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1. Introduction 

 

Employee participation in enterprise results – whether in profits or in ownership – most 
frequently referred to as employee financial participation, or PEPPER,2 has been on the 
EU agenda for over fifteen years. In 1989, the Commission of the European 
Communities (CEC) decided to include employee financial participation among the 
priority objectives of its Action Programme for the implementation of the Community 
Charter of Basic Social Rights of Workers (CEC, 1989). This initiative led to the 
preparation of the first PEPPER Report (Uvalic, 1991), reviewing the experience with 
financial participation in the EC countries, and an EU Commission’s Recommendation 
on PEPPER which was adopted by the European Council in July 1992, inviting Member 
States to facilitate the spreading of PEPPER schemes in practice (Council of the EC, 
1992). The information on individual EU countries experiences’ was updated in the 
Commission’s Report PEPPER II (CEC, 1997). These Reports describe the variety of 
employee financial participation schemes that have developed in the older member 
states of the European Union (EU-15) over the last twenty five years. Many of these 
schemes, Mondragon being a prime example, have been very successful and provided 
concrete empirical evidence, as well as inspirations, for scholars and proponents of 
employee participation in many countries. There is also a rather forgotten Second 
Council Directive on employee participation which has been implemented in all EU-15 
countries and provides a European framework for the participation of employees in the 
financial results and the decision making process of their companies.  

 
The present paper is based on the summary findings of the PEPPER III Report 
(Lowitzsch, 2006), which extends the previous two reports to cover the new member 
states and candidate countries of the EU. 3 As in the original PEPPER Report, employee 
participation schemes range from share ownership in a va riety of forms including 
ESOPs, cash or share-based profit sharing schemes, but cooperative organisations have 
also been included. The initial research was undertaken by a team of researchers from 
both old and new member states. For each country a team of economic and legal experts 
investigated the nature and extent of employee participation and its future prospects. 
                                                 
1  The institutional affiliations of the authors are, respectively: Staffordshire University, Stoke on Trent, 
U.K.; Centre for European, Croatian and Contemporary Law at the Institute of East European Studies, 
Free University of Berlin, Germany; University of Perugia, Italy; and the ILO, Geneva, Switzerland. 
2 'PEPPER' stands for the Promotion of Employee Participation in Profits and Enterprise Results. 
3 Cyprus, Czech Republic, Estonia, Hungary, Lithuania, Latvia, Malta, Poland, Slovakia and 
Slovenia as countries that joined the European Union on May 1st 2004 and Croatia, Bulgaria, 
Romania and Turkey as Candidate Countries. 



 2

Countries were divided into four groups on a regional basis: Central and Eastern Europe, 
the Baltic States, South Eastern Europe and the Mediterranean block (Turkey, Cyprus and 
Malta), with the country teams of each region working together to identify and highlight 
the similarities and differences between the countries of each region.  

In what follows, we provide a summary of the main findings of the PEPPER III Report 
regarding employee financial participation in the new EU member states and candidate 
countries. Four main issues are discussed in a comparative framework: (1) the legislative 
and fiscal framework; (2) the general attitudes towards PEPPER of social partners and the 
governments; (3) the incidence of PEPPER schemes in the individual countries; and (4) 
empirical evidence on the effects of schemes on enterprise performance. The paper ends 
with a few concluding remarks. 

 

2. Legislative and Fiscal Framework 

 

The legislative framework for employee financial participation varies widely across the 
group of countries under consideration, reflecting their recent history and their different 
approaches and attitudes to the role of employees.  There are important differences 
between the former socialist countries (the transition bloc) and the market economies 
(Cyprus, Malta and Turkey) and also within the former group, between those in which 
employees enjoyed a privileged position (such as the former Yugoslavia and Poland) and 
those which were managed along the more orthodox Soviet model (such as 
Czechoslovakia).  The legislative framework for employee participation was largely 
developed in the course of privatisation (particularly for the transition countries under 
consideration) and supplemented by the provisions of other laws, most importantly the 
company laws and the laws on cooperatives.  These laws, of course, were designed to 
transform ownership of all or parts of companies from state to private, and, as such, were 
not laws specifically aiming at financial participation.  The specific laws on financial 
participation are limited to only few countries. A rare exception of recent legislation found 
in the majority of the countries under consideration, though not adopted in the context of 
privatisation, are rules permitting joint stock companies to acquire their own shares in 
order to transfer them to their employees, and to facilitate this acquisition by financial 
assistance. This phenomenon has its roots in the second Council Directive on Company 
Law4 and, as part of the “hard” acquis, corresponding legislation was adopted in the context 
of accession to the EU. As such it seems to have been rather a “legislatory reflex” than part 
of a national policy supporting financial participation, which partly explains why this 
legislation is rarely used in practice. Since up to now these rules have been of little practical 
relevance and remained "dormant" across all countries, they are discussed in the context of 
future developments (see Part 3, below).  

 

1.1. Employee Share Ownership 

To begin with, in countries with a tradition of workers’ self-management (Slovenia and 
Croatia), the initial legislation on the transformation of social property (which came into 
force in 1988 and 1989 in former Yugoslavia under its last Federal prime minister Ante 
Markovic) clearly favoured employees, giving them special position in the process: the 
                                                 
4 See Art. 19 para. 3, 23 para. 2, 41, para. 1 and 2 of the Directive, 77/91/EEC, dating back to 

13 December 1976 which allow derogations from the European legal framework for Joint 
Stock Companies designed to encourage the financial participation of employees (see Part. 3, 
p.??? below). 
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ability to buy a large amount of shares of their company at heavily discounted prices (even 
up to 70%).  Although the new successor states of former Yugoslavia replaced the so-called 
Markovic law with their own transformation (or privatisation) legislation, the special 
position of employees remained unchanged in Slovenia and, at least in the early years of the 
new system, in Croatia too.  

In Slovenia, with the exception of those in publicly owned companies, employees could 
obtain up to 20% of shares of their company in exchange for vouchers (freely distributed 
to all citizens), and could potentially buy up to another 40% of shares, depending of course 
on the size of the company and their ability to pay.  Employee ownership was to some 
extent preserved by the conscious decision of the legislators and companies themselves: the 
imposition of the 2-4 year restriction on the sale of employee shares; the adoption of 
internal acts (company statutes) prohibiting the sale of employee shares to outsiders; the 
institutionalisation of Workers’ Association and empowering them to resist takeovers, etc.  
More importantly, the implementation of the  1993 Codetermination Law in companies 
with less than 500 employees has led to the allocation of one-third of the seats on the 
Supervisory Boards of companies to employees, and in companies with more than 500 
employees, also one seat on the management board. 

In Croatia, the first transformation (or privatisation) law in 1991 enabled employees to buy 
20% of shares of each company at large discounts and up to another 30% at market value.  
These provisions were not included in the later privatisation legislation in 1996 (where 
other groups of citizens such as refugees, war veterans, war-invalids, etc., were given 
preference over employees).  Unlike Slovenia, the state was not interested in the 
preservation of employee ownership and no attempt was made to preserve it.  Many 
employees who acquired shares in their companies in the early phase of privatisation sold 
their shares to others; some, who did not want to (or could not) pay the instalments of 
their purchase, returned the shares to the state.  Indeed, many of the privatisation contracts 
of the early 1990s were reversed by the Law on the Revision of Transformation and 
Privatisation (of 2005).  In Croatia, there were some attempts to engage in privatisation 
using an ESOP-type arrangement (though very broadly defined).5  Although there were no 
formal rules governing such arrangements, they were implemented in a number of large 
Croatian companies though the scale has remained fairly limited. 

In Poland, the strong position of employees which developed during the 1980s, together 
with the influence of the independent trade union Solidarnosc, ensured a privileged status for 
the employees during the early years of transition.  The Privatisation Law of 1991 (Article 
37) enabled employees in small and medium size companies to embark on the so-called 
privatisation by liquidation, or leased buy-outs, and led to the formation of the largest 
number of employee owned companies in the whole of Central and Eastern Europe (over 
700).  In addition to the employee lease-buy-out method the privatisation law allocated 
15% of the shares of companies undergoing privatisation to their employees for free.6 
Another group of 512 larger companies were privatised through the National Investment 
Fund Programme (Poland’s version of mass privatisation), also applying the rule of 15% 
free employee shares.  For these companies, however, as in Croatia, there was no attempt 
to preserve share ownership by employees and many of them disposed of their shares in 
the early years. Codetermination on the strategic level exists in the form of the obligatory 
representation of employees on the supervisory boards of commercialised companies (2 

                                                 
5   This was defined as an ‘organised programme of large scale involvement of employees in the 

enterprise ownership’. 
6   The total value of shares given to employees could not exceed the equivalent of 18 months 

salaries of the company’s employees.  
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out of 5 board members are employee representatives; when the state treasury ceases to 
hold 100% of the shares the representation drops to one third). In companies established 
as the result of commercialisation having more than 500 employees one seat on the 
executive board is given to employees.  

