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1. Background 

 

In contrast to other Eastern European countries, Slovenia retained relatively strong 
political support of financial participation of employees to the present time. Although 
the Parliament has not yet passed the respective draft laws, associations established by 
supporters of financial participation promote this legislation and develop public de-
bates on this issue. 
 

a) History 

Slovenia has a long tradition of employee participation, starting with employee self-
management in the seventies. With the exception of certain issues in the field of indus-
trial law, which the Republic of Slovenia could regulate through its own laws, two 
Yugoslavian federal laws in particular defined the situation of workers and their par-
ticipation in the economic entities at that time, namely the Law on Associated Labour 
from 1976 and the Employment Relationships Law of 1990. Since enterprises were in 
social ownership (i.e. ownership of capital and infrastructure by society as a whole), 
there was no direct participation of workers in enterprise ownership or profits. In prac-
tice, workers shared control over their enterprise together with government officials 
and managers. Decisions in enterprises were made through a complicated interplay of 
four institutions: i) self-management, within the basic organizations of associated la-
bour – BOALs that were in charge of the policy decisions within the firms, including 
those on employment and income distribution; ii) operational management, in charge 
of the day-to-day management at the level of working organisations of associate labour 
– WOALs that were composed of the constituent BOALs and that corresponded most 
closely to the Western concept of a firm; iii) socio-political organizations (trade unions 
as the representatives of the society and monitors of all elections in the firms and the 
League of Communists, which exercised strong influence over enterprises since top 
managers, self-management officials and trade unionists were all active members and 
implemented party policies); iv) socio-political communities, namely the local, regional 
and federal government units that entered the decision-making process wherever the 
other three parties could not achieve consensus. Due to the strong influence of poli-
tics, management of enterprises had more similarity to prototypical socialist enterprises 
than to a labour-managed firm (Prašnikar, 1991).  
By the end of the 1980s, economic liberalization has been developing, allowing for pri-
vate initiative that made incorporation of private working organizations possible. These 
issues were finally regulated by the Company Law in 1988 that did not abolish worker 
management directly, but allowed for a reorganization of the existing basic and work-
ing organizations into business corporations that could operate with social (also public) 
capital, mixed capital or private capital. In the companies in social ownership, workers’ 
councils elected managers and were authorized to decide on privatization of companies 
under privatization law. The Company Law defined corporations as legal entities en-
gaged in economic activities in order to generate income or profit. Corporations were 
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divided with regard to the ownership in socially owned companies, co-operative socie-
ties, and companies with mixed ownership (social and private). Workers were entitled 
to manage socially owned companies and to distribute the entire profit. Companies in 
mixed ownership were managed by owners proportionally to their contribution, and 
the workers participated in the management according to the collective agreement. 
Profit was distributed according to contribution. Companies in co-operative ownership 
were managed by co-operative members, and workers participated in managing accord-
ing to the articles of association and the collective agreement. Owners managed pri-
vately owned companies and workers participated in managing according to the collec-
tive agreement (Art. 3 Company Law). Workers participated in profit-sharing in pri-
vately owned companies only if the owner decided this. Companies were organized as 
public companies or corporations (joint-stock companies hereinafter referred to as JSC 
and limited liability companies hereinafter referred as LLC), and also in form of part-
nerships, such as unlimited trade companies and limited commercial partnerships. The 
workers’ council as the managing body was responsible for the decisions in these firms, 
including the one related to profit distribution (Art. 49 Company Law). Their statutes 
had to include special provisions on profit distribution methods (Art. 65). The statute 
of a socially owned stock company and JSC in mixed ownership had to define also the 
methods and the conditions for profit-sharing. A part of the profit of a mixed owner-
ship company – proportionally to the social funds invested – belonged to the workers. 
In limited commercial partnerships, the whole profit belonged to the founders. A spe-
cial form of participation of workers was regulated by Art. 168 Company Law as 
amended in August 1990 that authorized the managing body of socially owned and 
privately owned companies to offer the employees the possibility to buy assets of the 
company under the conditions defined in the articles of association1. This amendment 
constituted the basis for early privatization and its adoption represents the beginning 
of capitalism in the Socialistic Federal Republic of Yugoslavia. Moreover, the possibil-
ity to privatize companies was introduced by the Law on Transformation of Owner-
ship on Companies of 1992, determining that companies and the social-capital can be 
sold to workers or third parties. Although the Company Law introduced economic lib-
eralisation, the law itself did not contain any binding provisions for companies that the 
workers should participate in profit-sharing based on their work. They only partici-
pated if the company was in social ownership. Practically, it was often possible to ex-
clude employee profit-sharing in the articles of association of JSC, LLC or partner-
ships. As a rule, 5% of the profit was to be distributed among workers. This was espe-
cially respected in mixed and private companies under the influence of the social envi-
ronment that experienced difficulties with accepting the fact that the profit now be-
longed to the founders alone.  
In 1993, the new Company Law was adopted by which socially owned companies were 
abolished and restructuring of companies into corporations regardless of the owner-
ship over the capital was introduced. The obligation to share profits with employees 
                                                 
1  Since at the time no shares of the company existed, the workers bought the ‘property’ over the 

assets and this ‘property’ was then transformed into the shares of the company. 
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was abolished, but the employees continued to share the decision-making power. The 
strong tradition of employee involvement in corporate affairs is in fact reflected in 
both the Slovene model of privatization and in the development of Slovene company 
law. With reference to the latter, Slovene Co-Determination Law from 1993 intro-
duced several forms of worker participation, e.g. workers were entitled to nominate 
from 1/3 to ½ of supervisory board members and, in firms with more than 500 em-
ployees, one member of the management board. The tradition of social-ownership and 
self-management is further reflected in the chosen model of privatization or ownership 
transformation (see also section II a)): by exchanging their vouchers or buying shares 
employees could end up holding about 60% the privatized capital (see section III). Slo-
venia adopted a gradual and multi-track approach to privatization, which should have 
ensured a consensus among the main firm stakeholders and distribute the burden be-
tween governmental, semi-governmental and private entities. The chosen privatization 
framework was a compromise between three different propositions that mostly dif-
fered as far the role of the state; managers, workers and foreign capital were concerned. 
The first model (the decentralized model proposed by Korze, Mencinger and Simoneti) 
stressed worker-management buy-outs of the existing enterprises and relied on the 
workers’ private savings as the driving force of privatization. The second model (the 
centralized model proposed by Sachs, Peterle and Umek) focused on re-nationalization 
and subsequent privatization of firms with domestic and foreign capital (banks, social 
funds, strategic owners, public at large upon free distribution of shares to citizens). The 
third, semi-centralized model (proposed by Ribnikar and Prašnikar) proposed mixed 
ownership, while taking into account the heterogeneity of the enterprises. The latter 
model developed different privatization strategies based on the distinction of three 
main categories of enterprises: i) viable and mostly internally financed enterprises with 
powerful insiders (workers and managers); ii) highly indebted enterprises, which either 
are viable or could be made viable through restructuring; iii) highly indebted and non-
viable enterprises. In the case of successful firms, a minority of shares would be allo-
cated to the insiders, while the rest would be allocated as non-voting shares to the state 
pension and other social funds. These firms were also expected to attract new capital 
by issuing additional shares. Banks (after being fully or partially privatized and restruc-
tured into solid financial institutions) would be mainly in charge of ‘forcing’ the re-
structuring of highly indebted firms within a variation of a German or Japanese main 
bank system. The non-viable firms would be either taken over by the insiders, liqui-
dated or taken-over by creditors (Prašnikar and Svejnar, 1993, pp. 119, 120). Finally, a 
compromise approach (proposed by Dezelak, Pintar and Setinc) was adopted and in-
troduced a model of ownership transformation as a combination of free distribution of 
shares to both insiders and citizens. Privatization methods further differed across three 
main groups of firms. The enterprises under the direct supervision of the government 
(public utility companies and steel works) remained in the government domain. Large 
unprofitable enterprises (98 firms employing 56,000 people, approximately 10% of to-
tal workforce in the production sector and accounting for 40% of total enterprise 
losses outside the public utilities) were assigned under the responsibility of the Slovene 
Development Fund. Employees in these firms could obtain (for money or in exchange 
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for vouchers) up to 20% of shares, while the remaining capital was allocated to the 
Development Fund. As a transitional owner, the latter had to install a system of corpo-
rate governance, reduce overstaffing, and negotiate workouts of the enterprise debt 
and, later on, liquidate or sell the companies through trade sales, debt-for-equity-swaps 
and by establishing joint ventures. However, the Development Fund has developed to 
a permanent institution for providing various forms of non-transparent and politically 
motivated aid to enterprises. Within the process of the adoption of EU rules, the De-
velopment Fund was finally liquidated in 2002 with most of its portfolio transferred to 
the Privatization Investment Funds (PIFs) in exchange for the unused privatization 
vouchers (Simoneti et al. (2004)). The largest group of enterprises were privatized un-
der the provisions of the Law on Ownership Transformation (hereinafter referred to as 
LOT) from 1992. By the end of 2003, 39,839 or 94.3% of all enterprises operating in 
Slovenia were privately owned. However, these enterprises employed only about 49.1% 
of all employees and contributed 49.4% to the total income (or 46% of total value 
added). Firms in mixed ownership employed 39.4% of employees, while state-owned 
firms employed 10.4% of all employees and contributed 9.2% to the total income or 
12.5% of total value added. 
 
