<@ sustainability

Article

What Are the Reasons Behind the Economic Performance
of the Hungarian Beer Industry? The Case of the Hungarian

Microbreweries

Lili Jantyik, Jeremias Maté Balogh and Aron Térok *

Citation: Jantyik, L.; Balogh, ].M.;
Torok, A. What Are the Reasons
behind the Economic Performance of
the Hungarian Beer Industry?

The Case of the Hungarian
Microbreweries. Sustainability 2021,
13, 2829. https://doi.org/10.3390/
su13052829

Academic editor: Giuseppe Antonio
Di Vita

Received: 17 January 2021
Accepted: 2 March 2021

Published: 5 March 2021

Publisher’s Note: MDPI stays neu-
tral with regard to jurisdictional
claims in published maps and insti-

tutional affiliations.

Copyright: © 2021 by the authors.
Licensee MDPI, Basel, Switzerland.
This article is an open access article
distributed under the terms and
conditions of the Creative Commons
Attribution  (CC  BY) license
(http://creativecommons.org/licenses

[oy/4.0)).

Department of Agribusiness, Corvinus University of Budapest, 1093 Budapest, Hungary;
lili.jantyik@uni-corvinus.hu (L.].); jeremias.balogh@uni-corvinus.hu (J.M.B.)
* Correspondence: aron.torok@uni-corvinus.hu

Abstract: In terms of absolute alcohol consumption and total quantity consumed, beer is the most
consumed alcoholic beverage in Hungary. The Hungarian beer industry is highly concentrated, the
three largest, foreign-owned companies ruled the market for almost 90% of total turnover in 2009—
2017. The study investigates the factors influencing the Hungarian beer industry’s economic perfor-
mance, special attention given to the microbreweries. The analysis applied panel-data linear models
for the period of 2009-2017. The financial performance of breweries is represented by companies’
turnover, Earnings Before Interest and Taxes (EBIT) and profit along with explanatory variables of
the age of brewery, Social Media activity, geographical location, direct sales, and impact of tax re-
duction. Breweries with direct sales channels reached significantly higher sales, EBIT and profit.
Breweries situated in or close to the capital are the most profitable due to the higher demand for
high-quality beer, in contrast, the distance from the capital had a negative impact on the firms’ per-
formance. The Social Media activity—often used as the only promotion channel for the microbrew-
ery-positively impacts the brewery’s profitability. Finally, tax reduction for small breweries intro-
duced in 2012 had the most significant positive influence on the industry.

Keywords: beer; microbrewery; profitability; Social Media activity; direct sales; short food supply
chain; panel regression; Hungary

1. Introduction
1.1. Introduction

As the most popular alcoholic beverage globally, the beer industry is significant to
many countries’ economies. Breweries are producing worldwide, and beer is the most
popular alcoholic beverage for consumption in numerous countries. The beer industry
has in annual revenues of 294.5 billion USD globally [1]. The top beer exporting country
in the world is Mexico, which accounted for 18% of the global export share, followed by
the Netherlands, Germany and Belgium. China and the United States lead global beer
production with more than 35% share of the total output, followed by Brazil, Russia, and
Germany in the row. Globally, the biggest importers are the USA (with more than 34%
share of the total import), United Kingdom (5.82%), France (5.34%), Italy (5.13%) and Can-
ada (4.74%). Between 2008 and 2017, Namibia had the best comparative advantages in
beer trade, followed by Jamaica, Mexico, Kenya, Serbia, Portugal and the Netherlands.
The biggest beer exporters (Mexico and Netherlands in particular) also had comparative
advantages [1,2]. In 2018, the Czech Republic, Austria, Germany, Romania and Poland
had the highest per capita beer consumption rate globally [3].

