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Anna Gellert - Barbara Vago* 
IT WILL NEVER BE ENOUGH 
- INFLOW OF FOREIGN WORKING CAPITAL TO HUNGARY 

The flow of foreign working capital plays an especially important role in international economy as 
there are countries that suffer from capital insufficiency an there are others where excess supply of 
capital accumulates. 

The interest of the owners of capital is to invest their funds as fruitfully as possible - whether at home 
or in other countries. 

Central and Eastern Europe was put on the map of international flow of working capital in the 90s 
after the change of regime. 

How can we benefit from foreign working capital? The answer is simple: if we want a market economy, 
we have to integrate into the world economy. 

Developed technology together with modern organization methods: 

• help eliminate technological lags, 
• improve the ability of the national economy to generate earnings, 
• support the international flow of know-how, marketing, management, 

commercial and monetary processes, 
• assist in the acquisition of currency, 
• broaden and modernize foreign trade structure, 
• support the increase of the volume and economy of export. 

We can talk about a success story in the case of Hungary. We can do so in terms of quantity because 
among the countries of the region, Hungary received the greatest foreign working capital inflow; in 
terms of quality because in an unbelievably short time the technological equipment of the country was 
modernized, corporate management methods rapidly developed, and the point of view of marketing 
generally determined company decisions. 

At first, capital came to acquire new markets, to which contributed other factors as well - for example, 
cheap labor, advantageous geographical situation, adequate legal background and now the companies 
already settled here are the most alluring factor, they attract newer investments. 

Most capital investors make investments year after year; many times doubling the capital already invested. 
Which is normal, as capital or investor is lured by above average profit and a short payback period. 

Here, however, a problem arises: 

• if profit is taken abroad from companies with foreign interest, this hits the balance 
of payments hard, 

• if profit making companies with foreign interest leave their profit within the territory of the 
country and reinvest it, their ownership share will increase and this changes the ownership structure 
of the Hungarian economy. 

The domestic companies cannot keep pace with the foreign ones therefore an increased support for 
the use of domestic savings for investment purposes is inevitable. 

The modernization of the economic environment is undoubtedly an uneasy task, but we have to 
admit that domestic enterprises will have a chance to catch up only after a longer time. 

The manufacture of transport equipment is expected to attract the most amount of capital in the 
future; investments will also increase in the manufacture and assembling of electronic components, as 
well as in the manufacture of plastic products; concerning investment in real estate, the construction of 
offices will probably decline but the number of newly built warehouses, distribution centers and logistic 
bases will increase. 
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As far as commerce is concerned, the construction of shopping centers, malls and discount stores 
continues to be very dynamic. 

We do not have to like foreign working capital, we just have to take advantage of it; at least, it is 
advisable to do so. 

Anna Gellert - Barbara Vago* 
BEWITCHED CASTLES OR THE PLAZA-MALLS 

The structure of trade in Hungary has undergone great changes. The liberalization of the economy 
and trade has been accompanied by the appearance of large-scale foreign investment. Investors naturally 
thought they would be able to invest in Hungary with small risk. Foreign (Israeli, French, American and 
Austrian) investors brought, together with their capital, western distribution patterns to our country. 
Such a new pattern is the mall. 

Malls can be divided into three groups according to their placing: 

• local, 
• district, 
• regional. 

These malls, which bring in new spirit, have wide-ranging effects: on trade, society, the environment, 
transportation, tourism, and catering - both in a positive and a negative way. 

From these effects, different conflicts necessarily arise. Conflicts may be between the small shopkeepers 
and the malls but competition also goes on between large malls. 

Marketing-communication plays a great role in the life of the malls, for their greatest role is satisfying 
the customers' needs (comfort, safety...). 

The keystones of the effective operation of malls are the following: 

• the appropriate design of the interior and exterior of the building, 
• the organization and management of successful campaigns, 
• the founding of intensive marketing work. 

We live in the decade of illusion, the old saying: "Cogito ergo sum" (I think therefore I am.) has 
changed by now to: "Sentio ergo sum" (I feel therefore I am). 