In Hungary, too, the insiders had the opportunity to embark on the purchase of their 
company in the course of privatisation on preferential terms – though this time the 
managers had a particularly important role in the process.  Indeed in the immediate pre-
transition period, and based on a decision by the Council of Ministers in 1988, state owned 
enterprises could issue ‘property notes’ to their employees, free of charge (subject to a 
maximum of 10% of the firm’s capital).  The 1992 law on Employee Share Ownership 
Programme enabled firms to offer credit to their employees to buy shares at large discounts 
if they set up an organisation (an ESOP trust) to act on their behalf and engage in the 
process collectively.7  The trust could obtain credit at preferential rates from banks or the 
firm to buy shares of the company (from the State Property Agency) up to a maximum 
level and hold these shares on behalf of the employees.  Once the loans obtained from 
banks, the firm itself or the State Property Agency for the purchase of shares under an 
ESOP’s control were paid back, shares could be transferred to members and the ESOP 
would cease operation.8  Later on, the 1995 Law on the Realisation of Entrepreneurial 
Property in State Ownership, continued the policy and strengthened the incentives for 
employees to embark on buying shares of their companies. Furthermore, an Approved 
Employee Share Benefit Programme has been in existence since 2003; the typical scheme 
involves issuing free shares to employees. The advantage of this type of reward is the lower 
tax rate associated with benefits in kind.   

Romania was another country where employees could set up ESOP-type organisations to 
take part in the privatisation process collectively.  The government decision on the 
Standard Procedure for the Privatisation of Small Enterprises by the Sale of Shares (1992) 
established the principle that employees could, through a collective organisation, take over 
all or the majority of shares of their enterprises.  This method of privatisation was given 
priority over the alternative public tender method.  The shares would not be acquired by 
employees themselves but by the ‘association of shareholders’.9  Shares purchased by the 
association could be paid for by vouchers or by cash instalments.  Apart from the small 
privatisation, the voucher privatisation scheme (the 1991 Law) allowed for 30% of shares 
of companies to be transferred to employees, in return for vouchers or cash.  Although the 
law did not provide any incentive for insiders, it contained preferential treatment in the 
form of pre-emptive rights for employees.  But as many citizens had traded their vouchers 
for cash to supplement their incomes, not many employees took advantage of this 
provision. 

In the Baltic States, the Soviet era ended somewhat earlier than in the rest of the Soviet 
Union, allowing a certain degree of economic change to take place even before the formal 
systemic change.  The small privatisation programmes of the late 1990 (in Estonia and 
                                                 
7   At least 40% of employees had to participate in an ESOP to qualify for the relevant discounts.  
8  This is the case of the so-called Privatisation ESOPs (those set up for the purpose of 

participating in the privatisation process).  There are also non-privatisation ESOPs where the 
employee organisation would buy shares from other entities and manage them.  The main 
difference is that this type of ESOP does not receive any preferential treatment. 

9   There was no special legislation governing the operation of this form of organisation in 1992.   
However, the Law on Associations of Employees and Members of the Management in 
Companies in the Privatisation Process, passed in 1994, provided the legal basis for the 
associations of employee shareholders.   In Romania, 30% of employees had to participate in 
the establishment of an association before it could participate in the privatisation process. 
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Lithuania) and 1991 (in Latvia) enabled employees to buy shares of small and medium size 
companies on preferential terms.  Later on formal privatisation legislation imposed more 
specific conditions on employees’ rights.  In Estonia, the Privatisation Law of 1993, 
stopped the preferential treatment of employees altogether, going for a strict auction 
method with emphasis on privatisation to foreign investors.  In Latvia, the 1993 legislation 
enabled firms to issue shares (up to the equivalent of 10% of their capital) to employees 
which could be paid for at a later point (if employees or board members left the firm, they 
were required to pay for their shares in full).  The 1994 Privatisation Law changed this and 
ended the special treatment of employees.  In Lithuania, however, the employees’ privileges 
continued somewhat longer.  Firms could issue shares up to 10% of their capital to 
employees to be paid for by a mixture of cash and vouchers.  The proportion was increased 
to 30% in 1992 and 50% in 1993 (when the Communist Party came to power again).  
Although a new Privatisation Law came into effect in 1995, ending employees’ privileges in 
new privatisations, the previous law remained in force until 1997.  

In Bulgaria, the early privatisation legislations contained a certain degree of preferential 
treatment of employees.  In mass privatised companies, employees were entitled to receive 
up to 10% of shares of the company free of charge.  In companied privatised by other 
methods, employees could buy up to 20% of shares at prices discounted by 50%.  
Employees could also set up Management Employee Buy Outs (MEBO) for the sole 
purpose of participating in the privatisation process.  MEBOs could buy up to 10% of 
shares of their companies.  There were some attempts to create incentive for employees to 
set up MEBOs but their number remained limited.  The amendments to privatisation 
legislation in 2002 removed privileges given to employees. 

In former Czechoslovakia, the mass privatisation programme launched in 1992 did not 
contain any provision for employee shares.  Employees could buy up to 3% of their 
company shares in exchange for their vouchers at prices (expressed at that time in voucher 
points) announced for all bidders.  Many people preferred to transfer their vouchers to 
investment funds or use them to buy shares in other companies.  Once the country was 
divided, the two partners chose separate ways.  The Czech Republic continued with the 
second wave of mass privatisation, still offering no preference to employees while in the 
Slovak Republic the second wave of mass privatisation was cancelled in favour of other 
methods.  Although there was much discussion of providing support for employees to 
participate in privatisation, and even though the Ministry of Privatisation prepared a 
document, Principles of Implementation of Workers’ Participation in the Privatisation of 
Enterprises, aimed at promoting and regulating employee ownership, in practice there was 
little progress in this area.  The non-transparent privatisation process in the Slovak 
Republic resulted in the transfer of many companies to supporters of the political party in 
power.   

In the three non-transition countries under consideration (Cyprus, Malta and Turkey), 
employee ownership and participation has a different history and, at the same time, is very 
limited.  Only in Turkey a significant number of companies (around 300) have been 
privatised or marked for privatisation.  In these companies, a proportion of shares could be 
transferred to employees on a preferential basis according to regulations approved for each 
specific case.  Employees could buy a certain percentage of shares of their company either 
at discounted prices or by instalment (5% in the case of Turk Telecom, e.g.).  They could 
also set up ‘foundations’ or ‘associations’ which could hold shares on their behalf 
collectively (ESOP-type arrangements).  These institutions can obtain credit on preferential 
terms to buy shares of their companies.  However, the Commercial Code prevents 
companies acquiring own shares in order to transfer them to their employees on a 
preferential basis (i.e., at prices below the market price).  Foreign companies intending to 
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set up preferential schemes for employees have to apply to the Capital Market Board for 
permission.  But, on the whole, the scale of financial participation schemes is fairly narrow 
and, in most cases, limited to managers.  Furthermore, there are no obvious and significant 
tax benefits a ssociated with these schemes. 

In Malta, the privatisation programme of the 1990s (which reversed the previous 
government’s nationalisation policies) created the basis for some employee ownership 
schemes - though the scope of the programme has been very limited.  In two specific 
companies BOV (Bank of Valletta) and Maltacom, a proportion of shares were given to a 
trust specifically set up for the purpose of holding shares on behalf of employees10  Until 
the amendment of Trust legislation in 2004 these trusts, which are the main vehicle of 
employee financial participation in Malta, were regulated by the Investment Services Act of 
1994.11  There are no tax advantages associated with these schemes.  The Commercial Act, 
however, allows preferential shares issued for employees under specific restrictions: the 
discount should not be more that 10%, the price should not be below the nominal value of 
shares, and the discount arrangement must be public.  There are no tax benefits in such 
schemes and, with the exception of a few large companies, these schemes are generally 
offered to a few key personnel of companies. 

Cyprus is the only country with no share ownership schemes emanating from privatisation 
programmes – indeed Cyprus has not had any privatisation or any specific legislation on 
privatisation.  Although more than 50% of households own shares, these shares are not 
related to their employment position.  In Cyprus there are only a few large companies (70 
with more than 250 employees in 2000) and therefore there has been little interest in 
employee participation. There are no tax advantages specifically aimed at employee shares - 
profits from the sale of securities are tax free but for all shareholders and not just 
employees.  Stock option plans are in place in some companies but only for their 
management personnel.  

 

1.2. Profit-Sharing 

Profit-sharing (in the form of cash or shares) is not a feature of company legislation in any 
of the countries under consideration.  In a few transition countries, the company legislation 
refers to the possibility of employees having a share of company profits in accordance with 
the company’s articles of association ( Article 178.4 of the Czech and Art. 178.4 of the 
Slovak Commercial Codes, Articles 347-348 of the Commercial Companies Code in 
Poland, Art. 228 of the Company Law in Slovenia).  Similarly, share-based profit-sharing is 
sometimes mentioned in the context of a capital increase.  In Romania, there is a general 
scheme for cash-based profit-sharing in state owned companies (including the so-called 
Regia Autonoma) whereby some 5% of the net profit is allocated to a Fund for Employee 
Profit Participation to be paid to employees on the basis of their performance. However, 
given that only few of these companies make any profits, the number of employees 
benefiting from the scheme is relatively small. Employees in the public sector too receive a 
profit sharing bonus depending on the overall performance of the sector – as it would be 
difficult to link it to the performance of individual employees. 

In Cyprus and Malta, there are no legislation specifically regulating profit-sharing (in the 
form of cash or shares).  In Turkey, in addition to financial participation arising from share 

                                                 
10 In the case of Maltacom, 3% of shares was allocated to a trust for this purpose. 
11  Interestingly, ‘trusts’ are traditionally used as collective investment schemes and are strictly 

regulated by the Trust Act but those set up for the benefit of employees are exempted from 
many formalities. 
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ownership, companies can also allocate up to 5% of their profits to employee ‘foundations’ 
to enable them to purchase their shares.  The amount allocated to ‘foundations’ for this 
purpose is tax deductible for the company.  The allocation of a share of profit to 
‘foundations’ is possible only if the company has paid dividends to shareholders and set 
aside the required reserves.  

