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'!his I"eEX>rt was currni.ssiooed by the Uni terl Natiais In:iustrial Developuent 
Organization (UNIOO). 'Ihe cx:intract signed between the author and UNIOO 
stip.tl.ates the folla.rir¥} terms of refererx:e: 

'"Ihe sb.dy will specifically: 

1. Analyse the theoretical fourrlatioo of privatizatioo in mixed 
EUJ1uni.es and EBY special attentioo to theoretical arguments Sldl as 
"p.iblic :interest", "princii:al-agent" and "ownership EUJ1unic 
efficierx:y" theorie:;; 

2. Asse3s the reasoos for privatizing p.iblic enterprises in developed 
and developing countries; 

3. Discuss the cl.tel.native metlxxE of privatizatioo and their pros and 
cxns; 

4. DiSCU5S the recert experiern:s with privatizatioo in different 
cnmtrie:: with di.st:irx::tly diffP.rent FOCio-ecxr.anic organizatioos and 
levels of developneot, a."Xi i..rr.11.Xic axanples fran developed and 
developin;J cnmtries, as well as fran at least two camtri.es with 
former ce 1trall y-planned eux Utr:f: 

5. Irrlicate the similarities am dissimilarities anDn} these three 
groops of oountries am draw action-oriente:l policy c:x:ioclusion.s; 

6. Analyse quantitative met:mds whidl are c:xniucive to privatizatioo 
decisi..JnS inespa.."tive of political ~, and discuss the 
~ as well as pncti.cal considerati-:ns for a CXlSt-benefit 
analysis of privatization; 

7. Make recxmneudat.ions relaterl to :.."ub.n'e policy actior.s in developirg 
countries and caar.:..-ies with formerly renLially-planned ecaiany. 

"A brief tut up-to-date bibliognqiw: reference relaterl to metixxiological 
a."Ki practical issues should also be ~ to the p:tper." 

1he I eport. s rontent CUI I-espol Ids fully to the seven points of the terns 
of refereuce, tut its organi.zatioo differs slightly in sequence. 'lhe 
t:J'leoretical underpinn.irq.; ct privatization (point 1) is covered in Sectior. I. 
'lhe reas-.:ns for privatizL"Y;J pmlic enterprises (point 2) is disaJSSEld mainly 
in sectioo II. 'ltle alternative metOOds of privatizatioo (point 3) are dealt 
with in Sectioo III. 'l1'e rea:nt experiences with privatizatioo and their 
OO!!pll"ison ( poL "'Its 4 and 5) are elaborated in Section IV. 'Ihe quantitative 
fcundatioo of privati.zatioo decisions (txJint 5) is PI"O\-'i~ in Section v. 
Section VII concludes with IEUA11111:!11dations with respect to future policy 
actions (point 7). Selected recerrt literature oo the subject is given in 
Sectioo VIII • 
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Mtm11• 

nus rep:>rt I which was first subnitted to the systan Of Olnsultations 
Divisioo of llrnX> oo January 1992, was issued oo April 1992 
(IlCT'.156(SPB:.)). '!he author was given the urxlerstl.mi.rxJ that it was 
distri.l:uted widely ard well received an:i that a revised an:i expa:rrled editioo 
was in order. 

nus report is oow revised arrl ext.errlOO at the ra}llE!St of the Division. 
si.rve the privatizatioo pt\X2SS is en fast track especially in Eastern 
Emupeart c:nmtries, the case sb.rlies oo Hungaiy ani CZednslovakia have been 
hralght up to date arrl the case of Polan:i has been acttrl. 01apter IV oow also 
in=lu:ies the case of Mexioo which is an exa:nple of the stXDeSSful prCX2SS of 
privatizatim. '1he report also cxntains a new dlapter which focuses oo 
internatiooal m-oceratim arr::I pri vatizatial in general, ani UNIOO' s present 
ari:i future role in provictirx.J tedmical assi.staJDe al privatization in 
particular. Finally, the chapter al the recent literature oo privatizatioo 
has teen anplifiErl arrl bralght up to date. 

l. ?ri V-dti zatj oo is a recent P'le! IClret 01. J.J. t:OOu;Jh the sutst.i tuticn of 
private for µ.il:lic ~sioo Of varioos goods am services is oot a rEU!llt. 
~. tilt:: technic .·$ tret are utilized, the activities that are 
ocnsidered ani the fervor with which it is entraoe:i world CJ'Jer neke 
privatizatioo a distioct feature of the ea:xmi.c policies of the eighties. 
When growth in irrlustrialized c:nmtries began to deteriorate in the late 
seventies and early eighties arrl rea:wery was slow to follow, the perxiullDll of 
t:tn.ljrt: shifted fran aie of ocnsidering the plblic sector a mjor oartribrt:or 
to growth to cne of its eY.panSion stran;ling the vigorous performance of the 
ecxun:i.es. euestloos began to be raised abcilt d1e efficien::y arrl 
effectiveness of plblic sector activities, am pleO:Jes we.re made to I"E!CilD'.? the 
size am SCXJP:: Of goverrmelt. 

2. A similar shift toaK place in many developing cnmtries as well, 
result.in} partly tran the wider ll8CI'O-EICaDltc prd>lems that have afflicted 
them am part"..ly fran the policies rau111e11ded by intematiooal aid 
organizatioos. After the Soccn:i lt>rld war am in line with the then 
prevailinJ views oo auan:i.c cteveloprent, these CXJUl'Ttries, desirous to 
acx:ieleratt. ~ir auan:i.c growth in an orderly nanner, had adopted a 
bo-procq.rl approach towards their <p'il. one was to plan the eoor 1oof}': to set 
up guideiines for the private sector, arrl draw up plans for the p.iblic sector 
to foll~. 'Ihe other was for the plblic sector to engage d.irectly in ~:nianic 
activity by mans of State-amed ent:erprises (s::>FB) and therei::'1' expam their 
ecumic frontiers as full or partial entrepreneurs in the productioo of ~ 
an:i services. Public prcductioo was viewed as essential given the 

- _...,, 
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urrlerdeveloped nature of resoorces and markets. 'Ihe scale of investment 
required for grcMth often exoeeded the capital-raising capacity of the 
i.rrligernis private sector. M:>reover, p.tblic CMneI"Sh.ip was lcrlted upcn as a 
means towards achieving social policy aims, 51.rll as a better distri.brt:i.cn of 
i.n:xlDe and resoorces, generatiai of eiployment or preventiai of rising 
unE!!!ployment. Oxasiatally the OOES cxmp!ted with private enterprise; rut in 
JIDI"e cases than mt they were mqx>lies. over the years they came to be 
plagued with inefficieocies and survh'ed ally with sutsicties and transfers 
fran the u::11b:al governnent b.D;Jet; the mqx>lies, in additiai, were allowed 
to fix inpit and outpit priu::s. 'lhese measures meant that the OOES survived 
at the expense of cx:nsumers wro errled up ~ higher priu::s for inferior 
good.5. 

3. 'Ihe &>Es fascinat.ed the ecami.sts for quite sane time and l1UlleI"OUS 

volumes have been written in their favor or against. Today it is generally 
accepted that their i1lplCt en the E :uuny has been J1Dre negative than 
plSitive. 'Ibey ta a11e a fiscal drain at the b.D;Jet, hi.rdered the expansiai of 
the private sector, and precipi tat.ed the deterioratioo of the general welfare 
of the ooontry. 

4. can the situatioo be reversed? \ilat are the remedies? \ilat are the 
opticns available to the camtries? Privatizatioo has been the answer that 
has lately been given to these questioos: let the government p.11.1 tack its 
frootiers, and let the privatE> sector assume the respoosibility of producing 
good.5 arrl servi.u::s efficiently. 

5. Begun in the early eighties, today privatizatim is in progress the world 
over; state enterprises are being privatized in develq>ing and de'...eloped 
camtries alike with varyinJ degrees of vigor arrl soccess. UrxbJbtedly, the 
leader in this arena has been Great Britain, followed by J'1UIDeI'aJS others. 
France arrl Spain in Em-ope; Brazil, Otile, ID'duras, Mexia>, arrl Janeica in 
Latin America arrl the CariHJean; J;:ii~, 'll1ailarrl, s~. Malaysia, Sri 
I.anka, 'l\Irkey in Asia arrl the Micklle Fast have beoane mtable propone11ts of 
privatization, sane with muete arrl successful results in the transfer of 
the assets of p.tblic ex>q:maticns into private hards, others still faltering 
in the execution of officially aooepted policy lJ. With the events in Eastern 
Ellrope in 1989, privatization has ~red a novel dimension by beoanin:J the 
major tx>licy oa1p::ineut of the trensformation of the ce1tzally-planned 
ecamies into market ecaonies. 

l/ 'Ihe 1989 World Bank Rep:>rt states sane 83 camtries as havinJ adopted 
the privatization JX>licy with varying degrees of width and depth. see 
Tedloi~ of Privatization ot state-omed E)Jt.emises, wa.sh.irx}ton, o.c., 1988 
(3 vols.). 
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6. S:iro:? privatizatirn is a reoeut Iilaonenoo, all doobts arrl ~ens 
surrourrlirY,J it nee:i to be clarifiErl to assm-e that it sucx::eerls and the 
technical assist:.aoce given to that em is operatiooally useful. Prine facie, 
it is an easy m IOepl to urrlerstaOO: it is the sale of government assets to 
private citizens. Yet it extem.s beyorrl this sinple mtion into broader arrl 
nvre carplP.X is.sues involving the~ up of state DLUJPOlies to private 
mtp::!tition, even privatizing sane p.lblic services - such as public utilities 
or healtt. care - which were the urrlispitable danain of the central or local 
q ,vemnents, arrl resol v~ CXlllJlex issues surrourrling pr~ty :dghts. 

7. \1hi.le privatizatioo CXll1ti.rues to be a cx:q>lex issue in mixed ecaiani.ro, 
it a<XJUires aci:titiaial di.netsions in coontries where ecormies were re11t:rally 
planned. Tc mwert these ecxnxn.i.es to the market eca D1f:/ JOOdel has been 
creating, arrl will continue to create for sane time to cxne, several paraOOxes 
that 1lllSt be faoed rot:h at the theoretical as well as the policy level. To 
redoce the role of the State, reformers of the previcusly c:~nt:rally-planned 
eoornnies 111.JSt take unprecedented "state" actioo. Not ooly lllJSt they l::uild 
fran scratch a reasonable facsimile of market ealliani.es, b.rt: they also JlllSt 
dismantle an ecaony that was oe11t:rally planned arrl very ocmplex:. In other 
~:mis, c:x:nst.ructicn and dest:nx:ti.oo will have to be carried art: cxn:xn:itantly. 

8. Dismantlin';J the p.lblic sector in these eoonani.es is like a cblble-E...i}ed. 
~rd. Privatization is a sine qua non in the lCO'] am arducAJs task of 
l:llildinJ a market ecouat¥ fran the wreckage of ceutral pl~. Yet the 
Slll:lOth arrl efficient progress of privatizatioo itself requires that such a 
market eoorony exists even in a mixed form with its con:espcniin:J institutions 
of market pricin], f i.nan:::ial institutions, a stock exchaR}e, forei~ 
markets, as well as a oert.ain degree of free trade. Mxeover, to functioo 
efficiently market eoonani.es rely oo rules and institutions governin:j prqlelty 
am contracts, aa:nmting arrl bmkruptcy, taxation, pensions and unenployment 
system;, lal::nlr, ~atioo of banks am financial markets. '!be 
centrally-planned ecoucmies have only just begun to think of nnst of these 
issues in their at:tEqJb; of a transitioo to a market ecxnny. 

9. Issues related +-..o p:>licies or practice of privatization toth in mixed an:i 
ex-cs1t:rally-planned eooronies are addressed in this paper. lbilever, the 
eooronic rati1Jr1ale of privatization JlllSt be fully uOOerstood prior to the 
discussion of policy issues. Sectioo I deals with this aspect. 
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10. Privatizatial can be justified al pirely erpirical gro.D'rls: piblic 
enterprises have performed dismally cx:mparErl tD private enterprises, 
especially in develq>ing cnmtries. 'lhis cxn::lusial is readled when aie scans 
thraq1 the vast literature al the subject netter. 21 ~, the :mre 
extensive piblic CM1E!I'Shi.p of prodlrtive assets, the less efficierr-1.y will the 
emnani.es perform. 'Ihe questim is why. 'Ihe answer can be given via the 
cxri:>ined theory of piop!I ty rights, or prin:;ipal-agent theory, am piblic 
dloice. 

21 '!he enpirical literature al the oarp:rrative efficieocy of piblic am 
private enterprises is rather extensive. Because of the difficulty in 
acxu.mt:i.rq for many variables, other than a.mership, that affect e:aianic 
performance, such as nerket structure, regulatory framework, tedmical 
prtXJressiveness of the irdustries etc., it is difficult tD draw a very firm 
generalized conclusioo. In acklitioo, research has been haitp::red t7f data am 
methodology limi.tatiais an:i has cxn::entzated its work ai using easily 
ct:servable variables, such as profitability, which nay create a bias in favrur 
of private ownership. Cl1 the whole, tnever, the filxiinJ; ~a greater 
internal efficieocy in private firms than in piblic. 'Ihe su;Jgestioo is 
especially valid when cxq>etitim .in prodlrt markets is effective. Sb.Dies of 
the U .s. electric power irdustry, where two types of cwnershi.p many tines 
exist side t7f side in similar narkel cxn:titioos, have fo.md piblic sector 
utilities to exhibit higher as well as lCMer internal efficierq. Nor do the 
lead tD the conclusiai that allocative efficierq is neaissarily inproved t7f 
piblic a.nership. Cbviously, regulatory environment, inclmi.n:J lower inp.rt 
prices facing piblic utilities am tariff st:ru::t:ures, has had a marked 
influence ai the rutcx:mes. See e.g. R. Millward, '"lhe catplrative perfonnarDe 
of piblic am private amershi.p", '1be Mixed FDorlcllU E. R:>ll ed., (Ialda'l, 
Macmillan, 1982); A.E. Boardman an:i A.R. Vini.rq, A QJ!p!rison of the 
Performance of Private. Mixed am state-<Mned Fllt.e[grises in QJJpetitive 
E)JVixawent;s, COlUl'li>ia University, Faculty of Cooatmce, (New York, 1987); 
Etiison Electric Institute, Analysis of the Differerice; angg Alternative ForJls 
of utility ownersh.jp in the USA, (wash.in;Jton, D.C., 1985); L. c:ie Alessi, 
"oimership am peak load pricing in the electric power i.roustrY'', QJarterly 
ReView of F>;xmgnics am 8.Jsiness, ( 1977) ; am s. Peltzman, "Prici.rq in piblic 
enterprises am electric utilities in the Unit.ed states", Joyrnal of I.aw arx:i. 
E.borlani.cs, vol. 14, ( 1971) • ) In other i.mustries, such as refuse oollectiai, 
the fintirq.; SUR;Xlrt the pxqa;ition that private ti.nm; e:>dtibit greater 
internal efficiency. Here cx:xtp:!titive forces nay have been the significant 
factor, since cx:epetitiai acts as a mechanism that weeds out the less 
efficient finns. (see e.g. H.M. KitchPn, "A statistical estinatiai of an 
operating oost flD'lCtion for nunicipal refuse oollection", Pub1ic Finance 
QJartcrly, vol. 4, No 1, (1976): E.s. :3aVas, "Policy analysis for local 
goveIJunent: piblic versus privatn retuse oollectiai", fQlicy Anal:a;is, vol. 3, 

,, 
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11. 'Ihe property rights, or principal-agent, theory is tased oo the argument 
that d1arqes in the allocatioo of property rights alter the st:ru;ture of 
irDentives faced by decision makers in the firm arrl. hence lead to changes in 
OOt:h managerial behavio.ir arrl. ~ perforneme. ~ly, a principal 
(or group of priocipals) seeks to establish i.ramtives for an agent (or graip 

of agents), who takes decisioos that tiOlld maximize the pri.rx:ipal 's 
objectives. 'Ihe set:tin;J up of such an iocentive st:nx:ture needs to taJce into 
aanmt the divergent objectives of pri.rx:ipals am agents am the differeices 
in the availability of information to both. catplny management can be 
regarded as agents for shareholders in the case of pd vate ownershi.p, arrl. for 
the department (or ministry) of govemment in the case of plblic ownership. 
Privatizatioo will imediately result in OOth a shift in the d:>je.,-t.i.ves of 
prirx::ipals a"W:i the iocentives to be offered to the management. As a result 
OOt:h the allocative efficiency in the market - prodl.c:irq the nexi.mJm level of 
ouqut, given c:a;t - as well as the internal. efficiency of the firm 
- minimiz~ the CXJSt, given the level of aitp.rt: - will be altered. A 
trade-off will en.sue l::leb.1een l:xJt:h efficiencies. 'lhe theory recognizes that 
managerial i.Jn:!nti. ve structures am eca Ollie perforneme are inflUE!ID3d, in 
ackli tion to owners..1lip, by the degree of CXllp!ti tion in the imustry am the 
regulatory cxnstraints within whidl the firms operate. 'lhus, privatizatioo 
cannot be assessei properly withoot t:akin;J into aanmt these aa:titional 
inf luerx::es. 

(1977); arrl. t\.J. stevens, "Scale, narket structure am cnst of ref\.Se 
oollectioo" , Review of F.ooJmi.cs aai statistics, ( 1978) • ) 'lbe analysis of the 
ecaaan:ic performance of airline, ferry am gas am electric ai:pliance 
in:iustries an1 of refuse oollection in the unitsd Ki.n;P:n leads one to 
c:xn:;lme that private finm; exhibit greater i.nt.emal efficiency than their 
p.iblic sector rivals. It has been fo.n:i that nationalization has led to the 
deterioratioo in the p!"'Oducti vi ty of the Bri ti.sh steel iJXiustry. 'lhese 
studies too tack the c:xn:lusion that where CUtp!tition is effective, private 
enterprise perfons better 00 lxJth internal am allocative efficiency groums. 
(see e.g. R. Pryke, '"Ihe catpll'ative performance of p.lblic am private 
enterprise", Fiscal Sb.J::ties, ~l. 3, No 2, (1982) i P.J. Forsyth, "Airlines am 
airports: privatization, cx:q:etition am regulation", Fiscal stu:;iies, vol. 5, 
No. 1, (1984); C.K. Rowley am G.K. Ym, "Pioperty rights, re-~atioo am 
p.iblic enterprise: the case of the British steel i..OOustry 1957-7511 , 

Int:ernationa1 Review of law aJXi F.corgnics, •rol. 1, (1981 ); am K. Hartley and 
M. Huby, "Cbntractin]-out in heal th am local authorities: ptoopects, ptcx;Jress 
and pitfalls", Public Money, (sept.eni)er 1985).) 'Ihese oonc:lusions do rrt 
precltrle the existence of efficient ?Jt>lic enterprises; if they are effident, 
~. this is qeuerally the exceptioo rather than the rule. 

-y 
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12. Siltply pit, the aqetrC'f prci:>len si.nply :runs as follCMS: the pri.ocipal 
(CMner, shareOOlders) of a finn o::ntracts an agent (manager or nanagers) to 
nm the finn. 'lhe prin::ipal 's d::>jective is to dloose that irr.entive scheme 
which will maximize his expected utility furci:im subject to the oonstraint 
that the agent himself will want to nex:imize his <Ml expected utility furctioo 
given a specific state in the wrld. 'lhe prin::ipal does not have a<DeSS to 
shared informatioo, so he faces diffiallties in provi.dirq awrqriate 
i.rx:entives to the manager arrl in nonitoring his perf~. 1be questioo is 
detennininJ ~ qit:.llJal iooentive scheme for the prircipal to lay down for the 
manager. 'lhe agent, in turn, will seek to maximize his <Ml expected utility 
fun:±ioo, given the .in::er.tive scheme, subject to the cx:nstraints that: 

'!he prin.:;.fltls maximize their profits; 
Pri.ociptls .:::ha1¥Je, si.roe shares are marketable (take-over threat) : 
an:l 
ccntrol of the cx:qlal1y can be lost, if cre:litors sirceed in 
nenagerial dlarx]es in the event of a default (bankruptcy threat). 

n. Each has i.nplications for the internal efficiency of the finn in varying 
deqtees of subtlety. Dispersed shareholdin::J, where interests of pri.ocipals ck> 
not necessarily roin::ide, rrray lead to subcpti.nal. nall.toring, since informatioo 
is not witlnlt a:JSt. 'Ibis means that managers DBY not always act in the best 
intenst of the shareOOlders. lkJwever, si.roe shares are marketable, the price 
of the share will reflect the nenaqement's perf~ vis-a-vis the qJtiDel. 
rontract, i.e. its ~ of ~ in a~ the highest degree of 
internal efficiency. 'Ibis DBY bring ahout a take-over threat with 
~-take-over irx::rease in internal efficiency, a r;,:;e in the share price, an:l 
heooe lead to capital gains. SUch a threat, therefore, will act as an 
iocenti ve that deters nenaqement fran ~ policies that are not in the 
interest of shareholders, i.e. it will enforce internal efficiency. Y '!he 
effect of bankrupt.cy at incentives for internal efficie!"cy is ani>iguws; 
manager.;, f aoed with a bankruptcy threat, no natter what decisions they nay 
take, will be i.n:b:ed to enjoy their discretioo in the sOOrt nm witln.It aey 
corx:=ern for the internal efficiency of the firm. Bankruptcy will have a 
suJ::stantial role to play atl.y in times of depressed demarxi or intense nerket 
cuupeti tioo. 

JI '!his link between internal efficiency an:l take-over threat may not be 
as ~, if one ronsiders that take-overs may originate also fran a desire 
to maximize managerial utility ard to in:::rease market pcwer. '!hat is not to 
say, hc:Mever, that take-over threats have no role to play in pl arvting 
internal efficiency. see Vickers, qp. cit., W· 19 ff. 
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14. 'Ihere are sutEtarrt:.i.al ctiffereroes between private am plblic c::MlerShip of 
a firm that are cxxrloc.i.ve to greater efficiency urrler the former. 'lbc nnst 
cbrioos differ~ in the prin:ipal-agent relaticnshi.p in case of p.lblic 
a.inersr.ip is that the cbjectives Of the p.lblic sector are different; shares 
are rvt marketable; ani there is m di.rect Eqlilvalent to the bankruptcy ani 
take-over cxnstraint 00 finarx::ial perfornarDe. GaVemmer.ts do rvt typically 
seek to maximize profits. Rather it is a..c;sinned that they seek to maxillli.ze 
ec:nranic welfare, hcMever defined, ani act in the rest int.erest of the general 
p.lblic. In th.is respect plblic CM'lerShip is viewOO. as a respaise to the 
failure of private nerkets to secure efficient ootcanes ani as providin} a 
first-best solutioo to the aqercy prd>lem. y 

15. If management natltorinJ is assune.:i to be equally effective urrler ooth 
systems of ~p, then ooe can argue that p.iblic cwiershi.p can have the 
advantage of correct:in:J the deviatioos in nenagerial dacisim nekinJ am 
settil'¥J ai:prqiriate i.IDentive st.ruco..lI'es for the managers of pJblicly-owned 
f i.r1l5. li::MeVer, urrler plblic ownership informatioo gatherinJ for the pirpa;e 

of naritoril'¥J the managers' perfOil!BOOe is entrusted to a si!¥;Jle l:xldy, Wiereas 
private ownership typically involves the participitiai of llB11Y .in:lividuals am 
insti tutiais that are fnquentl y specialists in the given task. 'lh.is latter 
is cxn:hlcive to the d.isaJvery of a greater volume of relevant informtioo. 
'Ihus, infonnatim gatheril'¥J ~ :rore efficient urder private CM'lerShip, 
heR)e may provide tiie mre effective metlm of CX>J1trol, ani assure a greater 
daJree of internal efficiercy. 

B. public dpi~ ttpp;y 

16. 'n~ pri.ocipal-agent theory, given its ~..enets, may very well be considered 
as tlY.: micro theory of privatization. ~er, ~ explained arove, wni.torinJ 
is rvt the exclusive prerogati.ve of a sir.gle depn1:mental txxly. ether g:rnip:; 

ara alro im..io!.ved, and their behaviour can be best unlerstocd withirj the 
tenets of plblic dloice theory, especially if t.he at:ove discussion is to be 
ext.eOOed to a macro level. 

17. 'f.vo additional distinct group; now CCl!le into p)_ay: politicians ani 
l:llreal.CI'ato;. 'lben fair catec;pries result in the hierarchy of nari torin.? 
p.lblic enterpdses: the general plblic, elected poli t.icians, oon-elected 
l:llreaucrats, ani the mnagers of pll>licl y-aimed f i.rms, each with their 
distinct e.xpected utility ftD'lCtions whl.d'l they aim to maximize aro none havil'¥J 
acx::ess to identical informatiai. '!he result is sutx:Jptimalities, i.e. internal 
inef f iciercy of the firm. 

