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SUMMARY

Today’s coronavirus crisis has affected not
only public health butalso the economy. The
coronavirus has led to a significant increase
in unemployment and a transformation in
employment. Each government tries to save
its own economy in different ways, primarily
by launching programmes that help compa-
nies maintain employment. The crisis has
also generated spill-over effects throughout
the supply chain. Available studies on the
economic effects of the coronavirus are cur-
rently limited. Based on empirical research,
this study endeavours to show the impacts of
the coronavirus on the Hungarian economy.
Based on the findings, it can be said that as
a result of the coronavirus, Hungarian small
and medium-sized enterprises are struggling
hard to overcome financial difficulties and
declining demand for services/products,
and consequently government subsidies and
measures are vital for them.
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INTRODUCTION

Today, our world is in awe of a dangerous vi-
rus, the so-called coronavirus (COVID-19),
which has claimed a great number of hu-
man lives since its spread in late 2019. Ini-
tially, it raged in Asia and then gradually
spread throughout the world. It is now cer-
tain that the virus is not only a threat to hu-
man life but is also increasingly threatening
the world economy.

COVID-19 is a viral respiratory disease
caused by a coronavirus. Currently, 7 coro-
naviruses are known to infect humans, in-
cluding SARS and MERS (Ahmad and Hui,
2020). Today’s coronavirus pandemic is
caused by the SARS-CoV-2 virus, a disease
called COVID-19 for short. The first cases
were discovered in December 2019 in Wu-
han Province, China. As with the SARS pan-
demic in 2002-2003, the economic effects
appeared shortly after the disclosure of the
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first identified cases (Liu et al., 2020). The
outbreak was declared a pandemic by the
World Health Organisation (WHO) on 11
March 2020 (Shah and Farrow, 2020). In
order to stop the spread of the pandemic
and prevent its devastating effects, govern-
ments and large corporations have made
drastic decisions (Inozemtsev, 2020). Some
factories and businesses switched to sur-
vival mode to avoid mass layoffs, so they
were forced to either reduce production
or reschedule working hours (Martirosyan,
2020).

During the first wave the governments
of the world realised that mass illness
could not be avoided, and so they made
efforts at containing the pandemic (Man-
jula Bai, 2020). The pandemic hit Hunga-
ry on March 4, 2020. In order to slow the
spread of the virus, restrictions are in place
throughout Hungary, of which the follow-
ing are most perceptible for citizens:

— Social distancing (In public places
people must keep a distance of at least 1.5
meters),

— Limited access to services,

—Mandatory covering of the mouth and
nose in public places.

In addition to the restrictions affecting
the internal market, a number of interna-
tional regulations affecting cross-border
movement have also been introduced.
Special mention should be made of the 1
September 2020 ban on entry to the terri-
tory of Hungary by foreign citizens, with
the exception specified by law. The primary
purpose of this measure was to prevent the
introduction of the virus from abroad. The
most important first economic protection
measures affecting Hungarian enterprises
were announced by Prime Minister Viktor
Orban on March 18, 2020. The most im-
portant of these measures included the sus-

pension of the repayment of principal and
the payment of interest on loans by private
persons and businesses until the end of the
year and the provision of government sup-
port to enterprises to facilitate the reten-
tion of employees.

Based on the international literature
(Lund et al., 2020, Hite and McDonald,
2020), the coronavirus has had the most sig-
nificant economic impact on jobs: numer-
ous jobs have been lost and a great num-
ber of people have lost their jobs. It may be
stated that the coronavirus will also have a
significant impact on the Hungarian econ-
omy and society. Small and medium-sized
enterprises (SMEs) play a significant role
in the Hungarian economy, as more than
two-thirds of the employees are employed
by SMEs, and their production represents
more than half of the national economy.
Due to their flexibility and responsiveness,
SMEs have an important potential for eco-
nomic growth (Devins and Kimbara, 1997).
According to the Hungarian Central Sta-
tistical Office, before the coronavirus cri-
sis, there were more than 700,000 SMEs in
Hungary, employing nearly 2 million peo-
ple and contributing 53 per cent to GDP.
The majority (almost 80%) of SMEs were
service providers, mainly engaged in retail
trade, tourism, hospitality, vehicle repair,
and scientific or technical activities.

The aim of the study is to examine the
impacts of the coronavirus on Hungarian
SME:s.

