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Government v. Private Ownership

Traditional (pre-1980) ownership patterns

"Monopoly" Sector
(Electric, gas, water utilities,
telecomm, RRs, local transit,

etc.)

"Competitive' Sector

U. S.

Some government ownership
~20% electricity, most water,
local bus, some telephone
Regulated private firms the norm
elsewhere

Little government
ownership

Other

Heavy government ownership

Developing | RRs, transit, electricity,

Countries

telephone, water, etc.

Some government
ownership
Autos, banks, airlines,
coal/natural resources,
oil

Privatization movement over last 20 years
(e.g., Megginson & Netter, JEL, 2001)
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Figure 2. SOE Share of GDP by State of National Development, 1979-96

Svurce: World Bank, as reported in Sheshinski and Lopez-Calva {1999)




Main questions:

(1) What are the objectives of State Owned Enterprises
(SOEs), and how do they differ from the objectives of
privately-owned firms?

(2) How does performance compare across the two forms of
ownership?



Objectives of Private Firms v. SOEs

Private firms:
Wealth/profit maximization objective for owners
. Utility maximization objective for managers, subject to
monitoring, incentives, constraints :
Agency problem due to separation of ownership/control
. Some solutions to agency problems:
Share prices provide info, enhance monitoring
Hard budget constraints (bankruptcy)
. Market for managerial labor (career incentives)
. Direct incentive pay and dismissal threats for managers

SOEs:
"French" view: government is "good" (efficient, welfare-
maximizing).
"Anglo Saxon" view: SOEs inherently embed interest
group politics, redistributional objectives, managerial
objectives, etc.
. Limited managerial incentives: lower pay, less tied to
performance measures, possible lower dismissal rates
. Cragg and Dyck (RAND 1999) on managerial
incentives in SOEs
"multiple objectives and multiple masters did not...
lead to accountability systems tied to a wider set of
goals, but instead reportedly lowered overall

accountability."”
. "Soft budget constraints:" transfers/ subsidies/public
debt
. Politics & interest groups have influence at top level
decisions

Environment: Competition and/or regulation may constrain
behavior in both settings, especially with hard budget constraints.



Competing Models of SOEs

1. Social Efficiency: SOEs "solve" allocational efficiency
problems by pricing to social MC.

2. Managerial Efficiency (e.g., Erlich et al., JPE 1994):
SOE managers lack high-powered incentives and’
monitoring => managers pursue own objectives.
Efficiency/productivity are lower for SOEs

3. Political (e.g., Shleifer and Vishny, QJE 1994):
Political influence in SOE decisions => excessive labor,
reduced investment, inefficient production choices.

Given theoretical ambiguity, questions of relative efficiency
and objectives must be resolved empirically.



Empirical Methods to Analyze Ownership Effects

1. Cross-sectional approach: ,
Model outcomes/performance as a function of control
variables and dummy variables for ownership form

Example: Teeples and Glyer (1987 REStat): water
distribution utilities in California

2. Time Series approach:
Model outcomes/performance before and after ownership
changes. Takes advantage of huge privatization wave
beginning in mid-1980s (Megginson and Nutter, JEL 2001)

Example: La Porta and Lopes-de-Silanes (QJE 1999):
Mexican privatization

3. Policy experiments:
Rare, but provide some of most convincing evidence.
Example: Davies (JLE 1971) Australian airline industry
1960s-1970s

CAVEATS:

(1) Ownership (even ownership change) may be
endogenous. Why is a particular firm state-
owned? Why is a particular firm privatized (at a
particular time)?

(2) Other structural changes may be coincident with
ownership change: restructuring market, increased
competition, decreased regulation, etc. Hard to
disentangle which structural change is responsible
for any observed outcome differences

(3) Governments often "spruce up" companies they
plan to sell (trends in performance begin before
privatization date)




Teeples+ Glyer CG&FY

404 THE REVIEW OF ECONOMICS AND STATISTICS
Vanmm: bS" ]ogf’] “TABLE 2.—ESTIMATES OF DinacY VARIABLES AND STANDARD ERRORS FOR VARIOUs MODELS Lecst Qgﬂ
MODEL —> DZ1 D22 FTaoh FIb FTbt TGant TGat TGHt
DUMMY Regression with Public Firms Aggregated
PUB AL 376 278 259 193 1778 1157 ~.0113
J138 Ry il 1094 1330 ones 0916 osn 0364
Regression with Public Firms Disaggregated
Jiry Dept. co 433 an 3 259 176 1984 0625 0052
1245 1279 1378 1182 0834 1089 0654 0420
thu PublccPE 306 20 s 334 219 o7 0882 -.0412
E. : 2259 2251 20 1663 1266 1926 1120 0714
4 NS ;
DAL . 423 303 1% 308 T 288 1960 2003 . - 0307
Xsmas - 1496 1608 1641 1376 0991 1291 0780 0497
At-lae v0S
S DBD 609 569 401 301 294 1508 2052 - 0223
ek - 1684 1R 1794 1586 1195 1464 0862 10553

Jo-clus {”'(\DS Note: PUB — combinmed PUBLIC

lirmrbooo;mdtyinbpmpcirsa_ndsymy:

ﬁrns:Pkl'VATEmshipcmiucdbmhnﬂcﬂmddsmadmawduadamemmndhymo{(l)
a)eqnalmlothcnn:pmdmmmbmand())anbch:wuwstniahizuxmon}ynoddin

ukaMisno(nda.rp-aﬂn:ﬁooolMﬁswdmoddskTGnL(Setubkl.)Uppamba:mwdﬁdcmadmta:lo-dnumbasmmc
correxponding (asympiotic) standard errors.

