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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.



a) Property notes

e securities called "property notes" in this paper are the
S Eaments of corporate fund raising. Issuance of property
notes by Hungarian enterprises was made possible by a
governmental decreel which went into effect on January 1, 1959 ==
that is, before the beginning of the system’s transformation and

before any political decision about privatization.

The purpose of these securities was, no doubt, to provide avenues
e Rl hancial participation in state and cooperative enterprises:
e decree stipulates that "The state enterprise, trust, [.:.] O
geoperative [...] can issue property notes in order TO l1ncrease
its own financial means and to create long-term property-based

EREeEeST .. |

Property notes could be purchased by so-designated employees of
state and cooperative enterprises. The debenture entitled 1ts
owner to an annual dividend depending on company profits.

The issuer was allowed to hand out property notes to designated
employees for free. Free property notes could be 1ssued against
Ehe taxed prortits of the enterprise up to the eguivalene OL o
maximum of 10% of company assets at the time of the issuance. The
nominal value of the free property notes 1ncreased the principal

capital of the enterprise.

Mainly prosperous organizations can benefit from issuing property

ROEeS .. When the profit 18 allocated tO raising the salar oo
above a certain ceiling the company is liable to pay progressive
wage tax. BY dlgtribuEing the profit in the. TfTorm GEF TEC AR

property notes the company escapes from wage tax payment and it
gailwitnnola Funds to be used at its digcretiomn.

The property notes distributed in lieu of raise did not offer any
substantial benefits to employees except the payment of some
disIgniticant and uncertain amounts of dividends,. These bonds
were not offered for sale anywhere, especially as, despite the
assumptions, the employees did not show any propensity to
CORCribute tLo rhe assets of their organization or Lo provegs
their jobs. It was not necessary their actual organization where
the employees could expect higher income. Overall labour
shortage was still considerable though diminishing and there was
a fair chance to find a better employment.

we ‘have 110 data on the volume of property notes. It has been
found that till 1990 such bonds were issued onlys by EE
proLitable companies after the full utilizaticon oo
opportunities of untaxed wage raises. The majority, the big state
PWRed companies and cooperatives in growing financis®
BHCertalncty, were not in the position to use this tool.

1. 94/1988. (XII.22) Mt. rendelet. (Governmental Decree)

2 ALEC1ICLe 1, paragraph (1) .



Thus the free property notes remained in the domain of PR actions

of a few companies. However, this situation showed a marked
change after 1990. 1Issues as a way of employee ownershlp was
encouraged at large companies facing transformation. Namely,

issuing property notes does not require any permission from the
State Property Agency. The bonds can be distributed free oOf
charge and they can be converted into employee shares in the new
company (this time, however, the permission of the SPA 1s

required) .

Bl Operty notes were issued 1n big volumes in 1991. Before the
SPA had any chance to interfere, the companies distributed a part
of their assets to employees. (The Automotive Repair Service Co.

Rl e trensive operations including single purpose tool
prochiecion, c¢ar breakdown, etc., is one of the organizactions
where a substantial amount of property notes are held by 1its
Bt f "of about 200 people. Prom its 1989 profit of 50,5 miliTan
Eorints ARS issued property notes in the value of 11 miilion
Forints to be allocated to employees without any consideration
followed by another issue in the wvalue of 2 million Forints sold
aE clseounnt, In 1990, another 2 million Forints issue was made
ol ehe proErrc of 43,6 million. On January 1, 1992, ARS WoSE
transformed to a joint stock company named Ferradial. 79% of its
equity is owned by the state while the share of employees in the
FOTrmi@E Droperty noetes amounts to 8%.) (Figyelo, January 1®
1992.) Property notes were distributed in every sector including
ENade N aaglstrucrion, etc., practically by all transforming Siate
owned companies showing a profit. Alas, there are no available
data about the value and holders of property notes.

The growing losses of a considerable number of companies set the
SRS S b0 CEhe dlistribution of still more property notes. Many
tirms have been put into critical position by the abrupt collapse
of the East European markets since the middle of the 1990s.
HUSeOVer ~rattelr a long period of artificially coneErot les
insolvency, a cascade process of bankruptcies has been triggered
R 1992

b) Employee Shares

MipLovee sshare ownership. L  is a form that acconpani e
prEivatlization. Giving access to property to employees in thS
privatization of state assets was an important demand by almost
all o peolitical parties during the campaign for the first EEaE
elections as well as some other organizations --— ©.9.5 thé
NoREe LR S olinclls =~ and other ‘social groups.

| —

Practical possibilities have been outlined in the Government'’s
so—-called Property Policy Guidelines issued in 1990 and accepted
by Parliament. The 1990 document specifies that no more than 15%
of company assets could be transferred at preferential prices to
employees. Prices and installment payment plans would be
contingent upon permissions from the State Property Agency. The
policy statement also provides for the conversion of property
1otes == 1ssued earlier -- into employee shares.



Permits from the State Property Agency have been obtained through
individual negotiations between the Agency and the enterprise. A
report by the State Property Agency to the Government indicates
that twenty such permits had been issued to joint-stock companies
eI a—1991. (The list of such permits is incomplete as 1€

EeE eSS few i1nsignificant cases.) Four of the twenty permits
Bhelgaded provisions for the conversion of property notes into
shares. (An electric installation company, 5.9% employee-owned Dby

way of property notes, wishes to issue free employee shares 1in
aedition to the conversion of property notes into shares. AT the
sugar works of Szolnok the property notes to be converted into
Shares amount to 3.1% of the total company assets. At a thixa,
gommmercial eampany (distributor Amfora) about one-fourth of the
pew s nares will be converted from property notes. A fourtt
company Richter Gedeon Pharmaceuticals,, will convert property
notes into free preferential shares.)

The rest include issuance of new shares during the transformation
GENrhc onterprise 11to a joint-stock company. {To be noted s
that only one of the twenty companies providing access to stocks
to its employees at discount prices -- IBUSZ -- was quoted at the

Budapest stock exchange.)

Permissions for preferential pricing have been requested, in
these twenty cases, for shares in the amount of the equivalent of

T15% €0 16.3% Oof ‘the respective company’s principal eapital:
(Discounts range between 10% and 100%.) The most frequent scheme
1s the "pay-one-get-two" system that is, share purchases at a 50%
discount. Employees are also offered installment plans for the
payment. (E.g., a 10% down payment followed by a 3-year payment

plan.)