b) Social Partners 

The debates concerning the establishment and preservation of employee ownership 
and other forms of financial participation started in 1995, when a group of enterprise 
representatives, union representatives, journalists and academics established the 
DEZAP (Employee Ownership Association). DEZAP’s main task is to stimulate the 
existence, enlargement and effective use of employee ownership in Slovenia. To 
achieve this objective, the Association promotes the adoption of appropriate legislation 
on employee ownership, provides professional assistance to, training and education of 
employee owners, develops networks of employee-owned firms and promotes coop-
eration with other firms and international organizations. At one of the latest confer-
ences (April 2004), DEZAP’s members (26) agreed that they will continue working on 
legal regulation of financial participation of employees, to promote the transposition of 
the European co-operative society statute into Slovene law and the implementation of 
the European Commission Communication on the promotion of co-operative societies 
in Europe (http://www.dezap.si). Similarly, the Association of the Works Councils 
supports all kinds of employee participation (Studio Participatis, currently consisting of 
100 members; http://www.delavska-participacija.com). Finally, the promotion of em-
ployee financial participation, e.g. by tax allowances, is stated as one of the objectives 
of the Slovene Association of Managers for 2005 (Združenje Manager; 
http://www.zdruzenje-manager.si). 
Empirical evidence confirms that managers in general have a neutral-positive attitude 
towards employee ownership in Slovenia. In her study involving 41 large Slovene 
firms, Mrčela (2002) finds that managers prevalently perceive inside ownership as posi-
tive. However, in 58% of the firms the managers predict that employee ownership will 
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loose its current importance in the post-privatization period. Only in about half of the 
cases (46%), employee ownership is actually seen as an incentive for labour productiv-
ity and more efficient remuneration systems. The union representatives expressed simi-
lar opinions. Nearly 40% of the interviewed managers agree that employee ownership 
represents a competitive advantage, while only 7% of the interviewed see it as an ob-
stacle to the implementation of their business strategies. More than half of the manag-
ers intend to support the existence and increase of employee ownership, evaluate the 
employees as long-term oriented and interested in the success and survival of the com-
panies; a large part of the interviewed (40%) see themselves and the employees rather 
than unions or works councils as the main promoters of the appropriate regulation for 
employee ownership and its implementation in the firms.  
In regard to a sample of 182 Slovene enterprises at the end of 1999 Simoneti et al. 
(2000) report similar findings. The managers were asked to indicate the ‘optimal’ (de-
sired) ownership structure of their firms; the difference between the optimal (from the 
perspective of managers) ownership share of each of the different interest groups and 
their actual share (from the perspective of the managers) is presented below.  

Figure 1a. Desired ownership structure (divergence from the optimal share in 
percentage points) 
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While the managers would prefer the State-controlled funds (Pension Fund, Restitu-
tion Fund, and Development Fund) and Privatization Investment Funds to decrease 
their ownerships stakes, they estimate the optimal level of employee ownership quite 
close to its actual share. The strong dissatisfaction of Slovene managers with their ac-
tual ownership share clearly implies that in the future, they intend to boost their power 
by increasing their own ownership stakes rather than by simply relying on the support 
of the employee owners. Similarly, Mrčela (2002) reports that the managers estimate 
the ‘optimal’ ownership structure as a combination of strategic (foreign) owners, em-
ployee and managerial ownership; about 12% of the firms in the sample (41 largest 
Slovene firms) expect the employee ownership to increase in the future. 
 
c) Current National Policy 

The Slovene Economic Ministry established an expert group in October 2002 to pre-
pare the regulation on employee share ownership and other forms of financial partici-
pation. The group (Bohm, Debeljak and Mikolic) presented a proposition of employee 
share ownership according to the following scheme: 
Figure 1b. Employee share ownership plan according to the proposal by Bohm, 
Debeljak and Mikolic (2002) 

  
 