V Alt:houj1 market failure provides the rationale for ?Jblic policy 
remedies, yet. the remediez t:henEel ves may fail for reasons similar to those of 
market failure. See c. Wolf, Jr., "A theory of llOl'HlilI'ket failure: frame1«>rlt 
for inplE:111eJ'ltation analysis" , Journal of Law and FooJani,cs, vol. 22, ( 1979) . 
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18. Because of the asyirmetries in informatim, the IX'liticians may fi.JYi that 
i.nprovin:J the ecxnan.ic efficierq of the firm may oot inprove their electoral 
prosp::cts: rather they may fiirl it to their advant.ag9 to set the prices at 
below marginal cn;t so that their chances of electoral Slxx:esS are enharn:rl. 
In the utility f'.Jrrtim of the tmea\.XTclts the size of the departlP.enta.l l:1rlJet 
ani the rents that acx:::rue to then cxx:uv.t a pred.'.:lninant role. Si.Ire p:tyoffs 
are an i.n::reasi.rq furct.i.oo Of the l:1rlJet size, the tmeau:rats' interest ~d 
lie in procuri.rq as large a bD;Jet. as p:issible. 'Ibey may be aided in their 
emeavoor by the politicians themselves, si.ra! the welfare of 
ministers/secretaries can be expected to be positively linked to that of the 
blreaocrats. 'Ihe cx:nsequen=e is internal i.nefficierq. 'Ihe plblic nanagers 
themselves can secure higher IBY, greater EXJWer ani prestige than their 
private sector~ by form.iD} ooaliticns with politicians ani 
blreau::rats. As a resu.l t, social objet..ti. ves get to be replaced by political 
objectives, political inte.rventims are nede in nanagerial decisicns, and 
i.qlerfections ensue ir. the i..ooentive stnx:tures of plblicly-owned finis. All 
the atcve suggest that plblic ente=prises are likely to have higher costs and 
lower productive eff icierq than caipmilile enterprises in the private 
sector. -2,' 

19. If differea-itial infonnation required in the r.arl.tori.rq of plblic 
ent:erpn.ses by different graips eadl see1ti.n} to maximize its am objective 
give rise to productive inefficien:ies in dem:Jcratic societies, p.lblic dx>ice 
theory tells us that plblic ownership in dictatorship:;, otherwise c:x:mua.rn 
ecaonies, can be expected to be higher L"lan in de!occracies when one takes 
into acxx-unt the sources 1:hnu}h whidl informatim is received which is 
required for natitorinj. W 'lhese are tasically the news media, the political 
entrepreneurs t.henselves, the b.Ireaucracy, and the intividual's am experience. 
In a <Smatic society, the freeQ::m of media is provided ronstituti.onally 
which nekes a unique bias iq:rd:m>le. in .rllitim, the intividual will have 
acx::e.ss to si.nultaneous infOI111ation fran various saJI'OeS. In a dictatorial 
regime, the optiJDal rule is media censorship, si..oce thereby infornetim flows 
can be cxJ11t:rolled ani biases can be generated in the interest of the 
politicians ani OOreau::rats. '!here will be ro terdency to identify and inform 

21 'lhe literature on the subject netter is exten.si ve. 'lhe follcwin;J 
selective wrks provide caiprehensi ve analyses: 'lha!as E. Borcherdin1, ed. , 
BvlJPtc; and ~: 'lhe Sg.Jrces of Gove;c1 g1e11t GroWt.h (l)Jrham, NC, Duke 
Univ. Press, 1977): Albert Breton, Fro'pnic 'lbeoly of Represent;;l.tiYjL 
Goveiment ( ati.cac,;>, Aldine, 197 4) : Ra1IDn cao-<"~, :EXploratl ... ~ IS towards an 
~c 'lbeoey of Political Systems (New York, Uni. Press of America, 1983); 
and D nni.s MJeller, Pl.:iblic Q).)ioc (cantri~ Univ. Press, 1979). 

QI For details on th.is JX>int see cao-Garcea, cp. cit., W· 89 ff. 
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the ?Jblic of~ i.nefficiercies or of wragck>irgs. '!here will be m 
incentive for the ruli.ng roaliticn to iq:>latelt prajtanmes of CXlSt 
effectivere;s. All the informaticn in the system will be designed to maximize 
the preferences of the dictator am his~ ooaliticn. 'lhere is 00 

possibility of CDD1terbal.arw::i.ng informaticn, as is the case in deia aa;ies. 
Infonnaticn will be recei~ fran one si.ngle biased soorce. 'Ihus the citizen 
will lack informaticn en a frame of refel"eR)e to evaluate the perfornence of 
the piblic SEctor. FUrther, even the dictator hllself will lack many of the 
necessary infonnaticn to evaluate the ted'm:i.cal performm:Je of his officials, 
si.npl y because such informaticn will not be prodtDed in the system, since 
rdxxiy will have the in:Entive to oollect it. 

20. 'Ihe tureau in a dictatorship has mqx>ly pa.ier over the StJR>lY of 
technical informaticn with rngard to its internal activities. 'Ille 
b.lreaocrats, therefore, will bias the Lifornaticn they produce to the dictator 
an:i IaJUeSt size i.nc:reases to eff~vely carry rut the assigned tasks. '!here 
will then be 11Dre people produci.ng a given level of aJtrut, reduci.ng the 
average w:>rk effort of the bireau=rat, arrl JXJSSibl y leadirxJ him to have his 
agex:y perform activities of his private interest wi tlnrt: reporting tl1P.m to 
the dictator. 'lhe informaticn is prcxiuoed by the same blreaux that are 
subject to su:pervisicn. Bureaucrats thus can doctor the signals in their c~n 
interest, arrl siJDe infonration fran external souroes is~. there is 
no other soorce with which the generat.Erl infonnation can be cxntrast:ed. 'Ihe 
dictator is therefore l1Dre limited in llDri torin} his b.lreaucracy than his 
del'lcx::ratic rounterpart. .Bureaucrats lose their incentives to prawte 
efficieocy am reduce the le\;el Of prodoctive efficiacy. Government 
officials tend to take advantage of the situation to i"lp[OVe their a.nl 
well-bei.ng. All this leads .... ..o the deterioration in the prcchci:.ivity of the 
p.lblic sector. 

c. l)Jptjti:ve fma;s 

21. section A elaborated the ~ of CMleI'Ship on internal ard allocati v.a 
efficiency. Ccq>etitive forces are another factor that act upon L~ 
!Jerformance am i.nqJrove the internal am allocative efficiency of p.lblic 
enterprises in mixed markets. For or.a, cunpetitive forces break the m10p0ly 
of informatim as disolSSed earlier. seoon:lly, they all.aw the fl"'90dan of 
entry into markets. 'lllis entry threat a:Jtpels the firms to produce at mininum 
cost. M:>reover, cnip?titive forces create ireentives for the intrOOuction of 
l'lE!ftll1 pnxlucts an:i techniques an:i thus are rorduciw. to .i.nnovatioo. All these 
CXA1'Jel the publicly owned enterprise to streamline its cx:sts, ad just its 
production to consumer wants, and be cx:ap::ti ti ve in the prices it charges. 
'Itrus, the miprt:itive µco::ss a....~ as a discipline f'JI" lethargic Jr.anagers; it 
effectively regulates cx:rrpmy behavioor; oonsaquently is at the heart of nudl 
del:ete on privatization p:>llcy. 
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22. '!his is not the place to elalx>rate upcn theories of ~titive foroes 
arrl. their iJrplct on welfare: all these make up a great segment of the entire 
micro-ecorun.ics literature. ~fioe it to state that it is an incentive 
systen aro a discnvery nechanism in a w::>rld of illp!rfect information that 
cx:nstrai.ns the design Of :iJDentive cxntract:s alD. leads to inefficierx::y. 
o:mp!titicn, l:7y maki..rq inoenti're sdlemes DD.re resp:nsive to effort am 
all<Min} for piyments acx:xl!'CiiRJ to perfonenoe, pra1IJtes efficierx::y and thus 
helIE redlDe the exist.in} inefficiencies. 

23. Regulatioo urxier asynmetric infonnation is yet another brarrh of the 
prID:ipil-agmt literature that examines the optiJIBl design of inoentive 
rontracts. It canes into plan when, because of market failures, the need 
arises to influeB:le private s.rtor behaviour am a:ustrain its eoornn:ic 
decisions. 1J 'lhe problem here is ooe of the regulaton; designin;J imentives 
for efficien:y whidl, given the asymetric of infornatioo, i.e • .i.nbllan:::ed 
lonila:kje al:xlut :iniustry cxnlitions between the regulating aqercy am the 
regulated firm, will i.ni1..a! the firm to behave in the pmlic interest. 'lbe 
nenagers will ilave to be nvtivated to exploit their superior information to 
advantaqe despite the prd>lem o~ llip:rlect m.::mtoring. Re:Julatory IX>licies 
that aim to equate price to unit cost becane efficient c:nly if the firm's rost 
or the extent of its rost reducing efforts is koown to the regulator. 
otherwise the firm extracts a profit fran its infornational advantage, am 
allocative am internal efficiencies are not ad\ieved • .8J It can, therefore, 
be expect.ed that the presern! of better informed regulatory b:xlies w:m.d yield 
high social returns. 

1J Again, this is not the place to elcb:>rate upon the vast literature oo 
regulation, its theories, the reasons for its need, am the prID:iples guiding 
its IX>licies, whidl oonstitute yet another large segment of micn:n::cxn ... ni.cs 
literature. For a survey see, B. caillau:i and others, 'Ihe Normative F.oonani.cs 
of Goyec 1 p1eJJt Intervention in Production in the Llght of InceJtiye 'lheocy; A 
Review of Recent Cbnt.rib.ltions (stanford, st.andford university, Technical 
Report 473, 1985) • 

.W see D.P. Baron and R.B. Myersa1, ''Regulating a l!Dl0p011~ with 
unknam costs", Ecouanetrica, vol. 50 (1982) arxi J.J. laffont am. J. Tirole, 
''Using rost otseivations to regulate firms", Joornal of Political F.cDna!JY, 
vol. 94 ( 1986). 
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E. On:lntjng ;c • •b 

2t • 'Ihis section has examined the influence of private arrl plblic ownership 
on enterprise perfoillBlll!. It has oon::lmoo that private a.nershi.p, in 
general, is 1t0re cxniucive to efficiency, rut that the CCl!plriscns of 
perfonnarre umer OOth types of ownership need to take into acxn.mt the 
institutiooal emri.romnent - mip:titive forces arrl regulatory framework -
as well as the market structure of the imustries in which the firms operate. 
At the root of the greater effectiveness of private ownership lie syst.ens of 
info:mation gathering arrl nalit.o".:"ing. lqlerfect arrl asynmetric informatim 
am:ng categories of priocipals arrl agents CD'ISlrain the design of irDentivc
schemes. 'lbe cxnstraint is the st.ragest tliierl there is mqx>ly of 
information as is the case in dictatorship;. In cx:ntrast, mipetitive forces 
redlx:e the asynmetric ard make JXJSSible i.mentive sdlenes llhi.dl are DDre 

sensitive to effort am thereby tnaa>te efficiency. In~. 
regulatory forces to enhanJe mipeti tion would be cxn:hJCive to greater 
internal ard allocative efficierq. 

A. General t •b 

25. 'lbe theoretical arguments of the previ.oos chapter dena1SL:tate clearly the 
relative inefficiency of s:iEs with respect to their coonterparts in the 
private sector. 'Ihis inefficiency can be stated in very s~le tens as 
consumers erxling up paying higher p-:ices for inf crior <JX)ds. Moreover, the 
fiscal drain on the Dd}et that results fran the internal inefficiency of 
plblicly-owned fiI1T5 distorts the overall allocatim of resan:ces in the 
ecniany in ack:titim to distorting the allocatim of resources within the total 
luiget.: government revenues get to be diverted fran other high priority areas, 
soch as infrast.n.Jcture developterl, health, ard educatim, to covering the 
deficits of the s:>Es. 

26. 'lbe reasons for the inefficient operation of the s:>Es are numP.rous. 'lbe 
mst iJip:>rtant ones are briefly: 

Inadequate plann~, lack of feasibility arrl market studies 
resulting in ill-an::eived investme11ts; 
'!he ilrpJs.sibility of tankruptcy, hence lack of a financial 
discipline similar to that i..qlOSed on the private sector; 
Favorable financial treatment relative to private enterprise; 
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Lack of skille::l nanagers and administrators as 111.d'l as or llDl"E! than 

i.J. the private sector: 
Centralize::l decisioo makin;J leadir¥.J to inefficiencies: 
state interventioo and interfererve into day-to-day operation of the 

enterprises: 
unclear, nultiple, or coofli~ ooject.h"eS: and 
R>litical patrooage which cb;;t.nrts the efficient operatioo of the 

firms. 

27. 1he ronsequerre has been, especially in develq>in;J cnmtries where &>ES 

have infiltrated all segments of the eaxortf, the deterioratioo of the general 
welfare of the cnmtry. In an d~ to reverse the situatioo and to have 
governments pill mck their frart:.iers many cnmtries have privatize::l, i.e. let 
the private sector assume ~die respaisibility of prodOCin;J ~ and services 
efficiently. '1hi.s has provided a series of benefits which can be grooped 
1.B1der four headi.rqs: 

In::rease in the quality of ~ and services available in the 
market and a r:espoose to ocnsumer needs and dellams; 
An eni in rostl.y deficits to keep inefficient &>ES afloat resulti.n;J 

in redin=rl b.d:}et deficits; 
Creatim CJ11er the l<nJ :nm of a greater nuniler of jcXE and 
~ties bf allocati.n:} resairoes tln'tu;Jh the free market; and 
Creatioo and/or fortificatioo of a micXile and entrepreneurial class 
who are the l:Bc:ktD1e of dem ClaC'f and IX>litical stability. 

B. "'Fie anti.tim; fer giyqtjptjm 

28. 'lhe road to privatizatioo is rather cxmple>e, mr is privatizatioo the 
solutioo to evecy ill. 21 Privatizatioo will also rDt cxne al:nJt bf itself, 
the exception bei.n:} i.nstantaneoJs pri vatizatioo atteq:Jts that ocx::urred in 
Eastern rurope after the demise of their CXlllllarrl eoa laldes. 

21 '!he inappwpr iate use of privatization tedlniques in the past have 
yielded rore unwanted results than it tried to solve. see H. Nankani, 
"Techniques of privatizatioo of state-owned enterprises", '1t>rld Bank, Selected 
(hmtry case Sbrjjes, vol. II (washingtm, D.C., 1988, technical paper No 89), 
esp. W· 15-17, 39-41, and 145-146. 
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29. Generally, privatizatioo requires a st.rag p:>:::..i~cal will am the hicTI9st 
cnmlitment fran p:>lic.y nakers. i:blitical leaders nust make the hardest 
p:>litical am ecxunic decisicns &lhile in office when their future is 
determinerl by the votes they can JllJSter. But given the expocted benefits of 
privatization, the decision to priva'tize is a critical am valid t.est of their 
right to leadership am Of their lcn;J-tenn visioo. Privatization also 
requires the receptiveness am urrlerstardi.rq of rusi.ness leaders. Its siKDeSS 

depenjs UID1 their willi.Jgnes.s to take risk am tqUl their faith in the future 
of their cxurt:ry. 'Ihe same awlies to workers ~ will be prt: in jeqiardy by 
the short-tenn jd:> lasses privatizatim cx:uld entail. Privatizatioo also 
requires the ex>llaooratim of the private am plblic sector in crea.tln} a 
p:>litiex>-e::DOlli.c enviiaare1t where the private sector can flD'lCtioo 
efficiently. 'Ihe overall policy envi.ta1ment, whidl involves nerket foroes, 
regulatioo, am protectioo of property rights, is crucial to the Stx::oess or 
failure of privatizatioo. Jn cnmtries '-illere ptop!lty rights are not 
o:niucive to privatizatioo, the political will is likely to be frustrated 
mtless the legal system, am J1Dre specifically property rights, are altered to 
enable the transfer of plblic CMl'leI'Ship into private <MlerShip withoot legal 
illp!diments. 

30. Assumin} that political will am oamrl.tment are not lac:JdnJ, the 
folla.rin;J rules 111.lSt be followed in any attenpt to privatize: 

'Ihe m iceptual arguments am the E!!Pirical evidence that dena str ate 
the superiority of private suwly 111.lSt be presented clearly am 
various pres.sure groop;, professiooal organizations, am all 
sµ£trun of political parties JllJSt be targeted for this presentatioo; 

'Ihe de!:ate regardi.nJ the dx:>ice between plblic am private f i.narDe 
lll.ISt be septrated fran the r .mice between p.lblic am private SUfPl y; 

'Ihe decisioo regardi.nJ p~ivate versus plblic SlJR>ly nust not rest in 
the harrls of l:l.trea\Crats am blsiness representatives wtnse vestal 
interest: are against privatizatioo; 

'Ihe JlE!CBSSal':y ~lic.y decisions related to nerket regul.atioo or 
deregulatioo JtllSt be pit into effect CllKDlli.tantly with 
privatizatioo. 

31. 'lh.is last point is especially critical for the S1Kn!SS of privatizatioo. 
i:blicies aM actjoos C'Ol'dr..cive to a favorable enviiotDlient nust acxx:qany 
privatization; othelwise the transfer of CMle!'Shi.p fran the p.lblic to the 
private sector can nm the danger of failure. 'lbus, privatizatioo nust not be 
considered si.nply as a d1ange in property rights, rut JllJSt erriJrace a set of 
neczo-ecnaan.ic policies, political tact am willirgness. 
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c. Cl>jectiyes of ttie cpft:u•ut 

32. 'l1le government d:>jectives 1.JOOerlyinJ a privatiZdtiOO progranlDE! vary 
widely aioorq the oountries arrl nay incluie sane or all of the: belc:M: !QI 

~~lief fran the fi.naocial b.Ir.den of s:>ES, Sl.dl as 
sutsidies arrl debt services requirements, as well as relief fran the 

admi.nistrati ve tlirden: 

~ eff icierq of s:>Es whidl. .is achievable even thraq1 
partial pri vatizatioo; 

lq>lementatioo of EX>licies s+-...ated at the time of creatioo or the 

acxiuisition of s:>ES; 

urrlesirability of OJ11petitioo with the private sector: 

Greater revenue fra:n State assets; 

lJ!proVed rusiness cx:n:li.ticns resultin;J fran the pra!Dticn arrl 
developnesrt of private firms; 

Iocreased CXJ1tpetition thrwgh the sal~ of production units s.in;Jly or 
in small groups; arrl 

Developnent of wider wsiness ownership arrl ermiragement of wider 
distri.b.rt:.ion of share CMleZ"Ship. 

33. Whatever the ct>jectives, any action to privatize JllJSt take into acmmt 
that what is involved is not a mere sale of shares to new CMlel'S. 

Privatizatioo does not permit dogmatic treatment arrl every case needs to be 
examined on its own merits. Privatiz.in;J a national airline or 
electricity-energy cx:mplex will have to c:bey a different set of rules thiln 
privatizin;J small- or medium-size man.ifactur.in;J enterprises, s~ iniustry 
arrl market cx:n:li.ticns arrl tedmology for the two vary significantly. Granted, 
privatizatioo t.ErlJniques are, as a rule, a function of government ct>jectives, 
tut the rorrliticns of the carxil.date s:>E, its sector, arrl finally OOlD1try 
characteristics play a daninant role in the use of ooe tedmique or aoother. 
'l1le case might be made that certain s:>ES, bJwever inefficient they nay be, nay 
be considered essential to national defense. Public utilities, ~ 
privatized, nay quickly convert to m10pOlies 1.D'lless a set of aocillary 
arrargements acxxl!PU1Y the act of privatizatioo to redesign the requlatory 

1X>licies. 

lQ/ 'Ihese are clearly stated in c. VUylsteke ''Methods arrl 
i.Jrplementatioo", world Bank, e&· cit., '101. I, (wash.i~, o.c., 1988, 
technical paper No 88) pp. 57-58 am detailed in E. Ber.g arrl M. Srirley, 
"Divestiture in develq>.in;J cnmtries", world Bank (washin}ton, D.C., 1985, 
Discussioo paper No 11) . 
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34. M::lre::Jver, despite the desirability of a wider spread of sha..-e ownership, 
piblic offeri~ are a near iqn;sibility where finaocial markets are al:Eent 
or weak. As a result privati:zaticn might lead to private DKHlpOlies arrl 
thereby defeat its very µirpase. 

35. \<iridle-.ter nojality is dnsel1 in the final analysis, eq:tw;is 111.lSt be 
plaoed oo sillplicity, flexibility, spePd, an::l transparercy. 

36. 'Ihere will always be cxnstraints to privatization. Clle is the atEence of 
finaocial markets as l!Bltiooed earlier. In this case the ncdalities arrl 
alternatives of privatizati.oo will take different foI'116, Sldl as sales of 
assets ~.o enployees as ~>Si to pricin;J an::l issuin;J of shares in the stcx:k 
market for piblic ?Jl"ChaSe. 

37. A sean:l coostraint is the eiployment effect of privatizatioo. It is 
m110C1tly assumed that privatizaticn will generate enployment lasses especially 
in tlnse s::>ES that are overstaffed. '!\«> qualificatioos are in order in this 
respect. For me, the job lasses in questicn are a stx>rt-term p-eane1oi; 
when lcn:J-term irrli.rect enplayment creaticn that results fran privatizatiai is 
taken into aa::n.mt there may CXDJr an overall enploynent expansioo in the 
e:xuanies . . ill '!be secxni qua.lificatiai is that urder the current struc::tural 
adjusbtent prop:amnes, whidl call for s::>E restnx:turin;J, enployment tri.nni.n;J 
will take place in any case even when s:::>ES cxrrtirue umer piblic CM'lel:Sh.ip. 
'Ille issue shcA.lld in fact be aa:tressed not as a CXXlSE!Ql.JE!.! of privatizatioo, 
rut as enployment cxnsequen:ES of s::>ES restncturirq inespa..tive of 
CMleI'Sh.ip. W Nonetheless, it is an extremely sensitive issue an::l anfucive 
to JX>litical 0RJ05itiai to privatizatioo. 

38. A third CXll1Strai.nt to pri vatizaticn is the exoessi ve i.mel:Jtmness of 
S:>ES. When the debt turden is well al:x:JVe the value of the assets of an s::>E, 
no Jcn;wn metlxxi 11Dlld actua.lly acxxmplish privatizatioo, unless the 
~ review an::l resolve the debt prci:>lem i:nespe...tive of privatizatioo. 

39. Finally, the desirable level of private ownership SUJ;JeSts wide 
variatiais in govez1a1e11t policies. ~ privatizatiai is to be full or 
partial will depe!d 1.J101 policy decisioos caistrained t7f the soci<>-ECDIClllic 
set-up of each cnmtry. 1he avoidance of cnicent:rated awnership, restrictions 
on foreign ownership, avoidance of private mqx>lies 11Dlld all willy-nilly 
requira different policy meastn"'5 an::l privatizatiai tedlniques. 

ll/ '!his i:x>int is dealt with in detail in Section v.c.2 where direct an::l 
irrlirect enployment effects are discussed. 

W See 'lbe World Bank, q>. cit., vol I, p. 4. 

. . 
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40. Inplicit in the ctiscussioo so far has been the a::n:ern with whether or 
mt fnv-' market forces are q>erati.n} in a given romrt:ry. Privatizatioo is the 
trarls!ff of CMleI"Ship am CXX'ltrol of an enterprise or activity fran the piblic 
to t:hP private sector. '!be erpiasis is oo activities am rm just .c11 p.Jblic 
enterprises, arrl the irclusioo of oor1t2ol as well as ownership clearly signals 
the recognitioo of the questic:n at issue. 

41. liitile one can aooept the prircir-le that the cpal of privatizatioo is the 
f* O!Otioo of free market foroes, cne my rm accept, in all cases, that the 
first best '(X>licy to achieve this d::>jecti. ve is the sale of p.lblic 
enterprises. M.rh depenJs oo the st.age of developtenl of the CXll1t:ry in 
questioo as well as the cxntitioos of the irrlustries involved. Nevertheless, 
a generic plan of actiat can be developed Wl:idl would be awlicable by am 
large in all cases. Granted, variatiais will have to be int:rodtx:s:I into the 
generic DIJdel, tut these vartatiais stntld rm alter drastically the logical 
step; ctisoisserl here. W 

B. 'J!)e J;.ri¢ipt:jm w• a 

42. QDe a government nakes a broad '(X>licy decisioo to aoopt privatizatioo as 
its platform, efforts 111.lSt first be caoautrated m developi..rq an agi:eenerrt: 
aJOCnJ the key S\JRX)rt caisti tuents oo the ratie11ale, d::>jecti ves am t:asic 
elements of the ptc:xJI81111E. 'lhe support llllSl be enlisted of CWJSitioo 
p:llties, lal:n.Ir uniais am potential natialal invest.ors via negotiatiais, 
p.lblic forums etc. where they llllSl be made fUlly aware of the benefits of 
privatizatioo . 

