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Under planned economy, large state-owned enterprises used to enjoy considerable privileges and 

protection.  Most of them were monopolies on the domestic market.  Substantial supply orders from 

other  Comecon  countries  were  granted.  The  competition  of  imported  goods  was  negligible. 

Investments were financed largely from the state budget or from special credit funds. Losses were 

balanced  by  subventions.  These  enterprises  had  to  keep  negotiating  with  the  government  for 

allocations  and  benefits,  but  their  bargaining  position  was  grounded  in  their  central  role  in 

production,  exports  and  employment,  and  supported  by close  relations  with  the  administrative 

bodies of the governing party1.

This  privileged position was shaken in  the late  1980s.   Resources  and subventions  had 

begun to abate even before the political change and the free parliamentary elections.  The Comecon 

markets became uncertain, prices and import were liberalized. Thus the weakening of the   political 

system resulted in the shaken position of formerly privileged firms2. The threat of a crisis elicited a 

variety of responses:  some enterprises adopted a strategy of wait-and-see, while others tried to 

involve foreign investment.  As a response to the crises realized, the third group of them changed 

their organizational structure. During 1988 and 1989, more than a hundred enterprises transformed 

themselves into one or more companies3 

This process, known in Hungary as "spontaneous privatization", from the very beginning 

was a subject to strong criticism,  coming from the current government  and from the emerging 

opposition.   Spontaneous  privatization  was  accused  of  removing  state-owned  assets  from  the 

control of the government,  of selling out goods at low price and of allowing managers to take 

owner's  positions,  thus  helping  them to  convert  their  old  political  power  into  economic  one4. 

Central  (administrative)  control  and  supervision  of  organization  and  ownership  changes  have 

gradually developed since 1990.   The privatization laws adopted in summer 1992 prescribe that 

each state-owned enterprise is to be transformed into company form. Hence,  a basic feature of 

1 Enterprise positions and behavioral patterns were studied extensively in the 1970's and 1980's.  See Szalai (1989) for 
a revealing summary of critical reviews and a broad outline of the problem.
2 This situation can be regarded as a  crisis  on both systemic  and enterprise levels,  according to widely excepted 
definitions like "crisis refers to disruptive situations characterized by urgency of decisions, large impacts and system 
restructuring" (Shrivastava 1993. p.25.). A similar definition is given by Pauchant and Douville (1992).
3 Privatization Research Institute (1991) P. 188.
4 Summary reviews of this criticism and of "spontaneous privatization" are given e.g. by Móra (1991), Tóth (1991), 
Voszka (1991).



"spontaneous privatization" has been espoused by the government itself, although in different terms 

and preconditions.

The implications of transformation and privatization of state-owned enterprises have thus 

become a crucial  question.   The present paper is one of the case studies of a research project, 

undertaken by Financial Research Ltd.,  focusing on transformation as crisis management and its 

result, namely on the effect of corporate forms on the chances for privatization to succeed. I use the 

case of Ganz Danubius Ship and Crane Works (GD) to illustrate the alternatives and motivations of 

the parties concerned, their negotiations, the changes of the positions of shareholders and managers 

and  the  role  of  direct  and  indirect  state  control.  The  sources  of  information  were  the  former 

investigations at GD, the study of enterprise documents and numerous interviews with managers 

and representatives of owners.

 1. The shaken position of the enterprise - an escape from bankruptcy

Ganz Danubius Ship and Crane Works, like most Hungarian large enterprises, was formed in the 

early 1960s by the administrative merger of five autonomous factories. The fused   organizations 

have preserved some degree of autonomy in the new organizational structure.  Their locations and 

operations continued to be separated. This merger established the domestic monopoly position of 

GD's key operations, which included production of vessels, port equipment, power plant boilers and 

containers.   GD was permanently one of the top 100 Hungarian companies,  ranking No. 40 in 

production value and 14th in export volume in 19885. Till 1987, most of the export consisted of 

rouble sales in the range of 60% of the output.  The share of dollar export was about 10%6. 

The basis of GD's bargaining position against the government was made up of its monopoly 

position,  size and Comecon orientation.   Even in the 1980s, GD could proudly claim to be "a 

manufacturer  with considerable  business  and political  traditions"  and quote that  its  "operations 

represent important macroeconomic interests" and its "products are needed by the economy"7.  The 

privileged position of GD was shown, inter alia, in central investment funds.  GD became indebted. 

In 1985-86, total debts, including medium-term and short-term loans taken to finance its swollen 

inventories and span its cash-flow problems, were more than the value of its assets. 

Financial problems were initially solved by the government which used traditional methods 

such as new loans, rescheduling of debts and other preferences.  In the meantime, GD could expect 

5 Figyelő, July 21, 1988.
6 If no special reference is made, these and the following figures are extracted by the balance sheet of GD.
7 Agreement to resolve the shortage of incentive fund at GD, August 1986. Report of the corporate party committee on 
1986 results.  March 1987.



subsidies, linked mainly to ruble export in a selection process that evaluated each firm's position 

separately.  Without these preferences, GD would have suffered ongoing losses since 1984.