Source: Bohm, Debeljak and Mikolic, 2002. 
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According to the proposal, firms should implement employee share ownership plans 
upon the approval of the Works Council, the Securities Market Agency (when firm 
shares are listed at the stock exchange) and tax authorities. The shares currently held by 
the employees should be tied up in a special trust or fund, managed by a professional 
management company according to the adjusted provisions of the Law on Investment 
Funds and Management Companies. At least 90% of shares in the fund are to be in-
vested in the main (parent) company, while the remaining shares are kept in bank de-
posits. The fund is to be financed through: i) new cash or share contributions by the 
employees; ii) dividends of the parent company; iii) profit contributions on behalf of 
the employees by the parent company (deferred profit-sharing); iv) bank loans up to 
the 10% of the fund’s market value. Profit contributions by the company (when below 
20% of the gross annual salary) are to be exempted from all social taxes and contribu-
tions, deductible from corporation tax and of other charges or contributions on wages. 
None of the employees should hold more than 5% of fund’s shares; the latter can hold 
up to 25% (40%) of the capital in the parent firm. The employees who are sharehold-
ers can influence and supervise the management of the fund through the Council of 
Employees, which is actually the leading force of the meeting of employee owners. 
Simoneti, Bohm, Gregoric, Cankar and Borec (2002) proposed similar, more detailed 
proposal that refers to both employee share ownership and profit-sharing. Instead of 
the management company and employee share fund, the authors propose the firms to 
exploit the existing institute of the worker associations (WAs). According to the pro-
posal, employee shares are to be tied up in the association (a LLC) and managed by the 
latter; the WA invests at least 75% of its funds in the parent firm or in the form of 
loans to employees for new share acquisitions. The WA’s management should be com-
pletely independent from the management of the parent company; employees should 
be able to exit the share ownership plan twice a year by selling their shares according to 
a professionally and independently determined price or by transferring their ownership 
right in a pension scheme. The WA should finance the ‘exits’ upon: i) sale of shares of 
the parent company on the market (if listed) or directly to the parent company itself 
(upon the acquisition of own shares); ii) new contributions by the employees (in cash 
or shares) or by the parent company (deferred profit-sharing); iii) limited borrowing. 
This alternative proposition also supports the implementation of tax allowances in or-
der to stimulate the adoption of employee ownership schemes in the firms. The divi-
dends received by the employees from their participation in WA are to be exempted 
from income tax if the shares are tied-up on a long-term (at least 5 years with further 
transfer of benefits in the pension scheme). The WA is to be exempted from corporate 
tax; the contributions by the parent company are to be exempted from corporate tax 
and any other contributions on wages (up to 10% of the gross annual salary). If tied in 
the association on a long-term, individual contribution up to the value of 1 monthly 
salary should represent a tax concession for the employees.  
Both propositions are aimed at a more efficient organization of current employee own-
ership in Slovenian firms and provide the grounds for further employee participation 
in profits and, most importantly, corporate ownership. The two expert groups agree
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that the implementation of the profit-sharing and share ownership schemes should be 
voluntary. However, the adoption and the success of such schemes is conditional on 
the introduction of corresponding changes in the tax system, which would provide 
some tax allowances for both employers and employees participating in such schemes. 
Introduction of tax relief has in fact been the main obstacle to the adoption of the 
proposed Law on Employee Financial Participation of the Employees in 1997.  
The draft of a new Law on Employee Financial Participation has been submitted to the 
Parliament by the Social Democrats on 30 April 2005. The law is partly based on the 
experience of the Western European Countries and the propositions of Simoneti, 
Bohm, Gregoric, Cankar and Borec (2002) but, contrary to the latter, makes the em-
ployee financial participation mandatory for all the firms with at least 30 employees. 
The draft Law was discussed in the Parliament on September 30th 2005 and finally re-
jected. According to some unofficial sources, Labour Ministry should start working on 
a new draft Law. However, the Advisory Council to the current Slovenian government 
also recommended the implementation of employee share ownership and profit-
sharing schemes to the Slovenian Government (Delo, 30/4/2005). It is furthermore 
included in the Strategy for the Development of the Republic of Slovenia that under-
lines the main reforms forthcoming in Slovenia. 
 
 

2. Types of Schemes and their Legal Foundations 

 

a) Employee Share Ownership and its Legal Foundations 

 
(1) Privatization Issues 
A special form of workers’ participation in the social capital was defined in the Law on 
Ownership Transformation (LOT). The LOT emphasized ownership transformation 
rather than privatization, which, nevertheless, was the final goal of the law. Transfor-
mation was the interim stage, allowing for the acquisition of ownership by workers and 
other Slovene citizens over the existing social capital (public funds).  
Companies in social ownership were transformed into corporations and issued shares 
in the amount of the value of social capital. The shares could be distributed by internal 
distribution of shares, internal sale of shares, sale of shares to outsiders, and sale of as-
sets to outsiders. LOT provided for the mandatory distribution of 40% of the social 
capital to different funds (10% to Pension Fund, 10% to Restitution fund2 and 20% to 
the Development Fund for further sale to Privatization Investment Funds). The firms 

                                                 
2  The Slovene Restitution or Compensation Fund has to issue debenture bonds to re-privatization 

claimants who did not get their nationalized property returned in kind. The Slovene Compensation 
Fund obtained funds from the non-distributed public funds. 
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were then entitled to distribute (in exchange for employee vouchers) ordinary shares in 
the amount of up to 20% among its current and former employees, including retired 
employees. Registered shares, obtained by workers, were not transferable for a period 
of 2 years after issuing date, except when transferred as inheritance. In practice, how-
ever, the employees found ways to sell the shares before the expiry of the restriction 
period and many of them sell them immediately. Furthermore, companies had the dis-
cretion over the allocation of the remaining 40% of their capital (after the distribution 
40% to different funds and 20% to inside owners); they could either sell them to insid-
ers (internal buy-outs) or outsiders (outside privatization).  Within the internal buy-out, 
workers could buy shares also with the profit of the companies belonging to the par-
ticipants of the internal sale program as well as with their salaries and other funds. The 
workers could also obtain a part of the shares against overdue salary claims or other 
due claims against the company. Furthermore, the option of the so-called 1/5 com-
pany model was introduced in order to support employee participation in ownership.  
For privatization purposes, Slovenian citizens were granted vouchers; the value of 
vouchers granted to each individual depended on the duration of employment (Art. 31 
LOT). Vouchers could be used to obtain shares in the company of employment within 
the scope of the internal distribution of shares (the initial 20%), to obtain shares of 
Privatization Investment Funds, to purchase shares of other companies, privatized by 
public sale of shares, and to purchase shares or other property of the Republic of Slo-
venia and state-owned companies offered to public against vouchers (in the latter case, 
vouchers could not be freely traded).    
Certain measures were taken in order to preserve employee ownership after privatiza-
tion, starting with the 2-year (4-year) restrictions on trading with shares gained from 
internal distribution (internal buy-out). To prevent the decline in employee ownership, 
some firms decided to limit trading by internal acts, namely through ‘shareholder 
agreements’; which prohibited the sale of employee share to outsiders and provided for 
representation of the employees in firm decision-making. However, shareholder 
agreements were easy to abandon and difficult to administer (Mrčela (2002)). Upon the 
proposition of DEZAP, Slovene Chamber of Commerce and the Association of Free 
Trade Unions, an amendment was introduced to the Takeover Law from 1997, which 
provided for the possibility of an institutional organization of inside owners in the 
firms worker associations (abovementioned as WAs) and exempted them from public 
bids (Art. 81). By the amendment to the Take-Over Law, worker associations became 
professional proxy organizations and as such had to act according to Takeovers Law 
(Art. 298) and the provisions of the Company Law. A draft framework Law on Em-
ployee Financial Participation was submitted to the Parliament in October 1997, but 
was never considered by the Parliament. As stated above, a new proposition of the 
Law on Employee Financial Participation was sent to the Parliament in April 2005, but 
was again rejected by the Parliament. 
The aforementioned laws regulating transformation and privatization have not been 
abolished, but they are not applied in practice, since the privatization is generally com-
pleted. However, the company law has been reformed, whereby the business forms 
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which existed during privatization were replaced by traditional business forms. At this 
stage no incentives in support of employee ownership that (might) have existed in the 
privatization period are still effective; as already explained, the privatization process is 
more or less concluded.  
Since the overall process of privatization in Slovenia is concluded, the legislation pro-
vides no legal procedures under which the employees would play any role in privatiza-
tion of companies. The only way in which they can participate is like everybody else – 
through obtaining shares of the company on the market.  
 
(2) Company and Securities Law 
Many employees acquired shares in the course of privatization and became sharehold-
ers. Thus, company and securities law is relevant for the effective employee participa-
tion. The main regulations of company and securities law are the Company Law of 
1993 as amended (hereinafter referred to as CL) and Securities Market Law of 1999 as 
amended. 
 