.lJ/ 'Ihe sequerre of events that should pt ecede actual pri vatizatioo have 
already been p.zt forward in several p.lblicatiais. 'Ihree are worth the 
mentioo: 1be "*>rld Bank, ~· cit., Technical Paper No 89, pp. 4 ff.; Toldle 
Ra>s, Transforming state-owned Enteiprises (no date) ; Gordon o. F. Johnsrn, 
eoontcy Privatizatioo strategy Qrldelines (washlrgtoo, o.c., USAID, 1989). 
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Stage II. ~islation/organisation 

43. 'Ille present jurispruierDe Jl'llSt be quickly reviewed arrl the existin:J legal 
inprli.nents to privatizatioo Jl'llSt be eliminated. An organizatioo entrusted 
with the J.XJWer to privatize 111.lSt be set up. Its mamate cannot be less than 
to overview the privatizatioo process' am prepire am iDplement all the 
te.::hnical criteria. SOCh organizatioo sln.lld be headed either l1j a minister 
or l1j an irrlivHual to be made respaLSible to the cabinet. Its tBsic specific 

furrtions sln.lld be to: 

Corrluct stl.rlies related to selecting the enterprises; 

Value the assets of the enterprises; 

Prioritize the OOEs to be privatized; 

Prepare prqosals with respect tD legal arrl f~ial requirenelts. 

stage III. Discussion at t.tie cabinet level 

44. l}EXln IEOAtitedations of the organizatioo in charge of privatizatim the 
cabinet sln.lld review the carrli.date enterprises arrl select tmse tha:: meet the 

crucial criteria of: 

OVeral.l policy cxn:x>I:dan:~; 

Profitability of the OOE; 

Managesnent skills of the OOE; 

Potential benefits tD consumers; 

~ need tD restructure the SOE before its privatization am the 

financial requirenents; 

Dtployment i.Jlplications am eq>loyment alternatives. 

stage IV. In-depth review 

45. '!he final selections l1j the cabinet sln.lld then be referred tD the 
privatization organization for an in-depth review am for the preparation of 
the~ ~i of the privatization process. 

stage v. Final c:hoioe 

46. Upa1 the reamneniaticn of the privatization organization the cabinet 
sln.lld declare its option for each SOE, am determine the methods of 
privatizatim. 

4 
t 
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stage VI. Inplementation 

47. 'Ihe privatization organization then should prepare detailed blsiness 
plans and prospectuses and enter into negotiaticns with the JX)t:ential new 

aoiners of the SJEs. 

stage VII. Regulatory fran&10rklplblic rolicy 

48. 'Ihe activities at this stage shoold actually be carried alt a::J1mnitantly 
wit.ti stage VI arrl should be the inherent respoosibility of the~ and 
the legislative body. Anaq' the activities of this stage are: 

Review and redefinil¥;J o~ prqlE!rty rights; 

Regulatory framew:>rlc for tllE cc..rrtrol of privat.e "natural mqx>lies": 

Invesble1t areas q>ert to foreign capital and profit repatriation 
mechanisms and guarantees: 

Reiesignin:J of i.JDe!lti.ves to efficierq and prodoctivity; 

Safeguards against re-nationalizatioo. 

1. Diwstit:ure 

49. Divestiture can incllrle the outright or pntial sale of state holdin;Js to 
private sector i.nterebts or the liquidatioo of the assets of sane plblic 
enterprise. 'Ihe p.ire sale of share interests in the type of activity roIT1ally 
is defined as privatizatiai in the sense that w11at was formerly p.d:>lic now 
OOcnne5 i;e.rt of the private ~..or portfolio. Liquidatiai is also 
privatization, for alt:hujl ill the process of liquidatioo ro new private 
entity results, the assets themselves becane plrt of the stock of private 

~-

50. While divestiture policy ney ~ve short-term goals like l:lD;Jet relief, 
the fact that the plan for privatizatioo is executed in a CDU!Jtl:tated and 
p1 14a:i111atic way iOOicates sanethin'] mre than an iraeuental policy 
r.espcndin} to an cn:JOinJ evaluatioo of individual stat.e-aimed fiI116. 

51. Partial divestiture ney respcni to a very different prilosqtly and to 
very different objectiws. Why does a~ sell off sane shares in 
p.Jblic enterpl"ises rut not all? Frequent! y, small sell-offs to J1ul. tiple 



' 

- 22 -

share.rolders re.sixrrl to a desire to pratVte capitalist values :in the "little 
man" - very often the trade union or exx>perative sectors. en the other ham, 
a small sell-off to a single sharemlder might have a very different 
noti vation, such as bringing in an in'p:>rtant client or suwlier or creatirX:J 
profit-oriented pressures within the ooard of directors. 

52. In the first case (brirX:Jing clients am suwliers) prlvate sector 
participatioo CDJ.ld sllt>ly ensure greater cxntrol aver the •role prodtci:icn 
chain, am may actually reiuce the free play of market fora!S. By such a 
pttn!SS I the plbliC enterprise llOJld finn up its llt>licit cxnt.rclCts am 
aqllify its vertical integration. In the secxnl c.ase (bringing 
profit-oriented pressures into the OOardrocrn) market fora:is are strengthened, 
at least as lc::n:J as peace is neintai.nei al!DlCJ the partners. 

53. Likewise, asset liquidatioo may have different effec'"...s en the w:>rki.rgs of 
the national market, deperrli.n:J on the particular situatioo at harrl. 
LcxJically, the st.ate tlOll.d sell off a hopelessly tmprofitable Blterprise that 
rdx:ldy wants to touch. 'Ihe product ~d be prodlx:Bi am sold at market 
values am suwlied acxxm::tin;J to tx::iw nx:n the consumer want.s to ruy. Resoorce 
allocation is inproved, arrl tt-" t.axp:lyers prOCably get a break. A secxn:i 
scenario might yield a d: _Ldl!!lt. result, however, depen:ti.R} on the market 
structure of the product. A.ssl.ml:?, for inst:ara:, that the state liquidates its 
interest in the market to a sole private suwlier wD:> can JDW prca!Ed as he 
likes. SUCh a p::issibility sl'ntl.d rot be set aside as the exception that 
proves the rule. In neny l!OOemizing cnmtries, pnticularly with small local 
markets arrl .iltperfect catp:!titioo, it is 1a•11u1 for an irDustry to be 
dcm.inated by a doop:>ly er an oligqx>ly in .ni.dl ~ state plays a leading role 
in price set:ti.n;J arrl market division. 

54. 'lhe sale of equity can be vi3 offers for sale or by terrler. In the 
fonner met:hcxJ shares are offered at a set price; in tha secom bids are 
invited for shares al:xJVe a given mininun price. sutsequent values of the 
shares are determined t.~ trade in the capital nBl kets. Because of the 
difficulty of oona..tly establishi.rq the market value of a plblic enterprise 
in the atsenoe of relevant information, ooth metlxx3s can give rise to 
problens. Urderpricing of offers CDJ.ld lead to oversutscription whidl calls 
for sane rationin:J scheme. A price significantly bela-i the~ market 
price "'°'1ld give the hdcy applicants the qp:>rtmri.ty to r~ize sutstantial 
capital gains after the privatization. '!his problem, however, can be 
circumvented 01 selling the shares in lots to let t.he mark.et detennine the 
tradirX:J price before the l'liljority of the shares are placed. Should 
oversutscriptioo be the case in terrler offers, excess demarrl can r..e ratiaied 
bi allocatil'X:J the shares to the highest bi<Xiers, arrl the share 1rice becnnes 
the st.rik.irq price. Undersubscription sets the value of the share at the 
min:inum price, arrl the undelwriters take up the remaining shares. 
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55. other ~ of divestiture can take the form of ~ 
p:lrticipation arrl equity for debt swa:p5 especially where cbnestic capital 
markets are mt sufficiently developed. 1n the case of worker participation, 
worlters of the p..iblic enterprise ~d receive shares in the enterprise with 
the urderst.an:iIDJ that the<J W"'--ild repay the government or relilxJui.sh a claim 
against.: it aver a specified !_lS:riod. In this case the government ~d 
CDlbnue to bear part of t."'2 qE:atirg risk even after privatizatiai, for in 
case of failure the government will not have received full payment. 

56. 'lbe debt/equity swap involves the sale by a foreign creditor of the 
enterprise's debt to a third party who is interested in ctaIUiring an equity 
JX>rttolio. 'lbe swap usually is made at a disalunt in the secxniary nerket. 
All parties involved benefit therefran. '!he bank participa:tirg in the 
arrargement redlD!S its portfolio of tra.Jblesane loans; the debtor government 
converts the debt into daaestic currency to be used in private invesbnent: the 
external debt is redooed wi.tln.rt: spen:ting scarce foreign emmqe; am the 
investor benefits fran the rerllred effective exdlan}e rate. 'Iherel7j the 
privatizatim pux:sss is eased significantly. W 

57. Contracting oot or the grantirg of qE:atirg roncessicns may be 
a:n;idered to be one of the DDre feasible options for privatizing the 
ecxn:mies of the developing lllnrld. Here, the state retai.11S its authority over 
a sector or industry, am nay retain aiiinershi.p of capital assets, rut the 
cuntractual relationship with a private operator injects into the relatia-1 
elements of profit maxi.rizing and cost minimiz~, at least when the 
Government seeks these c_pils. 'Ibis optioo is even JIDI'e feasible when private 
CXllplllies prefer to act as oaTt:ractors or CXll~iooers. 'Ibey avoid certain 
risks, may make no capital i.m;esb1ents, and can neverthelesc; profit fran tlieir 
expertise if the cxrrt:ract it.self gives preniuns of this type. 

58. Sane nu1 tinatiooal ooqx>rations have di.soovere::i the ad\'alltages of 
CXllTtract:.in} lcn.J eq;J, particularly in developing countries. An well-known 
internatic!la.l hotel chain does not own hotels; it merely runs them, 
standardizf.!S them, advises on their design and oaistructiai, and inootporates 
them into its l«>t'ld-wide reservation srjStem. other caipmies, whose 
cxmparative aavant~ is t.e::in>logical 1crlcM-how, have favoired t:.Ed'lnical 
assistance oontracts over direct im;esb1eut, because the CXllltract enables then 
to profit fran their knowledge without suffering JILdl capital risk in the 
process. 

W SUch swap; have been made quite frequently especially in Latin 
America. 

•' ' .... ' 
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59. Governments llx::reasi.rqly favo.ir cxxttractinJ art: for different reasons. 
'!he riskiness of asset ownership is hardly a oonsideratioo for them, due to 
their wide diversificatioo. Cl'\ the other harrl, si.ooe the private sector has a 
CDTparative advantage in managerial skills am perhcqE in techrological 
kl"Dorl~, GoYernment can reduce the costs typical of its CM\ management 
diffio.Uties. Cart:raL..-ts also have the virtue of bein} renegotiable, which 
redl:n>S the rusts of errors in decisioo l!Elkin:J. Furthenoore, legal 
restrictioos may rsJUire (or be deemed to require) cpvemment di.ra::tioo in a 
given sector, S1rll as health, Erlratioo or piblic utilities. 

3. At:tri.tim 

60. Ihe least ivticeable form of privatization is ooe in which the Government 
sinply ~ its way of initiatirg new projects am allows the private 
se::t:or to invest in areas that were formerly exclusive to tt.e state. By a 
proc:ess of attritioo over time, the state is expected to cart:rol fewer am 
fewer transactioos. 

61. 'Ibis type of privatization shruld be expected to cx:x::ur nabn"all y in 
cn.mt.rie.s urrlercpi..n;J i..mustrial izatioo, because the very ptooess of eoonanic 
developnerrt: shruld create new private actors capable of en:Jagi.rq in activities 
in which in an earlier st.age they cx:W.d not. Privatizatioo by this sort of 
attrition deperds largely 00 the lc:Xbyi.rq oolls of the private sector 
itself. It is likely that the Government will fail to notice the new 
capabilities of the private sector until the private sector begins to toot its 
oorn. 

62. It is difficult to CDJOeptualize the neasurenent. of privatization by 
st.ealth or attritioo. We t0.11.d have to have sane way of decid.in;J which 
pd vate invesbtent 1«lllld have been cpve! 1 u1e rt.al un:\er a fonner ecorxnic 
regime. It toAJUl.d be easier to depem. oo aiweqate statistics that wtW.d slxM, 
netting rut di. vesti ture, whether the p.iblic or the private sector was growi.rq 
in iltpJrtaroe in the national prodlrt. 

4. 9Jlgetitim 

63. 'Ihe previous discussion maKe it clear that pra1oti.rq ~ition is at 
tile heart of the privatizatioo del:Bte. 'lhose who resist privatizatil')ll in 
generdl do not question its objective - creati.rq free markets am efficient 
production - tut question whether divestitun· of plblic enterprises is the 
only way of attaining the objective. In sane cases the c;pal may be to .iJTprove 
managanent of plblic enterprises or to increase the eutp!ti.tiveness of the 
markets in which they operate. 'Ihus, if pcivatizaticn p:>licy is to be jWged 
by the directioo of Sldl p:>J.i<..y, it se3IS reasonable to examine this sort of 
shift. 
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D. .fri-timt:jm :in catlu!l)ly plaf'P!d a:u,,.ies 

64. '!he preoerli~ di&:l.E'.Sion has the inplicit assunpt.ioo that privatizatioo 
takt!S place in a mixed eoonaey where, however meek it might be, there is in 
fact a private sector and, !"oilever weak it might be, there is a fuoctiarl..B;J 
capital market. Privatizatioo in these eronani.es is essentially a matter of 
redef~ the tnm:iaries of private am plblic sectnrs. 

65. Privatizatioo in ce1Lt:ally plaJ'lnErl eca'Ddies, or camnand eoaon:i.es as 
they are sanetimes called, acxr.ri.res new clir!elsions. Market eoallCl'di.es rely oo 
Lri#'..ittrLi.oos ~d rules that have been established over a oentmy or DOre. 
Pl~ arxl rnntract laws; accounting an:i mnkruptcy rules; tax rodes; latnlr 
laws; tank an:l f i.naocial market supervisiui are the llDSt ctwi.OllS cnes. 'lhls, 
there already exists a legal and i.rstitutiooa.l market eoOJOfff framework :n the 
so-callErl mixed ecxn:nies. Privatizatioo in Slrll eoaon:i.es, therefore, <Ees 
oot I"Eltuire the creatioo of a new legal-institutiooal framework. In cart:rast, 
in (ex-)oentra.lly planned ecxn:mri..es soch ~ framelll'.>I'k will ~ to be p.It in 
place prior to or, at least, car nnitantly with privatizatioo C'a1seqUentl.y, 
a rapid privatizatioo is tom to he an exrnptiat rather than the rule. A 
siR}le ~isioo of "let us privatize" will oot ensure the transfoI11Btioo of a 
socialist ecxnny to a capitalist ooe. 

66. Major dlallen;Jes and dar¥]ers face the (ex-)cent.rally planned eooronies. 
A recent articJe Sl.Dllllarizes them as follCMS: 12/ 

Exactly IDi can a ce1b:al pl~ apparatus be dismantled with a 
minimal disruptioo? 

In what sequence shoold price cu 1t:rols be atanda1ed to avoid seria.JS 
inequity and possible viol~? 

How shoold a natioo qo atnJt privatizi.R} an eoorOfff ro.iprised 
entirely of state enterprises an:! stat:e-<M1ed assets? 

ihidl cx:rnes first, privatization of capital markets? 

Is i:x>litical and p.lblic SURJOrt best gained bf selli.rq or givi.R} 
away enterprises, and to wtnn - managers, ~kers, or the p.lblic? 

How narh, if any, should foreigl"lel'S be allc:Med to tuy? 

~tare the awrnpr:iate mietary am fiscal policies durirr;J this 
exteR:led period? 

~ See E.S. savas, '"Ille R:JcJcy Road fran Socialism", Privatization 
BeView (SpriRJ 1990) p. 18 ff. 
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2. Fa:b:Jts affectiJg lrivati.zat.ial 

67. Snlld these dlallerqes be met, then specific factors affectirg 
privatization will surface. 'Ihese are sui ggngris. 

Problem of ownership 

68. In centrally planned econanies the antrol of the carpani.es is in the 
harrl5 of managers an:l workers w00 own them in all rut legal name. 'lb be able 
to sell the catp:lllies the state has first of all t.o seize the control tBck 
which is tantaitn.mt. t.o renationalizatioo, an i.np:lssible task. Heoc.e, 
privatization efforts ~re that existi.rx.J mnagers, JX>t the state, fo:rnulate 
the plans to privatize. 

Identification uf assets 

69. Property rights are so blurred that it is i.np:lssible t.o distirxJuish the 
cx:mpmies fran the entan:JlE!llellt of SUR>liers, local government servia!S, arrl 
enterprise suwlied amenities. It is difficult t.o ~when the enterprise or 
the Govemnent begins or 51:.op;. 

Irrational organization 

70. 'lhe cx:mpmi.es are too vertically im:.egrat.ed to be econanicall y viable; 
they rely extensively on a si.rgle mqx>ly SUR>lier for lllJSt i.np.Its; am they 
are so roocentrat.ed in one spot that any factory closure is :t:xx.lm to devastate 
the local eroi ony. 

G:lvernment tureaucracy 

71. 'lhe GJvei1u1eut tureaucracy has been so st.retdled that the execution of 
privatization plans ~ upon the creation of new agerx;ies fran scratdl. 
'Ihese are short of staff wm, in aci:tition, are reluctant to awrove any deals 
for fear of bei.rg p>litically dlarged. 

Valuation of assets 

72. With no real asset valuations, cash-fluw analysis or marketi.rg plan, 
rdxx:ly has an idea of the ~ of a b.Jsiness. 'lhe lack of real acxnmti.rg 
means that none, least of all the managers or tureaucrats w00 nm the 
hlsinesses, knows for certain which firm; adi or subtract value. 

Financial mark~ 

73. Even the na;t dari.rg privatization att:enpt will JX>t be able to create a 
genuine market ecxxony unless an efficient finaocial in::tustry is also at 
harxi. Private banks arrl stock ~ are b:lsically missing in these 
ooontries, so are the skills to nm them. 
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J. '@lncirg of rijm;; 

74. '!he special dlaracteristic::s of the (ex-)centrally plarmed ea:ucmies are 
tnm to affect the determinatioo of sequen::i.rg the act.ioos to be taken in the 
transitioo to a market ea:nny. In oth.~ words, slnlld privatizatioo precede 
or follow the euouami.c reforms to transitioo? '!here mild be no si.rgle 
fOI111lla for this, nor is there a ocnsensus of opinion. 'Ihe pros am calS of 
ead1 sequerve is t«>rth a trief diSOJSSicn. W 

75. 'Ihe ecxnnic reforms to the transitioo to a nerket. eoorDUY entail, an:::D;J 

others, the free determinatioo of prices by market forces, currerx:y 
crnvertibility, li.beralizatioo of trade for a ClllpE!titi ve prodlrtioo am 
exdlc>Dje of goods, am acoeptaooe of foreign capital. 5tnlld these take place 
before or after the state enterpdses are privatized or restru::tured? 

76. If privatizatiar. precedes the freei.n;J of pri~, then in the a1EerDc of 
ma.rket determined prices it beo:w•ES iD'{OSSible to ascertain the enterprises 
that are worth savi.rg. en the other haOO, if prices are freed while state 
na::u:p>li.es are not dismantled, then excessive profits cxxrt:inue to reward 
existi.RJ inefficien::ies. 

77. If trade tarriers are lcwered prior to privatizatioo, then Sld:lerl 
i.nt:rcxhrtim of free trade will have the advantage of forci.rg tllP. state 
mnc:p>li.es to be cu1p:rt:itive in world prices am wwld help mnect the price 
distortiC11S of a:nb:al plarmin}. lllt, given the inefficiencies of state 
enterprises, they may not be able to face this SlDierl foreign cu1p:::titioo, the 
ma.rket may be tatterded with foreign goods, am the result may very well be a 
general collap;e of rutpJt am eq:>loyment. 

78. 'lb have finaocial reform precede privatizatioo am establish efficient 
bmks am capital markets is desirable, so that capital can be allocated to 
the right enterprises, rather than to the wnn:;J b.Jsinesses which has often 
been the case in oontrally planned eooucmies. en the other haOO, it awears 
rather difficult to create an efficient tBnkin;J system, Weri the existi1¥3' 
tanks hold a large annmt of bad loans which are lDlidentif iable, since it is 
inpJSSible to koow for sure the genuinely profitdt>le enterprises. 

79. Jobreover, pri vatizatioo creates QRXlSi tioo to the refe>rllli. 'lhis canes 
fran all interested parties woo stan:I to lose fran the pro:ess, Slrh as the 
rureaucrats, am workers am managers of the enterprises. SOOden 
privatization may arrest this QRXlSition drxi private CWleJ:'S can proceed faster 
am nore efficiently in the revival of the eoonanies. Yet, sOOden 
privatization is not without inequities, causin;J certain groups to enrich 
t:heni;el v.:s at the expense of others, am even the state. 'lhese inequities 
uOOermine p.tblic SlJR)Ort for ecumic reform. 

W 'Ihis question was recently disoissed in detail in David Manassian, 
"A survey of l:l.lsiness in Faster Ellrope", 'Ihe F.ootmist (21 SeptenileI' 1991). 
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80. In brief, there is JD si11ple arrl ready-made fornula for pri vatizin;J the 
ex-planned ea::>nan.ies. In fact, each CXllll'1try awears to have chosen a 
different mdality. 'Ihese will be taken up sul:Eequently when the experierns 
of selected mmtries are discussed. 

E. Final z M cb; 

81. 'Ihe intellectual tesis for identifyinj Governllelt intervention with 
limits on the free market is, in many cases, weak. But the subtleties of 
collective .pOOs provision, externalities, transaction a:ists, prd>lems of 
equity arrl irmne distri.l:lltion, oli~ly arrl nru:~X>ly behavioor will be 
inj9ct.Erl into what is essentially a political arrl ideolCXJical discussion 
carriErl ait before an urmrpreheudiRJ plblic. Am when the discussioo is 
taken up l7.f ldi:Jyinj group;, rrt to speak of latoJr federations or :EX>litical 
parties, the debate seems like a battle for the heart J1Dre than the m:irrl. 

82. \tllatever the debate, the reality sOOuld be examined. If we were to 
describe a cnmtry as havin:J done nothiDJ in the area of privatization, we 
woo.ld be in grave error not to take into aa:nmt the cxnii.tions in whi.dl 
ecxinani.c transactions are carried ait, both in the private arrl the p.iblic 
sect.or. '!here is evidence in sane countries that the restructurinj of the 
?Jblic enterprises will result in their greater subjection to narket forces. 
In the private sector there wwld awear to re less l'IDVe!llel1t tcward the market 
at the level of Govet1nreut i..nterventioo arrl regulation, altln.gh the 
maturat;'"tl of the eoornnic system in general provides natural forces in favour 
of 11Jll)re perfect" market corDitiais. 

IV. 'lKHII(JES CF~: CASE SlWIES 

A. TnhWnctjm 

83. 'lb give an inventory of all the privatization efforts throughout the 
world in a reEX>rt whose scope is limited is quite infeasible. W 'lhis 
section examines the privatization efforts in only selected countries of 
different socicrEX>litical envirn1D11ent. 'lhe case stu:ties it rontains analyze 
the experiences with different nr:xialities of privatization. 'Ibey also reflect 
the different. stages of emnanic developnent as well as the diversity in the 
EX>li tical system:;. 

84. AnDfX3 the developed cnmtries, Great Britain Las been the leader of 
privatization if not the originator. Its experience is certainly worth 
dwelling ~· atile, Mexico, arrl Hon:luras in Latin America refle....'"t bi«> 
diverse :EX>litical systems as well as levels of developuent. '!heir relative 
success, or failure, merits an awraisal. Malaysia anaig the scrcalled ra·ly 
imustrialized countries, arrl Hungazy, R>larrl, arrl Czechoslovakia anag the 

11/ For extensive inventory see World Bank, QIU~·. 
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ex-oentrally planned earoni.es ccnsti.tute fasci.nati.n]' exanples of 
privatizatiai. 'Ihe re-unificaticn of Eastern Gennany with West Germany gives 
rise to sui gelleris prd>lE!16, llbi.ch may mt be altogether relevant for the 
developi.Iq' or socialist c:nmtries. Hc:Mever, the naJality of privatizaticn in 
East Geneny is worth the review fran a theoretical p:>int of view. Qle 

ca.mt:ry in Africa, Tcq:>, has made serious attenpts 1nilards pri vatizaticn and 
their review is warranted. 

