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Keywords: Povatization, Competinon, Soft Budger Consreamnts
Privatisari mengpakan swatu kekijakan pemuaian sebagian aiaw selurich
saham Budan Usaha Miliks Negara (BUMN; dan Badon Uaba Milik Dacrah
(BUMD) yang dimiliki pemerinab kepada prhak swasta, Prrababan
Repemiiiiean dari pemeviniab ke iwarts atan dikenal aengar ‘prvatitas’ secara
Teories mvaupun empéris menunjukian ieviadiny: peninghatan kintrja perusabaan
seteiah privatisasi. Naren, peningkasan kineria tersebyt tidak semata-mats
ferpads karena perwhaban kepomilkan. Beberapa studs menumakRan o
peninigkatan fevsebut dipengarube aleh ada-tiduknya Eompetiss dan jamingn dart
pemerintal: (Joff Budger Consteaint). Kompetisi pada ngkeat tertemtn memsberi
fnaentit’ anink peninghatan sfficiency, demikian paia denpan dengan soft pudect
ORIITnLS, Penesitian empreic mengbastiakm Kestmpaian vang berbeda-beda tentan 14
bagamand ketiga kebtjakar leriehut bernterak s dalam seningkatkan kenerys
perwsabadn yang diptvativare. 4 #tmva, dpakal ketipa fakior ferichur berTrfar
- saiing meiengkapr {uormpiementary) atax Jaitng myengpantikun (1sbiitietzanayy;
Ozl rebat it diperiskar peneistian EMIDITLS Yunp ekelensive umtnk dapar
FIEREUREAR jasaban daiant rangha membantu pemermntah merumurkan Hralagy
dan smpizmentari yang et leruiama poda ikain Seiienm perekonorrian terrenin.
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Inttoducton

Cheer the last roventy vears privatizanon
has hecome ane of the most popular
ceonermc policy moves both m the West
and 1 che Fast. Praranzanon has been grven
a sulid theoretical foundavon and various
cxManations have been developed w
provide 2 sciennfic jusnficanon for the
supposed superiority of private
entrepreneurship o the dvramic ¢conomie
envarorumenal nf the late cventerh cennary.
Uver the last decade, prmatzaton of state-
wamed enterpnses has been coourting at
mcreasing rate, particulary in developing
counnes, e of the mostmportant and
visible aspects of this has been the
enthusiasm with which governments of
ali poittical persvasions have sold theit state-
craned FOms ro private INvestors in hopes
that the generally unsansfactory economic
petformance of these firms can be
improved by the discipline of private
ownership. This pnvadzaton process has
teansformed the role of the state in the
ecunatny of industrralized nabong such as
United Kingdom, France, the United
Swates, znd fapan, and alse of developing
countres as diverse as hlalaysia, Phiippine,
Turkey, Brazil, Chile and Mexico
Megpinson et al | 1994},

What have been the resuls? There is
growing literature on this subject
asdldressing several key quesuons: how have
enterprises performed after privatzagon,
has etficiency increased, has producton
gone up? The findings are mxed: while
some enterpnses have done well, others
have not. Empinical studies generally
suppott the view that “going private” has
a posiuve effect, via restructuring and

improvements 1n “marketisation™, on
corporate performance. One could
debate the quality of the studies, the ngor
of the analvtic methods used and the
approprareness of the conclusion drawn.
We could argue on what conscrures
appropnate indicators of performance
and how to evaluate performance changes
when there are improvements in socme
dimensions and deterioradon in athers.
Measuring performance 13 not easy;
interpreting the measures 15 even meore
cliffienle.

Thus artiche is a survey of Literature and
supposed o give readers some
comptehension aboutr some aspects of
povatization and to present somce thought
as 2 mean of puidance for a povernment
when prvahzing,

Review of Literature

A Theorcal Aspect of Privatiration
The first part of thiz arnele 1= about
theoretical framewark of privatizarion.
First of T will address the methods of
privatizanon. In general, there are flve
methods of privanzanon. The classic vpe
of privatzation is the sale of full ar parnal
ownershup of state enterprise by publie
olfering vn stock exchanges, by
compentve bidding for shares or assers
ot by noncompenitve placement of shares.
The second type of privatization is the sale
of government enterprisca to the
wotkiorce, This method of privatizanon
invobves selling a government organizabion
to the employees. The employees
purchase shares n a new company and
dect directors o muanage the company.
Employec-owned Brms have a strong
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Ineentive to eliminate restoctve work
poactices as they personally stand o gain
from the introduction of measures to
mncrease labor productvicy and reduce
cost. Liberation and Dreregulation is
another type of povatizanon. This method
invalves introducing private sector
compettion into ireas, which were
previously reserve for a government
monopoly. Liberalization may involve
encouraging private sector firms to enter
tnarkets where the pubiic sector has had a
monopaly. The fourth ype of privatiza-
ton is contracting out the service to the
private fitns and non-profit organizations.
Under thus method of privatizadon the
government maintains control of the
actvity but contract oue to the prvate
sector the producuon of goods or services.