(a) Corporations 
Under Slovenian law, the following business forms exist: sole proprietor, general part-
nership under commercial law, general partnership under civil law, limited partnership, 
limited liability company (hereinafter referred to as LLC) and joint-stock company 
(hereinafter referred to as JSC). All shareholders exercise their voting rights at the gen-
eral meeting (for LLC § 439, for JSC § 297), with the exception of holders of preferred 
shares in a JSC who have no or restricted voting rights (§ 297, 299 and 303 CL), the 
right to call the general meeting (for LLC § 445 for JSC § 284 CL), the right to elect 
and remove members of the management board or of the supervisory council (for LLC 
§ 441, for JSC § 264 CL), to receive dividends (for LLC § 439, for JSC § 228a), to 
transfer shares (for LLC § 418, if articles of association do not provide otherwise; for 
JSC § 233) and to receive assets in the case of liquidation (for LLC § 387, for JSC § 387 
CL). Shareholders in LLC have the pre-emptive right to purchase shares from other 
shareholders (§ 416) while in the JSC there is no such right. In the case of capital in-
crease, the shareholders have pre-emptive right of purchase, both in LLC and JSC. 
Since the employees that obtained shares in the course of privatization are minority 
shareholders, the special provisions on protection of minority shareholders apply. 
These special rights relate to the general meeting, the right on information, right on 
examination of the books, right to lodge a complaint against the decisions of the gen-
eral meeting. On the other hand, these rights do not include the right to replace the 
management.  
Since the Second Council Directive 77/91/EEC of 13 December 1976 was transposed 
into Slovene CL, companies can issue special employee shares at the value that must 
not exceed 10% of the subscribed capital for distribution among their own employees 
and employees of associated companies (Art. 240 CL). The company first buys the 
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shares and then distributes them within the period of one year. This can be done both 
by the JSC and also by LLC. There is no restricted tradability for the shares acquired in 
this matter. Furthermore Art. 241 CA allows companies may advance funds, make 
loans, and provide security, with a view to acquisition by employees of the company or 
employees of an associate company.  It must be noted that the option of derogations 
or suspensions of these rules for the purpose of encouraging workers participation, as 
given by the Directive, had not been incorporated into the existing legislation. Pursuant 
to Company Law of 1993, part of the profit can be distributed to the employees in the 
form of new shares if the general meeting makes such decision. No special incentives 
for workers participation have until now been adopted, but this should change with the 
adoption of the new law (when and if adopted). 
Art. 75 of the Constitution provides that workers participate in the management of 
economic units and institutions in the manner and under the conditions as determined 
by the law. This constitutional provision was implemented by the special Law on 
Workers’ Participation in Management from 1993 (as amended), regulating the manner 
and the conditions for workers’ participation in management of economic units regard-
less of the ownership form, including co-operatives. According to this law, the workers 
participate in management by submitting initiatives, by demanding information, by 
consultations with their employer, by participation in decision-making, including the 
right to reject employers’ decisions. Individual specific provisions on employees’ co-
management are integrated in the special laws for different economic sectors, e.g. the 
Energy Law, Banks and Savings Banks Law, Insurance Company Law. 
 

(b) Co-operatives 
A special Law on Co-operatives of 1992 regulates the legal status of co-operatives. The 
co-operative is an association with an unlimited number of members established with 
the purpose to accelerate economic welfare of its members and based on voluntary ac-
cession and withdrawal and equal participation in management. A co-operative can es-
tablish a company, another co-operative or other legal entity and become member of a 
legal entity. The workers can organise a co-operative as a means of cooperation with 
the company they are employed with. Co-operatives may be both commercial and non-
commercial. Their members can be both legal and physical persons. The members’ li-
ability is limited to the amount invested by them. Each member of the co-operative has 
one vote. The profit is divided in equal shares between members. There are no provi-
sions that would give special rights to the employees of the co-operatives that are also 
members of the co-operatives, but such provisions can be included in the articles of 
association.  
The purpose of co-operatives is mainly to help its members in their economic activi-
ties. As in other countries, they are primarily used by agricultural producers and small 
producers who join their resources in order to achieve more effective business results, 
market access, limitation of cost and so on. However, it has to be noted that there are 
no legal incentives that would aim at promoting this type of undertakings.  
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As we have already explained above the co-operatives operate on the principle that 
every member has one vote. This would mean that when an employee is also a member 
of the co-operative, he could participate in decision-making. However, this participa-
tion is based on the fact that he is a member of the co-operative and not its employee; 
so we really can not talk about employee’s participation in decision-making per se. In 
practice, members of the co-operatives are usually not employed in the co-operative 
itself.  
 

(c) Partnerships 
Slovenian legislation divides the partnerships into general partnerships under commer-
cial law, general partnerships under civil law and limited partnerships. All these forms 
are relevant for employee participation, although in different contexts. Limited part-
nerships are based on the German model (KG) with the important difference that lim-
ited partnerships have a legal personality under Slovenian law. Under CL, workers can 
become limited partners in the company they are employed with; in this case, the com-
pany becomes the general partner, whereas the workers become limited partners. In 
this way, the workers can participate in profit of their employer. General partnerships 
under commercial law, which also have legal personality, are companies in which there 
is practically no need to contribute additional capital because the profit depends sub-
stantially on the participation of workers in the activities. However, in practice, this 
form is seldom used, because the partners of such company are liable for company’s 
obligations jointly and severally. General partnerships under civil law have no legal per-
sonality. Attorneys-at-law regularly use this business form, since the Law on Attorneys-
at-law allows the attorneys to establish only general partnerships under civil law or 
general partnerships under commercial law.  
It is usual in the general partnerships that the partners are also managers of the com-
pany. So they participate in decision-making and in the profit-sharing. But it is usual 
that once the company grows and starts employing workers (which are not partners), 
the partners change the business form to LLM so that they are no longer personally 
liable. If the workers become limited partners in the company they are employed with 
and the company becomes the general partner, whereas the workers become limited 
partners, the workers can participate in profit of the company that employs them. The 
partners make all the decisions and the employees are not involved in the decision-
making.  
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b) Profit-Sharing 

In Art. 228, the CL regulates the usage of net profit. Primarily, the profit must be used 
for coverage of losses and creation of legal and statutory reserves. The rest of the 
profit, but not more than ½ of the net profit, may be used for other reserves and, if 
the articles of association provide for it, for paying a part of it to the employees and 
members of management and supervisory boards. This is to be decided upon by the 
general meeting within the decision on balance profit. The Law thus makes employees’ 
participation in profit possible provided that there is enough profit to cover losses, le-
gal and statutory reserves, that the possibility to use part of the profit for employees is 
contained in the articles of association of the company, and that the general meeting 
makes such a decision. In this general provision, the Law does not distinguish between 
employees and members of the management or supervisory board. It is the general 
provision regarding sharing of net profit. The general meeting may decide that all the 
employees, including members of management and supervisory board, participate in 
net profit-sharing, or it may decide that only members of management and supervisory 
board participate, while the employees do not.  
The general meeting can decide that a certain percentage of the profit shall be paid out 
to employees who are not shareholders, provided that this decision is included in the 
articles of association. If a person is both a shareholder and an employee, he partici-
pates in the profit on both accounts; first as a shareholder and than in addition as an 
employee.  
The company can ensure participation in profit-sharing not only to all employees, but 
also only to members of the supervisory board or management board, if properly regu-
lated in the statute (Art. 252 (1) CL). The participation amount is usually determined as 
a percentage of the annual profit of the company. Participation in profit can also be 
ensured to members of the supervisory board instead of payments for supervision ser-
vices; their compensation can be as well a combination of both, provided that the stat-
ute regulates this. It is also possible that the participation in profits is defined by the 
meeting of shareholders (Art. 276 CL). However, by systematic interpretation of spe-
cial provisions in conjunction with general provisions, it can be concluded that also in 
this case the general meeting has to amend the statute.  
Apart from that, such monetary incentive schemes as bonuses for good performance 
or 13th and 14th salary can be introduced by collective agreement as well as by internal 
rules of en enterprise. However, taxation imposed on this kind of income is the same 
as on the salary. 
 