Microbreweries have their new renaissance worldwide in recent decades. As defined
by the Brewers Association [4], microbreweries produce less than 15,000 barrels of beer
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per year and sell 75 per cent or more of their beer off-site. The craft beer revolution began
in the United States, after the strict alcohol ban and, since 1978, the Federal Law has al-
lowed home brewing. McCullough et al. [5] examined the relationship between home
brewing legislation and the beer industry in the United States and found that the new
legislation significantly impacted the industry’s structure and growth. Previous studies
suggested that craft beers have spread around the world for very different reasons. More
and more conscious consumers are looking for a special taste or a solution for ethical is-
sues, including sustainability. Such phenomena may have led to the emergence of brew-
eries that favour the long-term economic, environmental and social benefits associated
with sustainability [6]. In a certain way, microbreweries might be considered social inno-
vations as their development is heavily determined by the local conditions. Therefore, in-
stead of the scaling up mechanism, these start-up enterprises have to focus on the adap-
tion to the local context [7]. Microbreweries are low-volume, high-margin businesses that
contribute to local communities through job opportunities and skilled employment, how-
ever, some critical issues may be the microbreweries’ longevity and stability, as well as
their dependence on customers’ preferences in terms of localism. Compared to large brew-
eries, in terms of environmental aspects, microbreweries may be more environmentally
friendly in transport, at least in the case of beer produced with local ingredients and de-
livered to local markets. On the other hand, microbreweries might be less efficient in terms
of production [8]. US examples also showed that close cooperation among nascent craft
breweries is typical, mainly in the field of process technology development, procurement,
inbound logistics and marketing. This also reinforces that these start-ups should consider
each other not only as competitors [9].

Hart [10] used an experimental approach to measure consumers’ willingness to pay
for locally produced beer produced by an independent brewery. Results confirmed that
consumers prefer these beers and are willing to pay more for these products.

The book by Garavaglia and Swinnen [11] gave a comprehensive overview of the
economic perspectives of the craft beer inside the global beer industry and explored the
craft beer market in different countries. Depenbusch et al. [12] found that the trend of craft
beers in Germany is less dynamic than in other countries. They argued that the German
beer market’s low concentration might explain why new entrants are less common than
in other countries. Weersink et al. [13] came to that conclusion that the beer sector has
changed dramatically in Canada, over the last 30 years per capita beer consumption has
fallen by about a third, and market share has shifted from light-bodied lager beer to craft
beers differentiated by several taste and process attributes. Sales of craft beer have in-
creased decuple in the last decade and now account for 6% of the market. The total num-
ber of breweries now exceeds 640, and a clear majority of them are considered microbrew-
eries.

Other country-specific studies analyse the craft beer industry from different perspec-
tives. Fastigi et al. [14] focused on a particular group of agricultural breweries in Italy,
Corsini et al. [15] examined environmental performance in the craft beer industry, also in
Italy. The findings of Alfeo et al. [16] showed that the Sicilian craft beer industry is char-
acterised by an essential dependence on the imported malts, hops and yeasts and the ex-
amined breweries use just limited amount of local raw materials. Furthermore, the char-
acteristics of the processing plants and the sales channels seem to influence the products’
diversification and the Sicilian craft breweries’” turnover levels. Koch and Sauerbronn [17]
analysed the craft beer consumption in Brazil and realised that “Drink less, drink better”
is the main motto of the Brazilian craft beer consumers, who show commitment to enjoy-
ment and responsibility while rejecting mass-produced beer and antisocial behaviours.
Meyerding et al. [18] focused on consumer preferences for beer attributes in the German
market. The attributes “type,” “price,” and “origin” had the highest importance for the
majority of consumers.

The beer revolution reached Hungary in the 2010s, with an increasing number of
breweries starting to brew new beer types (IPA, APA, stout, wild ale, session, gose). In
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2017, according to Molnar and Tatrai [19], 56 microbreweries operated in Hungary. Ac-
cording to Hajdok et al. [20], the market for small-scale breweries in Hungary may seem
saturated. However, new entrants still represent a moderate threat for the existing com-
panies, which may be capital-intensive newly established innovative companies, subsidi-
aries of domestic companies, or even foreign expanding breweries. This threat for older
breweries can be reduced if a brewery in a market already has a sufficient market share,
and its brand is one of the more well-known ones.

The econometric analyses of the Hungarian market showed that the company’s size
has no linear effect on the chances of survival among microbreweries. In contrast, other
company-specific feature, such as export, the age of the company does not affect the like-
lihood of survival. Among the characteristics of the industry, the level of growth, concen-
tration, and intensity of entry play a significant role in the survival chances of small-scale
breweries [21,22].

