György Lengyel: How enterprises interpret economic success


(Some experiences of an empirical investigation)





In the first half of the nineties, economic sociologists usually explained the behaviour of enterprises with reference to traditions in the institutional environment and to uncertainty generated by the disruption of these traditions. (Stark, Bunce-Csanádi) Although the examination of the influence of the institutional environment is a fruitful aspect (Kornai), relatively few empirical surveys have been conducted to explore it. Most of these investigations relied on secondary analyses (Laki, 1992, 1993), case studies (Whitley) or small-sample surveys (Török).


   Another line of inquiries focussed on the learning process of enterprises and the reconstruction of the attitude of  intra-enterprise economic actors (Swaan, Csontos, Janky, Fogarassy-Szántó, Szanyi). The analyses revealed that the interpretation of gain and enterprise success implied several uncertain factors (Major, Lengyel, Rózsahegyi).


   The enterprise panel reserch included questions about enterprise success and failure and the main problems of the enterprise and the economy at large as seen by the leaders. Below I am going to sum up the conclusions inferred about this subject. The sample contains weighted data for 1993 of 540 manufacturing enterprises.� (Balázs 1993)





1. Enterprise successes and problems


Less than half the 540 directors - 44 % - deemed their firms successful and 56 % unsuccessful. 14 % qualified their enterprises clearly a failure, 42 % feeling that their firms were now successful, now not.


   This ambivalence, the difficulty to define enterprise success and the complexity of subjective judgment were also reflected by the answers given by the leaders when they told in their own words against what they measured the successfulness of their firms. In the first analysis, the replies to the open questions could be ranged in eight groups. They included profit and liquidity, as well as the growth of turnover, increase in orders, in exports, developments, stability or extension of business relations, improvement of professional standards.


   The answers paint a fairly variegated picture, but in the second analysis, they can be broken down into three groups. Gain outlines one unambiguous group, liquidity another (with the reservation that the actual functioning of the firm and the assessment of the situation are directly correlated) and finally, the broad umbrella of growth, expansion. Since the managers could give more than one answers, it is found that most named gain (37 %) in the first place, another one-third (33 %) named liquidity and the remaining 30 % named growth, expansion, improvement, that is, the dynamism of the business.


   The somewhat different question - what kind of enterprise behaviour was likely to bring success - elicited an even wider variety of answers. The leaders put the replies as they wished, naming in first place market- and consumer-orientation, correct behaviour, but relatively much mention was made of innovative, multiple strategy, satisfying high quality requiurements. All these made up nearly three-quarters of their first answers. There was, however, another and far from negligible portion of answers that declared something quite different as the token of enterprise success: either being aggressive, incorrect, or set up for survival, with external support.


   In the spontaneous economic organizations of a market economy - as Coleman explicates in somewhat more subtle detail after Hayek - the partners are mutually interested in maintaining the relationship as the relations are symmetrical.  These relations and the underlying behavioral patterns are in contrast to the corresponding features of constructed organizations. There, at least one partner is not interested in maintaining the relationship therefore external constraints are required (Coleman). In view of this distinction - which is in accord with Weber's and Granovetter's concept of  the motive of limited gain - one may differentiate market and non-market behavioral patterns in the answers of the leaders in speaking about successful enterprise behaviour.


   As for the problems of the enterprise and those of the economy on the whole, the answers (given to open questions again) partly overlapped as a matter of course, but there were significant differences and shifts of emphasis as well. As the greatest problem of the individual enterprise the majority named the drop in demand and lack of capital, amounting to nearly two-thirds of enterprise problems. After the contraction of the rest of the eighteen kinds of answer into broader categories, we found some one-eighth who blamed some shortage - of specialists, material or modern technology - as problems. A similar rate mentioned excessive taxation, rising costs, defects and incessant changes of the institutional environment. A mere 5 % of leaders declared their firms had no problems, and a similar rate had liquidity problems.