 

1.3. Cooperatives 

Another important arena for employee ownership and participation is the cooperative form 
of organisation.  Although cooperatives are not a specific form of financial participation in 
the strict sense (the term is usually used in reference to traditional enterprises), their 
presence implies the existence of some form of participation by worker members in 
enterprise results and decision-making, which is the reason why they have been included 
here. 

In all transition countries, the old cooperative laws were replaced and the old cooperative 
organisations were dismantled as they were associated too closely with the former socialist 
system.  New laws on cooperatives were passed in almost all countries (though as late as 
2002 in some of them like Lithuania) to formalise and regulate the operation of this type of 
company.  In a few countries, cooperatives are regulated through the existing company 
laws (like the Czech Republic, Estonia, and the Slovak Republic) or the Law on 
Commercial Associations (Estonia).  Cooperatives, however, have not become a popular 
form of commercial organisation and their scale in most countries has remained limited.  
The main reason seems to be the negative attitude of the society which associates the 
cooperative movement with the former regime.   

In the non-transition countries under consideration, the situation is quite different as they 
do not suffer from the negative association with a former socialist system.  In Cyprus, 
where the law on cooperatives dates back to 1914, there is a very large cooperative sector, 
with almost half of the population being members of cooperatives.  The profits of 
cooperative credit institutions, which provide loan facilities to other cooperatives, is tax 
exempt to the extent that it has been generated in operations with other cooperatives.  In 
Malta, too, there is a small number of cooperatives whose operations are regulated by the 
2001 Law on Cooperative Societies.  The profits  of a Cooperative (or a portion of it) is tax 
exempt if it is kept in the firm but will become taxable when it is distributed as dividends.  
A unique cooperative scheme in Malta (as an alternative to privatisation) is that employees 
of government departments can organise cooperatives and bid for their department’s 
current activities in competition with the private sector; they receive their normal salaries 
plus a share of the cooperative profit.   

 

2. Current Attitudes towards Financial Participation: A General Lack of Interest? 

 

The relatively low incidence of financial participation in recent years in new EU member 
states and candidate countries can be explained by the limited interest shown by both trade 
unions’ and employers’ organizations as well as the lack of a policy strategy and concrete 
enhancing measures by policy makers. 

 

2.1. The Lack of a Long-Term Trade Union Strategy 
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No doubt the trade unions’ policy toward this form of workers’ involvement is among the 
factors that explain the current low incidence of financial participation.  It is important 
however to distinguish here between employee ownership and profit-sharing schemes.  
Whilst the latter have only rarely appeared in the trade unions’ policy agenda – with the 
exception of Slovenia and Bulgaria – trade unions in several countries under study – and 
especially in transition economies of Central and Eastern Europe – have taken some 
initiatives to promote employee ownership as an alternative way of privatisation, especially 
to avoid excessive reliance on private capital, particularly foreign investment, or on mass 
privatisation.  

Employee share-ownership was often found in the policy programmes of trade unions (see 
the examples of the Hungarian trade union MSZOSZ or of the Bulgarian trade union 
CITUB).  The promotion of these schemes was generally presented as part of their views in 
favour of democratic participation, especially in countries with a tradition of self-
management, such as Slovenia.  In other cases, their support was more pragmatic and 
represented a means of avoiding the domination of ownership by an external buyer, as well 
as the restructuring and massive layoffs to be expected in this process. 

Trade unions have tried to be active at different levels.  At the national level, they have 
often managed to get involved in direct negotiations with the national privatisation agency, 
thus making employees deeply involved in the privatisation process – for instance in the 
creation of ESOPs in Hungary and Romania, or in the allocation or distribution of shares 
in Poland and Bulgaria.  At the enterprise level, trade unions have also played a role in 
helping employees to get involved in the privatisation of their enterprise, and in defending 
employees’ interests in this process as for example in Lithuania or Hungary (through the 
workers’ councils). In Estonia, the local trade unions have sometimes used their own 
resources during the privatisation of their company.  Trade unions have also influenced the 
kind of employee share-ownership scheme adopted by the company, by trying to involve 
all employees rather than only the management, and have thus helped to safeguard 
employee share-ownership against management domination – for instance on several 
occasions in Romania and Slovakia by preparing an EBO (or Employee Buy-Out) to 
counter the management’s bid to acquire the enterprise through an MBO (or Management 
Buy-Out) (Brzica, 1997 and Munteanu, 1997).  This promotion of employee ownership has 
enabled workers to obtain more influence in key policy areas, including employment policy: 
in many enterprises in Estonia, Slovakia, Hungary, and elsewhere, they have managed to 
influence employment decisions and avoid job losses (see chapters in this volume, Uvalic 
and Vaughan-Whitehead, 1997; Vaughan-Whitehead, 2003). 

The attitudes of the trade unions however have not been supportive in all countries. Our 
comparative table in this chapter for instance shows that there has been a lack of interest 
since the beginning of the reforms in countries such as Latvia, Estonia, the Czech Republic 
and Slovakia, where financial participation had not been even considered as an element of 
reforms in the transition process.  In Poland the trade union Solidarnosc initially supported 
employee ownership but once the decision to embark on other methods was made - 
particularly the mass privatisation method - it has shown no further initiatives for 
promoting employee ownership schemes.12  Some national consensus had also emerged in 
the Czech Republic – including trade unions – around the voucher option.  

But more generally we can conclude that in most new EU member states and candidate 
countries the trade unions have done little to develop new institutions to promote and 

                                                 
12  For instance Solidarnosc’s most recent programme, adopted in 2002, contains no mention of 

employee ownership or any other form of employee participation (see chapter on Poland in 
this volume). 



 9

protect employee shareholders, despite their policy intention to support a wide extension 
of employee ownership.  In particular the trade unions have not always played the 
monitoring and supportive role they might have.  By not playing a more active role in 
informing the workers of their shareholders’ rights and by providing them with little 
support to keep their shares, they generally did not help employees to maintain a significant 
degree of employee ownership in the enterprise. In any case, they did not seem much 
concerned by the progressive dilution of employee ownership.  No doubt this ‘laissez-faire’ 
attitude contrasted with the efforts generally made by the same trade unions to press for a 
larger employee share ownership in the privatisation process.  For instance the largest trade 
union in Slovakia (OK Kovo) was very active in promoting employee ownership in the 
privatisation process.  Nevertheless their activity in this field has always focused on the 
creation and social control of legislation on privatisation.  As a result it stopped as soon as 
the statutory bodies of employee joint-stock companies were created.  At that point, trade 
unions reverted to their traditional role that is mainly collective bargaining and in particular 
negotiating for higher wages.  A similar story is found in Bulgaria and many other countries 
in the region.  The current lack of interest of trade unions generally observed in the 
countries under consideration – see the comparative table – obviously contributes to 
explain why employee ownership has progressively declined in importance over the last few 
years, despite the fact that this property form was found to have a number of net economic 
advantages (see empirical findings later in this chapter).  

The trade unions and also employers’ representatives have been – and generally continue to 
be – rather critical of profit-sharing schemes.  Over the years of transition, most trade 
union leaders have, for a variety of reasons, expressed great concern at seeing this type of 
scheme being implemented at enterprise level.  First because in the previous communist 
regime some Central and Eastern European countries had adopted but also mis-used 
profit-sharing schemes.  They were usually implemented in the form of bonuses paid to 
employees and managers, and through indirect compensation for welfare services such as 
housing, holidays and so on.  However although directly financed from enterprise funds, 
these schemes were not directly related to enterprise results and were difficult to 
distinguish from fixed wages.  Since the start of the transition, such forms of profit-sharing 
have declined in importance.  Workers – and with them the trade unions – became 
opposed to these forms of payment that did not respond to objective qualifications, 
requirements, or performance.  The exchange of experiences with EU colleagues and 
certainly the long time needed to change mentalities seem to be required to change the bad 
feeling related to the previous regime in this area.  The economic crisis has also contributed 
to this poor enthusiasm for profit-sharing schemes: the production crisis, combined with 
high inflation of the first years of transition, has restricted the possibility for employers to 
distribute bonuses related to profits.  The fall in living standards and the growing poverty 
have also induced the workers to claim higher basic wage increases rather than the 
distribution of flexible profit-sharing bonuses.  In a way the still lower living standards in 
most new and future EU member states would explain both the dilution of employee-
ownership – shares being sold for cash – and the poor motivation to apply profit-sharing.   
This might be one of the conclusions of different national studies in this volume indicating 
that that the priority of trade unions today is rather to promote the creation of works 
councils as required by the European Union and its directives in the field of workers’ 
information and consultation.  

In a few countries, however, the trade unions have been – and still are – rather supportive 
of profit-sharing schemes as in Slovenia, Bulgaria or Croatia.  By contrast in Southern 
countries such as Cyprus and Malta social partners are rather involved in a tripartite social 
dialogue process at national level on different economic and social matters and have not 
shown much interest in promoting decentralized and more direct forms of workers’ 
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participation – including financial – at enterprise level.  Quite significantly in these two 
countries workers’ financial participation is not much quoted – if at all – in trade unions’ 
policy agenda (see chapters in this volume).  At the same time, however, in these two 
countries there has been an important support for the cooperative movement. 

