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All over the world, the public transport systems in large cities tend to 
cause headaches to travelers, politicians, and transport engineers 
alike. The difficulties are not merely technical and logistical – as a 
public service, mass transport entails the distribution of financial re-
sources, i.e., it is a political issue. What are the structural reasons 
behind the difficulties? How did the transport providers and their 
owners try to overcome these problems? What were their successes 
and failures, and what obstacles did they have to overcome? My an-
swers are built on publicly accessible information sources, as well as 
on the analyses of the companies’ documents and in some cases on 
personal experiences gathered during the process of decision-
making. 
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It amounts to a wonder that the trams run at all, a 
noted Hungarian economist is said to have com-

mented in the 1950s when he grasped the logic of 
the socialist planned economy. Rather paradoxically, 

today, a decade into the free market economy, we 
still seem to have every reason to wonder what 

makes the public transport system still ticking in the 
Hungarian capital. Against the backdrop of ever-

higher ticket prices, the performance of the Budapest 
Transport Company (BKV) has been declining year 

after year, and its losses are mounting rapidly. 

All over the world, the public transport systems in large cities 
tend to cause headaches to travelers, politicians, and transport en-
gineers alike. The difficulties are not merely technical and logistical – 
as a public service, mass transport entails the distribution of finan-
cial resources, i.e., it is a political issue. What are the structural rea-
sons behind the difficulties? How did the transport providers and 
their owners try to overcome these problems? What were their suc-
cesses and failures, and what obstacles did they have to overcome? 
My answers are built on publicly accessible information sources, as 
well as on the analyses of the companies’ documents and in some 
cases on personal experiences gathered during the process of deci-
sion-making.1 

                                      
1
 The author has been a member of BKV’s Board of Directors since 1996. The author does not 

provide detailed references to the company documents cited in this study, since these docu-
ments are not accessible to the public. However, the proposals and programs made public by 
the Budapest Municipal Government are referenced by title. Figures are taken form inner docu-
ments of BKV and do not necessarily coincide with documents found on the home page of the 
company. Collection of the figures closes with the end of 2000, analysis with the autumn of 
2001. The author expresses her gratitude to the staff of the Budapest Municipal Government, 
and especially to BKV’s management, for providing access to the necessary documents and 
data, and for their critical remarks on the first draft of this study. 
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STOCK CORPORATION – IN HYBRID MARKETS 

For all the significant changes in recent years, the Budapest Trans-
port Company has retained its old character in several fundamental 
respects. 

As a single-owner stock corporation, BKV has been run by the 
Budapest Municipal Government since 1991. In essence, it has mo-
nopoly power2 in the city’s mass transport market, its only competitor 
being individual travel. However, the increase in the volume of car 
traffic results in unfavorable external effects such as congestion and 
environmental damages. 

The exclusive nature of this public service necessitates central 
regulation and places the burden of responsibility on the transport 
provider. The Act on Local Governments has placed the municipal 
authorities in charge of mass transport. Accordingly, through an an-
nually renewed performance contract with its owner, BKV is bound 
to fulfil this task at prices determined by the Budapest Local Gov-
ernment. Thus, the company’s hands are tied as it has only limited 
chances to modify the dimensions and structure of its operations. As 
a buyer, BKV operates in a real market environment. However, its 
sales prices are not primarily a function of supply and demand.3 

BKV generates revenues from two primary sources: fares (in-
cluding the so called fare-compensation granted by the state to cer-
tain groups such as students or pensioners) and municipal subsi-
dies. Under the legal regulations in force, the Budapest Municipal 
Government must secure the consent of the Ministry of Finance 
(PM) before modifying the fares chart. The reason for this obligation 
should be sought in the state subsidies extended to BKV between 
1992 and 1996, and also in the fare-compensation in the subse-
quent years.4 

                                      
2
 Similar services are provided by the state rail company MÁV and the bus company Volán only. 

However, the passengers’ right to choose is rather limited geographically. 

3
 However, since in public transport the customers’ right to choose is more marked than in the 

other public services, the price flexibility of the demand is also larger. 

4
 In 1992, the distribution of the population’s personal income taxes was radically changed. 

Prior to that, 100 percent of the taxes remained with the local government that had collected 
them. Under the new system, this figure was reduced to 50 percent (and later it was cut further). 
In an effort to counter this admittedly radical move, the state decided to subsidise the capital 
city’s public transport system. However, the real value of these subsidies was constantly de-
creasing. In 1997, even these subsidies were cancelled. 
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The Ministry of Finance has no direct stake in either the opera-
tion of these services or BKV’s performance as a business. It is up 
to the government in power how much its indirect stake is acknowl-
edged in the approval of the fare charts as well as in the state sub-
sidies granted to mass transport. In general, the ministry aims to 
keep the fares low, as it wants to cut state expenditures and keep in-
flation at bay. 

The motives of the Municipal Government are more complex 
than that. In its capacity as a price authority and an elected public 
body, its interests lie in keeping costs at realistic levels and, wher-
ever possible, reducing them, and it also aims to at least maintain 
the volume and quality of its services and to moderate fare hikes.5 At 
the same time, as owner, the Municipal Government should seek 
profits (or at least minimize losses and municipal subsidies). 

A simple model below explains the Municipal Government’s 
contradictory goals and limited options: 

Low fares 

High profit rate 

(minimal losses, limited subsi-
dies) 

Good quality 

(extensive coverage, modern 
vehicles and infrastructure) 

 
Of the three goals specified at the tips of the triangle, only two 

can be satisfied simultaneously. If tram tickets are cheap and subsi-
dies are low, the quality of the service suffers. If the aim is to provide 
quality service at low fares, the company is bound to accumulate 
losses or draw more subsidies. Only high-ticket prices can result in 
quality service and positive business balance. 

Needless to say, in real life every decision boils down to meas-
ures. We are now entering the realm of the art of the impossible – 
i.e., that of politics. However, we must add right away that the daily 

                                      
5
 The unfavourable external effects of the proliferation of the individual forms of transport also 

appear to justify the efforts to maintain a relatively high role for public transport, and to halt the 
decline of the “modal split” ratio. 
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operation of Budapest’s mass transport system is permeated not 
only by politics in the general sense but also by politicking in the nar-
row sense of inter-party bickering. 

The subsidies spent by the Budapest Municipal Government on 
BKV’s operation and development represent a sizeable, although 
proportionately decreasing, entry in its annual budget.6 Conse-
quently, the issue is bound to be a focus of heated inter-party de-
bates. To make matters worse, the state also wants a say in deter-
mining the fares chart and it cannot be bypassed in the large infra-
structure investments (like e.g., the construction of the Metro under-
ground system). Several examples could be cited from recent years 
to prove that the decisions do not as a rule rest on professional con-
siderations. 

The inter-party clashes affect not only the operation of the 
elected bodies but also the work of the municipal administration. The 
contradictions inherent in the goals associated with public transport 
quite often manifest themselves in conflicting requirements and di-
rectives presented by various leaders, departments and committees 
to BKV’s management. 

While the company has only limited powers to influence its re-
sults through formal channels, the non-unified internal structure of 
the owner gives a rather broad room for maneuver. Through offi-
cially submitted proposals and personal negotiations, BKV has a 
chance to influence practically every entry in its revenues column, 
most importantly the size of the municipal subsidies. In principle, 
BKV enjoys a rather strong bargaining position because of its size, 
its monopoly, and the associated servicing responsibilities. Due to 
these structural traits that gain extra importance in the current con-
text, BKV has in many respects retained the characteristics of a 
large socialist enterprise: its day-to-day operation is determined by 
the authorities’ regulatory decisions; it depends heavily on subsidies; 
it manifests the benefits and disadvantages of an “ownerless” public 
entity;” and it is engaged in continuous bargaining. 

Of course, this is not to mean that time stands still at BKV. The 
company’s managers, as well as the owners, have attempted sev-
eral changes in recent years. However, they never once managed to 

                                      
6
 Between 1991 and 2000, the nominal value of the capital city’s total subsidies increased two-

fold, from HUF 9 billion to HUF 18 billion. While in the first half of the decade these subsidies 
represented 12-17 percent of the city’s annual budget, in the following years till 2000 this figure 
fluctuated between 6.6 and 8.8 percent. (Table 1) 
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break through the “magic triangle” because of the company’s struc-
tural potentials and the interest and power relations interwoven with 
them. 