c) Taxation Issues 

Under the effective tax law, there are no special provisions on taxation in connection 
with financial participation of employees. The worker’s participation in profit is, under 
the Personal Income Tax Act, treated as an income from employment (Art. 25 (1) 9 of 
the Personal Income Tax Law). From the income that represents the profit participa-
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tion, the employer must pay a 25% advance on income tax, while the rest is settled on 
the basis of the level of income taxation, which can be between 16% and 50%, de-
pending on the class (Art. 116 of Personal Income Tax Law). The worker’s participa-
tion is therefore, from the tax point of view, not treated as a dividend of the share-
holder, which is always taxed at 20% and is not included in the income tax. 
On the profit paid out to him and salary, the employee must pay all social and other 
contributions (health insurance, pension, invalid insurance) and the general income tax 
on income from employment. The profit-sharing is, from the tax point of view, treated 
as salary and is taxed with the level between 0 and 11.8% in the year 2006, while in 
2007, the tax level on monthly salary will be between 0 and 8.9%, and in 2008 between 
0 and 4.4%. For pension and invalid insurance the workers pay the 15.50% contribu-
tion and the employers pay the 8.85% contribution, while for health insurance the 
workers must pay the contribution in the amount of 6.36%.  
We can summarise that the workers in Slovenia are, if they participate in the profit-
sharing, in a worse tax situation than they would be if the profit paid out would be 
taxed as a dividend or if they would, in regard to profit-sharing, be treated the same 
way as shareholders. If the workers would participate in profit on the basis of shares, 
their position would be much better, because the dividend is taxed with a 20% level 
and is not included in the income tax.    

 

 

3. Incidence Now and Over Time 

 

a) Privatization 

Nearly 90% of the companies in the process of ownership transformation chose inter-
nal distribution and internal buy-out as the prevailing privatization method. In total, 
the inside owners (employees, including managers; former employees and their rela-
tives) obtained about 40% of the capital subject to ownership transformation. In 319 
companies (24.4% of all privatized companies) the inside owners obtained more than 
60% of firm capital (20 upon internal distribution +40 upon internal buy-out); while 
these companies employed more than 16.1% of employees, their capital represented 
only 8.1% of the total capital under privatization. On the other hand, in 82 companies 
(6.3% of all firms) accounting for nearly 30% of the total capital under privatization, 
insiders did not obtain more than 10% of companies’ shares. The distribution of in-
sider ownership shown in Table 3a is the only official and complete database of em-
ployee ownership in Slovenian privatized firms. All further studies (reported below), 
unfortunately, rely on sample data. 
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Table 3a. Distribution of the companies, the value of the capital, and the num-
ber of employees by the percentage of insider ownership (N=1310). 

Insider  

share 

Total capital 
(000 SIT) 

Total 
cap.% 

Number 
of  comp.

%  of 
comp. 

Number of 
employees 

% of em-
ployees 

0 to 10% 238,909,289 29.0 82 6.3 20,912 7.8 

10 to 20% 128,067,033 15.5 68 5.2 18,570 6.9 

20 to 30% 92,248,314 11.2 81 6.2 27,714 10.3 

30 to 40% 93,379,520 11.3 122 9.3 31,700 11.8 

40 to 50% 82,526,405 10.0 155 11.8 47,302 17.6 

50 to 60% 122,317,335 14.8 483 36.9 78,990 29.3 

More than 60% 66,778,045 8.1 319 24.4 44,083 16.4 

TOTAL 824,225,941 100.0 1,310 100 269,271 100 

Source: Agency for Privatization and Restructuring (Poročilo Agencije), 1999, p. 145. 

 
As shown in Table 3a, insider ownership prevailed in smaller, labour-intensive compa-
nies. In fact, the final share of inside owners was determined by the employee financial 
capacities (wealth constraints, firm size) and their willingness to acquire firm shares; the 
latter mainly depended on firm success prior to privatization and its long-term pro-
spective (export orientation etc.). Except for the large successful firms that were listed 
on the stock exchange, insiders ended up privatizing the most successful firms; the 
probability of the insider domination was also positively related to the number of em-
ployees and firm leverage (Simoneti et al., 2001). In relation to the dominance of in-
sider versus outsider ownership and the power of outside investors (due to regulation, 
listing rules etc.), Simoneti et al. (2001) distinguish between three main groups of firms: 
i) public firms with shares listed on the capital market, subject to detailed regulation 
regarding transparency and minority investor protection; ii) insider non-public firms, 
where inside owners gained the majority share; and iii) outsider non-public firms, 
where insiders held less than majority share but enough power to oppose the most im-
portant decisions (strategic sale of the firm, listing on the Stock Exchange, etc.). In a 
sample of 183 Slovenian firms, analyzed by Simoneti et al. (2001), inside owners on av-
erage obtained 44% of firm capital; where dominant (insider firms), they gained slightly 
below 56.66% of firm capital (see Table 3b below).   
 
 
 
 
 



Extended Country Report Slovenia 
 

 18 

Table 3b. Ownership structure at time of completed privatization (N=183) 

Group of owners All companies Listed Insider Outsider 

The state 7.75% 6.78% 2.02% 11.92% 

Restitution and pension funds 21.60% 20.49% 21.28% 22.19% 

PIFs (privatization funds) 19.38% 17.65% 14.88% 22.99% 

ALL Funds 40.98% 38.14% 36.17% 45.18% 

Inside owners - managers  3.86% 1.40% 4.98% 3.95% 

Inside owners – current employees 29.23% 21.88% 38.08% 25.80% 

Inside owners – former employees 11.05% 7.48% 14.60% 9.89% 

ALL Inside 44.14% 30.77% 57.66% 39.65% 

Financial investors - domestic 4.80% 22.37% 0.63% 1.61% 

Financial investors – foreign 0.03% 0.08% 0.00% 0.02% 

ALL Financial 4.83% 22.45% 0.63% 1.64% 

Strategic investors – domestic 2.00% 1.86% 3.55% 1.01% 

Strategic investors – foreign  0.30% 0.00% 0.00% 0.60% 

ALL Strategic 2.30% 1.86% 3.55% 1.61% 

TOTAL (all groups) 100.00% 100.00% 100.00% 100.00% 

Source: Survey MEOR & CEEPN- 2000 in Simoneti et al. (2001). 