 

2.2. Employers: Neither a Conflictual Issue nor a Priority 

Employers have also played a role in encouraging the development of financial 
participation. Obviously, the management’s interest to get involved in employee-
management share-ownership corresponded to the imperative need – especially since the 
managers did not have the funds for doing it alone – to get together with the workers to 
buy their company’s shares and thus avoid the arrival of an external investor.  Nevertheless, 
while this development can be explained by the opportunity or the necessity of obtaining 
shares in the privatisation process it also undoubtedly reflects a tradition and experiences of 
employee involvement and self-management in Central and Eastern Europe. The 
experience in this regard contrasts with experiences in the West – for instance in the UK 
and France which have developed  employee ownership in the most extensive way – where 
only a small percentage of the capital of public companies has been privatised through 
employee ownership.  The employers’ aversion with regard to employee ownership was 
found to be much less prevalent in Central and Eastern European countries.  It is 
significant to note that in some countries, those employers most suspicious of mixed forms 
of property including employee ownership were often foreign investors – also from the EU 
– and not local employers (though we also find examples to the contrary).  To be noted, for 
instance, is the initial active support of Hungarian employers to ESOP schemes, or the 
continuous support of associations of employers and managers in Slovenia to profit-
sharing schemes. 

Nevertheless in other countries the employers’ associations have remained rather passive 
with regard to financial participation schemes which are moreover clearly not seen as a 
priority by the myriad of managers of new small private enterprises. 

 

2.3. Financial Participation Currently not on the Policy Agenda 

Government policy has also not been neutral towards different forms of workers’ financial 
participation schemes, notably through the promotion or absence of legislative or fiscal 
measures described earlier.  However what is striking in many countries is the lack of even 
a clear position, let alone a long term policy to encourage the long-term sustainability of 
financial participation schemes. 

First, with regard to employee ownership in the transition countries: while this property 
form was clearly put on the policy agenda in the privatisation process – either by default or 
reflecting some political willingness – it is also true that not much has been done to allow 
this property form to survive and develop in the longer run.  For instance, while one of the 
weaknesses of employee owned enterprises clearly identified through empirical evidence is 
their poor access to capital, no government (with the possible exception of Hungary 
through the “Egzisztencia” Credit program) has taken concrete steps to solve this problem, 
through for instance some initiative in the banking sector.  Similarly not much has been 
done by public authorities to limit the progressive dilution of employee shares – through 
for instance the temporary non-transferability of these shares (exceptions being Poland and 
Lithuania), some official campaign in favour of this property form,  tax incentives, or 
measures to improve the governance process in employee-owned enterprises. As an 
exception, Hungary amended its ESOP law in 2003 notably to establish a limit for 
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differences in share distribution, to regulate the operation of ESOP trusts and the 
mechanisms for the representation of owners’ interest.  On the contrary, many 
governments – for instance Estonia in 1993, Latvia in 1994, Lithuania in 1997, and Bulgaria 
in 2001 – have removed all preferences given to employees in the privatisation process. 

Since the end of the privatisation process there have not been many attempts to encourage 
employee ownership including ESOPs in these countries outside the privatisation process.  
To be noted however, is the scheme designed in the late 1990s by the government of Malta 
to introduce financial participation in the public sector through the setting up of 
cooperatives, an initiative that was supported by the two main trade unions. 

Second, with regard to profit-sharing schemes, there has been almost no legislation 
adopted so far despite the messages received – although not as binding regulations since 
there is no hard ‘acquis’ in this field – from the European Commission to do so.  Slovenia 
proposed a law in 1997 in this regard but that was rejected by the Parliament.  The same 
happened to a similar initiative in early 2006 (see the chapter on Slovenia in this volume).  
The context for a government initiative also seems to be appropriate in Bulgaria since the 
promotion of a profit-sharing scheme may well  respond to both the trade unions’ claim to 
progressively increase real wages, which  are still at 50 per cent of their 1990 level and 
among the lowest in Europe, and the employers’ request for greater wage flexibility.  In 
early 2006, both social partners were rather open to such a proposal that has clearly to be 
part of a more comprehensive and longer term incomes policy package (ILO, 2006).  
Nevertheless, a recent incomes policy strategy document prepared by the Bulgarian 
government does not include any proposal in this field. 

Finally, in the light of the above remarks we can wonder if the influence of EU institutions 
on the new EU member states and candidate countries has so far been sufficiently strong 
regarding workers’ financial participation.  While financial participation or PEPPER 
schemes continue to belong to the soft ‘acquis’ – with the immediate result that they are not 
seen by the newcomers as being a priority field especially in comparison with the numerous 
other fields where there are binding rules – one can also wonder whether the European 
social partners – both at European confederation level as well as national federation level – 
have been sufficiently active in this field.  

 

3. Financial Participation in Practice: Incidence of PEPPER Schemes 

 

Contrary to the experience of the EU-15, where a rich variety of financial participation 
schemes have been used during the last twenty-five years, in the new member states  and 
candidate countries  from Central and Southeast Europe we observe very limited incidence 
and variety.  During the whole post-1989 period, the only diffused form of financial 
participation in these fourteen countries has been employee share ownership, including 
several cases of ESOPs, whereas the other main form – profit-sharing – has emerged only 
sporadically and can be considered negligible.  

 

3.1. Employee Share Ownership 

Employee share ownership is the principle form of financial participation in the new 
member states and candidate countries. It has emerged almost exclusively through the 
process of privatisation. In the countries from the former socialist world, although a variety 
of privatisation methods have been used during the 1990s, employee ownership has turned 
out to be a very important, sometimes even dominant, outcome of ownership 
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transformation.  As a consequence, immediately after the initial phase  of privatisation, 
many previously state or socially-owned enterprises in Slovenia, Poland, Hungary, the 
Baltic States, Bulgaria, Romania and Croatia, ended up being owned by insiders – 
employees and managers.  Nevertheless, there has also been a clear tendency for the share 
of employee ownership to decline, as many workers have sold their shares in the meantime, 
most frequently to managers but also to external owners.  Thus today we observe a much 
smaller number of countries that still have a significant stake of enterprise property in 
employee ownership, while in an even smaller number of countries – primarily in Poland, 
Slovenia, and Romania - are there still a substantial number of firms that are in dominant 
employee ownership.   There are also some countries, like former Czechoslovakia and 
subsequently the Czech and Slovak Republics, where not even employee ownership has 
been an important form of financial participation, since privatisation was based on 
methods not facilitating the acquisition of enterprise shares by insiders. In countries like 
Cyprus, Malta and Turkey, the experiences have been somewhat different, since no 
privatisation programmes of such a large scale were applied over the past decade, but a 
common element with the former socialist countries is that employee ownership has also 
emerged mainly as a consequence of privatisation.   

ESOPs or ESOP-type schemes have also been implemented, though only in a few 
countries.  In Romania, ESOPs were the main method of privatisation of small companies; 
by the end of 1998, over a third of all industrial firms had undergone ESOP privatisation, 
with average employee ownership of 65%.  Moreover, ESOP participants were the largest 
owner group in one-fourth of Romanian privatised firms (see country chapter). In 
Hungary, some 287 ESOP purchases took place during 1992-99, involving 80,000 
employees; in 47% of cases the ESOP was a full or majority owner, and in 24% an owner 
with controlling rights (owning 25-50%).  During the last few years however, no new 
ESOP has been created in Hungary.  Moreover, as a result of changes in legal regulations, 
the overwhelming majority of ESOPs ceased to exist after the repayment of loans, so that 
by early 2005 there were only 151 ESOPs, involving only 1.2% of total company 
employees.  In Croatia, some well-know and successful enterprises (Pliva, Zagrebacka 
Banka, Kras, Dalekovod, AD Plastik) have been introducing models with ESOP elements; 
in some of these firms, this was done in order to explicitly transfer the majority share to 
employees (AD Plastik, Dalekovod).  In Turkey, there have been some ESOP-type 
schemes, based upon foundations which collectively hold employee shares, with the 
employer company contributing from company profits to facilitate the acquisition of shares 
by employees (e.g. Adana Kagit Torba Sanayii T.A.S, or the Teletas Telekominikasyon 
Endüstri Ticaret A.S., which enabled the sale of 8.14% of share capital to its employees). In 
Malta also, there were a few cases of ESOP-type funds, as described previously.  

Looking at the situation in individual countries, the experiences have been very diverse. In 
Bulgaria, initially, only around 4-5% of enterprises was privatised through acquisitions by 
employees on privileged terms.  After 1994, however, sales to MEBO companies reached 
1,436 or 28% of total, another 22% were other sales that also included privileges for 
employees, so that almost 50% of privatisations were carried out through full or partial 
acquisitions by insiders.  As elsewhere, many insider owned firms are today in dominant 
managerial ownership, and only about 10% of enterprises privatised by MEBOs are still 
majority employee-owned.  As to the method of mass privatisation, after a peak in 
employee ownership, achieved immediately after the completion of mass privatisation in 
1998, with about 7-12% of shares being in employee ownership, many shares were 
transferred to managers and outside owners.  The number of employee-owned firms as 
well as the number of shares held by employees has significantly declined in the meantime.   
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In Croatia, 42% of the initial nominal value of enterprises that were included in the 
privatisation process was acquired by employees (and some other buyers).  However, many 
employees were not interested in paying off their shares so they were returned to the state. 
Whereas initially  small shareholders, mainly current employees, held 20% of the nominal 
value of the 2,586 privatised firms, the share fell to only 12% in 1998 and continued falling 
thereafter (Jelusic and Peric, 1999; Tipuric et al., 2004).  