Looking only at the data of enterprise reports, it is not obvious that GD arrived at a crisis in 

late 1987.  True, the volume of Comecon exports declined in 1987; however, this was balanced by 

expansion on the domestic and western markets.  The profits shown in the balance was lower than 

in the year before, however, such and worse drops were not unprecedented.  On the other hand GD 

managed to obtain the highest ever amount of budget subsidies.

What  made  management  feel  that  an  action  was  needed?   First,  the  internal  tensions 

between  the  factories  and  the  HQ  became  more  and  more  unmanageable  because  of  the 

unavailability of additional funds or other options of compensation. Second, the shaken position of 

the enterprise was itself a cause of diminishing opportunities.  Thanks to the close party and state 

connections, the managers of GD recognized at an early stage that the devaluation of the Soviet 

market amounted to the devaluation of the enterprise in the eyes of the central apparatus.  Once the 

premise of being important as a manufacturer of "essential products" was questioned, funds would 

stop flowing from an already depleting budget and bankruptcy would be inevitable. Note that this 

type of crisis hurt once privileged firms stronger than others. They had to lose the most8. Thus, as it 

is admitted also by the management, GD was actually trying to escape bankruptcy already at the 

turn of 1987 and 1988. 

The adaptive skills  of the management  were shown by the fact  that  not only traditional 

options  were  taken  into  consideration.  This  fact  indicates  the  general  statement  that  "crisis 

situation, because of its uncertainties and randomness, because of the mobility of the forces and 

forms within it, because of the multiplication of alternatives, creates favorable situations for the 

development of audacious and innovative strategies" (Morin, 1992 p.18). It is obvious, on the other 

hand that crisis involves instabilities and hazards. What were the alternatives and the risks for GD 

in this situation?

2. Reorganization, cuts, or corporatization?

In the late 1980s, decisions concerning crisis management were the responsibility of the enterprise 

council  (EC) consisting of  representatives  of GD employees  and managers.   Since 1985, most 

ownership rights (including the right to reorganize and to corporatize) were exercised by this body 

instead of the ministries.  In spring 1988 the management  presented to the EC a shocking plan 

8 The situation is a clear example for the notion of Pauchant and I. Mitroff (1992), namely, success can bring with it 
the germ of crisis.



targeting losses with a purpose to discuss the possible solutions. 

The first proposal at the EC meeting was to ask the state to cancel the debts and allocate 

even additional sources needed for restructuring.  The majority of EC knew, however, that it was 

nothing more than a nostalgia for the good old times: "Today you cannot find any party or state 

leader who would solve our problems in one single action", a respectable blue-collar member of the 

EC said9.

However,  there  was  also  a  more  up-to-date  alternative  to  the  same  solution,  called 

"reorganization by the state".  In such instances, one declares bankruptcy and then the organization 

is rebuilt by the state.  The disadvantages of this solution were serious, as pointed out by the top 

management of GD. Filing for a bankruptcy means substantial losses both in terms of finances and 

image.  Moreover, at the end of the 1980s it was not at all sure whether the state would extend a 

helping hand, witnessed by the cases of some other large organizations.

The third alternative was to split up the enterprise, to give full autonomy to the factories and 

terminate  the  corporate  HQ. The CEO disapproved of  this,    understandably,  in  line  with  his 

resistance  to  previous  attempts  of  decentralization.  The  idea  was  nevertheless  entertained  by 

factory managers, who recalled the arguments used in earlier years.

A few months later, the idea of corporatization was presented by the HQ management as a 

compromise. The change was to be implemented in 1988, partly because GD was already unable to 

meet its tax liabilities,  and partly because the tax allowances connected to founding companies 

were to  be cancelled  in  1989,  according  to  reliable  information  obtained.   It  was  proposed to 

transform the corporate  HQ into  a  holding company,  a  majority  shareholder  of  the companies 

formed of the factories.  At the same time, efforts could be made to attract outside investors.  Two 

alternative proposals  were made for the number of future companies:  either to transform all  of 

them, or to sell one or two first and thus unburden others.10In  a  fortnight  between  drafting  this 

proposal and the next EC meeting, two consultations were held by an informal coalition of factory 

managers which had been operating for a long time. It was only than, many years after the forming 

of  the EC that  managers  realized:  it  would be impossible  to  achieve  the majority  required for 

splitting of the enterprise even if each director and factory representative voted in the same way, 

which was not sure at all. At these "coalition meetings" it became more and more clear that each 

factory had a different notion of independence. Their commitment varied with specific conditions 

such as production pattern, stability of market and amount of debts, the threats they faced and the 

personal  ambitions  of  their  managers.   Thus  the  coalition  was  disbanded  without  any  direct 

9 Records of the Enterprise Council meeting held in April 1988.
10 Presentation to the June 1988 meeting of the Enterprise Council.



intervention by the enterprise HQ.  

