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Financial participation exists i aan) P
o t'illmncj;l} pm-licj:)i::it(:nl?g E:S]iﬁzo]; (aﬁ {wmbe'r of dn‘_terent forms. In this
case, forms of profit-sharing which do not ; d? anf)liv.mg bartial ownership. In any
the Hungarian economy. In 1992 Parlil'nm Mot e s
| Pt | pA ament adopted Act No. XLIV on the
employees shmc—-ownershlp programme (Munkavdllaléi Résztulaid Vi &

MRP), which promotes Emplloyee Share-Ownershi c'.s...h,1u e iy R

g 5 i ership Plans (ESOPs).

. 'l mangal partiCipation 1s a natural concomitant of privatization. However, for
the time being, and in contrast with Western countries, financial participation ir; the
H dlgdrian. economy 1s not yet considered to be an instrument for enhancing
;H‘t}ducllvlly. %

| l n principle, employees could become Important privatization agents as the
majority or even full owners of companies. Many people argue that state assets
should be transferred to employees free of charge so that they can run them at their
own risk, as responsible market agents. So far, very few of the State’s assets have
been transferred into majority employee ownership. However, other, less ambitious
‘orms of employee ownership are spreading, such as property notes or shares, which
-ntitle their owners to a regular dividend. Employees obtain some percentage of the
company-'s assets in almost all instances of privatization. There are nevertheless
scrious limits to the extent of employee share-ownership, despite the fact that the
current transtformation of the economy provides an excellent opportunity for the
cmergence of employee ownership, which 1s so popular in some other countries.
Why is financial participation not playing a more important role in Hungary ?
An attempt will be made to provide part of the explanation, firstly by descnbmg the
ransition from a planned economic system to a market economy. The conditions
under which the transition is occurring go some way to explaining the various t'o'rms
financial participation which currently exist in Hungary. These are then described
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in further detail. In the almost total absence of statutes on the v;.ll:‘}()rl:s forms lot
linancial participation, the analysis 18 primarily based on data which are at the




disposal of the authors and information extracted from official documents and the
press. In addition, several case studies have been carried out covering a number of
enterprises, and these are described in section 3.’

—

A Decentralization of state assets

I'he political transition which occurred in Hungary during the spring of 1990 put an
end to a long series of attempts to reform the planned economy. It was decided to

move towards a market economy.
Privatization (the transfer of state assets to real owners who bear all the

consequences of their economic decisions) has played a crucial part in this process.
Indeed, privatization seems to be the only way to replace what the economist Kornai
(1983) called the bureaucratic coordination of the economy. According to data
published by The Economist (1991), the share of state ownership in Hungary
amounted to 86 per cent in the mid-1980s. This was somewhat lower than in other
former socialist countries, such as Czechoslovakia (97 per cent), the German
Democratic Republic (97 per cent), USSR (96 per cent) and Yugoslavia (87 per
cent), but higher than in Poland (82 per cent). At the same period this share was
I/ per cent in France, 14 per cent in Italy, 11 per cent in the Federal Republic of
Germany and in the United Kingdom, 6 per cent in Denmark and 1 per cent 1n the
United States.

T'he tigures for Hungary presumably include cooperatives. The cooperative
sector, notwithstanding its name, was also under state ownership and control.
Cooperative members were only nominal owners of the assets of their cooperatives.
The activities of cooperatives and state-owned companies were governed by similar
rules, such as wage regulations, and the largest proportion of their assets was
controlled by the regional or national central authorities. but not by the cooperatives
themselves.

This predominant ownership structure was also reflected in the structure of
employment. In 1988, out of about 4 million wage-earners, 69 per cent were
employed by state-owned companies, 23 per cent by cooperatives and only 8 per cent
by the private sector (CSO, 1990). Today, the proportion of employees in the private
sector has risen as a result of the transfer of companies to foreign ownership, the
continued operation of small cooperatives which had always operated as de facto
private enterprises and the emergence of newly formed private companies,
particularly limited liability companies. At the end of 1991, about 20 per cent of
workers were employed in the private sector. State-owned assets. which were

' The project relied on the expertise, as researchers and trade union specialists, of Gyorgy Lajtai and
LLdszl6 Neumann. The case-studies were carried out by Gyorgy Lajtai and Janos Hovorka,
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L S on: however, the sole owner remained
the State. From 1991, this possibility became an obligation. Each state-owned
company had to be re-established under one of the newly determined forms of
association. An Act adopted in January 1992 introduced similar provisions for
cooperatives. The assets ot cooperatives had to be returned to their members and
tutqre cooperatives will have to adopt the principles of the International Cooperative
Alllaqce.. Many cooperatives are  expected to become regular business
organizations.

Th%s change of form has been accompanied by a massive decentralization of
companies. Units of various sizes (facilities, sites) belonging to large organizations
hav§ '1‘01"med “autonomous” companies (such as joint-stock companies and limited
l1ability companies) (see table 9. 1), Nevertheless, this change in organization has not
necessarily meant a change in ownership. Most new companies are partly owned by
a state-owned bank (as the owner of their principal debt) and by their ( state-owned)

Table 9.1. Number of joint-stock and limited liability companies, Hungary,

1988-92
1988 1989 1990 1991 1992
Joint-stock companies 116 307 646 1072 1.312
Limited liability companies 451 4 485 18317 41 206 57 262

Source: Statisztikai Havi Kolemények (Monthly Statistical Bulletin), CSO, 1993

Iransformation is also a way of preparing for the sale of shares and business
units. At the beginning of 1992, only 21 public companies were quoted on the
Budapest Stock Exchange. By the middle of 1993, this number had risen to 24.

