foreign
competition often in direct ways (small shops contra chains of large supermarkets).

In the last 20 years, the Hungarian economy has become organic part of transnationalisation
processes. At the same time, this process is still largely one sided, and it only started to change. In this
respect, Hungary is somewhat before the other countries of the region. The process is accompanied by
the transnationalisation of local company structures (in Hungary, MOL and OTP Bank, Trigranit, Matav
or Fornetti), but one can mention only few SMEs among them (Lipéti Pékség). The expansion of
Hungarian ,transnationals” concentrates mostly to the neighbouring Central European countries. As it is
stressed by the Commission study on the issue relating to SMEs: “a pro-active attitude to global
competition and markets is increasingly becoming not a choice but matter of necessity.” (EU
Commission, 2007: 7).

1.4. Theories on Factors and Models of Internationalization of Company Sector

There are several factors, which influence the process and efficiency of internationalization,
when they invest abroad and decide about their operation or business strategies. While they follow,
usually, a general strategy and policy, when they turn to international markets, their attitude and finally
their success depend on different external and internal factors, both in micro- and macro-economic,

social and political circumstances.

1. Effects of technology and innovation. The innovation is one of the main factors of business

success on international market, and maximalisation (optimalisation) of company profits. According to

" In the international literature, ,gazelles” are the rapidly growing small firms.

13



‘innovation theory” the internationalization is similar when a new product appears in the market. In this

process Leonidou and Katsikeas separate three periods:

1. Before the internationalization: The enterprise doesn’t export, it only produces for the

domestic market or aims at satisfing the domestic demand.

2. Beginning period: the enterprise exports but it is ad hoc, and the foreign investment is a

planned activity in the future.

3. Developed period: It means permanent presence in foreign markets, and it is able to export
as well as to invest capital into foreign possibilities. (Leonidou — Katsikeas, 1996.)

In general, the innovation is the introduction of “something new”, be it a new technology, a new
internal structure, new marketing procedures. (Annamaria Inzelt, research director at Pénzugykutatd Zrt).
The presence of multinational companies may facilitate and promote the spread of R&D among the
SME sector, due to the fact that a simple cooperation (let alone R&D cooperation) between an
international company and a SME can be mutually beneficial for both parties.

Innovative SMEs are much more likely to be successful on foreign markets contrary to those
entrepreneurships that are lacking innovation. However, it has to be emphasised that innovation is a
risky activity, which particularly apply to its financing. So in light of this, innovation not only presumes an
entrepreneur attitude, but a financing one as well. Financing is the key to success in most of the cases,
when venturing in innovation. This explains why the EU funds gained importance in the last few years
in terms of innovation; however, tendering EU funds is usually time consuming and labour intensive.
Many entrepreneurs see that the necessary bureaucratic work required for the tenders is not worth the

effort. (See: A hazai kis- és k6zépvallalkozasok esélyei a nemzetkiziesedd tudasgazdasagok koraban)

As A. Inselt claims, for the internationalisation of the SME sector, new markets, knowledge, and
new technology can be considered as the most important necessities in order to be successful.
Moreover, highly qualified professionals are also inevitable, whereas cooperation among the small
enterprises would also be beneficial. It must be clearly seen that the Hungarian SMEs are not in the
same position in terms of competitiveness as other players, so the Hungarian SME sector should

primarily focus on those areas, where the investment-demand is relatively low.

Both innovative and non-innovative entrepreneurships find competitiveness and information the
two most important factors in terms of their internationalisation. The innovative organisations are
motivated by internationalisation in order to obtain new knowledge, new technology and gain new
markets. The non-innovative entrepreneurships aim for internationalisation in order to obtain qualified

professionals and to reduce transactional costs.
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2.. "Psychical Distance”. According to “psychical distance” theories, the enterprise expanded
firstly in the neighbouring countries. It was particularly true to countries, where significant national
minority of the mother country of the enterprise lives (it can apply also before the evolution of the free
trade areas/zones or custom unions). It means that small and medium enterprises of a given country
want to expand, primarily to those countries which are very similar considering the cultural features
(Szerb — Markus, 2008, p.43).

Of course, the internationalization is based primarily on economic factors and processes. These
macro and micro aspects cancel the idea of the size of enterprises and use the so called OLI-paradigm
by Dunning:

1. ownership advantages
2. locational advantages
3. internationalization advantages (Dunning, 1993).

Similarly to other countries, the Hungarian corporate sector is not homogeneous. The companies’
size, activity, aims, ownerships are very different; and firms have different motivations when they make
investments abroad. Based on the motivation of investment John Dunning distinguished four types of
foreign direct investments: 1) resource seeking investments, which are made in order to access to some
basic resource or input; 2) market seeking investments, which are made in order to access or enter to a
new market; 3) efficiency seeking investments with which companies can increase their efficiency
(generally with reducing their costs) and 4) strategic seeking investments, with which companies gain

competitive advantages against their competitors (Dunning. 1993).

3. The “Born Global”. The so called ,Born Global” theory can show some similar features with
the previous ones. The “evolutionary learning” and “innovation theory” may interconnect, because the
evolution periods can be jumped over as the companies appear in the international market already at
their foundation (Sass, 2010, p.12). As result, building up strategies for domestic and external markets
overlap, and usually they have their own crucial innovation capacity to be able to participate and be
successful in the process of internationalization during (very) short time. They generally work in the
high-tech sector or in the pharmaceutical industry (Morgan — Thomas, Jones, 2009).

4. The Uppsala-model. According to this theory (basis of Johanson-Vahine, 1977) the firms

internationalise slowly in different steps and the most important feature of the model is the path
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dependency. The first step is to export to overseas market(s) through independent channels (e.g. sales
agents). In the second step companies establish sales outlet in overseas market(s) (by acquiring local
firm or by setting up new facility). The third step is to license foreign manufacturer to produce for
overseas market(s). In the fourth step firms establish production facility overseas by acquiring local firm
or by setting up new facility. To set up a new facility is more risky and more expensive. According to this
approach the reasons of internationalisation can be divided in two groups: domestic push factors as e.g.
openness, not sufficient (not large) size of country and international pull factors as e.g. huge and open
foreign markets. This theory was born and was popular in the 1970s, the mentioned authors examined
the internationalisation of Swedish companies. Their main conclusion was, that the internationalisation
of companies is slow; and happens in little steps. The theory could be criticized from several viewpoints;
for example the order of steps can be reversed or one/few step/steps can be skipped. Moreover, the
model examined primarily the internationalisation of Swedish companies and in the 1970, when getting
suitable information from foreign markets was more difficult, problematic, time-consuming and risky than

nowadays.

Generally, in the case of several Hungarian enterprises we can observe the steps of the
Uppsala theory. The first step of internationalisation is to open sales agencies abroad (in most cases
this already have happened in the 1970s and 1980s). This facilitates to gather information about the
foreign market and makes to realise market expectation easier. The next step is to establish commercial,
then production facilities. The pharmaceutical factories, companies are good examples to the Uppsala
theory (Antaloczy-Eltetd, 2002)
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2. State of internationalization European SMEs by the early 2000s

The European Commission published a report in 2010, which goal was to provide an updated and
comprehensive overview of the level of internationalisation of European SMEs and derive conclusions
and recommendations from it. According to the Commission internationalisation means not only exports
or foreign direct investments but all activities that put small and medium size enterprises into a
meaningful business relationship with a foreign partner. So it refers to exports, imports, foreign direct
investments, international subcontracting and international technical co-operation as well. The data,
conclusions and recommendations are based on a survey of 9480 SMEs in 33" European countries

during Spring 2009 (European Commission, 2010).

2.1. The European situation generally

The report states that a considerable number of European SMEs are internationalised, but
generally their international activities realise in the Internal Market. So partner markets are mostly other
EU countries, but in the field of import, China’s role is very important. The European SMEs are more
internationalised than Japanese or American companies (which are not surprising, because of the
relevant role of Internal Market). Moreover, the two most common modes of internationalisation are
exports and imports. For example, within the EU 27, 25% of SMEs export, of which about 50% goes
beyond the Internal Market. Similarly, within the EU27, 29% of SMEs import, of which 50% originate
from countries outside the Internal Market. In addition, 7% of member states’ SMEs are involved in
technological co-operation with a foreign partner, 7% are a subcontractor, 7% have foreign
subcontractor and 2% are active in foreign direct investment. The Commission claimed that there is a
direct link between the level of internationalisation and the size of company, so a larger company tends
more to internationalise. For example, in terms of exports, 24% of micro, 38% of small and 53% of
medium-sized SMEs are active on foreign markets (for imports these percentages are 28-39-55).
Moreover, there is a correlation between the size of country and internationalisation: generally, the

" The survey examined the 27 member states of EU and 6 non-EU countries: Croatia, Iceland, Liechtenstein, the Former
Yugoslav Republic of Macedonia, Norway and Turkey.
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smaller countries’ SMEs are more internationalised. Furthermore, trade, manufacturing, transport,
communication and research are the most internationalised sectors; exporting and importing activities
augment in intensity by the age of companies (e.g. every third company exports that have existed for 25
years or more). In addition, most often SMEs start international activities by importing, and if SMEs both
import and export, they start with import twice as often as starting with export (39% vs. 18%). 42% of
enterprises started with imports and exports in the same year. Unfortunately, only a few - about 4% - of
all internationally inactive SMEs plan to start international activities in the near future. But it is a
considerable progress that companies involved in e-commerce are more internationally active; the use
of Internet erased some barriers for internationalisation. But some serious barriers can be observed.
According to SMEs the most important internal barriers are: price of their own product or service and the
high cost of internationalisation. The most important external barriers are: lack of capital, lack of
adequate information, lack of adequate public support and the costs of or difficulties with paperwork
associated with transport. Moreover, the awareness of public support programmes among SMEs is low
and also use of public support is rather limited (financial support is used more by the larger SMEs while

non-financial support by the smaller ones) (European Commission, 2010]).