In this circle nobody dared to support the central proposal to sell one factory or two in order 

to ease the financial burdens of the others.  This would have indicated an explicit break.  At the 

same time it was generally understood that if the HQ was to become the majority owner of shares it 

would have the power to do this in the future. Moreover, centralized control would be maintained 

overall.

An idea  of  cross  ownership was launched by invited  experts  of  independent  consulting 

firms. Holding shares of each other would reduce the share of the HQ in the new companies. The 

proposal was supported mainly by those managers who insisted on becoming independent.  One of 

them  said:  "We  might  be  forced  to  sell  anyway.   Still,  the  decision  should  be  made  by  us 

collectively and we should not wait like sheep to be driven to the slaughterhouse."  As it often 

happens,  however,  the beautiful  idea of freedom was accompanied  by poverty.   If  the holding 

company was not a majority owner, the factories could not assign their debts to it.  On the other 

hand,  the  parties  concerned  were  unable  to  reach  an  agreement  about  allocating  the  liabilities 

between themselves.  The passionate discussions ended up in a sad diagnosis of broken unity and 

the collapse of the factory managers' coalition. Some of them predicted even "the end of the ship-

building business".

This overt disagreement between the factories made things easier  for the enterprise HQ. 

Nobody could suggest any realistic alternative of corporatization.  The next EC meeting discussed 

this alternative only and consequently the issue of selling one or two factories before the creation of 

the companies.  The option of cuts ("shrinking"- as they called it) was the most expressly supported 

by the financial director of GD. In the public, most factory managers emphasized that "everybody 

must have a chance to try to survive alone"11. 

At this point the CEO did nothing to confront this multifaceted resistance was because he 

wanted  to  complete  the  transformation  process  as  quickly  as  possible.  Besides,  there  were  no 

serious buyers for the factories yet.  So he left the controversial issues pending for the time being 

and announced as an encouragement that the liabilities would be assumed by the HQ.  He also 

instructed the factories to carry out feasibility studies in order to evaluate the terms and conditions 

of autonomous operations and find new owners12. 

The  factory managers  contacted  in  the  first  place  their  suppliers,  customers,  banks  and 

insurance  companies.   The  shares  of  the  companies  were  acquired  by parties  (almost  without 

exception state owned organizations) who hoped in this way to ensure ongoing business relations. 

11 Records of the EC meeting held in June 1988
12 According to the then effective legislation, at least six owners were required to form a company.



The  fact  that  the  investments  were  limited  to  a  few  million  forint  (equal  to  20-30  thousand 

dollars_), can be attributed to the unavailability of cash and to the amount of equity in case of small 

partners.   The symbolic  amount  of subscriptions adds to the impression that  the acquisition of 

shares was a gesture of solidarity rather than a business transaction.   

Following the decision of the enterprise council,  Ganz Danubius was divided into seven 

share companies as from January 1. 1989.  The HQ which employed of a staff of nearly 700 people 

was  transformed  into  small  limited  liability  companies,  organized  on  the  basis  of  the  former 

departments (e.g. trade and marketing,  accounting,  social  services).  One part of it  continued to 

operate as a state-owned enterprise employing 50 persons.  This holding (also controlled by the 

EC13) owned 89 to 99 per cent of the shares of the seven shipyard companies. This means that the 

companies were not removed from the scope of state ownership.

Most assets of the companies consisted of buildings and equipment appeared by the holding. 

The  asset  value  was  defined  according  to  book  values  which  meant  undervaluation  of  most 

companies, especially with respect to real estate.  For instance the book value of land was zero, 

although an island in the capital city (Óbuda) or a site on a lake (Balaton) should be very valuable. 

These locations were generally regarded as potential gold reserves which could be sold to cover 

current losses or avoid insolvency. Undervaluation was in the mutual interest of the parties who 

wanted to  mitigate  the liability  to pay dividends  or  to  facilitate  future equity sales.   The  debt 

portfolio was allocated according to prior agreement.  Two-thirds of investment-related loans were 

assumed by the holding while the companies were liable for smaller sums which could be financed 

from the expenses.

To sum up, transformation was based on a compromise between the managers from the 

enterprise  headquarter  and the factories.  The HQ wanted to preserve the framework of a large 

organization and a long-term viability. The disintegration into a group of companies meant giving 

up  the  large  enterprise  organization  formally,  while  maintaining  dominant  ownership.  The 

arrangement was due to the ambiguity of the contents of the new organizational structure. Neither 

party could know exactly what the position of the holding against the companies was going to be 

and how long it could maintain its dominance of ownership.  For the factories setting out from the 

values of autonomy and survival, this offered a sensible basis for an agreement.  They expected that 

the holding would be less influential  than the enterprise HQ and that in time it would even be 

forced to reduce its  share,  thus increasing the autonomy of the companies.  On the other hand, 

assigning debts to the holding created for them an additional chance to avoid bankruptcy. 