This new system of employee shares has been supported by the
habl ity 0 going public, especially in big organizations which
Ehesompioyvees cannot afford to buy after decentralizatioen. EifS
spread 1s supported by the trade unions echoing employee fears
that (foreign) investors could simply buy the company above their
heads. 1t appears that workers have begun caring about their
workplace hoping that those who have company shares will be
BeEtter progeeted. However, this ds only an illusion.

Although there are no available data, the Newsletter BF Lo
Erivatization Research Institute set up by the administEaticth it
2991 collects and publishes the plans of prospective publis
companies to issue employee shares. For instance: the second
hand distributor and pawnbroker transformed to Bizomanyi
Kereskedohaz és Zaloghitel Rt. plans to issue employee shares in
Phe Lace value of 200 million from its equity of 2,6 biFiies
forints. "It has been considered to sell another issue of shares
EEschevalue-of 60 million forints at 50% discount. The new
company offering shares to its employees is hoped DY gl
principal owner the SPA to be sold to an international investor
apg 800N as possible. Or: With the congent of the STRA, ECEE
Pharmaceutical Works may go public as of January 1, 19938, NN
BGLS equity of 5,400 million Forints is shared between SPA (90%)
and the employees (10%). Or: The Kenderfond és Butorlapgyartod
Vallalat (hemp weaving and furniture panel works) majority owned
DYy the SPA was transformed to a one-man company. (LT S5 %8



geeal practice to allocate a modest share to the local
government as the owner of the land.) "The 320 employees may buy
SharesTup to 15% of the equity." At a baker company transformed
from Cegléd Sitdipari Vallalat, "shares will be made available
also to employees" (Privatization Monitor, November 8/r and

November 15/21).

Only few cases of majority employee shareholding have been
recoraed (1. e. 200 employees of a commercial building design
Office bought out 54% of the shares of the company by buying
shares for 100 to 300 thousand forints each [Uzlet, November 7

19094 ).

Financial motivation cannot quite be located in the arguments ot
Efther Tthe l1ssuers or the potential owners of shares. FOE swchosSe
Wwho give permission for these deals, preferentially pricead
emplovee shares are gestures to soften the bad climate of publie
ppinion due to the worsening economic situation falFEdloitic
discounted employee shares could drain potential incomes from the
privatization of state assets. As far as the i1ssuing state owned
companies are concerned, the focus 1s on actual ownership as they
can hardly expect the employees as shareholders to be able to
influence the business of the company to any appreciable degree
in an environment of import liberalization and dramatic recession
following the loss of East-European export markets. For the new
(would-be) share owners, the proportion of individual ownership
is very modest. Even the sum total of all employee shares do not
allow a real voice in company business. (0Of course, this depends
on"what Ethe trade unions are able to stipulate i1n the compahy
gontracts,. The practice so far signals, with few exceptlions, ELe
weakness of: the trade unions.) The chance of cutting part of ‘Ehe

pProfits is falirly uncertain given the speeding inflation and fEne
recession.

fe1s alseo a question unsupported by evidence TO What eXtenE
employees themselves will demand access to shares. They will
surely be ready to accept them handed out for free. Even cheap

shares promise to be popular. (At Tisza Cipdogyar /shoes/ where
employees could purchase shares at 10% of the nominal value at a
3% down payment, almost all -- 3481 people —-- of the assumed 3500

buyers bought shares in the nominal wvalue of 30 to 60 thousand
Borants - for. 900 to 1800 Forints. For a comparison, mean smonithiliy
Sallaries in. that sector of the econony was . 12,549.00 Ho&ints
during the  appropriate quarter of the year.) In some ©Othes
examples, however, employees refused to purchase shares of 10
thousanad Forints’' nominal value at a 50% discount: " Ehil T its
Gyogyszergyar (pharmaceuticals) offered 30 thousand shares to the
employees (maximum 5 per employee) and the company’s own retirees
(maximum 3 per retiree). The offer also included an installment
plan: sot" the 10 thousand Forints’ nominal value, only 2 50060
was the down payment and another 2500 would have to be paid in
equal ‘amouncs during a period of three years. The ‘total dewn
payment of the maximum five shares that could be obtained was
22,900 Forintets, lesgs than the sector’s mean Wage. il 6 EEN
Forints). The shares entitled their owners to dividend after the
full nominal value immediately after underwriting.



The discounts notwithstanding, about half of the employee shares
of fered could not be sold. The employees did not realize the role
of the dividend -- whose presence or absence could not be
ErEEEREFed of course. In addition, it was well known for the
employees that, due to the collapse of the Soviet economy --= the
main market of the company --, serious layoffs were to be
expected and that share owners had no more job security than
non-owners. All of these factors made the employees practically
insensitive to shares. We have no information as to how well the
more expensive shares would sell. It has been a conclusion of our
gacnetudies, however, that free transfers of stocks do Hor
necessarily increase the employees’ ambitions as owners. In omne
OF the @ases exXamined, a construction company with 550 employees
ot F e Shares 1in the amount of 65 million FPorints or, 35% ©OF
MEe N rOfal capital. (The joint-stock company formed on January i,
1999 "and nsed various loopholes of the previous legislation €O
Sehsiteve Sthis high percentage. Those particular loopholes have
Eeen e llocsed since.) 'In mid-1991, six months arfrter ThE
frodisformation of the ‘company, the economi¢c situation e Ehe
company was worse than before and there was a real threat of
falkling in the red by the end of the year. The employees —— that
e Ther 35%=owners of the company -— do not think tThey are
responsible for the situation in any way. They are waiting 1cly
For some kind of solution —— one that would not hurt employee
interests such as jJob security.

The rules of employee share purchases at preferential rates tend
€0 rfavor these in managerial positions.

@phe oF the companies (KNER, a printing firm) is about to transEeEr
to 1its employees 9500 shares at a nominal value of 10 thousand
Farrnrs each or, 10% of - the total principal capital ok uths
golopany, at a 50% discount. The cash down payment is 30% @b Ethe
purchase price. The employees are entitled to buying shares by
seniority. (That has been the rule at almost all companies using
this model.) Those with over 35 years’s employment at the company
are entitled to as many as 19 shares while those with more than 5
years can buy a maximum of 3. It can be expected that many people
will use the opportunity to buy especially because about half of
Ehesempiovees will be - entitled to buy only 3 to 5 sharesy Gntv
1.2% of the employees will be able to buy 19 shares.