85. 'lhe analysis of this secticn is rDt tesed en field work, tut rather en 
already plblished swroes wch are ir..:licated clearly wherever aftJ!opriate. 
Nor OOe:s it represent an exhaustive assessment of each transacticn that has 
taken place. Rather, it c:uweys a gldlal view of the pdvatizaticn 
experiences in these cnmtries, urrlerlines the salient features, arrl draws 
ocn:lusioos far IX>licy i.q>licatioos. 

B. Qmt Briqjn DJ 

86. Britain's privatizaticn pt(Xjlam began in 1979 when its natialalized 
irdu.st:ries acxnmtal for 10.5 per cent of the GDP, 8.1 per cent of enplC7j111E!l'lt, 
and 15.2 per cent of gross cbuestic capital formaticn. 'lheir profitability 
had been signif icaJP-1. y below their private sector cnmt.eqmts even wben 
sutstantial sutsidies they had been granted are mt acx:nmted for. 'lhe low 
rates of return arrl large finaocial deficits which have dlaracterized them 
were largely the result of p:>licies that led to overinvest:ment arrl internal 
inefficiencies. PUblic interest was the primary ci:>jective of their exi.stena! 
and managers arrl m.in:isters alike were nede its praiDters and custodians. '!his 
internalizatioo of p.Jblic interest did mt lead to an efficient perfonnance. 
Lack of clarity in <X>Ipoiate oojectives, overlawi.n} respoosibilities, and 
excessive IX>litical .inteiventioo in ~tiooal decisioos resulted in 
detrimental effects oo pricin:J, i.nvestment, and internal efficiex:y. 'lbere 
was a great deal of dissatisfactioo with their performance which pressed for 
the advarrement of privatizatioo p:>licies. 

87. 'lhe privatization programne acn?lerated sharply in 1983. By 1987 the 
annual pttia!E!ds fran asset sales were~ L. 5 billim. Before 1984, 
the privatized firms ·~ in reasonably cutp:!titive imustries. '!hereafter 
regulated private enterprise came to be regarded as superior to 
nationaliz3tion even in natural JlalOlX>lies, arrl privatization p:>licies 
a<X}Uired unlimited~ in their awlication to state amershlp of imustzy . 

.121 '!his sectioo is tesed on the followirg works: David Clementi, 
"Privatization in in::rustrialized CXllllltries: the experience of the united 
KincJbn", Privatization: B>licies. Metlpds am Procedures, Asian Developnent 
Bank (Manila, Atiliwines, 1985) : c.ento Vel jaoovski , Sellim the state; 
Privatization in Britain, weidenfeld and Nioolson (Iallri, 1987); and 
John Vic.kers am George Yarrow, Privatization i An F.ronomic Anall'SiS, 'Ihe MIT 
PresS, (cantrict:Je, Mass, 1988). 
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88. Ollerall, the prin:ipal cbject.ives of the pro:Jianme were: 

(a) 'lb stinulate CD!p!?titioo arrl inprove efficien:y; 

( c) To redooe Government involvement in enterprise decision makirq; 

(d) To ease prdllems of plblic sector pay detenn.inatioo; 

( e) To widen share cwnership; 

(f) To en:xiurage enployee share CM'lel'."Ship; arrl 

( g) To gain p>li tical advantage. 

89. Major pieces of legislatioo were enacted to relD\le terriers to 
~tioo. 'Ihe i.nt:rOOuctioo of tutp:titive terrlering in antractinJ mt for 
the pru1.-isioo of p.lblic services (trash ex>llectioo, cat.erinj, cleanin:J, 
ocnstroctim, maintenaroe ~rk etc.) broke ckJwr1 the quasi-nvnt'P>lY enjoyOO. tr[ 
p.lblic enployees in their internal. suwly. 'lhe tzan::,.-fer of the enterprise to 
the private sector reduced the piblic sect.or borrowinJ requirement aoo the 
sale of assets meant that the GcNetnEnt oould cbtain fi.narD? witinlt having 
to issue debt. Privatizatioo freed the management fran political 
interf~. It also JJ[Ollided an exoellent vehicle to enharXE 
"property-ownin} demx:racy" tr[ offeriD} shares to the general EU>lic at a 
discnmt with ackli.tiaial bcnJses for the small shareholder. 'lhe sale of 
plblic sector hoosi.rg also was a significant element of prc::llDt:in} private 
property CM'lel'."Ship. 

90. 'Ille sale of p.Jblic enterprises has been the prime meth:xi of 
privatizatioo, al1:kujl c:art:racti.Jq wt has also been used, especially in the 
provisioo of p.Jblic services t1f local GcNernnents. Shares of cxmpmies to be 
privatized were offered for sale at a pre-determined price set t1f the 
Governnent. and were p.rt up for bids alxlve a mininun price also determined tr[ 
the GoYeIT11nBlt.. 'lhe cxlli>inatioo of an offer for sale and a tender offer was 
also used. In sane cases the sale was done in two or J1DI'e stages to arrive at 
a nvre acx::urate nerket price for the shares. To spread the ownership of 
shares am enhaJre "property-aming denvcracy" sales to the p.Jblic was made in 
installments and incentives were provided to en:nn-age the shareb:>lders to 
hold oo to the shares over a long period of time. '1hese oonsisted of 
mechanisms like free l:xlnus shares or free tax free vaJChers to custaner 
shareh>lder.s to set against }i1a'le am gas bills. 

91. 'Ihe eocanic am political suooess Of British privatizatioo pl:o:JI8lllle has 
been extolled widely. 'Ihe najor acx:laim is the expmsion in share aimership. 
urderprici.rg, especially in offer sales, cxmt>ined with price incentives, gave 
rise to sut:stantial capital gains, minimized the risk of capital losses, while 
the incentives eJ100lU"aged lcnrterm amership of assets. Despite the quick 
sale for profit t7f sane of the p.II'Chasers of the shares, the J'lUlliJer of 
shareholders i.raeased signific:antl.y. It was also a p>litical suooess sirre 
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it averted the h:lstility of the in:lividual investor;voters. Also, it raised 
oonsiderable revenue for the Goverrunent. Jt>reaver, state involvement in 
irrlustrial decisicns was reducro. 

92. ~, the progralllle has been, am is beirg, criticized for being weak 
in other l'.espects tihi.ch have redt.ra1 its efficiercy. 'lbe criticism is not so 
nu::h the failure of the pnxp:anne, tut that it catld have achieved 1IDl'.'e with 
efficiercy had sane of its measures oot been flawed. Qle criticism is that 
urrlerpricin} of shares has oot been without oost, for the Gc:Nernnent has oot 
been able to oollect as 11.dl reve-ue as it wwld have dooe had pri.cin} been 
dooe oorrectly; revenue was f~ to the annmt of the differerre l:lettoeefl 
the offer price am the~ market Jri.ce. 'Ihen! is also the ad:ied CXlSt 
in that to raise this differerre in taxes wwld have CXlSt W'Jt'e L for L Y'le!l 
aie acxnrats for the welfare losses generated by the dist.art.ion in resource 
allocati<D extra t.axati<D causes. 'lbe ~is ttus made that the sale of 
a given ~ of shares at hic:#ler Jri_oes tOll.d have all the resource 
allocati<D efficiency advantages of ltBp Stm t.axati<D p .us the virtue of being 
fairer. !21 

93. 'Ibis argument first ignores the inequitable iq>licaticns of a ltBp Slmt 

tax. Seocnlly, altlnql the :initial e.ffect of the sale of shares on wealth 
di~ih.Itioo ney have been inequitable, the free b"ade of the shares ai the 
stock exchan}e wwld have charqed the di.strihJtioo m arrt case. It stnild be 
ac:kied, hcN:?ver', that subsequent iri vatizaticn prncedures are a Uain;J at 
eliminatin} the flaw mentioned al:x:J\le. For exa11plt, the upxnirg sale of half 
of the Gaverrlnent's reiainin:J 48 per cent stake in British Telecxn is to be 
made at a price close to the current nerket Jri.ce tihi.ch will be determined 
srortly after the institutiooal blyers subnit their bids. 'lbe disrount to 
inti vidlal i.nvest.ars is to be minillBl. 29./ 

94. 'lbe secxni nme seriCAJS criticism to the privatizaticn ptO}Ianme in 
Britain is that it has oot devised adequate measures of ~ tiai am 
regul.aticn for the i.niJstries cxlnoeue.l. Rather, for :reascns of political 
expediency, the pr:ognw was carried rut hastily to widen share ownership am 
raise smrt-tena revenies to the Government. Cbrt:acles to caip!titicn have 
rot been l'.'BICM!d, am barriers to entry have oot been forcefully dealt with. 
'lhis criticism awlies to the secxni }:ilase of the ptogtames tih!!l enterprises 
with mqx>ly power 1oere privatized. Without sufficiently effective 
CXl!pti.tioo ani/or regulation, sutstitutioo of a private firm for a plblic 
leads precisely to a situatim where gains in economic efficiency camot be 

expected. 'lbe failure to introdua! such policy EaSUn!S before privatizin:J 
such irrlustries will uOOermine the &x:oess of aey privatizatiai progranme. 21/ 

l.21 Vickers arrl Yarrow, Qp. cit., p. 180. 

2QI see "Grunt>lin} aro Rl.mt>liDJ'', '1he F.oorunist, p. 102 
(16 NoventleI" 1991). 

2.l/ Detailed plans for the uixxming sale cf British Rail are expected to 
cxintain measures to restrain mouopoly atuses. See ''How to sell the railways", 
'lbe FLmanist ( 30 ~ 1991). 
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c. ~w 

95. Privatizatim in Oli.le is not ileW; it has preceded the privatizaticns in 
Great Britain "'1o is~ as the pimeer in this field. 'lhe grtMth of the 
µ..rblic sectnr in Chile began with the e:xn::mi.c difficulties provdced by the 
Great Dep:essim. 'Ihese loo to the establishment of a:RFU (Corp>racioo de 
Fanentu) in 1939 wtnse :involvement expamed into a myriad "f entities for the 
sake of naticntl in:iust:rializatioo an::i i.qx>rt sumtitutioo. Fran 1938 to 1973 
state enteqri.ses were set up in te:::hnology i.rrlustries; joint venblres were 
entered into; financing private sector in:Justrial projects b:>came a Government 
pter~tive; lan::i was transferre:l frail lan:l-awners to oo-operatives; 
Government ~red a.inership in the largest owez:- mines 'Whim finally loo to 
their natimalizatim; key local in:iJstries {}rlleri:.y, tut JYJt. exclusively, 
the l:enkin:} institutions) were nationalized; oampani.es an::i their assets were 
s:i.Jllply cxnfiscated Q'deL aie ~or an:Jther. By 1973 Ori.le had raguy 
500 ~. 'lbey ooot:ri.hJted 85 per cent of the prodlrtioo value in llli.niB,J, 
40 per cent of .ird.lstry, 100 per cent of utilities, 70 per cent of transExJrt, 
70 per oent of cxmm.mi.caticns, ard 85 per cent of fi.narcial services. '!heir 
aperatimal deficits atied significantly to a fiscal deficit of 24.7 per cent 
of CD> in that year. W 

96. '!be cxn;equerx::e of this vast pj:>lic participltioo in tll2 t!CXJlllDY has been 
the initiaticn of an extensh.oe scq>e of privatizatioo in 1973 followi.rq the 
demise of the socialist/&ll'Xist oriented Government. 'Ihe eocnni.c ix>licy 
switdled to a market oriented ooe with eipiasis en fi.narcial am trcde 
liberalization. '1he urderstarrlirg was that the retrerrl1lllent in the plblic 
sector an::i the in::rease jn its efficiency 11Dlld cure the auiClld.c pr:d:llems 
facin} the CXllD1try. 

97. '!be privatizatioo pttn!SS that began in Chile in 1973 had the d>jectives 
of demtionalizatioo, nncirq the llDll"ftiR1 deficits, an::i thereby arrest.iuJ 
the I1..ll'la'WlaY inflatioo that daainated the ecx:u:mi.c scene at the time. 
SJl:Eequently, the d>jecti ves were lxoadened to incllde "pcpllar capi tali.sm", 
i.e. assurin} broade:r participatim in the ownership of natiooal. assets. 'lbe 
ptLO:!SS can be broken <XM1 into five d.istirct. p-.ases. 

98. In the first piase (1974-75), ~ a::mpmies that \ere CO'Jfiscat:Ed by 
the Government were transferred l:8dc t.o their previws owners, am tlnse that 
were set up by the Government were au:::t:ic.n:rl off. JtJst of the transactions, 
therefore, ~.d not involve financial transfers. 

W 'Ibis sec.-t:ioo is bBsa:i en "Techniques of privatizatioo of 3tat:e-owned 
enterprises", cp. cit., 1be bj.g Ban)c, arrl "Privatizatioo in Latin America", 
I.atin Finance, SJA>lement (Mardl 1991). 

W See Latin Fir.arpe, cp. cit., p. 47. 
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99. 'lhe se::xni P1ase (1975-83) was guided moe again by the an:err. to limit 
fiscal de.f ici ts. PUblic enterpl:"ises were cxntinued to be sold thrcu:Jh p.lblic 
aocticns. 'Ihis piase of privath.atioo was dlaract.erized by f~ p:-ivate 
sector ~si ticns of the di vesteci aiterprises thrc:u;Jh the GoYerrlnent. 
Direct neiptiaticns were entered into with the 1IKJSt <ptlifierl bickier after the 
aoctim, ani a direct loan was made to the p.lI"dlaser after the aRJlcpiate 
<kM'l ptplE!llt was made. 'lhe transactims involved larqe ct:mestic ani foreign 
coqnraticns ani eq>loyee a::>-qleratives; ro in:lividual investDrs were involved 
in this stage of privatizatim. Sllultanecusly, ptrt was vested L11 peasants 
originally assigned to Sldl lam t:hraql CDllllJnal. ex>-q:>eratives, am !Br1: was 
sold t:hraql pblic au:::tims. 

100. 'lhe pri.nery objective of the third piase (1985-86) was to reprivatize the 
a::mpmies that had been privatized durirg the previous pases, with a view to 
re::U::irq the fiscal deficit, widen the capital nerkets, arr::l ~a JDre 

CXJUp!l.itive arr::l efficient natiaial i.n:llst:ry. Chile went ttu:oqi a se.'ere 

ecxnnic crisis durirq 1982-83. Its ea:nny was ptrticularly affected by the 
fall in its terms Of trade, the rise in interest rates, ani the al:rupt cut Off 
in the flCM of external credit. 'lhe tankirq lld.Etry was pnti.cularly 
affected ani the Gouernnent was ~led to bail mt EnY instituticms. 'lhe 
privatizatim ptcn::ss resuaei moe the energezcy was over. '!his was the pese 
of "pqular capitalism", tilhe!l small EqU.i:ty shares were sold ai credit to 
iJrli viduals, to eq>loyees, to civil servants, to pen:;iai turds, as well as to 
large investors. 

101. In the fa.trth pese (1986-1990) the Chilean Governnent: began the 
divestiture of the larqe i.rdJstrial COipotatims ani utilities, the d:>jectives 
beirq essentially the same as in the third pmse, i.e. widespteal equity 
ownership ani the possibility of placirq pblic enterprises mre awrqxiately 
in pri vat.e han:ls. 

102. 'lhe fifth pese (1990- ) is me of stardstill. '!here is a grwp of state 
enterprises (ootably in minin;J-t:rad:inJ, railways, ani the postal services) for 
which the neassary CX11Se1SUS for privatizatim has mt been readled. '!here 
is also a great l'Ullber- of enterprises for which the Gouennent has mt cxne up 
with clear intentims for privatizatiai, primarily because of the fear that 
moe the en+"....erprises are in the hands of the private sector the inplenentatiai 
of radical t.ectn>logical chaJqe:s could lead to nessive lay-offs or sutsidies 
my be required to ensure nrlniJlun profitability. 'lhe argtnent is also nede 
that the furrtioos performed by these enteqrises belong to the sfilel:e of the 
p.iblic sector am are best entruste:i to it. It ~ that the standstill is 
due rore t'.o lack of p:>litical will ani ideologically motivated mcerns than 
to any other argument, CXllSidering that the privatization achieved so far has 
yielded benefits l:cth to the Goverranent ani to the ecDJClllY as a wtx>le. 

103. 'Ihe msic method Of privatization has been the sale or transfer of shares 
through a wide variety of mechaniSlllS. one mechanism has been p.d:>lic atctions 
calbined with negotiations. tbst qualified biltiers at public au::t.ions have 
entered into direct negotiations where an agn:e1ert. was re2dlOO on the actual 
sale price of the shares am on thP. terns of payment. A secxnJ mechanism was 
the sale of shares to eq:>loyees, for which special legislation was enacted. 
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'nli.rdly, especiall.y at the beqinn.i.rg, initial offerings were restricted tD 
30 per cent of the shares in view of a nascent stock exdlarqe activity. 
Fairthly, nrst. state enterprises were first transformed into axporations 
before their shares were sold, arrl atly small percentages of shares were prt: 
m sale anrually in order tD create a nerket for them. Fifthly, shares were 
nede available tD pensim furrls ~ch have be.-x:me the nost ~ eleiert: 
in private sectDi:"" savi.rqs. Sixth! y, new shares were i S9lBd for sale to the 
piblic to furrl specific projEcts of state enterprises. Finally, payment of 
Govenment G.ebt wa.c; Jllade with a mix of shares in p:-ivatized cx:apanies. 

104. Sirre CXRFO was the ent:zepceneurial arm of the Goverrment., the 
organizatim to see ~ the prco:ss of pdvatizatim was set up within 
it. The caltral Goverrlnent set the c;µtls of the divestiture pttXJIW. 'lbese 
leI"e SlbaittEd to a::RR>;s 01n::il ..ni.dl :nade the final decisicns m 
privatizatim. 'lhe Privatizatim Cllmri.tt.ee, the idninistrative arm of a::RR>, 
~ the i.nlpleEnt.atim of the pr:op sal s ~ by the cnn::il. QD! 

an 8'ft.ezl:rise 11105 identified far privatizatim, the Ca.n:il ani the 
Privatizatim CUamittee detenained the percent.age of its equity tD be divest.ed 
am ..tlat form the~ shoold take. 'lhe li:>rlel.izatim unit ratima.lized 
all Goverrlnent-owre:l assets, restnd:ur:ed enteqri.ses, SCl'.eened pc~ve 
Wyers, nspt.iat.ed sales, am a>llected all ptynEnts by pJI'Chasers. 

105. Ol the '8>le, Otlle has been SlDessful with pci.vatizatim. Its 
experimce has sha.irt that if an adequate institutimal. fraJIB«>rk is set up, 
special i.rDentives are institut.ed for sae.11 inYest.ors arxi workers, legislatim 
is enacted to guide the participatim of larqe dcBestic arrl foreign investors, 
ani pitfails of ~ous attempts are avoided, a viable and efficient pci.vate 
sector can be created. It also cautions against p:-ivatizatim man extensive 
scale ~ capital ma.r.ttets are weak, an:I SliJ}eSts ext.eniin]' the ptt • mu-e 
over a period tD enable the cle"'1elopaa 1t of Sldl nerkets. ~, ownership 
ca1Ce1b:atim can be avoided if a careful ard cxnscirus policy of wide:slread 
a..inership policy, involvi.n:.J iID:!ntives ani financial assistance, is 
~lements:l, evel at the cost of {Utential reveme to the GoverTmelt. Perhap3 
the greatest lesson to be drawn f:un Chile's case is that p:-ivatizatim should 
folla.r stabilizatim ani liberalizat.im, if bmkruptcy ard reprivatizatioo are 
tD be avoided. 

D. ~'JAi 

106. Mex.ioo has pirsued a large-scale p:-ivatizatim pr:ogr:w since 1983 after 
a long period of ooorani.c develqment. ~licy bli.lt m state ownership of key 
industries E!llltraci.n:.J the view that the State alooe can def eni natiCl'lal 
resairoes ani the well-being of its people against the exploitation of 
outsiders ani entreprmeurs. 

W 'Ihis section is t::ased or. tha folJ.a.ri.n;J works: "Privatization in 
Latin America", ~. SUppla!Slt, Mardl 1991: Jose Arqel Gurria, 
"What Eastern ElJrope can Learn fran Mexioo", l.lltemational F.cona!ri, 
May/June 1991; Gu.i.llernP Banle:S, les¥ffi fran Bank Privatization in MexiCQ, 
wash.i.rqton, D.C.: '1t>rld Bitnic .1.992; Juan Ricardo Perrez EEcamilla Costas, La. 
.PD.vatizaci6o en ttexioo. 1982-J2rul, Instituto Tecnol6gioo Aut6nale de Mexia>, 
1988; a."'rl Ben Ross Schneider, "Party for Sale: Privatization am State 
St.:ren:'Jth b Brazil ani Mexloo", ~ml....Qf._lnterameriC<Jl)_~~ 
Af.1~, Winter 1986-g9. 

• 
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107. 'lhe year 1970 saw the sutEtantial :ioc:rease in the State's role in the 
eo:nny: hurdreds of new State fiI'115 were created, spen:lir¥J rose, rejlllatim 
became ext.tnsive, and land was expropriated. 'lhe oil di.sccNeries in the late 
seventies ~to prani.se a solutiat to the aurt:ry's pr001E!!l5, tut the 
pr:a;pa..t of SldEn wealth further precipitated them. Growth surgel, tut so 
did debt and the parastatal sector "'1ic:h i.R::luies not anl y the l::lls.i.re;s 
enterprises tut also trusts, da:ettralized el!tities and specific oomittees 
and caimissims. ~ 'lhe ndsmar.atjBieut of the ecauny resulted in 
hyperinflatioo, la;s of CDlfi~ in the c:xurt:ry, and a critical 
det.erioratiat in starDards of livilq. 'lhe ecxnnic crisis of 1981-82 
precipitated the natiooalizatioo of the l:Bnki.rq sector in 1982. 'lbat year saw 
the sllultanea.ls crises in oil, debt, inflaticn, grtll'l:h, and ~ 
relatims with the private sector. As CDlfi~ plurqed, i;rivate finis fled 
the aurt:ry. 

108. Privatizatioo was not central to the ecaaaic plan of the adllli.ni.stratioo 
in office, yet a BXiest pt<XjidiiiiE was aqred in 1983 and exparded in 1985. 
'lhe ptUJCW began slowly, tut turned into a vast, top-Jriority pt'Oject in 
1987-1988. Olly 23 finis were divest.al in 1983-84, tut by ai.~1988 765 were 
slated for privatization; in 1989 and 1990 a total of 353 entities were 
ptivatized or authorized for Jrivati:zatiat; atly 225 enterp:ises art: of the 
1,155 exist.in} in 1982 were in pj>lic awnershi.p by 1990; and by 1992 all the 
natiooalized tanks were sold to the private sector. 

109. 'lhe term privatizatioo, as it awlies in He>eim, has a wider m110tdtioo 
than is usually un:terstood. It is referred to as disin:xapxatioo 
( desi.n:x>rporacim) and incll.rles not only the sale of CDlpUli.es, camdssioos, 
trusts, etc., bit also their liquidatioo, exti.rx:ti.oo, ne:ger and transfer to 
State and local Goverrnents. 

no. 'lhe oojectives of the privatizatioo ptogrw were: 

(a) 1b raise ecxxou.i.c efficierx:y and prodlrtivity by respaidirXJ .better 
to nerket forces and raisin;J the quality of the services: 

(b) 1b reorient the State's priorities towards urgent soc.i.al services 
rather than usin;J scarce resairoes in cx:mp::t.itioo with private 
invesbnent; 

(c) 1b prevent the bleedi.n} of the plblic mffers by redlx:ing sutsidies 
and eliminati.RJ enterprises that are not c;pin;J ronoems; 

(d) 1b maximize Governnent's revenues by selli.rg the right fiI115 at the 
right ti.lie to tne right tlJyer. ('lhe gain of cnni.nistrati ve 
e><pertise fran the sale of smaller oc:u::erns at the initial stage 
enabled the sale of larger oora!I11S at a higher price at a later 
stage.) 

l.21 aetweerl 1977 and 1980, 90 per cent of the plblk: financial deficit 
01nSisted of the deficit of the parastat.als. In 1989 subsidies to t.~ 
entities represented a.lJla;t 9 per cent of ~, and pirastat.al debt reached 
80 per oent of the p.Jblic debt. 