Domadenik, Prašnikar and Svejnar (2003) and Domadenik (2003) analyse a sample of 
130 and 157 large- and medium-sized enterprises. About 49% of firms in their sample 
chose the external privatization method (public sale of shares to outsiders), while 51% 
opted to privatize the remaining 40% of their shares internally (through internal buy-
outs). On average, inside owners obtained nearly 35% of firm capital (data refer to the 
end of 1996); about 24% was held by employees, 3% by managers and 8% by former 
employees (Domadenik and Prašnikar, 2004). Similarly, Damijan et al. (2004) for a 
sample of 150 companies (employing on average 500 employees) at the end of 1998 
report a 37.52% level of inside ownership; in half of the firms, the percentage of em-
ployee-owned capital exceeded 50%. Managers at that time held around 2.29% of firm 
shares. Employees (and former employees) held the largest aggregate stake in compari-
son with other owner groups in 74 (50%) of the firms in the sample. 
All the above stated empirical findings support the thesis about the decline in the in-
side ownership from the end of privatization. The strongest is the fall of employee 
ownership in listed companies; for the latter Simoneti et al. (2001) report a decline in 
the insider ownership by 6.5% in comparison with a much lower, 1.82% decrease in 
the insider firms. However, the increase in the insider ownership in the outsider firms 
(by 10.22%, among which 7.16% was due to an increase in the managerial ownership) 
indicates that in these firms, inside owners have been trying to overweight the outsid-
ers.  
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Figure 3a. Ownership structure of privatized companies at the time of com-
pleted privatization and at the end of 2000 (in % by types of owners) 

 

 
Source: Simoneti et al. (2004). 

For a sample of 130 large- and medium-sized Slovene firms, Domadenik, Prašnikar 
and Svejnar (2000) find that the ownership share of employees declined from 38.3% to 
36.9% in the period 1996-1998; among these percentages, the ownership share of the 
employees declined from 25.8% to 23%, while managers increased their share by ap-
proximately 1%. The share of internal owners decreased most dramatically in internally 
privatized firms, while in these firms managers have increased their ownership share by 
more than one half, from 4.3% to 6.6% (Domadenik and Prašnikar, 2004). Similarly, 
Prašnikar et al. (2002) report a decrease in the insider ownership by 13% in the period 
1996-2001 (from 38.73% to 25.32%) for 124 medium and large JSC.  
Damijan et al. (2004) observe that insider ownership decreased by more than 10% in 
the period 1998-2002 (from 38.52% to 26.17%). The number of firms in dominant 
ownership of employees (managers excluded) declined from 74 to 26 (see Table 3 be-
low). Among these firms, 10% of firms had no employee owners, in 25% of firms the 
employees held less than 5% of shares, while in half of the firms in the sample, the ag-
gregate level of employee ownership did not exceed 18.4%. There were only 25% of 
firms in the sample with the employee ownership exceeding 40% of firm capital. 
Managerial ownership, on the other hand, has been increasing (see also Simoneti and 
Gregoric, 2004), although less than expected. By contrast to other countries, the reduc-
tion in the employee ownership has been resulting in the increase of outside ownership 
rather than in the increase of managerial ownership (see Mygind et al., 2004).  
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Table 3c. Aggregate ownership stakes by investor group (150 firms) 

 1998 1999 2000 2001 2002 

State-controlled funds 20.13 18.92 14.99 12.68 10.24 

PIFs 18.74 20.00 20.46 19.39 19.17 

Banks 1.06 1.26 1.18 2.22 1.85 

Foreigners 3.03 2.80 3.86 5.51 6.72 

Domestic firms 7.80 11.60 17.80 22.45 26.79 

Inside owners 37.52 33.83 29.11 26.80 26.17 

Managers 2.29 2.26 2.26 2.98 3.58 

Minority shareholders 3.39 3.60 4.63 3.58 4.10 

N 128 136 136 146 148 

Source: Damijan et al. ( 2004). 

 
Table 3d. Number of firms in dominant ownership of a given investor group 

 1998 2002 

State-controlled Funds 12 11 

PIFs 22 35 

Banks 1 1 

Foreigners 4 9 

Domestic firms 16 49 

Inside owners 74 26 

Managers 2 4 

Minority shareholders 3 2 

Other (State) 12 9 

N  146 146 

Source: Damijan, Gregoric and Prašnikar (2004) 

Table 3d distributes the firms (sample analysed by Damijan et al., 2004) according to 
the dominant owners (that is, the investor group aggregately holding the largest share 
than any other investor group). It is more than obvious that the power has been redis-
tributing from inside to outside owners. Only 26 (23+3) firms that were dominated by 
employees at the end of privatization remained in the domination of inside owners (ei-
ther employees or managers) at the end of 2003. In most cases, the dominant owner-
ship went from inside owners to domestic non-financial firms (in 24 cases), while in 21 
firms the change went from employee to the domination of funds.  
 



3. Incidence Now and Over Time 
 

 21 

Table 3e. Ownership transition matrix for Slovenia 1998-2003 (first\last years 
recorded) 

1998  \  2003 Dominant shareholders (end) 

Dominant Share-
holders (start) 

Mana-
gers 

Em-
ployees 

Non-fin. 
outsider

Fi-
nance 
out-
sider 

Foreign State Total 
start 

Managers 1 0 1 0 0 0   2 

Employees 3 23 24 14 3 7 74 

Non-fin.  outsiders 0 0 17 0 1 1 19 

Financial outsiders 0 1 5 17 0 0 23 

Foreign 0 1 0 0 3 0   4 

State 0 1 4 5 2 12 24 

Total (end) 4 26 51 36 9 20 146 

Employees include (few) former employees, Non-financial outsiders = domestic firms and individuals, Financial outsiders 
= Privatization Investment Funds)+one bank, State = state funds+other (state). 

Source: Mygind et al. (2004). 

Kanjuo-Mrčela (2002) observes a similar trend on a sample of 41 largest Slovenian 
firms in 2001; one third (37%) of these firms report decrease in the level of employee 
ownership, while it increased only in three firms. As argued by Wright et al. (2002), 
employee ownership in other transition countries has been experiencing a similar trend: 
employees have been mostly selling their shares either due to wealth constraints, in or-
der to realize capital gains or simply because they do not feel that ownership confers 
them significant control. The latter seems to be the case also in Slovenia since in most 
cases employee ownership impinges on what would be otherwise full or near-full man-
ager control. Gregoric (2003) shows that the employees mostly provide support to firm 
management by entrusting them the delegation of their votes; the organized gathering 
of proxies in large Slovenian firms is in fact mostly organized by firm managers in or-
der to obtain votes from the employees.  
The only institute designed to gather and represent the employees, the worker associa-
tions (WA) is also not widely spread and does not seem to serve its purpose well in 
practice. For instance, there were only 36 companies among the 855 firms with shares 
in the Securities Clearing Corporations at the end of May 2001 that constituted a 
worker association. These firms on average employed 344 employees (see Table 3f be-
low). The average size of the share block held by the association was relatively high, 
46.7%. In most cases (77%), the WA also represented the first largest shareholder. In 
half of the firms, the concentration of voting rights within the WA provided its benefi-
ciaries (inside owners) the majority control of the founding company, while in most of 
the remaining cases inside owners faced a stronger outside owner, either a Privatization 
Investment Fund of State-controlled Fund (in 13 firms) or another non-financial com-
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pany (4 firms). Worker association held non-controlling stakes (less than 25%) in 4 
firms with the smallest share amounting at 6.43% (Gregoric, 2003). 

Table 3f. The average size of the ownership blocks held by the WAs and the av-
erage number of employees in firms with an WA. 