Therefore, this paper aims to analyse the factors influencing the Hungarian beer in-
dustry’s economic performance based on unbalanced panel data on active Hungarian
breweries between 2009 and 2017. The study applies panel data econometrics.

1.2. Global Beer Industry

The global beer industry has undergone a steady process of consolidation. Fifteen
years ago, the international beer industry was still fragmented but since then, various
companies have merged through acquisitions (e.g., the 60 billion U.S. dollar merger be-
tween Anheuser-Busch (St. Louis, MO, USA) and InBev (Leuven, Belgium) in 2008; Hei-
neken’s (Amsterdam, The Netherlands) 24 billion U.S. dollar acquisition of Asia Pacific
Breweries (Singapore) in 2012). In 2016, Anheuser-Busch InBev (AB InBev (Leuven, Bel-
gium)) controlled almost 30% of the global beer market. This international brewing com-
pany with headquarters in Belgium and the USA was responsible for producing, import-
ing, and distributing many global brands such as Budweiser, Stella Artois, Beck’s, Corona,
Leffe and Hoegaarden. These statistics show that in 2019 AB InBev (Leuven, Belgium) was
the largest beer company globally, with sales amounting to approximately 54.6 billion U.S.
dollars [23].

Figure 1 shows how concentrated the world beer market is. The top 5 companies own
59% of the beer market. AB Inbev (Leuven, Belgium) represents 29% of the total beer mar-
ket, while the second biggest company Heineken (Amsterdam, The Netherlands) has a
13% market share. They are followed by the China Resources Snow Breweries (Beijing,
China) (6%), Carlsberg (Amsterdam, The Netherlands) (6%) and the Molson Coors group
(Chicago, IL, USA) (5%).

m AB InBev

m Heineken
China Resources Snow
Breweries

Carlsberg

® Molson Coors

Figure 1. Global market shares of the leading beer companies (2019, based on value sales) [23].
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2. Materials and Methods

In our research, we attempt to identify the factors influencing the profitability of the
Hungarian microbreweries. We have analysed all the active players of the Hungarian beer
industry, using the financial data of the companies available in the M and A Research
Catalyst database (2018), from 2009 through 2017. We selected the companies according
to their NACE (Nomenclature of Economic Activities of the European statistical classifi-
cation) codes (1105-Manufacture of beer). We restricted our data to breweries with the
main activity of beer production and with an average turnover of less than 1 million EUR
for 2009-2017. We excluded from our calculation the four biggest breweries of Hungary
and focused on the microbreweries with this approach. The breweries” economic perfor-
mance was measured on three levels—turnover, Earnings Before Interest and Taxes
(EBIT), and profit are used as dependent variables. The study examines five hypotheses,
which are listed below in addition to the previous related literature.

Hypothesis 1 (H1): Social Media activity has a positive impact on the microbrewery’s profitabil-
ity.

The marketing budgets of small craft breweries are far behind those of large indus-
trial breweries. They are usually unable to do commercial campaigns, but still, need to
specifically target potential consumers with their products. In the USA, primary consum-
ers of craft brewers are millennials, who follow social media, and they are five times more
likely to be influenced by word-of-mouth than advertising [24]. Therefore, these compa-
nies are mostly adverting on websites, social media, and the place of consumption. The
result of Rishika et al. [25] showed that customer engagement through social media in-
creases customers’ shopping visits. This effect is more significant in the case of a higher
level of activity on the firm’s social sites. Moreover, they found that the impact is more
remarkable for customers who have higher levels of spending and share of the premium
and that these results retain per customer profitability as well. Social media’s usefulness
as a marketing tool in the craft beer industry has already been explained in previous stud-
ies [26,27]. Kleban and Nickerson [27] also highlighted that in the past, the financial re-
sources used to be a key factor for a company to be superior in its marketing efforts, but
today the importance of the social media has brought all kinds of breweries to a common
battlefield.

Therefore, based on previous studies’ findings, we suggest that Social Media activity
positively influences Hungarian microbreweries” economic performance.