BKV’s services stand international comparison in terms of both 
quality and volume. Compared with the mass transport services of 
eight other cities of similar size7, Budapest has a relatively large 
number of lines and stops, and the system’s utilization is also high.8 
In terms of modal split, i.e., the ratio of public transport of all per-
sonal transport versus individual transport, Budapest still boasts a 
rather favorable rate around 60 percent. The Europe-wide average 
is 50 percent. However, the same index for Budapest was around 80 
percent a decade ago, that is, the trend is rather negative. In the pe-
riod between 1990 and 2000, significant drops were recorded in the 
commonly used gauges of passenger kilometer and seat kilometer 
(Table 2)9. And yet, Budapest’s public transport system handles over 
1,400 million passengers per year. Of the companies included in our 
survey, BKV has the smallest investment budget, and its vehicle 
park is old and outdated. Services are decreasing, while fares are 
increasing. There were a few years when the fare hikes lagged be-
hind inflation, but in other years, they exceeded it. Overall, the price 
of public transport in Budapest increased with inflation during the 
past ten years (Table 3). Finally: the real value of the Municipal 
Government’s current subsidies, concerning its share in the com-
pany’s revenues, has decreased by more than half, today represent-
ing a mere 23 percent of them. By 1999, BKV’s losses on the books 
had climbed to HUF 10 billion (Table 4).10 

The cardinal figures show that while none of the goals identified 
in the “magic triangle” have been fully met, none have been termi-
nally damaged either. Throughout the company’s recent history, the 
decision-makers have had to dance on a very tight rope. In retro-
spect, we can establish that despite the limited subsidies and the 
relatively low fares, BKV has managed to keep its shrinking services 

                                      
7
 Prague, Stockholm, Hamburg, Marseilles, Lisbon, Milan, Munich, Vienna. The benchmark 

analysis was conducted by the consulting firm Roland Berger & Partner, based on data from 
1998 and 1999. 

8
 In the second half of the 1990s, there were approximately 4,600 stops, and the utilisation ratio 

stood around 28 percent. 

9
 The decline in the number of journeys stopped in 1999, and the following year witnessed a 

modest increase. We will come back to the causes later.  

10
 As we will see, the improvement registered in 2000 was the result of one-off factors. 
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afloat. Modest as this accomplishment may appear, it required sig-
nificant efforts from both the company and its owner. 

ORGANIZATIONAL AND OPERATIONAL REFORMS 

Public transport is a key element in the life and operation of the city 
of Budapest, and BKV is the Municipal Government’s largest com-
pany in terms of both manpower and capital. Initially, BKV was a 
major entry in the city’s books: in 1991, it accounted for nearly 17 
percent of Budapest’s annual budget, i.e., more money was spent 
on public transport than on culture as a whole. No wonder that, at 
least in principle, the owner has always had to pay special attention 
to this company. 

After 1990, the city’s representatives were bound to realize that 
the institutions and the operational structure that they had inherited 
(or had been granted) could not be financed any more at the ex-
pected level, with the costs inflating. They also found the volume of 
the centrally distributed resources to be unpredictably fluctuating. 
For these reasons, the city’s leaders decided early on to strive to 
boost the Municipal Government’s own revenues (with respect to 
public transport to increase rates above inflation), and simultane-
ously to reduce the current per unit expenditures and subsidies 
while trying to maintain the level and quality of its services. The ad-
ditional, mostly one-time revenues (from the sale of real estate and 
equities) and the loans were allocated primarily for strategic invest-
ment projects.11 

It was in this vein that the owner, in the first half of the 1990s, 
decided to drastically reduce the real value of BKV’s operational 
subsidies. Between 1991 and 1994, the subsidies amounted to HUF 
9-11 billion per annum, while the rate of inflation topped 20 percent 
(Tables 1 and 3). According to the Municipal Government, BKV be-
came chronically short of capital (i.e., “underfinanced”) in 1992, 
when the changes in the central distribution of tax revenues signifi-
cantly reduced the city’s incomes. Furthermore, in the same year 
BKV found itself on the receiving end of other discriminatory meas-
ures.12 The successive fare hikes – nearly 50 percent in 1991, and 
                                      
11

 The annual budget of the City of Budapest, 1991, 1992. 

12
 Proposal for the Budgetary Concept of the Budapest Municipal Government for fiscal year 

2002 (dated November 2001). For the discriminatory measures and the proposals to eliminate 
them see the subchapter on alternative financing. 
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again a year later – could cover only the company’s current losses. 
In absence of revenues, BKV had to forgo the replenishment and 
development of its vehicle park. As a result, the company has ac-
cumulated an ever-growing list of future investments, which it la-
beled as “internal debt.” In 1993, and again in 1995, BKV received 
two rather sizeable development loans from international financial 
institutions. Debt servicing was undertaken by the Municipality In the 
case of the 1993 loan, but it is the task of BKV in the case of the 
1995 loan. Accordingly, the company’s external debts have also be-
gun to increase. 

Although the company set itself the goal of becoming profitable 
in the medium term as early as in 1991, at that time only the change 
of management complemented the fare hike. These early plans 
called for a staff reduction, transparent accounting as well as a 
cleaning of portfolio and the quick privatization of certain services 
(boats, funicular services in Buda Castle and on Janos Hill) as part 
of a broader privatization/concession program.13 

During the company streamlining in the following years the 
number of the employees was reduced by several thousands,14 but 
there were hardly any other changes in the company’s operational 
conditions. The first significant step forward took place in 1996 only. 
The development program for the city of Budapest that was drafted 
in the wake of the 1994 general elections envisaged the privatization 
of a number of companies, but BKV was not included in this list on 
account of the “critical state” of its basic services. At the same time, 
however, the program called for the transformation of BKV into a 
stock company in order to rationalize its operations, and it also pro-
jected the separation of those of its departments that performed ser-
vices unrelated to the company’s main business profile.15 It was on 
the basis of these principles that BKV was transformed and reorgan-
ized between 1996 and 1998. As part of this process, the company 
became leaner and its internal operational and management struc-
tures were also modified. Reorganization was followed by a two-
year stabilization program. 

                                      
13

 Program for the City of Budapest, by Mayor Gábor Demszky, Preliminary Studies, August 
1991. 

14
 The company had 23 thousand employees in 1991, about 15 thousand in the mid-nineties, 

and it was reduced to 12-13 thousand by 2000. 

15
 Gábor Demszky, The Future of Budapest – Urban Policy Until 2000. November 1994. 
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Even this short review shows that the Municipality made con-
tinuous efforts to reshape both the principles and the practice of the 
company’s operation. The intentions of the owner are reflected in 
several documents of the period. The comprehensive, general goals 
are summarized by the urban development and transport system 
conceptions. The next, more concrete levels are the programs for a 
full election period – e.g. the so called Demszky-program from 1991 
–, and the annual budget conceptions preparing the following year’s 
budgets. The programs encompassing some few years are con-
nected to this level (e.g. the reorganization of the stabilization pro-
gram). At the most concrete level: the parameter book spells out the 
expectations regarding the volume of the services, and the annual 
budget determines the actual level of subsidies.16 Though on the 
basis of these documents we may reconstruct the municipal drives, 
the expectations towards the company and the changing priorities in 
reshaping external conditions for the company, I have not met a sin-
gle document that had summarized and had made clear for each 
decision-maker and for the government the long term, detailed strat-
egy of the owner, including the hottest point, the comprehensive, 
long term plan for financing. Lack of consensus between the parties 
of the municipal coalition and the ever varying conceptions of the 
governments that follow each other make external conditions com-
pletely unstable and do not provide satisfactory grounds for elabo-
rating a long term plan.17 

Change in the Form of the Enterprise 

The transformation of BKV into a stock corporation enabled the 
owners to separate the roles and to set up the ownership and con-
trolling bodies as stipulated in the Companies Act, and also to com-

                                      
16

 The financial leaders of the Municipality consider the agreements concluded with the great 
international financial institutions as documents revealing the strategy of the owner. Surely, 
these include some important indices prescribing the increase of the self-financing capacity of 
BKV (e.g. cost-covering rates), but business agreements hardly can be considered as constitu-
ents of a conception. 

17
 Up to the beginning of 2003, government policy has been steadfast only in one point: the 

state has allocated decreasing amounts to the financing of public transportation in the cities. In 
the opinion of the municipal leaders, the precondition of working out any reasonable long term 
conception for public transport is either a state decision of binding force to take part in financing 
or the complete reform of the local government financing system. (The editor) 
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pile a relatively realistic assessment of the company’s assets as well 
as to ensure the latter’s divisibility and traceability.18 

However, despite the change in the enterprise form, the com-
pany has remained underfinanced: BKV’s revenues continued to lag 
behind its expenditures. The ownership structure and the other 
structural aspects have also remained unchanged. The transforma-
tion did not eliminate “micromanagement,” and in a way, it even rein-
forced and formalized the political features of the attempts to influ-
ence the management. The composition of the Directorate and the 
Supervisory Board is determined by the balance of power among 
the political parties in the Assembly of the capital. And yet, due to 
the deficiencies in the system of institutional ties bounding delegates 
to their the delegating bodies, the disagreements within these bod-
ies as well as the inconsistencies in their goals, BKV’s leading bod-
ies are not characterized by perceptible political divisions.  

It is partly this situation that amplifies the ever-occurring phe-
nomenon, well known from similar bodies whether state-owned or 
private: the Directorate and the Supervisory Body tend to represent 
the interests of the company rather than the owners. Asymmetric in-
formation channels significantly weaken the role of the supervisors, 
too. The management is better informed of all the details than the 
board members, who do not have such close ties to the organization 
and who rely primarily on the management’s proposals and ac-
counts. 

Accordingly, we can establish that merely the share company 
form itself – due to the management problems of the large organiza-
tions generally and amplified by the characteristics of public owner-
ship and by the peculiar nature of the activity and of its market – is 
not enough to alter the modes of operation and to improve the re-
sults. 

