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Abstract: In recent years, geographical scholarship has paid an increasing amount
of attention to the accumulation strategies of energy and public utility companies.
This paper contributes to these debates by emphasizing the multi-scalar nature of
profit extraction by transnational energy companies through financialization,
dependent power relations and state regulation regarding transnational energy
companies. Empirically, the paper analyzes German energy companies’ activities
in Hungary. These energy giants bought Hungarian gas and electricity providers,
networks and power plants during the privatization waves of the 1990s, and largely
left the Hungarian market after the 2010s re-nationalization process. Previous
literature emphasized nation-state agency in the Hungarian energy sector’s
development. This study — based on an analysis of companies’ annual reports,
media coverage and financial statements — draws attention to firm-level strategies
in understanding techniques and strategies of accumulation by German energy

companies in Hungary.

Keywords: accumulation; Hungary; Germany; energy companies; scale

Acknowledgements: | would like to thank Lilla Jani-Dan for research assistance.
Valuable comments for a previous version of the manuscript were shared by

members of the Critical Geography Working Group at the Goethe University

! Periféria Policy and Research Center, Budapest, Hungary; Institute for Regional Studies,
Centre for Economic and Regional Studies, Budapest, Hungary;

czirfusz.marton@periferiakozpont.hu


https://doi.org/10.1177/09697764231201568

Frankfurt am Main, colleagues at the Department of Social and Economic
Geography at Eotvos Lorand University, Budapest, as well as Marton Fabok,
Csaba Jelinek, Zsuzsanna Pésfai and John Szabo. Aron Rossman-Kiss helped with
language editing. | also thank the anonymous reviewers for their valuable

comments on the paper.

Declaration of conflicting interests: The author declares that there is no conflict of

interest.

Funding: This work was supported by a short-term research stay at the Department
of Human Geography, Goethe-University, Frankfurt am Main, provided by the
German Academic Exchange Service (DAAD).

INTRODUCTION

The accumulation strategies of companies in foreign ownership have been on the agenda
of geographical scholarship in recent years; this has resulted in a growing amount of
literature focusing on energy and public utility companies. This focus has, however,
largely overlooked Hungary and in particular its energy sector. This paper argues that the
specificities of the Hungarian energy sector’s privatization and subsequent re-
nationalization warrants more analytical attention, specifically because of the defining
role parent company — subsidiary relations play in this constellation.

In the second half of the 1990s, all 12 regional electricity and gas monopoly
providers in Hungary were privatized, with German companies acquiring ownership in 8
of them. According to the companies’ annual reports, between 2001 and 2020 dividends
of more than € 1.2 billion (in nominal terms) were paid by Hungarian energy companies
to their German owners. After 2010, the Hungarian government initiated regulatory
changes and buybacks to quell the flow of profit leaving the national territory. As a result,
a Hungarian state-owned enterprise currently provides gas for all households, and
electricity for most. German companies either left the Hungarian market or reduced their

operation considerably.



Previous academic scholarship has only partially covered the radical
transformation of the Hungarian energy sector. The literature has focused on the
description of the privatization and re-nationalization processes (Mihalyi, 2010, 2019),
the geopolitics of dependence on foreign — mostly Russian — energy sources, the role
of EU energy policies (Szabo et al., 2020; Szabo and Deak, 2021), changes in terms of
energy governance (Kerekes et al., 2019), the scalar changes of electricity provision
(Fabok, 2018), and households’ energy vulnerability (Bouzarovski et al., 2016). Less
attention was paid to the company level (Felsmann, 2014, 2019), which meant firms’
accumulation strategies were also not properly studied. Furthermore, existing company-
level analyses have confined themselves to the national scale, ignoring Hungarian energy
providers’ history as subsidiaries of transnational energy corporations.

Existing literature on energy companies and public utility firms has revealed three
main scales and modes of accumulation. Research has explored how corporations extract
value from local households, mediated by state regulation at the national level (Becker
and Naumann, 2017; Furlong, 2020b; Harrison, 2022; Juwet and Deruytter, 2021).
Scholarship also analyzed the transnational scale of value appropriation through
geographically uneven development and dependent structures of global capitalism,
similar to the dependencies upon which extractive industries and manufacturing value
chains are built (Parker et al., 2018; Pavlinek, 2022). Finally, research looked at how
firms’ operations are deeply embedded in global financial markets, and accumulate
capital through the financialization of companies (Allen and Pryke, 2013; Bayliss, 2014;
Klagge and Anz, 2014; Loftus and March, 2016). This paper furthers existing literature
by combining the analysis of these three modes of accumulation. Extending previous

research, the paper calls attention to empirical cases where pressures from shareholders



and global financial markets to households, as well as pressures from utility providers to
households are mediated through parent company — subsidiary relations.