   The main problems of the macroeconomy were judged by a variety of criteria by the leaders. The twenty-six kinds of criterion partly tally with what was found at enterprise level, but the decrease in demand and lack of capital amounted at macro level to a mere two-fifths. Similarly substantially lower was the rate of shortages, a mere 4 %, as economic problems. By contrast, a far larger rate of answers blamed the instable legal system and property relations, as well as taxation, inflation, and the mistakes of the banking system and ecomic policy for the problems. Though corruption as the main problem was relatively low at both macro- and micro-level, there were differences. 1 % mentioned it as a major problem at enterprise level and 6 % as a general economic problem. Similarities, unlike deviations, do not require explanations this time.


   There are two probable causes underlying the deviation and shift of emphasis between the perception of enterprise problems and the hitches of the economy - notably, that lack of demand and funds is the main problem at enterprise level while the defects of the institutions and leaders of economic policy are blamed for the problems of the economy. One reason must be searched in the different levels of interpretation. Pondering about the central problems of Hungarian economy, the firm leaders do not merely consider the concerns presumably hitting the rest of the firms, but also take into account the inter- and supra-enterprise relations, macroeconomic institutions and the decision-makers of economic policy. The other reason must be in connection with the differences in communication channels and experiences. Similarly to the formation of population opinion (Angelusz, 1996), there appears to be a difference between the information bases of the two levels. While first-hand experience motivates company leaders in thinking about the company problems, they rely more heavily of mass media sources when creating an opinion about the whole of the economy. As a result, they deem the problems derived from taxation, inflation, the deficiencies of banking harder at macro-level than their experiences with their firms would justify.





2. Correlation between variables


The assessment of the efficiency of a firm does not show significant correlations with size of staff, type of ownership (private or state) or geographical location, but foreign ownership shows a slight positive effect: as against the average 44 %, 56 % of foreign owned forms claimed to be successful.


Whether the leaders regard their firms successful or not is logically correlated with profit.





Perception of success, as against profit


                        Do you assess your firm as successful?


Does it produce profit?    not successful     successful


-----------------------------------------------------------------------------


no profit                           198                     111                    309


                                        64.2                   35.8                   61.8


                                        70.2                   50.9                 





has profit                            84                     107                     191


                                        44.0                    56.0                    38.2


                                        29.8                    49.1 


                                       


                                          282                    218                    500


                                         56.5                   43.5                 100.0


n.a.: 40





The correlation is statistically significant, but not strong: two-thirds of firms making no profit find themselves unsuccessful, while over half of the profit-making companies claim they are successful. As can be seen, half the enterprises that see themselves successful make profit and the other half don't. This is tied to the fact that there is strong correlation between the measuring of success and the assessment of the firm's efficiency, whereas there is weak correlation between profitability and the measurement of success.





Way of measuring success, as against successfulness


                                         Do you find your firm successful?


                               


What is the gauge of                 not successful      successful


success?


 ----------------------------------------------------------------------------------


profit                                        98                         65               163


                                              60.2                       39.8             36.8


                                              40.6                       32.2





liquidity                                    89                          60               148


                                              59.7                       40.3              33.5


                                              36.7                        29.6





expansion                                  55                          77                132


                                               41.7                        40.3              29.8


                                               22.7                        38.1 





                                                241                        201                443


                                               54.5                       45.5              100.0


n.a.: 97





It was typical that most of the the managers of allegedly successful enterprises were not the ones who measured success by gain but those who regarded growth or expansion as the main token of success. Both the managers who looked upon gain and those who determined liquidity as the central criterion of success numbered below average in declaring their firms successful.





Way of measuring success, as against profit-making





What is the criterion       not profitable   profitable


of success?


-----------------------------------------------------------------------


profit                               94                    72               166


                                     56.8                  43.2             37.1


                                     34.3                  41.5        





liquidity                           92                     58              150


                                     61.4                  38.6             33.5


                                     33.5                  33.5





growth                             89                      43              132


                                      67.2                 32.8              29.5


                                      32.3                 25.0





                                       275                    173             447


                                       61.4                  38.6          100.0


n.a.: 93





Among those who deem profit as the main criterion of a firm's success the truly paying enterprises are weakly overrepresented, while among those who place the preservation of liquidity in first place, the rate of lucrative firms is on the average. By contrast, the companies that consider growth as the chief index of efficiency make below average profit.