In former Czechoslovakia, and later also in the Czech and Slovak Republics, mass 
privatisation did not favour insider ownership.  In the mass privatisation programme, only 
1.5% of shares was allocated for employees, but not even these were purchased because of 
the unfavourable share price. Only 171 firms eventually gave shares to their employees, 
representing 0.31% of the total number of shares. More recently, some Czech firms have 
issued ‘employee shares’ to improve employee motivation; e.g. the second largest bank, 
Komercni Banka, offered its employees the right to subscribe a limited amount of a new 
share issue at a discount of 50%.  Although over 60% of employees used this opportunity, 
their share in property remained insignificant (less than 1%).  A similar proportion of 
shares was sold to employees in Ceskoslovenska Obchodni Banka and in some smaller 
banks (e.g. the Pragobanka).  

In Cyprus, it is reported that it is a common phenomenon for employees to buy shares of 
the company where they are employed, especially in public companies, but there are no 
data on the scale or the incidence of such practices. 

In Estonia, employee owned firms represented the largest share of privatised enterprises in 
the early privatisation period, up to 1992; in a sample of firms, they represented as much as 
38% of the total.  It is estimated that 80% of the 450 small enterprises of the first wave of 
privatisation were taken over by insiders, frequently through leasing.  After 1993, there was 
a clear movement away from employee ownership.  In 1995, even in enterprises with 
majority employee ownership, on average 46% of the employees were already non-owners, 
and this percentage increased further over time.  The most recent 2005 survey of Estonian 
firms shows a further decline in employee ownership: only 2% of the companies had 
majority employee ownership, in 78% there was no employee ownership, while 20% of 
firms had a minority employee share (Jones and Mygind, 2005).  In only 7% of the 
enterprises with minority employee ownership did the employees own 20-49.9% of the 
shares.  Employee ownership is randomly spread over different industries, and there is no 
significant variation regarding enterprise size.  Agriculture is the sector with the highest rate 
of majority employee ownership.   

In Hungary, minority employee ownership (typically less than 10% and nowhere exceeding 
15%) was introduced in some 540 companies during 1990-92, usually in small and medium-
sized firms.  ESOPs were an important method of privatisation (see above).  Among the 
early buy-outs, majority management ownership was eventually created as many workers 
who initially owned shares sold them to managers.  By 1998, only around 1% of the assets 
of all companies was in management or employee ownership in Hungary. Approved 
Employee Share Benefit Programmes, introduced in 2003, exist in 7 or 8 companies with a 
few thousand employees. There have been some recent cases of employee ownership, as in 
2004, when 37% of the Hay Group clients gave their employees shares, but less than 1% of 
employees actually received employee shares.  

In Latvia in the early 1990s, there were favourable conditions for insiders to buy their 
enterprise shares through direct sales, or leasing with the option to buy later.  Direct sales 
to employees was one of the most frequent methods, and more than half of the enterprises 
in the small privatisation process were sold by instalments to employees.  Though the exact 
number of employee-owned firms is not known, the majority of small enterprises 
privatised by 1994 were taken over by insiders.  After 1994, however, insider take-overs 
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lost their importance.  Within the other privatisation route, the mass privatisation 
programme, by the end of 1998, only 13.56% of shares were sold for vouchers to 
employees.  Still, according to a 1997 survey of 167 companies, two thirds of very small 
enterprises (1-4 employees), more than 50% of small firms (less than 100 employees), and 
18% of large firms (more than 500 employees) were majority insider owned.  Insider 
ownership was highest in agriculture and fishing, and lowest in transport and services (see 
country chapter below).  However, in a sample of 915 firms for the 1997-99 period, insider 
ownership was by far the least stable form (see Jones and Mygind, 2005), confirming the 
typical ownership cycle form employee to management and then to outside domestic or 
foreign ownership. 

In Lithuania too, a large number of employee-owned companies were created during the 
first phase of privatisation,.  The percentage of enterprises where the majority of privatised 
assets was taken over by employees increased from 3% in 1991-1992, to 65% in 1993, and 
to 92% in 1994-1995.  After 1995, when preferential terms for employees were abolished, 
employee ownership started decreasing, but at least until 1997, the ownership structure 
significantly differed from that prevailing in other Central and East European companies, 
due to extremely low foreign ownership and very high ownership by insiders.  However, in 
employee owned enterprises, the proportion of employee owners fell from 76% in 1993 to 
66% in 1999.  There are also some new trends in the opposite direction, as there have been 
several recent cases where employees have obtained shares in companies as part of 
employee incentive schemes.  In Bite GSM, the second largest mobile service provider in 
Lithuania, every company employee was granted the possibility of becoming a stockholder 
of the joint stock company TDC, the sole owner of Bite GSM; employees were offered 
TDC stock options to purchase company shares at a privileged price during a 5 year period.  
Another case is of the Baltic Beverage Holding which provided the possibility for 
employees to acquire shares.  

In Malta, employee ownership emerged in a few companies in the banking and 
telecommunications sector during the privatisation of previously nationalised companies.  
The two major private banks, nationalised in 1974-75 – the Bank of Valletta and the Mid 
Med Bank – both have some employee ownership.  When in 1994, the government offered 
shares of the Bank of Valetta (BOV) to the public, some shares were issued for the 
purpose of setting up a trust fund for its employees, the funding for which was provided in 
the form of a government loan.  A similar trust fund was also set up in Maltacom (formerly 
Telemalta), the main provider of the fixed telephone system, on the occasion of public sale 
of shares in 1998: some 3% of shares was allocated in the form of a loan to a foundation 
set up to administer a trust fund on behalf of employees. When the Mid Med Bank was 
sold to the HSBC Holdings (UK) in 2002 becoming the HSBC Bank Malta, an employee 
share ownership scheme was introduced in the form of a ‘Save As You Earn’ scheme, 
allowing employees to save for HSBC shares.  There have also been enterprises that have 
offered share options to all employees (e.g. Vodafone), but the general policy tends to limit 
these schemes to key personnel. 

In Poland, employee ownership was the most frequent outcome of privatisation during the 
first half of the 1990s.  Initially, lease-leveraged employee buyouts within the ‘liquidation’ 
method represented 66.9% of all completed privatisations, but thereafter, they dropped to 
a little over one third.  Most of these were small to medium-sized firms, usually with less 
than 500 employees.  Although there were some restrictions on the trading of shares 
(particularly imposed by companies themselves), the scale of employee ownership gradually 
reduced over the years as companies had to open up to outside ownership in order to 
attract new financial resources for their development and expansion.  But even over ten 
years later, employees as a group still remain the largest owner of many companies 
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privatised by this method.  However, despite the establishment of a number of institutions 
(such as the Union of Employee Ownership and the All Poland Chamber of Employee 
Owned Companies) to lobby for, and promote, employee ownership, these companies 
account for a small proportion of total economic activity and employment in Poland. In 
the case of 512 companies privatised through the mass privatisation programme in which 
15% of shares were offered free to employees, only 13 enterprises had evolved into 
majority employee-owned by 2000 (Grosfeld and Hashi, 2005). The average shareholding 
of insiders (managers and employees) in the group of mass privatised companies has been 
reduced to 11.4% in 2000 (Kozarzewski, 2002). A study of 80 of Poland’s 500 largest 
companies which were privatised between 1990 and 2001 suggests that employee 
shareholdings were marginal. Insiders possessed some 12.7% of shares at the beginning of 
1998, and this fell to 11.4% two years later.  Non-managerial employees held no shares in 
almost half of the companies in the sample, whereas insiders (managers and employees) 
had majority stakes in only 5% of the firms (Kozarzewski, 2002). 

Romania is one of the countries where employee ownership has been most widespread, 
though there are no accurate statistics on its incidence (EBRD 2002, World Bank, 2004). 
Several privatisation methods enabled the emergence of employee share ownership – mass 
privatisation, ESOP-type schemes applied in small-scale privatisation, and sales of minority 
stakes to employees.  However, ESOPs were the primary method of privatisation (see 
above).  There were also many cases of minority sales to employees, though the importance 
of minority shares held by employees has been decreasing over time.   

In the Slovak Republics, though the conditions for employee shares were more favourable 
after the split than in the Czech Republic, there have been very few cases of employee 
owned firms.  SlovGlass was privatised in 1994 using employee shares, but it is reported 
that no dividends have been distributed since.  Some Slovak banks have also used 
employee shares in order to improve employee motivation (e.g., Tatrabanka), and so did 
some foreign companies (e.g., Dell).  Only a very small number of companies were 
privatised through management led employee buy-outs, such as the Slovnaft Joint Stock 
Company, in which the Slovak National Property Fund sold 39% of the shares to the 
Slovintegra Joint Stock Company, in which employees held 49% and management 51% of 
the shares.  Another case is the cement producing company in Ladce which was privatised 
in 1995 involving more than 95% of employees.  