Hypothesis 2 (H2): Participating in short food supply chains might increase breweries’ profita-
bility.

In the literature, numerous studies exist (e.g., [28-30]) with a final understanding of
positive impacts of the short supply chains in the food industry. Among others, the paper
of Givens and Dunning [31], in which the authors examined short food supply chains,
where farmers deliver fresh produce directly to restaurants for potentially higher returns,
omitting the costs of intermediary distributors and it also gives a lower barrier to entry
for small and beginner farmers. However, fewer studies are examining the relationship
between the concept of short food supply chain and breweries. Alfeo, Todaro, Migliore,
Borsellino and Schimmenti [16] found that sales channels appear to influence the beers’
diversification and the turnover levels of the Sicilian craft beer producers. Carter [32] ex-
amined the producer dynamics and consumer politics in quality agricultural supply
chains and several product categories, including quality beers. She found that the emer-
gence of primary food quality is connected to local political organisation’s strength, and
consumers have a greater role in shaping quality in these markets. Relying on evidence
from the United Kingdom (UK) brewing industry, Mason and McNally [33] highlight dis-
tribution channels’ role as a major barrier to growth in the small business sector. As in the
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food industry in general, compared to traditional farm sale channels that sell products
through wholesalers, direct-to-consumer marketing channels have become increasingly
outstanding, such as farmer’s markets or community-supported agriculture [34]. Lee et
al. [35] lists the reasons why direct marketing and sales are better for both sides. The con-
sumer’s benefits are that farm products sold in the local food market are likely healthier
and more fresh [36] [37]. Several buyers support the local market for fairness, equity and
food safety [38,39]. On the other hand, farmers who sell their products directly can gener-
ate higher sales and income [40].

Relying on these previous results, we suggest that breweries participating in short
food supply chains with direct sales channels—in our case, owning a pub—provide
higher profitability than those who sell their products only by third parties.

Hypothesis 3 (H3): Breweries situated in the capital (Budapest) are more profitable because it
provides a higher demand for craft beer.

The location of craft breweries is usually related to several factors. Wojtyra et al. [41]
summarise them, suggesting that these factors are different for large industrial breweries
and microbreweries. In both cases, the raw material base can be an essential question, such
as good-quality water, hops, or malt. However, small breweries are less dependent on
individual raw materials, because of the diversity of beer produced, the smaller scale, and
the limited time they are available. According to this study, other factors can be the market
cost; or in case of the craft breweries—which follows the socioeconomic development and
rising income —the proximity of urban centres. Beer, similar to other beverages, is a heavy
product, and production facilities are trying to be located as close to the final markets as
possible to reduce transportation costs [42]. It follows that craft breweries are established
in densely populated areas because demand is higher and transportation costs are lower
when the units are based near a larger number of purchasers. [43]. According to Baginski
and Bell [44], the number of craft breweries in the United States is strongly influenced by
the size of the population and craft breweries are expanding better in areas with a higher
cost of living, more health facilities, and greater social tolerance. The economic activity in
an area positively affects the establishment of breweries.

In Hungary, the capital city Budapest and her suburb (altogether 2.54 million con-
sumers of the total 10 million Hungarians [45]) matters in terms of sales and the size of
the market. Also, young consumers opened to craft beers and a significant share of uni-
versity students are also located in the capital. Nonetheless, most of the craft beer festivals
are also take place in Budapest.

Therefore, like the previous studies, we expect that breweries situated in (or close to)
Budapest are more profitable than breweries in other smaller settlements.

Hypothesis 4 (H4): The age of the brewery has a positive impact on profitability.

The connection between the age of the firm and its profitability had already been
investigated. Among others, Akben-Selcuk [46] found a negative and convex relationship
between firm age and profitability measured by return on assets, return on equity or gross
profit margin. It means that younger businesses experience a decline in their profitability
from the beginning, but they may become profitable again at an old age. Hopenhayn [47]
also concluded that older firms enjoy higher profits and value. In the Hungarian beer in-
dustry, a company survives an average of 4 years, while the median value is 5.9 years;
however, the mean and median lifetimes of microbreweries are less than half that of non-
microbreweries [48].