   In sum, it can be established that the enterprises that assess their efficiency in other than financial terms regard themselves successful at an above average rate, whereas they make below average profit. Thus, our hypothesis that thinking about profit and making profit are strongly correlated has been disproved. When, however, the focus of interest is on the firms that regard themselves clearly unsuccessful, one finds that substantially more than the average - over half - tend to gauge success by the profit.


   The choice of the criterion by which they judge success is not correlated with ownership (state or private, or foreign). Similarly, the size of the enterprise has statistically negligible influence on the success perception of the firm's management. It is, however, remarkable that while an average two-thirds of the firms use liquidity as the central gauge to measure success, this applies to over 45 % of firms with more than 300 employees.


   As was mentioned above, some three-quarters of firms regard correct, market- or customer-oriented, innovative and strategic behaviour - that is, a market-related characteristic - as the main precondition of successful enterprise behaviour. The other one quarter of managers, however, claim that success can be expected by firms that are aggressive, artful, incorrect or which are set up to survivie or receive subsidies. Slightly overrepresented among the self-reportedly successful firms are those who tie success to market criteria, but the correlation is not strong.





What firm behaviour can hope to be successful, as against self-reported efficiency





                                                   what behaviour will be successful?


                                                market-related    non-market related


is the firm successful?


---------------------------------------------------------------------------------------


not successful                                    166              69                235


                                                        70.6            29.4              53.9


                                                        51.0            62.5 





successful                                          159               42                201


                                                         79.3            20.7              46.1


                                                         49.0             37.5 





                                                         325               111               436


                                                        74.6              25.4             100.0


n.a.: 104





Similar correlation can be demonstrated between the assessment of enterprise behaviour and size. Small firms usually judge the firm environment more negatively than the average.





What enterprise behaviour can hope for success, as against size


 


                                                  what behaviour will be successful?


                                            market-related    non-market related


size


-------------------------------------------------------------------------------------


-20                                   203                   84                     287


                                      70.7                  29.3                   65.5


                                      62.2                  75.3 





21-                                    123                   28                     151


                                        81.7                  18.3                  34.5


                                        37.8                  24.7 





                                          326                  112                    438


                                        74.5                   25.5                 100.0


n.a.: 102





Pradoxical as it may seem, those who saw closest correlation between success and profit had an above average share among those who thought that incorrect, non-market adjusted behaviour would bring success. As against that, those who identified success with growth, had an above average share among managers who described successful firm behaviour in market terms.


    No significant correlation has been found between the self-reportedly successful firm behaviour on the one hand and profit, or state or foreign ownership, on the other.


    Nearly half the respondents thought that the gravest problems of the economy were related to the market: drop in demand, shortage in capital, materials or specialists. Another part of them blamed the economic management, taxation, banks (which may be collectively termed non-market institutions from the point of view of enterprises). There is clear correlation between successful behaviour and economic problems: Those who describe firm success in positive terms  tend to name the non-market institutions as the sources of economic problems, whereas those who vote for incorrect behaviour as the way to success blame the market institutions at an above average degree.





The central problems of the economy and successful firm behaviour


The main problems of the economy





What behaviour will be     market    non-market


successful?                              institutions


-------------------------------------------------------------------


market                              138             173            311


                                        44.4           55.6            74.3


                                        69.1           79.2 





non-market                        62               45              107


                                        57.6            42.4            25.7


                                        30.9            20.8 





                                        200              218             419


                                       47.8            52.2           100.0


n.a.: 121





Though similar in direction, there is a far weaker correlation between successful firm behaviour and the assessment of the firm's gravest problems.


   Localizing the problems of Hungarian economy in market or non-market institutions has no significant correlation with profit, firm size or type of owner.


   By contrast, enterprise success and the definition of the macro-economic problems seem to correlated in that an above average rate of successful firms blame the non-market institutions for the problems of the economy on the whole.