2.2. The results of the Commission Report

The European Commission supports the internationalisation of SMEs because being
internationally active has lots of advantages: these companies reach higher turnover growth, have
higher growth of employment (the partners enjoy the same higher growth) and they are also more active
with process innovations. The Commission’s most important recommendations for SME Policy Support
are: 1) awareness and use of public support programmes need to be promoted much more actively, 2)
easier access to support measures for micro enterprises, 3) because of the link between innovation and
internationalisation, it is useful to design and present policy support measures aimed at stimulating
innovation and internationalisation in conjunction. 4) Not only focus on export, because import is also an
important activity for SMEs, this is a stepping stone to broader internationalisation. 5) Foster e-
commerce, because it may increase internationalisation and can erase the barriers. Finally, 6) lack of
information is an important barrier for internationalisation and might be due to a market failure. So it is
important at EU level to collect and analyse information on foreign markets. The study shows that in
Hungary 5% of the internationally active SMEs use financial public support. With this, Hungary standed

at 12th place of 33 in 2009. There are six countries where this percentage is above than 10% (Austria
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where 47% of internationally active SMEs use financial public support, the next is Turkey — 32%,
Greece and Latvia — 17%, Germany and Norway — 14%). In Hungary, the use of non financial public
support is not relevant (European Commission, 2010).

The survey states that lots of European SMEs do not export at all; only 8% of these companies
were involved in exports in 2005. Generally, small and open economies’ enterprises have a much higher
involvement in exports. This is true in case of Hungary: 9% of companies have some turnover from
exports, this is little higher than the average in the European Union — 8%. But other small and open
economies’ enterprises have higher proportion. (The first is Estonia with 23%; moreover, our
neighboring countries such as Slovenia, Austria and Slovakia also have much higher proportions: 21%,
14% and 12% of enterprises have revenue from exports). If we examine the exports’ share in the
revenues, Hungary does not perform well, only 3,3% of incomes derive from exports (only a few
countries have lower proportion. The average of EU 25 and EU27 is 4,6%, EU15 is 4,4% and NMS10
and 12 are 5,3 and 5,1%). It can be considered positive that the Hungarian expectations in this field are
optimistic, most of the asked SMEs assume that their exports’ share in their income will increase in the
future (The Gallup Organization [2007]). There are lots of SMEs in Hungary (99,9% of companies are
SMEs), but their share of total exports was only 37% in 2008 (the micro and small enterprises’ share is
23%, medium sized companies’: 14%, big companies’: 63%). So we can state that it is necessary to
increase the role of SMEs in the field of export. At the same time, it is encouraging, that we can observe
a progress in this dcirection: in the last years the Hungarian SMEs developed a lot and converged to the

general level European SMEs (Kallay et al. 2008 and 2010).
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3. Characteristics of Internationalization of the Hungarian SME sector

3.1. Trends in internationalisation of Hungarian SME sector

Recently, the importance of internationalization of company sector was more and more
recognised both as factor of improving competitiveness and success of integration by the experts and
the economic politicians as well. In the last years, in Hungary several studies were published on the

issue.

Laszl6 Szerb and Gabor Markus published one of the most detailed reports about the topic in
2008. They examined not only the export activity, but they also analyzed the foreign capital and the
property relations as well. Additionally, they surveyed the domestic activity of the firms with foreign
property and they tested a hypothesis about the significance of relation between the knowledge of
foreign language and the foreign trade activity.

Laszl6 Kallay and Imre Lengyel showed in a detailed report that the two most important indicators
of the internationalization of SME sector were the export activity and the foreign direct investments
(Kallay — Lengyel, 2008, p.55 - 66.).

In a conference summary, lldikd6 Neumanné Virag’s made some conclusions about the export
activity of Hungarian SMEs. According to her paper from the investigated fifty companies with significant

export ratio in revenues, 20 ones could realize 90 % of their revenues from export.

In sectoral breakdown, 25 % of the export revenues of SMEs came from the manufacturing
industry. About 30 % export revenues were realized at the firms with small value-added products or
which were involved only in trade. And finally 55 % of the export revenues originated from companies

producing chemical products or machines. (Neumanné, 2008, p. 412).

The importance of relation between openness and internationalisation should be particularly
stressed. “At macro-economic level, the internationalization can be indicated with the openness of a
country”. (Szerb — Laszl6, 2008, p. 37). Hungary is a classical small export-orientated country (Kallay —
Lengyel, 2008, p. 55). According the intensity of her trade and capital integration with the world
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economy, she is one of the most internationalised economies in the world. The similar high level of

openness and integration characterises the other countries in the Central-European region.

After 1990, the economic openness of Hungary has greatly increased as result of rapid expansion
of volume of her external trade. Before 1989 the Hungarian external trade was about 70 % of the GDP.
Since then, this had been increasing and hit the maximum around 150% of GDP in 2001. This period
was separated into two parts by Kéllay and Lengyel: the first one is the “early period of evolution of the

market economy” and the second is the “developed period” (Kéllay — Lengyel, 2008, p.55).

We should call attention to the fact, that the Hungarian capital export is one of the most significant
FDI considering the capital export from the new EU members. After the enlargement in 2004 the volume
of Hungarian capital export rose by 281 %, so Budapest is the first in this comparison (Szerb — Markus,
2008, p. 38). As it is pointed out by Laszlo Kallay and Imre Lengyel: the Hungarian (and generally the
Central-European) situation, due to EU membership is very special, because Budapest (and the others)
had to adapt itself (themselves) to the new conditions and to step into a new, more intensive
competition. “The internationalization of the SMEs evolved with internationalization of their domestic

business environment.” (Meyer — Skak, 2002, p. 180).

Laszl6 Szerb and Gabor Markus research tried to make observation on which theories apply
better at the investigated questions. Their survey includes answers of 502 enterprises. It is stratified and
representative and covers the Hungarian situation from the period between 2003 and 2006 (it overlaps

the years accession to EU).

According to he survey of Laszl6 Szerb and Gabor Markus, the Hungarian SME sector face several

problems:

1. Just 39,6 % of the analyzed enterprises had foreign relations and only 15,4 % could create

export and import relations in parallel.

2. Inthese relations the EU-members have dominant positions; the ratio of EU was 87 %. These
data could prop up the ,evolutionary theory” better than the ,network one”.

3. The structure of the incomes was investigated, particularly how much of them were from
export revenues. The export revenues could be realised mostly by those enterprises, whose

export revenues was more than 10 % of their whole incomes.

4. According the survey, just 4 % of the companies had more than 75 % of their total income
from export. This value is still bigger than in the case of those companies which had 10-24 %
or 50-74% export revenue from their total income; all of these companies represent only a
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dozen from the total 502. If we consider the geographical shares the network theory is the

dominant, while Germany’s role is much stronger than Austria’s, Slovakia’s or Romania’s.

5. The foreign ownership was higher in the medium enterprises (20 %) and in the lower in the

small ones (11 %).

6. The summary classification of these SMEs distinguished according to export revenues seems
particularly interesting: 86,6 % of the asked companies does not have any export revenues,
11,6 % of them are in (at least) one domestic alliance with foreign partners and only 1,8 % of
the enterprises participates in international cooperation (it means just 9 firms) (Szerb -
Markus, 2008, p.52).

7. Finally the authors looked for some correlation between the existing of foreign relations and
language knowledge. According to their results in the case of those managers who engaged
in import too, can speak a foreign language by 20 % more than who buys inputs only from the
domestic market. (Szerb — Markus, 2008, p.55)

The insufficiencies of the language knowledge were also strengthened by GKI (Institute of
Economic Research). According to it, the Hungarian SMEs don't value it as much as it should be
necessary, particularly in comparison with similar data from other developed - first of all OECD -

countries. Worse result can be found only in Japan and Spain (Dr. Papanek, 2009, p.46).

3.2. Role of property relations and size of enterprises in the internationalization

The research by Szerb — Markus focus on function between property relations and
internationalisation. Their conclusion was that: the internationalization of property relations is more
significant than the internationalization in terms of export. An explanation can be that there are some
SMEs with foreign background and they produce exclusively on the domestic (Hungarian) market.
(Szerb — Mérkus, 2008, p. 39).

In contrast, Kallay — Lengyel authors brought the size of enterprises into focus. They concluded
that the size of enterprises had primary role considering the level of the internationalization (Kallay —
Lengyel, 2008, p.55). The export ratio of SMEs in the analyzed 19 European countries was 13% and in

Hungary 9,9%. In the case of companies with more than 250 employees, the export ratio is about 21 %
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(it is more by 8 % points than at the SMEs) while this ratio in Hungary is 32 % (the difference is 20,1 %
points!) (Kallay — Lengyel, 2008, p.64).

Laszl6 Szerb and Gabor Markus got similar results. They examined data of the year 2003 and
they received that 39,6 % of the SMEs could realize export revenue. But at the same time, these are

less than 15 % of total net revenue of SME sector.

A survey from 2006 made by GEM (Global Entrepreneurship Monitor), with 500 SMEs which have
one employee at least [by the Hungarian law micro firms are the ones employing less than 10 people
(i.e. 0-9)]. came to similar results. Only 23 % of the asked companies exported and the value of their
export exceeded the half of the whole revenues only at 6 % of the companies. In the meantime 32 % of
the firms imported and around 40 % of them had external relations. (Dr. Papanek (edit.), 2009, p.43).

It is interesting to note that the export revenue decreased on all level — level of the micro, smalll
and medium enterprises between 2005 and 2007. The value of the decrease was 14 % at the small
enterprises and a bit less and 11,2 % at the medium ones. These bad data were produced by the
Hungarian firms when there was prosperity in the world economy. Only the big companies could
increase their export incomes by 3,7 %. In sectoral terms, the process was also unfavourable: the value
of the export of manufacturing industry fell down by 30 % between 2004 and 2007 (it was an 8 % points
decrease) while the export of commercial services rose by 17 % (a 4 % points increase) (Dr. Papanek
(edit.), 2009, p.44).The size of companies was emphatic in Neumanné’s survey too. According to her
‘the export of enterprises and their export intensity (export/income) goes up with their own number”’
(Neumanné, 2008, p. 413). We can complete this statement with those companies with at least 50 %
public property exports least and ones with at least 50 % foreign property exports the most (Incze,
2008.)

According to geographical proportions, the least export orientated SMEs are located in the
Southern-Transdanube Region and in the regions of Plain (Alféld). And it isn’'t a surprising that the most
export orientated firms are situated in the Western-Danube and the Central — Hungarian Region
(Budapest and Pest County). The micro and the big companies in Central-Hungarian Region can realize
the largest revenues from export and the medium and big ones in the Western-Danube Region are the
most export orientated (Neumanné, 2008, p. 413).

If we analyze the sales in terms of market share, in 2003 we can see that the size of firms is very
important. The medium enterprises can sell just 20% of their goods and services in export markets. But
this number is much less concerning the small enterprises (the ratio is just 6,8 %), while there aren’t any
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similar data concerning the micro enterprises (in practice, this value is about 1,5). The Kéllay — Lengyel

paper emphasizes, the bigger companies intend to export more (Kallay — Lengyel, 2008, p. 67-68).

