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One of the most significant changes in Hungarian economy's last three years was 
the rapid growth in number of market actors. The new units were established 
mainly in company form. It means that new owners appeared on the scene. Who 
are these new owners? What were their motivations to create companies? Does 
this process indicate the privatization of state assets? By trying to answer these 
questions on the basis of an empirical research the analysis will focus on the 
industrial sector and within that the big state enterprises.*  
 
 
1. Main lines of the transformations l988-l990 
 
Before analyzing the reasons and the results of the company structure’s 
transformation, let us sum up briefly, what is the extent, what are the main 
sources and forms of expansion of the company form. 
 
The number of economic units grew from ten thousand to nearly three thousand 
between l988 and l990.2  The rate of growth was 50 in 1989 and more than 90 in 
l990 (Table 1). The driving force of this rapid expansion was the company form, 
first of all the limited liability company (ltd), while the number of traditional 
enterprises and cooperatives remained practically unchanged. According to 
branches, the change is most spectacular in trade, transport and industry.  
 
This process has significantly changed the size structure of economic units. The 
proportion of the smallest organizations, employing 20 people or less, exceeded 
the half of all units (starting from less than 20 percent in l988). The number of 
organizations with 300 and more employees did not change and their proportion 
fall from one fourth to less than 10 percent (Table 2). Most of these big units are 
enterprises and cooperatives, while on the other hand the rapidly expanding group 
of small units in ltd-form (Table 3).  

                                                        
* The paper is based on the empirical research carried out in Pénzügykutató Rt. (Finance Research Ltd). The 
authors of case studies were Mária Csanádi, Galina Lamberger, Attila Havas, Sára Pásztor, Jánosn‚ Révész and 
Éva Voszka. The summary study was written by Voszka (Tulajdon - reform; Ownership-reform, 1991.) 
 



 
To what extension has this process mean the expansion of private sector and/or 
the privatization of state property?  At this point the terminology has to be maid 
clear. The term privatization will be used in this paper in the strict sense of the 
word: giving (away) the state property to private persons or to companies with 
majority of private ownership. The expansion of private sector may be 
independent from these transformations. Private units can emerge on their own 
basis, not using any former state assets. On the other hand, the establishment of a 
company does not necessarily mean either the expansion of private sector or 
privatization. It can be only the transformation of a state enterprise into a state 
owned company (commercialization) or transformation of a private unit into 
private company. 
 
So analyzing the basic data mentioned above we should distinguish between new 
units and changing the forms, moreover, between private and state companies and 
that of mixed ownership. Unfortunately, the registration concerning the first 
question is uncertain and the registration of the ownership structure was 
suspended in the Central Statistical Office (KSH) in l989. We can make only 
estimates about the extension of different types of changes.   
 
According to the data published by the KSH nearly the half of all economic units 
was established in l990. 90 percent of these group was founded "without any 
precedents", i.e. the have not been included previously in the record of the KSH 
in any other form, and have not indicated a legal predecessor. We suppose that 
the main part of them, at least the small staff categories is really new private 
enterprises. It means that 40 percent of economic organizations existing at the 
end of 1990 are private entrepreneurships. 
 
To interpret this figure we have to make two remarks. First, although the number 
of private firms increased rapidly and their proportion became rather high, their 
size and weight of the activities remained small. According to the official 
estimates of the KSH became rather high, their size and weight of the activities 
remained small. According to the official estimate of the KSH, the small 
enterprises (the majority of which are presumably private firms) employ 15 
persons in the average, their annual output is less then 20 million HUF, and their 
share in industry was 3 to 4 percent. The share of the whole private sector in the 
GDP - agriculture, services and the second economy as well - is usually estimated 
10-15 percent. 
 
Secondly, we have to point out the fact that most of small private companies were 
established by pooling private capitals, i.e. emerged independently from the 
privatization of state assets.  