 N Mean 
(std) 

Median Min Max 

Size of the block 36 46.27 
(17.68) 

49.61 6.43 100 

Number of employees 32 344 
(379) 

143 
 

2 1,264

Source: Gregoric, A. (2003). 

 
b) Co-operatives 

At the end of 2003, co-operatives employed 0.9% of employees and produced 1.3% of 
total value added. They are rather limited in number (327) and mostly operate in the 
sector of agriculture and forestry (Novak, M, J., 2005). The number of workers’ co-
operatives is very small and decreasing. 
 
c) Profit-Sharing 

Kanjuo-Mrčela (2002) finds that only about 7% of the 41 large Slovenian firms have 
actually constituted a ‘fund of own shares’ in order to remunerate their employees. 
About 32% of the firms introduced the possibility of employee profit-sharing in their 
statutes. This possibility however remains often unexploited (in 22% of firms in the 
sample). Rather limited is also the implementation of individual schemes, namely the 
distribution of profits to the members of management and supervisory boards. In Kan-
juo-Mrčela (2001) sample, half of the firms reward their managers out of profits, while 
supervisory board members participate in the profits of 44% firms in the sample. Slap-
nicar et al. (2005) report even lower numbers: among 104 firms listed on the Ljubljana 
Stock Exchange in the period 1998-2002, only about 20 firms actually rewarded their 
board members from profits. In this regard, they distributed around 1% of their yearly 
profits (0.41% for management board members; 0.67% for the supervisory board 
members). 
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4. Empirical Evidence of Economic and Social Effects 

 
Most of the studies so far find no persuasive evidence on the negative effects of em-
ployee ownership on firm performance in Slovenia. Prašnikar and Svejnar (1998) for 
example, analyse the investment and wage behaviour of a panel of 458 Slovenian firms 
in the 1991-95 period; they find that firm investment behaviour is largely influenced by 
the trade-off between investment and wages and availability of internal funds (imper-
fect capital market hypothesis). Given their power, the insiders might influence firm 
decision-making at the expense of strategic restructuring and appropriate some inter-
nally generated funds form wages rather than investments. In this regard, the authors 
observe that type of privatization matters; firms that were ultimately privatized to in-
siders have a significant positive relationship between investment and value added and 
are hence more dependent on the internal funds for restructuring than firms that were 
ultimately privatized to outsiders. Firms that were about to end up in the hands of in-
siders display a stronger link between wages and firms’ surplus; insiders in these firms 
are less likely to appropriate depreciation funds as wages than owners in firms with 
eventual external privatization. The latter is also due to the fact that insider privatized 
firms were on average also more profitable; the insiders have been in fact able to 
cherry-pick the firms that they subsequently privatized (Prašnikar and Svejnar, 1998). 
For 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. They give more impor-
tance to financial goals, promote internal growth and develop strategic thinking better 
than other firms. In these firms inside (employee) ownership exerts a positive effect on 
the power of managers; hence, the employees behave more like firms’ shareholders 
than other stakeholders since any ‘employeeistic’ behaviour would damage their inter-
national competitiveness on a long term. The latter, on the other hand is not the case 
when we look at the role of worker representatives on board; a higher percentage of 
workers on board results in lower power of management and, consequently, less mar-
ket-oriented firm behaviour.  
In regard to firm restructuring, Domadenik et al. (2003) and Domadenik (2003) studied 
the defensive (cost-related) and strategic (revenue-focused) restructuring in Slovenian 
firms. They observed no significant effect of employee ownership on investment ac-
tivities (strategic restructuring). Consistent with the findings by Prašnikar and Gregoric 
(2002), they observe that a group of leading firms with international recognition has 
carried the largest share of the burden of Slovenian transition. In these firms, employee 
ownership had no negative effect on the speed of defensive or strategic restructuring. 
There are, on the other hand, firms that lag behind and are less successful in adapting 
to market environment. In both groups, the speed of strategic restructuring and in-
vestments in fixed and soft capital are mainly depending on the institutional environ-
ments, that is firm access to finance, the inefficiencies of the financial system, labour 
markets and restrictive employment legislation (Domadenik and Prašnikar, 2004).  
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In one of the latest studies, Simoneti and Gregoric (2004) find some evidence on the 
negative influence of the inside ownership on firm productivity (183 privatized firms). 
However, the impact is negative only with regard to firm efficiency (not financial per-
formance), with regard to the inside stakes below 25% and only for listed firms. A pos-
sible explanation to the latter result might be that with minority stakes (that is, stakes 
below 25%), inside owners have no substantial power on the decision-making and 
hence, find it more difficult to identify with the firms. In a second study involving 150 
large- and medium-sized firms in the period 1999-2002, Damijan et al. (2004) evaluate 
the impact of the ownership concentration and owner identity on firm economic effi-
ciency and financial performance. The authors find that when dominant, inside owners 
and domestic non-financial firms perform better (in terms of firm financial perform-
ance – growth of ROA) than State-controlled Funds (used as the reference group). In 
regard to the same period (204 firms), Knezevic and Pahor (2004) find that inside (em-
ployee and managerial) ownership decreases the probability of the management turn-
over and consequently, increases the inefficiencies of corporate boards. This ‘en-
trenchment’ effect is not confirmed in the empirical analysis concerning managerial 
remuneration in 104 listed firms in 2002/2003; Slapnicar et al. (2005) find no evidence 
that firms with higher managerial ownership pay their executives more than other 
firms. 
There is some evidence on the positive impact of the increasing share of managerial 
ownership. For a sample of 136 firms, Simoneti and Gregoric (2005) report that in-
creases in managerial ownership in the first years after the conclusion of privatization 
(1995-1999) had on average a positive impact on firm productivity. Managerial owner-
ship in general (although it is still quite limited) in general has a positive effect on firm 
economic performance.  
There is mixed (although not substantial) empirical evidence on the efficiency of 
Worker Associations (WA) in Slovenia, most often nothing more than a tool for sup-
porting firm management. Since the WAs are exempted from the mandatory bid, man-
agers mostly created these associations in order to ‘capture’ the votes of the inside 
owners and take control over their firms without the public bid, while at the same time 
building a defence against outside takeover. In fact, it is not unusual that the managers 
of the WA are at the same time also the managers of the founding companies (for 
more, see Gregoric, 2003). Two different examples on the constitution and functioning 
of the worker associations follow. The first is represented by the worker association in 
the company ‘KOVINOPLASTIKA LOZ’, which mostly confirms with the aims of the 
associations as defined in the law. The second example of the firm ‘CALCIT’ shows 
the opposite, namely the exploitation of the institute in order to form a ‘hidden’ de-
fence mechanism for managers against outsiders. Although it arises from a common 
legal framework, the constitution and functioning of the worker associations vary be-
tween firm; given the discretionary power of firms to define the role and governance 
of the associations in their Articles of Association, makes these institutions largely de-
pendent on the support of the management and their decision to introduce mecha-
nisms of active participation of the employees-inside owners. Hence, more detailed 
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regulation on this issue is required and could be implemented through the regulation 
on the employee financial participation (as proposed by Simoneti et al., 2004). 
 

