
he course of privatization
in Hungary has been nei-
ther direct nor uniform. It

has followed a multitude of by-
ways, as state assets were variously
distributed for free, sold or auc-
tioned off, sometimes for good
money and sometimes at bargain-
basement prices, with the process
occasionally marred by corruption
and scandal. Despite setbacks and
detours, today the bulk of state
property in Hungary has been pri-
vatized and private ownership pre-
vails as the institutional corner-
stone of the country’s economic
transformation.

Because the methods used to
achieve privatization in Hungary
have had a direct impact on the
outcomes, this paper analyzes the
benefits and drawbacks of  the var-
ious approaches the country has
utilized. It also outlines what re-
mains to be accomplished before
institutionalized privatization is
fully implemented.

Hungarian privatization can
boast several major achievements.
For one, the scale of property still
owned by the state has been great-
ly diminished. For another, owner-
ship of formerly state-owned com-
panies has flowed largely to gen-
uine private proprietors and strate-
gic investors rather than to institu-
tional investors, with ownership
and management decisions concen-

trated in a few hands. 
According to official statistics,

private firms accounted for nearly
80 per cent of the country’s GDP in
1997. The share of property in pri-
vate hands reached almost three-
fourths of the country’s assets, of
which domestic investors held
close to 40% and foreign investors
the balance. Statistics take all for-
eign investment as private, al-
though in several cases—mainly in
the energy and telecommunications
sectors—the new shareholders are
themselves state or municipality-
owned.) The share still held by
central and local governments fell
to 16 and 9% of the assets, respec-
tively, and other non-private insti-
tutions 2%. 

New start-up operations and
greenfield investments were a fac-
tor in these results, but Hungary’s

privatization program accounts for
the lion’s share. Of the 1,858 enter-
prises in the portfolios of Hun-
gary’s privatization agencies, 1,188
(68%) were fully transferred to 
private investors by the end of
1998, while roughly 700 units were
liquidated. 

The evolving terrain
The economic climate for priva-

tization in Hungary, like that in
most other Central European coun-
tries, was hardly encouraging in
the late 1980s. The potential supply
of state assets to be sold off was
enormous. State ownership exceed-
ed 85% of  Hungary’s assets in the
so called competitive sector. Agri-
culture was organized into state
farms and party-state controlled co-
operatives, and most retail trade,
most of small business and services
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also were nationalized. The struc-
ture of industrial enterprises was
highly concentrated. Most Hungari-
an enterprises faced deep financial
and market crises as a result of
weak competitiveness on world
markets and changes in the domes-
tic regulatory environment. 

Demand for privatized Hungari-
an assets was no better. Domestic
savings were insufficient to buy up
the state assets to be put on the
market, while foreign investors po-
tentially interested in Hungary
faced daunting political and eco-
nomic obstacles. They were dis-
couraged by such deficiencies as a
weak legal system, poorly devel-
oped capital markets, and an ab-
sence of financial intermediaries.
These conditions made it unfeasi-
ble for Hungary to copy the model
of reducing state ownership applied
in full-fledged market economies. 

The innovations introduced to
implement privatization were
based on special features of the
Hungarian planned economy, and
they built on earlier attempts to in-
ject market forces. 

By the time the country’s com-
prehensive privatization program
started in Spring 1990,  Hungary
had already moved away from a
rigid planned economic system and
full-blown state ownership. For ex-
ample, previous reforms had pro-
moted the emergence of small pri-
vate businesses, and these were le-
galized from the early 1980s. Sever-
al market institutions, like a two-
tier banking system, had been cre-
ated before the political turnover.
Other reforms of this kind included
the introduction of several types of
securities, a tax reform, policies en-
abling the formation of joint ven-
tures with foreign partners, and a
company law providing a frame-
work to fund shareholding compa-
nies. Likewise, in the late 1980s the
government sharply decreased sub-
sidies to state enterprises, liberal-
ized foreign trade and relaxed price

and wage regulations. 
As a consequence of economic

reforms under socialism, manage-
ment autonomy for state firms
gradually increased. In 1985 most
property rights shifted from central
bureaucratic organizations to man-
agement via the creation of enter-
prise councils which introduced
self-government. Such councils, es-
tablished at two-thirds of economic
units, consisted solely of insiders.
These self-governing bodies ob-
tained the right to determine the
enterprise’s organizational struc-
ture, to appoint the chief executive,
to decide on mergers, to split up
into smaller organizations and to
create joint ventures with foreign
firms with the state assets under
their control. 

