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This report describes the current situation in relation to employee financial participation (EFP) 
in the new Member States of the European Union. It provides a summary of the main findings 
regarding the incidence of the different forms of EFP and their implementation. It also describes 
the conditions which have influenced the adoption of EFP schemes and their development, as 
well as outlining significant legislative interventions in this field. In addition, the report provides 
information on the role of collective bargaining in the introduction and regulation of EFP 
schemes, while setting out the positions of the social partners on EFP.  

Background 
Employee financial participation (EFP), whether in a company’s profits or in its ownership, 
constitutes one of the four basic pillars of employee participation in organisations; the three other 
pillars are direct participation, indirect participation and collective bargaining. Since the 1990s, 
EFP has gradually emerged as an important component of employment relations. 

In Europe, the interest in EFP has been promoted mainly by several actions of the European 
Commission, in particular through the Pepper reports focusing on the ‘promotion of employee 
participation in profits and enterprise results’. The first Pepper report (23Mb PDF), published in 
1991, was followed by a Council recommendation concerning the promotion of employee 
participation in profits and enterprise results (Recommendation 92/443/EEC of 27 July 1992) – 
also referred to as the ‘Pepper recommendation’. In 1997, the European Commission published 
the Pepper II report (3.3Mb PDF), followed by the Pepper III report (1.8Mb PDF), which was 
presented at the beginning of 2006 and later published in June 2006 (Lowitzsch, 2006). In an 
effort to move the issue forward, the European Commission published in 2002 a ‘Communication 
on a framework for the promotion of employee financial participation’ (COM(2002) 364 final). In 
2003, an opinion (136Kb PDF) drafted by the European Economic and Social Committee 
(EESC), along with a resolution (93Kb PDF) published by the European Parliament, further 
stressed the importance of financial participation, particularly in relation to small and medium-
sized enterprises (SMEs) (see also Postlethwaite, 2004). 

These studies provided an overview of the application of EFP in the Member States of the 
European Union, underlining the nature and extent of its forms and the reasons for its application; 
at the same time, they assessed the attitudes of governments and social partners regarding this 
issue, the instruments developed in order to support EFP, its economic effects and the relationship 
between EFP and the other three aforementioned pillars of employee participation (see also 
Pendleton et al, 2001; Pendleton and Poutsma, 2004). 

This report looks at the current situation in relation to EFP and its recent developments in the new 
Member States (NMS) of the EU: Bulgaria, Cyprus, the Czech Republic, Estonia, Hungary, 
Latvia, Lithuania, Malta, Poland, Romania, Slovakia and Slovenia. The report takes as its main 
points of reference the national contributions to the European Industrial Relations Observatory 
(EIRO) and the Pepper III report. It provides a summary of the main findings regarding the 
existing EFP schemes and their applications in the NMS, the preconditions for their existence and 
the more significant and recent legislative interventions in this field since 2005. Special attention 
is given to the position of the social partners, the regulation of EFP schemes through collective 
bargaining and, where it exists, the relationship with legislative regulation. The main aim of the 
report is to analyse the role of the legislative framework, the socioeconomic contexts and the 
attitude of the different actors, along with the interrelations between these three dimensions, in 
order to identify the main features of the various EFP schemes in the NMS. Finally, the report 
assesses the possible difficulties faced in implementing EFP schemes and the current trends in the 
development of EFP in the NMS. 
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Forms of employee financial participation 
Defining ‘participation’ is not an easy task, as the interpretation of the concept varies 
considerably. Some authors emphasise the fact that participation must be regarded as a collective 
process, since it involves both groups of employees and their employer. Others stress the 
importance of delegation, that is, the process by which the individual employee is given greater 
freedom to make decisions on their own. Meanwhile, some researchers define participation as a 
‘process’, while others are concerned with participation as a ‘result’. In particular, the European 
Foundation for the Improvement of Living and Working Conditions defines participation as ‘a 
process which allows employees to exert some influence over their work, over the conditions 
under which they work and over the results of their work’ (Poutsma, 2001). 

According to the Pepper I report, employee participation within organisations can be 
distinguished according to two different types. The first type includes various forms of employee 
participation in decision making (usually referred to as ‘industrial democracy’), which ranges 
from information and consultation to minority or full parity ‘co-determination’. The second type 
refers to various forms of employee participation in the distribution of the benefits of enterprise 
performance, usually referred to as ‘economic democracy’ or ‘financial participation’. 

More specifically, forms of employee participation in organisations can be classified according to 
four basic types or ‘pillars’: 

• direct participation, where employees have an influence on daily work-related issues; 

• indirect or representative participation, where employees have an indirect influence through 
their employee representatives, who deal with work and organisation-related issues; 

• collective bargaining, where parties try to influence labour terms and conditions at company 
and sectoral level; 

• financial participation, where employees are given the opportunity to participate in profits, 
enterprise results and equity. 

For the purposes of this report, attention will be focused on employees’ financial participation in 
profits, enterprise results and equity. Although this focus significantly reduces the field of 
research, the difficulties involved in defining the concept of financial participation and in 
identifying its empirical forms still persist. While research on EFP has developed a number of 
classifications that largely use broad categories, an established and commonly accepted definition 
does not exist. In terms of further categorisation of EFP, studies make a distinction between 
‘share ownership’ and ‘profit sharing’. Share ownership – the sharing in equity – provides for 
indirect employee participation in enterprise performance, through ownership, and through the 
distribution of dividends or the appreciation of employee-owned capital (or a combination of 
both). Profit sharing, in a strict sense, relates to the sharing of profits between providers of capital 
and providers of labour; it does this by giving employees (in addition to a fixed wage) a variable 
part of the salary, which is directly linked to profits or some other measures of company results. 
Usually, profit sharing is implemented through broadly based schemes, which include all 
employees; sharing in equity can similarly be organised through broadly based schemes, but in 
practice it is mostly introduced through selective, narrowly focused schemes involving only 
certain categories of personnel. 

These two broad categories of EFP include different forms, which may coexist or overlap within 
the same organisation. According to Poutsma and de Nijs (2003), profit-sharing schemes can 
include: 

© European Foundation for the Improvement of Living and Working Conditions, 2007 
3 



• cash-based profit sharing (CPS): CPS plans provide that the reward is paid out in cash, 
shortly after the profit to be shared has been achieved. CPS is easily confused with gain 
sharing, which is usually considered as a productivity-improving or cost-reducing 
mechanism within a unit and is not directly related to company profit levels; 

• deferred profit sharing (DPS): this is a form of deferred compensation under which the 
allocated profit share is, most commonly, held in a trust and not made immediately 
available to the employee. Share-based profit sharing may be included in this category. It 
consists of giving employees, based on profits or some other measures of company 
performance, a number of shares of the company in which they work. These shares are 
usually held in a fund for a certain period of time before the workers are allowed to sell 
them. 