Kallay — Lengyel calls attention to the importance of the effects of FDI on the internationalization
of SMEs. According to their report, the foreign interest of enterprises increases in direct proportion to
their size. Only 28 % of the small firms had foreign interests, while at the medium enterprises which
employ 50-249 persons, this value is 49,1 % and it is 52,9 % in the case of big (non-SME) companies.
In addition, there is a very strong relation between the export-orientation and the foreign ownership.
This correlation is even more striking if we take that in Hungary the foreign-owned small enterprises can
export more than the big (non-SME) enterprises with Hungarian ownership (Kéallay — Lengyel, 2008, p.
71-72).

3.3. Motivation and Destination of Trade and Investments

The comparisons of the research by Szerb — Markus, Kallay — Lengyel etc. with that of Katalin
Antaléczy and Andrea Eltetd bring interesting results. In the beginning of 2000 they made a research to
analyse the Hungarian companies” motivation, problems which invested money in abroad, how they did
it and with what effects. (They also examined Estonian, Czech and Slovenian companies and they
compared the results.) Because of lack of data, in order to better understand the investors’ behaviour,
the survey was based on questionnaire. One weakness of the sample is that among the asked 57 firms,
only 22 have sent back the questionnaire and even these were incomplete. They did not answer some
questions. Moreover, the sample was mostly based on old big companies, which are represented in the
manufacturing industry, had foreign ownerships and had shares on stock exchange. (But these
companies invested abroad mostly, so the sample can be considered representative.) (Antaléczy-Eltets,
2002).

82% of the asked Hungarian companies said that the main reason of his foreign direct investment
was to gain and enter into a new market. At the same time, the motivation for reducing costs as a
strategic goal; was not considered relevant. (The results are similar to what surveys has found in the
case of inflow foreign direct investments, namely why foreigners invest in Hungary.) Moreover,
according to the survey, in the 1990s the stronger competition also motivated the Hungarian companies
to make more foreign direct investments. The motivation to gain new markets had the desired result: the

export and market share of companies increased and the firms’ financial performance improved (this
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result was surprising because foreign direct investments are very costly in the beginning). The impact of
foreign direct investments on employment and import were not relevant. Furthermore, the Hungarian
companies were able to obtain cheap resources also (Antaloczy-Eltets, 2002).

The companies’ risks of foreign direct investments can be various. We can distinguish company
and country specific risks. Antaléczy and Eltetd divided the risks of investments into five groups in their
questionnaire: financing, lack of financial resources, lack of suitable workforce, lack of information and
country specific risks. According to the survey the problems of the internationalisation are: problems
with the target country, lack of financial sources and lack of suitable workforce. 63,6% of Hungarian
companies said that the most important risks were in connection with the target country (its country risk,
investment climate). This is not surprising because most of the subsidiaries have been established in
Eastern Europe (mostly in Ukraine and Romania), where market economy is less stable than in Central
or Western Europe. The second, but less considerable problem is financing (according to 41% of
companies). In the case of smaller companies, however, this is bigger, more important problem. 36,3%
of respondents said that the lack of suitable workforce is an important or very important problem of
internationalisation. The domestic factors (as administrative obstacles and regulation) and the lack of
information were considered less important problems. According to the asked enterprises the economic
policy, which helps the Hungarian enterprises to acquire foreign markets, to get information, tax
allowances or supported by bank credits are very important. The government should give political
support, guarantee and power of lobby and even help to sustain the foreign offices abroad. The
decrease of bureaucracy and the economic treaties among countries can better facilitate the possibility
of the foreign investment (Antaléczy — Eltets, 2002).

A study received similar results in 2002 who investigated the possibilities of international
expansion of a Hungarian small enterprise (the Turris Babel Ltd, which is in the interpreter and
translation services) (Bognar). During the survey the Turris Babel Ltd. used the data from the
Association of Hungarian Translation Bureaus and of Romanian Translation Bureaus and two interviews
were made with one of the heads of enterprise and the head and founder of the other firm. Additionally
as a potential client he asked some bids in letter from 15 local translation bureaus and bigger
international ones in Hungary and Romania too. His analysis could show that Turris Babel Kft was
motivated by the market acquiring and a stronger presence in the East-Central European Region to
expand in Romania. On the other hand decrease of the costs and some competition advantages were
also important. But to tell the truth the size of the Romanian market was the main motivation of the
company. Furthermore they could receive information easier about the foreign market, the special
features of the business environment due to common culture, the closeness of market and perhaps the

known language. Significant factor was the human relation capital and some bigger projects appeared

25



in the markets. The main obstacle of the internationalization was the capital deficit (heads of the smaller
enterprises prefer the domestic markets). Moreover many companies have bad strategies, so the
Hungarian firms (we mean translation bureaus) concentrate the Hungarian market and prefer the
smaller, domestic contracts.

In the case of Hungary (similarly to other member states) the main export destination of
enterprises in the European Union is Germany. According to the study of the Commission Hungary’s
main destination of exports is the European Union (68% of exports is realised within EU). This
proportion is close to the EU average. Hungary keeps close commercial contacts with European non-
EU countries (e.g. with countries of Former Yugoslavia). 25% of Hungarian export goes to Europe
outside of EU. This value is high, just Slovenia has higher proportion: 51%, which is not surprising
because of his traditional relationship with the countries of Former Yugoslavia. At the same time, the
proportion of exports to outside Europe is not significant (8% of total exports), this does not reach
neither the average of the European Union, nor the average of the new member states (e.g. in case of
Poland and Czech Republic this proportions are 22 and 30%). According to Hungarian SMEs the main
constraints to exporting are: lack of capital, regulation in non-EU countries and different regulations in
other EU countries. Differently from other member states lack of knowledge of foreign markets is not
considered as a relevant constraint. On the other hand, the companies feel the lack of capital as the
biggest constraint: every fifth enterprises say that this is the most important problem of exporting. This
problem is not unique, in most of the new member states feel the same way (e.g. in Czech Republic,
Lithuania and also in Austria, Belgium and Ireland) (The Gallup Organization, 2007).

SMEs do not sell only their product abroad, but also buy inputs (raw materials, energy, capital
and labour) from the global market. So it is important to examine the percentage of inputs purchased
abroad. In EU average, it is 12% of the total inputs of SMEs. This percentage is the highest in the
smallest and most open economies in Europe, e.g. in Malta (46%), Luxembourg (40%) or Ireland (35%).
In Poland and Slovakia this proportion is 14%. In case of Hungary this is 12%, which is the average of
the European Union and the new member states.

One of main the shortcomings of the Hungarian SMEs is in relation to their foreign business
partnerships. Overall, 5% of SMEs in the EU receive income from foreign business partnerships, either
from subsidiaries or joint ventures abroad. In case of Hungary the proportion of enterprises gaining any
revenue from foreign subsidiary or joint venture abroad is only 0,2%. This is lower just in Bulgaria
(0,1%). Hungarian SMEs should invest in foreign subsidiaries or joint ventures because it has lots of
advantages (e.g. they can get closer to final costumers, can easily adapt the changes of costumers’
expectations, can access to finance or can reduce the labour/administrative costs). With these the

companies can easily increase their competitiveness.) (The Gallup Organization, 2007).
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In sum we can state that the Hungarian SMEs made significant progress in the field of
internationalisation: the proportions of foreign exports and imports reach the average of the EU; they
diversify the export relations, but most of the exports is realised in the area of the European Union. It is
important to progress in the field of foreign business partnerships, and it is necessary to decrease the

role of the main constraints to exporting, mostly the lack of capital.

3.4. Performance of Hungarian SME sector between 2000 and 2009 (in numbers)

Although some features of market economy were already created during the last decade of the
planned economy, the true characteristics of SME sector in Hungary only emerged and became clearly
visible after the economic transition of the country. The transition process had many effects on the
country’s economy, including the infant SME sector: the shift of economic activity, the radical
modification of the ownership proportions, the alteration of the traditional external economic relations,
and the slow but steady shrink of the intervention of the state. Although the most important
characteristics of the Hungarian economy — including the SME sector — have already evolved, the traits
are not static and constant but rather altering. In order to understand and grasp the essence of the
current state of the Hungarian sector, the most important figures regarding the SME sector will be
demonstrated by primarily relying on researcher Zoltan Pitti's current analysis (‘A gazdaséagi
teliesitmények vallalkozasi méretfiiggd jellemzbi Magyarorszagon, Kbz-Gazdasag 2011 oktober”). The
following paragraphs show the most important characteristics of the Hungarian economy and SME
sector, namely the number of companies, the distribution of enterprises regarding their ownership

proportions, size, average number of employees, and added value.

One of the most crucial statistics regarding a country’s economy is the number of enterprises and
companies. Regarding the enterprises, the following table gives a broad overview of the type of

economic activities, and institutional forms in Hungary:
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4. table The number of enterprises (unit: number of companies)

2000 2002 2004 2006 2008 2009
Private entrepreneur’ 682925 | 708513 | 717323 | 670203 |1000022| 1012770
Ltd. 167033 | 182242 | 209720 | 238411 | 292165 | 319849
Limited partnership 188136 | 208454 | 219023 | 221152 | 211823 | 202173
Co-op 7516 6768 6532 5860 5245 4365
Corporation, CLP. 4372 4425 4357 4373 4828 5020
State owned company 4917 2039 652 388 275 241
Other 39547 39780 41021 43566 | 46088 | 48173
Registered enterprises altogether 1094446 | 1152221 | 1198628 | 1183953 | 156446 | 15692591

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

In order to obtain a valid analysis of the achievements of the SME-sector in Hungary one has to
take a closer look at the companies of the country and differentiate between companies with and
without economic activity. The number of registered, de facto functioning, and continually functioning

companies in Hungary is as follows:

5. table Structure of the Hungarian companies regarding its functioning  (Unit: number of companies)

2000 2002 2004 2006 2007 2008 2009

Statistically registered companies 411521 | 443708 | 481 306 | 497 942 | 531 109 | 561 424 | 579 821

Statistically de facto functioning | 308 645 | 395 344 | 341439 | 346 401 | 351853 | 368 472 | 382 482
companies

Companies possessing formal

accounting 288 778 | 303729 | 315898 | 330 105 | 337 933 | 357 094 | 353 649

Continually functioning companies | 232 478 | 253 420 | 261 663 | 281 295 | 294 150 | 308 299 | 310 389

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

The numbers — that are also validated by the Hungarian Central Statistical Office’s official
presentation (“The SME sector in the jungle of statistics”) — demonstrate that not only the aggregate
number of SME-s but also the number of continually functioning enterprises is steadily growing in
Hungary. However, one also has to note that the ratio of continually functioning enterprises and
statistically registered companies was only 54% in 2009 that implies that roughly only halve of the

statistically registered enterprises are actually and continually functioning.

