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ABSTRACT 

 

For understandable reasons, in the vast literature on post-communist privatization, there was 

little attention paid to the design and the nature of institutions which actually implemented the 

sell-off transactions.   What mattered most from a macroeconomic perspective were the 

transactions themselves, the firms which were sold, the buyers and the revenues.  Under the 

conditions of systemic transformation, privatisation – which is still ongoing in virtually all 

post-socialist economies - means not merely a redistribution of ownership rights among 

existing economic agents.  New agents, new institutions are created day by day.  The stakes 

are high:  once institutions have become rooted in society, they are likely to persist for a long 

period of time.   

 

This paper will show that in different countries, different privatisation institutions (PI) were 

set up, partly for fundamental and partly for accidental reasons.  However, once a given form 

had been chosen – e.g. a designated Ministry, a state holding or a budgetary financed 

government agency – this had important implications for the entire privatization process.   In 

the paper a formal model will be presented – based on Mihalyi (1992) – in which three 

players shape the privatization process: the President/Prime Minister, state bureaucracy and 

the management of the SOEs.   It will be argued that the design of the PIs was often strongly 

influenced by these three players.  The paper ends with a recommendation pertaining to 

corporate governance rule of the boards of fully or partly owned SOEs and other publicly 

owned large institutions. 
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Introduction 

 

Exactly 70 years after the Bolshevik revolution in Russia, 26 socialist (communist) countries 

stretched out on 31% of land of four continents.  Their combined population amounted to 

34% of the world’s total.
2
  As of mid-2014, only two small countries remained stubbornly 

faithful to the Marxist-Leninist doctrines: Cuba and North Korea.   The transition was first 

and foremost an almost synchronized systemic change in politics: from the unconstrained 

monopoly of the local communist party to one kind of democracy.  The share of the private 

sector in GDP surpassed the 50% threshold almost everywhere by 2001 – i.e. in 10 years.
3
  

However, by taking the EBRD’s more rigorous scale by measuring the progress in 

privatization of the large state-owned enterprises (SOEs) and farms on a 5-step scale (1,2,3,4 

and 4+), by 2012 only six countries deserved the 4-mark
4
 and none of them got 4+. 

For understandable reasons, in the vast literature on post-communist privatization, 

there has been little attention paid to the design and the nature of institutions which 

implemented the sell-off transactions.   What matters most from a macroeconomic perspective 

are the transactions themselves, the firms which are flogged for sales, the buyers, the 

revenues, etc.   Undoubtedly, the national variants of privatization were all very complicated 

stories with conceptually different and frequently changing national laws, national policy 

makers and hardly comparable statistical data.   To illustrate the flavour of the comparability 

problems, Figure 1 shows the combined values of privatization revenues for 8 East and 

Central European post-communist countries. 

  

                                                 
2
 See Kornai (1992) Table 1.1. citing data for 1987.   In a footnote to this table Kornai remarked that at least 7 

more countries could have been listed as border cases (Bissau Guinea, Burma, Cape Verde, Guyana, 

Madagascar, São Tomé and Príncipe and Seychelles), because these countries were also ruled by Marxist-

Leninist, one-party dictatorships and they all benefited from the political and military support of the Soviet 

Union for a considerable amount of years.  In the “Marxist Regimes” series, edited by Bogdan Szajkowski two 

more countries were defined as socialist oriented, Grenada, and the United Republic of Tanzania. See Pryor 

(1987).  Thus, all in all, the broadest possible definition could be extended to 35 countries. 

3
 According to the EBRD 2005 Transition Report, the laggards in this dimension were only Belarus and three 

Central Asian countries, Tajikistan, Turkmenistan and Uzbekistan.  Their respective indices were all below 50% 

in 2001. 

4
 These countries are as follows: Bulgaria, Estonia, Georgia, Hungary, Lithuania and Slovakia.  

http://www.ebrd.com/pages/research/economics/data/macro.shtml  (For some reason, the Czech Republic is not 

even rated.) 

http://www.ebrd.com/pages/research/economics/data/macro.shtml
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FIGURE 1: The cumulative size of privatization revenues in some Central and Eastern 

European countries (as a % of GDP), 1990 - 2012   

 

 

 
 
Source: OECD. 