Equity sharing can include the following forms of EFP: 

• asset accumulation and employee savings plans (ESPs): these forms of EFP allow 
employees the opportunity to set aside a portion of their pay (possibly supplemented by 
contributions from their employers) in an account that is generally invested in stocks, 
bonds or other financial products for a period of time before being made available to the 
employees. Although usually intended as a long-term saving programme, ESPs may allow 
for withdrawals or loans; 

• employee-share ownership (ESO): this scheme provides for employee participation in a 
company’s financial results in an indirect way – on the basis of participation in ownership, 
either by receiving dividends or by appreciation of employee-owned capital (or a 
combination of both). Typically, a proportion of company shares is reserved for 
employees and offered at privileged terms; employees may also be given the option to buy 
their company’s shares after a certain period of time, under favourable tax provisions, 
either through stock-bonus plans or stock-option plans. In some cases, employees may 
acquire company shares immediately. Alternatively, an employee benefit trust may be set 
up through employee-share ownership plans (ESOPs), which acquire company stock that 
is allocated periodically to each employee’s ESOP account. 

The analysis of the definitions used in the 12 countries covered by this report has shown that, in 
almost all of the NMS countries, no commonly accepted definition of EFP emerges. In the 
majority of the countries, the definition seems to reflect the nationally prevalent forms of EFP – 
the main schemes of employee participation implemented during the last 20 years. In particular, 
in central and eastern European countries, the main EFP schemes implemented to date have been 
introduced through the broader privatisation processes that have characterised the transition from 
socialist economic systems to ‘market-coordinated’ economic systems. As a result, in Poland, for 
instance, the concept of EFP is usually used with reference to equity participation. Equity 
participation was widely introduced during the privatisation process in two main forms: through 
the employee buyout (EBO) of former state-owned enterprises and through the distribution of 
minority shareholdings, free of charge, to the employees of the enterprises being privatised. In 
Hungary, EFP is associated with ESOPs, which spread rapidly in the early phases of privatisation. 
Conversely, in Latvia, there is a virtual overlap between the definition of EFP and the form of 
ESO that was introduced during the mass privatisation process, which occurred in the 1990s. The 
exceptions to this trend appear to be Romania, Slovakia and Slovenia. In these countries, the 
commonly accepted definition of EFP corresponds with that used in the Pepper I report, in which 
the basic distinction between profit-sharing schemes and employee-ownership schemes is 
recognised. Cyprus is the only country in which the definition and forms of EFP implemented are 
not similar to those analysed in the Pepper reports. Here, employee financial participation mainly 
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takes the form of bonuses, which are distributed by the companies, according to the individual 
performance of employees. 

However, as previously mentioned, it seems that the definitions commonly used in the NMS are 
tightly bound to the EFP schemes that are actually put into practice in the specific context. While 
this may reduce the complexity that can result from referring to the full range of various EFP 
schemes, it may also limit the potential opportunities arising from such complexities. 

Recent legislative developments and fiscal incentives 
In almost all of the countries under consideration – with the exception of Cyprus and Malta – the 
legislative regulation of EFP was introduced after 1989, in conjunction with the privatisation of a 
large number of previously state-owned companies. According to the Pepper III report, the 
legislative framework for EFP can vary widely, reflecting the features of the privatisation 
processes in the various countries and the prevalent approaches and attitudes towards the role of 
employees in corporate governance. Within the group of former socialist countries, some 
differences can therefore be found in the national legal frameworks: at one end of the scale, these 
frameworks granted employees a privileged position in the privatisation process, as was the case 
in Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland, Romania and Slovenia; at the other end 
of the scale are those countries in which privatisation rules and procedures did not favour any 
form of employee participation, as in the Czech Republic and Slovakia. 

Despite the fact that specific laws on EFP are quite rare and exist only in Hungary and Romania, 
it is possible to identify some references to EFP in legislation that focuses on other topics, for 
example on commercial and company law (as in the case of cooperatives). In general, legislation 
on privatisation, company law and specifically on EFP covers forms of equity sharing (in 
particular, ESO schemes) but does not include forms of profit sharing. Romania is an exception, 
as it has a specific legal regulation on profit sharing (Ordinance 64/2001 on the repartition of 
profits obtained by state and municipal companies with the state as a single or majority owner). In 
the Czech Republic, Poland, Slovakia and Slovenia, no specific law regulates profit-sharing 
schemes; however, national commercial legislation refers to the possibility that employees may 
receive a share of company profits. In the NMS, fiscal and economic incentives to promote EFP 
schemes were present during the privatisation process, but were considerably reduced – and even 
abolished in several countries – by the end of the process. 

All of the EIRO national correspondents in the NMS underline the fact that no recent legislative 
intervention has modified the legislative framework outlined in the Pepper III report. In Bulgaria, 
Hungary, Latvia, Lithuania, Poland, Romania and Slovenia, legislation on privatisation, which 
was particularly relevant in the 1990s, contained a certain degree of preferential treatment 
regarding employees during the early years of the economic and political transition. However, 
soon after the end of the first phase of privatisation, a employee ownership declined in almost all 
the central and eastern European countries, as the conditions granted to employees and provided 
for by the privatisation laws came to an end. In general, no incentives have been introduced by 
policymakers for the promotion of EFP schemes, other than those established during the 
privatisation process. 

Employee share ownership in central and eastern Europe 
In central and eastern European countries, the legislative framework regarding ESO schemes was 
largely developed in the wake of the privatisation processes. In Hungary, ESO schemes – 
particularly the ESOP model – spread quickly during the first phase of the economic transition. 
During this period, managers and employees had the opportunity to purchase their company’s 
equity on preferential terms. The 1992 Law on ESO programmes enabled companies to offer 
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credit to their employees in order to buy shares at large discounts; this was permitted if 
companies set up an organisation referred to as an ‘ESOP trust’ to act on their behalf during the 
privatisation process and then to exert their ownership rights collectively. The Hungarian ESOP 
system, for example, was a form of privatisation. 

In recent years, this focus on privatisation has been abandoned and company law has introduced 
new rules on ESO-type schemes, including rules on stock options. In 2003, legislation entered 
into force that enabled companies to set up state-recognised, tax-qualified stock plans (so-called 
‘approved employee securities benefit programmes’), which refer to broad-based preferential 
share purchase plans. In accordance with such programmes, once employees exercise the right to 
acquire the shares, these shares must be held in a security account for an obligatory three-year 
vesting period. After this period, employees are granted the same rights as any other shareholders. 
This legislative measure is aimed at fostering employee commitment and at retaining top 
managers and the core workforce through economic incentives strictly linked to company 
performance. 