Management, however, has a different system available for them.
tnpstede Oof senlority, they will be entitled Lto purchases
according to the size of their basic salary. The general manager
ean by about 51 shares for six times his basic monthly Salaxry:
the business manager will be able to purchase 39 shares. Plant
managers, chief foremen and department heads will be able to use
5 times their basic salary to buy 6 to 12 shares while foremen

anad section heads can purchase 6 to 8 shares for twice the amount®
OETChelr basic salary. (Figyeld, July 4, 1991.)

AT most companies, managerial discounts cause conflict even if
the employees are uninterested in purchasing shares. Managers are
pikely to Duy with no exception. For them, this lrnvestient

promises serious cuts in their otherwise rather progressive
income taxes.

10



e Cmbination of employee shares plans with company

transformations into joint-stock companies and with privatizat%on
EEe preliminary phase. Yet, it is already clear that unified

and normative regulation is necessary and that the practice of
e aite hargains with the State Property Agency are to e
replaced by rules that everybody should follow.

As it has been noted earlier in this paper, the 1992 guidelines
BT mrivatization (which has not passed by the Parliament till
September 1992 !) are designed to restrict the maximum percentage
of employee shares to 10% of the total capital value (allowing
ISsonly 11 special cases). The new plans do not permit fTree
teansfers of shares. Preferential pricing schemes must f£it a
unified system and they ought not to exceed equivalent of the

employee’s total basic annual salary.

This idea of clearly limiting employee ownership percentages
before privatization has elicited heated debates. The plan 1is
being attacked not so much along political lines but primarily by
those that worry about the financial impact of preferential share
allotments on the state budget. (They suggest that revenues from
sales to "real buyers" may be drained because of discount-priced

property transfer to employees.)

Besides the state owned candidates of privatization, various
Farms 0 Tinapcial participation can develop with exisring
private business and joint ventures. For the time being there
are no data available on the employee share facilities if any
pErecered DY private organizations with dinternatrionat

participation. (By the way, most firms founded by foreigners are
new ones. In 1991, 230 such busliness organizations were recorded
and another 492 were formed, usually of small size and only &

few ones adopt the form of a joint stock company.)

InTche ex18ting joint ventures operating as of joint "‘Bd gl
companies, employees could buy shares provided that they had
already held property notes before the international partner
entered into the scene. However, the leading international
companies are willing to offer shares to employees, probably to
gain their commitment. (However, the real incentive offered by
Teternacional 1nvestors is immediate raige. Despite the
substantial raises the wages and salaries paid to Hungarian
employees i1s still much less than in the home country of the
partner. )

The following "model cases" are quoted from the periodical
Privactization Monitor:

- COMPACK Douwe Egberts Co.Ltd. was formed in 1991. The
company 351% owned by the Dutch partner meets its social
obligations. Lisias offinred a part of the pro:TirF "IEe
employees in the form of bonus shares and another part can
be subscribed by against 7 1/5% payment. The share of
employees can amount to 5% of the equity of the company.

- In Julius Meinl Csemege Co.Ltd. is owned 51% by the Meinl

Group and 10% by the employees. From the shares still in
1ts possession, the SPA "will soon sell shares in the amount

i



B e 200 million Forints at 40% discount o
employees."

- Styl Ruhagydr Co. (clothing), 84% internationally owned, was
B reoduced on the Stock Exchange in 1990. In 1994 .  “xhe
employees of the company were given a portfolio of 55
e o rints worth of shares and nearly 1900 of ‘Ehem
became shareholders. The employee shares are transferable
and quoted on the Stock Exchange. Thus the privatization of
Styl has been practically completed. Currently the share of
employees is 10 percent and the share of local private and
imeatMEilonal 1nvestors 1s 6%. (Privatization Monircol.
November 15-21 1991.) Unfortunately, the majority of "Che
employees: sold thelr shares at the first possible occasioi:
More than 50 per cent of the shares were bought back by the
firm itself. A few months later almost every employees sold
his or her shares in spite of the fact that the value of the
shares cost twice as much. "We have tried to develop a kind
of ownership attitude, in vain, because the majority of the
people concerned have financial problems in their everyday
el iit- g aid  an: expert who was  1nvolved 108 Siue
transformation program. (Népszabadsag, June 18, 1992.)

c)Participation in Business Units

While employees of joint stock companies can buy shares at
discount, the employees of limited companies have the opportunity
O 'buy business units.

As mentioned above, large organizations have often transformed
their units and areas of business which have been capable to
SUupport themselves, into Yimited liability companies. In sohe
cases, large individual companies have produced a huge number of
fEcl=8.  The ‘typleal scenario is that the.state enterprise briadgs
productive machinery, used until then, into the new Ltd. Various
Eorelgns and «domestic partners —~- often dneluding previous
nanagement and employees —— join the company with all kinds of
dowry (cash, machines, know-how, etc.).

Unfortunately, there are no data on partial employee ownership in
limited liability companies either. The following information has
been compiled from newspapers and case studies performed at Ltd-s
where majority ownership has been obtained by employees.

Ferbaps the best-known case is VIDEOTON, one of the largest
Hungarian electronic telecommunications companies with nearly
twenty thousand employees. In 1989-90, VIDEOTON was broken up
dpto 21 companieg: 3 joint-stock companies, 17 Ltd=s and a JOLAC
venture. The VIDEOTON company headquarters is 51-to-100% owner of
almost all companies, except for one where it owns ONLY 1 ¥8 il
this case -- the Precizids Szerszadmgyadrtdé KFT (Precision Tool
EEOUMGESON AL A ) == 0 millaon of the 7 million Rerinte! principal
capital was put together by 230 of the 260 employees. The highest
property share in any individual’s hands is 150 thousand Forints.
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BEEEENS, July 11, 1991.) The capital needed Ifor joining 11 wWae
assembled by the employees from their personal savings and loans
from their families and friends. Free production capacities of
the factory had already been utilized several years earlier
through foreign orders. Employees had performed that extra wqu
through an arrangement much freer than the state sociallst
Eliterprise organization, namely Enterprise Business Work
Kemenerships. After the transformation, the circle of foreign
customers has been enlarged and employees started working in the
limited liability company —-- that is, their own property on which
their existence had been based -- as owners. If deadlines 8O
demanded, they were willing to spend their evening or weekend
Ehele Elme 1 the factory. The enterprise turned out e e
successful. The employees have already paid their loans back 1in
Bl anad they were in the business of purchasing the buildings:
Hachines and the land still owned by the state enterprise.s HOI
B S they were looking for a foreign partner with surticaent
capital. It appeared they found a German firm in January 19925
he “firm was transformed into a joint stock. company in Which T©hg
new partner has 74 per cent of the assets and promised that the
heecded ameunt of capital will be invested for the teehnical
developoment during the next 3 years. (Figyelo, dJduly 16, 1992%7)

Of the three other limited liability companies included iIn oOUE
case studies, one had 50% and two 60% employee ownership at the
time of the establishment of the Ltd.

