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In this brief note I argue that the political consequences of the “big push” for privatization 

between 1995 and 2005 weakened the incentives for political leaders to divest state-owned 

enterprises (SOEs). Instead, national authorities now use other policies to manage their public 

enterprise sector without transferring ownership. I briefly summarize some trends in the sale of 

SOEs and examine some evidence of a political backlash against privatization of SOEs in some 

countries. I then turn to an assessment of the approaches on which governments appear to be 

relying to govern their SOEs more recently. I conclude by examining some recent international 

experience on reforms needed to ensure better SOE performance. 

 

The Rise and Fall of the Global Privatization Agenda 

Figure 1 shows global privatization revenues, both in constant dollar amounts and as a 

percentage of global GDP, between 1988 and 2008. These data come from two principal sources:  

the World Bank’s Privatization Transactions Data, and data from (Milan-based) Privatization 

Barometer. The trend shows an increase throughout the 1990s, peaking in 1997, followed by a 

sharp decline. Global proceeds from the sale of SOEs spikes again in 2007. However much of 

this increase is due to a small number of major, multi-billion dollar transactions that took place 

that year in Iraq (telecoms), Mexico (highways), and Russia (energy, banking, and gas). Still, the 

pace of privatization slowed. 

The World Bank data includes 8,300 privatization sales (in 105) countries during 1988-

1999, falling to 1,858 transactions (101 countries) in 2000-2008. Privatization in OECD 

countries also tapered off in the period 2000-2004, in terms of numbers of sales and proceeds 

generated. Subsequent data (not in the graph) show that privatization revenues reached record 

heights again in both 2009 and 2010, partly through several massive share sales of SOEs in the 

EU states, but mainly due to an exceptional incident:  the return to the market of the massive 

amount of automotive and financial equity stakes temporarily taken into the hands of the US 

government in 2008. 

In the 1990s, privatization was given a boost by the SOE sales conducted throughout much 

of Central and Eastern Europe, and in the newly independent constituent states of the former 

Soviet Union. Initially, international donors supported a more targeted, auction or trade-sale 

based approach to the disposition of SOEs.  This changed when the Czech Republic under the 
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leadership of Prime Minister Václav Klaus implemented two waves of a “mass privatization” 

program that distributed shares in some 1,600 former SOEs to the public. Major donor support—

bolstered by the World Bank’s 1996 World Development Report arguing that fast-reforming 

states in Eastern Europe were out-performing the slower ones in terms of economic recovery—

quickly coalesced around the idea of rapid privatization as a means of credibly removing the 

state from the real sector. A series of influential studies, generally found that ownership change 

contributed positively to firm performance. At the time, some authors noted the identification 

problems in assessing the performance of privatized SOEs relative to SOEs that remained in state 

hands. Nevertheless, the global privatization push was triumphant, with much of the international 

community of scholars and practitioners concluding that privatization dramatically improves the 

financial and operating performance of divested firms. 

More than a decade later, privatization is perceived in a less triumphant light. Although 

few would dispute the welfare-enhancing effects of firms operating in competitive environments, 

a number of adverse consequences of privatization in practice have become well-known, among 

them:  the problems of monopolies in infrastructure and network industries; the high probability 

of corruption in tenders, resulting in buyers with political connections acquiring state assets 

cheaply; the tendency for new private owners to invest greater efforts in acquiring political 

influence than in profit-maximizing; the poor incentives provided by the market for corporate 

control where capital markets are thin; the problems of non-transparency where accounting 

standards are weak; the possibilities for unrest resulting from price hikes (especially for utilities) 

post-sale; the lack of revenue gains due to fiscal costs associated with unemployment and 

severance; the appearance of crony capitalism whereby selected new private owners receive 

benefits that have economic value (e.g., regulatory forbearance, protection, subsidy, preferential 

credit); the obstacles newly private firms face in seeking new markets abroad; and the costs 

associated with the destabilization of supply chains resulting from upstream/downstream SOE 

divestiture. 

To many, privatization is seen as synonymous with corruption. Figure 2 shows responses 

to a question in the World Values Survey asked across several countries in 1990-1994, and again 

in 2005-2009:  “Do you think private ownership of business should be increased, or do you think 

government ownership should be increased?” With few exceptions (China and India), the 

percentages that believe that government ownership should be expanded increases between the 
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two periods. Not surprisingly, divestiture of SOEs is no longer so uncritically espoused, not by 

politicians, nor by international financial institutions. Instead, more recent plans (in countries 

such as India, China, Vietnam, Pakistan, and several states in the Arab World) aim to improve 

SOE efficiency and competitiveness without relying on outright privatization. 