From these results, we predict that the age of the brewery has a positive impact on
profitability.
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Hypothesis 5 (H5): Tax reduction for small breweries introduced in 2012 by the Hungarian gov-
ernment has a positive impact on industrial profitability.

From 2012 remarkable changes occurred in the excise duties in Hungary. First of all,
the new law made a distinction between breweries (independent producers with an an-
nual production of fewer than 8000 hectolitres) and beer factories (all the other, bigger
producers). Beside significantly lightened bureaucratic obligations, for the small-scale
producers (breweries) excise duty was reduced by 50 percent. These reductions in entry
barriers had a positive impact on companies and employment [48]. Also, home brewing
up to 1000 litres became tax-free, which could be a competition for craft breweries. In 2016,
the regulation changed again, and the official term of microbreweries was introduced for
independent producers with an annual production of fewer than 20,000 hectolitres. These
companies still have to pay only half of the excise duty paid by the big beer factories.

According to these facts, we suspect that in our results, this tax reduction for small
breweries available from 2012 has a positive impact on the industry’s profitability.

Based on the hypotheses above, the following equations were estimated for the Hun-
garian microbreweries:

Inturn = o + B1FBlikej + 20wnPubsj + BslnDistanceBPj + «<BreweryAge +

1
BsTaxReductioni+ &j; 1)
InEBIT = (3o + 31FBlikej + f20wnPubj + BslnDistanceBP; + sBreweryAge; + 2
BsTaxReduction; + &j;
InProfit = Bo + P1FBlikey + f2OwnPubj + BslnDistanceBP;j + sBrewery Ageij+ 3)

BsTaxReductioni+ &j;

where

(3 denotes the estimated coefficients,
(o captures the constant term,
&j represents the error term.

We pretested the database for Wooldridge [49] autocorrelation and Fisher-type [50]
panel-data unit-root tests. We applied linear panel models using simple OLS, panel-cor-
rected standard error (xtpcse) and Driscoll and Kraay [46] standard errors estimations to
measure the beer industry’s performance.

To compute the estimates of the standard errors, panel-corrected standard error
model assumes that the disturbances are heteroskedastic and contemporaneously corre-
lated across panels. In the case of Driscoll and Kraay [51] estimation, the error structure is
assumed to be heteroskedastic, autocorrelated, and correlated between the panels.

The detailed explanation of the data and variables included in the model is summa-
rised in Table 1.

Table 1. Variables included in the panel regression.

Variable Description Data Source Exp.e cted
Sign
Dependent
the logarithm of the brewery’s turno- M and A Research Catalyst
Inturn )
ver, expressed in Euro (2018)
the logarithm of the brewery’s EBIT, M and A Research Catalyst
InEBIT .
expressed in Euro (2018)
., the logarithm of the brewery’s Profit, M and A Research Catalyst
InProfit .
expressed in Euro (2018)

Independent
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number of the brewery’s Facebook  own data collection from

FBlik +
e likes (30 June 2020) the companies site
OwnPub dummy variable, =1 if the bre'wery own data collection .
has its own pub, 0 otherwise
InDis- the distance of the brewery headquar- .
o own data collection -
tanceBP  ters from Budapest in kilometre
Brew- M and A R h Catalyst
""" the number of closed business years an esearch Latalys +
eryAge (2018)
dummy variable, =1 if a reduced tax
TaxRe- . . . .
duction applied for microbreweries in the own data collection +
given year, 0 otherwise
3. Results

3.1. Performance of the Hungarian Brewing Industry

According to a report of the Brewers of Europe [52], in 2018, Hungary ranked 14th in
the European beer production list. Beer consumption has been on a declining trend in
recent decades. The last year when the country’s annual beer consumption was over 1
billion litres was 1991, while in 2018, Hungarians consumed only 688.9 million litres of
beer [53].