An international freight transport company ltd was formed out of
the transportation department of a large state enterprise with 37
employecs ‘1n 1990, With the 1989 abolition of..the sSratve
enterprises’ monopoly in foreign trading, the company bhad lose
quite a few of 1ts customers. Management suggested cutting the
woEKkftoree by half but 1t was willing to go along with SEhe
suggestions of the unit’s managers and employees to take care of
themselves. The company gave half of the start-up capital -- 1.4
tHousand million Forints =-=, and 13 of the ‘37 emplovees Bnd
managers put together the same amount drawing on their savings
and Tamily leans. The company was ready te secure a certaln
ameuntc’s worth of orders and the floating capital necessaxry fon
thie company’'s first month. The premises, the phones '‘and Ethe
telefax machines are rented by the Ltd from the mother company.
The Ltd charges the mother company for its orders at much more
favorable rates than market prices. The main motivation of the
glployeeg EO. participate was preservation of: the wari
Organizaction and. the workplace. On -the basis of their 16hd
professional experience, they had been convinced of EGhe
feasibility of the company. Their expectations and hard work were
crowned by success: they were able to broaden their market
Iinkages notwithstanding tough competition and the general
recession.  (lIn 1980, they had 140 orders outside :the moitiE.
gompany. buring the first half of 1991, that figure went i -ses
600.) The basic salary of the members and emplovees of the 1 td
11icreaged by cca. 50%, from a range of 9 to 25 thousand POl
FO 145 O D0 Cthhiousand Forints monthly. I 18 especisl it
managers who are trying to increase their share in the company by
rurther investment, By July, 1991 - that i8, one vear arter the
establishment of the Ltd -, already 90% of the company was owned
by employees. The managers’ stakes have increased from 5% to 20%.
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The other two limited liability companies were formed on January
1, 1991, from two sections of the same large state enterprise
(building). One has 11, the other 7 employees. Both have been
formed with the minimum base capital (1 million Forints). The
source of the employee shares was a lump-sum settlement: the
mother company laid off its employees. At one section, 6 of the
11 original employees, at the other 3 of the 5 purchased stakes
it Ee range of 50 to 150 thousand Forints. 4 of the 9 buyexrs haq
occupied managerial positions before the purchase. (Note that the
enterprise did not even need the injection of cash from all
employees.)

e e i pirpose of forming the two limited liability companies
== J9nvolved in the construction-investment market basically
through intellectual services —-- was preservation of the work
PEganiZzation and the workplaces at the time when the motner
Solhpany was placed on the list of state enterprises Lol bBE
privatized by the State Property Agency. The formation of the Ltd
was timed so as to precede the involuntary sale of the workplace.
As the premises -- currently rented at discount rates from the
mother company —-- could also be sold to a new owner, the Ltd 1is
forced to accumulate incomes so that 1f and when i1t becomes
unavoidable to move, they could buy or rent another place or to
by, tEhe 40% share of the mother company. The latter 1s also a
prime ambition of Ltd managers. (The above two are typical cases
of managerial buyout. The spread of managerial buyouts is another
notable new phenomenon of Hungarian privatization.)

These two cases quoted above are typical MBO transactions, though
their management and funding was different from the accepted
Western practice. The growing popularity of MBO is a remarkable
new symptom of the privatization process.)

Again, there are no data on the spread of employee purchases of
shares of business. Generally, experts estimate its size to be
modest, To De noted is, however, that purchasing stakes in
EX1IStiNng business may turn out to be the most promising way for
employee ownership: it preserves existing productive capacities,

workplaces, knowledge of markets and contacts through priwvate
ownership.

THLs 18 a realistie approach of small size organizatiohs with 16w
capital intensity and many employees try to follow it. (Cases
guoted by Privatization Monitory employees of a ¢caxr 'repai
facility in Budapest and another one in the countryside want to
Bitveou e 20 pexcent each of the business of the Ltd. 5 6f the
outlets of Zala megyei Patyolat Vallalat (laundry) may be bought
out by the employees at favourable terms of payment. There are 21
Blaller or Digger firms now in our list where the potentiss
buyers are the employees and the preparations of contracts are

going well. Many other employees declared their intention to buy
thelr firms.

It can be assumed that bankruptcies, closures and increasing

unemployment may provide stronger incentives for the detachment
of small units.
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Theoretically, this is the kind of transformation that the so-
called "Existence-Credit" has been supposed to lend assistance
BONS S 18 a special credit system for purchasing partial
ownership in state enterprises, available since March. However,
potential borrowers have been scared away by the very exacting
conditions of raising this facility. The conditions of lending

were somewhat relieved in January 1992.

d) The Employee Share Ownership Plan (ESOP)

The concept of Employee Shares Plans has been known 1n Hungary
for quite a few years and Hungarian experts have long Dbeen i1in
e wonr 1ts adaptation. After a long period of gestation, e
AeE wWas passed by the Parliament on June 9, 1992, Essentialily;
Ehe "nprogram follows the principles of ESOP as developed 1n che
M Beds States. Thus, the ESOP transformationl requlires Thatl mmere
than 40% of the employees agree, that a feasibility study be made
and that the ESOP transition be managed by an organization set up
FOE JEDYS “very purpose. Some i1tems of the bill, especially “the
provisions of lending were discussed until the last moment. Now,
the ball allows to Tfinance ESOP shares or business shares WiER
Ehe recuired own resources as follows: 2% 1f the per capita
BEEchase price 1s less than 5 million forintsjy; 100,000 Ft " Piiths
E5t O Chepnart above: -5 million forints,. i the = per «Capiiid
plitehase priece "1s  Dbetween 5 and 10 million: forints: 850500
forints plus 25% of the part above 10 million i1f tThe per ecabia
BT ScEBaace 49 more than 10 miliion forints, The - bl B a1
allows a: two=vear period of grace and a 10-year® te&m OF
amortization and repayment.