In Slovenia, at the time of privatisation, 90% of companies chose internal distribution and 
internal buy-outs as the main privatisation method, so insiders obtained about 40% of 
capital subject to ownership transformation.  Information on the incidence and scale of 
employee ownership in the years after the initial privatisation is rather limited and, 
generally, is based on sample surveys. In one survey of 319 companies, the insiders 
obtained more than 60% of capital, representing 16% of total employees but only 8% of 
privatised capital (see country chapter).  Insider ownership prevailed in smaller, labour-
intensive companies.  Recent surveys by Simoneti et al. (2001) and Damijan et al. (2004) 
confirm the importance of employee ownership, though also clearly showing its continuous 
decline.  Prašnikar and Gregoric (2002) report a decrease in insider owned firms during 
1996-2001, from 39% to 25%, for 124 medium and large joint-stock companies, while the 
number of firms in dominant employee ownership declined from 74 to 26. Managerial 
ownership has been increasing, but in contrast to many other countries the reduction in 
employee ownership has led to an increase in outside ownership rather than in managerial 
ownership.  In the Damijan et al. sample, only 26 firms that were dominated by employees 
at the end of privatisation remained in dominant insider ownership by the end of 2003.  In 
most cases, the dominant ownership went from insider owners to domestic non-financial 
firms, or to funds.    
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Finally in Turkey, the privatisation schemes undertaken during 1985-89 were aimed at 
ensuring the broad participation of the public, including employees.  In the privatisation of 
the Karabuk Iron and Steel, 35% of shares were transferred free to the employees; some 
additional shares were paid for from their severance payments, so at the end employees 
held almost 52% of all shares.  In the 2006 sale of Turk Telekom shares, 5% of shares are 
to be allocated to employees.  Employee ownership can be found in foreign multinational 
companies.  To date, 26 foreign multinational companies have implemented employee 
share ownership.  Out of 35 recent applications, some are share option plans while others 
are oriented towards employee ownership.  

 

3.2. Profit-sharing 

The other main form of financial participation – profit-sharing - has been implemented 
much less frequently, usually on a purely ad hoc basis, and there is practically no empirical 
evidence on its incidence.  Generally, there are no specific limitations on the use of 
schemes such as profit-sharing, but there are also no specific incentives to introduce them.  
In many countries, bonuses paid to workers from profits are usually subject to personal 
income tax at the corresponding individual rate, which is not the case with dividends which 
often are taxed at a lower flat rate, so employee share ownership assures higher payments 
to employees.  

Experts report that profit-sharing is not very popular in Bulgaria, that there are no practices 
of profit-sharing in Cyprus, that it is rarely implemented in the Czech Republic (only 
sometimes in foreign companies), that it is not common in Estonia - only in 13 cases in a 
sample of 220 firms in 1997, in some IT enterprises and in the real estate sector, and that 
there are only a few cases of profit-sharing in Lithuania. In Latvia, in a 1997 survey of 167 
firms, profit-sharing was reported in 7% of enterprises; but within the 28 majority owned 
firms, it was present in only 5.  In Malta, the only known case of profit-sharing is in the 
Malta Shipyards Limited, where the government agreed to offer a profit-related bonus to 
the 1,761 employees when the company was created in 2004: employees are to receive a 
quarter of the additional profits achieved through a cut in labour costs.      

In some of the other countries, profit-sharing seems to have been more frequent.  In 
Hungary, where profit-sharing was used before 1989, it is reported that most domestically 
owned companies still give their employees a variable part of income in addition to the 
basic wage.  According to the Hewitt Associates, about 80% of the enterprises in Hungary 
use short-term incentive tools, of which 20% use profit-sharing (but only 10% of the 
entitled employees actually receive a share of profits), and about 50% of the companies use 
performance bonuses not linked to profits.  In Slovenia, Kanjuo-Mrcela (2002) report that 
about 7% of the 41 large firms have established a fund with their own shares in order to 
remunerate their employees, while about 32% of firms have introduced the possibility of 
profit-sharing in their articles of Association, though this possibility often remains 
unexploited (this is the case of 22% of the firms in the  sample). In Romania, since cash-
based profit-sharing became compulsory in state owned companies and in the public sector 
in 2001, it has been increasingly used by firms: the ‘profit participation’ scheme, created in 
state owned companies in order to allocate 5% of profits to employees depending on 
performance, is estimated to cover more than 200,000 employees and is used in the 
banking and insurance industries, mining, and aluminium industry; while the ‘bonus 
scheme’ envisaging a bonus paid to public sector employees on the basis of overall 
performance of the sector, covers more than one million employees.  However, net profits 
directly paid to employees in Romania in 2003 were only about 2.2% of labour costs. 
Furthermore, since many state or municipal owned companies do not make any profit, the 
actual number of beneficiaries is relatively small.  In Turkey, a screening of 50 randomly 
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selected public companies found that more than 80% included profit-sharing in the Articles 
of Association, while the percentage of profits for employees or board members ranged 
from 1-20% of the distributable profit.  

 

3.3. Cooperatives 

Cooperatives play an important role in only a  few of the countries considered. Here again 
there are important differences between the former socialist countries,  and the other three 
countries – Cyprus, Malta and Turkey.  Cyprus is  considered to have one of the strongest 
and best-organised cooperative movements worldwide.  In 2002, the cooperative sector 
incorporated 673 entities, involving a bit less than 390,000 persons.  In Malta, although 
there are only 58 cooperatives, they had 4,569 members, and some are rather important for 
their respective sectors; one of these is a secondary cooperative consisting of seven 
agricultural cooperatives, which handles about 26% of agricultural sales. The public sector 
cooperative programme is implemented mostly in the services sector, but there are some in 
manufacturing activities too.  Despite its unique feature, the take up of the scheme has 
been unimpressive, with so far only about 100 employees having organised such 
cooperatives. In Turkey, in 2004, there were 26 different types of cooperatives, almost 
60,000 active cooperatives involving more than 9 million members, of which 12% are 
agricultural cooperatives, and 52% of workers are members of agricultural cooperatives.    

In the new member states with a socialist background, cooperatives have played an 
important role in many countries, but their importance has significantly declined over the 
last fifteen years.  In Bulgaria, there were as many as 7,570 cooperatives in 2003; more than 
half are agricultural cooperatives, and 95% of those that belong to the two biggest 
cooperative unions, representing 17% of all cooperatives, are workers cooperatives.  In the 
Czech Republic, cooperatives initially accounted for 4% of the total number of registered 
firms, but their share has fallen to only 0.6% by 2003. In Estonia in 1990, cooperatives 
represented around 7% of employment, but many have been transformed into normal 
enterprises.  In Hungary there were over 5,200 cooperatives in 2004, but involving only 
0.2% of employees, mainly in services, agriculture and trade.  In Latvia, there were about 
140 cooperatives in 2004, mainly in agriculture, with some 8,000 members.  In Lithuania, 
there were 262  cooperatives in 2004, including consumer, agricultural, production and 
credit cooperatives.  In Poland, at end of 2001, 411,700 persons worked in the cooperative 
sector, which represented 2.9% of employment (down from 642,000 at the end of 1995); of 
the 18,682 registered cooperatives at the end of 2002, only 2,208 (11.8%) were industrial 
workers’ cooperatives.  In Romania, despite the long tradition of cooperatives, their 
number has been declining rapidly to 2,236 in 2003 accounting for 0.2% of total 
employment.  In the Slovak Republic, cooperatives represented 9% of the total number of 
industrial firms in 1993, which rapidly declined throughout the 1990s, to only 2% of all 
enterprises in 2004.  In Slovenia, the 327 cooperatives in 2003 employed only 0.9% of all 
employees, produced 1.3% of value added, and were mostly operating in agriculture and 
forestry.  

 
 
4. Empirical Evidence on the Effects of PEPPER Schemes 

 
Given that financial participation schemes have been implemented to a very limited extent 
in most new member and candidate countries, it is not surprising that very little empirical 
research has been done to assess their effects.  Indeed, empirical evidence is limited to 
studies undertaken of firms in the Baltic States, Hungary, Poland, and Slovenia.  The 
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evidence in most cases is mixed. Most of the studies are based on the situation in the 1990s 
when employee ownership and participation was higher than in the more recent period. 

For the Baltic States there is some empirical evidence on the impact of employee financial 
participation on economic performance, based on employee owned enterprises.  In 
Estonia, the results show that labour productivity of employee owned companies does not 
differ significantly from that of other domestic companies; only foreign owned companies 
are significantly more productive and have a higher degree of strategic restructuring.  The 
main problem for insider owned companies is access to capital for investment.  For Latvia, 
a production function analysis based on the 1994-95 data does not show any significant 
differences in factor productivity between ownership groups, but employee owned firms 
had lower capitalisation and higher debt ratios (see Jones and Mygind, 2000). In-depth case 
studies of 9 enterprises suggests that the performance of most employee owned companies 
does not point in the direction of employee ownership as a barrier to the adjustment of the 
labour force (i.e. reactive restructuring), though the barriers to strategic restructuring seem 
to be more important (see Mygind, 2002).  In Lithuania, the data for the early years does 
not indicate a bias in the direction of low capital-intensity for insider owned enterprises, as 
was the case in Estonia and Latvia (see Jones and Mygind, 1999). Another study shows that 
insider owned enterprises had quite high labour productivity, wage levels, profit margins 
and return on assets, but also relatively few bank loans and low investment levels (Mygind, 
1997). Still another study, based on a cross section analysis of factor productivity levels 
shows no clear tendencies of variation between employee-owned firms and other owner 
groups (Jones and Mygind, 2000). While some of the findings are clearly  inconclusive, all 
studies confirm that the lack of capital is a barrier for insider-owned enterprises.  