The Hungarian case is enlightening because of the rapid succession of two
strikingly different institutional and spatial configurations in regard to energy provision.
The first phase, starting in the second half of the 1990s was marked by the privatization
and liberalization of energy markets in Hungary and the formation of energy giants
through mergers and acquisitions on a global scale. Starting in 2010, the second phase
featured a renationalization of public utilities in Hungary, a changing European
regulatory environment and new pressures on energy firms from their shareholders in a
context of increasingly financialized capitalism.

The paper is structured as follows. The first section embeds it in recent literature
on accumulation strategies of corporations in the energy sector, focusing on
financialization, dependence and state regulation. The next section outlines the research
design. The empirical part’s two subsections compare the two periods of accumulation in
Hungary. The first traces the privatization and the expansion of German companies on
the Hungarian market until 2010. The second phase recounts the re-nationalization of
energy companies in Hungary and a rapidly changing global environment, including
energy transition and growing financialization. The analysis ends in 2021, that is before
the European energy price hikes of 2021/2022. The paper concludes with some remarks
on the analysis of accumulation strategies of transnational energy firms and outlines

prospects for further research.
MULTI-SCALAR ACCUMULATION STRATEGIES OF ENERGY
COMPANIES

The analysis builds on a multi-scalar understanding of accumulation strategies, i.e., the

production and extraction of value in energy provision. Value is extracted from



households and transferred through a chain of companies to global financial markets in
the form of profits. The schematic structure of the analytical framework — with the

relevant foci of existing literature — is summarized in Figure 1.

Figure 1: Accumulation processes in energy companies and corresponding keywords as
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The first group of geographical scholarship on accumulation strategies of energy
and public utility firms has focused on processes of financialization, securitization and
assetization (as seen on the right segment of Figure 1). In this understanding,
financialization signifies the increased extraction of value through financial products,
such as exchange traded funds (Bayliss, 2014) and bonds (Pryke and Allen, 2019). Such
research documents how financial capital from global financial markets enter publicly-

owned utility companies (Furlong, 2020b), particularly in non-core countries. As a result,

2 Abbreviations used on Figure 1 use Marxian terms, with some specificities. C depicts energy
provided for households as commodities. M is money in different forms (such as direct
investments, acquisitions or loans). M’ depicts money flowing back towards global financial

markets, with the associated profits and dividends.



financial investors and shareholders’ expectations of short-term returns has led to
intensifying pressures on company managements to increase profits and revenues. In this
type of case, accumulation is based on the appropriation of nature as an asset (Birch and
Muniesa, 2020; Furlong, 2020a; Langley, 2021); it materializes in shareholder values
reflected by share prices and dividend payments (Zeller, 2011). Further ways of
appropriating value include engineering monopoly provision of loans and the
securitization of revenue streams for energy and utility companies (Allen and Pryke,
2013; Loftus and March, 2016; Purcell et al., 2020). This relation between companies and
global financial markets does not include commaodity flows, as global financial investors
both provide and receive capital in the money form.

While financialization, securitization and assetization also occurred in energy
companies in Hungary, the institutional setting differed from the arrangement found in
many core countries. Transnational energy companies’ activities in Hungary have largely
been financed from parent companies’ resources — ranging from parent company loans
to concern-level cash pools — without direct financing from global financial markets.
This warrants a sharpened analytical focus on the importance of parent-subsidiary
relations.

The second group of the literature on accumulation strategies addresses parent
company — subsidiary relations; these are represented in the middle part of Figure 1. This
process of creating and extracting value within company structures is widely discussed in
the global value chain and global production networks literature (Werner, 2016), which
has also focused on dependence and geographical uneven development (Hadjimichalis,
1984; Smith and Timar, 2010).

The integration of Hungary and Eastern Europe into global value chains led by

German companies has been scrutinized primarily in the field of automotive industry



(Gerdces et al., 2021; Jipa-Musat and Prevezer, 2023; Pavlinek, 2022; Pavlinek et al.,
2009). Energy companies and public utilities have not been the focus of the global value
chain literature on Eastern Europe; they have also featured less prominently in works of
German energy geography (Becker and Naumann, 2017; Klagge and Anz, 2014). What
makes this oversight puzzling is that German energy companies have been dependent on
shareholdings in other countries for the past 25-30 years. For example, during the early
2000s — the early phase of their internationalization — already 20 per cent of E.ON’s
revenue came from outside Germany and 10 per cent of RWE’s revenue was provided by
Eastern Europe (Rudnick, 2004; Sendner, 2003). Thus, infrastructure providers of the
European core have depended on geographical expansion to Eastern Europe. In turn,
given the general lack of capital to finance larger infrastructural investments (Becker,
2014), Eastern European companies have depended on investments from the European
core. This section of the value chain is characterized by money exchanged between parent
companies and their subsidiaries. Parent companies extract profits from subsidiaries’
locations in the form of dividends and other money forms, capitalizing on geographical
unevenness. Contrary to core country case studies, in which local utility companies are
directly owned by global financial investors (Allen and Pryke, 2013; Loftus and March,
2016), Hungarian energy companies contributed to accumulation indirectly, through the
intermission of parent companies.