LITERATURE REVIEW

In recent decades, the global business envi-
ronment has been characterised by unpre-
dictability and uncertainty. In the recent
decades the most significant event that
has affected and dramatically changed the
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global business environment was the 2007-
2008 global crisis. During the 2008 global
financial crisis, which originated from the
United States, several large companies
went bankrupt or were forced to merge
with their competitors (Foo and Witkows-
ka, 2017). The coronavirus crisis is new in
modern history, and we have never seen a
similar health crisis affecting the economy
to such an extent.

Every global economic crisis severely
hits SMEs, which are important elements
of national economies around the world
(Gherghina et al., 2020). The OECD pre-
dicts that SMEs are the most exposed to
the current coronavirus pandemic among
the participants of the world economy. Ac-
cording to its experts, there is a danger
that restrictions on free movement will be
reconsidered in an increasing number of
countries, and this may lead to a decline in
production and in consumer confidence.
Fernandes (2020) made an attempt at
the quantification of the economic con-
sequences of the coronavirus crisis, using
the 1918-1919 flu pandemic as a basis of
comparison. A global crisis like the one in
1918 will cost the economy USD 3 trillion,
so the impact of coronavirus on the world
economy can be expected to be around the
same amount.

The COVID-19 pandemic is causing un-
precedented devastation in global supply
chains, which relies primarily on Chinese
manufacturing performance and raw ma-
terials (Barua, 2020). There are two main
channels for the effects of the global sup-
ply chain: one is production shocks and
the other is shocks to trade flows, caused
by transportation and logistics problems.
Manufacturing shocks are large worldwide,
with China accounting for 60 per cent of
the global demand and supply and 41 per
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cent of the global manufacturing exports
(Baldwin and Di Mauro, 2020).

In times of crisis, as a first step, organisa-
tions reduce their costs as an effective crisis
management tool. In the developed parts
of the world, the most expensive cost is la-
bour. Therefore, the first step in dealing
with the crisis is usually to review the num-
ber of employees, reduce working hours,
and temporarily suspend the hiring of new
employees (Vasa and Mendelényi, 2010;
Lindley, 2020). The workforce available
for companies is reduced because workers
are ill or have to take care of their relatives
(children and elderly relatives) and thus
stay at home in times of crisis. Further-
more, the dramatic and sudden decline in
the income of SMEs has a serious impact
on their ability to operate and/or causes se-
vere liquidity problems. In addition, the in-
come situation of consumers deteriorates,
which reduces their daily consumption
through fear of infection and increased in-
security. This can also cause a decline in the
main consumer segments of SMEs, which
can then culminate in financial problems
(Lentner et al., 2020). In light of the above
considerations, SMEs are likely to be more
vulnerable to “social distancing” than mul-
tinationals enterprises.

Another problem is that SMEs are in
a tight financial situation, have hardly any
financial reserves, and have very limited
access to external financial resources (e.g.
bank loans). In times of crisis, banks are
even less willing to lend to SMEs, thus fur-
ther increasing the pressure on these com-
panies (Vasa, 2010; Tau and Cretoiu, 2014).

The survival of SMEs is extremely im-
portant for countries, as they account for 99
per cent of the registered businesses in Eu-
rope, employing around 66 million people.
OECD, in collaboration with Facebook and
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the World Bank, produced two reports on
the situation of SMEs, based on a question-
naire answered by tens of thousands of re-
spondents. According to the report, 26 per
cent of small businesses have disappeared
due to the pandemic. Two-thirds of those
surveyed reported a decline in income, and
the remaining one-third was forced to re-
duce their headcount. Only a few per cent
of the espondents (23%) received financial
support. Businesses want additional wage
subsidies, tax cuts, and soft loans in order to
manage their spending and falling demand
(Facebook/OECD/World Bank, 2020).