Figure 2 shows the average turnover of the Hungarians breweries between 2009 and
2017. To provide an overall view on the sector, here we also included the non-microbrew-
eries. On average, Heineken Hungaria PLC. (Budapest, Hungary) represented 35% of the
total turnover of the industry, followed by Dreher Breweries PLC ((Budapest, Hungary)
(32%) and the Borsodi Brewery Ltd. (B6cs, Hungary) (21%)). The four biggest companies
together represented 93% of the total turnover. All the other breweries (98 firms) had only
a 7% share, indicating that the Hungarian beer market is as concentrated as the global beer
market. Though the world biggest beer company, the AB Inbev (Leuven, Belgium) cur-
rently has no share in the Hungarian market, the other three dominant international mar-
ket players (Heineken Group (Amsterdam, The Netherlands), Asahi Group (Tokyo, Ja-
pan) and the Molson Coors (Chicago, IL, USA)) own the biggest Hungarian beer-produc-
ing capacities. The fourth biggest brewery in Hungary (Brewery Co. Pécs (Pécs, Hungary))
has been owned by Hungarian investors since the change of ownership in 2017 [54]. These
top four brewing companies accounted for an average turnover of more than 2 million
EUR (per company) for the analysed period. The three largest industrial beer companies
are foreign-owned (Heineken—Heineken Group (Amsterdam, The Netherlands),
Dreher — Asahi Group (Tokyo, Japan), and Borsodi—Molson Coors Group (Chicago, IL,
USA)) and produced nearly 90% of total turnover in 2009-2017.
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Figure 2. Share of the average turnover of the Hungarian breweries, 2009-2017, own composition
based on sample data.

Through investigating the economic and profitability indicators of the Hungarian
breweries, different tendencies are observed. The average turnover was decreasing after
2011. However, after 2012, the average EBIT and profit levels have been slightly increasing
since 2015 and turned out to be positive only after 2016. While the total average turnover
was high (7,285,339 EUR) in the industry, the EBIT (-43,510 EUR) and the Profit (—144,861
EUR) rates were negative for the analysed period. These statistics indicate a low economic
performance of Hungarian brewing industry (Figure 3).

From 2011, the beer industry in Hungary was characterized by below-average
growth, and from 2014 the statistics shown a decline in average prices. The beer has be-
come cheaper overall compared to non-beer products. After 2008, the sector experienced
a decline in the years of the crisis, which reached its minimum in 2009, and by 2011 sales
remained at this level. After 2011, breweries were still operating at a loss due to the crises.

200

100
0
-100
-200
-300
-400
-500
o - -600

-700

2009 2010 2011 2012 2013 2014 2015 2016 2017

I Turnover WM EBIT e Profit

Figure 3. Economic indicators of Hungarian breweries, mean, in thousands of Euro 2009-2017, own composition based on
sample data. Note: Turnover, Earnings Before Interest and Taxes (EBIT) illustrated on the left axis, Profit on the right axis.
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3.2. Factors Influencing Breweries’” Turnover

Regression results have confirmed possible determinants of Hungarian microbrew-
eries’ economic performance and the estimations are valid for most of the profitability
indicators included (turnover, EBIT and profit). To ensure the robustness of the estima-
tions, three different estimation procedures were performed—ordinary least squares
(OLS) with robust standard error (1), linear regression with panel-corrected standard er-
rors (2) and regression with Driscoll-Kraay standard errors; and in most cases, the same
results were obtained. Wooldridge [49] test confirmed the existence of first-order autocor-
relation; therefore, panel-corrected and Driscoll-Kraay standard errors are more appro-
priate. Fisher-type panel-data unit-root tests with augmented Dickey-Fuller tests reject the
hypothesis of all panels contain unit roots for one or two lags.

Regression results are summarised in Tables 2—4 for the three profitability indicators
applied in logarithm form.

Comparing the results, the estimation is the most robust for EBIT, followed by turn-
over and profit.

Table 2 shows the factors that have an impact on the turnover of the examined brew-
eries. The direct sales channel and tax reduction have the most positive effect on turnover.
The distance from Budapest has a negative impact, although this result is not significant
in the case of the turnover. The number of Facebook likes, and the breweries’” age have a
mild effect on the turnover.

Table 2. Results for brewery’s turnover.