Furthermore, an important aspect of the SME sector is the proportion of propriety. In this regard,

Hungary’'s economy went through crucial changes since the country opened its economy and aimed

" There was a methodological change between 200@G0g!.
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(and is still aiming) at attracting foreign investment into the county. Although FDI and portfolio
investments have been essential in economic terms in the last two decades, statistics demonstrate that

foreign property is still not that much significant regarding the country’s SME sector.

6. tableThe distribution of ownership regarding the de facto functioning and continuously functioning

enterprises (Unit: percentage)

2000 | 2002 | 2004 | 2006 | 2007 | 2008 | 2009

Exclusively Hungarian property 913 |906 | 91.2 914 92.0 921 | 923
Mixed (Hungarian majority shareholding) | 2.7 2.9 21 1.8 1.0 1.0 0.9
Mixed (foreign majority shareholding) 1.2 1.3 1.4 1.3 1.2 1.1 1.0
Exclusively foreign property 4.8 5.2 5.4 5.5 5.8 5.8 5.8

Altogether 100.0 [100.0] 100.0 | 100.0 | 100.0 | 100.0 |[100.0

Source: Pitti (2011) Koz-Gazdaséag, Vol. 6., No. 3.

It is interesting to note that despite the constant growth of the aggregate number of enterprises,
the ratio of foreign property did not increase in the last few years that may be primarily due to the
general detrimental effects of the global economic crisis. This fact may not come as a surprise since the
FDI inflow shows a similar trend.

Apart from the number of companies and the distribution of their ownership it may be also worth
to analyze the size of the de facto and continually functioning companies. Regarding the Hungarian
(and the European Union’s) legal regulation only those companies can be regarded as “micro” sized
organizations that employ a maximum of 9 people, small enterprises are those that employ a maximum
of 49 people. Middle sized enterprises have maximally 249 employees, while big enterprises are those
that employ 250 employees or more. (The SME sector consists of the micro, small, and medium size

enterprises.)

7. table Distribution of the de facto and continuously functioning enterprises regards size

(Unit: percentage)

2000 | 2002 | 2004 | 2006 | 2007 | 2008 | 2009

Micro enterprises 87.8 88.6 88.5 88.4 88.3 88.7 88.9
Small enterprises 8.1 7.8 8.2 8.2 8.1 1.7 7.4
Medium size enterprises 1.8 1.5 1.5 1.5 1.5 1.4 1.3
Other 2.3 2.1 1.8 1.9 2.1 2.2 2.3

From other: big enterprises 0.4 0.4 0.3 0.3 0.3 0.2 0.2

Altogether 100.0 | 100.0 | 100,0 | 100.0 | 100.0 | 100.0 | 100.0

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.
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As for the latest figures and the overall trend, one can easily draw the conclusion that the vast majority
of companies are the micro sized companies — their proportion even reach 99% of the total
entrepreneurships, according to Szabd (2010). The large companies do not even reach one percent
regarding the total distribution of the companies and their small proportion is even declining, while the

proportion of the micro sized companies does change neither.

The depicted picture is basically identical with the analysis of the Statistical Office. As for an official
presentation of the Office, the proportion of the Hungarian de facto functioning entrepreneur sector is as
follows:

1. chart Proportion of the Hungarian de facto functioning enterprises

B Microentreprises
B Small entreprises
Medium entreprises

W Big entreprises

Source: A KKV-k a statisztika rengetegében (Kotulics)

The chart of the Statistical Office demonstrates that the big and medium sized enterprises did not reach
1% regarding the distribution of the enterprises in 2008, while the distribution of the micro sized
enterprises is overwhelming, so this picture depicted by the Statistical Office is even more extreme then
the research of Pitti suggests. Yet keeping these figures in mind it is interesting to see the various

employment figures of the companies.

30



8. table Distribution of employees regarding proprietary proportions (Unit: percentage)

2000 2002 2004 2006 2007 2008 2009
Exclusively Hungarian property 73.3 74.4 76.0 76.4 75.4 74.4 75.7

Mixed (Hungarian majority 44 39 35 30 28 28 25

shareholding)
Mixed (foreign majority shareholding) 7.2 7.3 6.1 5.5 5.4 6.0 5.3
Exclusively foreign property 15.1 14.4 14.4 15.2 16.4 16.8 16.5
Total employees 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

9. table Distribution of employees regarding the size of the entrepreneurship (Unit: percentage)
2000 2002 2004 2006 2007 2008 2009
Micro enterprises 21.6 221 22.2 21.0 231 23.7 243
Small enterprises 18.8 19.2 19.7 20.0 22.0 22.3 22.7
Medium size enterprises 19.5 19.4 18.9 18.2 20.5 204 20.6
Other 38.1 36.6 35.5 34.4 34.3 33.7 324
From other: big enterprises 37.5 36.2 35.0 34.1 33.3 31.9 30.2
Total employees 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Source: Pitti (2011) Koz-Gazdaséag, Vol. 6., No. 3.

The data from the two tables leads to the conclusion that although only 5.8% of the enterprises in
Hungary in 2009 had foreign ownership, these foreign owned enterprises employed 16.5% of the total
employees. This proportion is similar in terms of the size of the enterprises: while the proportion of big
enterprises was only 0.2% (!) in Hungary in 2009, they employed 30.2% of the total employees. The
bottom line of these figures is that although the number of foreign owned companies and the big
enterprises can be perceived as relatively low in Hungary, this observation is not valid regarding their
employment due to the fact that these enterprises/companies employ significantly more employees than
their size would suggest. The same logic applies for the micro sized companies and the exclusively
Hungarian owned entrepreneurships: while in 2009 92.3% of the entrepreneurships were in exclusive
Hungarian property, these only accounted for 75.7% of the total number of employees (more than 2
million employees — according to Szab6 (2010)), and the micro sized enterprises (that possess a
proportion of 88.9%) only employed 24.3% of the total employees. Apart from these figures it is also to
be clearly seen that the Hungarian SME sector (micro, small, and medium sized enterprises altogether)

employs around 68% of the total employees.

According to the data provided by the Hungarian Statistical Office for 2008, 73% of the total employees
working in enterprises were employed by the SME-sector while the big enterprises engaged 27% of the

employees in 2008. These figures basically correspond with the former ones and show that although the
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vast majority of the enterprises are micro sized ones, their role and weight regarding employment is

more limited.

2. chart Proportion of employment regarding the company’s size

B Microentreprises
W Small entreprises
Medium entreprises

W Big entreprises

Source: A KKV-k a statisztika rengetegében (Kotulics)

The figures elaborated by the former table/diagram are strengthened by the following table that

shows the number of employees/entrepreneurship:

10. table Average employees per company (Unit: person/entrepreneurship)

2000 2002 2004 2006 2007 2008 2009
Micro enterprises 2.3 2.1 2.1 1.9 1.8 1.8 1.7

Small enterprises 215 20.8 20.0 18.7 18.8 19.0 19.4

Medium size enterprises 100.6 109.6 101.2 97.5 95.3 95.6 98.3

Other 1543 | 1498 | 1644 | 158.0 | 1144 | 1025 89.2

From other: big enterprises 8059 | 8365 | 876.9 | 856.2 | 826.7 | 790.7 | 7754
Average number of employees 9.2 8.5 8.3 7.9 6.9 6.6 6.4

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

However, the declining number of the average number of employees is striking: the number of
average employees dropped from 9.2 (in 2000) to 6.4 (in 2009) that accounts for a decline of over 30%.

This decline is valid for all enterprises regardless of their size.

Apart from the employment effects of the SME sector and the big enterprises, one also has to
analyze the added value of these organizations. The economic performance of a country on a
macroeconomic level is usually illustrated by the (gross) added value, where the official Hungarian
system of account differentiates between five groups: non financial companies, financial companies,
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governmental sector, households, and non-profit sector. The added value of these various sectors is as

follows:

11. table The gross added value performance of the economy’s various sectors

(Unit; Billion HUF)

2000 2002 2004 2006 2008 2009
Gross added value altogether 13368.9 | 172313 | 208224 | 23730.0 | 22829.2 | 22069.1
Sectors Non-financial companies 65114 | 8372.8 | 99488 | 11893.7 | 13550.6 | 13029.1
Financial companies 366.1 498.5 626.7 826.0 879.7 955.9
Government 1969.0 | 28422 | 32570 | 36257 | 39184 | 381,2
Households 25518 | 2967.1 | 36220 | 3966.1 | 4229.4 | 40159
Non-profit organisations 84.4 127.0 199.9 223.9 251.2 254.1
The share of non-financial companies
regarding the added value 56.7% 56.5% | 56.4% | 57.9% | 59.4% | 59.0%

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

The table clearly demonstrates that the non-financial companies are the key players of the

Hungarian economy (with 59% share in gross value added); however, in the European Union this
average is around 63-64%. Apart from the distribution of the added value regarding the various sectors
one also has to systemize the added value in other manners in order to obtain the weight of the SME

sector in Hungary. The following three tables provide the necessary adequate information on the role of
the SME sector regarding their gross added value.

12. table The distribution of gross added value regarding the size of the entrepreneurship

(Unit: percentage)

2000 2002 2004 2006 2007 2008 2009

Micro enterprises 11.9 11.1 10.8 11.6 12.2 13.0 13.0

Small enterprises 13.9 12.4 14.8 15.1 15.0 15.4 15.0
Medium size enterprises 18.2 17.2 16.4 16.6 16.9 17.5 17.6
Other 56.0 59.3 58.0 56.7 56.0 54.1 54.3

From other: big enterprises 52.2 52.0 51.7 50.4 47.4 47.4 45.7
Gross added value altogether 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

The data provided by the Statistical Office is basically similar. According to the presentation carried out

by the Office focusing on the Hungarian SME sector in 2008, the following proportions were in terms of

the distribution of gross added value regarding the size of the enterprises.
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3. chart Distribution of gross added value regarding the size of the enterprises

B Microenterprises
B Small enterprises
Medium enterprises

W Big enterprises

Source: A KKV-k a statisztika rengetegében (Kotulics)

The chart demonstrates that the 45% of the gross added value is provided by the big enterpirses, while
the SME sector accounted for 55% of the gross added value in 2008.