The third group of literature on accumulation in energy and public utility firms
has focused on the relationship between households and companies. Major fields of
research have been privatization processes (which analyze who appropriates value) and
state regulation (which discuss how and to which extent accumulation can take place).

The privatization of infrastructures and public utility providers has excluded

citizens from ownership and access to scarce resources (Hohne and Naumann, 2018;



Swyngedouw, 2005). As this scholarship emphasizes, privatization leads to the capture
of value by private companies and global financial actors. It also reveals how, in cases in
which public utilities remained in state ownership, these firms have nevertheless been
recalibrated with the aim of turning households into revenue streams for increased profit
(Becker et al., 2015). This phenomenon has been exacerbated by state indebtedness, lack
of investments into public infrastructure, austerity measures and economic crises, which
have all piled pressure on publicly-owned utility companies to increase the amount of
money extracted from households (Engartner, 2016; Furlong, 2020b).

Previous literature has also underlined the agency of the nation state in regulating
profits in the energy sector. In some cases, state actors allied with energy providers to
ensure the profitability of the sector (Haas, 2016), while in others, states have intervened
to curb the profit margins of energy companies (Felsmann, 2019). Hungary provides an
interesting example since several state regulation strategies were used in the past decades
that affected both the profitability of local companies and the strategies of foreign parent
firms.

In most empirical cases, the relation between households and energy or public
utility providers is the only part of the chain where commodities are exchanged for
money. Electricity or natural gas sold for households is often a non-local resource bought
by utility providers from various sources — and rarely from the parent company.
European integration of national electricity and gas networks in the past decades (Fabok,
2018) as well as market liberalization have made it easier to transfer energy across
borders. Nevertheless, several factors (including state regulation) limit companies in this
respect.

This paper builds on the existing geographical scholarship on accumulation

processes in the energy and public utility sector outlined above. The review identified



three relations in which profits are created and channeled towards global financial
markets. While most of the previous literature studied these relations separately, this

article extends existing research by analyzing these accumulation processes in parallel.

RESEARCH DESIGN AND METHODOLOGY

In order to properly understand the accumulation strategies of German energy companies
in Hungary, this article relies on a multi-method analysis.

To quantify money flows along the chain identified in Figure 1, | analyzed
financial data and the companies’ ownership structures. Publicly available official
financial statements and annual reports of Hungarian companies were downloaded from

the Ministry of Justice database (https://e-beszamolo.im.gov.hu/) for a period running

from 2001 to 2020. German parent companies’ financial data were primarily gathered

from the Aktienfiithrer Data Archive (https://doi.org/10.7801/aktienfuehrer). Most of the

data in this analysis covers the years between 1995 and 2020. Data from missing years
were appended from published annual reports. Financial data in Hungarian Forints and
Deutsche Marks were converted to Euros using Eurostat yearly exchange rates.

This paper’s main argument relies on the evaluation of the Hungarian
subsidiaries’ profits and dividends — as these are the main forms through which value is
transferred from households towards global financial markets. As German parent
companies’ shareholder structures became increasingly splintered during this research’s
timespan, there is a high level of latency in terms of who receives dividends at the end of
the chain. Share prices were also taken into consideration in the case of German parent
companies, since owners have also profited from buying and selling shares and generating
income through shareholder value (Zeller, 2011).

To better understand German parent companies’ strategies in Hungary and gather

contextual information, | also evaluated the firms’ annual reports. Annual reports reflect


https://e-beszamolo.im.gov.hu/
https://doi.org/10.7801/aktienfuehrer

a corporate narrative destined for shareholders (Tokatli, 2015); as such, they provide
information on the importance of Hungarian shareholdings in a given parent company.
Additionally, | carried out an analysis of German media sources to decipher
financial markets” and energy-sector experts’ evaluation of German parent companies’
presence in Hungary. For this part, | turned to the Nexis Uni database (for a similar usage
see Dannenberg et al., 2020), zooming in on two sources: Borsen-Zeitung (a German
daily focusing on financial markets) and Energie & Management (a magazine on the
energy sector and energy policy aimed at an expert readership). The two newspapers
represent two different perspectives, are extensively archived in the database (Borsen-
Zeitung since 1995, Energie & Management since 2000), and provide the most articles
featuring Hungary and German energy companies active in Hungary. The two sources
contained articles of various sorts, spanning from interviews with CEOs to reports on the
annual general meetings of the companies to background analyses by experts and
journalists. The final sample contains 178 articles. The coding process relied on
predefined categories which were eventually refined; keywords relating to company
strategies and company finances, descriptors of wider market processes and geographical

metaphors (for a similar approach see Juwet and Deruytter, 2021; Parker et al., 2018).