,,,;,: 
7 
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111. 'Ille basic metlxx:l of sale has rot been open ?Jbli~ offeri.rq; in the stock 
market, since capital markets were J'X>t sufficiently developed to channel the 
sale of shares efficiently. Rather catpmi.es have been sold via closed bid5 
where the Federal Government has the ultimate aut:oori ty to decide. 'Ihe 
guidelines of disi.rrnrp:>raticn are defined by the Privatization <nmnissioo 
tt.at cxr.sists of representatives of several ministries. 'Ihe Government sector 
that wishes to divest of an entity sublli.ts a pz:q:XlSal to the Secretary of 
~ an:l Bl.d:Jeting. 'Ihe decision of the Secretary is subn.itted to the 
First Executive. l}l:a1 awrovaI of the Presidential de::r:ee by the 
Int:ersectoral Cl:mnissia1 of Finaocing an:i Sperrlir¥}, the Unit of 
Disirxx>qx>ration of Parastatal aitities, which is attached to the Ministry of 
Finance, aRX>ints a bank to perform the valuation of the entity an:i solicits 
the plblic to sut::mit bids. 'lbe banks prepare the pz:a.sp::L--tus, the 
t.edlnical-finaocial valuatim to determine the mi.n:llun refererve price, bring 
administrators~ with µ>tential blyers, am sul::mit the bids for 
Government's cxnsideratioo. 'Ihe Privatizatioo O:mni.ssim aRJrOVE!S the sale 
lJIDl reo••edation by the Unit attached to the Mini.stry of Fi.name. 

112. To oversee the pz:oooss of the sale of the banks ::. Bank Privatizaticn 
CD!mitteE was formed by Presidential decree. Its furct.ioos were to estlblish 
criteria an:i general p>licies for the process an:i fonm.tlate the ~if ic 
strategy for the sale of each tenJt. 'lhe cnmri.ttee cxnsisted of Government 
officials fran all areas related to finaocial activity. 'lhe l::enk 
pri vatizatiat process cxnsi.sted of qua.lifyin; an:i selecting the bi<Xlers, 
preparing the sale pz:usp::ctus, am annan:::ing the aocti.oo an:i its rules. ()Uy 
Me>d.can citizens, the Federal Gc7Jetiib2!Ut, Mexican develqwoor1t banks, am the 
Bank F\100 for SavinJS Protection were allowed to invest in "A" sta::ks. other 
Mexican ent'"-ities am finaocial institutiais mt CXJllLrollei by foreign 
:interests were alla.ied to invest 1n "B" shares. Foreign J01-public 
institutiais axl.ld invest in "C" shares up to 30 per cent of the l::enk's 
capital. 'Ihe au.,-tion oonsisted of closed bids. 'Ihe Bank Privatizatioo 
O:llrPittee reviewed the bids ard selected the winner msed en the highest price 
off~, provided that this price was higher than the previwsly detennined 
valuation. '!he final sale was decided by the Financin;J an:i Sperrlir¥} 
onrJ.ssion of the Federal Gover r a1ent. 

113. Cl1 the whole, Mexioo has ~ in privatizing l'1lllDE!I'alS p.lblic sector 
entities. By the m..milers, it is a world leader. 'lhe Gover1me.nt has en:led up 
in vacatirg totally tM industries of telCCllllll.Dlicatioos, autad>iles, 
~icals, soft drinks, textiles, haaes awlianoes, paper, china, 
aviation, oement arxl cxn;truction materials. Privatizatioo has been pnt..ial 
in steel, st.Jgar, an:i retallurgical products. 'lhe JOOSt significant sale has 
been that of Telefaxl& de Mexi.oo ('IUMEX). I..aboor has had a very flexible 
attitude in thi.s sale in that all ~ vote.d in favour of privati?.ation in 
return for jct> preservation. lic:wver, labwr has not always SlK:Oeeded in this 
e.rrleaVDll". In ~cases at least, the Goverrunent has Sliroessfully use:i 
privatization to resolve intractable latoir disp.rt:.es bj declari.n} loss nekiig 
CU1p311ies bank1:upt arrl subject to liquidation; this autanatically cancelei the 
exi.st.if'g latour cart:racts. 'Ule Mexican experimc-e also shi:xE, as in the case 
of O'.ile, that a viable aro efficient private sector can lead th?. way to 
developuent if privatizatioo follc:M> stabilization and liberali:;ation. 
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114. Like !llEt camtries in Iatin Anwarica, the reignll'q ecx:unk poliq• in 
Horrluras in the sixties arx:i the seventies was one of tt.e state assumin;J the 
resµ:nsibility of developert: t.hnujh its a«t enterprises. 'lhi.s was CXld:>ined 
with a policy of iJlp:>rt sutstitution wt'.ich protected the dcm:!stic production 
by p.lblic arrl private caipmies t:hraql exorbitant tariffs arrl sutsidies at 
the CXJSt of the crnsuner ~ Ifild high prices for low quality dcm:!stic goods. 
'lhe Central American 03mot Market me..-ely intensified these cxn:liticns. 
cnwn (Cbqx>racim Naci'Dtl de Desarrollo Irrlustrial) came to entiraoe a 
variety of imustrial am CX'llll¥"rcial enterprises that i.oclu:Sed a ganut of 
activities fran OOtels to steel mills, fran lal:x>ratories to shi~, fran 
furniture arrl dairy products to ~ mills. Cltly a few of these enterprises 
~profitable, wle the vast nejority were loos makers. CXIW>I, together 
with other state spcrasored institutions in finaooe, trade, arrl agriculture, 
became insolvent. SUl:Etantial disl:llrsements had to be made merely to keep it 
afloat. Acti.0.1 had to be taken. 

115. 'lhe oojectives Of privatizatioo were, CDlSE!qlleJltly I to: 

(a) Save fiscal S\lRX)rt funis by minim.izin} the drain oo fiscal 
resources the State-owned enterprises were giving rise to; 

(b) Redl.De, if oot stq>, an ever in::reasin} fiscal deficit; arrl 

(C) RedtDe foreign C'..IIIE!lcy ci:>ligations (al:nrt: 40 per cent Of the debt 
was attribrt:able to a:tWJI) • 

116. 'Ihe legislatioo that enabled the privatizatioo pr:oress was enacted in 
1985. 'lhi.s set the stage to develop a eutp:ehensive privatization pr:u:Jramne 
wch sutsequently led to technical assistance by IBAID,lltniuras to plan its 
iq>lenert:atioo, sinoe there was a dire need for qualified staff at all levels 
of the pt"OUSS. Many seminars ard ocnferesas were held to explain the 
benefits expected fran privatizatioo in an effort to oveicx:me the qpJSitioo 
of special interest group;. 

117. 'Ihe basic JT ~ of privatiZC!tion is the sale of the enterprises. 'lhi.s 
is to re 00ne ~a closed bid auction opt.fl to the plblic; strJuld there be 
no biaiers, then direct 1"10ptiation is resorted to. 

113. 'Ihe organizationr.11 framawork of the process consists of a Privatizatioo 
camtlssioo, a Valuation Ccmni.ssioo, ard a Technical Workin'J Group. 'lhe 
Privatizatioo catmission is formed by two reprE!f'.entatives eadl frai, the 
private sector, public sector, ard lato.ir. Its furrtioo i? to oversee ~.he 

29./ 'Ihis section draws fran the World Bank Qp. cit .. , ~~. 
~· cit., anJ F .M. Arnie, "'Ihe case for privatizatioo: ~ ~lcx;Jical 
issues", Privatization ard Deregulation in Globil Pe.r3w;;tjye, o.J. Gayle and 
J .N. Goodrich, eds., <)Jor.um Books (New York, 1990). 

,, 
,, 
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process. 'Ihe Valuation O::mni.ssion is a fiscal CX:tllll.i.ssion c:x:mprised of 
representatives of the .-.i.nist:ry of Finaoce, the central Bank, the private 
sector, arrl the Accountant General's Office. 'Ihe valuatioo reports of each 
stat:e-a.lna:l enterprise are first reviewed by the :respective b:lard aro 
sutsEquentl y awraised by the Valuatioo CD!m.ission to determine the selliRJ 
price. 'Ille Technical \ibrlting Group has the task of as.surin;J that the 
enterprise is free of any liabilities arrl cleared of any legal and f inar¥:ial 
otstacles. It awraises arrl evaluates the assets, recx:moerrls a divestiture 
strategy, arrl the af4l!'.Optiate sale price. Its report forms the Transfer Plan 
which is subni tted to the nenagement of the enterprise to be pri vatiza:l for 
its awroval- It then is reviewed and~ l:7j the Valuatioo Omni.ssicn. 
'Ihe tinai authorizatio.1 to divest, to set the strategy arrl the sale price 
rests with the Board of Direct.ors of the Enterprise. 'Ihe decisicn is then 
made piblic. 

119. Alt.00.XJh the magnit:Wes involved ney be small by internatiooal st.amards, 
the results of the pccx::ess have been significant for lknhlras. Foreign debt 
was ra1uced, new invesbnents were generated, arrl new permanent jcb:; were 
created, arrl this CD1Sideri.n:j that the OCJ.D1try lacks an envi.ronnent for 
privatization arrl a capital nerket throogh .nich to execute the transactions. 
'IWelve enterprises were privatized f:ran 1985 till the eni 1990. si.JDe the 
process began with the privatization of relatjvely easier cases, it is quite 
likely that the sutsequent results will be slower in foll~, because the 
reieinin;J cases are rore ~lex arrl involve difficult legal arrl financial 
issues. 

F. lll@Jsia Z!.J 

120. Malaysia's efforts to privatize derive directly fran the dismal 
performance of its &>Es which proliferated after the adoption of the New 
FaJnanic fblicy in the early seventies. 'Ihe di~i.nt.in} results am Iruge 
losses led to the reassessrent. of the role of the OOEs in the emuany in the 
early eight:iE.S. SCtne:! ~ shut down. New capital was to be injected into the 
remairoer to meet their equity needs, cut down their debt/equity ratio, aoo 
reduce state orwnership. 

121. 'Ihe OVer'lll objectives of privatization were stated to be: 

(a) To relieve t.hc financial am administrative b.lrden of the Goverrunent 
arrl reduce the size of \:he µJblic sector; 

(b) 'Tb p1acota cntp?titioo, inprove eff icierx:y, and iocrease the 
productivity of the SOEs; 

(c) To stinulate private ent.rc1preneursh.ip and investment arrl thereby 
aca;:lerate the growth rate of the ealllClllY; 

(d) 'lb ca:q>ly with the objACti•1es of the NEP in increasing the 
entrepreneurship of ethnic Malays (Bumi~) • 

W '!his SC!Ction is based on 'Ille ~rld Bank, QP• cit, .. 
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122. Basically, fG>.r metOOd5 have been util.izerl: sale of shares arrl issue of 
ne:.w equity; cxintractin:J oot; leasirg; arrl sale of assets. A o::mt>inatioo of 
outright sale, leasirg, arrl oontractirg oot has also been used. ftJwever, 
Malaysia ~ i.ncx>rporated variations into these methods to acx:umnlate issues 
arisirg fran the ethnic o:•ipEition of its IXJPllaticn arrl fran its CXO)eill 

with the eq>loyment oonsequerx:es of privatization. 'Ihese are spelled out in 
~ Government's "G.rl.delines of Privati7.atioo". '!he ~ protectim clauses 
prevent their displaa:snent arrl call far their alEorptioo into private firns 
urder terms oo less favorable than tmse they enjoyed while ~ in tre 
p..lblic enterprise. 'Ihe CMlleI"Sh:ip restrocturin} clauses distribrt:e the shares 
aJD:n} Bumip..rt:era ( 30 per cent) , other Malaysians ( 40 per cent) , an:l foreign 
i.riter~LS ( 30 per cent) • 

123. \tlleJl shares ~re offered to the piblic, these were initially limited to 
Malaysian citizens with special quotas for <pJert11De11t~ Bumi.prt:era 
institutions an:l far eq>loyees, pirdlase limits per shareholders, arrl special 
share; for the Government. In one case this gave the Government the right to 
a voire in general meet.irqs an:l to awaint a certain m.miler of the cx::mpmy 
directDrs, as well as dlairmen an:l managirg directors. rutEequent.ly, recairse 

was allCM.'!d to offerirq; to international investment institutioos; or, foreign 
investors were allCM.'!d to acxiuire share; in the secxniary market after the 
cxmp:mies ~ listed on the Kuala IrnrpJr stock exchange. In a third case, a 
state-owned natural :nnqx:>ly was sumtituted by a private one with the newly 
fanned private carpmy initially aa)Uirirg 51 per cent ownership an:i the S'"l.4te 
p:issessirg 49 per cent; i.nmcJYable assets arrl lan:l arrl bri.ldirg were leasal 
fran the state; arrl a managenert: cx:tltract. was agreed upoo. sutEequentl y, 
shares were offered to the plblic with a special qoota for enployees. 

124. 'Ihe organi7.ation in charge of privatization is the Privatization 
Ccmni.ttee whidl has the respaisibility to plan, narl.tor, co-ordinate, arrl 
evaluate the progranne. 'lhere is also a Privati7.ation Secretariat umer the 
Director of the Privatizatioo Task Force. '!he Secretariat sets up tedlnical 
CXlll!littees that cxniuct privatization sb.xiies am prepare am analyze 
zepozts. 1hese are awraised by the Privatizatioo ca:mittee. '!he final 
awroval rests with the Cabinet. 

125. '!he result has been, especially at the initi:il stage, a slai process 
towards pr-ivati7.atioo despite tt.e Government's political cxmni.tment to that 
erd. 'Ihis slai pnxkSS has st:enmed fran various causes. Qle factor was the 
existing weaknesses in the organizational ~, whidl, altln41 
seemirgly structured am systenatic, have yet to function effectively. 
Secondly, despite the Government's <Xlllllitment, there has been oo total 
divestiture; the state has retained in all cases a sul:Etantial share in the 
cxmp:mies, an:l, particularly in one (airline), it has maintained the decidirg 
vote in major decisions. nrus, the di vested enterprise, in this particular 
case, has been unable to restructure it..c;elf. It may have bec:xlne less 
depenjent oo the Goveuarent for its financial needs, tut it has not been able 
to cast off the political interfeteilOe in its operations. 'Ihirdly, persoonel 
p.:>licy principles that guarantee the i:np)ssibility of restrocturirg the labour 
force of the enterprise have closed the door oo any step; in that area to 
assure, if rot increase, the efficierx:y of the opezatioos. 'Ihis fr> a major 
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mnstraint en the pri vatizaticn prograntne. An acHai dinelsicn is the 
preoccupation with ethnic balance in the rusiness S€Ctor. Divestiture as an 
.instnment of ownership restructuring is a very ncble ooject.ive. Yet the 
neans through whidl. Bumiprt.era participation in eronanic activity is to be 
achieved was cxn:;,eived as pm::hases of CDIPlJlY stock thraql piblic sector 
foumations. 'lhe uninterrled result has been an :irx:rease in state 
participaticn in the ecxn::my rather than a cutteck, an:i a decline in the share 
a.mershi.p of foreign capital, whidl. the Government is attenpting to restore. 
In ackliticn, despite the oojective of prarot.in:J ccq>etitim, as specified in 
the Guidelines, Govenmert: interf~ in decisicn naking of the di vested 
enterprise has actually .i..nplied m significant dlaR}e in operatioos am m 
iocrease in mnpetition. Finally, it nakes little sense to suOOtitute a 
private ~ly for a p.Wlic naqx>ly, lDll.e.ss the l~ framework is dlan:Jed 
arrl a ~atnry fraJIB«)rk is provided for the new CDtpmY's operations. 'Ibis 
has rot been taken into acxxxmt in ear lier attell'1t:S, b.It has been set up for 
at least a later one whidl. involved the privatization of teleaarm.mications. 

126. It is futile to enter into the oLject.ives of privatization in a 
pre-a!lltrally planned econany when it is ~irq an almJst 360 ~ 
transfo:rnation into a narket oriented one. '!he eoonany will have to change 
fran one where alnnst everyth.in;J was owned by the state at me dan:i.nated by 
private ownership. Privatization as such is the furrlamental eleroont of this 
reform. It is ideology pir excellerx:e. "11at is int:erest:.in;J, therefore, is to 
examine ~ the trarisformation process is visualized ani being iJ1¥>lemented 
'-1herl the institutions cxntucive to a sroooth passage to a western style 
deloocracy with private ownership arrl a narket oriented eoonany have been 
absent for decades am are now being l:llilt fran scratch. Czechoslovakia has 
resporxied to this challen:Je by i.ntrodocing wide ran;Jing eoo11ani.c reform 
propa;als whidl. ront:ain anti-inflatiooary eooroni.c stabilization policies, 
liberalization of a wide ran}e of danestic arrl import prices wd of current 
acxnmt transactions, ernagement of private foreign direct invesbtent, 
makin;J the s:>Es fiMJX:ially responsible arrl their nanagers a<XXJlD'ltable for the 
results, arrl prot.ecti.ng tmse that stam to lose fran the entire adjustment 
process. W 

_w 'Ihis section is based on Milan Jurceka "Public finance in the 
process of the transformation of the Czechoslovak econany", prepared for the 
47th O:n:Jress of the International Institute of Public Fi.nan:e, 1991; r:Bvid 
Manasian, "D::>n't give up now: a survey of blsiness in Eastern Europe11

, '.lbg 
Eb'.Jncmi,st ( 21 SeptEri>er 1991); l)Jsan Treska (Project Director of the Voocher 
Privatization, Fed. Min. of Finance, Prague), "Why ani haii to privatize in 
}X)St-a:mm.mist oountries: the case of Czechoslovakia", oo date; UNIOO 
CZecboslovakia; IOOust,rial Transformation aoj RE;generat.ion, Vienna, 1992; am 
Martin Kupca, ''Transfonnation of <Mnership in Czechoslovakia", Soviet stu::lies, 
Vol. 44, No 2, 1992. 

W 'Ihese are attx:xtierl in the "F.a:>nani.c Reform Scenario" adopt.ad in 
Ctt..ober 1990. 
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127. ProckBi by this need to cutfront the eaxonic oojectives of price 
stability arrl ~ while a<:XXqllishing a daoocratic organization for its 
society, Czec:OOslovaki.a has aOOpted a cxmi:>inaticn of metnrls in its awroacn 
to the task of privatization. 01 the other harrl it resorts to the direct sale 
of plblic enterprises to interested b..yers, i.ocllllin} foreigners, throu:Jh 
p.lblic auctions; en the other hand by novel means it tries to assure that at 
least pirt of the <:MlerShi.p will retain, at least initially, with the people. 
'Ihis part of the progra:rme ai.116 to nake stoc:kholders rut of citizens arrl 
inject into them a sense cf i.nvolvenent in the cnmtry's affairs. It carries 
no pecuniary benefit to the Goverranent. 

128. Many small enterprises (oot:els, restaurants, stqs, workshop;, arrl Stllall 
manufacturing units of local ilrp:>rtanoe) have already been sold directly at 
auction to private investors in 1991. It is l'XlW the tum of big cxmpmies, 
whose J1liltt>ers t by one esti.a"lBte t exceed 4 I 000 • 'lhe guidelines to their 
privatization are laid down in the TransfantBtion raw of 26 February 1991, 
whi.dl entered into effect on 1 July 1991. '1he law defines three methods: 

(a) stamard sale: tlie direct sale of the enterprise or its assets to 
danestic or foreign investors; 

(b) Sale by .investnent vwdlers; 

( c) Joint ventures. 

129. A privatization project has to be prepared for ead1 enterprise. '!his is 
entrusted to the enterprise itself upon its designation by the ministry to 
whi.dl it is attached. 'lhe relevant infonnation on the finarK:ial status of the 
enterprise arrl of its value is oatpiled. into a pru::;p::£tus whidl is made 
available to investors. UpJn authorizaticn by the Ministry of Privatization 
to :ilrplement the pt"()C8il rre, tt.e enterprise is transferred f:ran the ministry to 
whi.dl it was attached to the National Property Fum who then urxlertakes the 
sale. 

130. A1xx.rt: half of the ra.J#ll y 2, ooo enterprises to be privatized. in the first 
of the b«> "waves" in early 1992 will be sold by inv-esbterlt vadlers. '!his 
requires first \:he ireorpozation of the enterprise so that the assets can be 
held in shares. Not eligible for privatization via vouchers are enterprises, 
specificaliy excluded in special lists, that are stated to bP. of plblic 
interest. 'Ihese are the utilities arrl providers of vital plblic services, 
such as the majority of hospitals. M:>reover, only part of the enterprise may 
be sold via vadlers, if prq:etty restitution cnnes into play or if the state 
decides to sell part of it for cash. Usually restitution has priority. 

131. '!he VOldlers are CXX1tai.ned in a OOLqXJn txJok that CXll1ta ins an acxnmt of 
1,000 p:>ints. 'lhe txlok can be p.irchased for 1,000 crowns (non-refundable), or 
rcu:jlly US$ 30, to rover the oost of the operation. All irW.victJal.s will 
begin with the same rnmdJer of vouchers. '!he points are for use in the 
p.II'dlase ot the shares of the cnipmies of investors' cho::Jsinj ~ 
information on voucher privatization arxi the ~i..f1~ plans are made plblic. 
'!he vad1ers are not traded, tut the shares will oo dS soon as they are 
received. (A stock market is expected to function ~Jf mid 1992. ) 

.. . 
,, 
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132. 'Ihe i.rrlividuals can awly for any nuniJer of shares in any enterprise to 
be privatizerl. '1he price Of each share am the 11'...miler of shares each 
pra;pective Wyer will acxiuire is expressed in points. If in the first rourrl 
the sale via vouchers is urdersub5cri.bed, the price remains "'\S is. If the 
sale is oversul:EC:riberl, the orders are carvel.Erl while the investor 
registration of points remains effoctive for the sutsequent :ra.url5. '1he price 
is readjust:Erl in several sutsequent rounds mrt:il the ex>rrect price is foom 
for the points initially registered ard all shares are dispensed. In other 
words, the "value" of the enterprise is det.ermined in points l7f the private 
investors' denarrl for the shares of the enterprises. 

133. Inii.viduals can aaJUire shares also imi.rectly 1:hrcuJh GcNemment 
awrovoo investJnent privatization tums whi.dl are oorporatialS wta;e assets 
cxnsist of shares pun:::hased with i.nvestJnent var.hers. 'Ibe irrlividual woold 
deposit his points with the Fl.mi ard his share woold be the proporticn his 
points cxnsti tute in the total points invest.Erl in the F\n:i. 

134. Cbe advantage of the scheme is that it is relatively si.nple to administer 
arrl fast. Given that t:raditiooal sales llEth:rls can take an extremely lcn;J 
time, privatization may never get cff the grcmrl. 'Ibe expec'""....aticn is that 
managers am workers will bid for the shares of their am firm ard that their 
management will give it at least a dlance to furci:icn efficiently arrl 
CXllltrib.Ite to the r:eo:JVery of the axnmt, salEthi.rJJ that leavin} the finis in 
state harrls has not acxx11plished. A secaid advantage is that it is a fair 
metln:l of asset diSEXEfil ard share ownership ptt111Jtim. Each nenher of the 
society will be~ as nuch of the CD1pBJ1y after privatization as he/she 
did before urrler p..iblic ownership. 'Ihe ml.y differerDe is that there is the 
freedan to vary one's share of the eutpany. Also, there is oo need to w:>ny 
aOOut asset valuation, pricirg, lD'Xierwrit.in]. Price initially is expressed as 
i.nvestJnent points; arrl the market will dete.nnine the price of the share when 
tradiDJ begins. 'Ihe disadvantage is that the sdleJE does not raise revenue; 
nor does it i.ntrcxtJCe new capital or expertise into the ecDouy. 

135. It will be interesting to dEel:ve the out.cune of the venture. 
Certainly, the perfornence of the Czechoslovak t:nu:ny ~x the scheme is 
carried throogh will be a test case to study arrl derive lessoos fran. 
Preliminary iniicators for 1992 SUJJeSt that the decline in GDP will be halted 
towards the em of the year ard there will be a l'llJdest upturn in its qrcMth 
thereafter. '!he cn.mtry has enjoyed, at least partly due to privatization, a 
oot negligible inflai of foreign irM..sl:Jllent (US$1.7 billion l7f 
Septent>er 1992). 'Ihe pr00le!16, ~, are far fran being over. '!he split 
of the c:nmtry into n.u sepll'ate :replblics is l:x:Junj to have adverse 
repercussions whidl may be mre serious in Slowkia. 
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136. Privatization efforts were initiated in R:>larrl in 1989. 'lhe first 
version of the privatization law presente:l to the Parliament in AUtunl1 1989 
had a general ~that reserilled the British ncrlel. It envisaged the 
transfornetion of all 3>ES into joint stock cxmpmies with all shares awned 
first by the Treastny foll~ by the piblic sale of shares with a 
pre-detennined J"lUlliler bei..rg rese.. ved for the workers. 

137. 'lb.is initial awroad'l was revised sul::sequently due partly to worker 
pressure arrl partly to the lack of cbnestic capital arrl valuatioo prdllems. 
In July 1990 the R:>lish Parliament enacted a new privatization law that 
provided a geeral arrl very flexible framework allowi.n;J for different methods 
of privatizatioo arrl different forms of a.mershi.p. '1hese were: the free 
d.istr:ihltioo thn:u]h VOJdlers, the sale of shares, im.i vidual arrl cxmm.mal 
property, arrl eq::loyee CMlerShi.p. the prcn::s.~ was to be overseen by the 
specially set up Ministry of o.inership Transfarmatioo (HJI'). In aclii.tion, a 
stock exchan;Je arrl a secm--i ties cx:mnissioo ~ to be established to 
facilitate the transition fran the oaimm:l to the nerket ecaony arrl establish 
the necessary fa.udations for a well-fun:tioni..rq private sector. 