13. table Average added value performance pro entrepreneurship
(Unit: million HUF/entrepreneurship)

2000 2002 2004 2006 2007 2008 2009
Micro enterprises 34 3.8 4.1 5.0 6.4 7.2 6.4
Small enterprises 42.9 475 60.7 68.1 79.2 84.3 82.3
Medium size enterprises 253.6 340.4 355.0 428.4 495.5 525.2 550.0
Other 616.9 854.0 | 10864 | 12533 | 1055.8 | 964.5 847.9
From other: big enterprises 3069.5 | 43124 | 53241 | 6529.4 | 6695.5 | 7009.3 | 6657.7
Average 25.1 29.9 33.5 37.9 39.2 38.6 36,1

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

The first table demonstrates that the Hungarian SME sector accounted for only 45% of the added
value in 2009, while it employed around 68% of the total employees (this data is echoed by Szabd
(2010)). The data is also striking due to the fact that the SME sector usually accounts for around 55% of
the total added value in the Western European economies (Mdzes, 2006). Meanwhile, the big
enterprises delivered a gross added value of 45.7% with employing only 30.2% of the total employees in
2009, what clearly indicates the better efficiency of the big enterprises. The effectiveness of the bigger
companies contrary to the SME sector can be derived from the table that contains the “average value
added performance pro entrepreneurship” data as well, since the big enterprises compared to the SME
sector deliver performances of another magnitude. The difference of the gross added value between the
various sized enterprises can also be traced upon the following table.
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14. table Gross added value performance pro employee (Unit: million HUF/employee)

2000 2002 2004 2006 2007 2008 2009
Micro enterprises 1.5 1.8 24 2.8 2.9 3.1 3.0
Small enterprises 2.0 2.3 3.0 3.6 3.9 41 3.8
Medium size enterprises 25 3.1 3.5 4.4 4.7 5.0 4.8
Other 4.0 5.7 6.6 7.9 9.2 9.4 9.5
From other: big enterprises 3.8 5.2 6.1 7.6 8.1 8.9 8.6
Average 2.7 3.5 4.0 4.8 5.7 5.9 5.7

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

The gross value added performance pro employee irrevocably demonstrates the huge gap of
efficiency between the SME sector and the big enterprises: the gross added value performance is
nearly three times as much at a big enterprise then at a micro enterprise, and the SME average (3.87
million HUF/employee) is clearly behind the big enterprises’ average (8.6 million HUF/employee). This
table shows also that the micro, small, and medium enterprises are lagging far behind the other players

of the economy in terms of economic (gross added value) performance.

The quantity and distribution of the external economic relations is an important aspect of the
internationalisation of the economy and its enterprises. The following table shows the primary directions

of the Hungarian external economic relations:

15. table Hungary’s export regarding the main partners (Unit: percentage)
2000 2002 2004 2006 2008 2009 2010
EU-27 countries 85.1 84.7 83.1 78.7 78.3 78.9 77.3
EU-15 countries 76.4 75.1 70.8 57.5 59.2 61.2 57.1
EU-12 countries 8.7 9.6 12.3 20.8 19.7 17.5 20.2
Non-EU countries 14.9 15.3 16.9 21.3 21.7 211 22.7
Export altogether 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Pitti (2011) Koz-Gazdaséag, Vol. 6., No. 3.

It may not come as a surprise that the most important trade partners of Hungary consist of the
Member States of the European Union, although their importance was continually declining in the last
decade, while the Hungarian export to non-EU countries increased. However — despite the current
trends — the Hungarian export to the EU-countries (77% in 2009) still significantly exceeds that of the
EU27 average (67% in 2009).

A more interesting aspect of the Hungarian export structure can be seen on the following table
that shows the distribution of exporters:
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16. table Revenues of enterprises regarding export (Unit: percentage)

2000 2002 2004 2006 2007 2008 2009
Micro enterprises 6.4 5.5 3.8 3.2 3.1 3.2 3.5
Small enterprises 9.1 8.5 6.5 6.0 5.2 5.6 6.5
Medium size enterprises 141 15.1 12.6 12.2 10.9 12.5 13.7
Other 70.3 70.9 771 78.6 80.8 78.7 76.3
From other: big enterprises 65.5 64.7 67.6 68.4 65.2 68.9 62.5
Export altogether 100.0] 100.0 100.0| 100.0] 100.0, 100.0] 100.0

Source: Pitti (2011) Kdz-Gazdaséag, Vol. 6., No. 3.

The main findings of the table are affirmed by the chart provided by the Hungarian Statistical Office that
depicts the revenue of enterprises regarding export in 2008.

4. chart Revenue of enterprises regarding export in 2008

B Microenterprises
B Small enterprises
Medium enterprises

W Big enterprizes

Source: A KKV-k a statisztika rengetegében (Kotulics)

The table and the chart (moreover the case study of Mdzes (2006)) clearly demonstrates that the
SME sector only has as a negligible share of the Hungarian exports due to the fact that the 62.5% of the
exports delivered by the big companies. The micro enterprises that employ 88.9% of the total
employees account for only 3.5% of the total exports, but the whole SME sector’s proportion (23.7% in

2009) can be labelled as low compared to the one of the big enterprises.

To conclude, the data demonstrate that the Hungarian SME sector can be considered as a large
part of the Hungarian business sector due to the high number of enterprises and the relatively high
number of employees. However, in terms of efficiency, added value or export revenues, and in general

terms, in intenationalisation, these enterprises lag far behind the big enterprises.
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3.5 Internationalization of Hungarian SMEs (result of an online survey)

With the help of the Hungarian Chamber of Commerce and Industry and its regional affiliates we
managed to send our online survey to all members of the Chamber. We received 430 surveys which
were at least partially completed with the necessary data to be analysed. There has to stated that the
results are not representative of the total SME sector, but with a quite balanced regional and size
distribution the survey is able to give a strong impression about the internationalization of the Hungarian
SME sector. 50% of the responding SMEs were from Budapest, the other half were from all over the

countryside.

5. chart Size of the responding enterprises

MICRO 72,56%
SMALL 22,09%
S MICRO MEDIUM 5,35%
B SMALL
» MEDIUM

Source: own research

Generally 22,33% of the responding SMEs have some kind of export income with an average of 34% of

their total revenue. Half of the enterprises are exporting in an amount of less than 25% of their income.
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17. table Ratio of export in the SMES’ income

% of the companies which have | average ratio of export of the exporting
export income companies in their income
MICRO 16,35 % 29,28 %
SMALL 41,05 % 36,32 %
MEDIUM 26,09 % 59,02 %

Source: own research

This data shows a concentration of export activity among the Hungarian SMEs, which means that a
small amount of SMEs are responsible for the export revenue of the sector. The results are showing as
well, that the companies which have reached the “threshold size” are much more willing and able to
trade with foreign companies. We also questioned the ownership structure of the company and we have
found very interesting that the family owned companies are significantly less willing or able to step into
foreign markets. The export activity ratio of family owned companies is 14 % versus the 27% of the non-
family enterprises.

We also tried to measure the ratio of supply to multinational enterprises in the SMES’ income. We have
found that 23,26% of the SMEs are suppliers to multinational companies (within the Hungarian borders)
with a quite high share of their income (35,79%) which means, that one quarter of the responding SMEs

are depending heavily on Hungarian affiliates of multinational companies.

18. table Share and ratio of companies which have supply activity to multinationals

% of the companies which | average ratio of supply to

have supply activity multinationals in their income
MICRO 22,44 % 34,24 %
SMALL 27,37 % 44,31 %
MEDIUM 17,39 % 27,00 %

Source: own research

This data shows a more equilibrated dependence of the SME sector towards multinational firms, even
the difference between family and non-family owned businesses regarding this dependency on
multinationals has changed in favour of family owned ones, which means that a higher share of
responding family-enterprises have supply-connections with MNC-s than non-family owned ones. We

have analysed how many companies are exporting and supplying a multinational inside Hungary. The
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results are very interesting: only 7,67 % of the responding SMEs were able to do the two activities

parallel, in which the share of small sized enterprises is nearly double of the average ratio (13,68 %).

We analysed some other type of international activities of the enterprises, like owning shares in foreign

companies, membership of professional organisation, or other forms of networking.

97,2% of the responding SMEs has not any share of foreign companies. The 2,8% which have, are
owning companies basically in the neighbouring countries. The results are showing that 80% of the
responding SMEs does not have any type of international relations.

6. chart Ratio and type of international relations of SMEs

80,00%

70,00% +

£0,00%

50,009 1
40,00%
30,00%
20,00% |

10,00% +
0,00% + . . . : : 7
1.Member of a 2. Participating at 3. Providing 4 Member of an 5. Participating in 6. Mot having any
franchise-netwaork  international R+D  servicesto foreign international othertype of international
project companies professional international relations

organisation cooperationegyéb

Source: own research

The only interesting differences which could be seen by division of size, that the medium size
companies are much more likely to participate in franchise networks and international professional

organisations.

39



We were interested in asking the opinion and demand of the responding SMEs about how to help them
to maintain or increase their competitiveness. To “warm up” these questions we were questioning the
enterprises about their subjective view on the change of competition in Hungary after the EU-accession
in 2004. The answers were not surprising: nearly two third of the SMEs feel an increased and 30 % of
them a standard high level of competition. Which is however surprising is that more than 50% of the
SMEs could adapt its functioning maintaining or even increasing its market shares, and the medium size

enterprises perform with an above average success rate.

19. table View on the change of competition in Hungary after 2004

ALL TOGETHER | MICRO SMALL | MEDIUM
1. Fighting to survive with declining market position 46,50% | 48,82% 41,67% 33,33%
2. Maintained its market position 4330% | 41,75% 48,81% 42,86%
3. Strengthened its market position 10,20% 9,43% 9,52% 23,81%

Source: own research

We asked the causes of the above written tendencies with offering some fixed answers and one open
possibility. We received the following results:

20. table Possible causes of the change of competition in Hungary after 2004

significant little No effect little significant
positive positive negative negative
effect effect effect effect
State- and EU-subsidies 9,3% 18,8% 61,2% 3,3% 7,5%
Széchenyi-card program’ 16,0% 16,0% 64,7% 1,0% 2,3%
Changing of domestic market 6,2% 22,1% 15,4% 27,2% 29%
demand
Possibilities of the 5,2% 14,3% 67,5% 7,0% 6,0%
international / EU market
Competition ~ with  foreign 1,3% 2,8% 48,8% 24,8% 22,2%
companies / MNCs
New technological 14,0% 28,4% 50,6% 4,4% 2,6%
developments

Source: own research

“The Széchenyi-card is a type of credit card, which’ interest rate is supported by the state following special rules and in
cooperation with the Hungarian Chamber of Commerce and Industry.
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We can say that the EU-subsidies had in general none or little positive effect on the responding SMEs,
however 32% of them are regarding the Széchenyi-card program helpful. Obviously the change in the
demand of domestic market had mostly negative effect on the responding enterprises, however a
quarter of them could take the challenge and were able to adapt to the new situation. What is very sad
and disappointing that the majority SME sector seemingly could not have used the advantage of the
single internal EU market, just 20% of enterprises responded positively on that question. Another
unsurprising result was that the competition with the multinational companies did not help the SMEs,
however lot of the responding firms could take advantage of the new technological developments.