In Poland, various forms of ESO were provided for through the legislative framework that 
regulated the privatisation process. Different laws on privatisation were introduced in 1990, 1996, 
1997 and 2003. These laws granted employees of companies undergoing ‘indirect privatisation’ 
the possibility of taking up a certain number of shares free of charge. In Poland, ‘indirect 
privatisation’, formerly known as ‘capital privatisation’, is a procedure whereby state-owned 
companies are sold in two stages. First, a state-owned enterprise is commercialised: it changes its 
legal form and is transformed into a private joint-stock company fully owned by the Treasury, 
and begins to operate under the provisions of company law. Second, the sale of shares takes place 
in a number of ways – through public offering, sale to strategic investors, or a combination of 
both, and inclusion in the National Investment Fund Programme. At the same time, Polish 
legislation has tried to encourage foreign investment. For instance, the 1996 privatisation law 
made buyouts solely by management and employees more difficult, by requiring that at least 20% 
of the shares of the company being privatised be purchased by external investors (Hashi et al, 
2006). 

In Latvia, several privatisation laws envisaged the possibility of establishing ESO schemes and 
allowed employees to buy shares of their company at a discounted price. In particular, the 1992 
privatisation law provided that up to 20% of a company’s share capital could be allocated to its 
employees at a discounted price. 

In Lithuania, the first wave of privatisation took place between 1991 and 1995. During this 
period, the privatisation process was implemented in two main ways: through a voucher scheme, 
which involved the use of vouchers and cash quotas that had been distributed to citizens and that 
had limited transferability, and through the involvement of employees in the sale of state-owned 
companies. In particular, under the 1991 Law on initial privatisation, employees had the 
opportunity to buy (at discounted rates) a certain percentage of their company’s shares in the first 
round of the auctions. Such auctions were used to privatise state-owned organisations, while the 
remaining shares were sold in initial public offerings (IPOs) in later rounds. The second 
privatisation wave began in 1995 and continued in 1997, with the third law on privatisation (Law 
on the privatisation of state-owned and municipal property), which is still in force. This law does 
not contain any significant preferential rights for employees in the privatisation process. 
However, Article 16 of the law stipulates that when privatising the shares of an enterprise 
controlled by the state or municipality through a ‘public tender’ – the method proposed by law to 
privatise the largest state-controlled companies – the employees of the enterprise may be given 
the option to acquire up to 5% of the shares owned by the state at face value. It should be noted 
that, as the national report for Lithuania mentions, this legislation has had very limited effects in 
practice to date. 
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In Romania, EFP was introduced during the early stages of the privatisation process. While the 
Romanian privatisation law of 1991 envisaged different privatisation methods, voucher 
privatisation and ESOP-type schemes were mostly used. At the end of 1996, voucher 
privatisation came to an end and no more new vouchers were issued; in addition, the tradability of 
the old vouchers was restricted through several legislative interventions. Despite this, the 
legislation on ESOPs remained largely in force. In particular, the 1994 Law on privatisation had 
allowed employees and managers of partly or fully state-owned enterprises, which were to be 
fully or partially privatised, to establish ESOP schemes. The number of ESOP schemes was 
limited to one scheme for each company to be privatised; this ruled out by law any competition 
between different ESOPs over the purchase of one specific enterprise. In this context, the 1997 
Government Emergency Ordinance (GEO No. 88) on the privatisation of commercial companies 
introduced a strict legal framework for ESOPs. This law stipulated that a minimum of 30% of 
staff (both employees and management) had to participate in the establishment of the ESOP. 
Membership was open to employees hired on contracts who worked at least half the number of 
hours of a full-time worker, and to members of management. Furthermore, former employees, 
whether still working or in retirement, could take part in the ESOP. 

In Slovenia, certain similarities emerge compared to the situation in Romania. So far, Slovenia 
has continued to demonstrate relatively strong political support for EFP. ESO-type schemes, 
which emerged during the privatisation period, are still relatively widespread, although they have 
been on the decline since the end of the privatisation process. Slovenia adopted a gradual 
approach to privatisation, following a model of ownership transformation that included a free 
distribution of shares to both insiders and citizens (Lowitzsch, 2006). This model was introduced 
by the 1990 Law on privatisation, which was further amended in 1993 and 1997. Although no 
specific legal framework currently exists for EFP schemes, several bills on this topic have been 
prepared and submitted to parliament in recent years. In September 2005, the Slovenian 
parliament rejected a bill on profit sharing, which proposed both tax-supported profit sharing and 
employee ownership schemes. 

Profit-sharing in central and eastern Europe 
With the exception of Romania, no legislative framework exists for profit sharing (in the form of 
cash or shares) in any of the countries under consideration. In general,  no clauses in the legal 
systems of these countries prohibit companies from introducing profit-sharing schemes; however, 
no incentives or promotional measures exist to support or foster this type of EFP. For instance, in 
many of the countries, profit-sharing bonuses are usually subject to personal income tax at the 
normal individual rates. 

In the Czech Republic, Poland, Slovakia and Slovenia, forms of remuneration directly linked to 
enterprise profits are mentioned in national commercial law and notably in legislation on joint-
stock companies or on capital increases. For instance, in Slovakia, the only explicit reference to 
profit sharing is included in the commercial code, which states that employees may be entitled to 
share the company profits. 

As mentioned, Romania is the exception in this instance: a 2001 government ordinance and its 
subsequent amendments regulate the implementation of employee profit-sharing schemes in state-
owned companies and in public utilities. In public utilities, between 5% and 10% of net profits 
are allocated to a fund for employee profit participation, to be paid on the basis of employee 
performance (Lowitzsch, 2006). This amount must not exceed the company monthly average 
gross wage in the reference year. 
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Situation regarding Cyprus and Malta 
As with the former socialist countries, Cyprus and Malta do have a specific legislative framework 
regarding EFP. In spite of Malta’s historical links with the United Kingdom (UK), which has 
been the source of inspiration for much of Malta’s company and employment law, EFP is neither 
supported by law nor well developed in practice. Although the privatisation process in the 1990s 
was accompanied by the opening of the stock exchange market, Maltese legislation has continued 
to refer to employee participation schemes only indirectly. While Maltese legislation does not 
contain any specific measure concerning ESOPs, the recent trust legislation – the 1988 Trusts and 
Trustees Act, amended in 2004 – allows individuals and companies in Malta to set up and 
become beneficiaries in trusts under Maltese law. In fact, the 2004 Trusts and Trustees Act 
contains an explicit reference to ‘employee benefit or retirement schemes or arrangements as 
forming the basis of a trust’. Moreover, ‘collective investment schemes’ may also be used as the 
basis for the development of ESOPs. With regard to profit-sharing schemes, Maltese employment 
law equates these with the employee’s salary: any share of profits distributed to employees will 
be added to the salary, for the purposes of the imposition of income tax (Lowitzsch, 2006). 