138. Early in 1991 the Govemment made plblic its progranme (Pro;J!am 
Prywatyzacji) caitaining two l:esic tenets: Privatizatioo of half of the 
present State-owned sector within three years, arrl adlievi..rg the sanE 

a.nership structure as in Western :rurope within five years. 'lb.is resolute 
stam steas, at least partly, fran the fact that 1.Dltil the en:i of l~O the 
procedure was tased oo voluntary applicatioo. As a result, ally a small 
fractioo of the R:>lish ecaDUy was privatized arrl neither was the HJ1' fully 
furrtionin} J'X)r had the State-cMled e.nte...~ises (OOEs) taken finn decisions 
ato.rt: enteri..rg a particular pri vatizatioo track. 

139. '!he privatization process in R:>larrl can be grooped urrler two headi.nJs: 
privatization of the &>Es, arrl privatizaticn of small enterprises. '1he first 
turned cut to be a JIDSt ~Heated pnn:::ss. '!here were sane 8, 000 SOEs, 500 
of which were very large enterprises each often etployi..rg 10, 000 t«>rk2I"S or 
m:>re. '1he original awroach was to offer i::n.ares to the general plblic on the 

]Q/ '!his section is based on the folladn:J works: Jeffrey D. Sachs, 
1'ccelerating Privatization in "Astern D.JrQpe: '!be rose of Pola@, Helsinki, 
\tbrld Institute for Oevelopnent F.oonomic Researdl, Sept. 1991; I. Grosfeld arrl 
P. Hare, Privatization in Hungacy. Polarxi am CzeciJosloyakia, London: Lemon 
School of F.conanic:s, 1991; Jerzy Gajdka, Privatization in Pola@, college 
Parle, MD: cram, Univ. of Maryland, 1992; arrl Marek Kozak, "OJuntry Paper: 
Poland", Paper presented in the seminar on Imustrial Rest:ructuri.n;J within the 
Conte>et. of Macroeoonanic Stabilization and Piop::!lty Rights Reform in Eastern 
furopean Countries and the Russian Federation, Vienna, 20-30 cxtober, 1992. 
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open market. 'Ihis, hc:Mever, was frau;tit with the darqer that the cxmm.mist 
"ncnen::lature", 1'txlse living stan::iard was relatively higher, CXXJ.l.d acquire the 
majority of the ~ in the free nerket. Also, there was an acute shortage of 
private capital in the cnmtry. ftlreoVer, even if the "JDDer"K:lature" cn.lld 
have been terred frcm aaiuiri..n} the ne jority of the shares, the pux::ess cn.tl.d 
last several decades. 'lhe proress was also quickly nerred by valuatioo 
prcblE!16 whidl proved to be insuperable. Herr.e, the methJd of allocat:inj free 
vadlers exdlar¥}eable for the shares of the enterprises fwn:l neny suwort.ers-

140. '!he result was a ampranise. <llrrently the privatizatioo of the~ 
ocnirs by offering third parties shares in a cx:mpany that evolves fran the 
transfOl"llBtioo of a SlE (owned by the state Treasury}. 'lbi.s is called capital 
privatizatioo am cxnsists of two stages. First, the S::>E is transformed into 
a CU!plf1¥ still owned by the state (the process is ~led cx::mnercializatim); 
secon:i, the shares are offered to third parties. In turn, the shares a.«lE!d by 
the State Treasury are sold to private t:uyers in either an aoctim, or t:hnujh 
p.lblic offerings, or thrcu;Jh invited negotiaticns. 

141. Vcu:ilers are to be distri.l::uted free of charge in equal anomts to all 
Polish citizens resident in the cnmtry. 'Ibey can be used to acquire shares 
issued as a result of cxmnercializatioo. '!hey can also be used to acquire 
title to participation in ''nutual .investment turos" whidl have at their 
diSJXJ&il shares result.in:! fran cu111ezcializatim. 'lhe vc:u::hers can also be 
used to ClalUire enterprises or integrated parts of the assets of SlES. 

142. srtall Blterprises, such as stq:s, restaurants, apartments etc., were 
first transferred to local aut:OOrities that tEcame respcnsible for their 
privatizatioo. 'lhe transfer of pr:qlelty rights to private harm was rapidly 
initiated am yielded renarkable results. ~!-scale enterprises 
nushroaned. Nllle in 1988 there were sane 650,000 l.Ul.i.Irnqx>rated enterprises 
in Polam, their l1UJli:ler is estimated to have junp:!d to 1,400,000 at the erxi of 
1991. 

143. Privatization opened Polam to foreign irn.restment that can JX:JW 

participate in privatization in a l1Ul1iJer of ways. Foreigners can purdlase 
shares fran the state Treasury by means of joint ventures with Polish 
partners, or can establish a ~lly owned CDlp3J'ly. No permission is needed 
fran the Goveunoent in establishing a joint venture (unless activities are in 
a restricted area), am profits earned fran i.nvest:ments in Polam can be 
repatriated without restrictions. At the erxi of 1991, ~ 2,000 private 
cxmpm:ies were operative in Polarrl, 75 per cent of whidl were joint ventures. 

144. Polam's awroach to privatization, sanetimes called the ''big bang" 
aRJI"OOCh, is yet to be fully appreciated. It is certainly mvi.1¥} ahead 1'11.dl 
faster than in Hurv}Cuy or Czechoslovakia. 'Ihe Govei1n1ent still maintains it.s 
goal of privatizing 50 per cent of the state-owned sector by the end of 1993. 
'Ihe mass privatization project is far fran over as yet, am the major portion 
of GDP is still produced by the p.iblic sector. ~, sane preliminary data 
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are t«>rth cxnsiderirg. 'lbe private sector's share in irrlustrial outprt: abo5t 
tripled fran 8.9 per cent in 1989 to 22.5 per cent in 1991. 'Ihe share of 
cxn:;tructiai ra;e fran 29 per cent to 43.9 per cent ani retail trade fran 4.8 
to 70 per cent durirg the same pericxi. .1l.f 

145. It loOlld be naive to cxn:lu:le, l'x:w:!ver, that privatizatioo, as sin:essful 
as it al'{lAars, will be with:Jut prnblaJE. '!he e:xnny is still at the 
tran.siticn stage, am a variety of solutiais are still needed within the 
Polish socio-ecuonic framework. W 

I. Ir tgu @nRr1Y DJ 

146. 'Ihe demise of the German Dem:atic Replblic in 1990 ani its wtlficatiai 
with the Federal Replblic of Gerneny extemed overnight all Federal market arrl 
political institutims to this ex-centrally plamed axn::my. All Federal 
legislatiai tEcame effective inlnediately, am refonn of the l!D'letary system 
lDlified the ti«> ~ies. 'lbe privatizaticn of the entire ecx:u:any began. 

14 7. 'Ihe process is carried cut by Treuhan:i, the State aqetrC'f that was set up 
durirg the last administratioo preoedirg the wtlficatioo. It is the legal 
owner of nnst of the previwsly State-owned properties. Its function is to 
privatize ani reorqani.ze these pcq:ert.ies by means of sales in the market. 
'!he aqet'C'f keep:; a large catalogue, also available oo cxmp.!1:er disc, of firms 
that are beirg offered. Public utilities are exclllied; they have been haOOed 
OVP..r to the nunicii:alities. fotlst of the forests have also been returned to 
local CXlllllJJlities, t:h:u:Jh the aqercy still oolds privatizable lani. 

148. 'lhe sales of the cx:mpmies to be privatized are rot made via fOI11Bl 
bicklin;J pcooednres; rather they rely oo the offers made by potential 
pirchasers. 'Ihe highest bidder does rot always walk "CNa.Y with the prize; 
rather the Tralhani seeks the best overall package for the firm oonc::euied, 
inclu:tin;J invesbient pl~ am jci> guarantees. '!he enterprises are sold as 
a whole aft.er they are divided into cxnpetitively sized sellable writs; they 
are rot restrlci:ured into corporations whose shares anxne tradeable in the 
stock market. 'lbe ra.mb?r of firms involved is si.nply too large for their 
reorganization prior to their privatization. 'Ihe restnd:urirg pnx::ess is 
left to the private pJI'Chaser. 

11/ See J. Gajdka, q>. cit., p. 16. 

W For the elucidation of such solutions see Marek Kozak, '3>· cit .. 

W 'Ihis sectioo draws t:asically fran Hans Werner Sil'ln, "Privatization 
in Fast Germany", paper prepared for the 47th Corgress of the International 
Institute of Public Finance ( 1991) ; OEX:D, OfXD F.oonanic SUzyeys. GermaQy, 
Paris ( 1991); and ''Privatizirg East Germany", '1be F.corx::mist 
(14 Septertler 1991). 

-~~ - ~-- - -----~--~-----------.....J....___...a.. _______________ _._.______.____ 
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149. Apart f:Lall selli.rq a iarge l'Ult:ler of small l:llsinesses (stq:E, DJVie 
tnises, 1.--estam ants, etc. ) l!lJSt.l y to easter Germans, the process has been 
rather slc.w for ver/ marry reascns. For one, atait 30 per a!l1t of the ~ets 
has to be returned to their previQJS owners. W 'lhi.s is an en::>IllDUS ar.5. time 
CDlSlmlin;r task, gi'.1en the diffia.tlty of establi.shin:J l8'1aDi>igtDJSly to 1ih:ln the 
prr:iperties ;--eI<:n:], since in neny cases lcm:i reqistratioo is al:Eelrt:, and 
pr-cperti~ were ran:ganized frequently in previous years and 111iJY have had 
different cwners at different tililes. 'lhe possibility tllat potential a.iners 

cntld st.op all legal transactioos has ircreased the risk to potential 
i.nvestms in aclii tioo to reducin::J their i.rrenti ve t.v urrlertak~ ~· effort . It 
has also ne.:ie the tenks \Dlii.llin;J to aca!pt: the propei:ties as mllateral for 
c:redi t. Th' 

150. Sea:n:lly, the policy to sell entire CD!plllies, as mentiooed arove, limits 
the J'IJlliler of pr...ential pirdlasers am slc:MS d:::w. the pcivatizatim prcn:ss. 
'Ihis ntri:ler is ftnther restricted by the fact that the assets CXJUld not be 
used as collateral recause of the diffia.tlties in Clllfi..rmi.rq the legal 
prq>erty rights, am because of th.? lack of equity in the harrls of eastern 
Germans that watl.d have qualified then for loans. 

151. 'Ihirdly, the size of the pri'IT3tizatioo itself carries dramati~ 
nea:oecnoni..c illplicatioos whim deter the illplment:atioo of the process. 'lhe 
receipts frcr, the sale of exist.in:} assets ~with the new priva+-..e 
investment and ordinary~ bD}et deficit for da!oeo-tic privat.e savinJs 
arrl capital iJlp>rts am lead to an in::rease in the interest rate an::! a decline 
in the capital value of the asseLs to be privatized. 'Ihis gives the Treuharrl 
a sUOl ICJ inoenti ve to slCM down the process. 

152. Finally, it stx:Juld be eq:tlasized that the privatizatioo prccess is not 
beiTICJ iq>lement:ed in a vacwm, .tut si.nultanecnsly with the provisions of the 
German mtlficatioo policy. Qle mtp:ueut of the latter was the CUI"IelCY 
conversioo at par whidl has led to a dramatic in:::rease in wages. 'lhe 
introducticn of the West Gernen collective t:mt;Jai.ni.TICJ syst:en has also led to a 
high technology, high wage policy which has been used to coq:e1Sate for the 
differences in the two regions of the mtlfied OCJl.D1t:ry. Bath factors have 
cxxrt:ri.t:uted to a dramatic increase in wage rosts to levels far al:x:JVe the 
QRJOrtunity rost of lalnlr an::! a severe reduction in the market value of the 
assets to be privatized which may have discn.Jraged their sale by the 
Treuhan:i. It is quite likely, however, that had they been sold, the new 
CM'leI'S "°1ld have restructured the production process an::! turned them into 
profitable enterprises. 

]!/ See D. Cornelserl, "Privatization: 'lhe exanple of Fast Germany", 
l.ll1J1.lblished manuscript, Deutsches Institut fiir Wirtsr..haftsforschung (Berlin, 
1991). 

121 'Ille "Cbrt:acle ReJtoval Law'' of March 1991 goes sane ways into 
improving the situation in that it favours the investor over the previoos 
owner arrl protects hi:m fran future catp::nsation clai.ns by the latter. See 
Sinn, op. cit., p. 6. 
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153. 'Ihus, if privatizatioo has n'.Jt led to expected results within the 
foreseen horizoo, has cause:i prodlrt.icn costs arrl the Ui'lE!l!tJloynert: rate to 
soar, arrl did r¥Jt yield the expected rel."eRJe fran the sales, the blame to a 
large extent lies with the elements of the uni.ficatiai policy, arrl their 
inpact: ai the ecnony. Cbli<:USl y in East.em Germany's case ad:litiaial 
measures are neeied for tb:>lesale pdvatizatiai to SlXDOOd within the 
putia.ll.ars of the CXlU1ltry. JW 

J. Rwgn:y 11/ 

154. H1m;Jary already has experi.nelte:I with nerlcet type policies am management 
since 1968, thus its situatioo is rr:>t wiUnlt peculiarities. Olrrently, 
measures have been taken to restore finaocial equililrium am~ ecaauic 
Clltp::-titiveness. Reforms of finarcial institutioos were i.ntrOOooed relatively 
early. A two-tier bank.irq system was set up in 1987 which siEsequently 
develqm into a full flecq:rl bank.irq system. Cbrporate txnJs were issusi in 
1983 arrl several new investment furxis were set up t7f mid eighties to provide 
capital to newly created small am ne:lium size enteiprises. 'lhe 1989 Q:qBny 
Act qeied the Wirf for the issue arrl trade of shares whim almst il!ll'Edi.ately 
established an equity market. With the enact:nert in 1990 of the Securities 
laW the Btrlapest stock ExdlanJe reqeied formlly. Prices, inp:>rts am 
foreign exchange have begun to be liberalized. Cl.lrrently, there is a broad 
c::xnsensus aJ11:nJ the parties that ecxuni.c recovery will rr:>t materialize unless 
privatizatioo takes place. 

155. 'lhe final ct>jective of privatizatiai is to create a market ecoruny and 
~ the instituti.aial framew:>rk of political de11 aacy. '!here is a 
broad consensus that econarri.c growth will rot neterialize unless a highly 
efficient am flexible enterprise sector is created. '!his will be CD'ldlx:ive 
to open up export rrerketr. I ease the debt prdllem, speed up structural 
adjusbtert, am reduce the role of the Government in the ecaQDy. Yet a 
~ive reprivatizatiai is not bein:j cxnsidered. state property will 
rr:>t be freely distribrt:ed nor will the 1947 lard tenure system be restored. 
It is argued that mrll distri..tutions canoot muster toqet:her the new 
techoology I ~ arD management J'lPa!SSal'Y for the efficient operatial Of 
the enterprises. Instead there is to be a limited anomt of State divestiture 
t7f oonverti.n} Government se::uri ties into private equity am the eca IClllY is to 
be opened up to new ventures. 'Ihus, there is ro specific privatizatiai 
strategy, nor is a time frame specified. 

J.QJ For a recent analysis in this respect see Goorge Akerlof, ArXlrew 
Rose, Janet Yellen arrl Helga Hessenius, "East Germany in from the Cbld", 
8rookioos Papers on Erormi.c >.ctivity (January 1991). 

W '!his section draws fran L. Bolmas "Privatization in Hungary'', paper 
presente:i at the Conference on Privatization in Eastern Ellrope, 
7-8 Noveni:leI" 1990, Ljubljana: Konstantine Gatsios, Privatization in Hurgacy: 
Past, Present an1 Future, l.Drrlon, Center for Eooncxnic ~licy Research, 1992 
(Oiscussioo Paper No 642); am Yu::tith Kiss, "Privatizatioo in Hurgary - 'I\«> 
Years Later", Soviet stulies, Vol. 44, No. 6, 1992. 
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156. 'r.le orqani.zatim in charqe of privatization is the state P!qKity lqar'cf 
(SPA) which has taken over the ritjlts of t.t-e State exerci::;ed. previously by the 
sectoral ministries. W1efl the SPA asstmes direct a.iners.'tlp m 1trol of a !DE, 
it initiates, <pVP..rns aro assists all }'.tlaSeS of privatization. tOever, IOOSt 
of the privatizatiro is spootaneous, initiated tJj the $lfS themselves. It is 
believed that the enterprises shculd rely oo their CMl initiative to transform 
arrl develop. ~, SPA is a tninly staffed aqerC'f \OJ is rot Eqlliwed to 
ha."rlle the work of a vast I1lllltJer of cases. It 00es rot have a leading ~le in 
corµ>Iate restta:turin}, ratr.er provides gui~, cn:rtrol arxi SC1l1e 

assist..arre. ait it ckles have the mardate to roclassify these self -nenagei 
~ if they fail to take into aoooont the interest of the state. It slntld 
be acXiei that in all cases of spootaneous privatizatim the role of art:siders 
to make a bid for the enterprises is mt denied. 

157. 'Ille SPA is aidm by advisers ...tJO act m behalf of SPA arxi orchestrate the 
wtx>le process of privatizatim. M:lst cxmpmies are pri:.ratize:i by a 
cait:>inatim of private plaoemart: arxi IXJblic offerinj, with their securities 
eventually listed in the st.ock exchanJe arrl with put of the shares reserved 
for foreign investors. '!be aim here is to gain aooess to new capital arxi 
exp:lrxi activities; the generatioo of reven.1e for the state is mt an inmediate 
goal. '!hose oatpmies that are mt prohtable tut that can be re-lfitalized by 
cutl:ack in a.rt:p.It, lata.Ir force arxi by a miµ:eheusive rest:ru±urin:} will be 
infused new capital especially fran foreign investors in the fonn of joint 
ventures. 

158. 'Ille privatization in retail trade arrl services reverses the trerrl of the 
early sixties~ small arrl medium size enterprises~~ blreatcratically 
oentralize:i into huge inefficient oolctin} cxqeni.es. 'Ibis involves the sale 
of P'lYsical assets in ~ eutp:!titive alrt.ioos amn;J EXJtentlal tuyers. It is 
assisted by a privatizatioo credit facility offered by the banks. '!his credit 
CXJVers 75 per cent of the total value of the assets acxJl1ired arrl has a 
flexible interest rate equal to 75 per cent of ce1t:Ial tank prime lerrli!Y;J 
rat.e. ~ the sale receipts are in the hams of the SPA the bmk loans 
~lify for refinancinj by the central bmk. SPA has a sen.i.-imeperx)ent 
prognwne office that assists small scale privatization; this office 
rollab:>rates with local governments in prooess~ the ru.unen:AJS i.n:lividual 
aJ:l>licatioos for assets arrl loans. 

159. It is still rat.her early to assess the results of the privatization 
proxss. '!here us a ronsensus that by April 1992 aln.It 10 per oent of the 
national assets had been privatized, with the main charge in property 
strocture bei.n:} enterprise transformations arrl the creation of new cn:rp:mies. 
'Ille effect of privatization on the eoo11any as a whole has been rather varied. 
'!here is a definite positive i.nplc.t on exports. ~ has ~ in 
shiftiB;J its exp:>rts fran the formE>.r soviet Union camt:ries to the EUropoan 
camuti.ty. Both foreign arrl <boostic private firms awear to have played an 
inp>rtant role in this develcpnent. ~, like Czechoslovakia, also has 
benefitted fran cxnsiderable foreign i.rrJeStnent (US$ 1.1 billion by 
sept:erit>er 1992). Nevertheless, Government's awroach to privatization 
continues to be ant>i valent. 
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160. Togo was cne of the first African states to i:q>l€!11ellt privatization. 'Ihe 
oojective was the management Of the .t:urdensalE an:i inefficient plbEc sector. 
'llie major expansicn of &>ES starti.n} in 1975 was not a satisfactory 
develClplelt for the Togolese ecaurrt, si.roe llDSt in::u.~ excessi "-e cnsts an:i 
q>erated with l:m}e lasses that were a heaVy drain en the natiooal b.D]et. 
'Ibey also lei to in:::reases in the <X.mestic an:l foreign ri<tt service. 
Privatizatim ..as eit:t:ac:al as a means to redwe the finan.."":ial l::1u:den era the 
State. 

161. 'Ihree min metOOds have been utilized. Qie was the sale of assets 
follOOn:j the liquidaticn of enteiprises. '1he seccn:l •""5 the le&"..e of 
inlustrial facilities to the private sector with the OOE reta:ini.1¥} a.mersh.ip. 
And the t:hin:I was the greueratim of new private investment with SJE.s ~ 
their share capital to private :investors an:i the Gove.rnlB1t ~ 
mimrity sharel'w:>ldir¥}. 'lbe prerequisite of this last lllldality was either the 
settlement by the state of the enterprises' del:t: or its curversioo to equity. 
New shares were then issued to qualifiErl investors. Foreign investment was 
weloane. 

162. '!he organizatioo in charge of privatizatim is the Ministiy of state 
Fl1tel'pr"ises wtXl fOI111Jlate guidelines, classify the s:>ES acrordin:J to whether 
they are to be retained, liquidated or privatizErl/rest:ructured, an:i gather am 
disseninate infOI'11Btial to be distri..tl.lted to lcx::al an:i foreign bmks I cha:ntlers 
of irrlust:ry an:i cxmne..'l""Ce, foreign trade offices an:i enmssies, verify the 
eler.elts specifiErl with i.espect to investor qualificatiais, an:i cxnsider the 
prq:a:;als. 

163. 'Ihe results have been rather slow ir. realization am Slwx.essful ooly to a 
mixed extern. D.lri.Jq the first fair years sino? the decisioo to privatize, 
only eleven &>ES have beer. privatized by ooe metbJd or arother. Altlnql 
there has not been an evaluatioo of the ea::xlCllli.c efficieq of the 
privatization process, it appears that the enterprises sold will be operatiRJ 
efficiently an:i i.ocreasiRJ prodlrtioo ooth for the cbnestic am the export 
rrarket at a mip?ti ti ve edge. 'Ihe lease arrangement has led OOt:h to loss of 
direct E11ployment am in ooe case to mqx>ly with prices unchan}ed, the 
practice thus benef i tiRJ the ~ f inaocially. 'Ihe Go\Ternment nay not have 
taken the time to establish a policy am ~atory f~ within wch the 
privatization prograi111e rould be i.Jtplemerrt:ed an:i may have followed a piagnatic 
CiRJroach of i.JtplementiRJ a rapid lease arrangement beneficial to the private 
oorrpany as a means of givim J1011eutum to the privatization pio::ess. 

W 'lhis section draws fran W:>rld Bank, ~- cit., Vol. II. 

•• 
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A. TnhW!rtjm 

164- As state.1 i.l1 earlier sectioos, privatization is basically a p>litical 
decisicn. ~ it is made, a series of legal ar.d fi.naocial actioos ensue 
naturally from ~.his p>litical decision. Ibletheless, the questicn 111.lSt be 
raisel, free fran p>litical am legal <rf'ISideratims am ideological stards, 
whether or rot privatizaticn is justifiable on pirely oost/benefit grcmXJs. 
Granted, eificien:y is a prrely eoon::mi.c argument:; tut the issue here is the 
develcpnent of a technique which woold alla.1 a oostjbenefit analysis 1'1tle.re the 
eccrmi.c ard social her.efits ani cnsts of privatizatim can be measured with 
sane degree of reliability. 

165- Evaluatioo prncedln-es am c::st,lbenefit analyses to awra:se a project 
fran the viewp:>int of a set of d:>ject.i.ves am to arrive at a sin;Jle social 
internal rat~ of return or a net present value ar-3 fairly well-established in 
ecra m:i.c literature. W 'lhese types of analyses, tniJever, refer to a set of 
cira.JmStances which are sanewhat different fran tOOse surrrurrlin;J the 
assessment of the i.npict Of privatization. 

166. Project evaluation at the initial stage woold entail a process of rank.in:} 
a set of poosible projects fran the highest to in terms of net benefits. An 
analysis for pr l vatization, ~, canrJJt pJSSibl y follCM the sane 
established Jnetlnblogi.cal pith, s~ly bocause the CXl!pll"ison will have to be 
made en the l:Bsis of the current level of operation of the existing entity 
versus the expect.00 stream of ecauaic negnitu:ies after the entity (or firm) 
is privatized. '!here is a scarcity of a starx:!ard methoOOlogy developed for 
this pirpcse. With saE nxxlificatioos, hailever, tllP. traditiooal methoOOlogies 
of~ the internal rates of return, net present values, am 
CXJStjbenefit ratios can be si.~fully awlied to the ecam:i.c evaluation of 
a privatizatioo project. W 

W Ll.terature on oostjbenefit analysis is very extensive arxi well known 
arong the professionals. Qtly b«> sooroes are mentioned here: UNIOO, 
''Guidelines for project evaluation" (New York, 1972) am A. Ray, "<Dst-benefit 
analysis" \'k>rld Bank (washirxjton, o.c., 1984). 