According to Sandor Demjan (also called Mr. Mall) malls or rather megacenters - where with one 
parking everything can be found at one place from shopping to doctor, from theater to travel bureau -
do have a future. Naturally, these centers do not belong to the city center but to the outskirts. Thus city 
centers remain the place for traditional retailers. At the same time, more and more cultural functions 
will be focused in the shopping centers of the future, thus the same quality of services can be received 
"uptown" as "downtown". 

At the same time, we could ask the question "is the market already saturated, aren't there too many 
malls?" 

According to Mr. Demjan, the market of malls is not saturated even in Budapest. Of course, there 
have been, there are, and there will be malls that go bust. People divert from the malls with not so 
satisfactory services to the ones that provide better services, and this rearrangement naturally effects 
market competition all the time, too. 

The "mall fever" started with Budagyongye in 1994, then Duna Plaza and Polus Center came in 1996, 
Europark and Csepel Plaza were established in 1997 Rozsakert, Uj Udvar, Mammut, Lurdy-haz, and 
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Orczy Plaza in 1998. These were followed by Westend City Center in 1999, which is the biggest mall 
even now; Campona was built at the same time. The last ones were Rozsadomb Center and Eurocenter. 
But not only the capital was covered with malls, but provincial towns and cities as well: Szeged, Pecs, 
Bekescsaba, Kecskemet, Miskolc, Szekesfehervar, Debrecen, Gyor, Sopron, Veszprem, Nyiregyhaza. 

We agree with the opinion that the efficiency of malls can be increased by hardly anything other than 
either the development of their entertainment sections or further expansion: Mammut 2 was opened on 
September 28, 2001, and now the building of Duna Plaza 2, Europark 2, and Polus Center 2 can be 
expected. 

Keeping abreast with the development of modern technology (Internet) and operating also as virtual 
marketplaces can also bring boom for the malls. 

We should not forget either that Hungary is still cheap for foreigners, that is foreign investors will 
still come here to build plazas. 

A Hungarian customer spends $ 110 per one square meter in a week - the European average is $ 90, 
while the American one is $ 37. At the same time, barely 10% of those who turn into the malls actually 
buy something, which is a quarter of the similar ratio in the West. Which brings us to the conclusion that 
only a relatively weak layer of Hungarian society can afford shopping in malls. The question is how 
many more malls this layer can and is willing to keep. 

In our opinion, the dynamism of this layer's growth is lagging behind the expectations of foreign 
investors, that is there is no need for the building of new malls but the existing ones could and are 
advised to be developed and enlarged. 

Edina Kozsdi* 
THE ACTIVITY OF BUSINESS ANGELS AND THEIR ROLE 
IN FINANCING ENTERPRISES 

The strengthening of our economy is in the interest of all of us; at the same time, it is the responsibility 
of many of us. The healthy development of our national economy and the continuous improvement of 
its earnings generation and maintenance abilities are based first of all on the strengthening of enterprises. 
In order to support the development of these enterprises, the instruments have to be sought that help 
well performing enterprises start to strengthen and grow, as well as increase their potential for 
technological development. 

The distinguishing feature of technology-based enterprises is that they need real venture financing 
in the pre-company, starting and early stages of development. The amount of capital needed by them 
may be relatively small, whereas the expected term of investment may be quite long. This role has to be 
played by "traditional" venture financing but lately - mainly in the United Kingdom - the venture capital 
industry has been characterized by some reluctance to invest in technology based firms in their early 
stage of development. 

In the framework of my study, I would like to set light to an area of financing enterprises that 
generates a large portion of economic growth in developed countries but is a hidden source in Hungary 
as yet. These are the so-called business angels with enterprise development and finance activity. 

The Bank of England drew attention to how important role business angels can play: they fill a need 
for supporting the development of small enterprises with a great growth potential and providing capital 
for them, especially for those that rely on the new results of innovation, the invention and utilization of 
developed technologies. 

It is well known, too, that in the mightiest economy of the world, the US, the investments of business 
angels comprise the greatest source of external funding for promising small technological enterprises. 