 

Under the conditions of systemic transformation, privatisation – which is still ongoing 

in all post-socialist economies - means not merely a redistribution of ownership rights among 

existing economic agents.  New agents, new institutions are created by government after 

government.  The stakes are high:  once institutions have become rooted in society, they are 

likely to persist for a long period of time.   Changes can be made, but they are always time-

consuming and give rise to surprisingly large transaction costs. 

 

* * * * * 

Based on 25 years of privatization experience in a large number of post-socialist countries and 

the practice of the country the present author knows the best (Hungary), the rest of the paper 

is organised in a way to present one simple, straightforward conclusion  and one provocative 

normative statement.   The conclusion is this: in the context of privatization and the 

management of the remaining state assets (firms, banks, landed property, infrastructure), the 
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role of institutions should interpreted at two different levels.  Section 1 will describe the 

higher level, where political decisions are made pertaining to the speed and main forms of 

privatization, the trade-offs between speed and stability, etc.  The lessons emanating from the 

experience of privatization institutions (PIs) will be presented in Section 2.  It will be argued 

that PIs have been operating in the past in different ways in the different countries and these 

differences matter for the outcome, nevertheless, they are all of secondary importance as 

compared to the higher level decisions.  Section 3 will present a recommendation pertaining 

to corporate governance rule of the boards of fully or partly owned SOEs and other publicly 

owned large institutions.  

 

 

1.  The three-player model 

 

In my earlier writings on socialism and post-communist privatization
5
, I have argued 

extensively against the standard two-player principal-agent model (planners vs. managers).  It 

had been inappropriate already for the socialist period, but it was even more misleading 

during the transition phase.  In my view, the large SOEs’ fate was always decided by three 

players: the totalitarian communist leader of the country, the party-state apparatus and the 

incumbent enterprise managers, as Figure 2 illustrates this in three different configurations. 

This model emphasizes that these three groups shared the power among each other, 

but the proportions were different both in space and time.  Thus the model enabled us to 

differentiate between periods of socialism and examine variances among countries. For 

example, in the Soviet Union, Stalin left minimal decision freedom to the state-party 

apparatus and the SOE managers were merely puppets instructed from above (Classical 

socialist or Stalinist model). After Stalin’s death, managers got into a better position. In 

Hungary, Czechoslovakia, Poland and Yugoslavia after 1949 enterprise management had 

bigger independence, than their Soviet colleagues ever had (Reform socialism or the 

Hungarian – Czech – Polish -Yugoslav model
6
).  For understandable macroeconomic reasons, 

in daily controlling issues, managers under the reform socialism model had already a large 

autonomy, but the state apparatus and political leaders controlled decisions regarding capital 

investments with an iron fist.  

                                                 
5
 See Mihalyi (1992, 1993, 2010) 

6
 The periodization of the classical and reform socialism model follows Kornai (1992). 



5 

 

FIGURE 2: Corporate governance of SOEs - versions of the three-player model in the 

socialist economy 

 

The generic model 
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were not important for them either. Two firms with different efficiency could be merged or 

separated any time, because it was believed that only macroeconomic gains matter – in which 

enterprise’s profit and loss account it was materialising was considered immaterial.  

 After 1990, in Hungary as well as in most post-socialist countries, presidential or 

quasi-presidential regimes emerged.  From the angle of our subject this meant that the 

Number 1 leader of the country made all major decisions pertaining to large, strategically 

important SOEs and state-owned banks, whether the issue was privatization, reorganization or 

nomination of a CEO.    

 

FIGURE 3: Corporate governance of SOEs after 1990  

The post-communist (transition economy) model 
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cash quickly into the government coffers which he needed to secure the financing of his 

presidential re-election victory against the communist candidate, G. Zhuganov.
7
 

 The middle-level, the state bureaucracy was usually hostile to privatization for at least 

two reasons.  First, their mentality was typically formed during the earlier decades and few of 

their staff really believed in private property and free markets.  This was the reason, why in 

most countries a dedicated privatization institution (PI) was called into being (as it will be 

explained in more details in the next Section).  But this step itself was controversial, because 

the salaries and the bonuses in these state-run PIs were usually significantly higher than in the 

line ministries and other government bodies.
8
  Thus, secondly, rivalry emerged among the 

various state-run coordination institutions. 