METHODOLOGY

The aim of the research was to assess the
impact of the COVID-19 crisis on the econ-
omy through the example of SMEs in Hun-
gary. A structured questionnaire survey was
used for collecting data. Two criteria were
set up for participating in the survey: the
business was required to have been operat-
ing continuously for at least 5 years, and to
carry out its activities in the Western Trans-
danubia Region. This region was chosen
because currently it is the third most de-
veloped region in Hungary after Budapest
and the Central Transdanubia Region. Ac-
cording to the data of the Central Statisti-
cal Office, the gross domestic product per
capita in the Western Transdanubia Region
is 101.3 per cent of the national average.
Gy6r-Moson-Sopron County, where a sig-
nificant part of the respondents (61%) are
located, has even better results: gross do-
mestic product per capita is 121.8 per cent
of the national average, which is the second
best indicator after Budapest (KSH, 2020a).
In 2019, the number of economic organisa-
tions registered in the Western Transdanu-
bia Region was 189,764; of which more than

90 per cent were classified as SMEs (KSH,
2020b). Respondents were selected by con-
venience sampling, using databases from a
previous research. This technique is faster
and easier to perform compared to other
sampling techniques. The questionnaire
was sent to Hungarian SMEs in an online
format between May and September 2020
and 743 SMEs provided responses suitable
for evaluation.

The questionnaire included open,
closed, and Likert-scale questions on the
following topics: general characteristics of
the enterprise, employment characteristics,
the impact of the crisis on the enterprise,
managing the effects of the crisis, role of
government measures, etc.

FINDINGS AND DISCUSSION

Figure 1 shows the distribution of en-
terprises participating in the survey, in a
breakdown by size. According to the data
depicted in the chart, the survey was mostly
attended by small enterprises (602). An en-
terprise is considered small if the total num-
ber of its employees are less than 50, and its
total annual net sales do not exceed EUR
10 million. Figure 2 below shows the scope
of activities of the surveyed enterprises.

The majority of respondents (283) were
engaged in retail trade at the time of the
survey, followed by tourism and hospitality
(127), and financial services and consul-
tancy (74). Agriculture (49) and the beauty
industry (68) also contributed a relatively
high number of respondents, while the low-
est share of respondents was from mechani-
cal engineering (19) and the construction
industry (18).

To the general question about the im-
pact of the coronavirus crisis on the com-
pany, most of the respondents (85%) chose
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Figure 1: Enterprises participating in the survey, by size
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the option “adverse effect”, followed by “no
change” (8%), while the option “favour-
able effect” was selected by only 3 per cent
of the respondents, and 4 per cent could
not answer the question at the time of the
survey (Figure 3).
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The above results confirm the findings
of international research: the coronavirus
will have a significant impact on the world
economy (McKibbin and Fernando, 2020;
Dennis, 2020). The COVID-19 pandemic is
a global shock that disrupts supply and de-
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Figure 3: What impact has the coronavirus crisis had on your business? (%)
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®nothing changed
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I don't know the answer yet

Source: Author’s own elaboration (2020)

mand in the global economy. On the supply
side, infections reduce labour supply and
productivity, while enterprise closures and
social isolation also cause supply disrup-
tions (Veselovskd, 2020). On the demand
side, redundancies, the loss of income, and
deteriorating economic outlooks are reduc-
ing household consumption and business
investment (Zoidov and Medkov, 2020).

Based on the answers, it can be stated
that SMEs were hit hardest by the coronavi-
rus in Hungary, as it has affected their eco-
nomic situation and daily operations. The
most common adverse effects of the coro-
navirus on the enterprises were assessed on
the basis of the survey.

According to Figure 4, the first of the ad-
verse effects was the decline in demand for
the product/service (38%), followed by the
emergence of financial problems (24%),
changes in the number of employees (13%),
problems with supply chains (12%), drop in

the price of the service/product provided
(9%), while the option “other” was picked
by 4 per cent of the respondents.

The following Figure 5 shows the most
important crisis management measures the
surveyed companies had to take in order
to mitigate the adverse effects of the crisis.
The figures show that around 35 per cent
of the surveyed companies were forced to
take financial austerity measures, followed
by work from home (22%), the revision of
contracts with partners (16%), the dismissal
of employees (12%), the involvement of ex-
ternal capital (7%), and finally, 4 per cent
of respondents were forced to close down
their businesses.