“Spontaneous” privatization
The dispersed ownership model

that resulted from these earlier 
reforms served as the starting 
point for several unconventional
solutions. 

The first innovation, the so-
called “spontaneous privatization”
adopted between 1988 and Spring
1990, was based on these self-gov-
erning units and the new company
law. Several dozen large enterpris-
es, facing vanishing  markets, spi-
raling debt and cutbacks in state
subsidies, divided themselves into
groups of companies. The aim was
to segregate lossmaking units, giv-
ing the more viable ones the oppor-
tunity to find new owners, to pur-
sue new markets or to offer debt-
equity swaps to banks and other
creditors.

As a general rule, the central en-
terprise implementing the restruc-
turing remained the majority share-
holder of the new companies
formed from the factories and other
assets of  the larger  firm. Although
these enterprise centers often
called themselves holding compa-
nies, they preserved the traditional
socialist enterprise form and re-

mained in state hands. Thus, most
of these “spontaneous privatiza-
tions” were not privatizations in
the real sense. The primary goal of
top management of these corpora-
tized entities was to ensure the sur-
vival of the big enterprise frame-
works. What they did accomplish
was to create changes in the enter-
prise’s organizational form (called
“corporatization” or “commercial-
ization”), which are a precondition
of selling shares. 

Most of the firms introducing
this innovation in the late 1980s
failed. Because these enterprises
did not attract fresh capital and tap
new markets, corporatization pro-
vided only temporary relief. Within
a few years, almost all large firms
adopting this reform degenerated
or disappeared from the market. 

Other privatization solutions
Since these management-initiat-

ed “spontaneous privatizations,”
successive Hungarian governments
have experimented with other un-
conventional approaches. Unlike in
other post-socialist economies,
mass privatization methods played
a marginal role in Hungary. Never-
theless, free distribution of state as-
sets appeared in several forms. The
motivation of government officials
was both social and political,
namely to serve justice, to create a
broad middle-class with it’s own
property and to win votes in parlia-
mentary elections.

Free distribution concerned insti-
tutions such as churches, local gov-
ernments, social security funds and
certain groups of individuals. The
most widespread method of the lat-
ter approach was restitution. Com-
pensation notes valued at around
HF 220 billion were distributed to
two million citizens, who had been
deprived of their property or whose
human rights had been violated
during World War II and under so-
cialism. The freely tradable com-
pensation notes could be used in
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auctions for agricultural land, con-
verted into shares of state firms
listed on the stock exchange, or
substituted for cash in purchasing
privatized companies. The process
of compensation was not complete
as of Spring 1999.

The Small Investor Share Pro-
gram was another attempt of near-
ly free distribution. The project,
similar to the Czech coupon sys-
tem, offered all Hungarian citizens
the opportunity to become owners
of the companies involved in the
program, practically with no per-
sonal investment. The first phase,
offering shares in only two compa-
nies, started just before the 1994
parliamentary elections. The new
government stopped the initiative,
however, and thus the program
died.

Some privatization methods
aimed at sale of assets on preferen-
tial terms. In this category,  the use
of the “existence loan,” or E-loan,
was the most widespread. Such E-
loans, which were long term credits
with a five-year grace period and
an interest rate well below the rate
of inflation, could be used only for
buying state assets from the gov-
ernment’s privatization agency.
The first central privatization orga-
nization, the State Property Agen-
cy, was set up in 1990 to manage
the selling of state property. Two
years later another unit, State Hold-
ing Company, was established to
control a special group of firms
which the state intended to retain a
stake in the long run. In 1995 the
two organizations were merged
into the Hungarian Privatization
and State Holding Company. E-
loans contributed to employee and
management buyouts. They played
a role in more than 400 transac-
tions valued at HF 68 billion be-
tween 1990 and 1998.

Employees of all enterprises
could buy shares in their own com-
panies on preferential terms other
than E-loans up to 10% of the as-

sets, even if the firm was sold to
outside investors. Employees of
companies listed on the Budapest
Stock Exchange, who obtained the
shares at a special option price,
achieved especially high returns.
Small  investors as outsiders often
received preferences in the form 
of installment payments in initial
public offerings (IPOs). Other pref-
erential methods, less commonly
used, included privatization leas-
ing, which  accounted for only 27
cases valued at HF 6 billion. 