 The starting point of the incumbent managers of the very large SOEs (or banks) was 

that as individuals or even as a group they cannot mobilize sufficient amount of money to 

present themselves as buyers.  Thus, in many cases, their main concern was to postpone the 

privatization into the distant future and secure for themselves a comfortable compensation 

package, state resources for expansion and enjoy as much as possible managerial freedom.   In 

the negotiations with the state-party administration above them, they used two arguments 

interchangeably, as it happened to suit them: (i) Our firm is in bad shape now, let us waiting 

with privatisation; (ii) Our firm is thriving, it generates profits, the state should keep it.  In 

other situations, the SOE management preferred privatization strategies which led to disperse 

ownership.  One widely used form was the voucher privatization (Table 1), especially those 

forms, where the vouchers were given to employees of the firm.  But IPOs were also 

attractive, as long as the ownership structure remained diluted and the management could 

maintain a strict Rule of Association, limiting the rights of the shareholders.  As the 

Hungarian saying at that time cynically stated the managers’ position: “you don’t need to steal 

the firm, but still you can have it”. 

  

                                                 
7
 In this program, 12 large SOEs were transferred at bargain prices to politically connected Russian business 

people who helped Yeltsin to win.  For a thought provoking re-assessment of the issue see Treisman (2010). 

8
 It was argued that PIs need to pay higher salaries to attract qualified people with good command of foreign 

languages, but also to reduce the risk of corrupt behaviour. 
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TABLE 1: Voucher privatization programmes in 26 post-socialist countries, 1989-2012 

 

Country  The form of mass privatization with vouchers  Total  
Albania  

 

 

 

 

There was none. 

 

 

 

 

 

10 countries  

Estonia  

Belarus  

Macedonia 

Hungary  

Former - GDR 

Slovenia 

Tajikistan  

Turkmenistan 

Uzbekistan  

   

Bulgaria Limited program: ¼ of the SOEs, 1/6 of the assets were 

distributed 

 

Croatia  Limited program: 225 thousand small investors acquired the 

shares of 15% of the SOEs  

 

 

 

 

5 countries  

Azerbaijan Limited program: Pertaining to less than 10% of the SOEs’ 

registered capital  

Poland  Limited program: Pertaining to 10% of the registered capital  

Slovakia Limited program: Pertaining to 10 - 15% of the registered 

capital *   

   

Czech Rep.  Pertaining to 33% of the registered capital   

 

 

 

 

 

 

 

11 countries  

Lithuania  Pertaining to 45% of the registered capital  

Moldova  Pertaining to 40-50% of the registered capital  

  

Romania 38% of the medium-size and large SOEs were included into 

such programmes  

Latvia  40% of the medium-size and large SOEs were included into 

such programmes  

Ukraine 44% of the medium-size and large SOEs were included into 

such programmes  

Georgia 50% of the medium-size and large SOEs were included into 

such programmes  

Kyrgyzstan 50% of the medium-size and large SOEs were included into 

such programmes  

Armenia  75% of the medium-size and large SOEs were included into 

such programmes  

  

Kazakhstan 60% of the large SOEs were included into such programmes 

Russia Measured by employment, 80% of the industrial SOEs were 

included into such programmes  

 
Notes: In several countries voucher privatization was combined with employee-management buying out (MBO) 

schemes.  Serbia is missing from the table due to the lack of information pertaining to the size of the 2008 and 

2012 voucher distribution schemes.  We don’t have reliable information on the nature of the voucher 

programmes in Kosovo, Bosnia and Herzegovina, Montenegro and Mongolia.  

 

* Still as a part of Czechoslovakia.  