After unfolding the problems and its roots in general we asked the SMEs to give a hint from which
institutions they are expecting what kind of help, if any. The enterprises were allowed to mark more than

one answer! The results were the following:

21. table The share of expected help from different institutions

Chamber  of | Local

Commerce governments | Hungarian European

and Industry and city halls | government Union
Training and education programs for the 81.3% 9.2% 24.4% 10.4%
employees and for the management
Professional consulting services 83,6% 13,2% 18,0% 10,9%
Enfo.lding of foreign market demands and 50,3% 7.9% 50.7% 38.4%

elping to enter these markets

Unfolding of domestic market demands 67,8% 33,4% 33,1% 1,9%
Interest-subsidized loan 9,3% 6,1% 89,1% 27,3%

Source: own research

It is absolutely clear that the responding SMEs are expecting a lot from the Hungarian Chamber of
Commerce and Industry and its regional affiliates in the fields of training and education, professional
consulting and helping to explore domestic and foreign market demands, so they should try to expand
their businesses in Hungary and abroad. It is clear as well, that the expectation to promote and expand
the interest-subsidized loan from Hungarian government and partially from the EU is very high!
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7. chart The share of expected help from different institutions
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Source: own research

To the open question we received various options, some of them were: eliminating the “gridlock”,
countable and simple tax system, eliminating corruption, stable legal system, stable exchange rates
(especially EUR-HUF)

However 11,6% of the responding SMEs are not expecting any help from the EU or the local
governments. This result partially reflects the very bad state (mostly financial) of the local governments
and cities, and of course it reflects disappointment in the EU-funds and in the European Union itself, as

well.

We were interested as well, what SMEs are willing or able to give in exchange of expected help. To
answer this question we offered a multiple choice possibility where the enterprises could rank their
preferences. The result of this ranking is that the responding SMEs are much more willing to create jobs
and increase their turnovers than introduce environment friendly technologies or obligatory increase of

their export-income.

" Gridlock is the process, in which an entrepreneur, having fulfilled its contractual obligations for, is not receiving the money
for it because the client company is temporarily insolvent because of the debt other companies (or the state) owe them. This
means a whole "chain of non-payment”.
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4. The internationalization of the Spanish SME sector

4.1 The process and state of internationalization of Spanish economy

Spain is a developed country in the European Union, with the GDP of 101% of the EU-average
(Eurostat 2011). The analyses of its SME sector and of their internationalization first may look not so
relevant to Hungary. But if we regard its way from dictatorship to democracy (in the late 70's), its
transition from a closed autarchic economy to liberal market economy in the 1980’s with the accession
to the European Union, and its success of cohesion process (with the obvious problems, e.g. the
infrastructural boom in the years of 2000, and differences from Hungary), and regarding the size and
importance of the SME sector in the economy, we can say it holds several good and bad practices

which is worth to examine, to follow or to avoid.

A Europe- and worldwide-acknowledged — but unfortunately in Hungary less-known — best practice in
Spain is the Barcelona Activa, an initiative of the City Barcelona and the Government of Catalonia,
which won in 2011 the European Enterprise Awards from the European Commission for its work in the

last 20 years.

The growth of the European (incl. Spanish and Hungarian) economy depends heavily on its SME sector.
In 2008 78% of business economy workforce in Spain was employed in an SME while in Hungary it was
73%. The added value of the SME sector in share of the national GDP in 2005 in Spain was 68,5% (one
of the highest in the EU) in the same time in Hungary just above 50%, well below the EU-average
(57,6%) (Eurostat, 2008 and MITC, 2011). These numbers indicate that the Hungarian SME sector in
average is much less productive (efficient) than the Spanish. There are several factors which could be
listed regarding the causes: the Hungarian SMEs are working in high labour intensive sectors, because
their capitalization is low, just 20-22% of them could apply for bank-loan (the EU average is 70-78%)
while they share in employment is high. (NGM, 2010) The big question is: how could a government help
the SME sector to be more competitive and with this stimulate economic growth.

The growth of an enterprise can be increased by better management of intellectual property and

knowledge, acquiring new technologies or innovation, mergers and acquisitions and internationalization.

43



The internationalization could have a lot of advantages: diversification of risks, increasing sales and
knowledge of the market, exploiting the economy of scale and improving the “corporate image”.
(Martinez, 2010) Several external factors could contribute to that like business and macroeconomic
environment (incl. tax-system), geographical conditions, education level of the potential workforce, and
internal factors like corporate entrepreneurship, resources (e.g. capitalization and access to finance)

and motivation.

Every company with or without international presence is exposed to the competition of the external
markets. The technologies, the connection with clients, the way of negotiation, the domestic market are
all affected by the globalization. Inside the European Union this competition is even harsher between
member states, which is pushing the economies to be more efficient, to modemise its structures, to
professionalise its ways of direction and organisation. (Camisén & de Lucio, 2010)

European SMEs are in an advanced state of internationalization, 69% of them agree that their
competitiveness increased because of the process of internationalization. (Buisan & Espinosa, 2007)
The OECD and the European Commission are highlighting the internationalisation as a highly relevant
factor for survival, development and competitiveness of the SMEs. Following the definition of the OECD
we consider internationalization not just as export of goods or FDI, but network building and contribution

in international projects (e.g. research and development), as well.

The literature is mentioning a long list of different types and advantages of internationalisation. The
main differentiation in the type of SME’s internationalisation is in terms of the start of the process. If an
SME internationalise its business practically from the start, than it is an international new venture or
born global. (Rialp, Rialp & Knight, 2010) Some literature names these type of firms as “gazelle”

enterprises, because of their rapid growth. (Amat et all, 2010)

Traditionally, the enterprises are constructing their solid bases in their own domestic markets before
stepping to the international stage gradually far from its host country. The school of Uppsala defines the
model of internationalization as a long term process. (Johanson & Vahlne, 1977, 1990)

The theory of organizational learning states the younger an enterprise is on the time when it steps to
external markets, the more prepared will be to face the challenges, to adapt and to gain the necessary
knowledge to compete in the international market. On the other hand an early internationalization can
contribute to the enterprise to be more efficient, to promote organizational learning and to develop
competences, which helps to gain competitive advantage. (Rialp, Rialp & Knight, 2010)

Till the late ‘90s the Spanish companies were concentrating to their domestic markets and lacked

projection and international reputation. In less than a decade all have been changed. Their size

44



increased and in a record speed they become international. (Santiso, 2007) The number of Spanish
companies which have gone to international markets increased significantly in the ‘90s, and nearly
doubled between 1998 and 2004. This process of international expansion of Spanish firms was
unexpected and the new Spanish multinationals gained an active role in sectors like banking, energy,
infrastructure and telecommunication. This group of companies were called in the Anglo-Saxon
newspapers as the new “Invincible Armada”. (Camison & de Lucio, 2010) However the world ranking of
Spain in the market share of exportation is just nr. 15, which is quite low comparing its size (nr. 8
compared to GDP) in the world economy. Some countries with high energy sector and export are above
in the ranking (Russia and Mexico) and countries like the Netherlands and Belgium with their traditional
role of intermediates in the world trade. This however does not mean that they have higher production
of goods and services. (Quintana Navio, 2007)

The factors, which are determining the intensity of the presence in international market, are closely
linked to size, productivity, innovation capacity and the appropriate structure of financial costs. (Banco
de Espana, 2009) In the centre of this Spanish success was a model of innovation of making business
and a highly innovative production and distribution processes. When we speak about innovation it is not
just about high level technology of production, but it refers also to management processes, which
proved to be highly innovative in many cases. (Santiso, 2007) This Spanish development was marked
by two key elements: a complicated past with a stagnating, controlled and isolated economy and a
brilliant start of the 21. century with rapid structural changes. (Quintana Navio, 2007) In the ‘90s the
internationalization of Spanish firms started in Latin-America, which in the years of 2000 turned to the
market of United States, to the European and Asian markets. With this process the “multilatinas”
developed to multinationals. (Santiso, 2007) This phenomenon happened in a unique constellation of
world economy boom, loose financial market (time of free money) and with a prosperous and strong

Spanish economy.