Unforeseen weaknesses
These methods of free or prefer-

ential privatization did help attract
private domestic capital, but not on
the intended scale and not neces-
sarily the targeted social strata. In
some cases, the programs actually
slowed the privatization process. It
became obvious that the main ob-
stacle was not a lack of  demand
for attractive state-owned assets
but a shortage of  promising invest-
ment opportunities: neither indi-
viduals nor institutions were will-
ing to accept underperforming as-
sets even as gifts. 

Moreover, beneficiaries of many
of these programs were either un-
able or unwilling to behave as
long-term investors. They quickly
sold compensation notes—some-
times for less than the nominal
value. Hard-pressed by lack of capi-
tal or by debt, the new entrepre-
neurs—like employees and man-
agers—often sold their stakes to
outsiders. Similarly, local govern-
ments and other nonprofit institu-
tions have begun putting their
shares on the market to cover their
current expenditures. 

Social security funds are the
most obvious example of a group
with inadequate expertise in corpo-
rate governance. They were no bet-
ter than the central government in
managing their newly acquired as-
sets. Governmental decrees were
hardly capable of turning those em-

ployed in parastate institutions into
entrepreneurs or introducing entre-
preneurial attitudes into these orga-
nizations. Some of the preferential
privatization programs, e.g., E-
loans and installment payments for
IPOs, on the other hand, proved to
be relatively successful in meeting
both economic and social targets
since the preferences were com-
bined with personal risk and per-
sonal investment. 

Self-privatization
Besides several forms of free dis-

tribution and preferential selling, a
third innovation of Hungarian pri-
vatization centered on transferring
decisionmaking and evolved out of
the former enterprise autonomy
drive. The aim was to speed the
process after the obvious failure of
the centralized, bureaucratic ap-
proach. Under this program, initiat-
ed in 1991, the government identi-
fied nearly 500 small and medium-
sized companies for a special self-
privatization project. Accordingly,
the State Property Agency reserved
for itself only controlling functions,
such as legal control and delegated
rights and responsibilities of selling
the state assets to private consult-
ing firms. The consultants were 
offered a well-defined incentive
scheme, with their compensation
depending on the speed of privati-
zation and price. As a result, most
enterprises covered by the program
were sold. 

The big push
As important as these innova-

tions were, the bulk of state assets
in Hungary were sold off by more
conventional means involving sales
or auctions. The basic tools used in
this standard approach were the
use of auctions (mainly to local
buyers in small-scale privatiza-
tions), or direct sales to local and
foreign investors via public compe-
tition, public tender, private place-
ment of shares, and public share
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offerings on the stock exchange.
During the short period (1995-

96) known as the “big privatiza-
tion,” most gas and electricity sup-
pliers, along with power plants and
banks, were sold to strategic in-
vestors. Under this program, Hun-
gary has gone even further to pri-
vatize its economy than some of its
West European neighbors. The
stake of the Hungarian state in
strategic sectors like telecommuni-
cations, banking and the energy in-
dustry, for example, has been re-
duced to a low level.

Another common approach to
transferring state assets, which has
attracted mainly institutional and
financial owners, has been to float
shares on the stock exchange. In
the second half of the 1990’s large
pharmaceutical, chemical and oil
industry operations as well as ma-
chinery manufacturers were listed
on the stock exchange.  

Need for restructuring
Many state-owned enterprises to

be sold were in need of restructur-
ing, given their weak financial,
technological and market position.
According to the general principle
accepted in the 1990s, the best
kind of state asset management is
privatization: no state restructuring
is needed before selling the shares.
Nevertheless, all governments took
an active role in reorganizing sever-
al companies. The amount spent
on restructuring from the state
budget or by central privatization
organizations exceeded HF 600 bil-
lion. That amounted to half of all
cash privatization revenues. 

Like the sale of assets, the re-
structuring effort ran along several
tracks. Certain firms were bailed
out on a case-by-case basis. Several
restructuring packages also were
introduced. A notable one was the
preferential treatment of the “dirty
thirteen” big companies, consid-
ered as strategic firms. Consolida-
tion of state owned banks used up

more than HF 400 billion. The state
recovered a portion of these expen-
ditures when it later sold off the
firms and banks concerned. 

In the end, much of the corpo-
rate restructuring was accom-
plished by the new owners after
buying state company shares. In
some cases, the new owners pur-
chased these shares far below their
nominal value, with the obligation
to repay the company’s debts or to
bring in new capital.

Conclusions
Several conclusions can be

drawn from the Hungarian experi-
ence with privatization. First, its
changeable and mixed nature has
made it difficult for participants to
evaluate the process and has led to
a certain lack of transparency. On
the other hand, the flexible and
pragmatic approach has offered
good opportunities to several
groups of investors. It also con-
tributed to the significant expan-
sion of the private economy. 