W '!he CXJStjbenef it methocblogy explained in the sub;equent p:tge.s was 
first developed by the author of this rep>rt for USAID arxi was awlied to a 
set of b.Jsinesses to be privatized in lkrouras. It was sub.;equently plblishOO 
with sane minor revisions. See F\Jat Andie, '"Ihe case for privatization: sane 
nethodological issues", Dennis J. Gayle am J .N. Goodrich eds, Privatization 
aOO Deregulation in Glob;ll Pe.rss;e;tiye, ~Books (New York, 1990). '!his 
secticn is tesed 00 am draws fran this article. 
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167. In pirely ~c t.enll;, privati.zatim giW..5 rise to se-.-eral (XlSSible 
alterations in the functionirg of the product.iou unit. At the a."le toodest 
extreme, it may oonsist of s:illply inprcl'Jing or replacinJ a Echine or a set of 
nachlnes that are still {h}'Sically operational tut ea:n:nically ct.Eolete. As 
a result, a tottleneck may be resolved, production irc:"ease:i, quality 
~roved, productioo cnsts dec:reased, an:i ll«>rk:i.n;J carlitions aDElior~ted. A 
nu:h 11Dre antri.tious refonn involves managene1t: dlarq!S arrl coq>lete 
restn.ci:urill:J of an existing unit, with the expectatim of higher profits 
thrcllJtl a sizeable irx:rease in producticn caµicity arrl la.er proclct.ion "JOSt.s 
per unit Of rutprt:. 

168. Several overall benefits may be expected from the private sector's 
takeover of the operatioos of certain p.Jblic enterprises. 'lhe privatization 
of previously subsidizoo inefficient plblic prochrtim units benefits the 
ta>q:ayers, since subsidies are laiiered, i.e. t:ha net claim en the plblic 
l:u:iget of non-financial state-owned enterprises is red\Ded. 'lhe redlci:ion in 
subsidies i.nplies that p.lblic ftnjs are "liberated" an:i can be used nvre 
productively elsewhere in the 0'.X>l'OllY. 'lhis may generate ac...lfil tional 
eq>loyment, redlDe the current tui:}et deficit, arrl ruse c.bnestic sav:irx.Js as 
well as prlic investment. 'lhe anversion of lDlprOfitable state enterprisss 
into profitable private entities also exparos the profit tax tese an:i herve 
raises tax oollections. 'Ihus, the current revenues of the Government rise am 
the deficit declines with possible eq>loyment am iJmne generation in the 
ecorony. 

169. 'lhe increased wage bill am profits generate acktitiooal indirect 
effects. If the increased wage bill stems fran acktitional eq>loyment, the 
directly generated job;, through inter-irrlustcy linkages an:i nultiplier 
effects, lead to nme jol:E elsewhere in the eronany. Lal:xJur iJmne rises 
further, oonstmpt:ion an:i savings irx:rease, am direct tax revenue exparos. 
Similarly, the generation of profits in the ecorony can be expected to 
i.niirectly raise cxm:;unption, savings, am p.lblic revenue. 

B. C)J;tltmefjt iWBlree: a 11fot'IQ!!f'!l!Pjc 411'"" 

170. 'lhe followin,J criteria need to be oonside.red in testing with sane 
acniracy the benefits an:i rosts of privatization at the micro level: 

1. 'lbe crit:erim of g:ofi+mj 1 jty 

171. In evaluatirg privatization, it nust be determined Wetl1er net value 
ad:ied after privatization is larger, or at least equal to, net value ad:ied 
before privatization. Net value added is the value of outp.rt min'.Js the value 
of current material i.npJts an:i services purchased fran wt.side the enterprise 
minus investment outlays ( i . e. depreciation in a nonnal year) • 'lhe criterion 
is expressed as: 
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P(JIVA)p ~ 1 
P(llYA)g 

p = Present w::>rth of the net value ackied expected to be generatcrl 
b'f the unit after privatizatioo. 

g = Present ~rth of the net value added expected H the unit is 
RJt. privatized. 

NVA = net value (=wages + salaries (WS) + social surplus (S.S}) 

If the result is greater than or equal to cne, then the next criterion is to 
be ~idenrl. 

172. Wages am salaries are i.np.rt:s fran the p:lint of view of the enterprise, 
rut are pirt of the natimal i.mane fran society's p:lint of view. 'lhe social 
surplus consists of truces to the trecosury, net profits (dividerxis), interest 
oo oonuwed capital, rent, urrlistribrt:ed p?."t:f its, reserve fums, social 
t.ielfare fun:is of the enterprise, etc. 

2. ~terim of efficien;y 

173. 'Ihe question here is: J:bes the ecouanic internal rate of return expected 
from allocatin} reso.rroes to pri vatizatiC11 equal or exceed the rate of return 
whidl reflects the CJRX)rtmrity CXlSt: of capital to the t:a)l1C1t1y? '!his criterion 
can be expressr ..d as: 

wbere IRRep = F.conanic (social) internal rate of return to 
privatization; an:J 

IRRc = critical rate of return reflecti.n;J the ORJC>rtuni. ty oost of 
capital to the cnmtry. 

174. It is also rW't:essary to determine whether privatization will be 
financially attractive to ~ of the f iI111S. To this em, an analysis 
has to be nade whether the financial returns to prospective tuyers are high 
enough from a private viewpoint. 

l75. In addition, post-privatization results need to be ocrtptre:i with 
pre-privatization results t7:r' askinJ the follCMi.r¥.J question: IX>es the expected 
net value added generated via privatization exceed or at least equal the wages 
to be paid to~? '!his criterion is expressed as: 

~ = P(MVA)p>P(W)p 

where F-p = Efficiency criterion; ar.d 
P(W)p = Present value of ~ wages after privatization. 
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176. Alternatively, fran the social surplus JX>int of view, the same criterion 
can be expressed as follows: 

P(llVA)p - P(W)p .) 1 
P(llVA)g - P(ii)g -

It stat.es that the past-privatization social surplus should exreed the 
pre-privatization social surplus. 

177. A third alternative is to caipare the pre- aro (X>St-privatization 
internal rat.es of return. 'lhe internal rate of retmn is that discnmt rate 
that reduces the present value of a net incxEe ~tream to zero. 'lhe criterion 
is expressed as: 

where sul:Ecripts (g) arrl. (p) refer to pre- an:i ~-privatization, 
respectively. 'Ihe criterion stat.es that the internal rate of return should be 
larger follc:Min:J privatization than what it was prior to privatizatioo. In 
ad:ii tion, the IRRp JtllSt exceed a mi.ninum aro2ptable level which can be taken 
to equal the interest paid on foreign loans. 

178. Ep am IRRp canoot JX>SSibl y be calculated unless a series of assunpt:ions 
are made with respect to the units' future. Needless to mention, such 
calculations are as ~ as their umerlyi.n:J assunption.s which need to be made 
as realistically as p:JSSible an:i verified against similar units that ~te 
privately. 

179. Al t.haqi the theory CXXlSiders that shadow prices of i.rpits an:i outp..rt:s 
reflect scarcities nore awropriately am :t"F"real social cnsts an:i benefits 
JtDre acx::uratel y, their application in camtries ""11ere statistical data are 
either non-existent or unreliable may cause insuntnmtable i.J!i>racticalities. 
It is, therefore, best to keep their use to a mini.llum an:i mse the evaluatioo 
largely on actual pric:es, with some adjusbnents whenever necessary. Ideally, 
ha!lever, the shacbr prices of foreign exd1ar.qe, labour, am interest rate JllJ.St. 

be used am cx:;mercial prof i tabi li t.y (IRR) shculd be oontrasted with national 
or oocial ~fitability (SRR). Wti.le the calculation of the former uses 
market prioes, the latter's catprt:ation should be l.ased on ~ p.cioes. W 

.W 'Ihis reix>rt retrains fr:tn discussing the calculation of shadcM 
prices. 'llley have been P.XtP.nsively conp.rt:ed in the past am the forrratlae have 
teen developed. See e.g. UNIOO, ~· cit., pp. 201 ff. 

- ----~---~~-----__..._.. __ __.._ ___________________ __.L.__....J 
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180. 'Ihe nwaa.suren.:?nts discussed in Section V.B. are necessary tut insufficient 
far an assessment of the pr:inDrdially inp>rtant. .illplct (no;tiy irdi..rect. 
effects) of privatizatioo oo the ec:xnny as a wt¥Jle. Privatization's iDpiCt 
oo gross prcrluct arrl eq:iloynent, en the Government b.dget, on savin3s arrl 
crnsunption, arrl finally an foreign exdlarge ~ DllSt also re assessed 
am quantified as nu:n as p:JSSible. No cb.Jbt, these calculatians too will be 
as good as the assunpt.ian.s urrlerlyin} them. ~ a si.n;Jle numerical valUf' 
stntl.d be less desirable than catpit.in;J uwer a"U lower limits umer 
alternative assunpt.ians. 'Ihese tlO.lld then provide the decision makers with 
the p:tramete.._-s within ...ni.dl they may opt to operate. Below are the 
operaticnally :manageable metlnE of quantifyin} macroecxn:mic effects: 

1. Effects en val.ue UM 

(a) Direct value OOiAi 

RVAp = <:\> - (KI + D)p 

llVAq = ~ - (KI + D)g 

NVA = net value adied 
0 = ruq:ut 

MI = material inp.rt:s 
D = depreciation 

'Iben the direct dlar:ge in aggregate value added is: 

(b) Irrlirnct_ value agied 

'lbe in:lirect d'laR}e in agg:r egate value acli:rl is 

k = the income llllltiplier of the sector within whidl the privatized 
f iI11l operates; am ( d) am ( i) refer to the d.i.roct and .in:tira± 
effects on NVA. 

( c) Total value ..s...~ 
Hence, the total dlallge in net value ackiErl is expressed Uy': 
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I= 411VA 
/J,,JIP 

NDP = N;Rregate net cbnestic product for the base 'f€BI. 

2. "Elnment effects 

(a) Direct B!ploynelt 
'lhe total direct employment effect can be expressed as follOlllS: 

6J!d = CEp - Fql + ~ 

where Fp = Privatized employment 
Fq = Non-privatized enployment 

Ero = Employment in the central Government result.i.RJ fran l:iberat.ed 
furrls or i.ocreased revenue 

(b) Wirect enployment 

'!he change in im.irect eq>loyment in the private sector is given t1j the 

foll~ equation: 
41\n = CF.p - Fgl • I\, 

where Mt:>= Employment 111Jltiplier of the sector in whidl the firm operat.es. 

'!he change in im.irect employment arisi.rq fran direct jOO creation in the 

?Jblic soctor is expressed as: 
~=Fai-1\: 

where Mc = Diployment Jlllltiplier of the ?Jblic soctor. 
'IOtal inilrect enployment is then given 1?f: 

~Ej_=~+~ 

( c) 'lbtal enployment 

'lhe tcrl.41 eirployment effdct is then expressed as follows: 
/.::I.=~+ &i. 

3. - md e;!]&if§ 

(a) Dire;t WOOS arrl salaries 

'Ihe change in wages am salaries resultiBJ fran privatization is 

expressed as: 

' 

~ 

' 

, j 
I 
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an:1 cerr....ral Government wages an:1 salaries resul~ fran liberated 

AEaf = AFai ·We 
Total direct wages an:1 salaries are then: 

(b) ~rect wages am sa1aries 

Ad:titional wages an:1 salaries in the ea:n::my are then expressed as: 

l c) Total wages arrl sa1aries 

Total wages an:1 salaries are then equal to: 
6E = 61Etf + 6Ej_ 

4. 1..-ct qJ Hie bQrt 

181. 'lhe gains to the Government are the differeroe between the plyments for 
debt service plus sumidies to the enterprises plus the expected increase in 
tax rollections plus reduction in loan experrli.tures (prirx::ipal an:1 interest). 

'Ibis can be expressed as: 

where 

<i> = (Tp + 51> + l>p) - (Sg + ~) 

Gp= Net Government gain with privatization 
Sg = sumidies paid before privatizatioo 
Dg = Debt service prior to privatizatiai 
Tp = Olan;Je:s in taxes after privatization 
Sp = sumidies paid aft.er privatization 
~ = Renainirg debt service of the Government. 

Information on sumicties aOO debt service can be obtained fran p.iblic 
documents. '!he inpiCt on tax oollections can be estimated as: 

where 0NVA"" 

t= 

~INA. t 

.Esti.m:lted increase in net value added rE!Gl.11~ fran 
privatization 
Ave...-aqe tax Wrden in the econany estimated as the ratio 
of total taxes to value added 
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182. 'Ihi.s inptct can be catp.Ited usin:;J estimates of marginal propensities to 
CXIlSUllE am save for the a<J¥a}ate ~- '!bus: 

b c = AMYA-b 
(). S = ~NVA (14>) 

where 0 c = Cllarge in coosunptial 
t) s = Olarq:? oo savin;Js 

0 NVA = Cllarge in net value ad1ed 
b = Marginal propensity to oonsume 

(1-b) =Marginal propensity to save 

'lhese are globil parameters am do mt differentiate between the propensities 
anrng different types of i.rxx.tne earners in the private sector; nor do they 

dist.in]uish the savin;Js perfannarXE of the Government. 

6. palarp: of PfiWA effects 

183. '!he effects al the ba.larve of payments can be brake.n dcMrl as fol.lCMS. 
'!he itais i.niicated with a (+) sign represent favorable repercussioo am tOOse 

with a (-) sign are negative :illplicatioos. 

( +) redoctiat in i.np>rts 
( +) outpit e>qX>rted 

(+) plblic foreign debt redoction 
(-) private foreign debt service increase, if any 
(-) increased i.np>rts because of growth 
( - ) increased .i.qxnts, if any, because of greater use of i.np>rted i.np.rt:s. 

For operatiooal. expedjerq, txlwever, the :illp1Ct oo the ba.larr.:e of payments can 
be calculated l:7f means of estimates of aggze:]ate CXJefficients of prq£:11sities 
to illp:>rt am export. 

184. '!he proposed methodology is merely a begi.nni.R}. considerable field work 
will have to be carried rut in future, netrodologies will have to be tested, 
arrl wrinkles to be i.raled rut. W 

W '!he author has awlied the netrodology ootlined a00ve in one oountry 
where statistical information is rather scarce. Nonetheless, sane reasonable 
results were OOtained in three enterprises selected as a pilot project. 'lbe 
followin:;J magnitu:les were estimatee for the four criteria: 

A 
B 
c 

1.64 
1.60 
1.56 

1.68 
3.03 
1.89 

.IBR 

26.2 
14.6 
13.1 

18.7 
13.9 
4.9 

01'>loyraent, coosunptioo, savi.RJ:;, aro foreign ~ earnings also i.niicaterl 
p:lSitive expectatioos, For details see, FUat M. Arxii.c, gp. cit., W· 46-47. 
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185. Privatization has been transform:i.nj the lives of millions of people txrt:h 
in the developed and the developi.rq world. 'lhe specific features of 
privatization, its pace, and the way people share its benefits and costs are 
essential! y determined ~ mw a cnmtry mnages its human and neterial 
resoorces within the reoogn:izei ~rights and restnx±ured e£Dmi.es. 

186. \tllile privatization in the developed a::untries has reze.inerl tBsically an 
int.ernal affair nanaged by internal resources, in the develcpin:J 111Drld and in 
fornerly ccmnam eex>nani.es the management of the privatizatioo process has 
~ foreign expertise and assistalre. '!his requirement st.ens fran 
varioos reasons. '!here is hardly a necessity to enter into a detailed 
di scus.5ioo of these reascns, hlt sate major a.es should be netticne::l, Sldl as 
the lack of experience in managi..n;J private assets, alEeoce or feebleness of 
f inaocial narkets, and the need to stabilize the macroeroncmic paraneters for 
a sua:essful privatizatioo process. 

187. Various internatiooal and bilateral assistan::e agerx:ies have been rather 
active in the develcpi.rq camtries and formerly o.:mnarrl ean:mi.es. IMF, IBRD, 
IBRD, UNDP, UNIOO, AIL are acronyns that i.nmediately cxne to mind. Not all 
are able to provide all the finaocial and technical assistalre to all of the 
oountries in the privatization area. 

188. It is mw quite abvioos that the following carlitions JllJSt oold if 
privatization is t".> succeErl: 

(a) 

(b) 

(C) 

Internal and external macroeroncmic stabilization 111.lSt be achievei 
in a relatively sl'rlrt period; 

Cortpetitive markets JllJSt be established and price reforns llllSt be 
carried art:; 

A mechanism nust be p..It in place to reorient the state CNa.y fran 
direct amership/c:u1trol tcMards a system of regulation that 
praIDtes adjustments and creates an "enablin;J envitau11e11t" for 
private sector growth; 

(d) Newly privatized enterprises 1tl.ISt be restructured so that they 
becal1e efficient and CD!p!titive; 

( e) Finaocial markets 1tlJSt be operative and be roniuci ve to the 
develope It of the private sector; 

(f) Finally, a new breed of managers and technicians nust be trained for 
macro- and mi.croeoorrmic management. 
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1s9. '!here cntld r.ardly be arrt d.isagreerent with these requiranents. 'lhe 
international a:mtllnity has been in fact providing financial arrl tecr..nical 
assistarKJe to fulfill sane of these requiranents. It is humanly inplSSible to 
present, within the short pages of this rernrt, an inventory of all the areas 
where international assistarre is provided, or to catalogue all the 
international agencies an.:l their sJiieres of activity that are directly or 
indirectly relatai to the privatizatim pr:~. At the expense of cx:mnit:t.in:J 
gross anissions one can nenticn that both the ~ld Bank W arrl the IMF have 
been tackli.rg the iS51V>S of macroecaon:i.c stabilizatim arrl prioe refor!IS. 
AID has been active for sane time in the financial sector reform of the 
develq>in;J cwnt:ries, arrl it has intensified such activities especially in 
mmtries (such as Eastern Ellrope) ""1here pri vatizaticn arrl rapid eca nnic 
restructuri.rg are of prinery cxxvem. It has also been providing tedmical 
expertise in privatization policies (e.g., Hcnluras) an.:l privatizatioo 
practice (e.g., RJlarrl, ~). UNDP has tsxvne i.raeasin;Jly active in 
givi.rg technical assistance to privatizaticn, st:ru::t:ural refonrs, arrl private 
sector developnent. 

B. Privatjptjm ani llllIX> 

190. '!his section gives weight to UNIOO's internal capibilities arrl its 
JXrt;ential to assist the develq>in;J arrl former cx.mnanj ecaunies. In this 
oontext it should be noted that privatization is rot errl in itself, b.It a 
pn:x:e;s to restnv=ture the ecauuies. In that vein necroea:n:Jlli.c refonns arrl 
micro-level enterprise restructurin;J interact in assurin;J the efficierq arrl 
c:xupetitiveness of the post-privatization era. W Hence, technical 
assistance to be provided by UNIOO l'llJSt be viewed fran a wider perspective 
than privatization per se. 

191. Given its in-house expertise, UNIOO can rerder useful assistarre to the 
cwnt:ries where privatizaticn is umer way or is likely to take place at two 
broad levels: at the nacro policy level arrl the micro enterprise level. In 
ad:iitim, an area that cuts across both types of assistance is that of human 
resa.irce developtEnt arrl trai.ninJ. .!5j 

W 'lhe World Bank has been rather active in providing technical 
assistance arrl f.inaocial loans to sane cwnt:ries where privatization is tak.in;J 
place. Recently it has created a vice-presideocy wb::Jse office will deal 
exclusively with privatization issues. 

W Interdepen:lence of macro arrl micro refonrs arrl UNIOO's role is ably 
di~ in a paper prepared l::1j George B. Assaf of UNIOO's Regional arrl 
CbUntry Stl.dies Branch arrl sut:mitted to the Seminar en In:rustrial 
Restructurin;J within the Context of Macroeconomic stabilization arrl Property 
Rights Reform in Eastern European Coontries arrl the Russian Federation, 
Vienna, o::tober 1992. 'lhe author's eq:ilasis is, as the title of the Seminar 
&q:JESts, oo Eastern 0Jropean ani FSU cwnt:ries. 

A5f A similar argument was put forward by the author in his "Issue 
Paper: Irrlustrial Restructuri.rg, Privatization, arrl Property Rights" prepared 
for the previously mentioned Seminar. 

,. .. 
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At the macro level UNIOO is capable of pr.uvid.in::J the foll~ services: 

(a) Iblicy advice on i.rrlust:rial restructuring am strategies for the 
ir.e-privatizaticn (legislation required for privatization 
strategies) and p:lSt-privatizaticn stages; 

(b) !Ulicy advice on the integratioo of envi.roomental aspects into 
irrlustrial policy in a namer that achieves a suitable balance 
between enviroomental. prot.ectioo an:i irrlustrial developnent; 

(c) Assistance in establishing am/or restructuring institutions and 
mec:hani.Slll> for in:iustrial developnent in the fra:mew:>rk of a free 
market econany. 'Ibis iocl\des goverranental organizations, 
ministries, as well as irdJstry associations; 

(d) Assistance in setting up information systems, data tBses, am 
<IEr-isioo StJRX>rt systems suitable for use in a free market ecOJony; 

( e) Trainir¥J progrrumnes - b:>th in the oountry arrl abroad - on the arove 
aspects; 

(f} In-depth sbxties arrl industrial sector reviews (these have so far 
been prepared for !Ulani, Czechoslovakia an:i Hun;Jary); 

(g) Assistance to private sector irrlustrial organizations in developing 
meanin}ful interactioos between the private an:i plblic sectors for 
tJC>licy foI'lllllation. 

192. 'The foll~ kin:3s of technical assistance may be provided at the 
enterprise level: 

(a) Assistance to individual enterprises in restructuring their 
managerial, ao:Xllil1t.ing, production, an:i marketing systems (such 
assistance is already being rerxJered to nine enterprises in IUlarrl) ; 

(b) Assi.stara? to enterprises for CU'IVersion of production fran military 
to civilian uses (this is being urxiertaken for an enterprise in 
!Ularrl); 

( c) Assist..ance to enterprises in cleaner production methods, iochrliRI 
prevention of imus+"..rial p:>llut.ion, waste recycling, an:i energy 
conservation as part of their restrocturing process; 

(d) Organizing an:i con:hct.ing invesbnent fora that would bring together 
national and international investors to pr:a?Dte foreign invesb1eut 
arrl joint ventures (such fora have beer"t organized in czechoslovakia, 
!Ularrl, arrl YU}C>Slavia) • 

193. UNIOO's human resource developnent progranme can cater to the extremely 
w:gerrt arrl critical trai.n.i.n;J requirements. 'I'raini1YJ 1«>rkshop;, fellowship;, 
and study tours can be organized arrl oorrlld:ed on in:lustrial management, 
OOokkeepi.ng t ao:Xllil1t.ing I marketirg / aJXi e>qx>rt developnel It strategies• 
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194. 'Ihe lists are generic am all~iDJ. urooobtedly, given its 
limited resoorces, UNIOO cannot rover all areas of expertise with equal 
strer~ am efficierq. It is, therefore, le::Jitillate to ask the questicns: 
\<tiere does UNIOO's strer¥Jth lie? In which areas can UNIOO provide technical 
assistanoe that n::> other CX1!p!t.:irg internatiooal or bilateral orqanizatioo 
can? 

c. lllIJX)'s sprj tic an;ns of stu11gth 

195. '!his I"eIX>rt ~c:; four specific areas of technical assistance where, 
in view of its past activities, UNIOO has c:nipetitive advantage. '!he 
su:1JE!Stion certainly does mt limit tJNilX) to ooly these four areas am does 
mt inply that it shoold ign:>re other specific fields of activity. It merely 
highlights the technical assistance areas where UNIOO can excel CNer other 
organizations. 

Assistanoe to establish the mechanism for strate:jic management am 
i.Mustrial developnent; 

Assistanoe to solve a hast of problem; that surge after 
privatization am/or transition to a market ecxwuny; 

Assistance to train at the nanagerial am technical level; 

creatiDJ linkages between develqied. am developinj countries for a 
better transfer of technology am market awareness; facilitati.RJ the 
acDeSS to infonnatioo irdispensable for efficierq; supply SCJlII'a!S; 
i:otential ciemams; am regiooal ~tion. 

196. 'lhese four areas oonstitute the Slg>ly side of technical assistance with 
which this chapter is roncene:l. W FUrther detailin;J is in order to 
delineate the meani..rg am J:x::JuOOaries of these overlawiDJ areas. 

