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Abstract
The first par of the study enumeraies the main types of privatization analysed irom
various aspects, and refers to the forms of privatizaticn which are most typical in the
investigated countries.
The second part gives a review of the ‘history’ of pre-privatization in individual

countries, then discusses privatization concepis in the period after the change of regime.
The privatization practices followed so far by the three countries are compared, while
account is taken also of the system of conditions, favourable r\é adverse, which exists in
this field in individual countries.

Keywords: ‘Three of Visegrdd’, spontaneous privatization, state controlled privatization,
employee owners.

i. Forms, Types of Privatization

The extensive Hungarian and international literature on the topic analyses
privatization from various aspects (theoretical, practical) and in the context
of different systems of economic concepts (e.g. market economy, change
in the economic structure, class relations and regime). In order to make
perceptible the complexity of privatization and its fundamental influence
on the economy and society, the main forms, types of privatization which
have been ‘applied’ in the investigated countries are analysed from the
points of view as follows:

a) According to the interrelation of privatization the literature distinguishes
the forms of privatization in a narrow and a wider sense. Frivatization in
the narrow sense means handing over state property to private individuals,
while in the wider sense it is to be meant as the zalteration of ownership
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as a whole, through increasing the share of the private sector and making
it dominant. KawaLEC (KAwWALEC, 1990) calls ‘strong’ privatization when
the shares of state enterprises are put up for sale, thus a wide scope of
shareholders is being created, while he calls ‘weak’ privatization the in-
crease of the weight of the private sector, as a result of the development of
private enterprises and the foundation of new firms.

b) According to the scope of owners the analysis of privatization shows the
opportunity to acquire property by foreign and domestic entrepreneurs in
individual countries. The inflow of foreign capital into the process of pri-
vatization ig of vital importance in the investigated countries due to their
lack of capital, thus the most important arguments in support are: di-
minishing foreign debts by means of hard currency obtained in exchange
for state enterprises (in the case of Hungary and Poland), the opportu-
nological modernization with foreign capital, the
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the two parts of the former country: Slovakia with its ‘own’ indicator of

10 8 per cent might have ranked high in this group of countries. The un-

mployment rate in the separated Slovak and Czechk Republic is above 13

and at about 3 per cent, respectively.

Despite those stated above it is quite obvious that due to the lack

of domestic capital, and to the limited ability to capital accumulation of

the in \zesbzgaccd countries, privatization does not seem feasible without the
articipation of foreign capital in neither country.

i

Registered unemployed as per cent of active population

Czecho- Czech Slovak Hungery Poland
slovekia Republic Republic
ISR — — — u.5
1990 1.0 . . 1.0 .0
1991 6.6 4.1 11.8 2.5 11.8
1802 5.5 2.6 10.8 i2.3 1
1963
Q1 2.8 12.0 12.9 14.2
Q2 2.8 13.5 12.7 15.2
Source: (KorTay, 1994, in Employment Observatory 1992.1593 )
The privatization in the Czech and Slovak Republic is referred fo, in most
instances, Czechoslovakia, since the elaboration and int ducuo of
the privatization program started in the common state, but there are few
information available — due to the shoriage of time — on :zs resu Ets untii

now breakdow by the sepa arated countries.
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A way of e\fol»n--g msutu tional ownership is all d
dations, non-profit institutions (e.g. hospitals, achoo.s) whi_ the other
way 1is founding inter-enterprise holding companies, which own the shares
of banks, industrial enterprises, insurance and other associations.

The latter scheme results in the formation of cross-ownership,

where certain enterprises buy or change the shares of each other. The
chang of shares is stimulated in Hungary by the fact that share capital
t sold within three years after foundation gges over into the ownersh
the State Property Agency. Those who oppose institutional ownershis
MONoDo 7 istic position until now

o
argue that, through cross-ownership, the m
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continues to increase, the interprenetration of banks — that own also shares
— and enterprises will be strengthened, moreover the institutional owner-
ship is impersonal similarly to the former large enterprise ownership.

c) According tc the initiator one can speak of state-initiated privatization,
which usually covers large enterprises of national significance. (In Hungary
the State Property Agency offers for sale 3-4 times a year 40-60 enterprises
at one occasion. This means handing over to private hands one third of
state property over three years). In the case of small- and medium-sized
enterprises privatization usually goes through by enterprise initiative.