Now, after the consent of Parliament the employees of several
companies are ready for the realization.

New i1ideas of employees are reported by the media day after day.
Ffhe  staklk of ‘& bakery want to buy out a 25 to 67 percent stake
Ellereompany san. the ESOP scheme to be paid up in 6 to ‘10, years.
They expect to become sufficient owners, receiving wages as

employees and dividends as owners. (Pest Megyei Hirlap, November
1180 R 0 o L T

There are numerous employee drives. Several international bids
Were:made to buy a leading china manufacturer. The exguisite

standards of 1its production has been maintained by the skills and
knowledge of successive generations of labour. The employees have
geclped ©o buy -the -facility themselves. Other employees are

Wornrteator their j0bs. The Debrecen Mezdgép Vallalat (farm
eI piienty), once a group of six facilities;, has lost the - Esow
EHEODeas e Xport market of 75 %.0f its produetion. Alsc a“"Spipws

PELODMENT S ccompany Hajdigép had to rationalize dts Statr. e
FeEmaliing enmployeesg should like to buy ouf not less tha T
qualification share so that the owners of employee shares could

have a say in strategic decisions. (Vilaggazdasdg, November 1-2,
991 ..

Ihe relevant legislation was expected to be passed in 1991,
however, 1t was thwarted by the ambivalent interests of the
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aaministration.

The long term commitment of lending required for the ESOP program
is not in line with the short term ambitions of the government
aimed at bringing down the deficit of the budget as far as
possible. Like in many other countries, subsidy is a premiss w6
the proposed Hungarian ESOP program. (For example in tn the form
Binot more than 75% of the quoted lending rate.)

3.The attitudes of social partners toward financial

participation

International experience indicates that financial participation
e ol ceesstful " for the followlng reasons:

a)

The employees are ready to contribute with theilir savings
(often supplemented by credits) to the material improvement
of their firm. Sometimes this means the complete purchase of
the company. They do so for several reasons: they expecc (1)
g return on their investment —-- wWhose valorization they "ae
ablle B0 centrol and increase through thelr owh elfOLtss ===
and (2) protection of their workplace, at least in the shert
pun. « They purchase the company lest it should fTald 1nSEhe

hands of an unknown new owner.

The owners provide for employee financial participation on
ERebasis. of their own interests, out of thelr owln Wiilis
because they trust that the dividend to be paid after the
shares would bring the employees to work more efficiently,
to cut costs and the handle their equipment more carefully.
Hence, especially large organizations are willing to hand
out free shares or, they make provisions for discount-priced
puarchases of a certain percentage.of the shares: Profit=
sharing, sometimes coupled with downward pressures on wages,
allows to distribute risk between owners and employees. The

owners of smaller companies -- which can be purchased from
the employees’ capital and with, mestly, preterentisi
gredits. == are more inclined: to sell thelr propesty et

employees than to an outsider.

In some countries, the Govermments oblige owners to resort
to one or another form of financial participation. FEEE
lHscance,  the wide spread of financial particifhatiOln Sues
BEgnce 18 -explalined by the fact that preofit ShardDasiss
obligatory in companies with more than 100 employees. In
pennmark, 1L was conpulsory Tto Bet up'a Profit PFung s s
financial backing to employee share purchases, etc.)
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In Hungary, based on what we know so far, the situation is the
following:

a)

Employees do not sense the potential advantages of financial
EENEE i et pation under a steady recession of anad a high
inflation rate of 36-38 P.A.. They have little confidence in
Ehares which promise an uncertain dividend. Shares ==
securities that have been unknown for generations in the
Hongarian economy =- carry no promise for the fTuture.
Neither wages, nor supplementary dividends have any power tTO
mobilize efforts in an unstable economic environment.

Shares are not really worth investing in -- unless they are
handed out free. Bank deposits promise more secure and
higher incomes than the economic prospects of enterprises.
The most important attraction of employee shares is their
presumed role in preserving workplaces.

A 10% or 15% stake 1n a company doeg not assure any
Stihcstantial say i1n the fate of the conmpany. As a restlt.
ENese wWith proprietary ambitions and abilities will OpE Lot
genuirne 'ownership by purchasing entire plants ©or DV
eastablishing individual or corporate enterprises.

The assumed porential of jJjob preservation is the most
important perceived benefit of the employee shares.

This has become an important consideration especially as

unemployment is growing. (BY the end of 1991, 1n a mactiex
of one or one and a half year, the rate of unemployment has
i1ncreased to 8 percent and the forecasts are gloomy.) @ The

debenture and the share originated from the debenture have
become a symbol of hope: he who has shares might not be laid
012 il i AS Lt was noted above, however, this is merely an
Lk lysion.

The buy—outs of business units of limited companies are also
motivated by the desire to keep jobs and the hope that after
the present uncertainty the company might grow and become
successful.

FOr T Ehe “time being, this optimism.-has been limiset s
organizations planning to implement the ESOP program, and
even these companies include several regarding the program
simply as a way to escape bankruptcy.

The objectives and expectations of different employee strata
o not show any appreciable differences. Typicadly,  Ehow
are passive observers of what is going to happen to them.
The case of managers is different.

The management is the first to be exposed to the new owner.
Ul "Che other nDand: the managers are thea numnbers G E
candidates to buy business units in spin-off limited
companies and they have the necessary experience to keep the

business going. Inlls strata is the most . likely to h&vse
money savings, solid Tamily backgrounds,  friends sna
acquaintances. poreover, due to heilir pPosition ii Waa
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Ehganization they can play a critical role in initiating the
privatization, in the entire privatization process, and
eventually in finding a new (co-)owner who is willing to
consider their interests. The managers try to get as much
broperty notes and shares as possible. In the limatea
companies formed as spin-offs of state owned companies the
founding members surely include the managers whenever the
employees can acquire a stake.

Although they are supposed to assert employee interest, the
trade unions were for a long time unable to agree about the
employee interests in the privatization process. Several
dozens of trade unions are active, however, most of them are
Ta@king a solid social base and their activities ‘are ladexn
by internal disagreements.