Numerous privatizations of management, for example, have taken place in electricity 

generation and distribution, in water and sewerage and various parts of transport. However, most 

states in Africa, the Middle East, and Central and South Asia still retain ownership and operation 

of the bulk of their utilities. This is also the case in banking and insurance. Many low- and 

middle-income countries define certain sectors as “strategic,” requiring state ownership, even 

though they operate in competitive markets. Air India, for example, has seen private competitors 

take 85 percent of the internal Indian air travel market; its annual losses now exceed US$1 

billion per year. Many countries continue to make similar decisions about loss-making state-

owned airlines, and other visible, large employers. 

In China, for example, the 2013 reform blueprint called for giving markets a “decisive 

role” in resource allocation while preserving a “dominant role” for the state sector. Several 

analysts have questioned whether incremental changes, including minority stake sales, stock 

market listings and changes to how directors and executives are appointed, etc., will be sufficient 

to reform the SOE sector. In India, the Modi government’s “Disinvestment Strategy” has 

lowered the budgetary target for sales, and is focusing on smaller SOEs rather than big-ticket 

transactions. 

The Arab World is one region where the privatization agenda remains incomplete. In the 

Arab World, while governments have long voiced support for the private sector, this has been 

belied by significant government intervention in markets through public sector employment and 

state control of industry.  The Arab World’s traditional approach to economic management has 

offered a minority of workers security of employment, but at the expense of declining wages and 

standards of living overall. It sustained redistributive policies that mitigate inequality but which 

had become increasingly underfunded and ineffective. Moreover, the record of private sector 

reforms in the region is that they have often produced backlashes against private investors and 

entrepreneurs rather than against the public policies that enabled the past abuses. Conditions, of 

course, have changed dramatically since the Arab Spring uprisings, with Arab citizens seeing 
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fewer opportunities for labor migration, declining oil revenues, and intense competition for 

foreign investment. 

In the Middle East and North Africa, governments are re-discovering management 

contracts—which were popular in Latin America in the 1980s—whereby the government enables 

a private party to operate SOEs for a fee (and possibly receive an agreed-upon share of output).  

The state does not receive any fixed rents (as it would with a lease), but it remains responsible 

for fixed investments (unlike a concession), and it retains majority ownership. The record of 

management contracts in the manufacturing sector is mixed (one study indicates that 90% of the 

successful contracts are in three sectors: hotels, agriculture, and water, where information is 

more easily available, where transaction costs are lower, and where technology is not changing 

rapidly). Two decades of international experience with management contracting suggests that 

normal management-contract incentives that link the contractor’s fee to the firm’s performance 

(limiting fixed fees to cover only the contractor’s costs, permitting the contractor to make a 

return only when the firm becomes profitable) have proven ineffective at securing investment.  

Moreover, The absence of competitive financial and product markets (combined with SOE 

advantages) can potentially crowd-out the private sector. 

Given the opposition to ownership transformation of those enterprises that remain state 

controlled, on the one hand, and the questionable effectiveness of the management tools that 

many governments are using, under what conditions can SOEs be reformed? 

 

Reforms to SOE Governance 

A critical first-step in the reform of SOEs is the conversion of the existing SOE 

governance arrangements into a modern corporate governance structure with the “hardening” of 

the budget constraint.  This first step in is corporatization, which reshapes the relationship 

between the government and SOEs by giving state companies the organizational form and 

management structures of a commercial private enterprise. Evidence from, e.g. New Zealand in 

the 1980s and China in the 1990s indicates that corporatization under state ownership can 

improve enterprise performance by forcing SOEs to behave as corporate entities rather than 

governmental directorates. The establishment of independent corporate boards for SOEs that are 

structured and behave in ways complying with OECD best practices, in particular, permits 

greater independence and greater responsibility in financial affairs.  
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SOE reforms invariable encounter bureaucratic opposition to the loss of control rights in 

public enterprises, particularly from the industrial-branch or “line” ministries responsible for 

