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Phenomena of financial participationl do exist in Hungazryv. The
Parliament passed the Law No. XLIV of 1992, on the Munkavallaloi
Résztulajdonosi Program (MRP) adapted some principles of ESOP.
Yet, similarities between Hungarian phenomena and the new
pEseEllees which is transforming industrial relations in “€he

developed market economies, are often only apparent.

e cral participation is a concomitant of privatization, that
e the selling of state property (the dominant sectox o&f Eiie
pgeeonomny thus far). For the time being, the internationai i
accepted focus on higher productivity is not really considered 1in
the present Hungarian economic environment.

Theoretically speaking, employees could be important actors of
prawvatlization as potential majority or even full owilers OF
companies owned, today, by the state. (Many people argque that
state assets should be passed on to employees free so that they
Ol iU st 0 thelr owh Trisk, as market actors.) Sp ety
however, very little of the state’s assets have been transferred
into majority employee ownership. Other, less ambitious property

forms of employee ownership - e.g., property notes or equity
shares, which entitle their owners to a dividend and, thus, work
to supplement salaries - are spreading. Employees obtain some

percentage of the company’s assets in almost all instances of
privatizacion, Therxe are, however, serious limits to Tthe exXxteneE
of employee share ownership.

e ‘transformation of the entire economy could., at lea=t
theoretically, provide an excellent opportunity for the emergence
gFsemployee ownership so popular in some other countries: Thevy

could certainly increase the employees’ stakes in the success of
their enterprise.

Why 15 da &, then, that financial participation is not playigtes
more importantc part i1n Hungary?

En v chil 8 study we will sketch some of the cgonditieons 6L hs
transition from a planned economic system to a market economy.
These conditions will, at least partly, explain the various fornms
and specific conditions of financial participation in Hungary.

There exist hardly any data in this regard. (The systemic change
of the Hungarian society has seriously disarranged many fields of
statistical data collection and reporting: some of the phenomena
taken account of earlier with great meticulousness have become
irrelevant while observation of new phenomena has not been
arranged yet.) Our analysis is based primarily on data at our
gLEposal;,  coupled with information extracted from GfFl
documents and the press. In addition, several case studies have
been performed with a number of enterprises. The project has

1., In our interpretation, financial participation is connected to

partial ownership. Non-ownership based forms of profit sharing
are unknown in the Hungarian economy.



relied on the expertise -- primarily as researchers and trade
gnheon T specialists —- of Gyorgy Lajtai and Lészlé#Neumann. The
case studies were made by Gyorgy Lajtai and Janos Hovorka.

eihe historical process:

Transition from a Planned to a Market Economy — from the

Vie int of Employee Ownership

T e cientralization of State Assets

RAosEE 98 well known, Hungary underwent a political transition
Bl ng Ehe Spring otf 1990. For the economy, thigs put an end tona
il "series of attempts to reform the planned economy. Hungary
set out to create a market economy.

Privatization —-- the transfer of state assets (previously the
dominant form of property in all spheres of the economy) to real
owners who bear all consequences of their economic decisions -—-
PEEa Ve 8 "crucial part 1n this process. Privatization 1is the Gni1W
possible Ttool to replace what Kornaili calls the bureauneratcag
goordination of the economy by market coeordination (According to
the data of The Economist, the share of state ownership amounted
to 86% in Hungary in the mid-eighties. This share was somewhat
lere Favourable than in most other former socialist Councries
recording, for example, 97% in Czechoslovakia and East Germany,
O 01 e gsoviet Union, 87 in Yugoslavia, ana 82% i1 POI il
alone. At the same time this share was not more than 17% an
Eranece “iid4s 11 I'taly, 11% 1n West Germany and the U.K. , 6% 10
Denmark and 1% 1n the U.S.A. (The Economist, September 21, 1991
purvey P.10).

The Economist data quoted above also include cooperative shares.
The cooperative sector, its name notwithstanding, assimilated to
state ownership. The members were only nominal owners of the
assets of the many cooperatives active in agriculture as well as
R sirYy: alc sServices, The larger part of Lthe ascgsetLsStwaE
controlled by regional or national central authorities and not by
the cooperatives. The operations of cooperatives and state owned
companies were defined by similar rules, e.g. wage regulations.

Thls predominant ownership structure was also reflected 8¥
employment data. In 1988, from about 4,010 earners 69% were
employed by state owned companies, 23% by cooperatives and only

s LD tlle private sgector. (The situation, working conditions
and possibilities of further development of small ventures in
Bligary , Cpl, bBudapest 1990.) According to 1990 statisticsel

data, 14,5% of earners found employment in private business
Without entity including agricultural sole traders and thats
employees and assisting family members. (Macroeconomic labour
BEATONent January 1, 1991, Cs0, 1991 P.12.)



Today, this proportion would be somewhat higher due to transfers
of companies to foreign ownership, small cooperatives which had

in fact functioned since the very beginning as de facto private
enterprises, and the emergence of newly formed private companies,
particularly limited liability companies. However, no data are
available on these at the moment. (According to our egtimate,; v
BEEe Tl of 1991 about 20% of earners worked in the privaee

Sector..)

