
1 
 

What Is Old and What Is New in the Practice of State Owned Enterprises?  
Mary M. Shirley, President, Ronald Coase Institute 

 
Draft for the Roundtable on SOEs, Duke University, December 4-5, 2015 

 
 In some ways I personify what is old in SOE logic and practice, at least 
old in the postwar sense. I first started working on state owned 
enterprises (SOEs) in 1980-81, when I led World Bank missions to advise 
the Peruvian government on how to sell its state owned enterprises and 
the Chilean government on the consequences of its earlier sales. These 
were early days for privatization, and in the mid-1970’s the military 
government of Chile was a front-runner, selling off the banks and firms 
nationalized under the previous government. The purchasers of the 
privatized banks had used the banks to raise capital, including massive 
foreign loans, to buy manufacturing and service SOEs. They subsequently 
made preferential loans to their affiliated SOEs, bailing them out during an 
economic downturn. We warned the government that these privatized 
banks and their affiliated firms were insolvent and that the problem was 
too big to leave to private markets. This was not welcome news, but as 
predicted, the government eventually had to renationalize the banks and 
their firms and sell them again more carefully, prohibiting the banks from 
insider lending.  
 
 In Peru we were greeted by demonstrators protesting the sale of their 
“national patrimony,” a patrimony that looked rather sickly on close 
inspection. The SOEs being considered for sale were not the “commanding 
heights,” but the inefficient depths, many of them nationalized money 
losers. For example, one dubious SOE was a freeze-dried garlic plant with 
state of the art machinery developed originally for coffee and adapted to 
Peru’s much lower value raw material. This money looser had been 
shuttered and a lonely llama wandered the empty grounds, but the SOE 
still paid its idle workers -- if they showed up to collect their paychecks. 
We advised the government how to sell, protests notwithstanding, but in 
the end, they backed away from privatization as too politically 
contentious. Sales of Peru’s SOEs only occurred much later, in the 1990’s.  
 
 Despite these mixed outcomes, I remained firmly entrenched in SOE 
research for most of the rest of my career at the World Bank. Over the 
next 19 years, I visited countless state owned enterprises. 1 I saw a few 
                                   
1 I made analytical, operational, or training trips dealing with privatization and/or SOE 
reform to 28 countries (Argentina, Armenia, Brazil, Bulgaria, China, Czechoslovakia, 
Ecuador, Egypt, Estonia, Georgia, Ghana, India, Indonesia, Korea, Malawi, Mexico, 
Pakistan, Rumania, Russia, Sri Lanka, Tanzania, Thailand, Uganda, Ukraine, Vietnam, 
Zambia, Zaire, and Zimbabwe.) I also published 4 books, 7 book chapters, 18 journal 
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cash cows, such as the Thai and Korean tobacco monopolies or Mexico’s 
oil company, but mostly I visited SOEs that were hemorrhaging red ink. 
Typical was the Indian coalmine, a money sink since its inception. The 
hapless manager assured me that all they needed to become profitable 
was even more government investment.  
 
 Governments were trying to reform SOEs around the world, and I 
analyzed experiments in Africa, Asia, Europe, and South America, 
including: 

• Written contracts between governments and SOEs that set specific 
targets and achievement bonuses; these Contrat Plans were 
exported from France to Senegal in the early 1980’s and then tried 
in China, India, Korea, Mexico, and Pakistan, among others.  

• Powerful new supervisory organizations, including cabinet level 
offices (e.g. Egypt), ministries (e.g. Italy), corporations (e.g. Chile), 
commissions (e.g. Ghana), and holding companies (e.g. Malaysia).   

• Empowered boards of directors with revamped rules and 
representatives of professionals and consumers (e.g. Korea, Mexico, 
the Philippines, Turkey). 

• New rules and responsibilities for corporate governance (almost 
everywhere).  

 
 Ascertaining the impact of reforms was demanding. Typically, the 
SOEs I visited could not be compared to private firms because they were 
larger and often monopolies. Even when there were comparable private 
firms, the SOEs had both burdens and benefits that private firms did not. 
For example, SOEs were often required to provide patronage employment 
and generous social benefits, to give powerful elites board seats and 
special services, to locate in politically favored regions, to keep rates and 
prices low and charge certain groups less, etc. They also enjoyed 
protection from competition, privileged access to bank capital (including 
the ability to roll over bad debt because of an explicit or implicit 
government guarantee), and direct government subsidies or bailouts. 
There were also many hidden subsidies. My favorite was the Egyptian 
government’s instruction to its military to buy expired milk and yogurt 
from the state owned dairy; the military then dumped the products as 
unfit to consume and did not pay, but the dairy recorded the sales as 
revenue anyway.  
 
 Since these costs and subsidies made it impossible to compare public 
and private firms, we compared post reform performance with a 

                                                                                                          
articles, and numerous country reports dealing with reforming or privatizing state 
enterprises.  
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counterfactual based on pre-reform trends, accounting as best we could 
for changes and shocks that could not be attributed to the reforms. This 
was a tedious process and difficult to do on a large scale, but it did 
suggest that reforms seldom succeeded or endured. For example, detailed 
analysis of 12 performance contracts in six countries found no statistically 
significant improvement in pre-reform trends in total factor productivity, 
labor productivity, or return on assets.2 A more general analysis of the 
effects of contracts on 500 SOEs in China found similar outcomes.3 
 
 The alternative was privatization, which I also studied around the 
world. This came in two waves. Developing countries had nationalized 
large swaths of their economies in the sixties and seventies, and they 
began by selling those paper mills, movie theaters, textile plants, leather 
tanneries, truckers, and newspaper kiosks. Yes, trucks and kiosks. After 
Nyerere led Tanzania to independence, he nationalized all private trucking 
firms regardless of size. Communist Czechoslovakia had nationalized 90 
percent of the economy, including newspaper kiosks. As long as the 
market could be kept (or made) competitive and the subsidies and 
burdens of state ownership eliminated, private investors could turn these 
competitive SOEs around, or through competition, make them 
economically irrelevant. Yet even these sales went badly wrong in some 
cases; for example, where governments sold the firms to their cronies or 
continued to subsidize the now private firms in exchange for pledges of no 
layoffs.  
 