The evidence on Hungary (Boda and Neumann, 1999) suggests that the performance of 
ESOP companies during 1993-97 was not worse than of other companies.  Kovacs and 
Csite (1999) found that enterprises in employee ownership in 1996 were more efficient 
than other ownership forms in terms of per assets sales revenues, though there were less 
successful in terms of labour efficiency, and firms with minority employee ownership 
seemed to perform better than the ones in majority employee ownership.  Many small and 
medium sized employee-management firms and ESOP companies seem to be solid and 
efficient.  However, ESOP companies tend to invest less than other types of firms.   

Empirical research on the effects of employee ownership in Poland has been undertaken 
by a team headed by Maria Jarosz as well as by Woodward, Hashi and Kaminski.  
According to some of the Jarosz group findings, in the first half of the 1990s employee-
leased companies were, on the whole, financially sound in spite of the burden of lease 
payments.  Profitability indices for the average employee-owned company have been close 
to or better than the average indices for firms privatised by other methods. In the second 
half of the 1990s, the Jarosz group found gross profitability to be declining amongst 
employee-leased companies.  A 2000 State Treasury report lists these companies along with 
foreign-owned companies, publicly listed companies, and companies with domestic 
strategic investors, in the group of companies with relatively high and stable rates of 
investment.  However, investment per employee and the ratio of investment to sales 
revenues was much lower in employee-owned and other domestically owned companies 
than in foreign-owned companies.  Employee-owned companies showed a great deal of 
flexibility in their employment policies, often engaging in significant layoffs.  Woodward 
has carried out two econometric studies of the effects of employee participation on 
productivity, using data from the two Jarosz samples (Kozarzewski and Woodward, 2003).  
The economic performance of employee-owned companies in Poland is certainly 
satisfactory in comparison with most other ownership groups.  However, econometric 
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evidence provides little or no support for the hypothesis that employee ownership is 
related – either positively or negatively – to performance.  

There have also been a number of empirical studies on Slovenia, many of which found no 
persuasive evidence of the negative effects of employee ownership.  Prašnikar and Svejnar 
(1998) analysed the investment and wage behaviour of a panel of 458 Slovenian firms in 
1991-95, finding that firm investment behaviour is largely influenced by the trade-off 
between investment and wages and the availability of internal funds.  Firms that were 
privatised to insiders had a significant positive relationship between investment and value 
added, and are hence more dependent upon internal funds for restructuring.  In a sample 
of 130 large and medium-sized firms, Prašnikar and Gregoric (2002) show that there is a 
‘leading’ group of firms with stronger management, which have adapted to international 
competition better than other firms.  In these firms, employee ownership exerts a positive 
effect upon the power of managers; hence, the employees behave more like firms’ 
shareholders than other stakeholders. With regard to firm restructuring, Domadenik et al. 
(2003) and Domadenik (2003) observed no significant effect of employee ownership on 
strategic restructuring.   Consistent with the findings by Prašnikar and Gregoric (2002), 
they observe that in the group of leading firms, employee ownership did not have a 
negative effect on the speed of defensive or strategic restructuring.  In one of the latest 
studies, Simoneti and Gregoric (2005) find some evidence of the negative influence of 
inside ownership on firm productivity in 183 privatised firms.  However, the impact is 
negative only in firms with insider stakes below 25%, and only for listed firms.  In another 
recent study, Damijan et al. (2004) evaluate the impact of ownership concentration and 
owner identity on firm economic efficiency and financial performance; the authors find 
that when dominant, insider owners and domestic non-financial firms perform better than 
state-controlled funds (used as the reference group).  

 

5. Concluding remarks 

 

The comparative analysis and assessment of employee financial participation in the ten new 
EU members and the four candidate countries presented here suggests certain  similarities 
and differences in the legislation, general environment, incidence and effects of PEPPER 
schemes. Despite substantial country-to-country variations, major similarities are found 
among the countries from central and eastern Europe, where the process of transition to a 
market economy implemented during the last fifteen years has also resulted in certain 
similarities in the development of employee financial participation. Given the different 
historical context of the three non-transition countries – Cyprus, Malta and Turkey – the 
situation here was found to be somewhat  different.  
 
Most of the EU new member states (eight out of ten) and candidate countries (three out of 
four) are former socialist countries. In some of these, such as the successor states of 
former Yugoslavia and Poland, there is a rich history of employee participation and self-
management. In many others, employees were, in principle, entitled to a share of their 
company’s profit, as a bonus, based on their performance. It was therefore expected that in 
the course of transition to a market economy, some of the vestiges of employee 
participation would linger on, and possibly even be picked up and promoted by the new 
trade union organisations in these countries. However, with minor exceptions in Slovenia 
and Poland, and to a lesser degree Romania, this has not been the case. During the whole 
post-1989 period, the only diffused form of financial participation in these countries has 
been employee share-ownership, including several cases of ESOPs, which emerged in the 
privatisation process.  The situation in the non-transition group (Cyprus, Malta and Turkey) 
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is not very different – though for different reasons.  Furthermore, there has been hardly 
any other form of employee participation developing during the transition period as a 
direct result of the pressure by employees, government policies, or the Second Council 
Directive to which all ten countries have signed up or committed themselves. 
 

The analysis of the legislative framework in the fourteen countries investigated has shown 
that there are practically very few laws specifically dedicated to employee financial 
participation. In both the former socialist states and the non-transition countries, the laws 
enabling forms of employee financial participation refer almost exclusively to employee 
share ownership, as there have been only a few cases of legislation on profit-sharing. 
Employee share ownership has largely developed in the course of recent privatisations, but 
its implications have been much more far-reaching  for the transition than for the non-
transition countries. Despite different privatisation strategies in each of the transition 
countries, many privatisation methods led to the initial emergence of substantial employee 
share ownership – including sales of enterprise shares to insiders at privileged terms, 
employee-management buy-outs, leasing, mass privatisation, ESOPs and ESOP-type 
schemes. More recently, however,  the conditions for employee ownership have generally 
been more restrictive, which is one of the reasons why we observe its declining role over 
time.  Among the non-transition countries, Turkey and Malta have implemented 
privatisation programmes which also created the basis for some employee ownership, but 
its diffusion has been very limited, especially in Malta.  

Profit-sharing is even less present in legislation of the new member states and candidate 
countries, despite the fact that company laws in several countries do refer to the possibility 
of employees having a share of company profits – e.g. in the Czech and the Slovak 
Republics, Poland, Slovenia. However, Romania is the only country that has specific 
legislation on a general scheme for cash-based profit-sharing in state owned companies 
(though implemented in a small number of companies). Among the non-transition 
countries, only Turkey has legislation on profit-sharing.  

 

Participatory forms are also regulated in legislation on cooperatives. Although all countries 
today have laws on cooperatives, this form of organisation has not  been very popular in 
any of the transition countries, mainly due to the negative attitudes towards cooperatives 
inherited from the former regime. The situation is different in the non-transition countries, 
where cooperatives play a more important role, particularly in Cyprus.  

The comparative analysis of the general attitude of governments and social partners  shows 
the lack of concrete policy measures supporting PEPPER schemes by policy makers, and 
limited interest both by trade unions and employers organisations. Rather than being 
actively promoted as in some old EU member states, employee financial participation has 
most frequently not been considered, or has been viewed with suspicion. If we exclude the 
one-off incentives offered to employees to become shareholders of their enterprise within 
the privatisation process, policies actively promoting the introduction of employee financial 
participation have been almost non-existent. Surprisingly, employee financial participation 
has rarely appeared even in the trade unions policy agenda. Only sometimes have trade 
unions been supportive of employee ownership, but they remain rather critical of profit-
sharing. The employers have been generally indifferent towards financial participation, 
despite a few cases of active support (as in the case of ESOPs in Hungary).   

Regarding the incidence of PEPPER schemes, employee share ownership is the principal 
form of financial participation found in the new EU members and candidate countries. As 
mentioned previously, it has emerged during the last fifteen years primarily as a 
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consequence of the process of privatisation. Various degrees of employee ownership are 
still today present in most countries, but there has been a general tendency towards the 
reduction of ownership by non-managerial employees. Thus today, there are only a few 
countries which still have a substantial number of firms in majority employee ownership.    

Given the limited incidence of PEPPER schemes, it is not surprising that the empirical 
evidence about the effects of schemes is available for only some countries – the Baltic 
states, Hungary, Poland, and Slovenia. Whereas much of the evidence is preliminary and 
refers primarily to the 1990s, when employee ownership played a more important role than 
today, these studies suggest that the performance of enterprises in employee ownership, 
frequently, has not been worse than performance of firms with other ownership forms.   

In conclusion, employee financial participation has so far played a marginal role in the new 
EU member states and candidate countries: whereas some employee share ownership is 
found in most countries today, profit-sharing is almost non-existent. Still, the potential 
beneficial effects of both forms of employee financial participation should not be 
neglected. Given the prevailing economic conditions in most of the incoming countries 
from Central and Southeast Europe, the beneficial effects could be even more important 
than in the advanced EU economies - for strengthening workers incentives, raising 
productivity, improving overall enterprise efficiency. Scholars critical of employee financial 
participation in transition economies have ignored its potential advantages, which could 
possibly more than offset the expected adverse effects. Employee financial participation 
has been actively promoted by a number of western governments, as well as by the EU, 
precisely because it is expected to lead to a number of positive effects.  