SOE management.  In addition, SOE reforms affect so many stakeholders both inside and outside 

government—including line ministries, national and local politicians, as well as SOE 

management, employees, customers, and suppliers. Given these interests, clearly defined 

objectives are required to make trade-offs and to prevent reforms from stalling.  Government 

institutions responsible for SOE reforms must gain experience and develop competence with 

vital commercial and financial skills. Finally, a commitment problem arises because any 

government may be tempted to deviate from or reverse reform policies over time, and because 

institutions may not be strong enough to prevent such reversals. Commitment problems increase 

the perceived risk of expropriation and drive out investment.  Governments may further face a 

particularly severe commitment problem because of the vast influence of state enterprises—the 

linchpin of a powerful coalition of beneficiaries with privileged access to public resources. 

International experience evidence does not identify a particular type of institutional 

mechanism for state-share management that is considered “most” effective. The performance of 

state investment or holding companies—perhaps the most common tool—varies.  Those that 

have been relatively effective (e.g., Temasek Holdings of Singapore or Malaysia’s Khazanah 

Nasional) have boosted the performance of the SOEs in their portfolio, have secured foreign 

investment, and have accessed global capital markets.  Others (e,g., the China State Assets 

Supervision and Administration Commission, the Vietnam State Capital Investment Corporation) 

have struggled to improve SOE operations and attract new investment.  Still others (e.g., Italy’s 

L’Instituto per la Ricostruzione Industriale, Austria’s Ostrerreichen Industrieverwaltungs, AG) 

were not able to function to their full capacity.  The sovereign wealth funds from the Gulf States 

(e.g., the Qatar Investment Fund, Abu Dhabi Investment Authority, Dubai World) offer another 

example of state entities that both exercise the state’s rights in SOEs and invest reserves in assets 

abroad. State holding companies are also susceptible to the risks that they will shelter their 

holdings from market competition by, e.g., allowing SOE holdings to cross-subsidize each other 

via transfers or procurement contracts, or cover SOE losses by excessive borrowing. 

On the other hand, specialized, autonomous units within existing governmental ministries 

have been more generally effective in residual SOE management.  In these cases it is important 

to note that the units were established within finance ministries, rather than within the 
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branch/line ministries themselves.  In addition, it is important that any state property agency 

within the existing ministerial structure have cabinet-level status.  In other words, a critical 

element to effective management of the state’s share is to separate ownership functions from the 

ministries that have traditionally been responsible for the management of these SOEs:  

(i) Independence from interference in day-to-day operations by ministries or other 
government agencies 

(ii) Clearly-defined objectives (mainly, to earn an adequate risk-adjusted return on state-held 
equity, and to manage state interests effectively) that avoid overlapping or contradictory 
goals  

(iii) Adequate human capital in the form of well trained, experienced staff that should be 
hired or retained. 

(iv) Caution in the acquisition of debt and in financial transactions with SOEs in its portfolio 
(to avoid cross-subsidization for example) 

 

A Broad-Based Strategy for Private Sector Reform 

Effective SOE management also hinges on whether the playing field in which SOEs and 

private businesses interact can be “leveled” by introducing modern tools of regulation in place of 

outdated (often heavily discretion-based) administrative controls. If administrative choices and 

public policy were perfectly and continuously aligned with the most productive use of skilled 

labor, land and capital, then there would be no problem. But one of the key reasons that countries 

have moved away from administrative control of markets is because markets are dynamic and 

internalize information. Administrative tools can simply not keep up with the rapid evolution of 

markets and opportunities.  

This requires a rethinking of regulation. Regulation in far too many instances is failing to 

deliver intended benefits, while also imposing high costs. However, simple deregulation is 

clearly not the answer.  Market failures do exist, and citizens are right to demand that the private 

sector adheres to clearly defined public norms.  If the question is the balance between public and 

private interests, a key instrument to remedy this is actually better business regulation that is 

consistently (not capriciously or selectively) interpreted and enforced. Good regulations are 

predictable, efficient, and fair. 
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Developing and Enhancing Social Protection 

Recent evidence indicates that the more governments pay attention to the social 

consequences of SOE reform, the more successful that reform will be in both economic and 

political terms. In particular, governments are well-advised to address the following issues: (i) 

workers severance pay; (ii) the social/poverty impact of restructuring/liquidation and related 

large scale layoffs, in particular in one company towns; (iii) the related adverse affect on 

suppliers and small businesses that serve these major firms; (iv) the impact on services to the 

workers and their families—canteens, kindergartens, schools, health clinics, transport, leisure 

facilities etc.—formerly provided by the enterprise. Municipalities and regional governments 

will need to step in and address such needs, but this requires realigning the powers and especially 

the revenue-generation capacity of sub-national governments. In addition, there is a need to 

establish or reinforce a variety of support schemes such as worker re-training, small business 

advisory and financing schemes, and micro-finance mechanisms to promote self-employment 

opportunities. 