Since the owner and the company’s management were both 
clearly aware of the situation, simultaneously with the change in the 
form of the enterprise they launched the reorganization program of 
the company. The 1994 urban policy program determined the main 
thrust of the changes. The concrete frameworks were proposed by 
the company’s management, and the process was overseen by the 
                                      
18

 According to the starting balance, the company’s registered capital was HUF 127 billion, as 
opposed to the previously specified HUF 6 billion. This was supplemented by capital reserves 
worth HUF 45 billion prior to January 1, 1996, and HUF 49 billion after that date. In the years 
that followed it became clear that certain assets were valued unrealistically. Several of the com-
pany’s vehicles were worth more, while certain real estates could not be sold at book value. 
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Directorate and the Supervisory Board. BKV’s reorganization proc-
ess aimed at exploring company reserves took place between 1996 
and 1998, and it entailed a total of 37 projects. The process focused 
on two main areas: the reorganization of the company’s capital and 
organizational structure and the reform of the internal organizational-
management system. 

Streamlining the Organization 

In reorganizing its capital and organizational structure, BKV followed 
the patterns well known in the free market economies that had been 
employed in the 1990s by practically all the Hungarian state-owned 
companies. However, BKV’s move was rather belated. The three 
main elements of the process were the following: the company, as 
majority stakeholder, set up a number of limited liability ventures; 
cleaned its portfolio by discontinuing certain services; and reduced 
premises by selling off real estate. 

BKV’s aim with moving its non-core services into separate legal 
entities was to reduce costs and to boost efficiency. The managers 
expected to see positive results at both the newly formed LTD’s and 
at the mother company. Better results of the new ventures were ex-
pected to come from the distinct cost-revenue accounts of the now 
distinct profiles, from the strengthened responsibilities and direct in-
terest of the managers, from the newly defined product structure, 
and from the acquisition of new orders acquired not only from the 
mother company. BKV could expect the decrease of its current op-
erating expenses from the lower price of services purchased from its 
limited liability companies, and also from reducing staff and equip-
ment at the mother company. Furthermore, BKV could even in-
crease its revenues through the dividends from the profitable opera-
tion of the LTD’s. 

Under the reorganization process, BKV set up nine fully owned 
limited liability companies. Their core capital was approximately 
HUF 3 billion, and they employed 1,570 people.19 Compared with 
1996, this represented 2.4 percent of the company’s total registered 
capital and 8.3 percent of its workforce. The two largest spin-off ven-
tures, each with a core capital of around HUF 1 billion, specialized in 
railcar and vehicle maintenance and repair. The spin-offs special-
                                      
19

 Prior to the launch of the program, the company spinned off and privatized its travel bureau 
under the name of BKV Tours. During the reorganization process, BKV increased its stake to 
100 percent in the advertising venture Peron Ltd., and it also set up DBR Metro Ltd. to co-
ordinate the investments into the construction of the new South-Buda Metro line. 
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ized in infrastructure maintenance, escalator repair, boat services, 
and transport health care had their respective core capitals set be-
tween HUF 100 million and 400 million. The companies specialized 
in construction and telecommunications, and also the one operating 
the funicular, were launched with smaller core capital. 

The subsidiaries were set up with distinct technological identi-
ties and goals, and they were also clearly separable from an ac-
counting point of view. Some of these companies were rather 
loosely affiliated with BKV’s operational units, while others were 
specialized in services that the mother company could not obtain 
from outside partners. 

Some other profiles, however, had to be cancelled due either to 
their marginal nature or to the negative price effects of the excessive 
market supply. BKV stopped performing own activity in printing, 
cloth supply, money moving, rail freight, security and defense, clean-
ing and provisions services, and purchases these services from out-
side contractors. 

BKV’s aim with selling off some of its buildings and other real 
estate was to reduce the company’s current expenditure and to 
generate direct cash revenue. The real estates were released by the 
internal restructuring, the reorganization and reduction of the com-
pany’s welfare services, and the rationalization of space utilization. 
(All in all, some 1 million square meters of company real estate were 
released, which represented nearly 15 percent of the total.) By the 
completion of the reorganization program in mid-1998, 44 real estate 
units were sold. There are 29 such deals underway today, and a fur-
ther 38 are expected to be sold in the coming years.20 

Reform of Internal Structure and Management 

The two most important elements of the internal restructuring of the 
“streamlined” company were the creation of a new divisional struc-
ture and the updating of the IT-system. 

The goals defined by the management included the separation 
of the company’s strategic and operative tasks, the reduction of the 
costs of co-ordination, and the clear identification of the tasks and 
responsibilities. By eliminating a “medium-level” management grade, 
the company created a two-tier organizational and management 
system. Each of the plant directorates organized earlier into three 
                                      
20

 The sum total of the revenues is specified in Chapter 2.4. 
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groups21 became independent divisions. Altogether nine such divi-
sions were set up: the five, regionally divided autobus divisions, plus 
the Metro, the HEV suburban train, the tram, and the trolley ser-
vices.22 The operations of these new divisions were co-ordinated by 
BKV’s restructured central “integrator” units. 

This reorganization entailed the decentralization of the tasks 
and the responsibilities. The executive units gained more independ-
ence to perform their tasks in such fields as material acquisition, 
shop maintenance, network technical operations, and education. 
Each division drafted its own plan, and they were individually an-
swerable for the attainment of plan targets and the utilization of the 
financial and economic resources. As a result of these measures, a 
new division of labor was introduced between the center and the di-
visions, which affected such key areas as the accounting of traffic 
performance or the HR, financial, accounting, and administrative 
processes. 

The above changes made it imperative to radically renew the 
company’s IT-system. Under the TransIT project completed between 
1997 and 1999, BKV gradually renewed its computer infrastructure 
and introduced a state-of-the-art digital management system. There 
are special modules in place now to manage all data associated with 
passenger traffic or fares revenues. BKV has considered it a priority 
to continuously debug and upgrade these applications, and the 
company has provided computer training to hundreds of its employ-
ees. Now, the integrated IT-system opens the way for the company 
to transfer and process data quickly and reliably, and thereby to im-
prove the preparations for, and the monitoring of, the decision-
making and the execution process. 

RESULTS AND LIMITATIONS OF REORGANIZATION 

The company’s management and the owner expected the reorgani-
zation process to generate cash revenues and to result in a perma-
nent reduction of costs. The one-off revenues were earmarked for 
financing the reorganization process itself, while the savings were 
expected to cover the current losses. 

                                      
21

 Discounting river transport, which was spinned off into a separate limited liability company. 

22
 The bus division was overseen by a Co-ordination Directorate until the final settlement of the 

new operational structure. 
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The financial plan that was compiled in 1996 projected net in-
come to total HUF 10 billion23: HUF 3.3 billion worth of cost reduc-
tion and about twice this amount in revenues from the utilization of 
assets. The expenditures, in net terms, were estimated at HUF 4.4 
billion (this sum included the technical and logistical costs of the real 
estate sales, the relocations, and the company incorporations, as 
well as the severance payments, the miscellaneous personnel ex-
penditures, and the installation of the IT-system). As a result, the 
books showed a balance of HUF 5.6 billion. 

However, the summary report that concluded the program in the 
summer of 1998 painted a considerably bleaker picture. While the 
cuts in expenditures turned out to be bigger than originally planned, 
the sale of the company’s real estates generated only HUF 2.2 bil-
lion. Since the HUF 3.9 billion figure in the net expenditures column 
came rather close to the higher figure in the revenues column, the 
company found itself in the black by only HUF 1.8 billion. 

In interpreting the results, we should heed a series of consid-
erations. First, contrary to the original plans, the reorganization pro-
cess failed to generate enough revenue to cover the costs of the IT 
development project. The bill turned out to be bigger than projected, 
and so the Budapest Municipal Government had to chip in with HUF 
1.3 billion. Including this entry in our revenues calculations, the 
short-term financial balance gets reduced to a marginally small fig-
ure. 

On the other hand, the revenues from the real estate sales 
lagged behind the planned figures not only as a result of the optimis-
tic preliminary assessments of the sales prices and the sales offi-
cials’ initial lack of experience, but also because of certain extrane-
ous problems. Clarifying the ownership-rights of several real estates 
took too long. On many occasions, the company had no free re-
sources to execute the preparatory tasks and to complete the relo-
cation of the services and organizations. On top of all this, the Hun-
garian real estate market was down at the time. The expected one-
off oversupply and the assumption that BKV was under pressure 
pushed the prices further down, so the decision-makers were often 
postponed the transactions. Later on, when these difficulties eased, 
the company’s real estate sales accelerated again. Eventually, be-
tween 1996 and 2000, BKV chalked up a total of HUF 5.2 billion in 
revenues from the sales of its real estates. This figure was only HUF 

                                      
23

 For the sake of comparison, this equalled accounted amortisation for a 12-month period. 
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1.5 billion short of the plan target – calculated at current prices. All in 
all, the direct revenues and expenditures associated with the reor-
ganization process exhibited a positive balance. 

It is also a fact beyond dispute that shrinking infrastructure and 
decreasing personnel costs reduced general operational expendi-
tures. Between 1996 and 1998, BKV reduced its workforce by 15 
percent. However, 1,570 of the 2,700 employees affected by the 
staff cuts were transferred to the newly established limited liability 
companies. By setting up its subsidiaries, BKV managed to reduce 
its direct expenditures on material, labor, and utilities. However, it 
had to pay more for material services. Balance is far from being 
guaranteed – in fact, it can be negative for the mother company, de-
pending on the prevailing pricing policies and the subsidiaries’ bar-
gaining positions. 