 
There is another group of companies that represents not only the expansion of 
private sector but privatization as well, namely the joint ventures with foreign 
capital. According to the data of the KOPINT DATORG consulting firm, at the 
beginning of l990 there were l590 joint ventures in Hungary. The invested foreign 
capital was about 30 billion HUF. According to the Registration Court recent 
announcement nearly 4000 joint ventures were founded in 1990 with more than 
70 billion HUF initial capital. The foreign investment is about one third of this 
sum. The total amount, 50 billion HUF is 2.5  percent of the state property 
estimated to 2000 billion HUF, is the lower limit of the extent of privatization. 
The upper limit is determined by the property of 115 billion HUF of the 
companies operating in the form of partnership that would mean 6 percent share.  
 
The problem is that there are a lot of companies which are entirely or in majority 
state owned. We have to take into account that beside the establishment of new 
private enterprises and joint ventures with foreign capital there is a third main line 
of founding firms, namely, the disintegration of state-owned enterprises into 
several partnerships. The method of this type of transformation has been usually 
that factories, plants, moreover, central divisions (trade, computing technique, 
product design) belonging to large enterprises were transformed into independent 
joint stock companies or ltd-s. Most of their shares remained in the hands of the 
remaining state enterprise, built on the basis of the former enterprise centre. The 
new owners, if any of them have appeared, were state owned banks, business 
partners of the given enterprise - state firms again. 
 
This process of transformations will be discussed later in details. Here we have to 
point out that the establishment of a rather significant part of companies did not 
mean either the expansion of the private sector or that of the privatization. 
Nevertheless, it was even this type of changes which (together with foreign 
investment) was called in Hungary spontaneous privatization.  
 
There are no reliable statistical data on the extent of these transformations. 
According to the data of the Ministry of Industry and Trade, 40% of state owned 
enterprises  in industry  trade and building were involved in founding companies 
with 10 percent of their assets, about 82 billion forint altogether. 
It seems certain therefore that only a relatively small part of state property was 
organized into companies, although the process affected nearly the half of state 
enterprises. According to our estimate, the number of companies, in which a state 
owned enterprise is a (partial) owner, is between 3,500 and 6,000.  
 



A significant part of this group is joint venture with foreign investment, but the 
rest does not represent privatization: the new owners are state organizations as 
well.  
 
To sum up, it is the rapidly spreading company form in Hungarian economy that 
can be considered as a driving force of changing the organizational structure. This 
type of changes result in both increasing the number of market actors and 
decentralization of the size structure. There are three main lines of founding new 
companies with various participants and different relationship to the private 
sector and privatization. About 40 percent of companies (mainly the small ones) 
are entirely private units, without significant connection to the selling of state 
assets. Roughly the fourth of companies are joint ventures with foreign capital. If 
the Hungarian partner is a state enterprise, this means privatization. The last third 
of companies is estimated to be state owned, the transformation resulting nor in 
expansion of private sector nor that of privatization. Despite of considerable 
movements registered in statistics the scope of private sector and the extent of 
privatization are both modest. The first is estimated 10 to 15 percent in GDP and 
the second at 2.5 to 4 percent of state property.  
 
In order to understand why the changes took place just in these forms and 
degrees, it is worth while analyzing the preconditions of the process. 
 
 
2. Historical preconditions - formal and informal frameworks 
 
As a specific feature of Hungary in comparison with other East European 
countries all forms of changing the property and organizational structure have had 
their precedents in the last decades.  
 
The first main line mentioned above is the establishment of private firms. Private 
activity has been allowed in Hungary as early as in the 60's, first of all in 
agriculture. Beside the legal forms of small private business there has been an 
extended second (or shadow) economy.12  In the early 80's a new impetus was 
given to  the expansion of private enterprises  by the order that permitted new 
organizational forms and connected preferences of regulation to their application. 
As a result, lots of small entrepreneurships and half-legal germs of private units 
emerged. (A considerable part of the new units, registered in l988-1990 is 
presumably the legalization or the changing of the organizational form of these 
germs. Taking into account this factor, the growth in number of companies in the 
last two-three years is less dramatic than registered in official statistics.)  What is 
even more important, thousands if not millions of the population became familiar 



with some sort of entrepreneurial attitudes, relying on their own forces versus 
expecting everything from centralized state forces.  
 