Main problems of the economy, as against the successfulness of the firm





                      do you find your firm successful?


Main problems     non successful    successful


of economy


-------------------------------------------------------------------


market institutions        133            88               221


                                    60.1           39.9            47.2


                                    51.3           42.1





non-market                   126           121             248


institutions                  50.9           49.1             52.8


                                   48.7           57.9





                                     259           210              469


                                   55.3           44.7            100.0


n.a.: 71





There is a correlation of similar tendency and strength between the perception of firm problems and firm success. The blame placed on market or non-market institutions for the problems of the company does not seem to correlate with firm size, profit and ownership type (Hungarian or foreign). As against that, state ownership of a firm has an intriguing influence on the localization of the enterprise problems. Companies owned fully by the state far more often accuse non-market institutions as the causes for their problems than the average. At the other extreme are firms partly owned by the state, since they put above-average blame on market institutions for the problems of their firms.





3. What does the perception of enterprise success correlate with?





Below, I am using a regression equation to answer the question what particularities of the firms and managers may correlate with the assessment of success. I apply logistic regression models to find out what they use to gauge success, how they perceive successful behaviour and what they attribute the problems of their firms and economy on the whole to. Some fifty figures and information items are taken into account as possible explanatory variables. Some of these refer to the functioning, financial and market position of the firms as well as their changes, and partly to the owners and managers. (The examined variables are described in the Appendix.)





Is the firm successful?





A03= 0.216*B220 - 0.295*SIKMAG01 - 0.004*B24E0 - 0.105*A09I + 0.082*A09C + 0.008*A15 - 0.071*A08G - 0.121*A08H - 0.089*A08B + 0.094*A08E - 0.13*A09M + 3.012





R square = 0.39, F=14.18 (sign. 0.0000)


We used the backward method, with 0.1 Pout criterion


N= 291





Interpreting successfulness at interval level, the equation involving twelve variables accounts for some two-fifths of the extent of success. The correlation of variables one by one indicates relatively weak effects except perhaps for the perception of successful behaviour, which reveals that those who deem non-market behaviour successful themselves rather belong among the unsuccessful company leaders. By contrast, the size of firm exports has a considerably positive influence upon the perception of success. On the other side, producing for stocks, delay in social insurance bills or in settling accounts with other firms, as well as changes in the leadership in the past five years logically have negative influence upon the perception of success. There is also a negative correlation between the assessment of success and the costs of marketing research, which suggests that the latter are market constraints rather than concomitants of an offensive product strategy.  Exports to the west also displays a weak negative correlation with the assessment of success. Better utilization of capacity, turnover increase, changes in strategy of enterprise organization have a weak positive influence upon the perception of success.


   The logistic regression models may contribute to the examination of what measures firms use to gauge success, what behaviour they perceive as successful, what economic and enterprise problems they conceptualize. They may help clarify the specificities of firm and management that motivate thinking in terms of market and finances. Each of the four logistic regression models were used for the same variables.





Model 1                                                   Model 2


What success is gauged by ?                   Successful behaviour


(expansion=1                                           (non-market=1,


profit, liquidity=0)                                   market=0)


 





Chi no.:


sf.:


rate of correctly ranged cases (%)


profit, liqudity    93.10    market           99.21


expansion           18.28    non-market      5.41


together              71.69         together    77.91





N=329





The first model reveals that those who gauge success by growth or expansion tend to plan in the long run. Firms that have increased their turnover lately also tend to perceive success in terms of expansion. Those who ascribe the economic problems primarily to market causes also name expansion as the main lineament of success.


   The first model provides a relatively reliable prognosis of enterprise success and correctly ranges over nine-tenths of those who conceptualize success in financial terms and one-sixth of those who take expansion as the criterion of success.


   Managers who claim that non-market behaviours are more conducive to success have a higher share of those who have had bad experience with some of their business partners. Those who are indebted themselves tend to see the token of successful firm behaviour in correct market relations. The range of planning also correlates with the qualification of successful behaviour: the longer range a firm looks ahead in planning, the more it tends to perceive business success in terms of correct market behaviour. Those, however, who mainly perceive the macroeconomic problems as market-related problems are more inclined to consider incorrect, aggressive behaviour as successful.