Second, the speed of privatiza-
tion has been influenced both by
the methods adopted and the asso-
ciated decisionmaking mechnisms.

Contrary to its original goal, for ex-
ample, the free distribution of as-
sets actually slowed down privati-
zation due to the uncertainties sur-
rounding both the beneficiaries and
the assets. Also, when decision-
making was decentralized away
from bureaucratic state institutions
to private consulting firms, the
process accelerated. The most suc-
cessful in terms of the number 
of firms privatized were the self-
privatization and small privatiza-
tion programs (the auction sales of 
retail trade operations, shops and
restaurants). 

Third, the standard selling meth-
ods seem to have had an advantage
over the special distribution ap-
proaches. The absence of  market
restrictions and competition be-
tween buyers under the standard
approach was key to generating
higher state revenues and also 
to developing sound ownership
structures. 

The proportion of  revenues real-
ized under the various privatiza-
tion routes underscores their rela-
tive importance. Nearly 80% of all
state privatization income was
cash, and more than 75% of the
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latter (i.e., 60% of the total) was
paid in foreign currencies. Distribu-
tion of assets played a much small-
er role. The proportion of compen-
sation notes amounted to only 11%
and preferential E-loans barely
reached 5%. 

The pluses and minuses
A major achievement of Hun-

gary’s privatization experience is
that most state-owned firms were
transferred to genuine private con-
sumers rather than institutional
owners. Because Hungary largely
employed standard selling methods
(rather than mass distribution of
state assets to individuals, organi-
zations and pension funds), indi-
rect state and institutional owner-
ship is marginal. Investment funds
or mutual funds have no significant
presence as shareholders. The share
of parastatal institutional investors
like local governments or social se-
curity funds is modest. 

Selling for cash to investors who
risk their own capital has proved to
be important in the context of cor-
porate governance as well. Main-
stream economic literature argues
that the effective restructuring of
firms in post-socialist economies
requires that ownership be concen-
trated in a few hands. 

Recent publications indicate that
most Hungarian companies meet
this criterion. Analyzing a sample
of firms with 100 to 2000 employ-
ees in 1995, Tóth (1998) found that
75% of them had three owners or
less and 80% one majority share-
holder. In another sample of big
firms (with turnover exceeding HF
200 billion), Kovách and Csite
(1998) found 85% of firms had one
majority owner in 1997. Broad-
based ownership does characterize
several dozen large firms traded on
Hungary’s stock exchange, but in
these cases the capital market ef-
fectively exercises control. 

The presence of strategic in-
vestors with a concentrated owner-

ship—which provide additional
capital, management skills and 
access to new markets—has proba-
bly played a decisive role in re-
structuring Hungary’s companies
and improving their competitive-
ness. This conclusion is supported
by the example of the country’s 100
largest companies, ranked by sales.
In many respects, this group might
be considered a successful part of
the economy. A still incomplete
sample of ownership structures of

the “Top 100” shows that three-
quarters of this group have one
dominant owner, while the rest 
are listed on the stock exchange
(Voszka 1999).

Most of the strategic investors in
big firms are foreign. Foreign-own-
ership exceeds one-third of all as-
sets and accounts for 60% of all
privatization state proceeds. Total
foreign direct investment, including
greenfield operations, reached $18
billion by the end of 1998. A signif-
icant portion of shareholders in this
category are multinational firms.
The partnership of Hungarian
firms—new establishments and for-
mer state enterprises alike—with
these multinationals gives them ac-
cess to corporate marketing and

other networks and provides a more
global perspective on investment, fi-
nance and markets.

On the other hand, some view
this concentration of decision-mak-
ing power as one of the primary
risks of Hungary’s privatization.
Concentration appears not only in
the ownership structure of individ-
ual firms but also in terms of the
economy’s overall assets and out-
put. The 200 largest companies ac-
counted for more than a third of

the country’s production and half
of its profits in 1997 (Figyelõ 1998). 