Governments have an important role to
play in crisis management in all economies.
In Hungary, without the help of the Hun-
garian government, enterprises would have
found it difficult to survive the first wave of
the coronavirus crisis. Among the most im-
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Figure 4: What adverse effects did your business perceive after the appearance of the coronavirus? (%)
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Figure 5: What crisis management solutions did you use to mitigate the effects of the coronavirus? (%)
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portant measures, support to job reten-
tion should be highlighted. Similarly to any
other crisis, during the coronavirus crisis
employee retention is jeopardised most.
Many Hungarian SMEs could have got into
trouble without the support of the govern-
ment. These job retention benefits directly
helped enterprises by taking over a signifi-
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cant part of workers’ wages. Among the
other economic measures, the reduction
of taxes and incentives to direct economic
activities should be emphasised, which all
serve the maintenance of competitiveness
for Hungarian businesses.

Hungarian businesses do everything
within their power to avoid lay-offs, because
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they expect to be disadvantaged after the
economic recovery if they cannot restart
with a sufficient number of employees. Un-
fortunately, 3 per cent of enterprises sur-
veyed went bankrupt because of the coro-
navirus. These results have been confirmed
by several international publications (Zhili
and Qingqing, 2020 and Dolbneva, 2020).

Government measures played an impor-
tant role in all countries, and the economic
protection action plans launched by the
Government of Hungary were also of great
assistance to SMEs. Based on the responses
received, the surveyed enterprises generally
had a favourable perception of the impact
of government measures.

As multiple responses were allowed, it
was made clear that many enterprises ben-
efited from more than one options offered
by the government to mitigate the effects of
the coronavirus crisis.

According to Figure 6, the surveyed
enterprises identified job protection pro-
grammes (541) and tax relief (245) and lend-
ing programmes (196) as the most effective
governmental actions. The largest percent-

age of respondents would like the Hungar-
ian Government to help SMEs by reducing
taxes or temporarily suspending taxes. Fur-
thermore, employment-type subsidies are
also important for SMEs that have not dis-
missed their employees. This is, moreover, in
line with the statement by the world’s major
organisations that governments should tem-
porarily take over part of the wage costs so
that they can save jobs. Training grants (34)
were marked as the least efficient, probably
because they are less helpful to the SMEs
surveyed in combating the coronavirus crisis
than other action plans.

Based on the responses regarding the
expected time of business recovery, the
managers of the interviewed Hungarian
SMEs think that 6 months to 1 year is the
most likely (61%) length of time required
for recovery, followed by 3 to 6 months
(33%), and the most favourable version
(within 3 months) was only chosen by 7 per
cent of respondents (Figure 7). Based on
these, it can be concluded that the post-cri-
sis recovery is planned by the respondents
in the medium to long term range.

Figure 6: What government measures has your business taken to alleviate the coronavirus crisis?

Other
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Source: Author’s own elaboration (2020)
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Figure 7: Expected time of business recovery (%)

m between 6 months and 1 year
® 3-6 months
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Source: Author’s own elaboration (2020)

The study also proved that 2020 was a
very difficult year for Hungarian SMEs.
They faced a crisis they had never experi-
enced before, the coronavirus crisis, which
had a profound impact on their daily opera-
tions. Numerous enterprises were adversely
affected, mainly manifest in financial prob-
lems and declining incomes, which in turn
had an impact on employment. There is
uncertainty about the future, and although
the vaccine is already available, it is still
not known when the economy will return
to pre-crisis levels. According to forecasts,
if the vaccine proves to be successful, rapid
growth may start in the world economy, and
this will also have a favourable impact on
SME:s, which are critical factors in the func-
tining of any national economy.

CONCLUSIONS

In addition to the number of ill and de-
ceased citizens, recently the news also re-
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ported the fact that the coronavirus has had
asignificant effect on the economy. The key
question for the future is how governments
will be able to help enterprises keep this ad-
verse economic impact to a minimum.

The research has shown that strength-
ening SMEs is essential for strengthening
the economy, as they are the engines of any
local economy and the largest employers in
any country.

The results of the described research
has also confirmed that a significant part
of Hungarian SMEs face the adverse effects
of the coronavirus. Note that there is a cor-
relation between the coronavirus and the
daily operation of Hungarian SMEs. Due
to the coronavirus, working from home has
also become widespread in Hungary, as the
surveyed enterprises have switched from
the traditional work schedule to flexible
forms of employment.

According to the enterprises surveyed,
government measures are important, and
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they would not be able to survive without
them in the long run.

Thus, it can be said that supporting
SMEs in crisis situations is a particularly
important issue, but the economic strength
of SMEs and the awareness of their manag-
ers, especially in financial, production, and
management, need to be strengthened.
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