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The data shown fueTe are corrected by fue authors for macro and industry-specific

effects so fue increase in profitability associated with changes in fue macro environrnent are

controlled foro LaPorta and López-De-Silanes (1998) algO carry out a regression analysis. The aim of

such regressions is to identify fue Tole of market power and deregulation in determining privatization

outcomes, measured by fue performance indicators mentioned above. They use three deregulation

indicators: i) fue existence of state-imposed price and quantity controls, ii) barriers to foreign trade,

and ii) restrictions to foreign ownership. In order to analyze fue Tole of market structure fue authors

use a dummy variable that takes fue value of 1 if fue "privatization prospectus" described fue firm as

monopolistic or oligopolistic, and zero otherwise. According 10 fue regression results, less regulated

markets facilitate fue "catch-up" ofprivatized firms' performance indicators with respect to fue market

benchmark. The data does not support fue view that more concentrated markets induce fue firms to

increase profitability by increasing prices and lowering quantities. The market power dummy tums

out non-significant to explain fue change in performance indicators.

Smith, et. al (1996) show evidence for Slovenia. They use a country-wide database with

privatized firms from 1989-1992. The objective ofthe paper is to analyze the effect ofdifferent types

of ownership on performance. The exercise is different to the one discussed above because the

authors do not have data for the pre-privatization stage. The results, however, show a clearly positive

effect of private ownership on performance. When distinguishing the effects of different types of

ownership, foreign ownership has a significant positive effect on performance. Employee owned

firms perform well when they are small, but the effect of this type of ownership diminishes with size.

Employee-owned firms do better when foreign ownership is also present in the same firmo

Cross-country evidence. Starting with a pioneering work by Megginson, et.a1. (1994), researchers

have used fue data avai1ab1e for pub1ic1y traded companies that have been privatized to ana1yze

different performance indicators on a cross-country basis. Evidence shal1 be shown here from

Megginson, et. al. (1994), D'Souza and Megginson (1998), Boubakri and Cosset (1998), and, for fue

case of Central and Eastem European Countries, Frydman, et. al. (1997, 1998), and C1aessens and

Djankov (1998).

Megginson, et. al. (1994) analyze data for 61 companies from 18 countries and 32

industries that were privatized between 1961 and 1990 --privatized through public offerings.

D'Souza and Megginson (1998) compare pre and post-privatization performance of 78 companies

from 25 countries --including 10 LDCs-- that faced privatization between 1990 and 1994, algo
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through public offering. Their sample included 14 finns from fue banking industry, 21 utilities

and 10 from telecommunications. Boubakri and Cosset (1998) use data of 79 companies from 21

developing countries. These finns were privatized between 1980 and 1992 through public

offerings. The largest data set is that used in Claessens and Djankov (1998) which consists of

6,300 manufacturing firms in seven Central and Eastem European countries (Bulgaria, Czech

Republic, Hungary, Poland, Romania, Slovak Republic, and Slovenia).

The perfonnance indicators that are analyzed in those papers are related to mean and

median levels of profitability, sales, operating efficiency, leverage, capital expenditures, and

employment. In most cases, fueTe are controls for whether fue markets are competitive or not,

regulated or unregulated, and partía! vs. full privatization. The main results are shown in tables 4

through 6.

The evidence is robust in fue direction of a clearly better perfonnance of fue finns after

privatization. Profitability increases significantly for different specifications, different periods of

time and groups ofcountries. An interesting result is that in both Boubakri and Cosset (1998) and

D'Souza and Megginson (1998) profitability increases more in regulated (or noncompetitive)

industries, whereas operating efficiency increases les s in those cases. It is clear then that higher

profitability does not necessarily imply higher efficiency and fue link between fue two comes

from fue market structure. The evidence supports fue idea that there is a certain degree of market

power being exploited by those finns. Capital expenditure (investment) systematically increases

in all cases, reflecting both growth and fue restructuring that takes place after fue sale.36

Employrnent increases in all fue cases, including developing countries. This evidence on

employrnent seems to be inconsistent with that in, for example, LaPorta and López-De-Silanes