13 Note that although it is called a holding at Ganz Danubius and also in this review, it is actually a state owned 
enterprise and not the organization known by this name in market economies. 



3. The aftermath of transformation

The first year following the establishment of the shipyard companies was considered successful. 

After the loss of over 500 million in 1988, a profit of HUF 350 M (10% profit to equity ratio) was 

recorded in 1989, while budget subsidies dropped to one-tenth. Crisis management seemed to be 

successful at the first glance.

A number of unique circumstances contributed to the generation of this profit.  First,  the 

balance data were improved by the mere fact of transforming into companies. The new companies 

got rid of some of their debts and were relieved from their liability of interest payment.  Second, the 

loss of Comecon export subsidy was partly set off by the new ruble exchange rate and the tax 

benefits available to firms incorporated in 1988.  Third, it was widely admitted that factories had 

delayed shipments before creating companies in order to add the revenues of those sales to the 

profits of the new organizations.  (Naturally, this was a source of huge losses in 1989.)  Finally, 

several  companies  generated  profit  not  by production  but  by  divesting  equipment  and smaller 

properties.

Thus increasing business efficiency was a minor part of the dramatic improvement of the 

financial  performance  of  GD  companies  achieved  in  the  first  year.  Soon,  however,  serious 

problems surfaced at most companies. Four of them recorded losses in 1990. In 1991, all of the 

seven manufacturers were losing and the total amount of losses was more than HUF 800 M. By 

summer 1992, four GD companies were bankrupt or liquidated. In autumn 1990, the holding was 

put under direct administrative control. (This action means that the enterprise council is terminated 

and the State Property Agency becomes the owner of the organization.  The SPA is a government 

authority  established  in  the  meantime  for  the  management  of  state  owned  assets  and  the 

privatization process.) The assets of the holding were partially drawn away by the state.

What was the reason of such a dramatic failure? One could say that transformation did not 

actually address the old problems and thus failed to satisfy the demands which brought it  into 

existence. Crisis management concerned only the surface, the organizational form. In scarcity of 

changes  of  structures  and  attitudes,  it  proved  to  be  insufficient  to  overcome  the  underlying 

problems. 

The first group of problems concerned the shrinking of market. The decline of orders from 

Comecon  countries  was  stabilizing  and  accelerating.   This  loss  was  felt  by  most  Hungarian 

manufacturers and had hardly anything to do with the performance of the shipyards.  By the end of 

1991, ruble export dropped below a fifth of its volume of two years before.  At the same time, 



domestic  market  was  also  declining.   The  demand  was  narrowed  by  the  fall  of  BNP  which 

continued for several years, the restrictive monetary policy and cuts of state orders.  Manufacturers 

of investment goods were the most heavily inflicted.  Finally, a note must be made of the declining 

deals between the shipyards themselves. This was a consequence of the drop of third party orders 

and the growing costs of mutual supplies (elimination of the previous system of free services and 

internal clearing of costs).

In this situation each shipyard tried to increase its dollar export, with considerable success. 

Export sales increased two and a half times in 1990 and went back only slightly in the next year, 

still representing a share of nearly two-thirds of total output. This was not a profitable operation, 

however,  because  the  Comecon export  which  carried  the  burden of  overhead before vanished. 

Operations like subcontracting and production of smaller parts and components for the developed 

markets could be considered. On the other hand, competition was growing as many domestic (and 

Central-East  European)  manufacturers  have  chosen  this  strategy.  International  customers  took 

advantage of their superior potential and the critical position of the Hungarian firms to dictate low 

prices and otherwise tough terms. The result was that the first two bankrupt companies (Vác and 

Tiszafüred14) were the ones that had managed to achieve the highest growth in dollar export.

The second group of problems concerns finances. Some companies were heavily burdened 

by the debts left with the factories. The lack of current assets, on the other hand represented a more 

general  problem  felt  by  every  shipyard.   In  the  process  of  establishing  the  companies,  the 

headquarter made only a part of the necessary current assets available to the new units. Another 

part was leased to them and they were supposed to repay it. Thus all of the companies had to raise 

loans.  Along with inflation, interest rates surged in 1990 to 30-35 per cents.  Repayment problems 

were further aggravated by the fact that the companies were formed without any cash or inflow of 

additional funds.  

The third group of problems was related to the former large enterprise  structure.   First, 

owing to the division of work in the old large organization,  the production pattern of the new 

companies was undiversified.  Second, even though the autonomy of the factories had been steadily 

increased already within the framework of the former enterprise, a full autonomy came as a surprise 

to many of them. As the former CEO put it, "a foreman will never make a businessman".  Factory 

management  was  more  or  less  inexperienced  for  instance  in  marketing,  drafting  proposals  or 

making quotations.  A director of a company in the countryside said: "We were thrown in the street 

like helpless babies". 