Phe moSt extreme point of view about privatization wWas
represented by the Workers Councils. This organization
named after an union of the 1956 revolution but representing
only a fraction of labour demanded to distribute the state
assets as a whole. However, this demand did not receive any
appreciable support from the people.

The trade union association with the biggest membership did
DOE address the problems surfacing @long with the
fransformation and privatization process.. This asSsocidaltiton
formed from the old trade unions focused its actions on wage
problems. True, the purchasing power was decreased by
repeassion and inflation and the cenditions of 1iving wWere
steadily worsened by growing taxation and the systematic
withdrawal of subsidies from the companies (e.g. mines) and
Ehe-people (e.9. cost of electric power), DronptilnG
considerable local and sectoral strains and warning strikes
on several occasions.

The traditional trade unions, as historical representatives
givindustrial labour, supported the above claims. PO ‘a
Ltong period of time they did not form any opinionh about
employee participation. Moreover, they had good reasons to
fear that their base could be eroded by the decentralization
of large organizations and the autonomy of small ones. 2%
Ehe privatization process was: slowly progressing . ancl s
became obvious that the state wanted to get rid of all ©F
oSt of 1tE organization at any rate, these trade univns

began to support employee share ownership as an affordable
scheme for industrial labour.

The League, a syndicate organized from former opponent trade
uniong, tried to asgegert employee interests in the entirs
privatization process. Namely, it wanted the new owners to
aexknowledge  the exipting rights, benefits and soe¢ il
allowances of employees; to participate in defining the rate
Or  gtafdL reduction and the liabilities towardt "t e
outplaced, and so on., Although such actions increased with
ERe pProgress. of privatization, the tradse ulil®ns ¢ i e

represent a considerable power because they did not have the
necessary experience and professionals.
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Moo E=he National Reconciliation Councilil was set 1UD.
Bthough it tries to work in a tripartite approach, for the
e being its scope is limited and the parctners

misunderstand their roles. In addition to the position of
trade unions outlined above, the roles of employers is also
confused. It follows Trom the actual state of artat s e

the employer is represented by managers of state owned
companies with ambiguous interests, e.g. they are interested
in paying the highest possible wages.

b) Although for different reasons, the chances of financial
participation are equally slim among the four groups of
oRners (i.e., 1ndividual-private, corporate—privates

cooperative and state). A decisive majority of individual-—
private owners are self-employed or manage family
ppeEations. ‘Larger. enterprises. are extremely rare. slare
pweership .1 not a real alternative in this sphere yeet.
Among corporate private enterprises -- and cooperatives
which continue to represent a fairly large percentage --,
the concept of financial participation carries an entirely
different meaning as, here, genuine shared ownership has
been realized in full.

In the case of state ownership, where real owners are
completely lacking, a bureaucratlic organization has been
appointed by the Government to determine the degrees and
moades ©f financial participation. Its decisions are ok
determined by hopes to improve economic performance through
employee ownership but an obligation to fulfill, at least
formally, political promlses made earlier. Due tTO discoulnt
share transfers, the agency 1s forced to lessen the load of
the state budget by restricting the maximum percentage of
employee shares at a rather low fiqgure.

In the joilnt ventures, an emerqging fourth form of ownership,
several types of financial participation can be implemented
as a gesture of the new owners. In this sphere also the

clpltoyees may take considerable efforts for highern
efficiency.

5) The Government is forced to maneuver between various
ke reses . alnd oblligations: by searching for pos st BN
compromises. It would like to fulfill political premisSes
made by practically all parties, to let employees become
property owners . while, at the same time, securEinH
inalspensable budget revenues from the sales of state
assets. Revenue losses due to the unavailability of profits
and/or taxes from ESOP companies, along with long-range
credits, burden the state budget even further.

It appears likely that, in the unstable Hungarian economy
burdened heavily by inflation, recession and the uncertainties of
the transition, conditions are favorable only for free property
notes or cheap shares. These, however, do not appear to bring
about the favorable effects of financial participation known from
international comparisons. In addition, financial participation
&8 Le88 promising than the transfer of state astels s
responsible and fully empowered owners.
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4. Emplovee stock ownership in a firm.

et follows I present in broad outlines one O our case
studies (prepared by Janos Hovorka).

e AMBORA glass and porcelain ware trading company was
Ecstabhllished 1in 1949 as a state firm. From its ten warehouses
oesbed s i different cities of the country it offered Tthne

products of several domestic and foreign firms.

In the seventies, when the growth of its sales has stopped the
rmebegan to bulild up a retail network. As a first step_ of Tthis
SErategy shops specialized on one preduct group (on drinking
Gl cs > on  erystal, on ceramics, on plastic etc.) were ‘openec *in
the capital. Gradually, a network of retail outlets was built up
i1 the countryside. At the end of the seventies an AMFORA
department sitore was started in Budapest. The retajgd "trase
network improved the results of the firm considerably.

At tEhe end of the*eighties .~ undetr the new privatizZzatian
regtilation for the trade sector — retail outlets  (rented
premises) with less than 10 employees had to be sold. Employees
themselves either could not or would not buy the shops (the fight
EOo "rental), The loss of outlets meant the loss of #Heobh for
employees. 15 of them could be employed at other departments of
the firm, but the remaining 30 people had to be fired.

The "Losse Oof Ellese - outlets resulted in a '‘considerable drnep OF
sales.

e TIrst sagns of sales decrease in March of 1991 promupted
lanagement £or cost reduction in order to maintain profitabilatyv.
Two alternatives have been worked out: either to reduce both
Workweex and wages. by K10 % or to fire 15 % of Tthe workfeorce. ThHS
hneerprEl se Gounclil opted for the first, solidarity alternaty v
Wiirteh ientainiled: across the board wage rediuction. Although ‘Ehe
ErIme S performance. improved in a few months, emplovees
dissatisfied with the decision left the union. Union membership
declined from 98 % to 75-80 %.

pJespilte the grave economic situation 'of the country AMPORA 1S
profitable, 1rs8 assets are increasing, it is finaneialily ‘Sounds

FOX Viears 1T has steadily raised wages. In 1988 there was "a 8 &=
IR 1969 50 %, in 1990 a 36 % rise. (For 1991 10 % wage riscswes
contemplated.)