According to BKV’s calculations,24 the company’s losses be-
tween 1996 and 1998 would have been HUF 2 (and 4 and 6) billion 
higher, respectively, without the reorganization process. However, 
these estimates are applicable only to an unchanged operational 
and servicing structure, and rest on assumptions that are rather dif-
ficult to verify. The measurement of the direct financial effects of the 
process rests on rather shaky foundations. 

The developments of the past few years have revealed the 
structural problems associated with the establishment of subsidiary 
companies. If the mother company is simultaneously the majority 
stakeholder in, and the largest customer of, the smaller company, its 
goals are bound to become contradictory. It is interested in keeping 
the prices low, but at the same time, it also wants its supplier to 
avoid accruing losses. Quite often, the subsidiaries get into trouble 
as a result of BKV’s lagging orders (which in turn are the results of 
the mother company’s shortage of funds). Under such conditions, it 
is rather difficult to enforce responsibility and interests. The underly-
ing situation is similar to that of the public transport company and 
the Budapest Municipal Government. In its capacity as owner, now 
BKV – this time on the other side of the table – has to cope with the 
problems of information asymmetry and mutual dependence. The 
situation has not improved with the appointment of the Supervisory 
                                      
24

 These calculations and analyses are organic elements of a company’s interest enforcement 
mechanism. Since the verification of these calculations would require the involvement of objec-
tive but sufficiently informed external experts (which would obviously be an expensive and time-
consuming process), the owners tend to avoid resorting to this tool. For similar reasons, it is 
rather difficult (and therefore fairly rare) to compile thorough criticisms of, or alternative propos-
als to, a company’s internal proposals. This is a manifestation of information asymmetry. 
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Board members, the establishment of the independent bureau for 
portfolio management, and the transferring of the management and 
supervisory functions to the Economic Directorate – BKV has re-
mained a weak owner throughout the process. 

All in all, reorganization gained benefits: a new IT-system, a 
streamlined company, better cost effectiveness, and the loosening 
of the old, ossified structures. It took a few years to get to a positive 
balance of cash revenues and direct expenditures, even then only at 
nominal value. It is difficult to quantify the indirect, long-term sav-
ings, but without the reorganization, BKV surely would have accu-
mulated greater losses. 

The program did not – and, due to its nature and scope, could 
not – produce a breakthrough in the company’s economic and finan-
cial status. The one-off revenues have been way too small to cover 
the costs of the renewal of the vehicle park and the infrastructure, 
and the operational savings could not counterbalance the losses. 
Many of the measures employed required subsequent corrections. 
Eventually, the company could not avoid putting on its agenda the 
restructuring of its whole financing system. 

FINANCIAL STATUS, FINANCING 

BKV has been continuously in the red since 1993. Initially, the com-
pany’s losses were relatively small. By 1995, the balance losses had 
increased to HUF 4 billion. In 1999, the respective figure was close 
to HUF 10 billion. A year later – due primarily to a series of one-off 
effects – the losses dropped to below HUF 7 billion (Table 4). The 
accumulating losses are bound to slowly eat up the company’s capi-
tal reserves, which were set rather high at the time of the incorpora-
tion. BKV has lost over 15 percent of its core capital during the past 
five years, while its debts have increased tenfold. The company’s 
loan-to-capital ratio is still relatively low, and the proportion of the 
long-term loans has been successfully increased in the past few 
years. But the liquidity indices have been continuously declining,.25 

                                      
25

 The period analyzed in this paper closes with November, 2001. Since then the company 
could not avoid financing debts from ever shorter term loans. The situation of nearing bank-
ruptcy was temporarily relieved by a one-time interference of the central government, who re-
paid all BKV debt (HUF 38 billion). Still, it is important to note that this was a one time interven-
tion and  the long-term solution is still ahead. (The editor) 
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For all these loans, however, the company could not execute all 
the required investments and modernization projects. Considering 
the actual depreciation and adjusting it to inflation, BKV accumu-
lated HUF 25 billion in losses in its development projects between 
1993 and 2000. The company accounts for this as “internal indebt-
edness.” For years now, BKV has had to spend a significant part of 
its rather modest depreciation budget on financing its operations – 
i.e., on reducing the losses. The vehicle park is growing older, the 
costs of repair and maintenance are increasing, and service disrup-
tions due to technical hitches have become everyday occurrences.26 
In recent years, the company has completed a few spectacular in-
frastructure renovations (the old underground, the tram terminus in 
Hővösvölgy, several main tram lines), but other projects – such as 
the long-overdue overhaul of the oldest Metro line – had to be post-
poned for lack of funds.27 

The situation described above is to a large extent the result of 
the restructuring of BKV’s financing process. 

Attempts at Tightening Budgetary Constraints 

The main thrust of the changes in financing has been to tighten the 
company’s budgetary constraints by both the government and the 
owner. In other words, the aim was to limit the freely accessible ex-
ternal resources. 

In 1997, the state cancelled its direct subsidy extended to BKV 
since 1992 (Table 1). Originally, this subsidy was meant to counter 
the adverse effects of the changes in the state funding of the Mu-
nicipal Government. Although the amount of the fare-compensation 
increased in nominal value along with the fare hikes, the calculation 
index was steadily decreasing.28 The state also failed to cover in full 
the costs associated with the free of charge travel right of the senior 

                                      
26

 The company’s bus park is the youngest. The average age of the vehicles is less than 10 
years. The respective figures are 21 for the Metro cars, 24 for the HÉV cars, and 29 for the 
trams. 

27
 Metro line reconstruction will get a start in 2003. (The editor) 

28
 The compensation index for student and senior passes has dropped from 300 percent in 

1995 to 208 percent. Meanwhile, the respective figure still stands at 900 percent in suburban 
and regional transport. Consequently, the discounted price and the subsidies together do not 
cover the expenditures. However, in essence, the compensation for preferential student and 
senior passes does not help BKV but the socially preferred consumer groups. (We shall return 
to this problem later.) 
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citizens (aged 65 and above) that was approved in 1998.29 While the 
share of the central subsidies (including fare-compensation in BKV’s 
total revenues was on the increase in the first half of the 1990s, it 
dropped from 30 percent in 1996 to 23 percent (Table 4). According 
to the company’s calculations, the government’s decisions dating 
from the period between 1996 and 2000 resulted in lost revenues to 
the tune of HUF 20 billion. This amount equals the company’s cur-
rent debt stock. 

Meanwhile, as we have seen, in the first half of the decade the 
owner was also successful in reducing the operational subsidies. 
The efforts to this end were amplified by the introduction of a new fi-
nancial strategy in 1996. The premise for the strategy was that, in a 
best-case scenario, the revenues of the city of Budapest can retain 
their real value, while other investment resources will likely dry up 
with the conclusion of the ongoing major privatization projects. The 
only way for the city to maintain the balance of the budget and to 
uphold the prospect of development was to keep the operational 
balance in the black by cutting the expenditures and to pursue and 
active fiscal policy. For this end, the city launched a series of institu-
tional reforms (zero-base budgeting, task financing instead of base 
financing, one-off subsidies to investments aimed at reducing per 
unit operational costs). Furthermore, the Municipal Government de-
cided to spend the revenues from privatization (which in 1997 
amounted to one fifth of the city’s annual budget) on investments. 
The city drafted a four-year (and, subsequently, a seven-year) de-
velopment plan, and decided to issue bonds while continuing to 
draw loans.30 

Of all these developments, the most perceptible change for 
BKV was the further cuts in owner subsidies.31 Between 1996 and 
2000, the increase in current subsidies again lagged behind the rate 
of inflation. The investment and targeted subsidies that were first ex-
tended in 1993 had stayed in the HUF 1.5-2.5 billion range (apart 
from a peak in 1995) until 2000, when they started to increase again 
(Table 1). 

                                      
29

 In return, the government promised the Municipality to work out a proposal soon for the nor-
mative financing of public transport. 

30
 Katalin Pallai: Financial Management and Reform of the Municipality of Budapest 1990-1998, 

n.d.. 

31
 Figures are shown in Table 1 up to 2000. For the following two years the temporary (unten-

able in the long run) increase of municipality subsidies became inevitable due to the insensitive 
government policy. (The editor) 
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From the beginnings, the municipality was inclined to counter 
the disappearance of the subsidies (or the decline of their real value) 
with fare hikes above inflation. In 1996, and again a year later, the 
fares went way above the average price increase (Table 3). How-
ever, the Ministry of Finance repeatedly rejected the fare hike pro-
posals. BKV has often complained about the Ministry’s decisions to 
curtail the suggested hikes, and especially its most recent limitations 
(running counter an agreement between the Ministry and the Mu-
nicipality) to keep the fare hike below the rate of inflation.32 Anyway, 
the share of the fares in the revenues increased against that of the 
subsidies, from 30 percent in 1990 to 42 percent. In other words, the 
so-called cost coverage ratio has perceptibly improved.33 

BKV’s market revenues depend not only on the price of the 
tickets but also on the number of the passengers and their inclina-
tion to pay for their ride. Public transport requires a flexible pricing 
policy and a constant awareness of the fact that the fares are often 
difficult to collect (i.e., people appear to have an inclination to just 
skip fares). For these reasons, the quality of the service must be 
high and supervision must be efficient. Partly due to tightening su-
pervision, the so-called realization ratio (the increase in the money 
collected versus fare hikes) has improved.34 

Proposals for an Alternative Financing System 

During the nineties the owner municipality continuously pressed for 
cost reduction and (through this) for reorganization. The BKV man-
agement was striving for the increase of state and local government 

                                      
32

 In 1998, as a result of preliminary consultations with the government, the Budapest Municipal 
Government was consented to discretionally make use of a 6 percent above inflation limit at the 
annual hikes for a transitory but unspecified period of time. 