I would like to introduce these special market players' activity not very common in Hungary that 
exploit investment opportunities promising great profits and help Hungarian SMEs contributing to the 
increase of their profit producing ability. 
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Benedek Sandor* 
HISTORIC MEASURES IN HUNGARIAN MONETARY POLICY 

Act LX of 1991 on the National Bank of Hungary: 
Section 1. 
The National Bank of Hungary (hereinafter referred 
to as the \NBH') is the bank of issue of the Republic of 
Hungary, the central bank of the national economy. 
Section 3. 
The chief objective of the NBH shall be to protect the 
internal and external purchasing power of the 
national currency. 

After the first decade following the change of regime in Hungary, the economic situation has been so 
stable that this stability made it first possible then necessary to rethink monetary policy. The monetary 
instruments that had been applied successfully for ten years were no longer able to fulfil their role. 
Crawling peg, the exchange rate policy and an anti-cyclical economic policy had created new opportunities 
and new conditions. 

Hungary is in the first line in the negotiations on the accession to the European Union. The accession 
disputes naturally contain elements concerning the National Bank of Hungary as well - first of all regarding 
the independence of the central bank and its goals. From this point of view, the measures of the past 
half-year considered of historic importance were nothing else than the adaptation to the changes in the 
circumstances. 

My study written in the framework of the Scientific Students' Association tries to analyze in which 
form this adaptation took pace during the work of the new leadership of the bank, what effect they have 
on the further development of the Hungarian economy. I investigate whether the National Bank of 
Hungary weighed up the situation correctly, whether it made the right decision at the right time. I 
analyze the anticipations of the national bank in both theoretical and practical approach. 

In my work I first show the operation of the National Bank of Hungary, its basic goals, and talk about 
the rules in effect until the above-mentioned time. When analyzing a time period during which important 
events and changes took place, I cannot omit to mention the provisions of earlier laws and monetary 
targets. 

I will mention the amendments to the laws concerning the national bank and the new act on the 
national bank. We will get to know structural and operational elements, and also touch upon the 
expectations of the EU concerning status of the national Bank. I will go into deeply what is behind the 
currency liberalization called historic, the new exchange rate and inflation targeting systems. I will look 
ahead concerning the new policy of the national bank; the inflationary expectations of analyzers will be 
also touched upon. I will examine the trend of expectations based on the surveys of economic dailies. 
I will analyze the future of the forint in the shadow of the ceasing of the crawling peg and the introduction 
of the Euro. 

I prepared and finalized my study following the dramatic events of September 11: the reaction of the 
Hungarian economy to the global recession can be a proof of the new monetary regime. In my analysis, 
special attention is paid to the widening of the Hungarian currency's intervention band, the inflation 
targeting system, currency liberalization and the effect these make on inflation. My observations thus 
also my work covers the period between the widening of the intervention band of the forint and the 
publication of data on inflation September 11, 2001. 

In my study the measures of the central bank are criticized or disapproved depending on whether 
the inflation target is met. 
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Andras Drexler - Miklos Fiath* 
THE HISTORY OF LINE 4 OF THE BUDAPEST UNDERGROUND 
SYSTEM 

We wrote our study on the history of Line 4 of the Budapest underground system (metro) - we could 
say on its history up to now because it will hopefully have a continuation. 

Our work can be characterized as descriptive and factual, that is our aim was to contain only objective 
statements in it. We feel that everybody is affected by the possible construction of the new metro line, 
thus everyone has a view on it. We will list arguments for and against it, and propose a more cost-
effective solution. 

When last year we began dealing with the topic and collecting material, our plan was to make a 
report whose content would prove, without biasedly opposing the topic or standing up for it, how 
great the demand in Budapest for the construction of a new metro line is. To prove this statement, 
looking beyond the circumstances in Budapest, we included in our study a more or less detailed 
introduction of the underground systems of great cities abroad, which points out how underdeveloped 
our capital is from this point of view. 

We give further account of the planned stations, then show some interesting findings of opinion 
polls, which serves the goal to point out how much the citizens of Budapest are concerned with this 
topic. The polls break down people's opinion on the metro according to their party preferences, and 
we will also show the results of polls on the effects of a possible referendum. Further, although not 
going into details, we built in some polls on the opinions on public transportation. 