The second main line, the possibility of foreign investment has longer history as 
well. The first act in this field was passed in 1972 as a part of the reform-wave. 
The administrative control over founding joint ventures with foreign partners was 
eased and financial preferences were extended in several stages during the 80's.  
 
What is the most interesting and complex issue, it is the formal and informal 
position of state enterprises. The basic idea of Hungarian reforms beginning form 
the 60's always has been the increase of enterprise’s independence. This process 
meant, among others, the decentralization of an increasing part of property rights 
from central bureaucratic organizations to company management. It begun with 
the abolishing of compulsory plan targets, giving the right to choose the business 
partners and the informal but strong bargaining position against the party and 
governmental organizations. 
 
A spectacular step towards the decentralization of state property rights was the 
introduction the so called self-governing enterprise form in 1985. The enterprise 
councils, the employees' general assemblies and meetings of delegates were 
established at two-thirds of the economic units (but only at the half of state 
property and the staff number). These control bodies (practically dominated by 
enterprise management) were given the right, among other things of determining 
the organizational structure, the appointment of the director, as well as that of the 
decision on company's merger and de-merger, and on the establishment of joint 
ventures and partnerships with the participation of state property. 
 
Such types of transformations could be executed according to the laws made 
before 1945. In 1988 the Company Law was passed, giving new legal 
frameworks for founding corporations. This law did not provide special rules for 
transformation state enterprises into company form. This need was met by the so 
called conversion law in l989, declaring that the decision is the right of self-
governing bodies, but transformation became the subject to several conditions 
(raising of capital, entry of new, external owners) and eighty percent of the shares 
are due to the organization of state property administration as owner. The 
problem was the lack of this organization at that time. The State Property Agency 
(SPA) was set up only in February 1990. The scope of the organization meant for 
the utilization and selling of the state property, however, was restricted to the 
corporate property of units established according to the conversation law  or 
being the subject to administrative control (not applying the self-governing 
forms). It did not cover the property of other state owned enterprises in economic 
partnerships. The low about the protection of state property - passed at the same 



time-, however, prescribed for enterprises the obligation to state the intention 
related to taking property into partnerships, selling or leasing it. The SPA could 
prescribe repeated property assessment and the tendering of buyers, or could 
prohibit the contract. By that time several hundreds of deals (transformations of 
state enterprises into company form with or without private partners) were 
completed as parts of the so called spontaneous privatization. 
 
There are three characteristics to be emphasized in connection with the 
preconditions of transformation and privatization of state assets. First, by the time 
of political turnover, i.e. by the potential beginning of a mass privatization 
process most of the state property rights had already been decentralized to 
enterprise and company management. The inheritance of the former political 
system in this respect was not a strong and stable state ownership, but a dispersed 
model, where the property rights were divided among different types of 
organizations. 
 
The second characteristic is connected with this first one. In most cases, 
regulation has not determined, but followed the events, has legalized or corrected 
the process already commenced. On the one hand, this resulted in flexibility 
while, on the other hand, frequent changes have made the behavior of participants 
uncertain, and have enabled them to evade and circumvent the laws.  
 
As we shall see later, this is typical not only for the   last government of the old 
regime, but for the new one as well. There are some other features of continuity 
in legislation, governmental aims and the other participants' behavior that is the 
third characteristic of the transformation process. One of them was mentioned 
already: it was the former government making the first trial to recentralize its lost 
power over the formally state enterprises by setting up the SPA. It had prepared a 
set of lows (among others the law on small privatization and on competition) that 
were passed by the new government without significant changes. It was not given 
a great publicity, but can be documented that official proposals already in autumn 
1989 clearly suggested a radical reduction of state ownership, a wide-range 
privatization. So there was no clear breaking point concerning the concepts of a 
new ownership structure either. 
 
It is also one of the special conditions in Hungary that debates on the property 
rights allocations are not new either. As early as at the turn of the 60's and 70's 
several proposals aimed at separating the role of owners and managers by 
establishing new, but entirely state owned institutions (joint stock companies, 
holdings, pension funds). The various versions of these concepts competed with 
the self management model. The term privatization in its narrow sense (i.e. the 
transfer of state property into private ownership) appeared in the proposals of 



experts and in programs of some new opposite parties at the turn of 1988 and 
1989. In many cases it meant the continuation of the former ideas: the same 
institutional forms - but with private owners. Moreover, not only ideas but the 
real changes could be interpreted as a continuous process, state enterprises being 
reorganized into companies, then selling their shares to private proprietors. 
 