Although, the number of international enterprises were increasing and reached in 2006 the threshold of
100.000 (which is just 3% of all Spanish companies), in 2007, a decline begun, and several thousands
disappeared or finished their international activities. Parallel of this process the international activity of
the companies frequently remains quite sporadic and passive. The high cost of establishing
international commercial relations with foreign companies and that of maintaining in the long run means,
that an enterprise need stable and high capacity exportation to cover these costs. 61% of the Spanish
companies, who have sold products to international markets, could maintain their international operation

just for one year, 12% for two years. (Camison & de Lucio, 2010)
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In Spain 73% of SMEs with international connection are firms, whose internationalization was a long
process, which means, that exporting was just the last step in their way to the foreign market. Only 27%
of the SMEs confirmed that it was a sudden decision. Most of the companies made this step following a
client or costumer who was expanding its activities to external markets. The fundamental reason in
general was strategic: the company realized that its own growth and expansion strategy, practically to
survive on the market, needs an international presence, and every other reasons were secondary:
diversifying risks, to get nearer to the customer, increasing the image of the company, getting faster
access to high technology. Cost-reduction was not really relevant reason. (Buisan & Espinosa, 2007)

The practice shows that exporting firms are producing a better level of performance in terms of
productivity, size, survival, paid salary, capital-intensity and sophisticated technology, than the
enterprises which doesn’t export. To compete in foreign markets the exporting firms are able to gain
knowledge about the newest technology and implement it faster than non-exporting enterprises, and
this accumulation of information allows them to incorporate it to their own functioning and to increase
the productivity. The experience that exporting firms are more productive than non-exporting firms does
not indicate clearly the causality between exporting and the higher entrepreneurial achievement. In the
case of Spain the competitiveness of the SMEs increased just very slightly as a result of exportation
activity. The only indicator which significantly and positively affected the competitiveness was the
profitability, however just 1-3 years after the start of exportation. The effect of “value added” is positive

but not significant statistically. (Avella & Garcia, 2010)

The internationalisation is acknowledged as one the most relevant strategic decisions related the
competitiveness of an enterprise. However the empirical evidence for the causality between the relation
of exportation and competitiveness should be conclusive. Some good entrepreneurial results allow an
SME to step to international markets and/or they increase their achievement because of the exportation.
(Avella & Garcia, 2010)

Impact of ownership is also important. The family enterprises have less dynamic growth prospects, and
even less in the international markets. The lack of financial resources, the inflexibility and the resistance
to change the leadership from the members of family to professionals, the differences of the objectives,
values and necessities between family and enterprise, together with the conflict between the potential
successors are all factors why the family enterprises’ growth is limited. (Ward, 1998)

The attitude to risk of the family enterprises is differing to non-family firms. The firsts are more
conservatives and are averse to risk, which is hardly surprising regarding that the family’s wealth is
based on the functioning of the company. That is why they have little interest to assume high risk. The

decision of international expansion is a risky one, especially the first phase of the process, where the
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firm have little knowledge and information. That is why this strategy is less attractive to family
enterprises. (Fernandez & Nieto, 2006) However the attitude and behaviour of the family enterprises
can vary depending the generation in leadership, which can have different interests, styles of
management and objective. (Okorafo, 1999) The funding generation is mostly concentrating on
consolidating the firm’s position on the domestic market, while the new generation of leadership would
like to demonstrate its braveness and independence and would like to find its place in the company, and

that is why it is more willing to change. (Fernandez & Nieto, 2006)

The analysis of Spanish case by Fernandez and Nieto (2005 and 2006) shows, that there is a negative
relation between the family ownership and internationalisation. There are not too many enterprises
which are exporting and if so they do it in moderate extent than the rest. Two possible ways were
analysed which could help the internationalisation of family business: 1. incorporation of new generation
to leadership and 2. introduction of new resources (human, capital, management knowledge) to the firm.
They have found that the arrival of a new generation to the leadership could ease the access to new
resources and the following generation of family business shows a more inclining and intensive
exportation than in the times of the founding generation. Another study shows that the second
generations in family firms are a positive factor for internationalization. (Menéndez-Requejo, 2005) The
opening up the family enterprise to corporate shareholders (fresh capital) has also a major implication in
international markets. Another question of the study is whether alliance with firms on the potential new
market do help internationalisation? The finding shows that it affected negatively the results of the
process of internationalisation. (Fernandez & Nieto, 2005) In general the Spanish family firms are not
especially limited by their resources and capabilities in comparison with non family firms. (Menéndez-
Requejo, 2005)

The study of Okorafo (1999) in the USA shows, that one of the variables that can determine significant
differences between family firms is the generation involved in their ownership and control. The
coexistence of multiple generations of family members can encourage risk taking and thus international
growth. The second generation could be more motivated and prepared to start projects abroad, while
founders could prefer stability. If a family business does not get involved in foreign markets in the first or
second generations, it is unlikely to do so in later generations.

The majority of the internationalized enterprises are SMEs with less than 200 employees. However
67,7% of the firms have more than 50 workers and the companies who have the most advanced level of
internationalization are employing between 100-200. From this data we could conclude that size does

matter. The result of several researches shows that the process of internationalization demands a
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certain level of firm-structure. The critical mass to a company to step into international market is
somewhat above 20 employees in Spain. The study states that there is a correlation between the size
and a external openness in general, because the companies with bigger structure are able to support
better the use of resources and to handle the risk which goes together with the development of foreign
activities. (Buisan & Espinosa, 2007) Other studies concluded as well, that size is a positive factor for

internationalization. (Menéndez-Requejo, 2005; Fernandez & Nieto, 2005)

In a study among the member companies of the Instituto de la Empresa Familiar (Institute of Family
Enterprises) the state of internationalisation of 103 firms was analysed, which represent perfectly the
great Spanish family enterprises (with an average turnover of 1000 million euro per year). The results
show that the sector in which a family enterprise is functioning does not influence significantly its
internationalisation with two examples. The companies in the construction and commercial distribution
are simply not present on international markets. The reasons are unclear but the significant barriers
could be the lack of financial assets. (Quintana Navio, 2007) The research of the Spanish Institute of
External Trade (Instituto Espariol de Comercio Exterior, ICEX) of the Ministry of Industry, Tourism and
Trade in Spain came to the conclusion that the most internationalized sectors are the trade (all above

whole sale) and the manufacturing industry. (Buisan & Espinosa, 2007)

The human capital is crucial element to the successful development of foreign projects. The knowledge
of former experiences is very useful to overcome the difficulties that a company could face during the
process of internationalization and the penetration of a new external market. The main difficulty during
the primary phase of the internationalization is the lack of knowledge about the target country, the
cultural and entrepreneurial differences, language, and the searching for business partners. (Buisan &
Espinosa, 2007)

A study of Lopez Rodriguez (2006) came to the conclusion that the education in general and trainings in
specific fields have positive effects and are highly significant in the process of internationalization of
Spanish firms, also in the phase of entry to the new market, as well in the realization of products in the
foreign market. The better human capital is increasing the level of productivity of the employees, and
above all the enterprise gain a higher competitiveness in the international arena. (Lopez Rodriguez,
2006)

There is a huge literature which finds that exporters are more productive than non-exporters. Several
causes could occur why that is true. Foreign markets are not continuation of the home market; there are
some differences that involve specific costs to access them. Then, only firms that have the necessary
advantages to overcome the entry costs will do it. Firms which are present in international markets may

learn about different production technologies, managerial techniques, and/or find additional stimulus to
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develop more efficient methods. A study of Merino (2004) finds that in 18 industries (out of 20) the
productivity of exporters was, in statistical terms, superior to that of domestically focused firms. The
productivity of firms with subsidiaries abroad was greater than that of exporters. In the case of Spanish
manufacturers, firms which are at a more advanced stage of the internationalization are more productive.
(Merino, 2004)

According to a study of ICEX (of the of the Ministry of Industry, Tourism and Trade in Spain) 89% of the
Spanish enterprises are confirming that their competitiveness increased as an effect of
internationalization, and half of them are willing to enter new markets in this order: China, Mexico, USA,
Brasilia and Eastern European countries. (Buisan & Espinosa, 2007)

4.2. Barriers of internationalisation

Today practically in all sectors the access to international markets is much less risky than before, mostly
thankful to the commercial liberalisation, the opening up of international markets and the more and
better information because of the new information technologies. The internationalisation for many
companies is a purely defensive and the only strategy to remain competitive. (Quintana Navio, 2007)
However there are several barriers which remain in the way of internationalization of SMEs. According
to the OECD (OECD, 2008 and OECD, 2009a) the main barriers to greater internationalisation as
reported from SMEs are:

1. Shortage of working capital to finance exports (limitations in finance and related physical resources);
2. |dentifying foreign business opportunities;

3. Limited information to locate/analyse markets (this was the most cited internationalisation barrier
among the responding firms in the OECD’s research, suggesting that information gaps remain a critical
challenge to SMEs);

4. Inability to contact potential overseas customers;
5. Obtaining reliable foreign representation;
6. Lack of managerial time to deal with internationalisation;

7. Inadequate quantity of and/or untrained personnel for internationalisation;
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The OECD research found some indication that firms within certain sectors face particular industry-
specific internationalisation barriers, which provides continuing justification for the segmentation- or
needs-based approach widely adopted by export credit agencies (ECAs) and trade promotion
organisations (TPOs). (OECD, 2009a)

According to the analyses of the European Commission (EC, 2007) the problems could be grouped in

the three main areas of concern:

1. Insufficient managerial time and/or skills required for internationalisation

2. Lack of financial resources

3. Lack of knowledge of foreign markets, mostly consequence of the previous two.

The EC report underlines the importance of support in the area of managerial, particularly in terms of
lack of international strategy of SMEs, which is growingly considered as one of the main SME problems
of preparedness for internationalisation. This situation is closely related to size: on average the smaller
the SME the more management building capabilities required. Small SMEs tend to have lesser
structured management procedures and a tendency to making opportunistic rather than systematic
strategic decisions. A structured management system is fundamental for a successful
internationalisation and may be one of the key elements that hinder further SME internationalisation.
(EC, 2007)

There are three main groups of enterprises more or less homogenous which can be differentiated in the

process of internationalization in Spain (Buisan & Espinosa, 2007):

1. big multinational firms, mostly in sectors of infrastructure building, finance, telecommunication, energy

and services

2. big and medium sized family enterprises, which are in average present in three or four countries
preferably in Latin-America and Europe, and are developing a commercial strategies based on affiliates

or branches.
3. the small and medium sized enterprises which are characterized by a minor international presence.

Concluding the results of different researches in Spain (Quintana Navio, 2007; Buisan & Espinosa,
2007; Merino, 2004; Lopez Rodriguez, 2006; Avella & Garcia, 2010; Fernandez & Nieto, 2005 and
2006; Menéndez-Requejo, 2005; Crick & Barr, 2007 and others) there can be stated the
internationalization in the first group of firms (the multinationals) is in advanced phase in European
comparison as well. (At least until the world economic crisis.) The trend in the second group of
enterprises (among the big and medium size family firms) is that the companies are aware that to
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remain competitive and to survive on the market, an international presence is needed for different
reasons (diversifying risks, getting nearer to the customer, increasing the image of the company, getting
faster access to high technology). But in the group of small and medium size enterprises the process of
internationalization is declining in the last years, although until 2007 it was an increasing trend. However
under internationalization in the group of SMEs we mostly understand exporting, which is for their
majority just is for one year, and it is not stable international connection. The causes and barriers for this

lack of real international presence are connected with:

1. The internationalization is demanding a certain level of professionalization in the leadership, which is

a necessary but not sufficient condition.

2. There is a direct connection between capacity of leadership, knowledge of foreign languages,
university degree, previous residence in abroad and between the result of the internationalization. This
means that human resource is an import factor and barrier at the level of SMEs.

3. The decline of exporting (internationalized) enterprises in Spain after 2007 shows that the economic
crisis (which includes a financial crisis) is causing — well understandable — serious barrier to

internationalization.