It is regrettable that the political fight of the government against the opposition and the capital in the 
background became inherent in the history of Line 4, which is the reason why it is unavoidable to give 
an insight into the political background of the planned metro summarizing the most important stages. 

There was not a really serious bibliography at our disposal. We tried to balance this with spending 
plenty of time browsing the Internet, trying to put together the pieces of information from the press 
releases into a homogeneous material. 

All in all, the construction of a new metro line would be crucial for Budapest. Although the constructions 
use up enormous amount of funds, great sacrifices and patience are needed, it would be worth investing 
in the metro both in the short and the long run. 

The arguments can be divided into economic and environmental points of view. From an economic 
point of view, many foreign examples show that with the construction of a new metro line, the accessibility 
and the infrastructure accelerates, and this can lure investors and induce the starting of new businesses 
as well. 

Another point of consideration is environmental protection: the clearing of roads, the decrease of 
car traffic and several similar factors that reduce above-ground traffic and make life easier. 

* Tutor. Peter Benko, Professor of History 



Annamaria Drotos* 
THE SPECIAL FEATURES OF HUMAN RESOURCE MANAGEMENT 
OF SMALL AND MEDIUM SIZED ENTERPRISES 

My choice of theme was largely influanced by the topicality of the question: in Hungary the micro 
and small sized enterprises are in majority, thus many peaople are affected. (In the book of Kornelne 
Apatini entitled Banking Business 2000 - Financing SMEs1 it is written that "according to the definition 
adopted by the EU, around 99% of the companies operating in Hungary belong to the size category of 
SME ...".) 

In my study, I first introduce two small companies (City Squash and Fitness Club Ltd., and Bosch 
Fortuna Ltd.) in general, then analyze the human resource management of the two of them than make 
a comparison between them. In the following chapter I analyze the survey of satisfaction applied among 
the employees and management at small enterprises. In the end I use my experience and the results of 
the analyses to summarize the characteristics of their human resource. 

The basis of comparison - besides that the sizes of the above entities are the same - is that both 
operate in catering, what is more, both for approximately 10 years. The past ten years have been rather 
eventful in the Hungarian economy. The companies that stayed alive - especially those of this size 
provide a strong basis for analysis. 

The research methods applied were: own research (own sample collection), interview and the analysis 
of obtained information. As a result of my research it turned out that the incidental problems are closely 
tied to the manager's personality. If the managers admit this (with some self-understanding and self-
criticism) and regulate the HR area more, they can solve the problems, and can make the, management 
of these issues more effective, with which they make their work easier. 

All in all, it became unambiguous that small enterprises operate in an environment (both from an 
inside and an outside point of view) that in itself impels executives to use a similar style of leadership. 
As managers have a good grasp of the whole working process, it is also barely formalized, written 
regulation is scarce but the management's discretionary measures are frequent. There are close ties 
between the managers and the subordinates, strict control is characteristic, and decisions are always 
made by the managers. These are the general characteristics of the management of every small enterprise. 
Besides these similarities there are differences, however concerning the attention paid to the subordinates. 

In the case of SMEs, human resource management depends entirely on the managers, who generally 
do not pay enough attention to this, although at both organizations, the retention of employees means 
a great problem. The analysis of the surveys reflect too that much could be done to increase the satisfaction 
of employees at both companies with introducing an incentive system, more satisfactory flow of 
information, increasing the quality of feedback. 

Unfortunately in Hungary today and especially at small sized enterprises, the strategic importance of 
the human resource is not yet recognized. The employees are the most valuable assets of an enterprise, 
no physical asset can replace the work and performance of committed and satisfied employees thus 
every enterprise should strive to achieve it. 

* Tutor: Eva Karcsics, Assistant Professor of Behaviour Sciences 
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Szilvia Bekesi* 
ARMY OF THE SMALL AGAINST THE POWERFUL BIG: 
A LOOK-ROUND ON THE HUNGARIAN AUDIT MARKET 

Auditing is such a notion that is inevitably connected to the operation of business enterprises in 
today's economic life. It is a service in itself that has to be sold like anything else in today's buyers 
markets. 