State (and cooperative) owned assets were usually pooled 1in
over—-concentrated large organizations (often with several tens of

thousands of employees).

fBe confiscated and nationalized facilities of different SiZes
were amalgamated in gargantuan organizations tailored to the
heeeds of central planned economy control. Retail oucietss
ITanndries, hailrdresser salons, banks, lawyers and all other Sores
O busSsiness were also networked 1n big organizatlonss
PDecentralization of organizations was a reform objective 0L
Several decades, however, the organizations resisted tTill 1954
By he Company Act effective since 1988, several forms of business
well known in market economies have been reinstituted in the
Hungarian economy. The Transformation Act enaceted In 4as
offered the opportunity to state owned companies to transform.
A Freom 1991, this opportunity of transformation has Dbecome sciii
obligation: each state owned company must go public. An AceE
adopted in January 1992 contains similar provisions wWith IeSpeceE
to cooperatives. The assets of the cooperatives shall be
returned to members. The future cooperatives will have to adopt
the principles of the International Association of Cooperatives.
Good many a current cooperatives are expected to transform to
business organizations.

Bhy o ehange of form has been accompanied. DV mmassiwe
geeentralilization oI companies. Unitg of various Saze.
Efracr i Eies, locations) belonging to large organigeatiolos s
formed "autonomous" companies (joint stock companies, limited
L1abllity companies, etc.) contributed from thelir State owned
assects. opin—-oifs have formed by the dozen fxrom several bia
organizations. However, organization change has not necessarily
meant owner change. Most new companies are partly owned by a
(state owned) banker as the owner of their principal debts as
well as by their important subcontractors and {(State owieaan
supplier and customer organizations through debt to equity swaps,
etc. Some new companies have also involved international and

local private finance, in most cases once again from the business
partners of the company.

olnce 1988, tens of thousands of companies have been formed. 1%
1s 1mpossible to decipher from the data just who exactly the
founder is. Expert estimates say that a decisive majority of new

corporate units 1s not private but organizations formed through
the decentralization of state property.



Table 1.

Number of Joint—-Stock Companies and Ltd-s

1988 1989 1990 1991
Joint—-Stock Companies 116 307 646 1072
IEd=—S 451 4,485 (o S & B 41,206

Source: Statisztikai Havi Kozlemények (Monthly Statistical
Bulletin), CSO.

Franstormation is also a means to prepare for the privatization
process or the sale of shares and business units. However, most
of the several hundreds of new joint stock companies have been
formed by closed—end transformation. At the beginning of 19992,
Pty 294 "public companies were quoted at the Budapest StoEk

Exchange.

fnternpacional investors are active in Hungary since the l1ate
eighties. gecording o €50 data, i1n 1991 1,499 busSiness i
owned by international investors and 1,578 with majority foreign
ownership were formed, but usually with insignificant assets and
with less than 300 employees. Like the 8,258 joint ventures with
Hungarian majority, these organizations were formed with the
minimum caplital specified by law for transformation and they work

with less than 20 people.

1.2 Privatization of State Owned Assets

oince 1990, the task of selling state assets has been assigned to
Ehe "'State Property Agency =-= set up.at that time for this
purpose. peyond that, the control and approval of all o F e
ongoing company-=initiated acts of privatization have been made
the Agency’s task. The rules of privatizationsrare passed by
Parliament year after vyear.

Employee share in the assets of the state has been promised bX
che Diggest party of the cabinet ever since the elections.

However, facing the heavy debt services of Hungary, this party
a8 Deen trving to dmplement an unnusually rigorous restrict V8

1. "The sate and the state owned companies will massively offer
thelr property, outlets, restaurants, maintenance shops etc. to
the employees, to the outplaced ones, and to any enterprising
member of this society", said an invitation to the MDF election
meeting 1in September 1990.



fiscal policy for maximum revenue and minimum expenditure. (The
I Rudget of 851 billion forints included a debt service oOf
more than 110 billion and the budget ended up with a deficit of
e an 110 bilillion as against the planned amount of 78
RN Y In the middle of 1992 the deficit of the central budget

EeEeEh el "some 100 billion forints again. ) Maximizing the
OERgatization income for the sake of reducing the debts of Ene
state has become a number one objective. Consequently the

chances of employee participation have been thinned by the so-
called Property Policy Guidelines adopted by Parliament and Dby
the available credit facilities.

It has become a declared philosophy of privatization to sell the
assets at market value and minimize the state debts. This
philosophy could accept employee share ownership only as a

component of the incentive wage system of actual employees
especially where employee skills, knowledge and commitment are

Nisea e Faeccrtors of corporate success. However, the current
Hingarian 1ideas do not really adopt this long-term approeaci.
(Neumann, L.: Privatization, Employees, Trade Unions. Research
et iEute o Labour, ' 1991.) The policy actually pursued by e
aan N crraktion 18 reflected 1n figures. in 1991, The Tiscaw
revenuesrof privatization of 40,1 billion forints oenly incluced
B 2a bl ien Eorint sales and 1,4 billion worth of Credll Sl s
(Privatization. Enhance the investment propensity. Népszabadsag,
January 25, 1992.) These two amounts also include the value of

contributions to employee ownership.

In 1992, the rate of preferential employee share ownership 1is
FUEther curtailed by the Property Policy Guidelines. On the other
and, eonslidering the poorer than expected results of Ehe
privatization process, there are plans to offer more favourable
credit facilities to support the employee buy-out of state assets
and the self employing potentials of individuals and companies.

e DX LSRR and Plahned Forms of ‘Fipancial Particination

The two established schemes of employee financial participation
in Hungary include property notes and equity shares allocated to
employees at discount. The third ESOP type scheme will exist in
the near future.

Investment Dy employees in their companies is an internationally
accepted form of participation. The debenture scheme was one of
Ee Titst fTorms of this system in Hungary.