By reason of presenting a claim by domestic or foreign investor groups
enterprises of various size and engaged in different industries can be priva-
tized.

d) Regarding the way of realizing the forms of privatization are as follows:
spontaneous or state controlled as well as scattered or concentrated priva-
tization.

s
full powers in the management of state-owned enterprises,
nce, t n a i
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interested in the profitability of the enterprise; consider for example the pri-
vatization of Tungsram or food industry, where the aim, that has already
progressively become clear, was to eliminate rivalry, and not to upgrade,
make competitive the industry, or consider the managers who made enter-
prises bankrupt, mainly aimed at they could purchase the enterprise for a
raction of its value.

el

&

£

7 ﬂdo se giving state pr pez‘ty into the hands of ’la,uual owners,
hcfc the natural owner is the one who risks his pro rty to make
successful the undertaking., At the same time, due to the 1 ck of capital
and credit, technical, technological backwardness poses a problem, more-
over large industrial plants can be transferred to natural owners but over
a long period of time; this is why there is a need to ensure prompting
conditions, tax allowances, preferred credit terms aimed at extending the
private sector, moreover state enterprises, while being dismantled, be given
the opportunity for operating their smaller units.

During privatization natural owners may be:

— individuals (natural owners), family undertakings (plants, trading
units, farms), ,

— small- and medium-sized enterprises, where capital and operating co-
incide, joint-stock companies,

— enterprises which come into existence through management buy out.
The increase of the number of natural owners contributes to the de-
velopment of bourgeois civilization, to the spread of more efficient
economy, to the privatization of state property;

— employee owners: when employees take over the shares of a former
state enterprise transferred into joint-stock company. There are sév-
eral forms of this, one of the best known ones is ESOP (UvaLic, 1993)
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when shares are owned for some time by employees, then later on —
e.g. when retiring — they will be distributed; another known form
is when employees become temporarily joint owners, and by right of
this they may obtain additional income while working for the firm,
or PEP where portiolio investment from regular savings are exempt
from taxation up to a certain limit.
There are differences in the practices of investigated countries in view
of whether

— the shares are given free of charge or at reduced price;

— ail shares or a part of them goes to employees;

— the sale of shares obtained in this way is restricted or not ;

~ citizens epplying for shares whom KoORNAI (KoRNAIL, 1991) calls anony-
mous shareholders. They are the ones who place their money in

hares, and if they lose their confidence in the enterprise’s profitability

will try to get rid of their shares.

4]

J
In Hungary institutional ownersghip has come to the fore, owing, to
not a small extent, to the fact that the reform in 1968 started a process
of learning that enabled managerial skills to be acquired. In Czechoslo-
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e available sources of privaiization one can speak of pri-
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1980s; the number of employees in the plwate sector ipc eased b 11 per
cent, while in the state ector decreased by 1-2 per cent in 1988. Some 850
thousand private enterprises were registered at the beginning of 1990.. The
28 per cent fall of the proportion of state industry was accompanied by a
5 per cent rise of private industry, as & result of which the proportion of
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ed to 92-87 Dex cent, aﬁcordmvi haL of the private
c .
GDP increased by 8 per cent in a year, and came to 33 per

The most important agenda, and a problem at the same time, in the
1990s is the vast privatization of enterprises in a way that the confidence of
he buyers and the support of the society be obtained. If the transformation
in Hungary goes through by continuous reform, that in Poland can be
described as a fast, radical reform, launched with the implementation of
an overall program in 1990. The main constituent elements of the program
are as follows: price liberalization in trade, the significant cut down of

state subsidies, restrictive monetary policy, repace of foreign debts, making
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zloty convertible for the population and in the transactions of the current
account, the development of the banking system and credit institutions,
carrying out privatization.

Czechoslovakia started a stabilization program in 1991, which mostly
follows the ‘Polish way’ with a strict economic program and the elaboration
of & new legal regulatory mechanism.

As to the direction of changes the same tendency can be seen in the
investigated countries: economic performance falls drastically, unemploy-
ment runs high and inflation rises significantly.

The two most important elements of economic reform in these coun-
tries — and also in other Eastern-European countries

— are the transformation of macro-economic and ownership conditions.

Czechoslovakia did not get noteworthy ‘pre-privatization’ experiences

and results before the change of regime. State and cooperative own-

ership amounted almost to 100 per cent at the beginning of privatiza-
tion. There are differences between Uzechoslovakia and
-
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The most palpable way of fast privatization is allotting shares to cit-
izens free of charge or for payment in a way when:
— they become joint owners of their enterprises or
— they are given property bonds, coupons which entitle them to sharesin
any other state enterprise. Accordingly the allotment of shares plays
an active role in the i

rivatization process in each of these countries.
ith those gtated above that
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rogram started in the common state, and there ar
available — due to the shortage of time — on its results until now disag-
regated by the separated countries.

in Poland 400 enterprises were planned, in the first phase, to be passed
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firms of vast experience, functioning as holdings of several large enterprises,
th

and — by means of selling enterprise shares — exert influence on the en-
terprises through evelving their strategies and controlling their activities.
_ . . ¢

collecting the dividend.
To avoid the rise of 1 ti
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raising enterprise capital, co;j,rollmg their aftwfm , in contrast to the

s

extent, highly qualified workers),

(¢) joint-stock companies and limi ed companies having been founded in
production and service md ries, attached to parent enterprises (as
it has been dzscussed above) or obtained share as outside partners
(buyer, outside supplier),

(d) outside owners, banks, financial institutions which convert the debts
of a given enterprise into share (HORVAT H 1991).

