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P. R. 1.1 Flexible application of SMEs definition

POLICY RECOMMENDATION (1/2)

Objectives/ Benefit:

To apply different definitions according to SME promotion
policy and programs, thereby to ensure policy and
programs more effective reflecting the actual situationin
each sector. However, this does not mean to change the
definition that is generally used.

Present Issues/ Rationale:

The present definition of SMEsin Hungary has been set on the basis of the EU
guideline. However, in the process of securing fair alocation of government
resources and efficiency in policy and program implementation, potential problems
caused by single definition of SMEs might surface. For example, the definition of
manufacturing sector and service sector should be flexibly applied by nature of a
program.

P. R. 1.2 Emphasis on strategic approaches to selected areas of industry

Objectives Benefit:

To raise competitiveness and productivity of SMEsin
selected areas to the international levels by setting priority
sectors and allocating resources accordingly.

Present | ssues/ Rationale:

Analyzing the Hungarian industrial structure, some issues are pointed out as
follows: (1) lack of competitiveness of SMEs products, (2) industrial structure
dominated by micro enterprises and (3) low levels of productivity in the entire
industry. To improve the issues, more strategic approaches to priority areas of
industry might be necessary in view of effective allocation of resources of the
Government.

P. R. 1.3 Reinforcement of support for export market devel opment

Objectives/ Benefit:

To expand the export market devel opment support
program, which isled by the ITD-H, to reach out SMEs and
promote export market exploration by SMEs.

Present Issues/ Rationale:

Various programs to promote export are being implemented by ITD-H. However,
the current programs are limited and not necessarily meet the needs of small and

medium sized manufacturers. While the ITD-H has not excluded SMEs from the
scope of their services, it has virtually provided preferential treatment for foreign
companies and large local companies.

P. R. 2.1 Reinforcement of the SME promotion staff of MEA

Objectives Benefit:
To strengthen the organization for SME promotion in
MEA especialy in manpower.

Present | ssues/ Rationale:

At present, two departments lead SME promotion policymaking: the SME
promotion Department and the National Subcontracting Program Office. At the end
of September 2000, the former has eleven staff and the latter only two out of 550
staffsin MEA. The insufficient number of staff for SME promotion will actually
cause adelay and alack for implementation of the promotion measures.
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POLICY RECOMMENDATION (2/2)

P. R. 2.2 Reinforcement of the management base of program implementation organizations

Objectives/ Benefit:

To strengthen financia base of external organizations, such
as LEA and RDCs, responsible for implementing SME
promotion policy and programs.

Present | ssues/ Rationale:

SME promotion policy and programs are mainly implemented MEA’s external
organizations, which are mostly dominated by regional governments. The LEA and
RDCs are examples of these organizations. Tendering by project is mostly adopted
as amethod to distribute MEA’s budget to these external organizations. This
method should face some difficulties in implementing SME promotion policy and
programs in the long-term, large-scale and motivated perspectives. The methodsin
distributing budget should be improved.

P. R. 4.1 Strengthening of linkage between promotion polic

and financial scheme

Objectives Benefit:

To establish a mechanism for the MEA to use the SME
finance scheme in aflexible manner for the purpose of
ensuring efficient implementation of SME promotion

policy.

Present | ssues/ Rationale:

The finance system to SMEsis primarily arole of commercial banks, except for
micro finance. As commercial banks are owned by foreign capital (more than 60%
intotal), it will not be easy for the Government to extend loans in line with
government policy. Major credit guarantee organizations like the CGC and the
RCGF are supervised by other ministries than MEA. Including RDCsthat are
responsible for providing venture capital for SMESs, SME promotion policy has to
be more harmonized with financial support facilities.

P. R. 4.2 Integration of credit guarantee organizations

Objectives Benefit:
To integrate the existing credit guarantee schemes to
strengthen their role as a policy implementation tool.

Present | ssues/ Rationale:

The current credit guarantee organizations are under the control of other ministries;
the CGC under the Ministry of Finance and the RCGF under the Ministry of
Agriculture and Rural Development. And they have similar functions. Since the
credit guarantee system shall work for SME support, the system should have close
link to the SME promotion policy that is mainly managed by MEA.

P. R. 4.3 Reinforcement of devel opment-oriented venture capital

Objectives Benefit:

To provide eight RDCs in the country with the function of
devel opment-oriented venture capital, thereby to use them
as apowerful tool for promotion of SMEsin priority
sectors.

Present | ssues/ Rationale:

In Hungary, the RDCs mainly owned by the RDHC are supposed to function as
devel opment-type venture capital. At present, however, the RDCs primarily invest
in or extend loans to stable-operating companies. Since the RDCs are profit
organizations, it is required to provide RDCs with government support for
increasing venture capital to startups.




Program 1.1

Program 1.2

Program 2.1

Program 2.2

#4.7-2 PROPOSED PROGRAMS

(1/4)

Introduction of priority purchase of SM E productsin government procurement

Objective/lExpected benefit:

T o secure SM Es market in the field
of public sector by priority
procurement from SM Es.