In Cyprus, a modern capital market has evolved thanks to the Cyprus Stock Exchange, which was 
officially launched in March 1996. The Cypriot legal system is based on essentially the same 
principles as those applicable in the UK, and legislation regulating business matters essentially 
follows that which has been established under English Common Law. In Cyprus, no law exists on 
share-option schemes for employees; nonetheless, these schemes may be included in private 
employment contracts or may be decided upon by the company, as part of incentive schemes for 
employees. With regard to profit sharing, the Cypriot legal system does not prohibit such 
schemes: for instance, a company may agree to implement bonus schemes with its employees 
according to their performance. 

Current developments 
As already illustrated, the legislative framework for EFP varies across the countries surveyed. 
The different attitudes and actions of the various governments regarding EFP in different 
countries and periods have led to quite distinct and specific rules, depending on the economic and 
political contexts. Particularly in the former socialist countries during privatisation, the possibility 
of establishing employee share-ownership schemes was introduced in almost all the methods that 
were used to sell state-owned companies.. Between the 1990s and the beginning of 2000, support 
for ESOP schemes developed and strengthened. However, when the privatisation processes 
ended, legislative actions that had been taken to promote the diffusion of EFP lost their 
importance in almost all of the former socialist countries. In recent years, legal limitations on the 
financial participation of employees have been introduced in all of the NMS; at the same time, no 
specific laws or fiscal incentives have been established for employers and employees aimed at 
supporting the direct development of this form of participation. 

Moreover, it is important to mention that in almost all these countries, legislation on 
shareholders’ rights is often ineffective in protecting the rights of minority shareholders. This 
factor, along with the recession of recent years in the majority of the NMS, might constitute two 
important reasons which can help to explain the decrease in ESO schemes that has taken place. 
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Table 1: Legislative framework for EFP schemes in NMS 
Legislative framework for EFP schemes in NMS 

Country Specific 
legislative 
framework 

for EFP 

Other laws relating 
to ESO-type 

schemes 

Other laws relating to 
profit sharing 

Fiscal 
incentives 

BG None Privatisation law None No tax on 
dividends 
received by 
employees 

CY None None None None 

CZ None National commercial 
law 

National commercial 
law 

None 

EE None National commercial 
law 

None No tax on 
dividends 
received by 
employees 

HU Approved 
employee 
share-benefit 
programme 

Privatisation laws; 
national commercial 
law 

None Lower tax rate 
associated with 
approved 
employee share-
benefit 
programme 

LT None Privatisation laws; 
national commercial 
law 

None After holding 
period, profits 
from sale of 
shares are not 
taxed for all 
shareholders 

LV None Privatisation laws; 
national commercial 
law 

None Dividends 
exempt from tax 
for all 
shareholders 

MT None Trusts and Trustees 
Act of 1988, 
amended in 2004 
(Trust Act); national 
commercial law 

None None 

PL None Privatisation laws National commercial 
law 

None 

RO Ordinance 
64/2001 on 
the repartition 
of profits 
obtained by 

Privatisation laws; 
national commercial 
law 

Ordinance 64/2001 on 
the repartition of 
profits obtained by 
state and municipal 
companies 

None 
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state and 
municipal 
companies 

SI None Privatisation laws; 
national commercial 
law 

National commercial 
law 

None 

SK None National commercial 
law 

National commercial 
law 

None 

Source: EIRO, National contributions, 2007; Lowitzsch, 2006 

Role of collective bargaining 
The relationship between EFP schemes and collective bargaining strongly depends on the 
industrial relations system and the collective bargaining structure prevailing in each country. 
Some common aspects characterise the industrial relations systems of almost all of these 
countries, according to several EIRO comparative studies on these subjects (TN0207104F, 
TN0207102F, TN0503102S). However, it is clear that differences do exist between the countries 
covered in this study – especially between central and eastern European countries and the 
Mediterranean Member States. Common characteristics include the presence of legislative 
frameworks regarding the social partners and their rights and obligations, as well as industrial 
relations structures and procedures in general. Another feature is the relative weakness of the 
social partners and, in some countries, their difficulty in taking up issues through collective 
bargaining at national and sectoral levels. 

In the majority of the NMS, collective bargaining is tightly regulated. However, such regulations 
are not always effective and applicable, particularly because of the difficulties linked to the 
fragmentation of trade union representation. Even if the legislative framework aims to ensure 
basic conditions for collective bargaining, it generally remains, in practice, a rather weak process 
in almost all the NMS. For instance, a decentralised level of bargaining, at company level 
predominates in Estonia, Latvia, Lithuania, Malta and Poland. In the Czech Republic and 
Hungary, sectoral collective bargaining plays a complementary role to such company-level 
agreements. In Bulgaria, Cyprus and Slovakia, sectoral-level bargaining dominates, while in 
Romania and Slovenia, a centralised bargaining system prevails: tripartite intersectoral bargaining 
and supplementary bargaining plays a crucial role at sectoral and company level. 

Relatively low coverage rates of collective bargaining are another feature of industrial relations 
systems in the NMS. (The coverage rate is the percentage of employees covered by a collective 
agreement.) These low coverage rates reflect both the decentralised bargaining structure 
prevailing in most of the countries under consideration and the weakness of industrial relations 
actors. In terms of coverage and the number of agreements concluded, collective bargaining in the 
NMS is considerably less developed than in the original 15 EU Member States (EU15). One 
exception in this instance is Slovenia, which has a centralised bargaining system that ensures 
almost complete bargaining coverage. Relatively high coverage rates have also been achieved in 
Cyprus and Malta, ranging between 60% and 70%. In contrast, coverage rates in Slovakia, 
Hungary and Poland are relatively low, ranging between 40% and 50%. Despite some limitations 
in the available data, it is possible to conclude that coverage rates are also low in Bulgaria and the 
Czech Republic (25%–30%), and even lower in Estonia and Latvia (10%–20%), and in Lithuania 
(below 10%). In the last two decades, the extensive restructuring of the economy and changes in 
the organisational structure, size and ownership of companies have contributed to creating 
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conditions which make the development of bipartite relations at national or sectoral levels 
difficult. 

In relation to the contents of collective agreements, negotiations mainly address basic issues 
related to higher wages and decent working conditions. The EIRO national correspondents 
confirm this tendency, underlining the fact that EFP is not covered by collective bargaining at 
national and/or sectoral level – not even in those countries where trade unions played an active 
role in the preparatory phase of the privatisation processes. Romania is the only exception in this 
respect, as EFP schemes are usually negotiated between the parties through collective agreements 
at national, sectoral and company level. Whereas collective agreements at national and/or sectoral 
levels specify the type and nature of the schemes, which can involve all or just some of the 
employees, company-level agreements define the access criteria and the specific ways in which 
general rules are to be implemented in practice. 