Last but not least, continuity can be observed in introduction of market elements 
in other fields of the institutional system and of regulation beginning of the late 
60's. After several fluctuations from the mid-eighties on commercial banks have 
been established, bonds and bills of exchange have appeared. In l988 the personal 
income tax was introduced, the system of turnover tax was simplified and the 
profit tax of all firms became uniform. Social insurance was (at least formally) 
separated from the central budget. Imports were gradually liberalized, and the 
rigor of price-and wage regulation eased. In the first months of 1990 a law was 
passed on the trade in securities and on setting up the stock exchange.  
 
When evaluating the process of transformations we have to take into account that 
all these steps were made before the free elections, by the old government.  
 
To sum up, among the preconditions ownership transformation several elements 
of continuity have to be considered, like continuity in the intentions of the two 
governments, in the existence of some market institutions and in entrepreneurial 
type behavioral patterns in wide groups of citizens and enterprise managers. All 
these features are due to the relatively liberal system in the last two decades and 
the economic reform process in Hungary. Nevertheless, the same factors resulted 
in the decentralization of proprietary rights from the central state organizations to 
the economic units, i.e.  in limitation of the power of state as an owner. 
 
These preconditions gave the frameworks of transformation not only at the 
beginning of acceleration (1988-1989), but as a phenomenon of continuity, after 
the free elections as well. 
 
 
3. "Spontaneous privatization" - methods and interests 
 
As it was mentioned earlier, the transformation of state enterprises into 
companies was called spontaneous privatization in Hungary. According to the 
Enterprise Law (establishing the enterprise councils), the Company Law and the 
Transformation Law, the enterprise self-governing bodies -in practice the top 
management- had the right to found companies on state assets. In many cases 
they took only a less part of the property into joint stock companies or ltd-s, 



while the traditional state enterprise continued operation with the remaining 
assets. 
 
In other several dozen cases (big) state enterprises founded companies on each of 
their factories, plants and even administrative departments one-by-one. The 
former enterprise centre took only the function of asset (stock) management. 
They called themselves holding companies; nevertheless they preserved the form 
of a traditional state owned enterprise. In the cases when the former (big) 
enterprise had a self-governing form, the enterprise council survived. It was re-
elected in the new situation from the managers and employees of the holding, not 
consisting the representatives of the factories as before. These new enterprise 
councils preserved the old functions, exercising the ownership rights. That means, 
that the holding itself had no new owners, it had no shareholders at all.  
 
 It were these "holdings" that usually held the majority shares of the new 
companies, having been founded on the basis of the factories of the former big 
enterprise. On this level of companies new owners appeared on the scene as well, 
but apart from foreign investors they were state owned organizations: banks and 
enterprises, having the right to buy stocks in their business partners' firm.  
 
According to our analysis of the balance sheet data of 57 enterprises which were 
the first representatives of this type of transformation, the group was 
inhomogeneous. Sub-branch division, size of assets, market structure, liquidity 
and profitability indicators of the companies concerned were rather different.     
Obviously, the changing environment may cause similar reactions in very many 
different organizations. The question arises, why? What are the motivations of 
state enterprises in reorganizing themselves as (a group) of companies? 
 
First of all we have to point out that in many cases of this type of transformation 
the agreement between the big enterprise management and that of the factories 
was the starting point of the transformation. It was these two groups of the 
enterprise leadership that decided on the evaluation and division of assets and 
charges, as well as on the new ownership structure. It were they (and not any 
state organization) who negotiated the prices with the potential new owners. 
Based on the common interest of the survival and improvements as well as on 
previous internal relations, in these bargains seeking a compromise and mutual 
conviction were typical. But what were these common interests? 
 