(1999). There are two answers to that inconsistency. First, fue fact that fue cross-country studies

analyzed here use only data for finns that were sold via public offerings generates a non-

negligible selection bias. One would expect those finns to be fue ones with higher potential for

profitability. Second, fue country-specific study includes data from three years before

privatization for all fue finns, which could be capturing fue elimination of labor redundancy

before fue sale. In all fue cases, fully privatized finns perfonn better than partialIy privatized

ones

36 The "adjusted" results in Boubakri and Cosset (1998) are precisely controlling for those macro and

sector-specific factors.
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TABLE4

PERFORMANCE CHANGE IN PRIVA TIZED FIRMS BETWEEN 1961-1990
(Megginson, et. al., 1994)

Note: L\c/nc = mean performance change offirms in competitive/non-competitive industry (after
privatization -before privatization). Median changes are consistent in that column except for employrnent
(in that case L\c<L\nc).
For details on the data and methodology, see part 3 in texto
Source: Tables 111 and IV in Megginson, el. al. (1994).
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TABLE5
PERFORMANCE CHANGE IN PRIV ATIZED FIRMS DURING THE 1990s

(D'Souza and Megginson, 1998)
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TABLE6
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COUNTRIES
(Boubakri and Cosset, 1998)



There is one important caveat to fuese results. For reasons of data availability and

homogeneity, fuese samples include firms that were privatized through public offerings and are

publicly traded in fue stock market. This may induce a selection problem that biases fue result in

fue favorable direction. Larger and more profitable firms tend to be privatized through pubic

offerings far more than throUgh other privatization methods.37 That bias, however, does not

eliminate fue robustness ofthe results for firms with those characteristics.

For the case oftransition economies, Frydman, et. al. (1997) reported the improvement in

corporate performance consistent with the results shown above. Frydman, et. al. (1998) and

Claessens and Djankov (1998) report robust positive performance changes in a large sample of

firms in Central and Eastem Europe. In the case of Claessens and Djankov (1998) the sample

includes 6,300 firms with a wide range of characteristics. In these cases the caution in terms of

the selection bias does not apply. Both Claessens and Djankov (1998) and Frydman (1998) look

into the forces that are driving those changes. Concretely, they are interested in a test of the

polihcal view, i.e., whether the withdrawal of political intervention explains the positive results.

The former paper finds significant improvements in total factor productivity and reductions in

excess employrnent in firms without state intervention, controlling for institutional differences

and endogeneity of privatization choices. The latter paper, with data for Central Europe, finds

evidence that entrepreneurial behavior drives the efficiency gains when state intervention is

removed. They confirm the hypothesis that the performance results in privatized companies are a

function of greater willigness to accept risks and their freedom to make decisions without state

intervention

In terms afilie distributive impact, both Galal, et. al. (1994) and Chisary, et. al. (1997a)

allow us to reach some conclusions. The latter work has fue advantage of being embedded in a

general equilibrium framework --a computable general equilibrium model (CGE), though it only

analyzes fue privatization of utilities for fue case of Argentina. The case-studies show no clear

losers from privatization. Workers and buyers of fue firm get an increase in surplus. Consumers

are fue one affected in fue case of sectors that seem to have less competitive conditions.

In the case of the CGE model, the results are surprisingly positive. Every segment of the

income distribution obtains a positive gain from the privatization. Efficient regulation is shown to

be a key component in the resulto The modei originally shows net gains of around 0.9% of GDP,

whereas efficient regulation could add an extra 0.35% of GDP as surplus gains. More research is

needed in tenns afilie distributive impact, especially in a general equilibrium framework.