Economists have long regarded
competinve markets, private cwnership,
znd hard budger constraints a5 the major
determinants of entetprise performance
and efficiency. These issues have been
prorunent in the growing literature on
transinon economices as well as emerging
economucs. Policies that receive stress are
liberalization of prices and rrades
{introduction of competition), prvauzation
of state-owned enterprizes, and reducton
of state subsidies and badouts, in other
words hardening the budget constraint.
Economic theory has predicnons about
how these may be cxpected 1o affect
enterprise behavior, and some of the
empirical impheations have begun o be
explored empirically for Central Enrope
and the former Soviet Union.

Why should compettion infloence
company performance? An obvious
angwer is that the existence of monopoly

rents prves the company stakeholders, in
particular managers and workers, the
potential to capture these rents in the form
of slack or lack of effort. Bur this is
simplistic. The owners of monopolistc
firms will be just as keen o prevent
slacking by managers and workers as the
owners of competitive firms. However,
it may be atgued that the latter are 1n the
berer position to do se, at least under the
uncontroversial assumpuon that managers
know tnore about what is going on than
oamers. Concerning managenial effort, the
work of Flolmstram [1982) that explicit
wncentive schemes will generate sharper
incentives the greater the qumber of
players involved. This amses because of
the grearer opportunitics for comparison
of performance. Harr (1983} provides a
model of mansgerial incentives that
demonstrates explidtdy how compertion
Between fitms may sharpen incentives. He
supposes there are lwo types of firms 1n
an indusiy, “managenal” (M}, where there
15 a principal-agent problem, end
“entrepreneorial” (E), where the
“prncipal” runs the firm. All firms face
common cost shocks, When marpinal
costs are low, E frm expand outpur
whereas M firms have managers i ake
advantage of the puod wnes to slacks. Thus
is consistent with the opumnal imcentve
scheme under the condition that managers
are not “too responsive” o monetary

incentives, If the proportion of I fiom s .

hughet, indusuy cutput in the good ome
{low cost) is hipher, mdustry pnce 15 Jower,
and the potennal of managenal slack m
the M firm is lower. This might be
interpreted as an increase in competition

leading to less slack.

ISEN: 141127701
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The definition of Soft Budget
Ceoostrzint {SBC) s used most often by
Kornai is a subsidy pud, typically by the
state, to loss-making firms to guarantee
their survival. It an enterprise found wself
i financial ouble, the stare baed it out

~uncoendigonally. The subsidy 15 pad ex
post, after the state observes the firm’s
lasses, without cxpectation of furure
repavment, and can take a vanety of forms,
e.g a direct budgetary subsidy, an myection
of credit from the state or inother
insorugen, 2 reduction in tax rate.

Komai intraduced the SBC a5 parnt
of hts explanation of chronic shortage in
sucialist economies (Kornai, 1980) bwe
since then the concept has taken on a life
of its own. In Kotnar analysis, the canse
of the SBC is “paternaiism’™ by the state,
The state vall resmie a falling firm because
it 13 unwilling to accepr the secial
consequences (e.g. unemployment) of its
closare,

There have been 2 number of paper
explored the SBC phenotmenon— an ex
post bailout of loss-making firms.
Goldfeld and Quandt (1988, 1990)
devetop a tamuly of models of SBC 1n
which the size of the subsidy recerved by
a lnss-making firm is determined in part
by tesources devoted by the Him to
lobbying. They use the madel
demonstrate how the presence of SBC
caty increase factor demand and, hence,
contribute to shortage in socialist
economies. omulka (1983} mtreduced
of “budget Hexibility” and argued that,
for SBC to generate chronic shortage,
budger not onky be soft, but also more
flexible than prces, since sufficient increases
in prices can eliminare excess demand and,