(1) (2) (3)
Variables Simple OLS xtpcse xtscc
Inturn Inturn Inturn
FBlike 0.000112 ** 0.000112 *** 0.000112 *
(4.85 x10) (3.92 x 109) (5.04 x 10)
OwnPub 0.796 *** 0.796 *** 0.796 ***
(0.263) (0.220) (0.225)
InDistanceBP -0.0219 -0.0219 -0.0219
(0.105) (0.0833) (0.115)
BreweryAge 0.0428 *** 0.0428 *** 0.0428 ***
(0.0150) (0.00892) (0.0104)
TaxReduction 0.713 ** 0.713 ** 0.713 **
(0.301) (0.296) (0.236)
Constant 8.483 *** 8.483 *** 8.483 ***
(0.566) (0.395) (0.342)
Observations 421 421 421
R-squared 0.070 0.070 0.070
Number of groups 79 79

Standard errors in parentheses. ** p <0.01, ** p < 0.05, * p <0.1.

3.3. Factors Influencing Breweries” EBIT

Table 3 indicates the factors that have an impact on the EBIT of the examined com-
panies. The direct sales channel and the tax reduction have the most positive effect also
on the firm’s EBIT. The distance from Budapest has a significant adverse effect. The num-
ber of Facebook likes and the age of the breweries have a mild impact on the EBIT as well.
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Table 3. Results for brewery’s EBIT.

) 2 @3)
Variables Robust OLS xtpcse xtscc
InEBIT InEBIT InEBIT
FBlike 0.000154 *** 0.000154 *** 0.000154 ***
(0.000) (0.000) (0.000)
OwnPub 0.527 ** 0.527 *** 0.527 ***
(0.255) (0.162) (0.162)
InDistanceBP -0.170 * -0.170 ** -0.170 **
(0.0917) (0.0685) (0.0685)
BreweryAge 0.0256 * 0.0256 *** 0.0256 ***
(0.0149) (0.00765) (0.00765)
TaxReduction 0.758 ** 0.758 *** 0.758 ***
(0.365) (0.266) (0.266)
Constant 7.658 *** 7.658 *** 7.658 ***
(0.564) (0.344) (0.344)
Observations 259 259 259
R-squared 0.115 0.115 0.115
Number of TaxID 65 65

Standard errors in parentheses. ** p <0.01, ** p <0.05, * p <0.1.

3.4. Factors Influencing Breweries” Profit

Table 4 highlights the factors that have an impact on the profit of the examined com-
panies. The direct sales channel (only significant with the linear regression model with
panel-corrected standard errors method) and the tax reduction, in particular, have the
most positive effect on breweries’ profit level. The distance from Budapest again harms

the profit. Facebook (FB) likes also have a small but positive outcome.

Table 4. Results for brewery’s profit.

xtpcse (1) (2 (3)
) simple OLS xtpcse xtsce
Variables InProfit InProfit InProfit
FBlike 0.000177 *** 0.000177 *** 0.000177 ***
(0.000) (0.000) (0.000)
OwnPub 0.439 0.439 ** 0.439
(0.284) (0.210) (0.252)
InDistanceBP -0.162 -0.162 * -0.162
(0.110) (0.0897) (0.0914)
BreweryAge 0.0110 0.0110 0.0110
(0.0159) (0.0141) (0.0166)
TaxReduction 0.931 *** 0.931 *** 0.931 ***
(0.342) (0.228) (0.193)
Constant 7.394 *** 7.394 *** 7.394 ***
(0.599) (0.312) (0.265)
Observations 254 254 254
R-squared 0.124 0.124 0.124
Number of TaxID 65 65

Standard errors in parentheses. ** p <0.01, ** p < 0.05, * p <0.1.
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4. Discussion

Regression results have justified the selected determinants of the economic perfor-
mance for Hungarian breweries, and the estimations were valid for all profitability indi-
cators included.

Our result suggests the benefits of short food supply chains (H2) are prevalent in the
beer industry, likewise the study of Givens and Dunning (2017). Breweries with direct
sales channels (such as own pubs) showed significantly higher sales, EBIT, and profit than
those selling their beer products by marketing channels. Lee, Liu and Chang [35] high-
lighted several reasons why it is worth doing direct sales, such as the breweries can gen-
erate higher sales and income in this way.