BE /DT SRl ;v 1001/ A<FORA transformed: itself - 'into a Joint Sraae
EOPROY. /Y % Of LtS principal capital is8 state assets;, 14 I
Ehe gontribution of the Austrian Landesbank and 6,7 2% aressan
aside property notes (from 1992 as employees shares).
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The issuing of employee property notes

AMFORA experimented first in 1986 with employee property notes.
REaNETE time 1t was not legal and the project failed.

e hyetory of this venture is portrayed in the February 1991
e "'of the bimonthly AMFORA. "In 1989 the intention of
Erancforming the firm into a joint stock company and of hanaimg
out free employee shares was formulated. We set aside for this
P pose s 35 million from our 1989 after tax profit.” In 195940
the transformation could not be effectuated therefore the Fts 25
million were distributed in the form of property notes. When the
results of the year 1990 have been handed out freely. The first,
"A"-label series of property notes were obtained by employees
after the end of 1990 decision, the "B"-series a couple of months
fatery, 1n the first guarter of 1991. This time the firm i1sstued
Eree5 million worth of pavable property notes: the maximum
allotment of one person being Fts 300 thousand. Management has
several arguments for free property notes and employee shares.

AMFORA journal quotes the most important arguments: "it makes
employees proprietors who are directly interested in profit for
Ehelr.sdavidend depends on it", and in case of termination of the
work contract the repayment at face value "increases financial
Seoipnty o (AMFORA & February of 1991, D« 3).

Financial security 1s mentioned also by daily newspaper Népszava:
"Part of financial security is that employees were paid dividend
albeady arter the Tirst semester. True, the sum was not large,
4.000 Fts on average but it improved nevertheless the mood of the

workers." (Nepszava, 12. November 1991). Dividend was 8 % by the
way.

ihe money equivalent of the property notes — Fts 70 million up &6
oW — was left with the firm who can decide on its own how 0
spena e Slie Firm relies first of all oh short term Creadibs, =
Ry drawing on the 70 million it can speed up repayment of

principal and interest. Thereby the profitability of operation
can be 1improved.

Regulations concerning property notes

fhe regulations concerning property notes determine first of 211

who may obtain such coupons: only active wage earners of the firm
but no pensioners.

However, free property notes were distributed among those who
atter pension age were still in the employment of the firm. (The
amount depending on the length of employment.) A lump sum 20.000

Ft was given in the form of property notes to those on maternity
leave and on military service.

When determining the share of individual employees two factors

were considered: the number of yvears in the firm's employment and
wages of the previous year.
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St rting point of calculation was egtablishing 1ncCOole
brackets. 100 thousand Fts broad brackets were increased by 10 %
for every year in employment what means that employment figured

SNSRI near weighting factor.

e regulations concerning property notes tried TO CONS Iz
differentiation between individual workers as to amount of
property notes obtained. The rules on series "A" states that'no
emplovee should obtain more than ten times the per capita
average. This does not mean that thirty-fold or even largex
differences may not arise. Those in the lowest category obtained
from series "A" property notes worth Ft 9 thousand, those in the

highest notes worth Ft 368 notes thousand.

Beyond free property notes - as we have already told - a maximum

EES 300 thousand worth of property notes cecould be boughv=mens
persenefrom a Fts 5 million fund. Members of TChe ElCEpRE

Eouneil .and the CEO of the firm were obliged tTo buy propeL iy
notes. Voluntary buyers too mostly belonged to the group of high
ranking (and high income) managers. But payable propercynotes
were not sold out - despite the prolonged period of subscription:
Although payvable notes earn fixed dividend - higher Ethan - oEhew
forms of investment. Dividend on pavable notes is different from
that of free notes. Dividend on free notes depends on the year-
end ratio of taxed profit to year—-end stock of own assetsS, DOHGETE
notes however earn an interest 2 % above the deposit certificate

of the National Savings Bank.

Other conditions of free and payvable property notes are the same.
Property notes - both the free and the bought - are named and
endorsable only within the firm, among the employees of the firm.
ihe Tirm . buys back property notes at face value i1if the wWork
gontrackt 1s terminated or the worker dies. In this latterscase
the heirs obtain the money equivalent of the notes.

The principles of series "B" were more or less the same as those
OE  sSeries A witl slight modifications.. Thus, ' e .S [DEDIIc I
notes could no more be bought. Income brackets were narrowed and
the amount of property notes attached to individual brackets has
also changed — in lower brackets downwards in higher braeéKees
upwards. Distribution of notes was naturally based on 1990 year
wages.

According to our calculations the share of the different employee
groups from property notes distributed was the TollowWw e
(Calculations refer to series "A" when the Ifirm hads iR
employees.)
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Wages Head Value of property Average for

(Fts thousand) notes distributed one employee
(%) (Ft)
- 100 3958 14,0 13.687
100 = 200 520 52.%) 35,000
20un=25300 69 23 .2 66957
300 =400 26 ! 95 . 57
ROUE=1500 14 4,4 110.000
500 = 600 8 54 148,750
00 = 700 5 2,6 182.000
U0 = 800 1 0, 7 245500

BOue = 2900 —~ ~ —

above 900 4 2,6 227 500
Total 1005 1000 34,826

Source: Intra-firm materials

The breakdown of the workforce according to time

spent in emplovment

Number of years at the Head
firms
e 3 247
4 - 8 248
9 - 15 191
16 = 28§ 209
more than 25 110
Total L5 DRS

The share of individual worker categories in coupon allotment was
more or less the same with the two series. With series "B" lower
value allotted to individual income categories was compensated
for by the increase of wages in 1990, and longer time spent in
the firm’s employment. Per capita average for both series was
around Fts 35.000. In the lowest category employees obtained Fts
#0.800 1n the highest category Fts 287.500 worth of propsety
notes.
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hemtransformation of property notes into employvees stock

Management contemplated already when issuing the first series @f
noe s that will be transformed when creating a joint stogk
company into employee stocks. A statement to this effect 1s

included in both Regulations.

Bhe "AMPE@RA Company was established at 1. July of 1991. At tThe 9.
October general session of AMFORA Comp. it was announced that on
WG E Uanuery of 1992 property notes will be transformed at Tace
Uilue 1nto employee stocks following the instructions of @ 244 ot
the law VI/1988. Employees may buy stocks over and above their
inhEigal allotment., State Property Ageney wants ‘to introduce ECS
00" million worth of AMFORA stock in 1992 on the stock exchange,
Ehrough the broker firm of Landesbank. From this amount "workers
e arBuy e Es 80 million worth of stock for ‘half of theilr ‘Eace
value". (Nepszabadsag, 12. November 1991.) If the workers mise the

BPEpeEtuUniEty - they may obtain almost 15 % of stocks.