ACCUMULATION STRATEGIES OF GERMAN ENERGY COMPANIES
IN HUNGARY: A TALE OF TWO PERIODS

The empirical part of the paper discusses two periods of accumulation strategies of
German energy companies in Hungary. The first period follows the story of German
companies’ takeover of Hungarian energy providers in the electricity and natural gas
sector during the mid-1990s and how they stabilized their profit flows from Hungary. The
second period starts around 2010 and ends with the partial exit of the German companies

from the Hungarian market. Accumulation strategies of the companies are analyzed based
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on the three relations introduced in the conceptual part and shown on Figure 1.

Privatization and stable accumulation (1995-2010)

Large, vertically integrated Hungarian energy trusts of state socialist times were
rearranged as joint-stock state-owned companies after the political change in 1989/90.
This included their dissolution into regional monopoly providers, six in the electricity
sector and six in the gas sector. Regional monopolies provided electricity and natural gas
for local consumers and owned the network infrastructures as well.

Privatization took place in the second half of the 1990s. In the electricity sector,
minority shares (with an option of expanding to majority ownership) were privatized
following a 1995 government decision, for a sum totaling USD 1 billion (Mihalyi, 2010).
The tendering procedure simultaneously resulted in oligopolistic structures and aimed to
dampen the powerful presence of German companies. Minority shares (46-49%) of four
of the six regional electricity monopolies went to four different German companies
(RWE, Energie-Versorgung Schwaben — EVS, Isar-Amperwerke, Bayernwerk), with
French Electricité de France (EdF) taking another two (Figure 2). In the gas sector, four
German companies (RWE, Bayernwerk, Ruhrgas, Vereinigte Elektrizitatswerke
Westfalen — VEW) bought shares of four regional enterprises, in two cases together with
an Italian (Eni) and an Austrian (EVN) company. The French Gaz de France swooped up
another two regional gas companies (Mihalyi, 2010) (Figure 2). Geographically, gas and

electricity holdings of the same German companies did not overlap.
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Figure 2: Major owners of Hungarian regional electricity and gas providers in four
cross-sections (The black background indicates Hungarian state-owned enterprises, grey

background German companies, white background other foreign companies.)®
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In the electricity sector, all power plants were privatized with the exception of the
country’s single nuclear power plant. The consortium of RWE and EVS bought 38% (and
then 70%) of shares of the largest lignite power plant. The power transmission system
remained in state ownership. In the gas sector, natural gas production and import

remained in the hands of the domestic oil and gas company MOL (itself partly privatized),

¥ As most companies use the acronyms in official communication (that is the abbreviations are
the official company names), the historical origins of the abbreviations are not disclosed on

Figure 2, having no explanatory power for the decades discussed in this paper.
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from which company providers had to source most natural gas. Strategic gas storage
capacities were also retained by MOL (Kerekes et al., 2019; Mihalyi, 2010).

Given the Hungarian economy’s dependence on international investments (Eber
et al., 2014), creating a favorable environment for international investors was seen as
crucial. This explains why the motives for privatization were different from Western
European utility privatizations, where dependence on foreign capital was less
characteristic (Bakker, 2003; Engartner, 2016).

Ensuring stable but limited profits for the state was an important regulatory
measure. In order to ensure the profitability and attractivity of investing in Hungary in
the eyes of international investors, 8% returns on equity were guaranteed by law —
although the concrete formula for calculating returns changed several times (Felsmann,
2019). Returns on equity were capped at 12%; half of profits above this limit had to be
returned to consumers (Mihalyi, 2010).

Second, profits of foreign companies were secured by long-term contracts
between both state-owned wholesale traders and privatized gas and electricity providers.
The takeover of produced electricity by the wholesale trader was guaranteed for the
owners of power plants. In the gas sector, long-term contracts for Russian gas imports
stabilized supply for gas provider companies. As Mihalyi (2010) notes, price regulations
assured profitability for energy companies, while the risks linked to inflation and
changing energy prices on the world market were borne by the state-owned wholesale
trader. On the flip-side, foreign companies had to cope with a devaluation of their assets
because of the perpetual devaluation of the Hungarian Forint vis-a-vis the Deutsche Mark
and the Euro.