In the case of enterprises in an unstable financial situation, high indebtedness, the 
advantages of transformation are evident. If they are able to convert the credit 
into shares, making a dept-equity swap with banks or other creditors, they get a 
chance for survival. A second method for this type of enterprises is the 



concentration of financial burdens in the "holding". So if it goes bankrupt, its 
companies, having been founded without debts may survive.  
 
The other type of motivations, characteristic not only for units near to bankruptcy 
is to meet the old desire of the plants for independence. This factor became more 
important for the enterprise centers because of the increasing need of flexibility 
and market activity. The new organizational system gave the independence for 
the plants and factories, having been transformed into separated joint stock 
companies or ltd-s (i.e. independent legal entities). Yet, by maintaining the 
majority ownership of the founder, the former enterprise centre, the (big) 
company character may also be kept. Moreover, as the previous administrative 
constraint within the big firm is replaced by legitimate owner’s rights, it becomes 
more difficult to attack this unity both from inside and outside. 
 
This is another important aspect of motivations, namely the protection against 
external, governmental intervention, which may result for instance in transfer 
under state administration (the suspending of the self-governing bodies), the 
splitting up of the enterprise and privatization from above, by state 
administration's organs. The corporate form provides some protection against 
these steps. In this sense the "spontaneous" transformation of state enterprises 
into companies can be interpreted as a stage of the battle between the central 
state organizations and the enterprise management for the ownership rights. At 
the same time, the firms do not intend to cut off all relations to the state. On the 
contrary, one of the aims of transformations was to obtain preferences, tax 
allowances connected first (in 1988) to company foundation in general, later on to 
establishment of joint ventures with foreign capital. 
 
Finally, the appearance of business partners and banks among the owners of the 
new companies widen the relations, opportunities for free choice and price 
bargains. At the same time, the "concern" theory, strengthened with the owners' 
connections as well as the inter-relationship of companies and banks may result in 
the exclusivity of purchase-sales relations, elimination of competition and 
differentiated treatment regardless the efficiency.  
 
To sum up, the establishment of companies from the point of view of enterprises 
may serve the restructuring of production and organization (by eliminating the 
debts and involving new owners) and at the same time it can be the way to 
conserve all the previous structures by making purely formal changes. Similarly, 
it may serve organizational decentralization and the strengthening of 
centralization through newly created ownership relations. It may loosen the 
connection to the state administration but maintain the redistribution channels, 
extend the scope of business partners and reduce competition. In one word, the 



intention to establish companies may denote a step towards market oriented 
behavior, but it also may be an attempt of state enterprises to survive without 
considerable changes in their orientation, to preserve the favorable elements of 
the previous economic mechanism for the future. These contradictory aims and 
arguments do not differ by several types of enterprises, rather live together within 
one organization. So the application of the company form itself does not qualify 
the modernism or conservatism of enterprises' motivation, neither does it 
guarantee the market orientation of the actual changes following the 
transformation.  
 
A similar duality characterizes the interests of new owners. As a reflection to the 
efforts of the enterprise, transforming itself into companies, the most important 
aspect of partner companies purchasing shares is the long term insurance of 
purchase and sales opportunities. This motivation often goes together with the 
intention to help the enterprise under transformation to survive. Beside solidarity, 
in other cases we meet the signs of "forced ownership" For smaller units it is a 
critical issue to receive orders from large consigners. The investment into shares 
of the big companies, even if it is a symbolic sum, may be required as a 
precondition of business contracts. 
 
The motivation of increasing profits and assets by obtaining stocks has appeared 
among the Hungarian firms as well, but these aims are more typical for foreign 
investors. Their motivation does not exclude considering normative preferences 
and individual advantages, often defined in governmental agreements, as well as 
maintaining or obtaining a monopolistic position. 
 
The banks as owners have different types of motivations as well. Profit promising 
transfer of shares, maintenance of the account keeping position and change of 
debts into shares belong to the market-type motivations. The debt-equity swap 
increases the chances for the clarification of the financial institutions' balance 
sheets, as well as those for the probability of returns and mobilization of the 
frozen capital. Since these opportunities are uncertain within the given 
circumstances, the conversation involves elements as "running after our money" 
and mutual favors. Finally, the government as majority owner of the banks, 
exercising its control functions or using the traditional informal methods of 
"persuasion" and preferences, encouraged financial institutions to obtain property 
as well. It seems that the first (market) type of motives is characteristic for small 
banks, the second (semi-market) type for large commercial banks and the last one 
of the State Development Institute, though they were often  mixed within the 
same organization and transaction.  
 