International investors have also been active in Hungary since the late 1980s.
According to CSO data, 1,578 companies with majority foreign ownership had been
lormed by 1991. The number of companies which were wholly owned by the fore; an
vestor was 1,499. By 1992, 3,030 companies were wholly in foreign ownership

(CSO, 1993).
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o Employee share-ownership in the privatization of
state-owned assets

Since 1990. the task of selling state assets has been assigned to the State Property
Agency (SPA). The rules governing privatization are adopted by Parliament
yearly.

The Hungarian Democratic Forum (MDF), the leading party of the governing
coalition, promised before the 1990 election that it would actively promote
employee share-ownership in the privatization of state assets, as indicated n 1ts
statement that “State and state-owned companies will, on a large scale, offer their
assets. outlets, restaurants, maintenance shops, etc., to their employees, and to any
enterprising member of society”.”

However, in order to cover the servicing of Hungary’s heavy debt, the party
endeavoured to implement an unusually restrictive fiscal policy.” In this context, the
prime objective has been to maximize income from privatization with a view to
reducing the national debt. Opportunities for employee participation have therefore
been seriously diminished by the so-called Property Policy Guidelines adopted by
Parliament, as well as by the availability of credit facilities.

[t is a stated aim of privatization to sell assets at their market value in order to
reduce the national debt to the greatest feasible extent. This made employee
share-ownership acceptable only as a component of a system of wage incentives,
especially where employee skills, knowledge and commitment are vital factors in
the success of the enterprise. However, this longer-term approach was not really
endorsed by government policy (Neumann, 1991). The policy pursued by the
administration 1s reflected in the following figures. In 1991, the revenue from
privatization of HUF40.1 billion included only HUF5,200 million of sales in
Hungarian forints, while the rest was 1n other currencies. In addition, loans of
HUF1,400 million were provided to entrepreneurs to assist in the purchase of state
property. T'hese two figures include the value of preferences granted to employees.*
T'he proportion of preferential employee shares was further curtailed in 1992 by the
Property Policy Guidelines. However, in view of the poor results obtained so far
from the privatization process, there are plans to offer more favourable credit
facilities to support employee buy-outs of state assets and to enhance the

self-employment potential of both individuals and companies.

> Statement made in an invitation to the MDF election meeting in September 1990.

' The 1991 budget of HUF 851 billion included debt servicing of more than 110 billion. The budget
deficit was more than 110 billion, as against the planned target of 78 billion. In the middle of 1993, the
deficit again reached some HUF 138 billion.

* See “Privatization enhances the propensity to invest”, in Nepszabadsag, 25 Jan. 1992,
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2 Current and future
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participation rms of financial

At the end of 1992, the two sch -~
| 77, schemes of employee financi: Icipation i
e (1 i . c1al participation in H
were property notes and equity shares. Both were offered to em 110p * _uirlgary
rate. In addition, employee buy-outs are ARG 3 At i

. i also possible. A fourth f ' |
participation, an ESOP-type scheme 4 orm of financial
eginning of 1993, : (called the MRP) has been spreading since the

2.1 Property notes

The securities known as “property notes”

4_ ! In this chapter are instruments for
corporate fund raising. It was

| made possible for Hungarian enterprises to issue
roperty notes under a Decree which came into force on 1 J anuary 1989,° before the

heginning of the _tran_sfor‘mation programme and before any political decision had
»een made on privatization.

T‘he purpose of these securities was undoubtedly to provide a channel for the
inancial participation of workers in state and cooperative enterprises. The Decree
provides that *"The state enterprise, trust, [...] or cooperative [...] may issue property
otes - order to increase its own financial means and to create a long-term
property-based interest [...].” (section 1, paragraph 1). Property notes could be sold
or distributed free of charge to designated employees of state and cooperative
cnterprises. They entitled their owners to an annual dividend which was dependent
on company profits. Property notes could be 1ssued against the enterprises’ profits
after tax up to the equivalent of a maximum of 10 per cent of a company s assets at
‘he time of issue. The nominal value of the free property notes increased the capital
of the enterprise.

[t was mainly prosperous organizations which took advantage of the property
1otes option. The distribution of part of its profits in the form of a dividend on
nroperty notes provided the company with a way of aymdmg the wage tax and of
withholding funds which could be used at its discretion. Above a certain ceiling,

however, companies were liable to a progressive wage tax. |

The property notes distributed in lieu of wage 1ncreases chd_noF _offer anﬁ
bstantial benefits to employees, since dividends were both 1‘1715'1gn1flcant_ an
incertain. This is probably the reason why employees d}d not exhibit any desire to
‘ontribute to the assets of their enterprise after becoming OWNELS. .

No data are available on the volume of property notes 1ssued. Hl?\acfleveré u?l:}l
1990 such bonds were only issued by profitable companies aft’?}; theyamoar itmgf Tarnre
1s¢ of the available opportunities for untaxed wage InCreases. fe er; ‘i ingyfinaan;ll
Jlate-owned companies and cooperatives were 1 d sﬂgatlotn 0e ng i P
incertainty and were not therefore in a position to take advantag

- q f nies. However, there
a result, free property notes were issued by only a few compd

s Decree No. 94/1988 (XI11.22), Mt. rendelet.