State regulation also ensured stable profits by subsidizing household energy

prices. In the early 1990s, energy prices were largely untethered from market prices and
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were directly subsidized by the state. The rise in prices after privatization — exceeding
inflation and wage increase — was mitigated by the government with widespread
subsidies for gas and district heating (Bouzarovski et al., 2016). Profits of foreign-owned
energy providers were secured through such political arrangements, which also managed
to tame potential social unrest resulting from rising energy prices. Part of the price
subsidy was paid out as dividends to foreign parent companies.

Between 2001 and 2010, dividends reaching approximately € 950 million were
paid by Hungarian subsidiaries to German parent companies, with a peak in 2007 (Figure
3). Dividends were generally higher in the electricity sector than in the gas sector. Returns
on equity (also shown on Figure 3) did not fluctuate considerably; this alone underlines
the stable profitability and constant accumulation that took place during this period. To
put these figures into the context of parent companies’ strategies and finances, | will now
turn to the dependence of German energy companies on their Hungarian assets — and

vice versa.
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Figure 3: Financial data of Hungarian energy providers and their parent companies.*
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Hoppenstedt-Aktienfiihrer.

In a significant development in terms of state regulation, the German domestic
energy market was thoroughly liberalized during the 1990s. Regional monopolies were
dissolved which decreased profits for energy companies. As the chairman of the board of
the energy company Bayernwerk put it: “Old friendships, alliances and partnerships no
longer bear fruit. 1997 was the last year for monopoly yields” (koen, 1998). In parallel to
the “economies of density” strategy pursued on the domestic market through mergers and

acquisitions, the internationalization of German energy companies also started (Becker,

* On Figure 3, dividends are shown as annual values in current prices. Dividends paid to non-
German shareholders of the Hungarian companies are not represented. Share prices are those

at the Frankfurt Stock Exchange (Xetra).

15



2021; Maier et al., 2006), to secure profits from abroad. At the scale of the European
Union, liberalization was also seen as a way to strengthen competition, decrease prices
and eradicate monopolies.

Although some West German energy companies entered new markets during the
privatization of former East German energy companies in the 1990s (Becker, 2021),
Eastern Europe was more promising in terms of geographical expansion. Because the
existing gas networks in Hungary were better — and thus necessitated less investments
(RD, 1996) — both VEW and Ruhrgas expected higher returns from Hungarian
investments than from East German ones. Hungary’s privatization process outpaced
neighboring countries’; as such, it became the site of RWE’s first large international
expansion and paved the way for later investments in other countries. According to the
company’s annual report, in 2005 Hungarian consumers represented a 13% share in
RWE’s overall electricity consumers and 26% in natural gas consumers. Steady
accumulation was also ensured by growth rates in Eastern Europe significantly higher
than those in Western Europe.

Financially speaking, expansion to Eastern Europe was a rational step. For
example, Hungarian guaranteed yields of 8% were similar to German market yields and
exceeded what financial institutions expected from companies (6.5% or more) when
providing acquisition loans in the 2000s (Sendner, 2004). High (and ever-rising) share
prices (Figure 3) contributed to this geographical expansion. Returns on equity in German
parent companies and their Hungarian subsidiaries were similar in the 2000s (Figure 3),
with the exception of EnBW’s losses that followed an aggressive acquisition strategy and
price dumping on the German market around 2005 (Becker, 2021).

Widespread mergers on the German market marked the second half of the 1990s,

which in turn led to a concentration on the Hungarian market: this is reflected in the
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ownership changes between 1998 and 2010 highlighted in Figure 2. As a result, three of

the four largest energy giants on the German domestic market (E.ON, EnBW and RWE)

became major energy players in Hungary too. International business represented a

significant share in all three companies. For example, in 2003 40% of E.ON’s EBIT

(earnings before interest and taxes) came from outside Germany (Pecka, 2005). In parent

company dividend payments, however, Hungary represented a relatively minor share

(Figure 4).

Figure 4: Dividend flows from Hungarian energy companies to German companies and

global financial markets (million €, 2001-2020)°
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International expansions ensuring stable revenue streams and mergers within
Germany were seen as an effective means of preventing a hostile takeover by French and
Italian energy giants. The fear was particularly present in German energy companies with
public ownership (VEW, EnBW). Share-holding municipalities, districts (Landkreise)
and states (Bundesldnder) put pressures on company leaders to increase earnings and
dividends, in a wider context of austerity that made their budgets dependent on stable
revenue streams from utility companies (Terliesner, 1999). This meant in effect that
profits extracted from Hungary ended up partially financing German municipalities and
other public owners. These financial streams can be seen at the bottom part of Figure 4.
In Germany, market concentration was also facilitated by the Bundeskartellamt (Federal
Cartel Office) and the federal government (Becker, 2021; Haas, 2016).