Future employee shares will all be named and endorsable only
within the firm the way as with property notes. The shares have a

VOLing right 1in the general session.

The opinion of the emplovees

Employees do not appreciate stock ownership as yet. The idea of
issuing property notes and employee stocks was advanced by the
management. The conception worked out with the participation of
Eracde unron was accepted by the Enterprise Council. Infermation
of employees was pursued on two parallel lines. On one hand trade
union presented to its members the plans on the other the firm
informed heads of departments in a circular about the decision of
cile Enterprise Council. Heads of department had to inform every
gipiovee, silliesfirm’s press. disclosed the conditions. of  obtaining

property notes.

Fmployees were only mildly enthusiastic about the news of
gebenture distribution. They would prefer cash. Employee sSEtock
was ‘not neededa even for half of its face value for want oE

savings.

Managers - unlike the rank and file - thought they obtained a
larger share from notes because they deserved it by their work.
That 1s why they are in a managerial position. They traditionally
PELek more Lo the firm and hope to obtain nice dividend on thei:
stocks. Otherwise they too experience the less of sales and only
lope that no further reductions in the workforce will be needed.

The case presented above - and also the others we know about -

show only the beginning of a process. We have no true experience
as yet. We need years to obtain them.

24



e LOWOMNL  (MAD
ol 4, 1483 e b8 (e



A Ty

5 (WM,) SN PL«O a*}‘}" HUnan % ol W?V&JLJ L OLLV\WVLT?’\/

Al NO}Waﬁ

Pa’/y\f’u’ }’IWL(,OL }\*Du o WLAE{& ALl Sl %W/(M
t J{\/ﬁ/@[)wr Mf-*xm/k{ (WJ(, Wuw h,, ol /W hi
Al &ﬂwpy
Aolboyf ity 149494
¥ TU/JCO.AMI’ Da' = TL’L(/('LI/“(HJ l; 3 L/({
f AN VLA I O WO s
%m%dﬂﬁfb mewo?memwi el
W Vi " 16 o
Novl @ E?cﬁvuywz%luaA/ % /
1449
(7 Wvakoe Tt Yo v vaau’f’
: Z) n.b[ VUW& t(f—GL, Hvtc, (/U’mn Yih ol &d ‘{M/r\J)'\L&uw [WWW\;"CO
144
- W{/{‘E’LW/ Mf L—-' T4 WLQ OO OV
me; I-/LQ/M /lcztf
11 oy Sepk, 1491



OPPONENSI VELEMENY

KERTESI GABOR: Munkasok a munkaerdpiacon

cimu kandidatusi értekezésérol

Kertesi Gabor remek munkat végzett. A Munkasok a munka-
erdpiacon cimi kandidatusi értekezése probléma-érzékenységée-
vel, a bizonyitasi eljaras igényességével, szigoru logikaval
felépitett sokoldalu kovetkeztetéseivel egyike a szakma leg-

értékesebb teljesitményeinek.

Mindezért - opponensi tisztembdl kovetkezden, a késdbbi
részletes indoklas alapjan - fenntartas nélkul javaslom a
kandidatusi cim odaitélését Kertesi Gabornak. A tudomanyos
fokozat - esetében - egyuttal hivatalos megerdsitése régtdl

megszerzett szakmai rangjanak.

A dolgozat témaja a nyolcvanas évek magyar munkaerdpi-
aca. Harom f6 fejezete: a vallalatok ko6zotti, majd a foglal-
kozasok kozotti bérkulonbségek mértékének és okainak elemzé-
se, valamint a dolgozdk egyéni stratégiajanak leirdsa, mun-
kahely-valasztasuk és munkahelyi kereseti céljaik vizsgdlata

tarsadalmi-gazdasagi helyzetiik, esélyeik fliggvényében.

A dolgozat a benne targyalt kérdisek sokasdagaval immar

gazdasagtorténeti dokumentum.

Az l1lgen nagy - Magyarorszagon a témaban valdszinlleg az
egyetlen ilyen méreti, a vallalati adatokat és 300 ezer fi-
zikai munkas kereseti adatait magdban foglald - ada&gzison,
a matematikal statisztika mddszereivel elvégzett elemzések
onmagukban is értéket jelentenek. Ertékiiket azonban noveli,
hogy a szerzo egyfeldl a gazdasdgpolitikai tdrekvések, mas-

fel6l a szakmaban leggyakoribb, fontosabb hipotéziseket

tesztell veluk.



38 . 45z< tablazat

Az anyagi agazatokban 50 fésnél nagyobb cégeknél

foglalkoztatottak szamanak alakulasa

1992. I. és III. negyedévében

ezer fdoben

- e = T
— - — —

I\

Agazat 1992.1I. negyedév 1992.I1II.negyedév
£6 % £6 %

Ipar 920, 4 47,0 867,1 46,9
Fpitdipar 1186, 7 Fal 131 .5 6,0
Mez6- és erddogazd. 308,6 15,8 303,.0 164
KSzlekedés 208, 8 10,7 195 10,3
Posta- és tavkozl. 7025 3% 7 73,4 4,0
Kereskedelem 20940 1895 240,8 13,0
Vizgazdalkodas 53,8 2% 7 5322 2,9
Egyéb tev. 9,9 g5 Oisi7 045
EGY{ITT : 1.957,4 100,60 1.85058 100,0

===

L

Adatforras: Statisztikai Havi Kozlemények, 10/1992. 3. old.

Az épitdipar és a mezdgazdasag szezonalis ingadozasaitol
eltekintve, valamennyi népgazdasagi 4ag 50 £f&snél nagyobb
szervezeteiben tovébb csdkkent a foglalkoztatas, mégpedig
mintegy 100 ezer fével, s ennek tSbb mint felét az ipar na-

gyobb szervezetei bocsatottak ki.

foglalkoztatottak év 377,88

létszama az o6tven f&snél nagyobb szervezetekben 949 ,7 ezerx

Az iparban elejei, ezres

fo volt.. 1992, elso'télévében .az ipar ﬁagyobb szervezeteiben
a letszam 893,6 ezer fdre, a harmadik negyedév végéig pedig

867,5 ezer fore csokkent. A szakdgazati ardnyok némileg to-
vabb mdédosultak.