At company level, information on collective bargaining, on EFP and, in particular, on the actual 
features of existing EFP schemes, is fragmented and very limited. The EIRO national 
contributions refer primarily to the findings of surveys with relatively small samples and to 
qualitative research based on case studies. Despite these caveats, the empirical evidence shows 
several cases in which EFP schemes are regulated by collective agreements at company level. In 
the Czech Republic and Romania, several company-level collective agreements exist that 
envisage the use of profit-sharing schemes as incentives to improve the productivity and 
commitment of employees. In 2003, Malta Shipyards and the General Workers’ Union (GWU) in 
Malta reached an agreement that provided for a profit-sharing scheme for all workers employed 
by the company. According to this agreement, employees are entitled to receive a quarter of the 
additional profits achieved by cuts in labour costs. 

However, the introduction of profit-sharing schemes as incentives for productivity and 
performance is mostly regulated on an individual basis by bilateral agreements between the 
employer and the employee; in other cases, it is often unilaterally granted by companies as part of 
their human resource management (HRM) policies. Moreover, these practices generally involve 
only top and middle management, rather than all employees this can be seen, for instance, in the 
cases of Latvia, Lithuania, Slovakia and Slovenia (see Table 2). 

Empirical evidence on collective agreements at company level also uncovers some ESO-type 
schemes. In Malta, employee trust funds were set up by collective agreements in the Bank of 
Valletta in 1994 and in telecoms provider Maltacom in 1998. The agreements cover all of the 
workers employed in the two companies. Furthermore, there are some instances of ESO schemes 
introduced unilaterally by companies located in other NMS, which involve only a part of the 
workforce – most notably top and middle management. 

Table 2: Profit-sharing schemes in NMS 
Profit-sharing schemes in NMS 

Coverage  

Introduced by: All employees Top and middle 
management 

company (unilaterally) HU BG, LT, LV, MT, SI, SK 

collective agreement (at 
national, sectoral or 
company level) 

MT, RO  
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Note: No data exist for Cyprus, the Czech Republic, Estonia and Poland. 

Source: EIRO, National contributions, 2007 

 

Table 3: Equity-sharing schemes in NMS 
Equity-sharing schemes in NMS 

Coverage  

Introduced by: All employees Top and middle 
management 

company (unilaterally) EE, HU, LV CZ, LT, PL, SK 

collective agreement (at 
national, sectoral or 
company level) 

MT, RO, SI   

Note: No data exist for Bulgaria and Cyprus. 

Source: EIRO, National contributions, 2007 

Nevertheless, such arrangements seem to emerge only sporadically and their incidence is not 
significant on a national scale. In general, it can be said that the role of collective bargaining in 
the diffusion of EFP schemes is very limited in the NMS. 

Several features of the NMS may help to explain this: firstly, the socioeconomic context is 
characterised by profound changes and structural instability. Secondly, the limitations placed on 
industrial relations actors due to economic recession has in turn constrained collective bargaining 
to deal with only basic issues, such as wages and working conditions. Other features include the 
rapid growth of small enterprises, along with the associated problems experienced by trade unions 
in setting up representative structures at workplaces and in achieving high membership levels; the 
lack of government support through effective tax incentives is also a factor. 

Employee financial participation in practice 
Information on the incidence and scale of EFP schemes in the NMS is rather limited and is often 
based on small samples. In general, studies on this issue do not cover all economic sectors and 
were not developed in a homogeneous way in all of the countries under consideration. Moreover, 
most of these studies refer to the situation that emerged in the 1990s, when ESO schemes were 
more widespread and topical than in recent times. The lack of data makes it difficult to present a 
full picture of the state of play of financial participation in the NMS. This section is based on data 
from both the EIRO national contributions and the Pepper III report (Lowitzsch, 2006). 

As Hashi et al (2006) concluded: ‘Contrary to the experience of the EU15, where a rich variety of 
financial participation schemes have been used during the last 25 years, we observe very low 
incidence and variety in the New Member States.’ During the period after 1989, ESO-type 
schemes became widespread as a result of privatisation processes in the former socialist 
countries, as illustrated in the previous section on national legislative frameworks. However, 
since the end of the transition to the ‘market-oriented’ economy, a sharp fall in the incidence of 
ESO schemes has been observed. As profit sharing was much less frequent, no data are available 
on the incidence of this form of EFP at national level. 

In Cyprus and Malta, the experience has been somewhat different, since no large-scale 
privatisation programmes took place in the past decade. Nevertheless, some cases of ESO and 
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profit-sharing schemes have emerged in Malta, as a result of privatisation of some of the former 
state-owned companies. Conversely, in Cyprus, it seems that the incidence of EFP schemes is 
insignificant; only some examples of ESO and profit-sharing schemes emerge that have been 
granted unilaterally by companies, aimed at increasing the motivation and commitment of top and 
middle management. 

ESO-type schemes 
During the early 1990s, in almost all of the central and eastern European countries, mass 
privatisation and employee-management buyouts emerged as the prevalent method of privatising 
state-owned organisations. This was mainly attributed to political reasons as governments 
considered it to be important to obtain widespread support for privatisation among the working 
class (Uvalić, 2006). As a consequence, a large number of privatised companies were taken over 
by ‘insiders’, that is, employees and managers employed in the former state-owned companies. 

Employee ownership, especially ESO-type schemes, spread quickly in the early phases of 
privatisation in several countries: Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland, Romania 
and Slovenia. In Estonia, employee-owned companies constituted the largest proportion of former 
state-owned enterprises privatised during the first wave of privatisation (lasting up until 1992), 
amounting to 38% of all companies. In Latvia, ESO-type schemes were the most popular form of 
EFP: in 1994, more than half of all SMEs implemented this form of financial participation. In 
Lithuania, ESOP schemes were widespread in the mid-1990s, as a result of the privatisation 
process. The percentage of enterprises in which the majority of privatised assets were taken over 
by employees increased from 3% in 1991–1992 to 65% in 1993 and to 92% in 1994–1995. In 
Romania, the ESOP model was the main method used for privatising SMEs: by the end of 1998, 
over a third of all industrial enterprises had undergone ESOP privatisation, with average 
employee ownership standing at 65%. In Hungary, according to the Privatisation and State 
Holding Company (APV Rt), some 287 ESOP purchases took place between 1992 and 1999. In 
the early transition years, between 1989 and 1992, it is thought that 85% of employees became 
owners of their companies in employee-management buyout transactions. In Poland, the diffusion 
of employee-owned companies was widespread during the first half of the 1990s. The lease-
leveraged employee buyouts represented 67% of all of privatisations completed in that period. In 
Slovenia, 90% of the companies chose ‘internal distribution’ and ‘internal buyouts’ as the main 
method for privatising state-owned companies; this enabled insiders to obtain about 40% of the 
total capital sold. One partial exception in this instance is the Czech Republic, where mass 
privatisation did not favour insider ownership. In the mass privatisation programme of the Czech 
Republic, only 1.5% of shares were allocated to employees, but eventually not even these 
reserved shares were purchased due to their unfavourable price. 