The last group of organizations participating in the establishment of companies is 
that of state administration. Government representatives of various levels 
concentrated mainly on the survival of enterprises at the beginning (in1988-89). 
In the meanwhile they considered the same alternatives as the parties concerned 
i.e. cancel or re-schedule part of the debts, shrinking the organization or splitting 
it up. The transformation into company form was first considered as a 
continuation of traditional aims and methods. Conversation of debts into shares 
means the same as canceling them, was the argument of representatives of 
financial organizations. However, in the course of discussions it became clearer 
and clearer, that they could hardly find a better solution, and the corporate form 
may also be advantageous for the government. While in the short run it helps the 
enterprise to survive (Without the troubles of re-structuring), it saves central 
resources and provides a potential chance for changing the economic structure.  
 
This duality in the motivations of governmental organizations does not only mean 
the traditional conflict of branch and financial interests (ministries), but also 
reflects the problem of the state's role. To put it simply, the state as an owner is 
interested in protecting enterprises, maintaining and preserving their monopolistic 
position, while representing public interests, it should guarantee the framework of 
competition, concentrate on the increase of efficiency, even through local shocks. 
This old dilemma was only increased by the debates about state property 
privatization. However, the effort aimed at the reduction of the property was 
accompanied by the intention of centralization of owner's rights which had been 
dispersed before. This type of the state's motivation involves not only direct 
power aspects but that of increasing the budget income from the sale of state 
assets as well. 
 
In summary, the company form has spread so fast in the sphere of state 
enterprises, because all the important interests of the participants concerned 
hoped their particular interests to succeed by this process. The opposing interests 
in company foundation do not exclusively or even primarily indicate the diverse 
efforts of different participants (factory, enterprise, financial institutions, and 
branch ministries). It is more important that within one organization the 
foundation of companies seems to be suitable solution for conflicting interests. 
These can be summarized as traditional (natural, preserving structure and 
organization), as well as profit oriented efforts. The duality is typical of the 
transforming units, investors, as well as state organizations, and may not be 
connected clearly with special enterprise groups, professions or positions. The 
major advantage of the company framework is its flexibility. This is why it could 
serve as a way out and a practical method of transformation process and as a 
feature of continuity may be one of the symbols of "peaceful transition".  
 



 
4. Spontaneity and the role of the state 
 
The process called spontaneous privatization was spontaneous from the point of 
view that most enterprises did not follow direct state instructions when founding  
companies. The establishment of joint stock companies and ltd-s was generally 
initiated by the enterprises themselves, and they decided on the frameworks as 
well. 
 
The decisive role of agreements within the enterprises should not make us forget 
that governmental organizations were active participants in changes even before 
the establishment of State Property Agency. The process was not spontaneous in 
a sense that it would have been formed without any external effects.  
 
First, the government made the enterprises move that way through negative 
incentives, such as restrictive economic policy, tightening the financial sources 
and domestic market, cutting back subsidies and making the position of large 
companies uncertain. Positive encouragement, i.e. normative and individual 
preferences, connected to the transformation, also contributed to the process. (As 
we have mentioned before, at the beginning all companies received tax reduction. 
Later on this type of preferences was limited to joint ventures with foreign 
capital. The strict wage-control was abolished in case of all companies. The debt-
equity swap can be considered as a form of preferences as well.) 
 
Second, the transformation directly influenced by the government, was not 
exceptional either, especially not in the case of bankrupt enterprises. In these 
procedures it is obvious that state organizations considered the same aspects and 
alternatives as the companies did. The methods and results of implemented 
transformations are not better than the average. Buyers did not have to compete, 
assets were undervalued, and the sales price could be questionable. (Such 
examples, widely criticized in the press, are the Tungsram, Ganz Mávag, 
Minõsegi Cipõgyar.) In other cases state organs were unable to sell the assets 
(Péti Nitrogenmuvek), or blocked the contracts having been prepared by the 
enterprise (Nagykanizsai Sörgyár). In this circle of state decisions the most 
doubtful results are connected to the involvement of foreign capital, to 
transactions in which state property was really privatized, therefore the argument 
of selling out can be realistic.  
 