KOVINOPLASTIKA LOž d.d. (in Gregoric, 2003) 

The WA of ‘Kovinoplastika Lož d.d.’ was constituted as a joint-stock company in 1999 
and currently employs 45 persons (May 2002). The shares of the shareholders em-
ployed by ‘Kovinoplastika Lož d.d.’ constitute about 35% of the WA’s capital, while the 
retired employees hold almost half of its capital. The WA is the second largest share-
holder of its founding company and holds 424,860 shares or 15% of its capital. The 
WA’s Articles of Association provide for the constitution of the shareholder general 
meeting, a 6-member supervisory board and a 3-member management board (the latest 
president of the board was elected on March 1, 2002). The Articles of Association fur-
ther impose a 10% voting cap and a 24% ownership limitation to the WA’s sharehold-
ers, while it sets the minimum ownership for the members of the supervisory board 
(1,000 shares of class A or approx. 0.0023%) and management board (1,500 shares or 
0.00345% of class A). The minimum requirement is a stay of up to one year after their 
membership on board. The only aim of the latter provisions is to make all employees 
of the WA participate in its capital. The president of the WA’s management board is 
independent from the founding company and has the appropriate education and pro-
fessional skills. Together with one member of the management board, their president 
represents the WA at the shareholders’ general meeting of ‘Kovinoplastika Lož d.d’ ac-
cording to the directives of the WA’s supervisory board.  It is in fact the latter that calls 
the meeting with the WA shareholders to discuss the propositions prior to the general 
shareholder meeting of the founding company. After the meeting with the WA share-
holders, the supervisory board defines the general opinions, gives contra-proposals and 
directs the two representatives on how to vote. The meeting of the WA shareholders 
may also be called up when discussing its annual plan or other important matters.  

 

CALCIT d.d. (in Gregoric, 2003) 

All the employees of ‘Calcit d.d.’ decided to participate in the WA. The WA holds 
51,678 shares of ‘Calcit d.d.’ (70%) and, given that the remaining 30% are Calcit’s own 
shares, 100% of the voting rights. The WA was constituted at the end of 1997 with the 
adoption of the Article of Association and by the issue of the 42,783 ordinary shares of 
nominal value 4,000 SIT. These shares were acquired in exchange of the shares of the 
company ‘Calcit d.d.’; they are all registered shares and freely transferable only among 
the founders of the company. Any other transfer of shares is subject to the approval of 
the supervisory board of the WA. The latter can prohibit the transfer in the case that 
the potential buyer is a competitive legal person or in the case of a takeover threat. 
About four years after the constitution, the ownership of the WA is thus still entirely in 
the hands of the 131 inside owners. The three largest shareholders of WA shares are 
actually the director of ‘Calcit d.d.’ (14.5%) and two members of the management board 
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(with 11.9 and 9.3% of the shares). The director of ‘Calcit d.d.’ is also the director of the 
WA (elected by the supervisory board for a 5-year period with the possibility of reap-
pointment); the supervisory board of the WA (elected by the WA’s shareholders’ as-
sembly on a 4-year basis) consists of five members, among which four of them are 
members of the management of ‘Calcit d.d.’, one also the president of the supervisory 
board of ‘Calcit d.d.’, while the fifth one is the company’s secretary as well as the presi-
dent of the WA’s general meeting. Although the WA’s Article of Association does not 
provide for any ownership threshold that has to be held by the members of the WA’s 
director or the supervisory board members, the latter own between 5-10% of the WA’s 
shares. According to the WA’s Articles of Association, the director of the AWA ac-
counts for 5% of the profits distributed in dividends, but this remuneration may not 
exceed the value of the director’s 6 gross salaries. One-third of the value is paid in 
cash, while the remaining amount in the shares (these shares are not transferable within 
six months after the end of the directorship but not earlier than five years after the re-
ceipt). At the general meeting of ‘Calcit d.d.’, the WA is represented by its director (who 
is also the director of ‘Calcit d.d.’) who votes as proposed by the WA’s supervisory 
board. The shareholders’ general meeting of ‘Calcit d.d.’ is in fact only a formality and 
usually lasts about five minutes. In this way, all the important matters related to the 
governance of ‘Calcit d.d.’ stay in the hands of its management. The representatives of 
the latter in fact, through participating in the WA’s supervisory board and, given the 
100% voting rights held by the WA, decide on all matters regarding the founding com-
pany. Moreover, given the limited transfer of shares, market for corporate control 
(takeover threat) plays no role in disciplining management. Although participation at 
the shareholders’ general meeting of the WA is rather high, the small employee share-
holders of the WA only have the power to influence matters regarding the WA itself, 
such as the annual accounting statements, the distribution of dividends of the WA, etc. 
For example, they are only informed about the annual report on the performance of 
the founding company, but do not vote to confirm it. The only way they can somehow 
influence matters of ‘Calcit d.d.’ is through the election of the WA’s supervisory board. 

 
In regards to employment Domadenik et al. (2003) analyse the efficiency of defensive 
restructuring in a sample of 157 large- and medium-sized enterprises over the 1996-98 
period. They find that firms with a higher percentage of workers on board were slower 
in implementing defensive (cost-related) restructuring in the period 1996-98; the nega-
tive effect vanished in the following years (1999, 2000; see Domadenik and Prašnikar, 
2004). On the other hand, ownership structure did not have any significant effect on 
the level of employment and hence, defensive restructuring in that period.  



5. Conclusions 
 

 27 

5. Conclusions 

 
The current level of development of financial participation of employees is relatively 
high. The long tradition of participation of employees, financial participation as well as 
participation in decision-making, has been continued during the transition period and 
led to better results than in other Eastern European countries. In particular, employee 
share ownership which emerged during privatization is still high, although it has been 
on the decrease since the end of privatization. By contrast, profit-sharing schemes are 
seldom used. The number of co-operatives is small and decreasing, and there are nearly 
no workers’ co-operatives left, whereas the number of self-employed is large and in-
creasing due to advantageous taxation. There is no evidence on negative impact of em-
ployee share ownership on performance and strategic restructuring. Especially in the 
early years of transition, insider ownership had a positive impact on profitability, but 
rather due to the fact that employees could choose the most profitable firms for insider 
privatization. Recently, evidence on negative impact of insider ownership on firm effi-
ciency was found, but financial performance was not influenced. 
Employee ownership emerged in the course of privatization, whereby employees could 
obtain up to 60% of shares. Due to the method of mass privatization and special rules 
on internal buy-outs, employees could partly obtain shares against vouchers (20%) and 
against claims against the enterprise regarding overdue salaries and shares in profit. 
Additionally, employees had a strong position in decision-making represented by work-
ers’ associations. Tradability of registered shares was restricted in the first years in or-
der to prevent the decrease of employee share ownership. Although some employees 
sold their shares even in the first years despite the restriction and, to a great extent, af-
ter the restriction was abolished, the share of employee ownership is still quite high. 
There is no special legal regulation of any of employees’ financial participation schemes 
presently, although several draft laws have been prepared and submitted to the Parlia-
ment in the recent years. As minority shareholders, employees have only a limited pos-
sibility to influence the decisions of the general meeting. However, the employees have 
a relatively strong position in decision-making due to the co-determination model. 
Transposition of EU regulations into Slovene law before and after the EU accession, 
e.g. of the European Council Reccommendation 92/443/EEC of 27 July 1992, further 
supported the development of financial participation of employees. Future EU regula-
tions on financial participation will certainly be supported by the already existing lobbi-
es and transposed into Slovene law within a short period.  
Despite several draft laws and political debates on the issue in the last years, a strong 
political and public support to employee financial participation is still lacking. How-
ever, associations supporting this development have been formed, which might gain 
more influence in the future. 
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