1. st-mtfgjc Mft il of jptimh:jnl de!YRl•1mll C!llII>l 

197. For years UNIOO (am other Jtlll.ti- or bilateral aid agen::ies) have 
assisted the developiDJ cnmtries to prepare n::>rmative i.rrlustrial plans am 

.1QJ It is ~rth mtiDJ that there is also a demand for technical 
assistance which originates in the cnmtries themc;el ves. D.lriDJ the 
previaJSly mentiam Seminar on Industrial RestructuriDJ participants of nine 
Fastern Ellropean am FSU cnmtries identified the follCMing technical 
assistance areas as havin;J primazy significance: nanagerial training 
(6 cnmtries); regional ro-operation am Fast-Fast information exd1arqe 
( 9 cnmtries) ; training ( 4 cnmt:ries) ; market identification ( 5 countries) • 
strengthenirxJ the private sector organizations arv.i i.rrlustrial resttucturi.rg 
p:>licies were also mentioned. See Final ~. Seminar on Industrial 
RestructuriDJ within the context of Macroeconanic Stabilization am Property 
Rights Reform in Eastern EUropean Colmtries am the Russian Federation, 
Vienna, 5 Noventler 1992. 
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tuild ~ti.tutions (mainly ministries of i.rrlustry) which t.errled to be dirigist 
arrl interventionist. 'Ille sua:.:::ess stories are too few arrl too far in between. 
'Ihe rore the help to goverrate1ts arrl state-owned ~..irises, the oore the 
p..lblic sector activities stifled the private sector arrl its developnent. In 
fact, the private sect.or beame an awemage to the ?Jblic sector arrl was 
unable to resp:nj to the rapid chcmJes in the international environment. 

198. In the early eighties it was realized that this~ to ea:xoni.c 
grUNth arrl developrent was neither valid nor useful. 'Ihe W:>rld Bank, nainly, 
l:llt also AID, began to 0X1Sider reorienting ass.istarre in a way that \IO.lld 
give the private sector the prime role of ~ ec:xn:::mic dynamism. 

199. UNIOO did beqin to develop a new ~ - 9IID - to respcn:i to this 
need. 'Ihe tenets of 9ITD, really a a:mtDJ1 sense~. can be sunnarized 
thus: 

(a) 'Ihe developi.n;J eotlJlt.ries lack the capiei ty to manage their 
imustrial develOfllBrt:; 

(b) 'Ihis capacity is needed in l:x>th the ?Jblic arrl private sector, arrl 
the right way to Wild it is t:hnuj1 l~i.B] rather than 
thrc:xql ad 00c short-term trainirg rourses or study tour.::; 

(c) 'Ihe appropriate method arrl the right policies arrl strategies for 
imustrial revitalizaticn, develcp!ellt, arrl c:xmpatitiveness canrx:>t 
be a ''nester plan"; rather they can be attained thraJgh an effective 
dialogue between the p.Jblic arrl the private sector in which the 
private sector can articulate its requizeoents to function 
efficiently, arrl the ?Jblic se:::tor can cxmni.t itself to provide the 
enabling envirorunent arrl the ~ conlitions to satisfy these 
nquirenert:s within the ex:i.st:mJ internal arrl external CXlllSttaints; 

(rl) 'Ihe proposals resulting fran these dialogues are usually 
crystallized within "strategic cxmni.ttees" set up in accordaJr.e with 
the i.np:>rtance of the sub-sectors arrl are transmitted to decision 
makers wb:> are, as a matter of policy, favourably diSJX)SE!d t.cMards 
the new dynamic role of the private sector; 

( e) 'Ille strategy arrl policy pzq;u;als are hamrized by the ?Jblic 
sector via a cx:>-ordination ocmnittee of the highest level arrl 
ronverterl into 0011czete policy actions arrl strategies. 

200. In a nutshell , the SMID awroach provides assistance to i:utti.ng in place 
a ne::hanism to achieve an ongoing pI<n:!SS of consultatioo arrl dialogue between 
the private and the µ.iblic se:::tor. 'Ihis process, in fact, is one of the major 
outp.rts in fulfilling the oojectives set cut. It is not a "ready made" 
planning exercise, tut rather a flexible awroach for iniustrial de\Telopnent 
wtwJse degree of efficiency depeOOs upon the existence of seven-1 preoonditions 
and ronstraints in the recipient CCA.Intry. 
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201. SMID is a mwu1 sense ~- It is currently be:in;J experinert:ed with 
in several African cnmtries. Oxmtries in other axrtinents are alsc ripe for 
this~- Eastern Ellropean cnmtries am fornEr i;ertPrs of the soviet 
Union are also in dire need to reshape their irrlustrial µJlicies. SMID, beinJ 
a flexible awroach, can arrl shc:W.d be able to form the resis of future 
tecr.nical assistance to then. After careful c:xami.nation of the ~ arrl 
its awlicatim in a nuniJer of African cnmtries ooe can say that UNIOO shoold 
adopt it as a stan:lard operatimal procedure. 

202. Privatization mx: ~ is ooe cx:qx>nent in the d1ain of industrial 
restructurin:J. Sane of the enterprises that are can1i.dates for divestiture 
will have to be prepared for privatizatim. 'lhi.s preparatim, called 
pre-privatizatioo here, may require reJrganizaticn, revitalization, or 
ratiooal.izatim prior to the fi.rns' transfer to the private sector. Clearly, 
UNIOO has the capacity to assist the enterprises in this pre-privatization 
process. tt>:reaver, sane of the enterprises were originally designed for 
military production an:i will now have to be ronverted to the manufacture of 
civilian <J)OOs. Again UNIOO can am shoold have a primary role in ass:istin;J 
in this CX>l1VeI"Sion stage. 

203. While UNIOO can be of assistance in designing the privatization µJlicies 
an:i in the actual illplementatioo of the pri vatizatia1 .(lttU!SS (which is lll)re 
of an aocountin:J an:i legal work), it can be lll)re effective in the 
post-privatization stage. In other words, it can leni its unique expertise in 
the internal restructurin} of the enterprises after their privatization to 
assure that they operate efficiently an:i in a cxmpru.tive mamer. At this 
level the enterprises will required assistance in productioo managenent, 
t:rainiI¥J of nenagerial an:i technical staff, marketinJ an:i export marketinJ 
techniques, ~si tioo of new technologies, an:i a mst of other aspects 
pertinent to the micro level. UNIOO is uniquely suitable to provide 
assistance especially in these post-privatizatioo periods. 

3. TcainiJg 

204. 'lhere will be a great need for a different type of t:rainmJ. 'lhrough the 
~~a new type of capacity will have to be b.tllt, arrl ooth p.lblic 
an:i private managers of econan.ic rescm-ces will have to learn arrl adopt 
altogether new rules of the game. 'lhi.s is an inalienable cx:qx>nent of the 
awroach an:i it cruld certainly be a "patented" activity of UNIOO. Assistance 
to train technicians, plant managers etc. , has been a najor activity of 
muoo. Wt-at is inpmlti ve now is to fit these activities into an overall 
progranne to be linked to post-privatization assistance. 

205. New tra.inin1 needs are surfacin:J in acXtition to the usual ones UNIOO has 
been aatressin}. 'lhese can be CJI'CAlP0d as follows: 

. ! 
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(a) Fo::lron.ic resoLl.r'..:e :nanageme.nt.. '!his type of training ~ims mainly at 
making piblic arrl private sector decision makers capable of harxlling 
the ecx:n:mi.c r~~ efficiently. It does oot consist of 
short-term snrly trip:; or intensive arrl ?Jrely technical arrl 
narrady focused short coorses. It is learning-by--<k>ing. It is 
E!dJed100 in the 9ITD awroacn for sure. But it JlllSt. be realizerl 
that it is~. arrl provisions rust be ;nade aa:xm:lingly; 

(b) Marketing. ~national trade is OOUOO. to exparrl. Neither the 
privatized p.lblic enterprises of the developi.n:J rount:ries oor the 
new enterprises in the ex-ccmnarrl econanies have a fim grip on 
marketing t..~ir goods internationally. Yet, ~tlnlt exports nany of 
them will perish. 'lhey nrt be trained t.o function in the 
internatianl arena. UNCTAD/I'IC, for exa:nple, has designed 
progranrnes to this en:i; rut UNIOO might want to exp:m:l them to 
encDlPlS5 the specific n:w needs; 

(c) Maint.enanoe trai.ni.n:J. 'Ihis is a very specific is.sue. In many 
developing camtries, plant arrl equipn.31t m:intenarre is in a 
dismal state. Maintenance is of ut:ncst iltp:>rtarve especially in the 
fonner Savi& replblks, sira: it will take a .nile before they can 
renew their capital ~...k. UNIOO can very quickly develop projects 
to assist them in this crtt.:ial area. A follat-Up of the 
Consultation meetim that took place in 1987 on this subject is rore 
urgent mw than ever before. 

4. Qn;ultaticm 

206. 'lhe fourth area oorrerns the ~terr of Consultations Division. 'lhe 
internationalization of the world ec:uony is irreversible. '!her€ will be 
further opening of the markets, faster transfers of tedlllology, upsurge of the 
need to koow the new trarkets, .identification of appropriate techool<XJies, in 
short a need for closer sector rontacts aided by an international data b:lnk. 
UNIIX> has that mnJc at harrl. 'Ibrwgh its £eg\l].ar activities the Division car. 
open several dimensi0Jl3 to private enterprises, linK them to their markets arrl 
sarroes of SlJR)ly, arrl by a perfect catalyst am.n; the private sectors of 
different developing countries, especially tOOse that are reforming their 
eo::xmi.es as well rest:rocturing them. M:>reover, today the world cnmt.s with 
many rore countries than ever before. 'Ihese couratries will have to realize 
that they will have to oollatx>rate arrl oo-operate on a regional basis, not 
hecause the goverrnnents dictate so, rut because private sectors need to do so. 

D. nmc1111jrg t SM 

207. 'Ihese four al.r!a;t exclusive areas can constitute a carprehensive basis of 
action for UNIOO. If the strategy is designed well arrl oo-ordinated with, 
say, that of the World Bank arrl with UNDP activities targeted to develop the 



---.. , .. ~. .. . 
----·~ 

.. 

' 

- 65 -

etW?.rgirq private sector, llNIOO would be etterking UEXXl an effective technical 
assistance path. Moreover, ucns may assume even m::>re of an active role in 
identifyirq the dera.-rl for tedmical assistaroe in the.: OOlll'ltries ~"here they 
are stationed. m 
208. 'Ihese suggestions are not eoatprehensi ve; nor do they exteJrl to the 
totr.lity of UNIOO's i.n-ln.lse cap:tbilities. M:>reover, UNIOO may not wish to 
tackle all the areas ~ined arove. However, the essence of the matter is 
that UNIOO can ard sln.lld play an illplrtant role in the privatizatioo efforts 
of tuth the developing ard ex-socialist cnmtries. In the final analysis 
reorganizing c>..rrl revitalizin;J the iJrlustrial sa::tor ard trainiig in numerous 
areas are ~ UNIOO's main activities. 

·.:.. ;. . . . 
209. Distillin;J the text of the prearoi.rg pages ir.to a sin;Jle senterx::e, 
privatization can be said to be the return to profitable private ndivation of 
any activity that had declined th..""CU]h unprofitable state intervention, be it 
in the fonn of state ownership of enterprises, exoessi ve regulation, or 
preterrli.nJ to transfer t:h2 ll&lllS of productioo to collC!Ctive ownership. 

210. It is of sate i.itp:>rtance that at the outset privatization in mi.xerl 
ec.xn::rni.:!fi be di~hed fran privatization in ex-o:::ntrall y planna::i or 
c:amarrl econanies. In the former the issue is the realization that the pmlic 
interest" canrut be best served by spemin:J nu:::h .rore of GOY throogh 
EX>liticia"l-dictated mqx>lies or thraJgh e>COP.SSive ~ation rather than 
market-leadin} CD111WJ11 sense; that is, it ll; one of reform. In the latter the 
issue is to create the market eoonanies; that it is one of transfornation. 
Pri vatizatioo in East.em EUrope ani in t.~ Reµlblics that OJDe formed part of 
the now defuoct Soviet Union is not a matter of option, Wt the only vehicle 
to create capitalism. '!here it is oot a question of raisin;J Government 
revenues, nor ]s it a matter of waiting for better ti.mes. It is a matter of 
realizinl that without privatization better times will never ~. 

211. Althouyh the weight of this paper is on privatizatioo in nti.xed or 
capitalist eooronies ard altllolql only three ex-socialist axmtry experierx::es 
- one beinJ very mU. ~ - are discussed, IJ&tain general cn111ents 
relevant to them JTllst be made here. For one, thP.re is hard! y any experience 
in the ooontriffi whidl were netlbers of the ex-Soviat Union that would give 
~ harrlle to draw ooncluslons pertine..1t to tt..em. Yet, it is clear that if 
+-..hey opt for capitalism they Jlllst realize, ard sooner the better, that there 
would be no capitalism without capi ·-.alists. capitalists, her .iever, need 
nuueroos :ins'""..itutions, such as financial institutions an:i well-defined 
property rights, aro acc.:ess to savings - ck.mestic or foreign - in order to set 
the capitalistic ""1heels in nvtion. Privatization in ex-socialist owntries 
will be a necessary tut a very .insufficient cxn:litior. for the requiroo 
transformation. 

QI 'l.he World Bank has been exterding as e,,f late assistance especially 
to the forner soviet Union owntries in settinJ up a "foreign assistance 
>nana1ement unit" at.tacherl to a p.nticular ministry ~ the SUR>lY CJf 
assistance is e.xi:ected to t::? ootched rationally with its demarrl. 

, . 
• 



' 

- 66 -

212. several Eastern Ellropean CXlUiltries have made ooticeable advaocanent 
ta.lards privatization with varying degrees of sucx:iess. In Hungary, for 
exanple, privatization has basically meant sellin] tb:lse assets for whidl 
there llO.lld be danestic or foreign Wyers. 'Ihe initial SUoOE!SS of the 
~ian experieocie stntld rot mislead the prop:::>1aents of privatization in 
ex-socialist CXlUlltries that this is the easiest way to place all state 
enterprises into private hams. In all these camtries there are enterprises 
that are l'XJt sellable • Czechoslovakia IS awroam Of sett.in} up nutual fuOOs 
am makin:J their shares available to the plblic (tllrcuJh sale or gift) may 
very well be a faster way to privatize. None of the ways tried or iD{>leneit.ed 
in Eastern El.Irqle is an easy an::l foolproof way. Transitioo to capitalism is 
tnHX:l to be painful. Privatization is an inextricable part of this painful 
ptt:X2SS. 

213. In oountries with basically "capitalist" ec:x:>nanies privatizatioo is a 
vehicle for reform. As has been repeated in this report over arrl over again, 
it is a natter of }'.Ullin] tack the frontiers of Government am enlargin] the 
private ownership arrl IX>rtfolio thrcu}l1 divestirg the Government ownership an:J. 
replacirg regulations whidl stifle the private initiative with those whidl 
assist the private sector to floorish. 

214. As exaJ!i>les show, the experienJe has been varied. Q1e quick con:=lusion 
is that the 100re developed the CXllUrt:ry, the easier the ro:::td. to pri vatizatioo, 
sin{>ly because the sustainin] cxn:litions are there. Fi.narx::ial nerkets, stock 
excharges, banks, i.nsurarce i.rrlustry, an:J. well-defined ptqJerty rights have 
already been ~ in place through a lon:J historical prtn:!SS. 'Ibey are the 
focilitator of the prtn:!SS. In cuntrast, the e.xperien::ie of developin] 
camtries has been uneven, simply because there such pre-corrlitions exist in 
varyin} ~-

215. Privatizatioo is oot a panacea for all ills. It is a method. Ll.ke the 
awlication of all metlVJds it does require a set of pre-cx:nti tions. 'lbese are 
briefly: 

(a) Cc:mnitment to privatization by the decision-makers. Yieldirg to 
international pressures, whatever the reason might be, an:J. us.in.J 
privatization as a gi.Jmri.ck to secure further loans or aid or 
international political favours, in other ~rds, usin] privatization 
as a lip service for purp:lSe5 otlier tha'l what is really meant is 
nm-e harmful to the society. In such a case it is better not to 
privatize; 

(b) 'Ihe decision to privatize does oot mean i.mmErliate divestiture. It 
does require full ~ of separatin] ownership from oontrol; 

(c) Privatization also requires the highest level of S\.lRX)rt an::l 
ronitorin]. A junior ministry or an ad hoc office is oot 
sufficiently equi~ to deal wit.h the coq>lex issues of 
privatization. Rather, a cabinet-level authority in decision makirg 
is required; 
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(d) Privatization alternatives lllJSt be in aexx>rdance with the P.xisting 
institutions. 'Ihe ab5ence of stdl institutions CXlllld easily rerrler 
futile all the efforts to privatize. Divestiture of ~ES by means 
of sales of shares where stock exdlanges do not exist is not the 
tedmi.que to i.Dplenett privatizatioo. 'Ille required institutions 
Jll.ISt be p.rt in place arrl the necessary legislation enacterl prior to 
or at least anxmitantly with privatizatioo; 

(e) Privatization is a process W.idl dlanges the p:lWler relations 
reigni.BJ in a society and up;ets vested interests. In CXMitries 
~ p:>litical deloocracy is the norm, a m.isurrlerstood privatization 
decisioo can easily be lost in the labyrinth of political 
bickering. An education canpaign is necessary to assure the 
agieement of the different segments of the scx::iety with the decision 
to privatize. 

216. 'lhese pre-corrli.tions do not stem fran atstract deductions, but fran 
lessons learnt fran the painful experieroe of a IlUDb:!r of c.uunt:ries. W 'Ibey 
Jll.ISt CXXlStitute a set of criteria for cnmtries to adhere to when they opt to 
privatize. 

217. 'Ihe past experience in market eoonanies leads to the followirg 
recamrarrlations: 

(a) Asst.uning that the cxmn.i.tment to privatize is firm arrl the different 
S0J111e.111:s of the society are in agreement with the decision to 
privatize, the execution of the procedure nust tailor the dloioe of 
instruments to the needs as well as to the prevailli.ng 
socio-ecoranic framework. Instruments vary, as was discussed in 
Section IV. c. . '!hat an instrument suoeeis in ooe CXIUlJtxy does not 
necessarily mean that it will do so in another. 'Ihe chosen 
instruments JltlSt be evaluated arrl subjected to a critical review 
prior to their deployment; 

(b) Privatization does not operate in a vaClllDll. It requires a set of 
~c a.rd sectoral policies. Governments Jll.ISt ass..ire that 
privatization occurs in an eoonanic environment in whidl ~titive 
forces are c.llowed to lead to efficient prodlrtioo arrl hence to 
growth; 

(c) Conromltantly, r..overnments nust prepare and enact the necessary 
legislation; 

(d) several sectoral policies are necessary, tut not sufficient. 'Ibey 
rmst be CDtpleelted with sub-sectoral policies. 'lhis means, for 
~le, that in potentially a::qletiti ve sub-sector& deregulation 
l1llSt all<M freer entry of cbnestic and foreign fi.nms (unless 
national security is an overrid.in1 concern) , and trade Jll.ISt be 

W See, for exairple, Startiro yp a Privatization Process: '!be Tyn.isian 
~, by P.H. Elickel'." and Jamal 5aghir, UNlOO, ID,A«;.498, 2 January 1990. 
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liberalized to penn.i.t i.nplrts of u:mocdities. In subsectors where 
natural nonop::ilies cannot be avoided (such as utilitiec>) 
deregulation should take the form of transparent regulatory cart:rol 
to protect the µJblic interest; 

( e) s~ the very p.xqnse of privatization is to reform the eoorony by 
all~ the private sector to exparrl arrl the p.iblic sector to 
provide an "enablirg envircrmett", it is desirable that Govel:1'Ulelts 
use the proce.e:is cbtai.ned fran the sale of assets for 
infrast:roctural experrli:tures to provide Sldl. an environment arrl for 
the reduction of p.iblic irrlebtedness, rather than financirg current 
experrli tures. 

218. 'Ille issues surrourrli.nJ ex-c:x:imarrl econan.i..es are ltl.lCh mre cxmplex arrl 
difficult. Many 1'IPITh>rs of the ex-ussR are likely to dDJSe privatization as 
a method of transfo:rnation; yet they are the least ready for a quick transfer 
of assets fran the plblic to the private sector. In order to make the 
transition as efficient arrl sm::xJth as JJCSSible: 

(a) '!hey slloold establish the pre-anti tioos for privatization as fast 
as (X)SSible by setting up the financial, requlatory arrl legal 
f~rks; 

(b) 'Ibey will have to distinguish~ private trading markets arrl 
private imustrial prOOuction; 

(c) TI1ey will have to examine with critical eyes the experiences of 
Eastern Ellropean cnmtries; 

(d) 'lhey will have to seek internationally available technical 
assistaroe to design arrl i.Ilplement realistic p:>licies arrl strategies 
for transforming their econan.i..es in which privatization is tut one 
CUtlPJI ient aitDn':J many. 

219. In the previoos chapter this reJX>rt µIt forward sane suggestions for 
UNIOO to CXlllSider in suwlyinJ technical assistarr:::e in privatization arrl 
industrial re:.tructurirg. 'Ihese stq:;JeStions were based on in-00use expertise 
of the Organization. Given its past technical assistaooe experience in many 
developirg cxxmtries arrl its qualified staff, UNIOO can arrl should play an 
i.Jrp>rtant role in assistirg the developirg as well as ex-<X1111laJ'rl eooroni.es in 
their quest of privatization arrl irrlustrial restructurirg. In doing so it may 
also cunsider to fortify its collab:>ration arrl oo-ordination with other 
nultilateral arrl/or bilateral aid agencies, such as the World Ba.""lk arrl USAID. 
Both have been active for sane t.ilne in providirg technical assistarx::e arrl 
loans for the structural adjusbnent of the €!CXAYJl!lies arrl for the developterrt: 
of the private sector. 
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220. Several areas of SUR>lY of technical assis~ were detailed in 
O'lapter VI: 

( 3) Assistance to establish the mechanism for strategic Management of 
Irrlust:rial Develop!U'lt, so that the flect}lin} private sector can 
have an increasingly iI1p>rtant role in shapin} EX>licies for 
industrial developnent; 

{b) As<.~istance to solve a host of prcblems that surge after 
privatization anijor transiticn to a market eaJCDfrf; 

( c) Assistance in train.irg at the nanagerial arrl technical level, 
especially executives of the privatized iroustries, arrl in transfer 
of technology; 

( d) Creating linkages bebleen developed arrl developin} cnmtries for 
~ to techoolog:i.cal info:rnaticn arrl market awareness; 
facilitating the acness to infornatiai irrlispensable for efficierx:;y; 
suw1y san:oes; {X)tential derna.rDs am markets; am regiooal 
co--op:?ration. 

221. 'Ihese suggestions are oot oooprehensive; ror do they extem to the 
totality of UNITO's in-house capabilities. !it:>reover, UNIOO may rot wish to 
tackle all the areas ootlirk.~ at:ove. ~, the es·£.~ of the natter is 
that UNIOO can arrl shoold play an iitp>rtant role in tla:: privatization efforts 
of both the developing arrl ex-socialist oountries. In the final analysis 
reorganizin} arrl revitalizin} the i..n:iustrial sector arrl trainirg in rrumerous 
areas are artu.XJ UNIOO's nain activities. 

222. '!he literature on privatization, divestiture, arrl regulation has been 
growin:} in leap; arrl l:n.znjs in the p!St decade. It is ?Jysically i.."lpOSSible 
to list here all the txlOks, articles, p:utpllets, rerorts, papers, p.Jblished or 
lIJl?lblished works. Nor is it possible to trace this literature back in 
histocy. Ccn:!ei vabl y one can go back two oenb.lries to Mun Smith arrl '"lhe 
Wealth of Nations" as the theoretical urrlerpinniJXJ of privatization. More 
recently in this century Hayek's seminal 11r«lrk ( "'lhe Use of Krnileck}e in 
Society'', Angrican Fp:rgnic Reyiew, Vol. 35, 1945) may very well be taken as 
the theoretical pillar of privatization. 

223. '!his dlapter cannot travel that far mck. It is in fact ll1lCh less 
ant>itious than its title Sl.XJ:JeSts, for it inclldes merely re:::ent works that 
aRJ0ar0d since the early eighties. A fE.W exceptions, however, were made an:i 
sane earlier works have been inclt.ded because of their particular ~· 
'1hese have ~kept to a tBre mini.Jm..un. 'Ihe guiding principle in selectin} 
the recent works was their. relevance to practitiooers, witha.rt cntpletely 
eliminatin:} theoretical writ.llqs. 'Ihe works cited below are rot organizro 
thematically, rut alphabetically aCXX1l'ding w the authors' last names. 
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