 The second wave of privatization included larger SOEs with monopoly 
power, such as utilities, railways, airlines, petroleum firms, banks, and the 
like. Besides the earlier problem of corrupt sales to cronies, these larger 
firms presented additional challenges. Even where competition could be 
increased, governments often limited ex-post competition to maximize 
revenues from sales. Regulation of privatized monopolies was often weak 
and politicized, and governments violated agreements on rate increases 
and layoffs. Some governments distributed shares in privatizing SOEs as 
widely as possible in the name of equity, diluting ownership with 
detrimental effects on monitoring and greater risk of capture by insiders. 
And many governments resisted restructuring that might lead to politically 
contentious layoffs. Finally, because of the controversy surrounding sales, 
renationalization was another risk. This was clearly illustrated in 
Argentina, which renationalized the Buenos Aires water concession in 
2006, and went on to reverse privatizations of the airline, the oil 
company, and the pension system, among others. Despite these 

                                   
2 Shirley and Xu, (1998) Journal of Law, Economics, and Organization, 14(2), 358-78.  
3 Shirley and Xu, (2001) Journal of Law, Economics, and Organization, 17(1), 168-200. 
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problems, most empirical assessments have found net positive effects 
from privatization on SOE performance, thanks to increased investment, 
layoffs of redundant workers, and better management, although the 
general welfare effects are still debated. 
 
  The failures of reforms and divestitures that I witnessed arose from 
the very nature of state ownership. I wrote numerous articles and reports 
on the agency problems of SOEs, but governments shied away from 
tackling the root causes of failure. Governments created SOEs to: (i) 
control or direct lucrative or economically important sectors; (ii) provide 
secure employment and other benefits to voters or political allies’ (iii) 
control sectors with substantial monopoly powers, including controlling 
their prices when politically useful; (iv) boost exports by creating or 
supporting larger and more financially robust firms; and (v) nationalize 
firms held by foreign powers. These reasons illustrate how politically 
salient SOEs can be. When sales or other reforms worked, it was because 
they worked politically as well practically. Reforms and privatizations were 
successful and sustained when they were: (i) politically desirable, perhaps 
because a shock had made SOE subsidies too expensive; (ii) politically 
feasible, perhaps because a new government had different allies, who 
would not be as harmed by SOE reforms; and (iii) credible, because the 
government had a reputation for reforming and not reneging.4 On top of 
these onerous requirements, SOE reforms and sales were sustained over 
the longer run when they were accompanied by wider reforms that 
increased competition, hardened budget constraints, and freed the 
financial sector from politically directed credits, restrictions on entry, and 
weak or intrusive regulation. 
 
 Despite the hurdles, a few countries managed successfully to reform 
their SOEs under public ownership; these same countries also managed 
divestiture well. Chile is a prime example. Although measurement 
problems make cross-country comparisons of SOE statistically dubious, 
case studies support this claim. For example, in a study we did of urban 
water reforms, Santiago had the second highest welfare gains from 
reforming its SOE under public ownership.5 The reforms took place under 
the military dictatorship. Later, the new democratic government privatized 
the Santiago water company, and performance, already among the best in 
Latin America, continued to improve, plus the privatized firm invested in 
full wastewater treatment.  
 
                                   
4 Bureaucrats in Business (World Bank, 1995). 
5 The welfare gains from privatization of Buenos Aires’s water system exceeded Chile’s 
gains at that time (late 1990’s). That privatization was later reversed. See Shirley, 
Thirsting for Efficiency (Elsevier, 2002) 
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 This coincidence of strong performance on both reform and 
privatization is not surprising, if you consider that SOE reforms and sales 
cannot be isolated from the broader institutional environment. Chile’s 
reasonable bureaucratic rules and norms and its relatively strong legal 
and regulatory environment, as well as political rules and norms that 
allowed a peaceful transition to democracy help explain why SOE reforms 
and privatization were not just feasible and desirable, but also credible 
and sustainable. Ownership matters, but so does the institutional 
framework. 
 
 I look forward to learning a lot from this Roundtable about what is 
different about SOEs today. Casual observation suggests that the 
problems and challenges have not changed much. One important 
difference is the huge size of some SOEs and their importance in the 
global economy. Three of the world’s largest firms are Chinese SOEs 
according to Fortune  (http://fortune.com/global500/). Chinese SOEs are 
responsible for large investments overseas and dominate the Chinese 
stock market. Yet on other margins, things are much the same. Chinese 
SOEs have been allowed to lay off workers more readily than in the past, 
but productivity is still lower than private firms on average, and SOEs 
continue to enjoy privileged access to credit.6 The familiar agency 
problems of SOEs persist, as do the soft budget constraints, politically 
motivated interventions, privileged access to credit, hidden subsidies, 
conflicting objectives, lack of accountability, and other well-known issues. 
Where state enterprises are concerned it seems that plus ça change, plus 
c'est la même chose. 
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6 D. Berkowitz et. al, “Recasting the Iron Rice Bowl: The Evolution of China’s State 
Owned Enterprises”, working paper, March 2015. 
http://extranet.isnie.org/uploads/isnie2015/berkowitz_ma_nishioka.pdf  