37 See fue discussion in López-Calva (1998) and the evidence in Megginson, el. al. (1998).
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3.2 Macroeconomic Evidence

As mentioned above, there is no strong evidence of the effects of privatization at the

macroeconomic level. It is possible, however, to give an overview of the trends observed in key

aggregate variables and relate those to the privatization programs that have been implemented. Along

with privatization, other structural reform measures were algo put in place in most countries to a

certain extent. These policy measures include trade liberalization, fiscal adjustment and tax reform,

and weakening of controls to capital inflows, among others. Because of this, it is not possible to

attribute the observed pattems to one isolated policy, though we can argüe --based on theoretical

arguments-- that they are related, given the implications stated in theoretical section.38

Graphs la and lb show the decrease in the share of SOE activity as a proportion ofGDP. The

highest proportion is observed in low-income countries, but also the biggest decline is in that group,

with a clear acceleration of the changes during the last four years. We call those "late reformers."

Middle-income countries show a level around 6%, about the same as high-income ones, after a period

of aggressive reform in which that proportion fell from 12 % (especially for lower middle income).

[See graphs la and lb]

The data on SOE activity (graphs 2a and 2b) is consistent with fue share of SOE employrnent

to GDP. In low-income countries that share fell from around 20% to 10%, in middle-income

economies is currently below 100%, after having reached more than 14%.

[See graphs 2a and 2b]

The evidence supporting fue claim that privatization reduces fue burden on public financing is

shown in graphs 3a, 3b, 4a, and 4b. After reform, both low and rniddle-income countries have

succeeded in elirninating net subsidies to public enterprises on average. In fue case of rniddle income

countries, SOEs show a surplus in their operation, which can be fue result not only of reforms of

management and introduction of competition, but also of fue fact that fue "best" firms are those that

have remained in fue hands of fue government. Examples of those are oil companies and natural

monopolies, like electric utilities.

[See graphs 3a, 3b, 4a, and 4b]

38 For the discussion of different macroeconomic aspects ofprivatization and its effects, see Hachette and

Luders (1993); Larraín (1990); McLindon (1996); Rogozinski (1997,1998); Serven, et. al (1994);
Demirguc and Levine (1994); and World Bank (1993). A model that integrates privatization into a
macroeconomic model to analyze the effects ofthe transition to a market economy --designed for transition
economies-- is Blanchard (1997).
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As shown in graphs 5a and 5b, fue trend in fiscal deficit is favorable, thOUgh stilI negative,

and largely so for fue late reforrners. The most favorable trend is that of fue deficit in upper middIe

income economies in which fue most aggressive reforrners can be found, such as Argentina, Chile,

Mexico, and Malaysia.

[See graphs 5a and 5b]

One important effect observed in all income groups is that on fue financial sector

development (see Demirguc and Levine (1994) and McLindon (1996». Whereas in high-income

countries fue capitalization of fue stock market remains basically stable, for both low and middle-

income economies fue reforms have had an impact on that indicator of capital market development

(graphs 6a and 6b). The trend is positive in all of them. Upper middle-income countries have reached

levels of capitalization similar to those in high-income economies (around 55% of GDP). Lower

middle-income economies are around 25%, and fue low-income group is about 16%. This

mobilization of resources and fue consistency of fue reforms in many cases have attracted more

foreign direct investment. In graphs 7a and 7b, middle income countries show a positive trend in this

respect, whereas fue low-income group shows an important increase during fue later years, those in

which fue reforms and privatization have been more aggressive.

[See graphs 6a, 6b, 7a and 7b]

Unemployrnent, however, shows a very erratic pattem across countries. Aggressive reformers

show an increase in fue unemployrnent rate, but so do late and less aggressive reformers. Examples of

fue former are Argentina and Poland, where fue unemployrnent rate increased by 9 and 8 percentage

points, respectively, between 1990 and 1996. Among fue latter, we have France and Hungary, where

unemployrnent grew 3.5 and 3%, respectively, during fue same periodo It is not possible to draw any

conclusion in terms of privatization on fue overall unemployrnent rateo Unemployrnent has shown an

increasing trend in recent years in most countries around fue world.

Thus, fue evidence tells us that structural refonn has in general induced positive changes in

key macroeconomic variables. Though not all fuese positive changes can be attributed to privatization

nor its specific contribution has been identified, we can conclude that both fue public sector's

financial health and a better macroeconomic environment have been fueled by fue reduction of SOE

activity around fue world. This has also led to fue creation of a better environment for private

investment and competition.