In a number of NMS countries at present, there is growing evidence that many privatised 
companies that had initially established employee-dominated ownership structures are now 
placing a reduced importance on employees’ stakes. This development may be attributed to a 
general preference among workers to sell their shares at the end of the privatisation process, 
frequently to managers but also to foreign investors; it may also be related to the need, or choice, 
to stop paying instalments for initially subscribed shares. Therefore, the number of companies 
with dominant employee-ownership structures has declined significantly in the NMS in recent 
years. By analysing the situation in individual countries, it is possible to identify certain 
similarities, but also some differences, between the central and eastern European countries. 

Since 2000, employee ownership has become less popular in Poland, although employees as a 
group still remain the dominant owner of many companies privatised in the 1990s. However, 
many of the shares originally allocated to employees changed hands to the benefit of top and 
middle management. Therefore, although initially intended as employee-owned companies, many 
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establishments evolved into management-owned companies. Since 2002, employees have become 
the minority shareholders of privatised companies in Bulgaria. In Hungary, the number of 
companies in which employee ownership prevailed has also decreased significantly since the 
virtual completion of the privatisation process in 1998. According to a survey conducted in 2000, 
the largest proportion of ESOP companies still in existence was found in the manufacturing sector 
(55%). At the same time, the approved employee-share benefit programmes, introduced in 2003, 
now exist in around eight companies, with a few thousand employees involved. In Slovenia, after 
the conclusion of the first wave of privatisation, the ownership structure of companies changed 
and, in the late 1990s, the scope of employee ownership diminished. Results of recent surveys 
show that the involvement of non-managerial internal owners and state funds is decreasing, while 
share ownership of investment funds and managers is increasing. 

In Malta, ESO-type schemes were implemented as part of the privatisation of the Bank of Valletta 
and Maltacom. When, in 1994, the government offered Bank of Valletta shares to the public, 
some shares were reserved to set up a trust fund for employees. This trust fund constituted part of 
the agreement reached between the Maltese government and the GWU during the negotiations 
that accompanied the privatisation process. In the case of Maltacom, the company offered a trust 
fund scheme to all of its employees, allocating 3% of the shares to a foundation set up to 
administer the trust fund on behalf of the employees. 

Profit sharing 
Profit-sharing initiatives have been implemented far less frequently in the NMS. In virtually all of 
the NMS, insufficient data is available for measuring, analysing and comparing the incidence of 
this kind of employee participation. In Malta, only the case of Malta Shipyards was reported. In 
Cyprus, no data exists on the scale or incidence of such practices; nonetheless, it has been 
reported that profit-sharing schemes are used. Such schemes are more frequently used in large 
services-sector companies as a component of company strategies that concern top management 
and are regulated by individual agreements. 

In Romania, types of CPS became compulsory in state-owned companies and in the public sector 
in 2001. Since the legislative act providing for this requirement was implemented, profit-sharing 
schemes have been increasingly used by companies in Romania. However, since many state or 
municipally-owned companies do not make any profit, the actual number of beneficiaries of such 
schemes is relatively small (Hashi et al, 2006). In recent years, profit-sharing schemes have 
begun to penetrate in Hungary through modern HRM practices, particularly among multinational 
companies. In Latvia, profit-sharing schemes are more frequently implemented by foreign-owned 
companies, which often operate in highly competitive markets and maintain a strong financial 
performance. Although profit sharing is rare in Lithuania, bonuses are paid out to employees in 
some companies, albeit largely only to managers. In general, bonus systems are linked to annual 
or quarterly profits and are implemented only if the employee’s contribution to the company’s 
results can be measured. Moreover, some ‘fringe benefits’ are granted in connection with profits 
earned and are therefore directly included in the company costs; such benefits include free mobile 
phone calls, car leasing, access to free loans, payment for education and further training – all of 
which have been expanding rapidly. In Slovakia, some companies use profit-sharing schemes in 
the form of a 13th or 14th monthly salary, when profit targets are met. 

No specific information on profit-sharing schemes is available for Bulgaria, the Czech Republic, 
Estonia and Poland. In Bulgaria, the only information available indicates that profit sharing has 
been applied unilaterally by a few companies, with top and middle managers usually the sole 
beneficiaries.  
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Attitudes of the social partners 
In the NMS, both the major trade unions and employer organisations appear to show little interest 
in the promotion and diffusion of EFP. However, some changes in attitudes have emerged during 
the last two decades. This seems to be particularly evident in the case of trade unions in central 
and eastern European countries. 

Trade union position 
In general, trade unions demonstrate very limited interest in the issue of profit sharing in almost 
all the NMS . With regard to ESO-type schemes, the attitudes of trade unions have been quite 
mixed and have changed in the majority of countries during recent years. 

In some central and eastern European countries – particularly where trade unions have maintained 
a relatively strong position in the workplace, such as in Hungary, Poland and Slovenia – the 
unions played an active role in defining the transition process to the market economy and widely 
supported ESO schemes. In Hungary, trade unions participated in defining the guidelines for 
various forms of employee ownership at national level. At company level, in addition to the 
influence that trade unions could exert on decisions concerning the privatisation process, at least 
one of the leading workers’ representatives usually became a member of the ESOP trust 
organising committee. A similar interest and involvement was shown in Romania, where trade 
unions held negotiations at national level with the privatisation agency, with a view to getting 
employees deeply involved in the privatisation process. 