14 For the identification of the companies I will use the name of the town, where they are located (Vác, Tiszafüred, 
Balatonfüred) or for the four units in the capital some specific features (Óbuda - an island on the Danube -, Budapest  
Shipyard Company, Budapest Crane Company and Budapest Machine Works).



In  conclusion,  the  mounting  problems  of  new companies  were  generated  partly  by  the 

overall economic situation and the actual economic policy and partly by the features of the former 

large organization.   Even though these problems were somewhat  alleviated in the first year  by 

decentralization into a group of companies,  from a distance of a few years  it  is  clear  that  the 

conditions of company creation have even worsened the situation in some respects.  Let us now 

review the implications of the corporatization in terms of changing position of the actors and their 

freedom of  action  in  overcoming  the  difficulties.   Both  the  owners  and the  managers  tried  to 

manage the crisis.

4. Strategies of owners: Debt-equity swap and renationalization

The holding company as the majority owner of the companies had definite ideas about how to 

overcome problems.  In 1989 and 1990, i.e. until the replacement of the CEO, the holding focused 

on solving the problems of liquidity and debts.

With respect to debt management, neither additional external funds nor dividends from the 

companies could be reasonably expected.  Debt to equity swap seemed to be the only alternative. 

The deal was actually made with the key lender, State Development Institute (SDI) and with other 

leading state owned commercial banks.

The  banks  accepted  the  swap  partly  under  the  joint  pressure  of  the  enterprise  and  the 

government. In return, the banks received several preferences (such as additional funds or approved 

overriding of banking regulations).  On the other hand, they were also cornered financially and they 

had to run for their money.  As shareholders, they could control the activities of the companies 

more directly. Moreover, they specified guarantees of dividend payment. In principle, securities are 

easier to mobilize than doubtful receivables.  However, banks were aware that the dividends of 

commercial capital were much less than the profit of banking and that the opportunity of selling the 

shares was limited in an underdeveloped stock market. 

After swap, the shares were transferred from the holding company to big banks which were 

owned by the state. Thus the companies remained in state property, although in an indirect form. In 

1989 the holding company lost its majority ownership in four companies and its share fell below 

75% in the other three. From the point of view of the companies, this meant a chance to get rid of 

the risk of resuming the old centralized management  methods.  The waiving of majority rights, 

however, was neither unambiguous nor definite. SDI made an agreement to vote according to the 

suggestion of the GD even if the bank had a majority share.  SDI was largely ignorant of any 



professional issues such as ship building or marketing strategy. 

The second main element of the strategy of the holding consisted of the sale of one of the 

companies.  This firm was located on one of the most valuable properties of the capital, on Óbuda 

island. "Don't grow maize on a deposit of gold", said the CEO of the holding.  An international 

tender  was  invited  but  each  bid  was incomplete  and the  bidding  process  had  to  be  cancelled. 

Thereafter  the  management  of  Ganz  Danubius  carried  bilateral  discussions  with  a  Danish 

investment  trust  contemplating  to  remove  traditional  ship-building  and  implement  tourist 

establishments on the island.

According  to  the  effective  legislation,  the  draft  agreement  was  submitted  to  the  State 

Property Agency in August 1990.  The SPA agreed that the area should not be used for industrial 

purposes and an international investor should be involved.  Nevertheless, the holding was taken 

under direct state control and the CEO was removed in a spectacular way, one month before the 

termination of his contract.

The documents justifying the replacement, if there are any, are not available.  However, the 

parties concerned have made several suggestions. The first possible reason is of political nature. 

The popular and successful CEO was seen as an "industrial baron" with close relations with the 

government and the party of the previous regime.  Thus the new government wanted to show its 

strength and to warn all enterprise managers that the state as an owner may dismiss them any time. 

The other two possible reasons were financial. An open-end bidding process was invited, but it was 

not clear that the Danish proposal was the best offer.  On the other hand, putting the holding under 

state control meant that the full sales price was to be added to the revenue of the SPA (or the state 

budget).  Without this, the GD group could have retained it.  Moreover, the sale of property and the 

appropriation of the sales price within the organization was considered as depleting the state assets 

in the official point of view, such as expressed in the report of the State Auditors of May 199115.

What GD was going to do with the money obtained from the sale of the island?  The CEO 

planned to cancel a part of the debts of other companies, to generate development funds for them, 

replenish their current assets, and to use the rest for investments outside of the company group. 

Neither of these objectives can be seen as asset depletion.  Basically, it was the form of investments 

which  was  to  be  changed.   It  is  questionable,  however,    whether  the  development  of  the 

shipbuilding companies was the best direction of profitable investment.