Model 3                                       Model 4


Economic problems                     Enterprise problems


(market=1, non-market                (market=1, non-market


 institutions=0)                             institutions=0)








Chi n.:


sf.


rate of correctly ranged cases (%)


market                                              66.16             100.00


non-market                                       63.35                 0.00


together                                             64.81               85.54


*dependent variable in the third model


** dependent variable in the fourth model


N=326





Managers who attribute the economic problems to market sources are overrepresented among those who interpret business success in terms of expansion and among those who describe successful firm behaviour with features of incorrect behaviour. Those who fail to pay their partners in time mainly stress the market-related problems among the macroeconomic problems.


   In the analysis of the general problems of the economy, the  model ranged some two-thirds of the cases in regard to both the market-related and non-market related institutions and gave a better prognosis than the model built for the characterization of enterprise problems. The naming of the macroeconomic and enterprise problems is consistent in that the actors who pinpoint the main concerns of the economy in non-market institutions also trace the main problems of their firms to such sources. The effect of the measurement of success, however, attests to an intriguing inconsistency. When speaking about the overall problems of the economy, those who associate success with expansion stressed market institutions while those who thought about success in financial terms stressed non-market institutions as the sources.


   The interpretation of success also influences the perception of frm problems. Those who had a cutback in employment in the past years tended to attribute their firms' problems more to market causes. In this case, however, those who conceptualize success in financial terms have a greater share in ascribing the firm's main problem to market institutions.�Appendix


Description of examined variables


A03          successfulness of firm (1-5)


A06 (1)     planning perspective - no planning ahead


A06 (2)     planning perspective - planning ahead less than a year


A06 (3)     planning perspective - planning for a year


A06 (4)     planning perspective - for 2-4 years


A06 (5)     planning perspective - for 5-10 years


A06 (6)     planning perspective - for 11- years


A08A        past 5 years - major change in profile (1-5)


A08B        past 5 years - cutback in employment     "


A08C        past 5 years - merger                              "


A08D        past 5 years - de-merger                         "


A08E        past 5 years - change of inner structure   "


A08F        past 5 years - expansion at home             "


A08G       past 5 years - new firm management        "


A08H       past 5 years - major strategy change         "


A08I        past 5 years - privatization                        "


A08J        past 5 years - conversion into corporation "


A09A       price rise                                                   "


A09B       change of products                                     "


A09C       increase in turnover                                    "


A09D       investment                                                  "


A09E       market change                                            "


A09F       decreased input                                           "


A09G       decrease in stocks                                       "


A09H       organizational transformation                     "


A09I         production for stocks                                  "


A09J         cutback in employment                              "


A09K        hiring out of firm assets                             "


A09L        selling of firm assets                                  "


A09M       delay in soc. insurance payment                 "


A09N        delay in tax payment                                  "


A09O        delay in payment to other firms                  "


A09P         delay in bank credit payments                    "


A10          partners fail to pay                                      "


A15          utilization of capacity (%)


MTUL01  firm is privately owned                             (0-1)


KULF       firm has foreign owner                                "


NYER       firm makes profit                                        "


SIKMER01 measures success against growth               "


SIKMAG01 incorrect behaviour may be successful       "


SIK01          successful/unsuccessful                              "


LETSZ01     employment above 21 people                     "


GAZDPR01  macroproblems are market-related            "


VALLPR01   firm problems are market-related             "


FFI                respondent male                                       "


FFOKU         respondent has tertiary education             "


B260             import content %


B250             export subsidy m Ft


B24E0           rate of business turnover in % of EU countries


B220             frequency of exporting (0-3)


B21B0          rate of marketing research (%)


B10B50        rate of services in turnover (%)


B1110           rate of wholesale customers in turnover (%)


B120             cost rate of  work (%)


B21A0           rate of promotion (%)
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