Table 4: Position of trade unions since 2002, NMS 
Position of trade unions since 2002, NMS 

Country Types of EFP Favourable Unfavourable Neutral/Don’t 
include EFP 

on policy 
agenda 

BG ESO-type schemes X   

 Profit sharing  X  

CY ESO-type schemes   X 

 Profit sharing   X 

CZ ESO-type schemes  X  

 Profit sharing  X  

EE ESO-type schemes   X 

 Profit sharing   X 

HU ESO-type schemes X   

 Profit sharing   X 

LT ESO-type schemes X   

 Profit sharing   X 

LV ESO-type schemes   X 
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 Profit sharing   X 

MT ESO-type schemes X   

 Profit sharing   X 

PL ESO-type schemes   X 

 Profit sharing   X 

RO ESO-type schemes X   

 Profit sharing   X 

SI ESO-type schemes X   

 Profit sharing  X  

SK ESO-type schemes   X 

 Profit sharing   X 

Source: EIRO, National contributions, 2007; Lowitzsch, 2006 

In general, trade unions have supported the adoption of broadly based ESO-type schemes at 
workplace level, allowing for the involvement of all employees and avoiding any 
overrepresentation of management staff. This also has enabled the implementation of ‘democratic 
participation’, or the foiling of majority ownership by external investors. Examples of this can be 
seen in Romania and Slovakia. 

However, some significant exceptions emerge in other countries, such as the Czech Republic and 
Latvia, where trade unions have never supported EFP, not even at the outset of the privatisation 
processes. In addition, a more general shift in the priorities of trade unions has become evident in 
recent years. After the initial phases of privatisation, in almost all the NMS, trade unions’ interest 
in EFP declined. Often, worker representatives did not actively support the continuation of 
employee-ownership schemes in companies where they had been established at the time of 
privatisation – even when they had played an active role in managing the economic transition. In 
recent years, it seems that other issues have gained priority on the agenda of trade unions. In 
particular, trade unions have been focusing their attention and efforts on negotiating better 
working conditions and higher wages. The current economic situation may also have contributed 
to this change in attitude: low economic growth, low wages, as well as low or negative profits 
have not favoured the adoption of ESO and profit-sharing schemes. 

In Romania, the trade unions highlight the difficulties they face in effectively implementing 
different forms of EFP, especially in SMEs, where trade union presence and density are 
extremely low. In Lithuania, trade unions have been striving to negotiate higher wages and no 
particular efforts have been made in recent times to promote EFP. Slovenia is a partial exception 
in this case, as the main national trade unions seem to support EFP schemes – both ESO-type and 
profit-sharing schemes. For example, the Association of Free Trade Unions of Slovenia (Zveza 
svobodnih sindikatov Slovenije, ZSSS) favours ESO schemes rather than profit sharing, as it 
considers them a lever for economic development,. In contrast, the Confederation of Trade 
Unions of Slovenia Pergam (Konfederacija sindikatov Pergam Slovenije, Pergam) has expressed 
its particular support for profit sharing, considering its effects to be more immediate, and at the 
same time perceiving ESO-type schemes to be more appropriate for services and highly 
productive sectors or companies. Meanwhile, the Confederation of New Trade Unions of 
Slovenia (Neodvisnost, Konfederacija novih sindikatov Slovenije, KNSS) has expressed its 
strong support for the adoption of a legislative framework on EFP. Nonetheless, all the trade 
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unions maintain that the Slovenian government is currently not interested in supporting the 
promotion of EFP through social dialogue. 

Employer organisation position 
In recent years, employer organisations in the NMS have taken a neutral position with regard to 
the development of EFP schemes; this may be linked to an unfavourable view of this type of 
employee participation as a means of improving company performance. Moreover, some 
empirical evidence exists showing that employers are often critical of mixed forms of ownership, 
including those involving employee participation (Hashi et al, 2006). However, during the 
privatisation processes, employer organisations in some NMS countries did support ESO-type 
schemes, even if it was primarily with a view to limiting the role of foreign investors. 

In recent years, some minor differences have emerged in the various national contexts. In 
Lithuania, the Lithuanian Confederation of Industrialists (Lietuvos pramonininkų konfederacija, 
LPK) has taken no official position on EFP, like the other two main national employer 
organisations; nevertheless, LPK has expressed its support for initiatives taken by individual 
companies to introduce EFP schemes for their employees. In Slovakia, while the main employer 
organisations have not been directly involved in the promotion of EFP, they consider the 
application of EFP schemes, and especially of profit-sharing initiatives, to be an important 
strategic tool for motivating employees and improving workers’ performance. In Latvia, the 
debate on EFP is focused more on the need to establish a comprehensive legislative framework 
for implementing EFP on a large scale. In Cyprus, employer representatives take a positive view 
towards the potential development of EFP schemes, but only on condition that such initiatives are 
introduced on a voluntary basis and outside of the scope of legislation and collective bargaining. 

Table 5: Positions of employer organisations since 2002, NMS 
Positions of employer organisations since 2002, NMS 

Country Types of EFP Favourable Unfavourable Neutral/Don’t 
include EFP 

on policy 
agenda 

BG ESO-type schemes   X 

 Profit sharing   X 

CY ESO-type schemes   X 

 Profit sharing X   

CZ ESO-type schemes   X 

 Profit sharing   X 

EE ESO-type schemes  X  

 Profit sharing   X 

HU ESO-type schemes   X 

 Profit sharing   X 

LT ESO-type schemes   X 

 Profit sharing X   

© European Foundation for the Improvement of Living and Working Conditions, 2007 
17 

http://www.lpk.lt/


LV ESO-type schemes   X 

 Profit sharing   X 

MT ESO-type schemes   X 

 Profit sharing X   

PL ESO-type schemes  X  

 Profit sharing   X 

RO ESO-type schemes   X 

 Profit sharing   X 

SI ESO-type schemes X   

 Profit sharing X   

SK ESO-type schemes   X 

 Profit sharing X   

Source: EIRO, National contributions, 2007; Lowitzsch, 2006 

Commentary 
EFP continues to be a phenomenon of limited relevance with a relatively low diffusion in the 
NMS. Therefore, it is difficult to depict the actual features of EFP in these countries, despite the 
widespread use of such schemes during the economic and political transition in central and 
eastern European countries. After the early stages of privatisation, the interest in EFP and the use 
of its different forms declined. This is reflected in a number of factors: firstly, in the shift in 
legislation from a promotional to a neutral, if not somewhat restrictive, role in relation to EFP; 
secondly, in the actions of employees, who often sold their stake to other investors, especially 
managers and foreign investors; and thirdly, in the attitudes of the social partners, which changed 
from initial support to a mild and uncertain backing by the trade unions focused on core 
bargaining issues, such as wages and working conditions, and a broadly neutral stance among the 
employer organisations. To conclude, therefore, only a limited interest in EFP schemes has 
emerged in central and eastern European countries, Cyprus and Malta. In all of these countries, 
the general economic conditions that have prevailed – recessionary trends, falling wages, low or 
negative profits – along with the institutional weaknesses of the industrial relations systems have 
not favoured the adoption of EFP.  