Public opinion relies on the reports of accounting professionals therefore they are one of the 
cornerstones of financial markets. This is the reason why it is necessary for auditors to have sound 
knowledge and be able to think creatively. They also have to represent competently the interests of their 
profession and their clients and strengthen the trust put in them by their partners. 

Army of the small against the powerful big - characterizes the Hungarian auditing business, where 
there is a persistent competition: the five big international auditors, the so-called "Big Five" are present, 
together with 25-30 medium-sized and 300 small auditors. In this market annual revenues can be anywhere 
between HUF several million to HUF 500 million. The study deals with the special features and expected 
tendencies of the Hungarian auditing sector, among the players of which about 1300 companies earn 
together only one fifth, in contrast, 30 companies generate four fifths of its total revenue. Are they really 
each other's competitors? Who is the competitor of whom? 

In some people's opinion, the market opportunities of the medium-sized auditing companies are 
not really endangered by the big five, as many of them work with similar international methods, the 
characteristics of their customer relations many times differ from each other, as the medium sized ones 
offer much more personalized services to their customers. According to another opinion, however, it 
can also be felt in the domestic market that the "Big Five" group bring their limit down to an increasingly 
smaller company size when hunting for customers: a number of examples confirm that they seem to 
have an increased interest in the market for the second-line companies. 

I chose a reputed auditing company, Consultatio Ltd. operating for more than 10 years as the subject 
of my study. This company stands at the ninth place in the auditing market based on total revenue. 

Economic enterprises receive their auditor's report at the end of the reporting period, a part of 
which is the audit opinion. This is perhaps the most important part of the auditor's report, for if their 
bookkeeping is not correct or it does not reflect reality, they do not receive an audit opinion saying 
their financial reports show a true and fair view, which can have disadvantageous consequences on the 
future of the company. (To give a foretaste, the ratio of approving opinions extends 90% and only 1% of 
them are disapproving ones.) Companies struggle for this opinion, auditors come into conflict or are 
forced to compromise with their customers because of it many times. This is the reason why I would like 
to pick just this area from the many fields of analysis of auditing and take on showing it though the 
practice of Consultatio Ltd. 

I do not let any cat out of my bag if I tell in advance that among the three companies studied, one will 
get an approval, the second one a limited approval, while the third one a disapproving opinion at the 
end of my "audit", and I will analyze the stages of the way leading to success or failure. 

The overview would not be concise if I did not give an insight into real market circumstances as well, 
thus individual research, a survey in which I asked the executives of the individual auditing companies 
on their experience on the audit opinion also forms a part of my study. The answers show a mixed 
picture but they do not at all show unexpected results. 

* Tutor: Elvira Bocskei M. Sc. Assistant Professor of Accounting 



Judit Racskay* 
NATIONAL COMPETITIVENESS AND THE NEW ECONOMY: 
THE US ECONOMY IN THE 1990S 

Competitiveness is quite simple to define at microeconomic level. That company is more competitive 
which is more profitable in the longer term, that is being profitable, it grows faster. There are many 
possible interpretations what this means at the level of a national economy. In the beginning, 
competitiveness was in a large part identified with the amount to which a country is able to increase its 
share in international trade to the detriment of other countries. It was not too important what kind of 
relationship this had with the domestic economy. It is especially to differentiate between competitiveness 
at the micro- and macroeconomic levels when economic policy, the point of view of the determination 
of the scope of its actions comes to the foreground. 

Even well known economists are divided on competitiveness at the level of national economy. 
According to some of them a country's competitiveness has to be continuously followed up, and economic 
policy has to be formed in a way that the country's position concerning international competitiveness 
can be maintained or improved. The majority of American economists belong to this camp: Lester 
Thurow, Robert Reich, Jeffrey Garten, Clyde Prestowitz, Ira Magaziner and Laura D'Andrea Tyson. Three 
of them were members of the economic team supporting President Clinton; others occupied leading 
positions at key economic organizations. In contrast to them, Paul Krugman not only questions the 
importance of competitiveness but also denies that it can be interpreted at a national level. In his 
opinion, competitiveness has become a fad in economic circles, which fad can - beyond generating 
inappropriate expectations - pose a threat to the formation of economic policy in the US. 