Two important caveats are pertinent at this point from a policy perspective. In general,

privatization proceeds should not be used in current expenditure or subsidies that require a permanent
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disbursement. Given that they are a once-and-for-all income for fue government, they should be

applied to disbursements of equal nature (Rogozinski, 1998).39 Reduction of public debt, or

investment in certain types of infrastructure, are recornmended as reasonable alternatives. The

proceeds could also be linked to specific budgetary purposes in a transparent way, as was fue case in

Bolivia in which fue income was used to finance fue reform ofthe pension funds.40

4. Privatization of Infrastructure

ThOUgh a detailed analysis of the privatization experience in infrastructure sectors would

deserve a special study, we will show here some pieces of evidence that support the idea that even in

thse sectors the benefits have been important. Infrastructure privatization involves issues related to

regulation, long-term growth possibilities of the economy, as well as equity considerations. In the

evidence shown above, the sectors regarded as non-competitive, as well those under regulation, are in

general in the infrastructure sectors.4\

There are different degrees of involvement of fue private sector in infrastructure projects.

These options go from fue usual contracting for supply and civil works under public ownership, all

fue way to full private ownership through fue so called "Build-Own-Operate" schemes (BOO).

Arnong those, fue most widely used in practice, and fue ones that have proven successful in different

countries are fue ones termed "Lease-and-Operate" (also known as affermage contracts),

"Rehabilitate-Operate- Transfer", and "Build-Operate- Transfer" schemes (BOT) (Guislain and Kerf

(1995». Projects under BOT contracts imply fue transfer ofcontrol without transfer ofownership and

are generally used for greenfield concessions. Those concession contracts are usually awarded to

private investors for a pre-determined period of time.42 All fuese concession-type arrangements

involve a public entity (at fue level of federal government, state, or municipality) that awards fue right

and obligation to provide fue service to a private investor. The conditions under which fue service has

to be provided is fully specified in fue contract. In fue case of BOT schemes, for example, conditions

under which fue assets will be transferred either to fue public entity of to another private investor once

fue concessions is ayer have to be spelled out in fue contract. These contracts thus are complex and

involve regulatory aspects, distribution of cornmercial and political risks, public guarantees when

needed, investment requirements, and fue so called "universal service obligations" (USO). The latter,

39 The re1evance of fue long-ron perspective that ought to be followed when deciding the use of

Erivatization proceeds is also emphasized in Ke1egama (1997).
o See López-Calva (1998) and Peirce (1998).

4] The infrastructure sector inc1udes, for examp1e, e1ectricity, te1ecoms, airports, ports, water distribution,

natural gas distribution, and toll-roads.
42 For a thorough review ofBOT schemes and its advantages and disadvantages, see Klein (1998). The

basic contracting issues are discussed in López-Ca1va (1998).
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USO, require the prívate company in charge of providing the service to give access to all groups in

the area of the concession, regardless the level of income. In the case of USO, the contract must algO

specify prícing schemes (possibility of cross-subsidies) and mechanisms for public subsidies when
they are necessary. 43

From a theoretical perspective, the implications mentioned in the theoretical discussion in

terms of the advantages of private ownership hold, provided the appropriate regulatory mechanisms

and enforcement. The weaker results in terms of efficiency that the evidence shows in non-

competitive (infrastructure) sectors are precisely related to the differences in regulatory mechanisms

and regulatory capacity in different situations. Failures in privatization of infrastructure can be

explained fundamentally by two types of policy mistakes: first, poorly design of concessions --mainly

in the area of distribution of risks and public guarantees, and second, inappropriate regulatory

structure and/or weak enforcement by regulatory institutions.44

Despite all fue difficulties infrastructure implies for privatization, important benefits have

been obtained during fue last years. The experience shows by and large a positive effect of

privatization of infrastructure. Not only have fue private investment flows in infrastructure increased,

but important efficiency gains have emerged. Some evidence has been shown in section 3 where, for

example, Chisari, et. al. (1997a) have estimated efficiency gains around 0.9% of GDP that are also

consistent with distributive improvements in Argentina. In addition, fue evidence by sector in fue

same country is shown in Tables 7, 8, and 9. Those rabies show selected performance indicators of

privatized utilities, before and after privatization.