The status-quo bias in favor of state ownership and high rates of informality often go hand 

in hand, as public-sector employment connected to institutional arrangements that impose 

excessive costs on employers who hire workers formally. These include regulations that set 

minimum wages, determine social insurance contributions and protect job security. As Santiago 

Levy argues in his book on Mexico (Good Intentions, Bad Outcomes) when access to social 

benefits is linked to an individual’s labor status, e.g. salaried or non-salaried, and is paid for by 

wage-based contributions from workers and employers, there is a tendency to push both workers 

and firms into informality. That informality is not innocuous, but imposes social costs, especially 

on workers who are excluded from the formal sector, as well as economic costs in the form of 

lower labor and capital productivity and, ultimately, lower growth. The avoidance of the high 

rates of informality that characterize many labor markets in the developing world, in particular, 

will depend on the movement towards a system of universal social entitlements financed from 

general tax revenues that delinks much of social protection from job status. 

 

Competitiveness and Productivity 

Securing private investment in SOEs should be an essential component of the overall 

reform program for well-known reasons of efficiency and access to capital, as well as to provide 
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needed fiscal relief.  An important step in initiating SOE reform is to establish some 

“demonstration” of the potential for private participation in SOEs even if that participation does 

not involve ownership change. 

Public-private partnerships a key tool in prioritizing the competitiveness agenda.  The 

industrial sector growth and diversification agenda has moved toward pragmatic, evidence-based 

and market driven processes of problem solving through public private partnerships.  This 

approach to competitiveness recognizes the processes through which successful industries have 

emerged particularly in East Asia.  Whether an initial set of competing firms becomes a 

competitive industry depends both on firm-specific factors as well as on an “eco-system” of 

public-and quasi-public goods outside the firm. Promising sectors, which are new to a country or 

region inevitably, place new demands on the investment climate in terms of regulation, 

infrastructure, standards, skills, or finance.   

As the industry moves toward the competitive frontier, more specialized demands emerge 

and require solutions.  In this view, building competitiveness is essentially a search for 

technological, policy, institutional and financial solutions to problems facing an industry at each 

successive stage of its growth.  The experience of newly industrialized countries suggests that 

this problem-solving process is often led by public-private partnerships. 

Significant improvement of the quality and the productivity of government services could 

be made by using new technologies as well as providing the legal and incentive framework for 

effective private delivery of some services. In the short and medium run, there is a need to 

improve the quality of the people working in the public sector and to maximize the use of new 

technologies, including information and communication technology (ICT) in order to enhance 

service delivery.  

In parallel, the adoption of different approaches to service delivery, including leaner 

processes and the greater use of ICT, will tremendously enhance the efficiency of Government 

services. The Government should aim to align its business processes and operations with the 

infrastructure of ICT, which should lead to the integration of all government services across 

government agencies. Also, the use of electronic Government services (e-Government) will 

improve reaching the services from Government to the business and the public. 

Outsourcing non-core tasks in government ministries and institutions would have 

significant advantages in terms of quality and productivity which, in turn, would create 
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opportunities for new, successful private industries to emerge in service delivery functions. The 

Government could start by pooling services together under one entity and then privatizing it. A 

good example would be to pool the information technology services in Government institutions 

and allow the private sector to provide this service through Service Level Agreements. This 

would be efficient and have the side-benefit of freeing government institutions to focus on their 

core tasks of policymaking, regulation, funding, and client service provision. 
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Figure 1:  Privatization Proceeds, 1988 – 2008 

 
Notes:  Privatization revenues are compiled from sales transactions of individual SOE; dollar amounts are constant 
2005 dollars deflated by US GDP deflator. 
Source:  World Bank, Privatization Transactions Database; Fondazione Eni Enrico Mattei, Privatization Barometer 
Database. 
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Figure 2:  Attitudes Towards State Ownership, 1990 – 2009 

Source:  World Values Survey. 