hence, shortage. The consequence of SBCs
which Gomulka stresses and which
Kornai also emphasizes 15 inefficiency of
finns. Schaffer {1989) presents a game-
theoretic model in which the SBC result
from the inability of paternabstic state o
commit credibly not to rescue a firm that
fails; the addinon of - imperfect
mformanon on the part o build repurzapn
toe roughness and impose hard budpe:
constramnts on firms, In ther cheory of
privatizadon, Bovcko et al. {1936} model
politician-using subsidies o induce firms
o maintain higher leveis of employment.
Since the subsidies foliow from what
could be cafled the “paternalistc”
preference of politicians, ir 15 reasonable
to assert, as the authors themselves do,
that these subsidics provide firms with
SBOs. 1o 15 not, however, that this i3 a
broadening of the SBC notnn o cnver
employment supporting subsidics in
genersl and not just subsidies o tatling
firms,

Snglitz (1999) extends the concept of
5BC thac differs substantially from the
above definioon. He suggests that SBCs
arise not only when nstitunons “helieve
thatany lusses they wall incur wall be made
good by the government™ but also when
mshtugons “have ncenave 1o make a large
gambles”, The Grst cace 1= consistent with
the definition of the SBC as ex post
bailoutz of loss makers, but the second
quite different The incentve of Anancial
insutations to gamble refers here 1o the
LIS experience with saving and loans
instirutions, i1 which insobrent banks wised
to gambie their way out of nsolvency by
malang hugh-risk loans, In the gambling

bank model, an insolvent bank may be

a8 Juenal Manajermen & Bismas Iof 3, Na 7, fannter 2007
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willing to invest in a nisky project with an
expected payoff rhat is low or even
negative, because if the gamble pays off,
the bank will become solvent whereas, if
the gamble does not pay off, the bank
will became “meorc insolvent”, i.e. no
warse off than it was before it made the
cisky loan. This usage extends the SBC
concept to include the situation in which
insolvent bank may be willing to invest in
a project that is expected ex ante to be

loss-making, albeit not with certainty.

Dewatripont and Maskin {1993,
Chan {1994}, and Berglof and Roland
(1997, extend the concept even more. In
these models the SBC results from adverse
selection. For example, a bank or some
other creditor will in the first penod fund
a project that the bank does not realize
will be unprofitable, ¢.g. a firm thar make
losses. Following the first-pericd
financing, the bank learns that it has finance
a bad project and rhat it will fail to recoup
it entire investment. The prospect of the
projects 10 the second period are
sufficiently good, however, for the bank
to refinance the project, because the first-
pened finandng is now a sunk cost and
the return o the bank after rebmancing
the second penod of the prowect is greater
than if the bank rerminates the project afrer
the first period. This 15 interpreted 1o be
an example of the SBC smnce in the second
petiod the bank 1s refinancng a project it
at that poins knows o have been bad-

Both the gambling bank mode! and
the adverse sclection models are very
different from the models of ex post
bailouts of loss-makers due to paternalism
as developed by Komai and others, In
maodels developed by Komai and others,

the state of some other agents inject money
into 2z loss-making (irm wathour any
expectation of repayment and simply
because it suits state’s preferences 1o
prevent the firm from closing. In the
gambling model and the adverse selechon
models, the creditor finances the fimm for
maximuzing profir.

To understand easier the differences
between these madels and the ex post
bailout models of Kornai and other is to
consider what would happen if, ex ante,
the informadon that the project or hom
was going 1o be loss making with cerminty
was revealed to the creditor. In both the
gambling model and the adverse sclection
models, if a creditor leatns ex ante that
the firm 15 definitely 2 “bad” firm, v will
refuse to finaner it since to do so would
be throwing money away, This is 2 sharp
conirast to 2 model of ex post badou
due o paternalism because in such a model
the likelihood of obraning financing =
unaffected br ex antc revelation to the
creditor that the project of Brm is expected
to be loss making. If the firm is loss making
ex post, it is subsidized as a resuit of 115
situation and, consequently, the firm has a
SBC.

The defininon of the SBC a5 ex post
halouts of loss-making firm resubting from
paternalism  prefercnces 15 more
compatble with the use of that werm
policy-related discussians. Therefore, for
the remainder of this paper, T will use this
term for analvzing the problem. The stare
ot some other agents will rescue firms that
known to be performing poorly by
grantng subsidics or extending credits.

A theory of prvagzacon of Bovcka
etal. (1993) and its subsequent refinements

ndk By T 2 Na I,hm
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{Shleifer and Vishay, 1994 and 1996 15 of
ngorous one. They model a theory of
privauzadon that focuses on the separate
mpact of privanzacon, deregulation, and
stabilization. as well a8 corrupnon on
cnterprises performance.