Third, the government apparatuses were able to interfere in the company 
foundation through several other channels. The establishment of joint ventures 
with foreign investment depended on state permission. Authorities could decide 
on the transformation of unites under direct state supervision, i. e. not belonging 



to the group of self-governing enterprises, and had the opportunity to include the 
latter under their direct sphere of authority. At the sessions of enterprise councils 
the representative of the supervisory ministry was legally present, therefore they 
received information on the enterprise' plans in time. Finally, the top management 
of the firms consulted representatives of the state administration even if they were 
not formally obliged to do so.  
 
The governmental organs remained rather passive in such cases. It happened 
many times that in enterprises under direct state supervision decided on the 
transformation mainly by their internal agreements, while units with enterprise 
councils did not act without an intermediary role of the government. This fact 
indicates that enterprise council was not the reason but rather the consequence of 
enterprise management's increased scope of rights. The law on self-governing 
forms did not create their power only strengthened it by turning their informal 
position into formal decision-making rights. In a similar way, the existence of self 
governing forms was not the reason for spontaneous privatization. The lack of the 
formal acknowledgement the enterprises' self possession would not have modified 
the transformation methods significantly, only the foundation of companies would 
have been limited to a smaller circle. At the same time, efforts made for the 
centralization of decision-making mechanisms related to the ownership structure, 
may be called in question not only the point of view of efficiency, but from that of 
the opportunity to carry it out.  
 
Such efforts occurred before the first free parliamentary elections. As mentioned 
before, it was the last communist government that set up the State Property 
Agency and passed the law on protecting the state assets. Nevertheless, it is the 
most spectacular point of changes in the intentions of the new government. The 
first and most important steps were not to work out a comprehensive privatization 
program or to identify the new owners, but to decide who the real owner (and so 
the seller) is. So the significant issue for the Antall-government seems to be the 
re-nationalization, the restoration of its own power, which had been ruined by the 
predecessors.  
 
Formal centralization of decision-making mechanisms, involving the SPA under 
the government's supervision and the extension of its sphere of authority did not 
lead to the clarification of roles. In autumn 1990 the SPA considered as the most 
important result of its activities not to have broken the speed of enterprise 
initiated transformations. As they stressed, the firms were ready to co-operate and 
often requested themselves the state assistance. 
 
This opinion may be confirmed by enterprise experience too. The major problem 
for the management of state owned enterprises is to find the relevant person at the 



SPA, find out the high level intention, and knowing these, to work out an 
appropriate system of arguments and bargaining strategy in order to realize their 
particular aims. 
 
So the intention for centralization induces the increase of government orientation 
of the firms, and the traditional reflexes to adapt themselves to state 
administration. In this situation the transformation, all elements of privatization 
(form, schedule, selection of owners and managers) may be parts of a bargain. 
The indistinct barriers of state and enterprise decisions mean not only the 
similarity of motivations and (doubtful) results but a new wave in the 
interrelationship of economy and politics. The deals are made again by offices, 
government bodies, committees and secretariats, according to their own power or 
financial aspects, while responsibility is not clear, and the actual influence of 
enterprises is strong. This new appearance of centralization trap hinders the 
realization of the state concepts in their original form, even if they exist at all as 
coherent policies. Centralization on the governmental level strengthens the 
demand and chances for good bargaining positions of firms, which, similarly to 
the mechanisms, lead to mutual dependence and exposure. 
 
 
 
5. Some conclusions  
 
First, continuity in the transition and in the transformation of the ownership 
structure can be considered as a specific feature for Hungary. Continuity is 
characteristic for the establishment of market institutions, legal frameworks, 
system of regulation and behavioral patterns of wide groups of citizens. All three 
main lines of transforming the ownership structure (founding new, private 
enterprises, joint ventures with foreign capital and establishing companies on 
state assets) have their historical precedents. Some of these processes go back to 
the late 60's, others emerged or speeded up in the mid  80's. 
 