The main point of the Czech and Slovaek privatization program is
selling by auction, by way of introduction, more than 50 per cent of the
shares of some 1000 large state enterprises. Fach inhabitant over 18 years

f age gets, by civic rights, drafts which are worth ‘investment scores’

and are good for attending a sale, applying for shares of enterprises to

~

o
)
O
be privatised. Drafts cannot be obtained f:e of charge — in contrast to




the Polish practice — you must pay a contribution of 2000 Czech crowans.
Share prices are determined in investment scores by the ministry on a still
stimulated market, but later on the supply and demand under real market
conditions will determine price behaviour of shares.

In the first wave of a multistage process the government determines
the amount of scores for which it is willing to sell the shares of individual
enterprises.

In the first wave of the property bond privatization the value of one
coupon was squal to 1000 crowns, and citizens were entitled to 1000 in-
vestment scores. The second wave of the privatization process started in
autumn last year, in which citizens have to make a higher pecuniary sacri-
fice, as one investment property bond costs 3000 crowns.

In the second wave less state property will be on offer, since ministries
¢ for ranging, at all costs, hardly profitable enterprises with

elected for privatization against coupons.

primary aim of those who ‘found cut’ the model was to create, as
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Polish leaders are more concerned about the likely consequences of
scattered ownership, as compared to Czechoslovak ones, thus — despite
that the above system does provide ownership rights — organizations es-
tablished by the government are given the control of enterprises.

The Polish privatization program is more overall than the Czechoslo-
vak, since neither group of citizens is excluded, however, the role of share-
holders is passive. In this model the state ‘gives a gift’ to citize as
against the registration fee in Crechoslovakia. The ia,df of ¢ Eft al 1
rious problems in both three countries, however, P

Employment structure in state and private sector (per cent)

Czech Slovak ~ Hungary Poland
Republic  Republic

TU80
state 91.¢ 95.1 — 66. 4
private 8.1 4. 9 — 33. 6

1991
state 80.1 87. 2 66. 0 58. 7
private 19.9 12. 8 34 40. 3

1992
state — 83. 0 64. 2 55. 6
private — 17. 0 35. 8 44, 4

1992/1990
state 84.0° 7.6 86. 0 79. 7°
private 111.3° 109. 6 121. 0 107. 7
together 92.5¢ 87. 6 87. 7 87. 4°

2) 199171990
b) 1992/1989
Source: (KorTal, 1994. in Employment Observatory 1992.,1993.)

The Table 2 below shows, from the side of employment structure, the results
obtained so far in privatization in the investigated countries.

The further course and the rate of the privatization process depends,
not at a small extent, on the conditions and prospects of private ventures
in the investigated countries. in a study prepared for the World Bank the
economist-sociologist RETI (RETI, 1992) sums up the results of his survey
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as follows: of e'rtreprnneurs in Eastern-Europe Poles are best qualified,
Hungarians are most experi _ced, and Czechoslovaks’ prospect is the finest.

The latter statement is based on the fact that entrepreneur are offered the
most favourable terms of credit in Czechoslovakla, state capital lows into
the private sector in the form of credit. Credit for current assets is available
for almost every Czech and 5Slovak entrepreneurs, while only some 60 and
40 per cent of them can get it in Poland and Hungary. In the light of the
above no wonder that one third of Czech private entrepreneurs embarked
on business raising a loan, while Hungarians and Poles have drawn almost
exclusively on their own savings. .

The entrepreneurial sector is most developed in Hungary, Hungarian
firms possess most valuable equipment, and one third of entrepreneurs own
land or plant (shop), half of Czech entrepreneurs are owners, Poles are
mostly tenants.

The proportion of professionals among entrepreneurs is
oland (nearly 75 per cent), while their propoertion is under
the Czech Republic and Hungary,
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Cbaracteristic figures of private ventures are given in the following
table

Hungary
Average number of employees 32 41 44

] 47.0600 60.000 160.000
1355 130 207
Per «:apita monm!\ lanoul cost { 247 200 303
Fringe benefit (§) 30 10 45
Firms producing for export {per cent} 20 50 50

Source: Leila Webster, World Bank {The survey was carried out in Poland in
May 1991, in Hungary in October 1991, in Czechoslovakia in January 1892.)
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(Privatization from policy point of view)
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