33
 The World Bank was also in favour of this move: a condition of its loan was for the company 

to cut the cost coverage index (which in practical terms meant the reduction of the ratio of sub-
sidies) and to improve the operational ratio, which was defined as the quotient of total revenues 
and total expenditures. The cost coverage index would be considerably higher if the state sub-
sidies were not considered part of the company’s subsidies. The rationale behind this argument 
is that the subsidies are extended not to BKV but to certain consumer groups instead. A weak 
point in the company’s oft-heard argument is that, due to the price flexibility of the service, sol-
vent demand for BKV’s services (and thus the fare revenues total) would be lower without these 
discounts. The evaluation of fare-compensation is continuously debated by the international fi-
nancial institutions. 

34
 In 2000, the former increased by 12 percent, while the latter only by 6 percent. However, this 

example also clearly proves that, alongside price flexibility and the company’s overall perform-
ance, certain other, external factors (such as the increasing fuel prices and parking fees) must 
also be taken into consideration here. 
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subsidies and for the modification of the relevant access proce-
dures. Since 1996-1997, the company management itself followed 
the line of reorganization parallel with insisting on the reshaping of 
the financing system. These efforts were incited by the adverse ten-
dencies in external conditions and the company’s worsening finan-
cial situation. 

The “alternative financing system”, which is a summary of the 
various proposals, focuses on the external conditions of operation. 
According to BKV’s own analyses, the company has dried up its in-
ternal reserves. The reorganization process and the other related 
measures have reduced expenditures to a bare minimum. Any fur-
ther cuts would have detrimental to traffic and technical safety, and 
would also hurt the interests of the owners and the customers alike. 
If revenues fail to increase, the company would be rendered inoper-
able.35 

The proposed solution argues for increased subsidies. The 
company expects the state to extend addressed or targeted subsi-
dies for its development programs, and to remove all forms of nega-
tive discrimination of local transport versus regional transport. These 
include the partial or full elimination of the consumption tax on diesel 
fuel36 – similarly to rail and water transport –; the defraying of com-
muter costs for BKV employees along the same terms as is custom 
and practice at the state rail company MÁV and the bus company 
Volán; and the adjustment of metropolitan fare-compensation index 
to those applied in regional transport. (If this turns out to be impossi-
ble, at least the base taken into consideration should be brought on 
par with the actual costs – i.e., those that include the Municipal 
Government’s subsidies and the relative losses.) 

The elimination of these discriminative elements would result in 
the uniform, equalized treatment of the various branches of trans-
port. 

The concept of normative regulation occurs also in the propos-
als concerning the relationship between BKV and the Municipal 
                                      
35

 An external advisor’s calculations in 1998 projected the company’s balance sheet losses to 
reach HUF 20-30 billion by 2002. In the calculations, the revenues and expenditures were ad-
justed to inflation, but the company’s structure was assumed to remain unchanged. The advisor 
said the projection would hold only if the company cuts its capital investments further. A failure 
to do so would increase the annual losses to double the projected minimum. 

36
 Part of the consumption tax revenues went into the National Road Fund, which financed the 

development and maintenance of the country’s road system. However, BKV hardly ever used 
these roads. 
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Government. According to the company, the investment and opera-
tional subsidies should be set apart, and the latter should be deter-
mined according to a clear-cut and long-term fares calculation 
scheme. The Municipal Government’s subsidies should cover all jus-
tified expenditure, but simultaneously it should maintain the pressure 
on the company to improve its efficiency.37 

One part of the alternative financing program (the so-called 
state-part) can be executed through lobbying and advocacy at the 
top authorities. The main objective of the other part (that has to do 
with the Municipal Government) is to eliminate the need for endless 
bargaining. At the time of its incorporation, the company’s manage-
ment expected that the new organizational framework – making use 
of the professional and political influence of the members of Direc-
torate and the Supervisory Board – would boost its bargaining posi-
tions further. However, this expectation failed to materialize (if we 
use the volume of subsidies to measure bargaining power). To date, 
the management has not accomplished anything in the state turf. In 
the late 1990s, BKV was of the opinion that it would not make sense 
to ask the Municipality for increased subsidies, since the outcome of 
the annual budgetary debates was always dubious. For this reason, 
BKV’s management aimed to shift the emphasis from the volume of 
the subsidies to the procedural aspects. The shift was welcome by 
the Municipality, too. 

In principle, the decision-maker can also be interested in replac-
ing bargaining with predictability.38 At the same time, however, for 
some reasons the Municipal Government must be prudent. The ba-
sic problem is the lack or uncertainty of revenues in the necessary 
volume. At a time when the capital city’s revenues are unpredictable 
(primarily because of the fluctuations in centrally determined fund-
ing), it is rather risky to attempt to anchor the main entries in the ex-
penditures column. This also explains the budgetary decision-
makers’ inclination to keep current subsidies at bay as part of their 
efforts to keep the operational balance in the black. In fact, they are 
more interested in controlling subsidies than the one-off and there-

                                      
37

 Other proposals suggested to increase the revenues from local government sources by dis-
trict contributions or by a transport tax. However, these proposals have been taken off the 
agenda out of theoretical and practical considerations. 

38
 The elderly may remember that, even during the era of the planned economy, the steps from 

individual subsidies toward equalised redistribution were considered more efficient, market con-
form measures. 
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fore more flexible capital expenditures.39 Another major dubious 
question is the justifiable level of expenditures – a basic item in 
normative price regulation. In absence of competition, it is very diffi-
cult to identify40 the level below which subsidies cannot be replaced 
by further cuts in expenditure. Under these considerations the owner 
was reluctant to accept the proposal. 

Cleansweep: The Stabilization Program 

Considering BKV’s increasing financial problems, the Municipal 
Government decided to go on the offensive in 1999-2000. However, 
rather than creating an normative system, it approved a two-year 
stabilization program, and as part of that, it urged the company to 
further explore its internal reserves. 

BKV was again screened, this time by a foreign consulting 
company. This company was directly interested in cutting BKV’s ex-
penditures. However, against the targeted saving of HUF 3 billion, 
the consulting company concluded that at best one third of that fig-
ure could be achieved in the short run through staff cuts, real estate 
sales, and the reduction of sports-related subsidies. The consultants 
came up with two further packages, each promising to result in HUF 
1.5 billion worth of savings. One of these proposed to curtail non-
wage benefits, and the other to restructure the company’s internal 
incentive system. BKV accepted the proposals with the exception of 
those that would have affected the Collective Contract, and started 
work on a more efficient motivation system. 

In order to improve the quality of public transport, to keep modal 
split proportions up and to maintain the company’s operability, the 
stabilization program envisaged a slight reduction of the traffic vol-
umes, and proposed that the capital city extend HUF 5 billion in tar-
geted subsidies to help BKV replenish its assets. Furthermore, the 
program proposed a one-off revenue increase of HUF 12 billion, to 
                                      
39

 Investment and operation grants have been sparking off heated political debates within the 
Municipal Government. However, both BKV and the Municipal Government eventually proved 
successful in cutting the operational subsidies. While in 1991 the capital city spent 85 percent of 
its annual budget on operational purposes, in 2000 this figure was slightly more than 50 per-
cent. Meanwhile, the expenditures on development and refurbishment increased from 14 per-
cent in 1991 to nearly 30 percent in 2000. (Source: The Budapest Municipal Government’s eco-
nomic performance in the light of the actual figures of 1991-1999 and the plan targets for 2000. 
April, 2000.) 

40
 BKV’s cost efficiency is good in comparison with the comparable large European transport 

companies. BKV’s expenditures measured against vehicle kilometre and seat kilometre are the 
lowest among the eight companies surveyed. 
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be executed within two years. The sources for the extra revenues 
were identified as fare hikes, the sale of further real estate, and the 
privatization of certain subsidiaries and services. 

The program – unusually, laid down by the Municipal Govern-
ment in details – indirectly admits that with the conditions un-
changed, the services would have to be quantitatively reduced and 
the owner has to reach deeper in its pockets to maintain the com-
pany’s technical standards. The policy of reducing subsidies was not 
tenable. In 2000, the capital transfers earmarked for development 
purposes increased by almost 100 percent (Table 1). Any further 
cuts beyond those entailed by the preceding reorganization process 
threatened to produce dubious results. 

New Experiments and Breakthroughs 

In the years following the launch of the stabilization program, the 
Municipality continued to attach high importance (at least in princi-
ple) to the efforts aimed at maintaining an integrated system of pub-
lic transport that could outweigh individual transport in the market. 
Both the capital city’s urban development concept and Budapest’s 
transport system plan (completed in 2001) established that public 
transport was an important element in the city’s operability and liv-
ability.41 However, the subject of these documents was not providing 
clues to curing BKV’s ills. 