In many sectors, privatization
has had the effect of preserving 
national or regional monopolies.
Although several big firms were
broken up into smaller units as a
result of  spontaneous privatization
or direct governmental decisions,
in other cases the top management
of some firms as well as some 
state administrations hindered the
process since they had an interest
in keeping their monopoly posi-
tions intact. Sales by monopolies
normally generate more budgetary
income and mean fewer transac-
tions for overburdened bureau-
crats. Market concentration has
also been strengthened by a recent
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% of Number of % of
Number of Number of registered firms with firms with

owners firms firms (N=86) one majority one majority
owner1 owner (N=86)

One 49 57.0 49 57.0

Two 1 1.2 1 1.2

Three 0 0.0 0 0.0

Maximum 3 50 58.1 50 58.1

More than 3 36 41.9 16 18.6

Total 86 100.0 66 76.7

CONCENTRATION OF OWNERSHIP STRUCTURE
OF “TOP 100”  (1997)

Source: Voszka (1999) 1  with more than 50% of shares



wave of mergers that has caught up
private domestic firms and their
owners. 

The dominance of a few large
companies in some sectors has ac-
knowledged drawbacks. Not only
does it mean less competition, but
it also makes the Hungarian econo-
my more vulnerable to market cy-
cles and to the changing strategies
of foreign investors. A cutback of
production or exports by even a
few of the biggest firms could cre-
ate troubles for the economy as a
whole.

The other weak point is the so-
cial ambiguity surrounding the le-
gitimacy of privatization and pri-
vate property in general. The for-
tunes made in privatization or in
other ways by private investors
during the last decade are looked
upon with suspicion. The process
has been marred by limited trans-
parency, direct political influence
on several privatization decisions
and public revelation of some scan-
dals. Thus, public opinion seems
unlikely to turn more favorable in
the near future. 

In order to change popular atti-
tudes, people will have to be con-
vinced by their everyday experi-
ences that individual wealth is
closely linked to performance. They
will have to see evidence that the
initial acquisition of property is not
a life-time guarantee of financial
success and that competition ulti-
mately eliminates incompetent or
unfair owners. Creating conditions
that allow new entrepreneurs to
enter the market relatively easily
would also be helpful. 

The end of privatization?
Given that the structure of pri-

vate ownership in Hungary already
closely mimics that of several West

European countries, many predict
the waning of institutionalized pri-
vatization as a central issue of eco-
nomic policy. Nevertheless, the pri-
vatization process will go on for
some time. A large number of as-
sets are waiting to be sold off, 
and issues such as so-called long-
term state ownership need to be 
resolved. 

In the latter category is the dis-
position of roughly 200 firms in
which the state intended to reserve
a long-term stake for itself (from
one golden share to 100%), as de-
fined in the country’s 1992 privati-
zation laws. The list of the compa-
nies and the proportion of potential
private ownership have been re-
vised several times during the last
seven years by legal amendment,
and they might be again. At the
end of 1998, more than 180 firms
fell in this category; in 31 cases
only one golden share was reserved
for the government. From this
group branch ministries were the
owners of 91 units, and the rest—
with an asset value of HF 300 bil-
lion—belonged to the governmen-
tal agency, the Hungarian Privatiza-
tion and State Holding Company. 

Aside from these reserved enter-
prises,  the state controls another
126 companies with nearly the
same value that can be sold even
under current legislation. Hungari-
an Investment Bank, a 100% state-
owned institution, is also the asset
manager assigned to sell another
several dozen firms after they are
restructured. In addition, after the
recentralization of social security
funds in 1998, a package of shares
with a nominal value of HF 65 bil-
lion is to be transferred to new pro-
prietors. Taking all these programs
into account, state property worth
HF 300-500 billion could be put on

the market in the near future. 
Several more steps need to be

taken before institutionalized priva-
tization in Hungary draws to a
close. That includes the establish-
ment of institutional and legal
frameworks for controlling residual
state property and for selling the
leftovers of the earlier privatization
process. Debates on these issues
started in 1997, and detailed pro-
posals have been made by several
government departments and con-
sulting firms. However, as of Spring
1999, no final decision had been
made.

International experience pro-
vides no general model for long-
term state asset management. Na-
tional systems are influenced not
only by the number, size and other
economic characteristics of the
firms concerned, but by tradition
and cultural factors. As they did in
the case of privatization, East Euro-
pean countries will have to find
their own approaches to state asset
management. 

The author recommends revision
of the policies governing long-term
state ownership, including reduc-
tion of the list of state holdings and
the blocks of shares to be retained. 

The author also suggests divid-
ing the tasks of asset management
and privatization between two sep-
arate organizations, given the wide-
ly divergent attitudes and capabili-
ties required for each activity.
Based on the lessons drawn from
the last decade of privatization, the
author advises accelerating or facil-
itating the sale of the residual state
property via decentralized decision-
making and by bringing private in-
terests and private capital into the
process. 
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