Finally, table 10 shows selected indicators of performance improvement and investment

carried out by the privatized telecomrnunications company in Mexico. This company, TELMEX, was

sold under strict investment and performance improvement goals and was awarded monopoly power

in local telephony for a pre-determined period of time. The price of the service in that case, however,

increased, and that explains the reduction in consumer surplus after privatization as estimated by

43 Access to fue service, in fue case ofUSO, does not necessarily involve access to fue network itself, given

that there are altemative technologies for the provision of fue service (Chisari, Estache, and Laffont

(1997)).44 For an analysis of concession contracts, their design, and review of fue "failures", see Engel, et. al.
(1997), and Klein (1998). A discussion ofthe relevance ofregulatory capacity and institutions is in Smith

(1997).
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Galal, et. al. (1993).45 The evidence strongly supports fue implication that, provided that th

appropriate regulation is in place, efficiency gains can be achieved though infrastructure privatization.

TABLE 7

SELECTED PERFORMANCE INDICATORS, INFRASTRUCTURE
WATER CONCESSIONS IN BUENOS AIRES, ARGENTINA

(Crampes and Estache, 1996)

45 In fue case of public phones, for example, fue price of a call before privatization in Mexico City was zero

pesos (calls in public phones were free). For a description ofthe sale ofTELMEX, see Rogozinski (1998)
and López-Calva (1998).
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TABLE8
SELECTED PERFORMANCE INDICATORS, INFRASTRUCTURE

POWER CONCESSIONS IN ARGENTINA
(Estache and Rodríguez, 1996)

20 900

18 650

12 300

-_o: 

-..,
Note: The generation data in 1992 are unweighted averages for October-December on1y (privatization took
place ayer fue period between mid-1992 and mid-1993). Distribution data are from EDESUR (privatized in
September 1992). Transmission data are from Transener (privatized in luly 1993). MWh is megawatt-hour.
Source: CAMMESA, ENRE, and company annual reports. Taken from Estache and Rodriguez (1996).
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TABLE9

SELECTED PERFORMANCE INDICATORS, INFRASTRUCTURE
PORTS OF BUENOS AIRES, ARGENTINA

(Estache and Carbajo, 1996)

Source: Administración Genereal de Puertos. Taken from Estache and Carbajo (1996).

31



TABLE 10

PERFORMANCE INDICATORS OF THE MEXICAN TELECOMMUNICATIONS COMPANY
AFTER PRIV ATIZATION

~

4,848

4,759

7,320

~

54,936

0.7

~

5.9 9.1

2,389.4 5,303.3

~

12.9 43.0

~~

72.0 12,187.0U

Note: The -PriVatization took place in 1990 (transfer of control).
al These data are for 1990 and 1993.
b/ That figure corresponds to 1993.
Source: Rogozinski (1997).

5. Conclusions

From fue theoretical discussion, several empirical implications are proposed. Let us analyze

how fue evidence from different studies supports fuero.

Implication 1: Publicly owned enterprises in competitive environments would not perform better than
privately owned companies in fue same circumstances in terms of profitability, and could perform
worse.

The microeconomic evidence overwhelmingly supports this implication. Country specific

data and cross-country data show that privatized finns improve their profitability after fue sale, even

controlling for rnacroeconomic and industry specific factors. This result is robust to different

definitions of fue profitability indicator, and holds for different market structures. Deregulation

policies have been shown to speed up fue convergence process of finns to industry standards. Partial

privatization has a lower effect on profitability when compared with full privatization. The evidence

for Central and Eastem European countries is algO consistent with fue proposition, and fue political

view --that says that political intervention undermines finn perfonnance-- seems to be confinned by

fue data.
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Implicanon 2: One should expect important efficiency gains from the change in ownership structure
in competitive sectors.