Another explanation of the dismissal of the CEO, also connected to the sale of the island 

was the following.  The GD holding and the SDI formed a small  limited company in order to 

15 State Audit Office:  Report on the review of the transformation of Ganz Danubius and the utilization of Óbuda 
Island, May 1991.



contribute the shares of the manufacturers. They were going to assign the holding functions to this 

new organization.  Although this step would not exactly mean a privatization either, it would have 

deprived central state organizations (SPA and the ministries) of their right to exercise direct control 

over shares and assets.  For example, such companies could not be put under administrative control.

The manager of other companies gave at least implicit  support to the sale of the Óbuda 

island.  The CEO offered openly a share in this deal to everybody.   Therefore the requests for 

support coming from the manager of the Óbuda Shipyard were turned down by his counterparts in 

remaining companies.

It is said that bottles of champagne were opened at Óbuda on the day when the CEO was 

fired. The company expected that this meant the survival of shipbuilding.  However, the newly 

appointed commissioner (a financial and banking professional experienced mainly in real estate 

deals, but, as admitted by himself, without any industrial or management experience) did not save 

shipbuilding in Óbuda.  Nor did he care about the other GD companies.  He only wanted to sell the 

island.  However, he did not score any considerable success in this either.

The calculations made for the commissioner showed that the industrial use of the island was 

not cost efficient.   Therefore the idea of the previous CEO survived to the point of continuing 

negotiations with the same Danish firm, with the consent of SPA.  A few months later, however, 

discussions were interrupted because of disagreement about the share of Hungarian suppliers in 

building the tourist estates. It is not impossible that the actual task of the commissioner was to 

refuse the Danish proposal as a whole and to break the negotiations.  At any rate, he presented a 

new idea: finding several investors instead of only one and not selling the site but set up joint 

ventures. After this proposal, the Óbuda assets were withdrawn from the ownership of GD and 

taken into a new company,  majority owned by the SPA. In 1991-92, this  "Island Management 

Company" did no more than employed foreign consultant firms for making feasibility studies and 

started discussions about infrastructure reconstruction.  Up to the end of 1992, the shipbuilding in 

Óbuda was liquidated, but the island was not sold, neither partly nor wholly.  The SPA has spent at 

least  HUF 700  M to  settle  the  mortgage  of  the  area  and  to  establish  the  island  management 

company. Moreover, the other shipbuilding companies were left without any assistance and three of 

them (Vác, Tiszafüred, Balatonfüred) went bankrupt.  The liquidation of these companies and the 

payment  of  unemployment  benefits  have  substantially  reduced  the  assets  and  increased  the 

liabilities of the state.

To sum up, in 1989-90 the holding focused on changing the ownership structure and selling 

the property.  Thus, it did not interfere much with other companies except by trying to collect their 

debts.   The  new  owners  -  the  banks  -  did  not  show  much  initiative.  Since  they  made  their 



placements in shipyards under pressure and not by trade-off, they have hardly had any idea of how 

to  perform  as  owners.  They  did  not  interfere  much  with  the  strategic  plans  or  operative 

management of the companies and they did not give much assistance to the companies facing cash-

flow problems.  Most of them planned to pass on their shares to international investors.  This was 

thwarted, because the swaps were made at nominal value.  The lower selling rate would decrease 

the profits of the banks. The only deal of this kind, completed up to summer 1992, was the sale of 

the majority shares in one company (Budapest Shipyard Co.) to another state-owned bank. In the 

case of Budapest Machine Works negotiations concerning involvement of foreign investment still 

continue. In all other GD companies the majority shares are held by banks.

Thus, the crisis management strategies adopted by the owners were frustrated partly because 

of direct  administrative  intervention by the state  and partly because of the uncertainty of their 

position.   The managers of the companies were not much more successful either,  even though 

disintegration into a set of companies lent them a great degree of autonomy owing to the weakness 

of the owners.

4. Waiting for miracle - and for new owners

At the time of corporatization, managers of the factories placed their trust in three things: miracle, 

time and international investors.  In the first years most managers assumed that the only long term 

solution to their marketing and cash flow problems was to form joint ventures.  Pending this, they 

must gain time, avoid bankruptcy and minimize losses. None of these tasks were easy to solve for a 

Hungarian manufacturer. Therefore it was not unreasonable to include miracles in the list of hopes 

for the future.

The key survival strategy of the companies can be called cut-backs or "shrinking".  One of 

the methods is to sell real estate (just like the holding tried to do) in order to cover current losses.  It 

can be stated now that those companies which did not cherish their buildings, boarding houses and 

vacant plots but sold what they could in the first years were wiser.  By 1992, the real estate market 

has been saturated and prices have declined.

Such a sale is often accompanied by leasing of offices and workshops.  Inside the fence of 

any former shipyard company there are now many different signs and name-boards. A variety of 

businesses - social insurance, banks, stores, small companies and joint ventures - are now based in 

former shipyards.  This is the only sign of life in these companies under liquidation.  Otherwise the 

visitor is caught by the feeling of decay and emptiness.  Morning coffee is made only in a few 

rooms of the central office building for 20 or 30 people working there.