 

Source: Author’s compilation based on a large variety of national publications.  
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2.  Second-level institutional decisions which mattered  

In the Central European and the Baltic countries, typically one centralized privatization 

institution was created with a headquarters in the capital city.   This was convenient for the 

bureaucrats of the central government, but also for the potential foreign investors and the 

media as well.  In large or larger countries with a federal structure – like Russia, 

Czechoslovakia or Yugoslavia – territorial decentralization was a political must.  This meant 

that procedures were different in different places and due to the lack of centralized media 

attention, there was more room for corruption.  It is interesting to note, that in East Germany, 

the Treuhand privatization agency was also decentralized territorially.  But here the main 

concern was to speed up the process to the maximum extent. 

 The size of the privatization agency was also a tricky issue.  As the process went on, 

the rules have become more and more complex; the necessary tasks have become more and 

more time-consuming (e.g. investors search, asset evaluation, drafting sales contracts).  One 

alternative was to keep all this tasks in-house, but then the organization must have employed 

vast number of people.  The already mentioned East German Treuhand opted for this solution 

and quickly ended up with more than 10,000 employees.  In most other countries, the tasks 

were outsourced to domestic and foreign advisors, partly because these advisors exerted 

pressure to gain access to business, and partly because the governments were ashamed of 

paying high salaries to such a big staff. 

 The fight for independence of the PIs was also an interesting issue.  In many 

countries, the top managers of the privatization institutions tried to cement their own 

independence into laws or even into the constitution.  The argument was that they need 

independence from the whims of elected party politicians in order to maximize the “national 

interest” in the very long run.   In most countries, these attempts were derailed very quickly, 

and with good reason.  As new governments were elected – often more frequently than in 

every four years -, they insisted on having a final say in all major privatization deals.  If this 

was not possible within the framework of the existing laws, they were forced to draft new 

laws and create new PIs (often the old one under a new name, but with new leaders). 

 Between 1990 and 2010, Hungary applied a useful mechanism to involve the 

opposition parties into the privatisation process to a certain extent.   The concern of the 

legislators was that if the privatisation is entirely in the hand of the ruling party, this will 

undermine the legitimacy of the PI and therefore the next government – based on sheer 

suspicion and rumours of various kinds - will be strongly inclined to reverse decisions, fire 
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the previous privatization managers etc.  Therefore, the PI had a two-tier board structure, 

where the Supervisory Board was designed to include about half of its members on the basis 

of nomination from the parliamentary opposition parties.
9
  

In many countries, the dedicated privatization institutions couldn’t maintain their 

monopoly position within the state.  Similar functions were given to branch ministries (e.g. 

the divestiture of concession rights), to state development banks, or even large SOEs, which 

were allowed to re-transform themselves into multi-layer holding companies or even 

conglomerates (e.g. Gazprom in Russia).   This practice in turn led to the so-called 

decentralized privatization, when large entities like the national railway, the post or energy 

conglomerates were allowed to sell off their subsidiaries or assets.   In this way, the decision-

makers managed to get around the privatization laws, because those were supposed to 

constrain the PI alone, rather than “normal” businesses.  Governments also liked the 

decentralized privatization, when it meant essentially a prompt bail-out of an important SOE, 

because the costs of the bail-out didn’t appear among the budgetary outlays of the 

government.  

Some countries – like Hungary or Poland – resolved all these above-mentioned 

inherent conflict by nominating a cabinet minister above the PI, who was given the right to 

overrule to board of the PI.    A natural consequence of this was, however, that privatization 

ministers were afraid to make decisions alone and thus pushed upwards the decision by one 

step.   In this way, the final decisions were often even formally adopted by the Prime Minister 

or the President in line with the logic of the three-player model, as I described it in Section 1. 

 

 

3. Securing continuity of corporate governance in SOEs and similar institutions 

 

As it is well-known, enterprises under socialism didn’t have boards or any other forms of 

collective leadership.  The principle of one-man management (in Russian: yedinonachaliye, a 

concept borrowed from the institutional toolbox of the Soviet Army) was the general pattern 

in the production sphere, and there were no exceptions to this.  The authority of the Director 

was absolute within the enterprise.  His formal powers and duties included the following: 

appointment and removal of employees, issuance of internal orders and instructions binding 

                                                 
9
 This mechanism was abandoned by the 2. Orbán government in 2010 and remained so after the 2014 elections, 

too. 
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upon all employees, delegation of authority to the heads of shops and to other units within the 

plant, management and control over the plant's material and financial resources, and 

maintenance of discipline in all phases of operations. In return for these delegated powers, the 

Director was held responsible for the security of state property entrusted to his care. 