The diffusion and interest in EFP schemes reached a peak during the privatisation processes that 
accompanied the transition to ‘market-oriented’ economic systems in central and eastern 
European countries. However, this interest could be deemed partial. In almost all of the countries, 
legislative measures – and in some cases the promotional actions implemented mainly by the 
trade unions – were focused on promoting certain specific forms of EFP. In particular, ESO-type 
schemes, especially ESOPs (often with reference to a ‘public company’ model of dispersed 
ownership), were widely implemented, mainly with a view to achieving political objectives. 
These objectives included gaining support for privatisation among the workforce (especially in 
countries with a long tradition of worker participation, such as Hungary, Poland and Slovenia) 
and overcoming economic and financial problems (such as reducing the risk of financial failure 
due to a lack of investors). Despite the different socioeconomic contexts and the various 
privatisation methods, ESO-type schemes were therefore quite widespread in a large number of 
central and eastern European countries. Employee or management ownership emerged as one of 
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the main outcomes of the transition from an economic system based on central planning and state 
ownership to a market-economy based on private enterprise. 

Despite all of the problems linked to a lack of available data or specific analyses, it seems that the 
difficulties related to the establishment and maintenance of EFP schemes, which had already 
emerged in the early phases of the privatisation processes, were similar in almost all of the NMS 
countries. In many privatised companies in which ESO-type schemes had acquired a majority 
stake at the time of privatisation, employees often became minority shareholders at a later stage. 
The majority of employees in most of the countries – with the partial exception of Poland, 
Romania and Slovenia – in fact sold their shares, frequently to managers, but also to external 
investors. More recently, this tendency has increased due to the ending of preferential conditions, 
which had been introduced for insiders. 

These developments emerged particularly in relation to the implementation of ESO-type schemes 
during and after the privatisation process, and may have contributed to reducing the interest of 
governments and the social partners regarding the potential of the full range of EFP schemes. In 
all of the former socialist countries, with the exception of Romania, no specific legislation 
currently exists aimed at fostering EFP – neither in relation to ESO-type nor profit-sharing 
schemes. Similarly, the social partners do not seem to have expressed any particular support for 
the introduction of measures aimed at promoting the diffusion of EFP. 

In this context, many researchers and experts have contributed to the debate on the relative 
effectiveness of the different privatisation methods that had been implemented; while this debate 
highlighted the potential advantages and disadvantages of EFP, it often focused on the strengths 
and weaknesses of ESO-type schemes only, drawing particularly on actual experiences. For 
instance, different arguments against EFP have been outlined by several experts and 
policymakers, such as the contention that it exposes workers to a high degree of financial risk. 
This is attributed to the strong dependence of the employees’ earnings, both from work and 
investment, on the fate of a single company. In addition, concerns have been raised over the 
potential ‘free rider problem’ – that is, problems linked to the establishment of a reward system 
based on a general objective, namely profit, and produced by a collective effort, thereby reducing 
the strength of individual incentives. At the same time, empirical evidence seemed to support 
some arguments against EFP. In several cases, a number of short-term inefficiencies had 
emerged, including the maintenance of above-optimal employment levels, an inefficient 
allocation of labour, inadequate flexibility – which seems to be a necessary precondition for 
competing in global markets – and underinvestment. 

However, some researchers and experts have argued that other factors caused the problems 
related to privatisation. For instance, it has been pointed out that the general economic conditions 
of the former socialist countries were in many cases unfavourable for implementing effective 
privatisation processes: property rights were not well defined, stock exchange markets were weak 
and undercapitalised, while the economic crisis of the early 1990s had greatly reduced savings. 
All of these resulted in a general lack of domestic financial capital, which in most cases was not 
supplemented by substantial inflows of foreign capital (Uvalić, 2006). The same poor economic 
conditions gave substantial incentives to workers to sell their shares, which they had originally 
purchased during privatisation, with a view to increasing their short-term income. A recent 
review of empirical studies on EFP in ‘transition economies’ came to the conclusion that no 
persuasive evidence exists of the presence of a single, most efficient form of private ownership: 
in particular, insider ownership is deemed to have either positive or zero effects on productivity 
(Jones, 2004). 

The richness of this debate, and the variety of  positions that have been presented, suggest that the 
issue of EFP, despite the limited interest shown both by governments and the social partners, is 
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still relevant, especially in central and eastern European countries. More generally, it is possible 
to conclude that the considerable experience with EFP schemes gained in the EU15 (see PEPPER 
II Report, 1997; Pendleton et al, 2001; McCartney, 2004) may encourage political, economic and 
social actors in the NMS to (re)consider EFP in light of its potential contribution; such benefits 
could be linked to labour relations based on employee involvement, participatory industrial 
relations, innovative managerial strategies and more flexible remuneration policies, which may in 
turn lead to increased efficiency in companies. 

According to several researchers (Baglioni, 1995; Vaughan-Whitehead, 2006), profit sharing has 
some potential advantages, and fewer implementation problems, compared with employee 
ownership. Such advantages include the following. 

• Profit sharing refers to the employment relationship and conceptually takes a form similar to 
remuneration. As a consequence, it can develop into an issue that is normally negotiated 
through collective bargaining. 

• Profit sharing seems to be more suitable than ESO-type schemes for reaching some of the 
main objectives of EFP; such objectives include improving incentives for workers, enhancing 
worker motivation and commitment and strengthening cooperative labour relations between 
the actors who operate in the company. 

• Profit sharing can allow for the more active and direct involvement of workers and their 
representatives in defining the concrete aspects of financial participation. 

• Profit sharing focuses directly on income earned, which is the element of the employment 
relationship that workers usually consider to be crucial and most deserving of the main 
bargaining efforts; ESO-type schemes, on the other hand, concern participation in ownership 
and allow workers to participate in the company’s results only in an indirect and often less 
transparent way; 

• As a consequence of the above points, profit sharing has the potential to meet employees’ 
approval and expectations more easily than participation in company ownership. 

Profit sharing thus seems to be an appropriate way to both stimulate workers’ motivation and 
labour-management cooperation and to tackle some of the current socioeconomic problems of the 
NMS countries; such problems include the general low wage levels and the scarcity of labour, 
principally due to the migration of active persons to other and more attractive labour markets 
across Europe. With appropriate support, such as different fiscal measures or other economic 
incentives, profit sharing may evolve as a means for extending the role of collective bargaining at 
company level and for strengthening the presence of trade unions in SMEs, where union density 
is frequently low. In terms of the potential benefits for employer organisations, as highlighted 
above and in some of the national reports, profit sharing could develop into a strategic tool for 
motivating employees and for improving employee and company performance. Nonetheless, the 
current low priority assigned to EFP on the agenda of governments and the social partners 
suggests that the time may not yet be ripe for the emergence of EFP, in particular of profit 
sharing, as a standard practice of employee participation in the NMS. 
Diego Coletto, Fondazione Regionale Pietro Seveso 
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