The continuity concerns the period between l988 and autumn l990 as well. 
Despite of the political changes, it can be considered as a uniform period from the 
point of view of transformation the ownership structure. On the on hand, the 
governmental policy did not change much in this respect. The last government of 
the old regime worked out many elements of the methods, direct and indirect 
incentives and legal frameworks of transformation and privatization of the state 
property. In its first six month in power, the new government followed the same 
way, with one considerable exception: the attempt to centralize the ownership 
rights on the governmental level.  
 



In spite of these efforts, as the second characteristic, continuity can be considered 
in the lines of real changes as well. The main type of transforming the state 
enterprises, the so called spontaneous privatization was not privatization in the 
formal-legal sense of the word. Most of the new owners -apart from the foreign 
investment- remained state owned units: the former enterprise centre, other 
enterprises and banks.  
 
It is important that the foundation of companies and the modification of 
ownership structure are not necessarily connected. State assets can be sold to 
private individuals without a corporate form, and a state company can be 
transformed into company form without any private capital involved. In the last 
few years the latter case was widespread in Hungary: transformation without 
privatization.  
 
Nevertheless, one has to take into account that establishment of companies may 
also contribute to privatization. The appearance of asset evaluation and securities, 
i.e. the opportunity to divide the assets into smaller parts makes easier for the 
really new, private owners to join the company. On the other hand, the splitting 
up of the former enterprise into smaller, independent companies helps to account 
the revenues and losses more clearly. It may be an incentive for both the initial 
owners and the potential buyers to invest or disinvest in the given unit. The 
transformation into company form is really the first step on the way of 
privatization. The attempt or at least the desire to involve private owners 
(foreigners, Hungarian entrepreneurs or (in smaller units) managers and 
employees is typical for a large group of state owned companies.  
 
However, at this point the tendency may turn into its opposite. The development 
of a complicated network of corporations, i.e. the spread of the "limited liability 
company owned by another limited liability company, owned by a joint stock 
company" type may hinder the widening of privatization. The owner himself, i.e. 
the potential seller becomes uncertain again in this structure. If the interest of the 
parties concerned do not urge further steps, nobody from outside can initiate 
privatization, including the formal owner, the state itself.  
 
Although the transformation of state enterprises into company form in many cases 
was not privatization in the legal sense of the word, it can be considered as 
privatization in a special sense. Converting the traditional enterprises into 
companies means additional rights to the management of holding companies: they 
may sell and buy assets, securities, and play the role of the owner in connection 
with the management of the companies, where they are shareholders.  
 



The extension of the management rights was a typical tendency for economic 
reforms in the last decades. Up to 1990, changes in ownership structure can be 
considered as ownership reform. It was a reform in the content of 
transformations. They did not change the legal owner, did not exceed the limit of 
state ownership, but within it the exercise of proprietary rights was modified. It 
was reform in the constellation of interests: the compromise reached on the basis 
of realistic changes of a simultaneous implementation of mixed efforts of various 
participants was typical in this process as well. Finally, it was a reform in its 
methods. The concepts were still formed in expert's discussions, by positional 
fights between governmental organs. Their bureaucratic, partial interests were 
hidden behind efficiency and technical arguments, as before.  
 
Last but not least the so called spontaneous privatization was not spontaneous in 
a sense that it would have been formed without any external effects. The state 
organs influenced the process by positive and negative incentives. Moreover, 
many of them were active participants of the decisions even before the setting up 
of the State Property Agency. As the spontaneous privatization was not 
spontaneous, the centralized stage of the transformations, initiated by the new 
government, was not really centralized. There are several features referring to the 
fact that ownership rights, having been decentralized in the long process of 
reforms, can not be recentralized by purely administrative or legal means. If it is 
true, the future of the transformation of economic (and ownership) structure 
depends more on the intention of economic units and social forces, than any 
governmental programs. 
 
Budapest, May, 1991 
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