The concrete elements continued to be sought in the annual 
budgets. The owner – partly as a consequence of the debates 
among the ruling coalition – has recently eased its tight grip not only 
on development subsidies but on current subsidies as well. Discuss-
ing the distribution of operational subsidies, the capital city’s budg-
etary concept for 2001 declares that the Municipal Government must 
play an active role in “managing the underfinanced state” of the pub-
lic transport system. However, it also adds that this is only a one-
time solution that can bring only transitory ease on the tensions. 

During the internal debates at the Municipal Government, the 
leaders in charge of financing oppose the radical increase of BKV’s 
subsidies – operational subsidies in particular – on the grounds that 
this would blur the government’s responsibilities, and as a result, the 
Municipal Government would be obliged to spread the effects of the 

                                      
41

 Urban Development Concept for Budapest, Expert Draft, September 2000; Development 
Plan for Budapest’s Transport System, Proposal for the General Assembly, May 2001. 
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losses over the other public services in the capital. This would ac-
celerate their decline as well, and would also prompt the govern-
ment to accuse the Municipal Government of mismanagement. This 
is why the Municipal Government wants to keep the problems fo-
cused on the specific area where they occurred, and where the gov-
ernment’s responsibilities are easy to identify. 

According to these experts, the system of local government fi-
nancing must be changed or else the collapse is inevitable. The bal-
ance can be improved by the government’s assuming further re-
sponsibilities. This can be done in several ways: the Ministry of Fi-
nance can approve a scheme that would allow for the increase of 
fares beyond the inflation rate over a period of several years (this at 
least would not limit the Municipal Government’s responsibilities); 
and the central budget can significantly increase its normative sub-
sidies for public transport. Identifying with this stance, the capital 
city’s draft budget for 2002 declares that the central government 
must step in to solve BKV’s problems.42 

During the past two years, the company’s management has 
been exploring other, longer-term solutions as well. BKV has drafted 
a comprehensive strategy, continued with the restructuring process, 
and come up with new proposals for modifying the system of financ-
ing. Certain departments and services have been privatized, and the 
company even considered the option of a major ownership change. 

Company Strategy 

The strategy, presented in November 2000, outlined the company’s 
strengths and weaknesses, and summed up the management’s 
views on BKV’s mission, future goals, and operational principles. 
Based on the various aspects of the company’s performance, the 
strategy established a balanced system of objectives. Having con-
sidered the probabilities and consequences of a series of external 
and internal changes, the drafters of the strategy drew up three sce-
narios and attached detailed action programs to them. The strategy 
gave chance to the version ranked as “medium”, considering the ef-
fects of the changes envisaged. This version promised to produce 
HUF 3 billion in extra revenues through internal changes, and a fur-
ther HUF 10 billion through changes in the external conditions. The 

                                      
42

 Proposal for the Budgetary Concept of the Budapest Municipal Government for Fiscal 2001, 
November 2000; Proposal for the Budgetary Concept of the Budapest Municipal Government 
for Fiscal 2002, November 2001. 
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actions that were considered quickly executable were built into the 
company’s business plan for 2001. 

Since the implementation of these plans does not fully depend 
on the company’s moves, the document should be considered more 
of a starting point for future action than a systemic summary of final 
decisions. It is not only the strategy itself but also the process of its 
evolution that deserves appreciation. The strategy was born through 
the intensive teamwork of several top and medium-level leaders of 
the company. They employed new methods of analysis, and the ap-
proaches, ideas, and opinions were tested against each other. Draft-
ing the strategy became an important element of the company’s 
learning process. 

The proposal to restructure BKV’s financing system was a key 
part of the strategy, but it also appeared in independent motions. 
Alongside the proposals for actions by the company itself (further 
reductions in corporate grounds, reduction of stocks, continuing with 
the rationalization of the organization and the operations, restructur-
ing the system of incentives, cuts in welfare expenditure), the strat-
egy has brought again to the fore the need for state and municipal 
participation. 

In response to the continuous deterioration of the situation, the 
alternative financing program that was completed in the fall of 2000 
proposed a faster increase of revenues than that prescribed in 1998. 
By this time, the company was fully convinced that it was inevitable 
to increase fares above inflation and to increase subsidies. Empha-
sis was laid on the goal of operation without losses and on the sepa-
ration of the operational and the investment-related financing 
schemes. In the operation scheme, subsidies should balance out the 
difference between the fare revenues and the current expenditures, 
while according to the investment scheme the owner and the central 
budget would be responsible for financing the capital expenditures, 
including the amortization of the existing World Bank loans and the 
reorganization of the current asset loans. 

The company continues to expect the restructuring of the deci-
sion-making mechanism, and the establishing of an normative – i.e., 
uniform and predictable – financing system. BKV has drafted a pro-
posal for the formula defining the capital city’s long-term obligations 
in subsidizing (the operation of) public transport. Essential factor of 
the formula is efficiency measured by passenger kilometers. BKV 
now expects the Municipal Government to conclude a new opera-
tional contract, to simplify and speed up the owner’s decision-
making processes, and to extend the company’s independence on 
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influencing the definition of network performance. A new element in 
the proposal is the attempt to limit the rights of the Ministry of Fi-
nance on determining the growth index for fare-compensation. An-
other new element is the proposition of a regional fare system, dif-
ferentiated by zones and tied to performance. 

Continuing and Adjusting the Reorganization Process 

Simultaneously with the drafting of the strategies and the financing 
proposals, the company’s management continued to execute the in-
ternal reorganization process. 

The top-level management became more partitioned. The sepa-
ration of the traffic and the technical directorates has resulted in the 
creation of the post of a new deputy general manager. The adminis-
trative tasks related to HR and organizational issues have been 
raised to a higher hierarchical level. Meanwhile, BKV reduced the 
number of its executive units. The “further development” of the divi-
sional organization means closure of one of the five recently estab-
lished bus plants (the plant was closed down and was subsequently 
sold) and the amalgamation of the remaining four plants into two or-
ganizational units. 

It is rather difficult to quantify the financial effects of these steps 
(except, perhaps, for the sale of real estate). Furthermore, the man-
agement’s reorganization was not free from the age-old elements of 
“changes tailored to the leader.” In principle, both amalgamation and 
separation may produce positive results. 

The shrinking of the portfolio of the subsidiaries was a relatively 
more important event. As we have seen in Chapter 2, the privatiza-
tion of certain services was proposed as early as in the 1991 pro-
gram of the Mayor of Budapest. The privatization process was facili-
tated by the establishment of the smaller independent companies, 
some of which were put up for sale right after their incorporation in 
1998. The principle of the company is that only those subsidiaries 
should be fully sold whose portfolios have little or no relationship 
with BKV’s main business profile and the services at issue are of-
fered by many other ventures in the market, and if the selling of the 
stakes do not result in losses. 

According to the first document, four out of the company’s 11 
subsidiaries were proposed to be privatized to 100 percent, as well 
as the majority stake of another two. However, due to the resistance 
of the affected organizations and the trade unions, and also because 
of the lagging demand in the market and the weak performance of 
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some of the subsidiaries, the privatization process turned out to be 
slower than expected. BKV managed to sell two companies in 1999, 
and one each in 2000 and 2001.43 

One of the aims of the privatization plan was to reduce current 
expenditure. Many of BKV’s subsidiaries are up against permanent 
financial and market problems – often as a result of the inevitable 
cuts in the mother company’s orders. BKV must finance their losses, 
either by modifying the prices or through owner’s loans. Conse-
quently, in some instances the management has also considered 
merging these subsidiaries into BKV or an affiliated corporation.44 

Stabilization program amplified the other aim of the privatiza-
tion: to generate one-off revenue for the company. Since its market 
value was estimated to be in the billion-forint range, BKV’s tele-
communications subsidiary appeared to be the obvious choice to be 
put on the block. A new element in the plan envisaged the spinning 
off of the recently established IT-department into an independent 
company, which would then be put up for sale. The debates over the 
fate of this company highlighted practically all the structural contra-
dictions inherent in BKV’s efforts when spinning off its vital services 
and especially when privatizing them. 

Either spinning off or privatization surely changes the expendi-
ture structure of the mother company, but the balance will remain 
questionable. Proceeds from the sales generate one-off revenue, 
but relinquishing ownership rights results in weaker influence. In the 
longer run, the mother company might have to pay considerably 
more for the services at issue. From BKV’s point of view, privatiza-
tion may also be considered an advance payment by the buyer to 
cover the projected expenditures. Consequently, beyond the ap-
praisal of the expertise of the partner and the investment capacity it 
is worth to consider the balance of one-time revenue and current 
expenditure as the price of a loan – if taking up loans is considered 
to be a realistic alternative. 

                                      
43

 These were: Peron Ltd. (75 percent sold), the Funicular, and the construction and telecom-
munications subsidiaries. 