The micro evidence algo confirms that the introduction of competition enhances productivity

gains. Firms in more concentrated and regulated markets, though they algO go through an important

restructuring after the sale, show lower increases in productivity as compared to those that are under

the discipline of the market. Eliminating restrictions to foreign direct investment and trade barriers,

and government controls on prices and quantities fuels the catch-up of firms to competitive standards.

Implication 3: In general, increases in profitability are not equivalent to increases in efficiency. This
will only be true in a competitive environment.

Two facts support this proposition in fue data. First, it is observed in cross-country studies

that profitability increases more and productivity less in regulated or les s competitive sectors. This

shows that firms are exploiting, at least partially, their market power. Second, in fue case studies we

observe that consumer surplus is affected by fue degree of competition in fue sector, even though total

welfare changes are positive.46

Implication 4: Fully privatized firms should perform better than firms that have been partially
privatized, under fue same conditions.

Cross-country evidence for developing countries shows that firms that were partially

privatized realized lower profitability gains and productivity changes as compared to fully privatized

enterprises.

From fue macroeconomic perspective, fue evidence is much far less strong, and causality

cannot be assumed. Important aggregate trends, however, have been identified.

Implication 5: Privatization improves fue public sector's financial health (lower deficits, lower debt)

The budget deficit shows a positive trend, i.e., it declines during fue reform periodo Low-

income countries, which are on average less aggressive privatizers during fue period analyzed, still

have a significant deficit on average. Privatization has represented an important policy tool for fiscal

reformo

Implication 6: Privatization reduces fue net transfer to SOE's in fue aggegate. These transfers become

positive ifthe government actually starts collecting taxes from privatized firms.

46 This is fue case, for example, in telecommunications privatization in Mexico, where fue consumer

surplus fell after fue sale. The methodology, however, fails to capture dynamic efficiency gains introduced
by technological change and new investments as well as changes introduced to fue reguiatory framework.
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The net transfers to SOE's have declined and actually become negative for high-income and

middle-income countries. This shows that not only have fue subsidies been reduced, but fue

government has started to collect taxes from previously money-losing firms. This is algO supported by

fue micra evidence. It is only in fue case of low-income countries that net subsidies have continued,

which is consistent with fue fact fue SOEs overall balance in those countries is negative. This shows

that fueTe room to improve fue performance of fue late reformers.

Implication 7: Privatization has a positive impact on fue development afilie financial sector.

Stock market capitalization has shown a steady increase in all country groups between 1987

and 1997. In low-income countries this trend has been accelerated since fue early 90s, when

privatization transactions started at a faster pace. This change has also responded to fue liberalization

of fue financial sector and opening to foreign investment, but privatization has played a fundamental

Tole in it.

Implication 8: Privatization has a negative effect on employment in fue short-run, a positive effect in

fue medium and long-ron.

The effect on unemployrnent is ambiguous. Unemployrnent rates vary widely across

countries, regardless whether they have privatized or noto The macro instability introduced by fue

Mexican crisis in 1995 and subsequent problems in East Asia can partly explained fue different

patterns, as well fue particular features of stabilization plans in different countries, like fue strict

management of fue exchange rate in Argentina. The microeconomic evidence is also mixed. For

country cases it is shown that employrnent in privatized firms on average decreased, while cross-

country evidence of publicly traded companies shows an increase in average employrnent.

Finally, it is important to mention fue lack of detailed research in fue afea of fue effect of

privatization on distribution and poverty. The CGE model discussed above, on fue distributive effects

of utilities privatization in Argentina, shows a positive resulto The case studies carried out by Galal,

et. al. (1993) also allow us to reach positive conclusions from fue distributive point of view, though

they also highiight fue relevance of fue market structure for fue outcome. Privatization of

infrastruCture services, not reviewed here as a special case, might indeed be a candidate for careful

study to understand fue raJe of market imperfections on efficiency and distributive outcomes.
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