- €g. LAPDWD
php . ,
> AC
PSP :
AC,

> Q



THE BENEFITS OF PRIVATIZATION 1199

TABLE 1
PRIVATIZATION CONTRACTS ACCORDING TO INDUSTRY CLASSIFICATION

Percentage of Percentage of

Numberof  assets of labor of
Industry contracts thesample  the sample

I Mining
Mining of metallic minerals 6 0.0853 0.0389
Mining of nonmetallic minerals 6 0.0083 0.0105
II. Manufacturing
Milk products 4 0.0015 0.0145
Fruits and vegetables 4 0.0003 0.0025
Canned fish and seafood 12 0.0060 0.0191
Grains and oils 9 0.0105 0.0209
Sugar mills 44 0.0510 0.1699
Animal foods 8 0.0016 0.0034
Beverages 2 0.0005 0.0033
Tobacco products 3 0.0020 0.0110
Textiles, clothing, and leather 7 0.0061 0.0145
Wood and wood products 2 0.0005 0.0020
Paper and printing 5 0.0104 0.0241
Chemicals, oil products, and plastic 23 0.0659 0.0376
Nonmetallic mineral products 9 0.0084 0.0145
Basic metals and derivative products 22 0.2224 0.1672
Heavy machinery and equipment 7 0.0040 0.0086
Electronics, machinery, and equipment 6 0.0130 0.0292
Automotive industry 15 0.0284 0.0469
Transportation equipment 2 0.0028 0.0109
Il Services
Hotels and restaurants 8 0.0054 0.0231
Land and sea transportation 4 0.0233 0.0021
Air transportation 3 0.0819 0.1053
Communications 1 0.3590 0.2178
Real estate and professional services 4 0.0017 0.0018
Recreation and entertainment services 2 0.0000 0.0004
Total 218 1.00 1.00

This table classifies privatization contracts across industries. The table indicates for each industry (1) the
number of contracts signed. (2) the ratio of the preprivatization value of the industry's total assets to the total
preprivatization value of all the assets in the sample, and (3) the ratio of the industry’s preprivatization total
employment to the total preprivatization employment of all the firms in the sample.

La Porta and Leper-de-Silanss (Q3E, (A44G)
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INDUSTRY-ADJUSTED CHANGES IN PERFORMANCE FOR THE SAMPLE
OF PrivaTizep FiIrRMS

Mean Mean
before after T-statistic Z-statistic
Median Median for change for change
Variable N before after inmean in median
I Profitability
Operating income/sales 168 -0.2975 0.0289 4352 7.16°
~0.1353 0.0178 .
Operating income/PPE 168 —0.2336 0.0914 4.122 4.872
-0.1471 0.0021
Net income/sales 168 —0.4036 0.0108 4.692 6.992
-0.1720 0.0401
Net income/PPE 168 —-0.2686 -0.0162 2.412 5.762
—-0.1494 0.0242
I Oé)eratlng efficlency
ost per unit 168 0.1827 -0.0021 —5.682 -5.632
0.1423 -0.0105
Log (sales/employees) 166 —1.1836 ~0.2679 6.472 6.852
-1.3133 -0.4299
Log (sales/PPE) 168 -0.2850 0.1834 3.112 2.35%
—-0.1640 0.0374
IIT. Labor
Index of total employees 169 100.00 64.65 —12.482 -9.29°
100.00 65.63
Index of blue-collar
workers 168 100.00 63.22 -—11.732 -9.082
100.00 67.39
Index of white-collar
workers 169 100.00 67.79 —11.122 —17.052
100.00 68.41
1V, Assets and investment
Investment/sales 168 00116 —-0.0358 -5.41° -10.262
—-0.0085 ~0.0580
Investment/PPE 168 —0.0037 -0.0365 —-2.89° -7.762
-0.0127 -0.0630
V. Output ) .
Log (sales) 170 -2.1189 -1.6865 1.912 2.70°
-2.2166 —~1.7275
VI Net taxes
Net taxes/sales 168 -0.0944 0.0665 4.08* 10.18*
-0.0168 0.0589
Net taxes 168 —766.70 25,522.28 2.19° 10.532
—8.5112 2,079.71

This table presents industry-adjusted results for the sample of 170 privatized firms. We form (three-digit
S.1.C. code level) industry control groups using all private firms trading in the Mexican Stock Market. For each

privatized SOE and for each year, we compute industry-adjusted indicators by taking the difference between

the value of the indicator for the SOE and its industry control group. We use economywide aggregates, if
avalilable, for those firms for which we cannot find a matched industry sample. The Appendix provides more
details for each individual measure. The table presents. for each empirical proxy. the number of usable
observations. the mean, and the median values before privatization and after privatization {in 1993). We
report f-statistics and zstatistics (Wilcoxon rank sum) as our test for significance for the change in mean and
median values, respectively. Definitions for each variable can be found in the Appendix.