This is just an other important area of cut-backs.  Hundreds of people have been laid off by 

every shipyard,  even those where production  has not  been stopped yet.   (The  total  number  of 

employees of the group fell from about 6000 in 1988 to a quarter up to mid-1992.)  The rates, 

however,  were  different,  having  been  low paradoxically  at  the  four  companies  that  are  under 

liquidation now.  At these firms the staff was kept for long months after stoppage.  Employees 

received 80% of their salaries and were waiting at home to return to work.  In three of these four 

cases it  is clear that the union or the workers council formed in the meantime exercised strong 

pressure  on  the  management  to  minimize  dismissals.   Owing  to  struggle  between  internal 

managerial  groups,  or  (in  Óbuda)  united  action  against  the  holding,  the  management  of  these 

companies were strongly dependent on the support of the staff. It is quite typical, however, that is 

previous managers keep their posts in the new companies (and they usually do), they are powerless 

in  this  respect.   It  is  understandable  in  the  light  of  the  long  time  which  they  spent  with  the 

company,  the  intensity  of  interpersonal  relations,  and  the  survival  of  the  old  values.   The 

unwillingness to reduce the staff is not only traditional  but it  is rational  as well.  If people are 

dismissed, it will be impossible to perform an eventual big supply order. Of course such orders now 

belong to the category of miracles. 

An additional method for avoiding bankruptcy is the reduction of cooperation with other 

firms.   Jobs  that  used  to  be  commissioned  to  other  shipyards  or  third  parties  were  in  most 

companies brought back to inside the fence even if this was less profitable than cooperation.  The 

companies wanted to give work to the people - at any cost.

After  cuts,  the  second  survival  strategy  of  all  companies  was  to  launch  internal 

reorganization and cost reduction.  It is striking that shipyards, having  enjoying fairly high degrees 

of  autonomy for  a  long  time,  did  not  think  earlier  about  business  management  in  the  proper 

meaning of the term such as costs, balancing of income and expenses, or methods of combining 

resources.  After several years of crisis behind them, managers now admit: "For the first time we 

are appreciating the importance of cash-flow and its interaction with, say, inventory management". 

Changes  have  started.   The  most  blatant  manifestations  of  waste  have  been  trimmed.  Some 

companies reshaped their internal organization.  Each party concerned admits, however, that no 

profound changes have been made.

The third survival strategy is to find new markets.  Many of the companies recognized from 

the beginning  that  the available  orders -  requiring less  qualified  skills  than before -  would be 

sufficient just for survival. Only a few companies show strategic changes in terms of production 

structure. For example, the Budapest Shipyard Company manufactures seagoing vessels although 

this operation was divested in the early 1970s as it was losing.  It is losing at present as well. 



Finally, the last survival strategy is to address the public opinion.  This strategy was adopted 

mainly in Óbuda.  Before the decision, the Hungarian media had overflowed with articles about the 

sale of the island.  Workers were striking against using this site for tourism claiming that welders 

and hardnecks won't  make good waiters.  This  publicity  in  the media  was probably one of  the 

reasons of dismissing the CEO who wanted to sell the island.  As it turned out, jobs were not saved. 

The time horizon of survival was calculated by the managers as ending with the foundation 

of joint ventures. Foreign investors were supposed to contribute not only additional funds but also 

markets.   Therefore  mainly  the  customers  were  contacted.  It  is  still  a  typical  problem for  the 

companies, that a shareholder, who is also a customer at the same time, can drain substantial profits 

from the firm through transfer pricing. This is against the interests of minority shareholders, as the 

discussions about the selling of Budapest Machine Works show. 

Why did all GD companies - with the exception of the above mentioned firm - failed to 

attract foreign investors?   The reasons were manifold:  depression on shipbuilding market poor 

equipment and technology of the firms, uncertainty of their production patterns, or (in Óbuda) the 

direct state intervention. Moreover, potential buyers often turned out to be short of the necessary 

funds or coverage to buy the companies.  It also happened that the shareholding banks did not want 

to part with their shares because they wanted to get more money for it or had other plans for the 

company. The managers carrying the negotiations on behalf of the vendors often did a poor job, 

such as having confidence in a candidate for too long time, failing to ask for business references or 

offering option of several months for fund raising.  The manager of a company actually admitted 

that a possible creation of a joint venture was deliberately prevented by the management.  "It is 

quite simple. You just tell the truth.  As soon as the buyers are informed about the burdens we carry 

and the uncertainties of our financial situation, he leaves.  This is partly a kind of self-defense.  I 

have to show my cards because if the company is sold and the real situation is discovered, I will be 

the first to be fired."