Indeed, if we think it over, always interesting reports and studies have been born as a result of 
comparing two or more countries. Publications on competitiveness spread as bestsellers not only among 
economists but many businessmen read them, too. At the same time, using competitiveness as an 
explanation for the American economy's situation is a comfortable solution for the administration: 
according to Thurrow's team, the fallback of the rate of growth, the stagnation of wage levels, and the 
decrease of employment in the production sectors can all be explained with the decrease of the country's 
competitiveness. Thus the connections in the world market have to be immediately revised; there is no 
need to deeply analyze the national economy. 

While there were ongoing debates on international competitiveness, the US underwent an extremely 
long growth cycle. The features of growth between 1991-2000: the length of the business cycle, the 
invalidity of the Phillips curve, the dynamism of the growth of production, and the increase of stock 
market values all questioned not only traditional business cycle theory but the applicability of centuries 
old macroeconomic principles and placed new problems into the center of attention. Economists have 
formed several theories on the "new economy" that came into existence in this period but all of them 
agree on the fact that the US economy was altered by globalization and information technology. With 
these theories coming into the foreground, the debate on competitiveness was put into the shade 
without conclusion. 

Did the 1990s really bring about a special situation in the US economy? Can the notion of international 
competitiveness interpreted? If yes, can it give an explanation to the change in the position of the US? 
Can we talk about the birth of a New Economy where new rules prevail? Or was it just an unexceptional 
growth, and the old theories will be able to work in the future? 

My study is looking for answers to these questions. In the first part, I am dealing with the issue of 
competitiveness touching upon both Thurow's and Krugman's theories, while in the second part I 
present the 1991-2000 business cycle - the New Economy - and the theories on it. 
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Zsuzsanna Uszta* 
THE CONDITIONS FOR VENTURE CAPITAL TO BECOME WORKING 
CAPITAL ON THE BASIS OF THE FINNISH EXPERIENCE 

The unemployment of the economic potential of small and medium sized companies due to inadequate 
financing is a much-discussed subject in Hungary nowadays. I would like to sketch a possible solution 
for this topical problem from the point of view ofventure financing, the relatively new form of financing 
having no traditions. In contrary to its name, however, this financing method does not take unreasonable 
risk either, it is ready to invest capital only when appropriate economic circumstances are available, 
through which - as we will see - it can contribute to the development of the whole national economy. 

I would like to show the how the when and the wherefore of the establishment of these economic 
circumstances based on the Finnish experience and examples. I chose this country because on my 
internship there I discovered many similarities between the current Hungarian and the earlier Finnish 
(end of the 80s) situation. Maybe some elements that have stood the test of time there can be adopted 
into the Hungarian practice as well. 

The development of small and medium sized economies is essential for the Hungarian economy too. 
It is a problem, however that a great part of them does not have access to external financing necessary for 
their start, operation and development or can obtain it with conditions very hard to meet for them. A 
starter up needs funds not debts; it has to apply its liquidity to internal use not to meeting the capital 
and interest repayment obligations of loans. 

The technology intensive companies are in especially difficult situation as the success of their future 
product bears above average risk and uncertainty that is they can count on external funding even less. 

Venture capital can be an answer to the above problems, which takes part in financing the company 
not the traditional way of extending credit - in return for interest ant capital repayment - but in return 
for investing in the company it acquires an ownership share in it and its return is realized through the 
profitable sale of its share. 

Thus in the study it is shown through Finland's example what kind of tested opportunities present 
themselves for our country to establish favorable conditions for the operation of a venture capital industry. 
It could be interesting to see the development of the industry in Finland after all; we have to start from 
scratch too. We have the advantage, however, that not everything has to be invented by us, it is enough 
if we apply the tested methods. Naturally, we have to adopt everything to our special conditions. 

In the beginning of the study, I come to the conclusion that in the early stage of development of the 
industry the presence of government is apparently inevitable. 

* Tutor: Anna Szekacs, M. Sc. Associate Professor of Finance 