Regarding in particular profit-sharing, despite its limited diffusion in the newcomers from 
Central and Eastern Europe, the rich experience with these schemes in the EU-15 will 
probably become increasingly relevant in the future. In the early 1990s, the general 
economic conditions – recessionary trends, falling wages, low or negative profits – have 
not favoured the adoption of profit-related remuneration schemes. Changes in the area of 
labour relations have usually provided laws based on the standard wage employment 
contract, which together with rigid tax provisions, do not allow much flexibility in 
payments systems. Still, the need to strengthen incentives and increase workers productivity 
in the future could generate more favourable attitudes towards flexible remuneration 
schemes such as profit-sharing.  

In conformity with much of the Western experience, the lack of specific legal provisions on 
employee financial participation, which would provide a different fiscal treatment or other 
type of incentive, seems to have been a major obstacle for its introduction. Probably some 
policy action in this domain in the new member states and candidates would be useful. The 
Western experience with profit-sharing and employee ownership clearly confirms that 
schemes have been most diffused in those countries where concrete measures have been 
introduced to support them.  
 

There may also be an important role for the EU in promoting further employee financial 
participation in the now enlarged EU, as a continuation of its earlier initiatives in this area. 
By informing governments and policy-makers in the new member states and candidate 
countries of its various PEPPER initiatives, by reporting on the rich experience gained in 
many EU countries, and by indicating the positive effects such schemes have had in a 
variety of national settings, such action could contribute to a more widespread diffusion of 
employee financial participation in the enlarged EU. The influence of EU institutions on 
the new member states and candidate countries in this area has so far not been sufficiently 
strong.  The reason may lie in the fact that PEPPER schemes belong to the soft ‘acquis’ – 
with the immediate result that they are not seen by the newcomers as being a priority field, 
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especially in comparison with the numerous other fields where there are binding rules.  The 
European social partners – both at European confederation level as well as national 
federation level – have a long way to go to promote PEPPER schemes enshrined in the 
Council Directive. 

 

 

Bibliography 
 

Boda, D. and Neumann, L. (1999), MRP és MBO a hazai privatizációban [ESOP and MBO in the 
Hungarian privatization process], Számadás a tálentumról [Accounting for talent], Budapest: ÁPV 
Rt. 

Brzica, D. (1998), Privatization in Slovakia: the role of employee and management participation, ILO Working 
Paper 12, Interdepartmental Action Programme on Privatisation, Restructuring and Economic 
Democracy, Geneva: International Labour Office. 

Commission of the European Communities (1989), ‘Communication from the Commission 
concerning its Action Programme relating to the implementation of the Community Charter of 
basic social rights of workers’, COM (89) 568 final, Brussels, 29 November. 

Commission of the European Communities (1997), ‘Report from the Commission: PEPPER II – 
promotion of participation by employed persons in profits and enterprise results (including equity 
participation) in Member States - 1996”, COM (96) 697 final, Brussels, 8 January. 

Council of the European Communities General Secretariat (1992), Press Release 8134/92 (Presse 147) 
of the 1601st meeting of the Council - Economic and Financial Questions, Brussels, 27 July. 

Damijan, J., Gregoric, A. and Prašnikar, J. (2004), Ownership concentration and firm performance in 
Slovenia, LICOS - Centre for Transition Economics, Leuven, Discussion Paper 142. 

Domadenik, P. (2003), Defensive and Strategic Restructuring of Firms in Transition Economies. The Case of 
Slovenia, Ph.D. Thesis, University of Ljubljana. 

Domadenik, P., Prašnikar, J. and Svejnar, J. (2003), Defensive and Strategic Restructuring of Firms During 
the Transition to a Market Economy, William Davidson Institute Working Paper 541, Ann Arbor: 
William Davidson Institute at the University of Michigan Business School.  

Grosfeld, I. and Hashi, I. (2005), The emergence of large shareholders in mass privatised firms: Evidence from 
Poland and the Czech Republic, PSE (Paris-Jourdan Sciences Economiques) Working Paper No. 2005-
01. 

Jelušic, A. and Peric, J. (1999), ‘Majority of the Employee’s Ownership in Croatian Enterprises 
(Foundations, Characteristics and Prospects)’ in Third International Conference on ‘Enterprise in 
Transition’, Proceedings, Faculty of Economics Split, Šibenik, May 27-29, pp. 1129-1159.  

Jones, D. C. and Mygind, N. (1999), ‘The Nature and Determinants of Ownership Changes after 
Privatization: Evidence from Estonia’, Journal of Comparative Economics, Vol. 27, No. 3.  

Jones, D. C. and Mygind, N. (2000), ‘The Effects of Privatisation on Productive Efficiency: 
Evidence from the Baltic Republics’, Annals of public and cooperative economics, Vol. 71, No. 3, pp. 415-
439.  

Jones, D. C. and Mygind, N. (2005), ‘Corporate Governance Cycles during transition: theory and 
evidence from the Baltics’ in The Life Cycle of Corporate Governance, I. Filatotchev and M. Wright 
(eds.), Cheltenham: Edward Elgar, pp. 253-286. 

Kanjuo-Mrcela, A. (2002), ‘Lastništvo zaposlenih na prelomu tisocletja [Employee Ownership at 
the End of Century]’, Industrijska demokracija, No. 10.  



 23 

Kovács, I. and Csite, A. (1999), ‘A posztszocializmus vége, A magyarországi nagyvállalatok 
tulajdonosi szerkezete és hatékonysága 1997-ben [The end of post-socialism, The ownership 
structure and efficiency of Hungarian large enterprises in 1997]”, Közgazdasági Szemle, No. 2. 

Kozarzewski, P. (2002), Changes in Corporate Governance Structures in Polish Privatised Companies, Centre 
for the Study of Economic and Social Change in Europe Working Paper No. 8, London: School of 
Slavonic and East European Studies, University College London (available online at 
<http://www.ssees.ac.uk/publications/ working_papers/wp8.pdf>). 

Kozarzewski, P. and Woodward, R. (2003), ‘Poland I: Ownership and Performance of Firms 
Privatised by Management-Employee Buyouts’ in Secondary Privatisation in Transition Economies: The 
Evolution of Enterprise Ownership in the Czech Republic, Poland and Slovenia, B. Blaszczyk, I. Hoshi, R. 
Woodward (eds.), New York and Basingstoke: Palgrave Macmillan. 

Lowitzsch,  J. (2006), The PEPPER III Report: Promotion of Employee Participation in Profits and 
Enterprise Results in the New Member and Candidate Countries of the European Union, (draft). 
Munteanu, C. (1997, reprinted 1999), ‘Employee Share-ownership in Romania: The Main Path to 
Privatization’ in Privatisation Surprises in Transition Economies: Employee-Ownership in Central and Eastern 
Europe, M. Uvalic and D. Vaughan-Whitehead (eds.), Cheltenham: Edward Elgar, pp. 182-203. 

Mygind, N. (1997, reprinted 1999), ‘Employee ownership and Participation in the Baltic Countries’ 
in Privatisation Surprises in Transition Economies: Employee-Ownership in Central and Eastern Europe, M. 
Uvalic and D. Vaughan-Whitehead (eds.), Cheltenham: Edward Elgar. 

Mygind, N. (2002), Ownership, control, compensation and restructuring of Estonian enterprises – preliminary 
results from a manager survey, CEES Working Paper Series, Issue 42, Frederiksberg: Copenhagen 
Business School, Center for East European Studies.  

Prašnikar, J. and Gregoric, A. (2002), ‘The Influence of Workers’ Participation on the Power of 
Management in Transitional Countries’, Annals of Public and Cooperative Economics, Vol. 73, pp. 269-
297.  

Prašnikar, J. and Svejnar, J. (1998), Investicije, place in lastništvo v obdobju prehoda v tržno gospodarstvo: 
Primer slovenskih podjetij [Investment, Wages and Ownership during the Transition to a Market 
Economy: Evidence from Slovenian Firms], Working Papers Series, No 79, Ljubljana: [Ekonomska 
fakulteta Department of Economics]. 

Simoneti, M. and Gregoric, A. (2005), ‘Managerial ownership and corporate performance in 
Slovene post-privatisation period’, European Journal of Comparative Economics, Vol. 1, No. 2.  

Tipuric, D. (ed.) (2004), ESOP i hrvatsko poduzece, Zagreb: Sinergija – nakladništvo.  

Uvalic, M. (1991), The PEPPER Report: Promotion of Employee Participation in Profits and 
Enterprise Results in the Member States of the European Community (in English, French and 
German), Social Europe Supplement No. 3/91, Luxembourg: Office for Official Publications of 
the European Communities. 

Uvalic, M. and Vaughan-Whitehead, D. (eds.) (1997, reprinted 1999), Privatisation Surprises in 
Transition Economies: Employee-Ownership in Central and Eastern Europe, Cheltenham: Edward Elgar.  

Vaughan-Whitehead, D. (2003), EU Enlargement versus Social Europe? The Uncertain Future of the 
European Social Model, Cheltenham: Edward Elgar. 

 

View publication stats

https://www.researchgate.net/publication/268045179