European Union regulation was of particular importance for German energy

firms’ strategies in Hungary. The association agreement between Hungary and the

example, Hungarian provider DEDASZ paid 91 million € dividends to its parent company
E.ON Hungaria between 2001 and 2020. E.ON Hungaria paid 616 million € dividends over
the 20 year period to its only shareholder, E.ON SE. This represented a small fraction of
dividends E.ON SE paid to its shareholders (which totalled 34 620 million €). The combined
amount of dividends that cross the dashed line of the Hungary-Germany “border” equals
dividends paid by Hungarian companies to German companies in the top diagram of Figure 3.
For this study, only Hungarian utility provider companies were considered — but one should
note that these might contain profits from other business activities before unbundling.
Dividends are sums of annual values in current prices. Dividends paid to the Hungarian
companies’ non-German shareholders are not represented. Subsidiary structures are

simplified. “Global financial markets” represent institutional investors and free float shares.
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European Union entered into force in 1994 (with accession taking place in 2004); this
guaranteed German investors that regulations would mirror the ones found across old
member states. Particularly in the electricity sector, simplified access to the Hungarian
market was facilitated as part of a wider process: in 1995, four Eastern European countries
— including Hungary — synchronized their electricity grids with Western Europe. This
enabled an easier transport of electricity across borders, and accumulation strategies built
on uneven development of the energy sector across Europe.

In addition to mergers and acquisition, securing and geographically diversifying
gas sources led to stable profits in the 2000s. During this period, the share of natural gas
in the energy supply has increased and was forecasted to grow in the following decades.
This is why securing natural gas supplies (primarily from Russia) gradually became a key
factor in stabilizing revenues for both Germany and Hungary. German energy companies
founded joint ventures with Russian (and other) companies to exploit Russian gas fields
and build pipelines. E.ON invested in gas storage facilities in multiple locations during
the 2000s in order to decrease intra-annual price volatility risks; in the process, it also
bought the strategic gas storage business from the Hungarian domestic oil and gas
company MOL in 2005/2006 — the company’s largest investment at the time.

In sum, privatization and state regulation enabled German investments in the
Hungarian gas and electricity market. While company profits were secured, money
extracted directly from households was partially substituted with price subsidies. The
Hungarian economy was dependent on foreign capital in the energy sector; German
parent companies were dependent on revenue streams and dividends stemming from non-
domestic markets. At the time, the financialization of the energy sector was still in its
initial phase, with securing loans for international acquisitions being the main concern of

parent companies.
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Re-nationalization and the disappearance of profits (2010-2021)

The effects of the 2008 economic crisis on energy markets in Hungary and Germany as
well as a changing political regime marked by the ascent of right-wing prime minister
Viktor Orban (in power since 2010) ushered a new era of accumulation.

The major regulatory change at the national level was the re-nationalization of
utility companies in Hungary that was carried out as part of a wider re-nationalization
focusing on strategic non-tradable sectors (Eber et al., 2019). Profits of foreign-owned
companies decreased, resulting in a partial exit of German companies from Hungary.
Policies implemented before the buybacks included special, turnover-based taxes in the
energy sector (Voszka, 2018) as well as price capping — which led to losses for
shareholders. The regulatory changes eroded dividend payments of utility providers
(Figure 3). For example, these changes in energy policy were expected to cost RWE 60
million € in 2012, (in a year when 40 million € were handed out as dividends). State
buybacks thus happened by a time Hungarian subsidiaries offered already less valuable
profit streams. Buybacks proceeded in several phases between 2013 and 2021 (Figure 2).

The total value of the buybacks was approximately 1 billion €; this included the
gas storage and gas trade business of E.ON, as well as the RWE-shares in Fégaz. In terms
of electricity provision, E.ON handed back the household provision monopoly to the
national regulator, who in turn, gave it to a state-owned company. Later, provision of both
electricity and natural gas were concentrated under the state-owned MVM Group; by
2020, it had become the third largest company in Hungary and was planning to expand
to the Eastern European energy market. Nevertheless — as expert calculations showed
— German and other international companies were largely able to exit from their
Hungarian businesses having overall turned a profit across their time in the country

(Mihalyi, 2019).
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The re-nationalization and re-municipalization of utility companies across Europe
have commonly been driven by the goal of turning them into non-profits — but this has
not been the case in Hungary (Becker et al., 2015; Voszka, 2018). In Hungary, state
ownership did not eliminate dividend payments until 2020, and democratic control over
the management of state-owned enterprises is also lacking. The state-owned energy
company MVM remains a capitalist enterprise to this day, without plans for turning
energy provision into commons. What is more, the energy sector became a field in which
the state has actively contributed to the enrichment of the national bourgeoisie. One of
this processes’ key figure in the past years has been Lorinc Mészaros, a friend of prime
minister Viktor Orban and currently the third richest person in Hungary (Hungary Today,
2022). The Mészaros-controlled Opus Global enterprise took over gas and electricity
networks in Eastern Hungary (the latter from German E.ON) and bought the country’s
only lignite power plant from German EnBW and RWE in 2018. Later, this power plant
was sold to the state-owned MVM Group with Opus Global turning a profit on the deal.