44
 As was the case during the renewal of the infrastructure. 
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New Levels of Privatization 

The other way of privatization – when the rights of operation were 
privatized rather than the assets and the organizational units them-
selves – turned out to be likewise controversial.45 

As an experiment, BKV in 1999 subcontracted the operation of 
two bus lines for a period of five years. The subcontractor, a private 
firm, operates its own new buses, but its fares and company image 
do not differ from those of BKV. The company accounts for its ex-
penses on the basis of gross expenditure as a percentage of bus 
mileage. Under the second stage of the plan 14 bus lines involving 
60 vehicles were contracted in September 2001. 

In the teeth of the World Bank’s requirements and the owner’s 
intentions, BKV procrastinated in implementing this program 
planned to improve efficiency and create competition. The company 
did not want the subcontractor to present a discriminatory basis for 
comparison. Furthermore, BKV did not want to set a precedent for 
the disruption of the integrated unity of public transport, which was 
one of the pillars of the company’s business strategy. If it is possible 
to subcontract the operation of more and more bus lines, what would 
prevent the decision-makers from wanting to operate all the bus 
lines – or, for that matter, all the divisions – along similar lines? 

The threshold-price set for the bus lines at the first tender did 
not take into account the proportionate losses of the company, thus 
the bids were lower than the actual expenses of BKV. Upon inviting 
public procurement tenders for the second phase, the owner insisted 
that the BKV calculate the breakeven threshold price (that is the di-
rect expenditure of the lines should include the proportional com-
pany loss). 

However, there were no bidders at this price. The following ten-
der with modified conditions was successful. Though the price did 
not fully cover the proportionate company loss, BKV could reckon 
with beneficial external effects as the subcontractor launched its op-
erations with new vehicles, and thus it offered higher quality service. 
BKV itself could not have financed such an investment. A total of 60 
new buses were introduced, and this perceptibly reduced the com-
pany’s investment and refurbishment obligations, as well as the cal-
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 Similarly to the sale of the subsidiaries, this idea also originated in the Mayor’s program for 
1991. However, the launch of the program was also delayed for almost a decade. 



 29 

 

culated depreciation costs. Further savings were realized through 
the closure of a bus garage. 

Disregarding the above mentioned external effects, with un-
changed fares subcontracting of the operation of the lines do not re-
duce BKV’s losses – in fact, they might slightly increase. Should the 
company have sufficient resources (either from depreciation or from 
external sources) to continuously update its vehicles, the subcon-
tracting of the lines would not result in savings at the present condi-
tions.46 Under the current conditions, the contractual operation bene-
fits in providing a market gauge for BKV performance. Furthermore, 
it reduces the need for investment grants and improves the quality of 
the service at the same fare levels. 

Besides the cautious privatization of its operations, BKV’s strat-
egy also proposed the reorganization of the company’s ownership 
structure. The options considered included the company’s transfer to 
state ownership; a mixed ownership structure with the state and the 
Municipal Government acting as predominant shareholders; the in-
volvement of the management and the employees as shareholders; 
the involvement of other external owners through the Municipal 
Government (district, agglomeration); and the involvement of private 
capital. BKV’s management expects the new shareholders47 to bring 
in additional investment resources. (This obviously explains the in-
clusion of the state and the Municipal Government in the list of po-
tential shareholders.) Furthermore, the reduction of the Budapest 
Municipal Government’s monolithic, 100 percent share package is 
expected to broaden the management’s scope of activity and im-
prove the interest enforcing power of the company. Having weighed 
the pros and cons of the various options, the drafters of the strategy 
opted for an ownership structure in which 51 percent of the shares 
would be held by the capital city and the remaining 49 percent by 
miscellaneous investors. 

A prerequisite of the tightly interpreted privatization – excluding 
now the state and the other local governments – is the modification 
of the context of operation for the company, primarily the modifica-
tion of the financing system. With the present conditions (fares set 
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 With the improvement of the financing conditions this contracting out surely would result in 
further savings, as many examples in European cities show. 

47
 With a natural exception of the employees. Employee and management ownership might 

strengthen personal interests in principle – but practice raises doubts concerning both the ex-
tent and the drive of this interest. 
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by authorities, uncertainty in state and local government grants) the 
shares of the company doomed to losses cannot be marketed. This 
circumstance is presumably taken into account by the municipal 
leaders who – just like in the mid-nineties – argue for the primacy of 
solving the problems of the financing system, and consider the 
change in ownership a secondary, irrelevant proposal. However, it is 
worth to take into consideration that the improvement of the financ-
ing context and privatization can be combined both in principle and 
in practice, as it has been shown by the cases when state (even lo-
cal government) companies in several sectors have been sold .We 
find this connection mutual. On the one hand, regulations guaran-
teeing predictable operation without losses are really a prerequisite 
of the change in the ownership structure. On the other hand, the 
preparation for privatization – as a consequence – exerts pressure 
upon the relevant actors, including the government, to develop a 
new financing system. Serious debates on this proposal could move 
away negotiations from the present deadlock – but this point has not 
been raised by the fall of 2001. 

WHITHER NOW? 

In recent years, the owner has made several attempts to restructure 
BKV’s organization, operation, and financing. The prime goal was to 
tighten the company’s budgetary constraints while maintaining the 
quality of its services. In the teeth of the deteriorating technical and 
financial conditions, the management made significant efforts to 
keep the company afloat. The balance of these efforts may well be 
considered positive: the trams are still running, and they are only a 
little bit more expensive and noisy than they used to be; and the fare 
hikes have not been excessively steep despite the cuts in subsidies. 
The company’s staff has been reduced by half, its cost effectiveness 
has increased, and the number of passengers was up in 2001. 

However, this situation does not seem to be tenable for long. 
BKV’s is about to dry up its reserves. In absence of supplementary 
resources, the company is facing financial or technical collapse. 

In other words, the attempts to solve the company’s problems 
have not produced long-term solutions. The biggest of all accom-
plishments is that attempts have been made. There are two reasons 
for this. First, the owner’s representatives and the company’s man-
agement have analyzed in detail the causes of the problems, and 
weighed the short- and long-term consequences. This was a serious 
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learning process, which has elicited new approaches and methods, 
and has also altered the old structures and routines. Second, limited 
as they are, the experiments have still produced certain results. It 
has become clear that the changes implemented to date cannot be 
expected to produce a breakthrough. If the owner and the company 
want to find long-term solutions to BKV’s chronic problems, they will 
have to take steps that are more radical. 

The documents drafted by the Municipality and the intentions of 
the company make us conclude that the sides are interested in 
maintaining and improving the (qualitative and quantitative) stan-
dards of the capital city’s public transport system. Accordingly, 
based on the “magic triangle” described in Chapter “Stock Corpora-
tion – In Hybrid Markets”, they appear to have several options.48 

The first scenario would include the introduction of a fare sys-
tem to cover the company’s justified costs. This could be imple-
mented either through a “big leap,” or over a period of a few years, 
according to a strict schedule.49 Once the relatively low current fares 
are increased, the revenues (which include fare-compensation, too) 
should be enough to cover the company’s operational and capital 
expenditures. However, while this method is fairly common in the 
public services sector, it remains only a theoretical possibility in the 
field of public transport. The political obstacles may perhaps be re-
moved by extending discounts to a broader circle of people (al-
though this will no doubt boost the volume of fare-compensation), 
but two economic obstacles are bound to remain. 

First, BKV holds a monopoly position, hence the limits of com-
parison and information asymmetry make difficult to define “justified 
costs” and “necessary investment” in any given moment. Non-
market price bargaining would survive. Second, but more important 
is that as a result of radical fare hikes and due to the substitutability 
of the service and its relatively high price flexibility, even those citi-
zens would be inclined to switch to using their cars who would oth-
erwise be able to pay for the full fares. As a result, BKV’s fares 
revenues would drop, while the proportion of its subsidized custom-

                                      
48

 The scenarios that follow reflect the private opinion of the author. She has not consulted with 
either the owner or the company on these options. 

49
 A fare system reform, adjusting the fares to the quality and quantity of the actual services 

could be carried out under this schedule, or separately from it. This reform should specify differ-
ent fares on a regional basis, and should introduce special fares for the express and the 
“branded” services. We should keep in mind that the investment costs (e.g., the Metro gates) 
are enormous. 



 32 

 

ers would increase. Since a significant part of the expenditures are 
permanent, sooner or later, either BKV itself would have to be sub-
sidized again, or the company’s performance would have to be re-
duced.  

The second scenario is also based on a fare increase. How-
ever, since it aims to institutionally separate investment from opera-
tion, this scenario would earmark the fare revenues for covering cur-
rent expenses (including regular maintenance50), and would leave 
infrastructure development and vehicle replacement (including an-
nual depreciation) to the Municipal Government and/or to the state 
to finance. This scenario (similarly to the case of the highways) ad-
mits that the costs of major investments cannot be shifted on to the 
consumers: prices can only cover the operational costs, taken in a 
broader sense. (Fares calculated this way would be significantly 
lower as if they ought to cover investments as well, thus they would 
be competitive with individual transport.51 Under this scenario, it is 
likewise difficult to define the “rational” level of costs and invest-
ments, to manage and finance externally a part of the depreciation 
separately, and to define the respective tasks for the Municipal Gov-
ernment and the state. 