Breweries situated in Budapest (H3) are the most profitable since the capital city pro-
vides a higher demand for high-quality beer; by contrast, the distance from the capital city
hurts the company’s performance. Gatrell et al. (2014) explain it by the fact the beer is a
heavy product and production facilities are trying to locate as close to the final market as
possible to reduce costs. The Social Media activity (FB likes) (H1) and the age of the brew-
eries (H4) had a modest but positive impact on the industrial and micro brewery’s profit-
ability and turnover. Besides the Social Media platforms, cooperative marketing (e.g., or-
ganizing and participating at beer festivals) among start-up breweries might also result in
cost-effective and targeted marketing activities [9] and can contribute to the general start-
up culture in the national food and beverage industry.

Finally, tax reduction (H5) for small breweries introduced in 2012 by the Hungarian
government had the most significant positive impact on industrial profitability. In con-
clusion, the government’s aim to support small scale beer production has been successful
because it helped the survival of the Hungarian microbreweries. In general, Hungarian
results also underline the importance of supportive governmental attitude, because simi-
lar to other countries (e.g., in the USA [5]), microbreweries are highly dependent on reg-
ulation, and on taxation in particular.

As the business environment for the food and beverage industry in Central and East-
ern-Europe is very similar [55], our results (except the country-specific taxation environ-
ment) might be valid not only in Hungary but also in the wider region.

5. Conclusions

Breweries can be found worldwide, and beer is the most popular alcoholic beverage
in several countries in the world. Beer is the most consumed alcoholic drink in Hungary.
Nowadays, drinking craft beers has become more popular among Hungarian customers
than industrial beers, which is why their market analysis is also gradually becoming a
relevant research topic.

In this paper, we analysed the factors influencing the Hungarian craft beer market’s
economic performance for the period of 2009-2017. Although the craft breweries represent
only 7% of the Hungarian beer market, they are continually growing and several con-
sumer segments have heavily affected by this trend. To measure the industry’s perfor-
mance, linear panel models were applied by employing OLS, panel-corrected standard
error and Driscoll and Kraay standard errors estimations. The economic performance of
the Hungarian breweries was captured by companies’ turnover, EBIT and profit. Our hy-
pothesis tested the role of the age, Social Media activity, geographical location, direct sales
and impact of brewery’s tax reduction as the explanatory variables. The descriptive sta-
tistics indicate a low economic performance of the Hungarian brewing industry associated
with moderate profitability, especially before introducing the tax allowance in 2012.

We concluded that, although social media has, right now, a minor impact on the eco-
nomic performance of microbreweries, by contrast, it is the cheapest way for microbrew-
eries to promote their products and keep in contact with their consumers, which was es-
pecially true during the lockdown caused by the COVID-19 pandemic. Therefore, using
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the opportunities provided by social media is key for marketing strategies among the
Hungarian microbreweries as it might stimulate sales and popularity.

Short food supply chains, direct sales channels and the proximity to the capital city
(Budapest) have been proved to be essential factors in achieving higher profits in this in-
dustry. Besides reducing their costs by eliminating shipping or intermediate traders, keep-
ing continuous personal contact with their consumers is also needed for Hungarian brew-
ery.

Tax reduction for small breweries introduced in 2012 by the Hungarian government
had the most significant positive impact on industrial profitability. Following the meas-
ure, profitably curve of craft breweries started to rise significantly.

The results show that the personal relationship between companies and their cus-
tomers is significant in the craft beer industry. Furthermore, the supportive government
provisions also provided a stimulative effect on the market. The profitability of craft brew-
eries is heavily exposed to the legal environment and tax regulation.

The study modelled the economic performance of Hungarian microbreweries, focus-
ing on external factors (tax reduction, distance from the capital, age, social media); how-
ever, firm-related, operational factors (number of employees, assets, investments, innova-
tion and technology etc.) are also influencing the profitability of the Hungarian breweries
that are not considered by this study. This is certainly one of the limitations of the study,
and those factors not covered by our research might serve as the basis for another inves-
tigation.
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