4.3. Some best practices

4.3.1. Joung European Enterprises (Empresa Joven Europea, EJE in Asturia,

Spain)

The programme has been included in the secondary education curriculum as an optional subject and is
aimed at students aged 12-16 years. Throughout a full academic course, students start up and manage
import-export companies involved in real trade activities with daughter companies abroad. Students will
communicate via video-conference and email with partner companies abroad, place and dispatch orders
and sell imported goods at the local trade fair. Eventually, profits are distributed among the partners of
the company and a portion of profits goes to an NGO or any other community project. Besides fostering
the entrepreneurial skills of pupils, the programme considers new technologies as an integral part of the
teaching-learning process. Positive attitudes are promoted toward foreign language learning as an
instrument of communication between partner mini-companies located in different countries. (EC, 2005
and EC, 2007)
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4.3.2. Program of Aid to Investment Projects in Spain (Programa de Apoyo a

Proyectos de Inversion, PAPI)

The Spanish Institute of External Trade (Instituto Espafiol de Comercio Exterior, ICEX) of the Ministry of
Industry, Tourism and Trade in Spain launched its Program of Aid to Investment Projects in 1995 which
aimed to cover some of the costs related to internationalization. The preparation to step into foreign
market and to start a project demand the elaboration of several studies in economic, technical, financial
and legal fields or in marketing. In this delicate phase of the internationalization the PAPI tries to
strengthen the training of the company’s workers and the initial management of the project. The
program is directed to aid the initiatives of Spanish companies to invest and to cooperate with any
country in the world, and it should be a new project or an expansion, modernization, rehabilitation or
privatization of existing enterprises in any type of service, production or industry. The results of the
Program show the declining tendency from after 2006, with a 60% fall of the number of supported
projects after an increasing tendency for a decade. The overall success of the Program is undeniable.
84% of the supported feasibility studies turned into reality in a form of a project in external markets. The
main geographical targets were Latin-America, Asia (mostly China) and Eastern-Central Europe.
(Buisan & Acena, 2007 and MITC 2011)

The main reasons for internationalization of the Spanish companies participating in the Program were

the following:

« following a main multinational client to external markets,

* maintaining or achieving leading market position in Spain,

» specialization in the advanced phases of the value chain (mostly the projects in China),

» securing and taking advantage of the row material supply (mostly in agricultural processing
industry),

e adaptation to local markets.
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4.3.3. Barcelona Activa

The European Enterprise Award winner Barcelona Activa® is one of the Spanish (Catalan) best practices
in the field of enterprise development initiative which deserves to be highlighted. Barcelona Activa is the
local development agency of the City of Barcelona. It was created in 1986 to promote quality
employment and innovative businesses and started modestly as a business incubator coaching 14
business projects. Some 20 years later, its role and reputation has grown and it is the primary instigator
of employment and innovation in the city. lts clients are drawn from different parts of the population and
a distinguishing feature is its personalized offer to participants in its programmes. It has a modest
budget but plays a central role in economic development in the city as the agent which designs and
executes municipal policy in the field. One of Barcelona Activa’s strengths is its capacity to be close to
the City Council — President of Barcelona Activa is also the Deputy Mayor and has led on economic
promotion — whilst also able to operate at arm’s length. (OECD, 2009b)

Barcelona Activa had four big services in 2008-11 period:

« Business creation and entrepreneurship culture:

o professional services for potential entrepreneurs in order to promote the creation of new
businesses,

0 personalised coaching of entrepreneurs and assist them in taking the step from the
business idea to the creation of their own business with the help of a powerful website,
with contents, activities and self access tools in order to coach on line the business
plan.

* Innovative business consolidation and growth:

0 incubator houses and technology parks to facilitate the future of innovative recently
created businesses by generating cooperation networks, stimulating innovation, and
contributing to improving their competitiveness and growth,

o facilitating access to funding, access to local and especially global markets, and
facilitating tools, experts, mentors for improving management,

0 introducing Anglo-Saxon methodologies such as investment readiness seminars,

0 complete agenda of contacts and training for internationalisation.

* Human capital development and new employment opportunities:

" http://ec.europa.eu/enterprise/policies/sme/best-practices/european-enterprise-awards/winners/index_en.htm (29.08.2011.)
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o seek to develop the workforce in the evolving context of the labour market and to
reduce the mismatch between the offer and demand of skills in the labour market.
Access and improvement of employment:

0 seeks to inform, orientate, motivate, train, anshpote employment.

The business survival rate after the fourth year has attained 84% for the companies in the incubator. On

average, at the fourth year they employ of 9.8 employees and their annual turnover was EUR 980,000.

This shows the success of the Barcelona Activa.

44 The possible state supports and services to help the process of

internationalisation of SMEs

The report of the European Commission’s expert group on “Supporting the internationalization of SMEs”

has suggested, that in order maximise the effectiveness of government funds devoted to supporting

internationalisation of SMEs policies should consider:

The barriers that impede or restrain the internationalisation of SMEs and the drivers that move
companies to internationalise.

Each country will have to build its own set of policies based on “on the ground” experience. A
continuous, integrative and consultative process between all the stakeholders (Government,
support agencies and SMEs) is possibly the best key for successful policy development.

One of the main reasons for non utilisation of support is that enterprises lack awareness. In
general, smallest SMEs do not have the desirable knowledge about the support measures due
to the lack of resources devoted to internationalisation. This calls for a simplified information
and access.

Effective support to SMEs must consider the variables that influence the process of
internationalisation: available financial and human resources, company size and stage of
internationalisation, sector, geographical location, target markets, etc. All this strongly suggests
an approach, based on individualised support to each SME

The report differentiates several types of potential supports:

Individualised support: should start by screening the “internationalisation capacities” and by a

long term consultancy support, information and support on finances for internationalisation,
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access to information, networks, etc. The need to work with management teams rather than
offer generic assistance to address problems in internationalising is shown clearly by other
analysis as well. (Crick & Barr, 2007)

Financial support: because one of the main barriers to SME internationalisation is the lack of
financial resources and access to sufficient and affordable finance. For trade related finance,
the existing mechanisms (commercial credit insurance, guarantees, factoring, etc.), and the
level and availability of information are good across most European countries. It has to be
mentioned that in the cohesion countries the Structural Funds are including programmes for
improving competitiveness (incl. internationalisation) and which are accessible to SMEs.
(Yserte & Pindado, 2010)

Networks, which expand the capacity of the individual SME to internationalise, remain one of
the vital components of support to internationalise.

- Support networks managed mostly by governments (commercial offices abroad) or big
business associations with a key role as a support measure with directly usable
information for any type of internationalisation.

- Networks are focused on promoting direct co-operation between companies (co-
operative approaches, alliances etc.).

Sectoral programmes are needed, because not all industries are equally affected by
globalisation. High and medium-high technology industries are on average generally more

internationalised than less technology-intensive industries (such as Spain).

The main recommendations of the report are:

National level is the most adequate for the development of policies and programmes (rather
than regional or local).

Co-ordination of all actors is paramount, which should also help prevent a “support jungle”.
Internationalisation is needed for all SME, regardless of size. For programmes to be effective,
scanning of companies and “negative screening” must be introduced.

Tailoring support to the individual SME and sufficient network support.

The focus must be supporting long term co-operation between companies rather than trade
development: search of partners rather than customers.

Evaluation of programmes is a must.

The recent challenges to Spanish enterprises, beyond the “standard” global transformation, are in the

first place is the dislocation, the depletion yond the cost advantages, the low productivity and the
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predominance of the low added value technology sectors. Second, the promotion of innovation as the
motor of competitiveness. Third, the challenge to improve the technology base of the enterprises to
guarantee the sustainability. And finally, the need to generate external economies to the Spanish SMEs.
(Yserte & Pindado, 2010)

It has to stated, that any kind of state support has to follow the European regulations in regards of equal
competition in the single European market. There is a special regulation, called “de minimis”, which
helps the national governments to support the SME sector. The reason for this exception is based on
EC regulation No 1998/2006. “In the light of the Commission's experience, it can be established that aid
not exceeding a ceiling of EUR 200 000 over any period of three years does not affect trade between

Member States and/or does not distort or threaten to distort competition.”

Until October of 2009 16.000 different type of support program was set up in Spain from which 5600
was running. Following the analysis of Yserte & Pindado (2010) the important development of support
instruments of regional level is responding to the recognition of needs and challenges to help the SMEs
and it has generated results, and the possible perverse effects of which needs further examination. We
can conclude that the Spanish system of supporting SMEs is functioning within the European
frameworks, but evidently it is not following the recommendations of the expert group to “prevent a
support jungle”. However the best practices are worth to look at more closely, and which are in

accordance with the above mentioned recommendation.
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Summary conclusions

Our research highlights the problem of the duality of the enterprise sector. The results are
showing that a weaker Hungarian currency would only be favourable to multinationals which represents
the overwhelming share of the Hungarian export, however they depend on import as well, but that
balance partially the positive effect of the weaker Hungarian Forint for them. The SME sector which
depends on import but have hardly any export activity will be however negatively impacted by the

weakening of the national currency.

An other massage of the research is that the Hungarian economic policy should more intensively
focus in the inflow of such FDI, which uses the Hungarian SME sector as sub-contractor, which is a kind
of participation in export, could be called indirect export activity. That will help the SME sector to
internationalize a bit and will give new chance to maintain or expend their activities. We think that these
thoughts should be included into a new strategy for SME-development including a concentrated
industry- and service-development (in some specific fields) and a bigger focus of the available EU-funds
for there purposes.

The global and European trends are all suggesting that an average SME has three possibilities to
follow: First, may find its own way on a local / regional surroundings and tries to compete with
multinationals relying on the specific knowledge of domestic demand it can supply; or second, tries to
gain economy of scale with exploring new markets and production possibilities, and/or tries to gain
access to international networks or third; it will struggle and slowly (or rapidly) go bust.

We think that next to the local, regional and national governments’ campaigns to “buy local” (go the first
way), there should be given help to SMEs to follow the above mentioned second possibility as well.
Hungary needs first, a strategy to help SMEs’ internationalisation; second, partnership with the interest
groups of the SMEs (including the chambers of commerce) and third, to establish an institution which
may give support to SMEs which have the intention to internationalise. This support should include:
training and education in various fields of management knowledge, enterprise incubation services,
search for possible financial investors (e.g. business angels and venture capital companies), financial
help to research foreign market needs and demands (including a chain of trade promotion offices in
target countries), all this possibly following best practices of EU member states (like Barcelona Activa in

Spain).
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