Interestingly, German exits from the Hungarian market were significantly less
thematized in the two German media outlets under study — in particular compared to the
abundance of Hungary-related articles during the 1990s and 2000s. It is also striking that
the few articles that do address the topic feature neutral statements about a “difficult
market” or “increasing regulation”, without mentioning company losses in Hungary and
the circumstances surrounding these events. Annual reports of the parent companies
spoke about a “strategic realignment” (E.ON) of company activities or about a
“deteriorating economic environment” (EnBW) when referring to buybacks by the
Hungarian state, with only RWE being more explicit about regulatory pressures being the

cause of its exit.
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The price regulation of utility costs for households is the last important factor in
the changing regulatory environment at the national level. Contrary to the previous era,
in which the state directly paid providers the difference between household energy prices
and market prices, the Orban government reduced utility costs by 23-25% for household
consumers in 2013 and 2014 and froze prices until 2022 (S. Szép and Weiner, 2020).
Energy providers in foreign ownership suffered losses and dividend payments declined
rapidly (Felsmann, 2014), as can be seen on Figure 3. As such, price regulation was a
decisive factor in paving the way for buybacks.

The consumer price reduction has been a popular government decision, but it did
not solve energy poverty issues (Bouzarovski et al., 2016). In addition, as Szabo et al.
(2020) emphasize, losses resulting from household provision cannot be easily cross-
financed from energy prices for business consumers since Hungary necessitates low
energy prices as a cheap manufacturing location in global value chains. Serious tensions
related to the financing of infrastructural investments and the energy transition — already
exacerbated during the energy price hike of 2021/2022 — can already be foreseen.
Contrary to the previous three decades, during which energy provision was a profitable
business, electricity and gas price capping resulted in losses in the range of 1 billion € for
the state-owned MVVM Group in 2022 (Weinhardt, 2022); this is to be recovered from the
state budget in the form of capital injection.

German parent companies’ shifting strategic objectives and changing profit
outlooks in different business units also played an important role in their partial exit from
Hungary. The most decisive factors in the German domestic market were the transition
to renewables, the closure of coal mines and coal-based power plants, as well as the exit
from nuclear power (see also Quitzow and Thielges, 2022). The 2010s were marked by

divestment from fossil and nuclear power production and investments into renewables

22



(Becker, 2021; Haas, 2016). Renewables promised higher, but less certain profits
according to market experts (CRU, 2019). The natural gas sector accrued losses, because
of decreasing demand (Focht, 2013). Therefore, the takeover of the Hungarian gas storage
by MVM in 2013 was embedded in a Europe-wide development that saw E.ON sell its
less profitable business units. This strategic decision took place amidst decreasing share
prices and volatile returns on equity, as seen on Figure 3.

On the European and global scale, financialization and assetization have been
influencing German companies’ strategies, particularly in the case of RWE and E.ON,
both listed companies with a high share of institutional investors among their owners.
Increasing shareholder value has become more prominent in the annual company reports
and media sources analyzed as part of this research. CEOs were emphasizing the
companies’ credit ratings as main drivers behind strategic decisions during the rapid
expansion of the 2000s, but this markedly increased in the 2010s. The annual reports also
discussed how to cover losses and decrease risks of currency exchange rates (including
in terms of Hungarian investments) with derivatives and other financial instruments.

Financialization and assetization determined the importance of Eastern European
markets for the German parent companies. During the expansion of the previous decades,
Eastern Europe was a market that brought relatively high profits. In the 2010s, the
geographical specificities of markets were often hidden in company structures, as
previously separate holdings in different countries were merged into holding companies
(Beteiligungs-GmbH). This obscured the geographical disparities of profits for
shareholders. For example, from the mid-2010s onwards, E.ON did not report on
Hungarian developments in its annual reports. In doing so, the abstract shareholder value
of the company as a whole replaced the sale of electricity and gas or growth outlooks in

specific geographical locations as a source of profit.
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Dependence on different geographical markets were also reduced as the result of
E.ON and RWE carving out European markets amongst themselves in a concerted effort.
This was the result of an effort to stabilize shareholder values of the two companies after
questionable company strategies in the 2010s (Becker, 2021) shown by a rapid decrease
of share prices (Figure 3). Former RWE subsidiary Innogy SE was taken over by E.ON,
in a move approved by the European Commission on the condition that E.ON divests
from Hungary (European Commission, 2019) — in effect paving the way for the takeover
by the Hungarian state-owned company in 2021 (Figure 2). Analyzed media sources show
that in the wake of the deal, both companies hoped that future profits would be secured
by extending monopolistic relations in European markets.