= Significant at I percent.
» Significant at 5 percent.
< Significant at 10 percent.
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TABLE VII
THE ROLE OF TRANSFERS FROM WORKERS
Mean Mean t-stat
before  in 1993 for change
Variable N (median) (median) (Z-test)
Panel A: All firms with available wage data
Operating income/sales 101  -0.1530 0.0682 4.232
-0.0251 0.0708 4.162
Real wages per worker 101 N$15,074 N$27,079 5.422
N$9,995 N$22.481 6.052
Index of industry-adjusted rea] wages per 101 100.00 209.30 8.322
worker 100.00 198.96 6.472
Real wages per blue-collar worker 101 N$9,525 N$22.425 5.722
N$6.,791 N$16.851 7.45°
Index of industry-adjusted real blue-collar 101 100.00 265.61 8.762
wages 100.00 222.43 7.04°
Real wages per white-collar worker 101 N$27,992 N$44.301 4132
N$18,892 N$37.964 5172
Index of industry-adjusted white-collar 101 100.00 17797 6.082
wages 100.00 147.92 4.842
Total wages/sales 101 0.2338 0.1441 -3.142
0.1506 0.1143 —2.932
Log (employees) 101 6.4405 5.8944 -2.95°
6.4708 5.9269 -2.99°
Panel B: Firms with available wage data that increased
the number of workers after privatization
Operating income/sales 20 -0.2099 0.0342 2.17°
—0.0468  0.0952 2.08°
Real wages per worker 20 N$12,727 N$26,203 2.32b
N$9,473 N$19.936 2.622
Real wages per blue-collar worker 20 DN$8,679 N$19,608 2.65°
N$6,834 N$14,361 3.28°2
Real wages per white-collar worker 20 N$22,003 N$52,038 2.06°
N$15,010 N$37.602 3.252
Total wages/sales 20 0.2892  0.2121 —-0.82
0.1438 0.1702 0.03
Log (employees) 20 6.2785 6.6788 0.98
6.3966 6.7440 1.76¢

The table presents data for all workers, blue-collar. and white-collar workers and shows real wages per
worker and the index of industry-adjusted real wages per worker for all three groups. The table is divided into
two panels. Panel A contains statistics for all 101 firms with available wage data. Panel B describes the wage
behavlor for the subsample of firms that increased the number of employees after privatization. We report
¢-statistics and z-statistics (Wilcoxon rank sum) as our test for significance for the change in mean and median

values, respectively. Definitions for each variable can be found in the Appendix.

> Significant at 1 percent.
* Significant at 5 percent.
© Significant at 10 percent.



Table 14.5
Productivity Measures for the Australian Airline Industry

Toaus of Freight Passengers Revenue
and Mail Carried Carried per Earned per

Year per Employee Employee Employee
Ansett Airline ( Private Firm)
1958-59 10.69 282 $ 7172
1959-60 10.77 309 7758
1960-61 10.96 ' 337 8679
1961-62 10.84 331 8425
1962-63 11.09 316 8510
1963-64 11.06 324 9071
1964-65 12.14 352 9705
1965-66 - 11.08 354 10479
1966-67 10.34 348 10829
1967-68 9.57 363 . 12080
196869 9.54 392 : 13185
1969-70 9.35 414 14118
1970-71 8.75 417 15558
1971-72 882 437 17280
1972-73 9.07 468 17829
1973-74 10.02 532 21461
Average 10.25 373 12009
Trans Australian Airlines ( Public Firm)
1958-59 4.42 217 $ 6104
1959-60 4.57 259 7016
1960-61 4.52 228 7052
196162 4.64 246 7367
1962-63 4.69 255 7726
1963-64 483 274 8093
1964-65 5.02 287 8553
1965-66 4.88 294 9072
1966-67 5.11 _ 316 : 9954
1967-68 5.41 337 11033
1968-69 , 5.34 356 ‘ 11734
1969-70 5.80 390 13146
1970-71 5.70 399 14522
1971-72 5.63 414 15644
1972-73 5.62 449 16541
1973-74 6.06 496 19183
Average 5.14 326 10740

Source: Ansett Transport Industries Ltd. Annual Report, 1958-1974, and Trans Austral-
ian Airlines Annual Report, 1958-1974, from David Davies, “Property Rights and Ecq—
nomic Efficiency: The Australian Airline Revisited,” Journal of Law and Economics, April
1977.
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