 With the benefit of hindsight, one should note that one of the least prized 

characteristics of the Soviet-type planned economies was the low turnover among these 

directors.  This was a built-in mechanism of stability of the industrialization drive, a system in 

which long-term development plans and objectives had a real chance to be implemented. 

There were countless cases, when a young Director nominated at the age of 35 or so, stayed 

on the top for the next 20-30 years. If a Director was ousted after “only” 10 years, this was 

considered already as a spectacular evidence of his/her incompetence.  The low turnover of 

the directors meant stability at the lower levels, too.  The production and the financial 

managers sat in their respective chairs also steadfast, as long as their boss did. 

After the regime change, the Central and East European countries experienced an 

unexpected change in this pattern.  First, as a result of corporatization of the former SOEs, 

management boards were placed upon the middle-level managers.  In some countries, where 

the so-called German model was implanted, a two-tier board structure came into being: 

Management Board + Supervisory Board.  But this was the smaller and less important change.   

The more significant modification was the dramatic shortening of the tenure of chief 

executives, and consequently more frequent changes at the lower company levels, too.  This is 

illustrated on the example of the largest Hungarian state-owned firms below.   
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TABLE 2:  Number of Presidents and CEOs of the largest SOEs in Hungary, 1990 - 

2014 

 

Name of the company 

(relevant period) 

CEO  President of 

the 

Management 

Board  

President the 

Supervisory 

Board  

Number of line  

ministers 

controlling the 

industry  

Malév (Hungarian Airlines), 

1990 - 2012 

18 14 min. 7  

12 

MÁV (Hungarian 

Railways), 1990 – 2014 

10 10 n. a. 

MATÁV (Hungarian 

Telecommunication), 1990 

– 1999 

4 min. 3 n. a. 3 

MVM (Hungarian 

Electricity Holding), 1990 – 

2014 

9 13 6  

 

14 

Mol (Hungarian Oil and 

Gas Co.) 1990 - 2014 

4 min. 5  min. 5 

Magyar Posta (Hungarian 

Post Office) 1990 - 2014 

9 9 5   

 

Source: Author’s ongoing research based on annual company reports and the press. 

 

At first sight, it is not easy to understand why has been the turnover of CEOs and 

Presidents so high.  But the last column already gives a helping hit.  The frequent changes of 

governments (as a result of elections) and the even more frequent replacement of ministers 

provide the explanation.   As ministers were coming and going, they all felt the necessity to 

bring their own people into the boards of the firms under their authority.   Under socialism – 

especially during the classical period – ministers also had longer tenures, as a result of the 

cemented position of the totalitarian leader. 

As a matter of fact, relative to the majority of the Central and East European transition 

countries, the political leadership of Hungary displayed a remarkable stability.  Between 1990 

and 2014, there were only six Prime Ministers, while Poland had 16
10

, Romania
11

 and 

Russia
12

 had 15, Bulgaria 13
13

, etc.  To complicate the matter further, we have to take into 

                                                 
10

 http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Poland  

11
 http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Romania  

12
 http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Russia  

13
 http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Bulgaria  

http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Poland
http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Romania
http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Russia
http://en.wikipedia.org/wiki/List_of_Prime_Ministers_of_Bulgaria
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account, that most governments were coalition governments and this  played a role also in the 

larger turnover of line ministers.  Thus, as the political colour of the government and/or the 

responsible ministry changed, the CEOs and the chairpersons of the two boards were very 

often immediately replaced.  I suspect that a similar table for many other transition economies 

would contain even higher figures in some cells.
14

 

Interestingly, during the last 5-10 years, there has been a growing interest into this 

matter in the corporate governance literature produced by international consulting firms and 

consulting academics.  So, we have comparable data on CEO turnovers for matured market 

economies.  Booz & Company Inc. (2011) is one of the most diligent investigators of this 

question. Their research now goes back consecutively to 2000, giving 11 years of perspective 

on the tenure and position of business leaders of the world top 2500 public companies.  