Description:

Official organizations make a plan for preferential
procurement of SM Es' goods and services and
report results in each fiscal year.

W eakness/Consideration:
Difficulty in ensuring equitable
treatment of all companies, and in
justifying preferential treatment for
SM Es.

Implementation body:

M EA,

State M onetary and Capital
M arket Inspectorate,

Public Procurement Council

Promotion of industry-academia collaborative R& D activities

Objective/Expected benefit:

To develop the public technical
support system for SM Es so as to
improve production technology of
SM Es.

Description:

W hen SM Es require technical supports from
academic institute for technological innovation, part|
of costs and expenditure is subsidized by the
Government.

W eakness/Consideration:
Relation between SM Es and
academic institutes has not been so
close by tradition.

Implementation body:
M EA as the organizer,
Chamber of Commerce,
Subcontracting Agency,
M V A consultants

Enhancement of the

M EA'sregional network

Objective/lExpected benefit:

To develop the M EA's own
network to regions for monitoring
industry, formulate policy and
implement plans and programs.

Description:

A new council for regional industry development
shall be formulated in each of seven regions with
permanent M EA officials for coordinating LEASs,
RDCs, RDHC, Subcontracting. Agencies, etc

W eakness/Consideration:

It is necessary to clarify division of
roles and cooperation procedures
with the existing Regional
Development Council.

Implementation body:
M EA,

RDHC, RDCs, LEA,
Local Governments,
Trade associations

Establishment of the

organization to evaluate SM E development P

rograms

Objective/lExpected benefit:

T o monitor the performance of

SM E-related programs and provide
feedback for efficient and effective
m aterialization of SM E policy.

Description:

The EU Fourth Enterprise Program calls for the
monitoring of policy and program performance.
Hungary shall also establish a monitoring
organization expectedly in the Institute for Small
Business Development (ISBD) of M EA.

W eakness/Consideration:

M VA might be a responsible
organization but it is still young.
Cooperation among related
organizations will be necessary.

Implementation body:
ISBD as main body,
MVA,

M EA
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Program 3.1 Promotion of matchmaking using internet

PROPOSED PROGRAMS (2/4)

Objective/Expected benefit:

T o promote matchmaking between
buyers and suppliers in combination
of two tools, that is a computer
system and matchmaking activities
made by personnel.

Description:

A computer system has been developed and
matchmaking activities were tried under PP-2.
Function of technical guidance for SM E-suppliers,
which was experimented by PP-1 shall, be
attached to the proposed program.

Weakness/Consideration:

An Implementation body of the
program shall be determined soon,
otherwise valuable output and
experiences of PP-1 and PP-2 will
not be utilized.

Implementation body:
Candidates are ITDH, HPC,
MEA, etc. The body should
have capability for regional
evolution of the program.

Program 4.1

Program 3.2 Cluster development support using the existing industrial parks

Objective/Expected benefit:

To utilize industrial parks located in
the vicinity of project sites as a
center of the cluster development
projects.

Description:

The MEA designates an industrial park for a
cluster project as " the cluster support industrial
park" giving functions of one-stop service center
that assists in new investment, matchmaking,
technical guidance, consultation, etc.

Weakness/Consideration:
Needs of private sector for the
cluster projects are still uncertain.

Implementation body:
MEA,

Cluster Development
Agencies,

Industrial parks

Introduction of the special loan program for equipment modernization

Objective/Expected benefit:

T o accelerate modernization of
equipment and machinery of SMEs
providing a special loan program.

Description:

The program finances SM Es for investment to
equipment and machinery and incorporating initial
working capital with the investment. T he credit
facility provides a long-term loan with
concessionary terms and conditions.

Weakness/Consideration:

There might be argument that the
credit with concessionary terms and
conditions will disturb the market of
financing.

Implementation body:
Hungarian Development
Bank as a wholesaler,
Commercial banks as
retailers

Program 5.1 Expansion of theintensive training course for young managers

Objective/Expected benefit:

T o train young managers including
successors of SM Es about
fundamentals of modern
management techniques and
philosophy.

Description:

This program is a modification of PP-3. A cycle
of the course shall consist of a one-week class
room in alodge and one-month application as
homework. Four cycles makes a course. Opening
four courses a year is proposed.

Weakness/Consideration:
Availability of qualified lecturers
and consultants especially in the
field of production technology.

Implementation body:
HPC as the coordinator,
LEAS,

Regional Training Centers,
etc.
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%= 4.7-2

PROPOSED PROGRAMS (3/4)

Introduction of the SME management consultant certification system

Program 5.3

Objective/Expected benefit:

T o conduct a certification test of
SM E management consultants and
recognize competent consultants
officially.

Description:

An overall system shall be first designed, and then
the subjects and questions for an exam shall be
prepared. Training courses shall be also provided
for examinee. An exam will be carried out once a
year.

Weakness/Consideration:
Incentives for certified consultants
shall be considered.

Implementation body:
MVA/LEA or MVF under
authorization of M EA

Introduction of the skill standard system

Objective/Expected benefit:

T o introduce a skill standard
certification system in order to
qualify skilled labors and
technicians based on their skills.