The third scenario proposes to relinquish the principle of low 
subsidies concerning both investments and operations. It would 
amount to a significant departure from the current practice if BKV 
received normative, long-term operational subsidies tied to well de-
fined performance indices, as it was proposed by the alternative fi-
nancing program. (Here the central budget might also participate as 
co-financier.) For the owner, the deficiency of this scenario is that it 
limits the pressure for efficiency. For the company, it fails to provide 
long-term guarantees for the established conditions: political 
changes may override them at any moment. 

Finally, the fourth scenario would break through the boundaries 
of the “magic triangle” by separating the roles of the customer, the 
regulator and the investor from each other. This could ease the con-
fusion caused by the conflicting roles of the Municipality. It proposes 
to give a greater role to private capital in public transport in order to 
reduce the burdens on the community, and to boost efficiency. This 
would require the gradual and thorough reconsideration and restruc-
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 During the planned economy era, this was known as “dynamic maintenance.” 

51
 Competitiveness depends on several other conditions, e.g. on the expenses of car mainte-

nance, on the tariffs and physical difficulties of parking, and on the quality of public transport. 
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turing of BKV’s current operations and characteristics (publicly 
owned, monopoly, servicing responsibilities), and the reshaping of 
the whole financing system. 

There are two basic ways to eliminate public ownership: either 
the operation or the company must be privatized. In both cases, it is 
indispensable to create competition – that is to facilitate entering the 
market for a series of service providers. 

In view of the latter condition, it would be questionable to sell a 
minority or majority stake of BKV to new owners. Should the Munici-
pal Government’s monopoly be replaced by a monopolistic entity 
under mixed ownership, the consumer’s freedom of choice would 
clearly not increase. Furthermore, this scenario would preserve bar-
gaining as the main method of revenue and resource acquisition be-
tween the company and the part owner regulatory authority. It would 
not eliminate the conflict of roles on the level of the local govern-
ment. The company might acquire additional capital from the new 
shareholders, and its bargaining position might also be boosted by 
the appearance of a strong private investor or a number of small in-
vestors (i.e., district or suburban local governments). However, the 
company’s structural characteristics – and thereby its future pros-
pects – would remain unchanged. 

The privatization of BKV’s can produce the expected results 
through the dissolution of the company. One way of this could be the 
establishment of several smaller companies or making the present 
divisions independent, but in either case with the infrastructure also 
divided up.52 It is clear that the different activities would present dif-
ferent problems to tackle with: it is fairly easy to privatize the bus 
lines and rather difficult to sell the more capital intensive tram ser-
vices. The other way could be to keep infrastructure, and to guaran-
tee free access (as is the case with the landline telephones). This 
means the privatization of operation, that is the expansion of the 
system of subcontractors. All the services may be provided by pri-
vate ventures, and the present BKV could become the operator of 
the infrastructure kept in municipal (or partly in state) ownership, fi-
nancing maintenance from rental (concession) revenues. 

The restructuring of public transport, the preservation of a cer-
tain level of integration within the system, the drafting of a new fare 
system, and the division of the financing of investments are difficult 
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 This would need the amendment of certain laws which would take time but does not seem to 
be impossible. 
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tasks burdened with professional and political conflicts. However, 
presumably all actors agree that it is worth to begin to explore the 
possibilities, discuss their pros and cons at public professional de-
bates, and define the required conditions and frameworks as soon 
as possible – at least while the trams are still running. 
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Table 1 

Share of BKV in the budget of the Municipality 

HUF million 

Description 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 

Municipal budget total 54 922 65 798 74 581 92 087 115 409 137 424 191 566 217 426 239 206 260 198 

of which: operation subsidy for BKV 9 279 9 279 9 063 9 250 11 800 10 600 11 416 12 375 13 905 13 905 

b o n u s - - - - - - - 300 300 300 

investment subsidy for BKV * - - 336 1 828 5 460 1 434 1 240 2 154 2 570 4 677 

BKV total  9 279 9 279 9 399 11 078 17 260 12 034 12 656 14 829 16 775 18 882 

BKV/Municipality (%) 16,9 14,1 12,6 12,0 15,0 8,8 6,6 6,8 7,0 7,3 

Subsidy form state  - 1 000 2 000 2 000 2 300 2 000 - - - - 

* Different from actual drawing 

Source: BKV 
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Table 2 

Service performance of BKV, 1990-2000 

Year Passenger kilome-
ters 

(’000 000) 

Seat kilometers 
(’000 000) 

1990 7 448 100 26 506 304 

1991 7 065 292 26 598 724 

1992 6 440 446 26 549 578 

1993 6 406 776 26 131 273 

1994 6 667 832 24 773 716 

1995 6 604 878 23 166 043 

1996 6 235 327 21 845 086 

1997 6 058 603 21 677 829 

1998 5 918 001 21 421 740 

1999 5 963 246 21 183 486 

2000 6 089 254 20 812 498 

2000/1990 81,7% 78,5% 

Source: BKV 

Table 3 

Changes of fares and inflation  

Year Average annual 

fare hikes (%) 

Rate of inflation  

 (%) 

1991 47,1 35,0 

1992 46,3 23,0 

1993 18,9 22,5 

1994 16,0 18,8 

1995 27,5 28,2 

1996 46,7 23,6 

1997 30,9 18,3 

1998 14,9 14,3 

1999 18,7 10,0 

2000 6,0 9,8 

Source: BKV 
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Table 4 

Revenues and expenses of BKV, 1990-2000 

HUF million 

Description 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 

REVENUE FROM PUBLIC 
TRANSPORT 
of which 

15515 18341 22644 23548 25466 29387 35722 39391 44378 50191 53891 

Fares 4318 5547 6741 7231 8381 10098 13460 16804 18753 22413 25057 

Fare-compensation 2153 3214 4403 4940 5835 7485 9441 10995 12606 13550 14538 

Maintenance subsidy 324           

Earmarked state subsidy   1000 2000 2000 2300 2000     

Municipal subsidy + bonus 8720 9580 10500 9377 9250 9504 10794 11567 12995 14204 14200 

Suburban subsidy       27 25 24 24 96 

OTHER REVENUES 1250 1186 630 846 1411 2193 1905 2241 2065 2031 3321 

FINANCIAL REVENUES    10 56 13 82 32 34 11 263 

SPECIAL REVENUES  160 190 457 975 318 310 2948 1877 1483 4138 

GROSS REVENUE 16765 19687 23464 24861 27908 31911 38019 44612 48354 53716 61613 

VAT  159          

NET REVENUE 16765 19528 23464 24861 27908 31911 38019 44612 48354 53716 61613 

MATERIAL TYPE EXPENSES 
of which 

5013 7949 9797 10078 11265 12466 13029 15736 16303 18848 21115 

Material expenses 2339 2903 3637 4312 4922 5651 5607 5214 4956 5706 6166 

Material type services  1331 2074 1828 2316 1757 1318 2483 3178 3990 4245 

Energy costs 2674 3615 3944 3869 3909 5019 5998 7372 8111 9124 10679 

Purchase value of goods sold  100 142 69 118 39 106 667 58 28 25 

Wages 4498 6024 7241 8170 9926 11403 13015 13686 15370 17397 18763 

Personal type services  366 711 701 775 800 1108 1655 1763 1965 2208 

Public charges (health contribution) 1939 2595 3254 3662 4447 5114 5662 5997 6688 6669 7193 

PERSONAL EXPENSES 6437 8985 11206 12533 15148 17317 19785 21338 23821 26031 28164 

DEPRECIATION 1946 2153 3715 3717 4381 5405 8777 9580 9868 10150 10825 
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Description 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 

OTHER EXPENSES 2105 266 406 421 536 910 1298 1401 2578 3309 3428 

OTHER ALLOCATAIONS 736 545 522 892 1149 1700 3877 2443 2009 3029 2304 

FINANCIAL ALLOCATIONA    19 17 211 588 555 1582 1934 2206 

EXTRA ALLOCATIONS   346 662 788 1691 530 2868 2289 1729 2226 

GROSS ALLOCATIONS 16237 19898 25992 28322 33284 39700 47884 53921 58450 65030 70268 

Activated own performances   2614 3203 4466 4047 3145 2450 1376 1551 1796 

NET ALLOCATIONS 16237 19898 23378 25119 28818 35653 44739 51471 57074 63479 68472 

RESULT 528 -370 86 -258 -910 -3742 -6720 -6859 -8720 -9763 -6859 

State subsidy (including fare-
compensation) (%) 

12,8 16,3 23,0 27,9 28,1 30,7 30,1 24,6 26,1 25,2 23,6 

Municipal operation subsidy (%) 53,9 48,7 44,7 37,7 33,1 29,8 28,4 25,9 26,9 26,4 23,0 

Source: BKV 

Table 5 

Investments, 1995-2000 

HUF million 

 1995 1996 1997 1998 1999 2000 

Loans + State Environment Subsidy  1 033 1 158 946 3 208 5 082 

Municipal investment/earmarked subsidy 5 887 726 1 205 2 184 2 746 4 233 

Own investment 2 407 3 181 4 433 6 645 1 721 4 810 

Value adding refurbishment 2 771 2 525 2 525 3 293 3 900  

Total 11 065 7 465 9 321 13 068 11 575 14 125 

Municipal share in investment (%) 53,2 9,7 12,9 16,7 23,7 30,0 

Source: BKV 

 