Divestment from the Hungarian lignite power plant by RWE and EnBW was also
driven by the 2017 EU emission trade reform. As a result, the two German parent
companies divested from fossil fuels internationally. Therefore, a takeover by the
Hungarian Opus Global (and later by the state-owned MVM Group) was in effect a good
operation for the German companies — which, furthermore, generated consequent profit
given the high selling price reported by media (Stubnya, 2019). This was less the case for
Hungarian taxpayers, however, who are paying the price of the transformation to a gas-
powered plant and the environmental rehabilitation of the lignite mine after the takeover
by MVM.

In sum, state regulation paved the way for re-nationalization and a halt to profits
and dividends siphoned off from Hungary by energy companies’ German parents. The
importance of uneven development and dependence changed in the context of parent
companies: reshuffling holdings across countries to reclaim revenue streams has

contributed to divestment from Hungary. Financialization has become more prominent,
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and global financial markets and increasing shareholder values have become crucial

considerations for German parent companies.

CONCLUSION

The early 2020s marked the end of an era during which transnational energy companies
dominated electricity and natural gas provision in Hungary. This moment thus offered a
good opportunity to re-evaluate why these companies found it profitable to invest in
Hungary in the 1990s and 2000s, and why this has changed in the 2010s.

On a surface level, both the privatization of Hungarian energy providers in the
1990s and the re-nationalization of the 2010s shows similarities to European and global
examples of privatization, re-nationalization and re-municipalization. However, as this
analysis shows, the Hungarian case was different in several crucial aspects. This study
underlines that parent companies’ strategic decisions and the international context of
financialization have influenced windows of opportunity for the state to privatize and to
re-nationalize public utilities.

Analytically, this paper sheds light on the importance of a multi-scalar
understanding of energy companies’ accumulation strategies. In previous literature,
financialization, dependence and state regulation have often been treated as different
aspects of accumulation within transnational companies. The paper shows that forces of
global financialized capitalist accumulation, the mutual dependence of core countries’
and Hungary’s energy markets, as well as European and national level regulations all
contributed to the shifting strategies of German energy companies operating in Hungary.
The study provides empirical evidence on when, how and to which extent profits were
accumulated in and siphoned off from Hungary by German energy giants. In doing so,
the paper offers an alternative reading to existing analyses on Hungarian privatization

(Mihalyi, 2010) and re-nationalization (Mihalyi, 2019), as well as extended recent
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narratives about Hungarian energy policies (Szabo et al., 2020) and energy companies’
financial analyses (Felsmann, 2014).

Methodologically, the analysis extends firm-level analyses of energy and public
utility companies by looking at transnational flows of profits and dividends in order to
understand geographically uneven development. In previous studies, direct linkages
between households and global financial markets were emphasized (Pryke and Allen,
2019), but power relations between firm headquarters and subsidiary companies were not
taken into account. By combining a multiscalar analysis of financial data of companies
with a media analysis and the evaluation of a variety of textual sources, the Hungarian
case study highlights the importance of granular research into intra-company
developments with a mixed-method research design. The paper extends the global value
chains literature on Eastern European dependent development (Pavlinek, 2022) by
arguing that value has not only been extracted from the region by manufacturing
companies but also through utility providers.

Further research would be needed, first, to critically examine the effects of re-
nationalization of energy provision in Hungary. Contrasting and comparing the
democratic re-municipalization of utilities with how our relations with nature and natural
resources were rearranged in different geographical contexts (Becker et al., 2015;
Swyngedouw, 2005) would enable to contest current Hungarian trends of re-
nationalization in which the state furthers the logic of accumulation (despite public
ownership of the companies). Second, the energy crisis of 2021/2022 in Europe, ongoing
political debates and steps towards detaching the European Union from Russian energy
sources all mark the end of the previous energy era built on Russian oil and gas. This new
period poses new challenges for firms, states and households, in particular in a wider

context of moving towards carbon neutrality.
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As the Hungarian case study shows, a simple eradication of German owners’
profits through re-nationalization does not necessarily entail an end to accumulation, nor
does it necessarily contribute to equal and cheap access of households to energy.
Embedding the analysis of the energy sector into an understanding of dependencies in
geographically uneven capitalist development would also help in providing democratic
and radical alternatives to ever-present calls for an eradication of profits driven by the

extension of market forces.
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