According to their findings, for outgoing CEOs, the mean tenure was 8.1 years in 2000 and 

6.6 years in 2010.
15

   This is very far from the recent Hungarian experience. 

There is not much need to go into details and explaining what’s wrong with the high 

turnover.  Only three points are emphasized. First, in the case of large firms, the development 

and the implementation of a new strategy necessarily takes several years.  After two-three 

years there is no way to know what works and what does not.  Second, the frequent changes 

on the top, induces instability and insecurity at all the lower levels, too.  Third, since the 

timing of the change is often directly linked to the time-wise calculable national elections, it 

has become a general behaviour in fully of partly state owned firms that no initiatives are 

made 6-10 months before and 3-4 months after such an election.
16

 

What can be done to enhance the stability of corporate governance structures in fully 

or partly state owned companies in Central and Eastern Europe, where democratic elections 

                                                 
14

 There is no space here to dwell upon the practice of the autocratic type of post-communist regimes prevailing 

in many parts of the former Soviet Union, like Uzbekistan, Kazakhstan, etc.  In these countries the long tenure of 

the incumbent state presidents is likely to lend more stability to SOE managers, too.  This is an empirical 

question, begging for further research.  One way to start is checking the number of prime ministers.  Their 

number in Uzbekistan was three only. In Turkmenistan, there was only one prime minister serving for one year 

only.  Than the country’s President assumed the Prime Minister’s post, too. 

15
 Here are a few world-famous CEOs with extremely long tenure, based on their situation in 2011: Warren 

Buffett (Berkshire Hathaway) - 41 years; Bill Marriott (Marriott International) - 39 years; Larry Ellison (Oracle) 

- 34 years; Rupert Murdoch (News Corporation) - 32 years; Ray Irani (Occidental Petroleum) - 21 years; John 

Chambers (Cisco) – 16 years; Jeff Bezos (Amazon) – 15 years.  Source: 

http://www.businessinsider.com/longest-serving-ceos-2011-5?op=1  

16
 It is important to underline that the same mechanism is in work in the case of smaller public firms which are 

owned by the municipalities.  They also have boards, and their members are also replaced, when a new major 

comes, of when there is a change in the political composition of the local government. 

http://www.businessinsider.com/longest-serving-ceos-2011-5?op=1
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are held regularly, and the change of the political ideology of the successive governments is 

the norm, rather than the exception?  A cheap, though often stated answer is, that the 

governments should refrain from meddling into the management of the SOEs.  It will never 

work. After all, the true raison d’etre of public ownership is to force non-economic objectives 

upon the firms, such as job creation, subsidised product and/or service prices, providing 

welfare services to employees, promoting social policy objectives, contributing to party 

financing, etc.  If this is not the intention, than it is better to privatize the firm or the 

institution.   There is nothing a priori wrong in changing these profit-reducing priorities of the 

SOEs, banks or other financial institutions, when new political forces are coming to power 

from the free will of the electorate.   In order to achieve these new priorities, it is also normal, 

that the new political elite, is determined to replace the previous top managers with their own 

appointees. 

Let us notice, that the dilemma described above is not unique.  Many established 

European democracies have been struggling with similar dilemmas since the 1950s.  In the 

opinion of the present author, the Austrian model of shared ownership of publicly owned 

companies and institutions is a good compromise.   This is the infamous Parteibuchwirtschaft 

or Proporz system, according to which board management positions in SOEs are more or less 

proportionally divided among the largest parliamentary parties.  Most commentators speak of 

this institution with despise as hotbeds of cronyism and corruption, which is undoubtedly a 

real danger.  On the other hand, this seems to be a good equilibrating mechanism to guarantee 

stability in the leadership of the firms, because there is no need to implement a full reshuffling 

of the board positions after every election.  In fact, such a system worked healthily between 

1990 and 2010 in the Supervisory Board of the State Privatization Holding, as it was already 

mentioned in Section 2. 

 If the Central and Eastern European post-communist countries wish to increase the 

effectiveness and profitability of their large SOEs, or simply put, they want to have great 

business companies, a hard choice has to be made.  Either they privatise them all entirely or 

develop new rules of board nomination to secure a much longer tenure for their publicly 

nominated business leaders.   
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