Description:

Similar procedures as the above Program 5.2.

An exam will be made by practice and a paper test
without schooling so that skilled labor will be duly
rewarded by the qualification.

Weakness/Consideration:

It is uncertain if the qualified labors
are duly rewarded by the academic-
career- oriented society

Implementation body:
Regional Center for

M anpower Development and
Training,

Certification Board shall be
organized.

Program 5.4 Establishment of a package program for fostering of startups

Objective/Expected benefit:

T o increase the rate of success of
SM Es that were established within
one year or are about startup.
Emphasis will be placed on growing
industry.

Description:

An assistant package consists of a guaranteed loan,
a development-oriented venture capital
(development capital) and consulting support.

Weakness/Consideration:
It might face difficulties in

for packaging supporting measures
into a program.

cooperation among various agencies|

Implementation body:
RDCs for development
capital,

MVF for a guaranteed loan,
MVA/LEA and Incubation
Houses for consultation.

Program 6.1 Enhancement of web-

based one-stop information center

Objective/Expected benefit:

To fully prepare information
necessary for SMEs in the web-site
of M EA linking to relating
organization.

Description:

SM Es can get any information they soon need
including incentives provided for SM Es, financial
assistance, training courses, etc. only by accessing
to MEA's web-site. Various applications of SMEs
shall be acceptable to M EA on the web-site.

Weakness/Consideration:

It requires cooperation of various
organizations in establishment and
maintenance of their web-site for

easy use of SMEs.

Implementation body:
M EA as the center,
Related organizations in
preparing their web-sits to
link MEA's.
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Program 6.2 Development of SME-related statistics

Objective/Expected benefit:

To prepare SME statistics for the
benefit of analyzing present
situation of SMEs, planning SME
promotion policy and supporting
business activities.

Description:

The program consists of the following three
components: (1) Statistics of business
establishments, (2) Devel opment of the
institutional framework and methodology, and (3)
Execution of SME statistics development.

Weakness/Consider ation:

It isindispensable to persuade
SMEsthat they submit accurate
and honest information to the
government.

I mplementation body:
MEA asthe organizer,
Statistical Bureau and Tax
Bureau as agencies for data
collection
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SHARE OF ENTERPRISES BY SECTOR, BY NO. OF EMPLOYEE

0 1-9. 10-49. | 50-249. | Over 250
Manufacturing 27.8% 50.9% 15.1% 4.8% 1.5%
Construction 32.6% 54.9% 10.9% 1.4% 0.1%
Commerce 34.0% 59.1% 6.1% 0.8% 0.1%
Whole Sectors 41.0% 50.6% 6.6% 1.5% 0.3%
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L LAZNLORMBIX, 5%, T/MEERESE S AR LS, ZOMRENHLNERIEICE
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ENnd, Flo, ~NUH U —TIEMEBEB0NE TEHRRBEEL LT D03, BERBINT
WIS K o TE Z L LB ORI LT H F/MERBUR N L EE & STV 2546
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HATIIH/INMEEDERZ DL DORIEANIEIZBWCHER(REZ ¥ —BIZED LN TS

DEFINITION OF SMEs IN JAPAN

Sector Permanent employees Paid up capital

SMEs

Sectors n.es. 300 300

Wholesale 100 100

Retail 50 50

Service 100 50
Small

Sectors n.e.s. 20 -

Commerce & Service 5 -
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Table A EXPORT RATIO, GDP CONTRIBUTION BY
SIZE OF ENTERPRISES, HUNGARY 1998

(%)
No. of Enterprises| Export Ratio | GDP Contribution
0-10. 96.4 8.0 14.2
11-50. 29 10.3 13.8
51-250. 0.6 16.3 21.5
<251 0.1 33.2 50.4
100 (average) 19.5 100

Figure A SCALE OF SUBCONTRACTING ENTERPRISES IN JAPAN,1998

No. of Mfg Enterprises (1997)

‘ ‘ m=4-9
No. of ) M 10-99
M fg Enterprises [A2100-299

1300 or more

0% 20% 40% 60% 80% 100%

Scale of Subcontracting Enterprises (1998)

All M fg Industries

10 or less
Transportation m11-100
equipment industry 2101-300
3301 or more
WU nknown

Electric
appliances industry

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: National Association for Subcontracting Enterprises Promotion, Japan
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The Present Organization (as of Nov. 22, 2000)

SME Promotion Dep. National Subcontracting Program

Office
Head of Department 1 Head of Department 1
Councilor 1 Secretary o1
Planning & Coordination 5
International Affairs 2
Secretary 2
The Proposed Organization il
SME Promotion Dep. Head of Department 01
I [ [ |
. Microenterprises & Industrial Technology
Secretariat SME Development Handicraft Development
Councilor 1 Councilor 1 Councilor 1 Councilor 1
Program Planning & Planning & Planning &
Coordinator : 2 Coordination : 2 Coordination : 2 Coordination : 2
International Secretary 2 Secretary 2 Secretary 2
Affairs 2
Secretary 2
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