This  point  of  view is  already a departure  from the initial  objectives.  Most of  company 

managers have in the meanwhile recognized several truths.  One of these is that funds and markets 

can be provided by the old owners, not only by new ones.  Thus they began to lobby for state 

contracts.  Since the shipyards manufacture investment goods such as ships, containers or boilers to 

firms in lasting state ownership, the solvency of the buyer depends largely on whether the state 

opens  its  purse.  The  products  themselves  are  in  demand.  For  instance,  the  Waterways 

Administration would order ships and other equipment in the value of two billion Forint - if the 

central budget financed it.  For the time being it is not financed. The company managers believe, 

however,  and  not  unreasonably,  that  financial  restrictions  would  be  relieved  before  the 



parliamentary elections scheduled for 1994 and the volume of state orders would start growing 

from 1993.

Managers can lobby not only at the "end owner", that is, the government agencies, but at the 

shareholding banks as well.   A letter  sent by the Budapest Shipyard Company to the majority 

owner asking money to prevent bankruptcy presented very similar arguments to those used by the 

former large enterprise in its contacts with the state (e.g. that Hungary needs shipbuilding, or that it 

is very important to save the only ship-building company and the working place for hundreds of 

employees). This reasoning did not appeal to the shareholding bank. Nevertheless, when another 

bank acquired finally the majority of the shares, it used similar arguments to explain the decision.

The other truth recognized by the managers is that the state or institutional shareholders (the 

holding and banks) are rather week owners. In the past years, the decision making scope of the 

managers has grown bigger compared both to the former enterprise framework and to what they 

could have had with a tough private owner.  Thus they want to avoid such an owner and they think 

about employee buy-out or management buy-out.  They would consider forming joint ventures only 

thereafter, from a holding position, and even then by selling only minority shares.

To sum up, strategies adopted by managers in the present situation can be considered to be 

quite rational, even though they might not prove to be successful on the long run.  The processes of 

changing  the  production  pattern  and  reducing  costs  are  slow  and  indeterminate.  The  real 

achievements, such as an entry in the western markets, require enormous sacrifices.  Companies 

where the efforts  of internal  rationalization are faster  and harder have also better  chances  of a 

lasting  survival.  It  would  be  irresponsible  to  say,  however,  that  internal  rationalization  is  a 

sufficient or even the most important factor of survival.

6. Chances and hopes

Ganz Danubius, the once privileged large enterprise chose corporatization as a main line of crisis 

management. This step can be regarded as an attempt to escape from bankruptcy in a situation 

when the state, which created and supported such large organizations, was shaken politically and 

economically.  This step was an escape from the state as well.  In 1988-89 it could be reasonably 

expected that the government intervention in the operations of state-owned firms would be reduced, 

especially if  they transformed themselves into a group of companies and thus acquired distinct 

(although not private) owners.  The holding company was entitled, for instance, to buy and sell 

business units by right of a shareholder.  Thus the decentralization of ownership rights which went 

on for 20 years of economic reforms was deepened by this step.  At the same time decentralization 



concerned not only the former enterprise center but also the former factories as their autonomy 

increased after corporatization. 

Transformation  and  the  decentralization  of  decision  making  powers,  however,  did  not 

present a solution to the basic problems of marketing and cash-flow, partly because of the lack of 

experience of company managers and staff.  The crisis management strategy of the holding could 

have  offered  at  least  one  more  chance  to  most  firms.  The  wave of  bankruptcies  was  directly 

triggered  by  the  administrative  intervention  of  the  new  government.  The  consequent 

renationalization was enough to centralize the rights of control and block the implementation of 

further  company  plans.  Just  like  in  times  of  planned  economy,  the  growing  enforcement  of 

bureaucratic  control  has  once  again  proven  to  be  unable  to  develop  any reasonable  model  of 

business  management.   It  has  also  failed  to  achieve  its  immediately  declared  objectives  of 

preserving state assets and of increasing the revenue of budget by selling real estates or shares.

This form of "spontaneous privatization" was not privatization in the strict  sense of the 

word:  it  did  not  transfer  state  assets  to  private  owners.  It  was  instead  decentralization  of  the 

organizational structure and of controlling rights.  Ganz Danubius as a large enterprise ceased to 

exist when it was fragmented into a set of companies.  After corporatization, even the integration 

based on majority ownership fell into pieces soon.  The assets and staff of the companies formed 

from  GD  were  eroded  and  four  years  after  transformation  they  are  threatened  by  physical 

liquidation.  In these companies the hopes are limited to selling the key production line as one 

integrated unit and thus preserving a part of the traditional profile.  Some of the companies may 

have a chance to survive in case of foreign investment or an employee buy-out.

Consequently, disintegration into a group of companies   may lead to privatization in spite 

of the detour of renationalization.  It is a hard way, however, leading through a dismissal of several 

thousand employees, destroying traditional operations, cutting back the assets and selling cheap 

some other parts.  This seems to be a high price from the point of view of the economy as a whole 

and the organizations concerned.
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