The Shleifer-Wishny (8V) model
centers around the polincal economy
aspects of privatization, In particular. the
focus 1$ on the interests of politicians ©
have state enterprises employ excess
people at above market wages so as to
obtain mote pelitcal support. This model
separates the ¢ffects of contrel nght and
cash flow right. Four rvpes of firms are
distinguished: state enterprises, 1.e., with
control rght and cash flow right in the
hand of state. commercialized state
enterprises, Le., with control dght with
managers but cash flow rght with the
state; regulated private firms, 1.e., with
conerol rights but not cash Aow aghts wath
private gwners; and poivate firms, Le., with
control rights and cash flow rights with
private owners. The 5V madel also allows
for a discussion of the effects of the degree
of corruption and bribes on enterprise
perinomance under vativus scenanos of
prvatization and commeraalization.

The 5V model indicates a number of
specific hvpotheses. First, with full
cartuption. the allocation of control and
cash flow nghts does not influence the
resource allocation, A necessary condinon
for privatization to generate efficiency
gans 15 2 simultaneous improvement 1n
the overall legal and yudicial framework
leading to a reducuon in corrupuosn.
Second, privatzation in itself may nochave
desirable consequences of lowening excess
labor and improving =fficiency. Only

when privatzation 15 accompanied by
allocation of conool nghts 1o managers,
derepulation and increases in competinon,
will there be positive mmpacts. Third,
COFPOralizAlon can promole enlerpse
restuctunng, cven though it may soften
the budget constraint enterprises face.
Fourch, corrupgon may have sumulate
cffccrs on enterpmses restructunng as it
allows managers and politicians te
“contract” in achieving more efficient
allocation of resovrces. Fifth, smbilizadon,
Le.. 2 reducton in subsidies and soft credits
from the central bank to caterprises, wall
have large allocauve and efficiency benefits.

The 5V model sugpests 2 number ot
importnt factors t be controlled in the
cmpincal research uesign, Tirst, one needs
te control overall changes in extemal
environment 1 his concemns with both the
degree of (deiregulagon and the degree
of comperttion. Second, we need to
control overall legal and regulatory
framework. This needs w be controiled
as 1t affects the degree of corruption.
Third, depree of stabilizarion 15 atsn need
to be controlled as it can grearly affect
enterprise performance. Four, we also
need to canerol initial condition of fimn
tevel, Tirmn are differently endorwed in term
of quality of machinery, labor,
management, link wath forewm market, ete.

Another theory of prvauzagon was
introduced by Peroct {1993}, Perotti
documents strong regulariries in
PEivAtizAUOn Programs across several
countries. The dara indicate a
predominance of parual, staggered sales.
Although transfer of control typueally rakes
place rapidly, government tends to retain
a significant stake for 2 long ome interval.

90 Jurnal Manajemen & bhsms Lol 3, No. £, famwa 2007
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mhen prrvanzauon 1s accompanied by
llmcanon of control nghts o managers,
leargrdanon and tncreases i competiton,
mll there be posiuve mmpacts. Third,
MWPOTANZAGON Cin Promote enterpose
estructunng, even though it may soften
e budget constzanr entetprises face
Peaarth1, cocrupton may have stimulare
flieczs on enterprises restructuring as i
lbevws managers and politicians ta
apatract” in achieving maore efficient
Bocanon of resources. Fifth, smbilizaom.
&, 1 reduction in subsidies and soft credis
wan the central bank o enterprises, will
wwe kizge allocagee and efficiency benefits.
The 3V model sugpests a number of
mportant factors (o e controdled in the
mprncal research design. Firse, one needs
» contrnl overall changes in exrernal
mewronment. T his concerns with both dee
egree 111 ‘deiregulanon and the degree
t competinon. Second, we need ro
parrol aoverall legal znd regulatory
wrneoork. This needs o be conrolled
i it affects the degree of corruption.
bard, degrec of stabilization s also need
 be concrolted as 16 can greatly affect
yerprise performance. Four, we also
vl 10 control immal condition of Arm
ped Fiorn ace differenily endowed in temm
| qualiny of machinery, labor,
mysgement, link with forelgn marker, sec.
Anather theory of privatizadon was
waduced by Perotn (1993). Perow
wuments strong tegularities in
IrAnZINOn PCORIAMS ACT0s3 Several
mncries. The data indicate a
edominance of partal, staggered sales.
khough transfer of control typically rkes
e opidly, government tends to retaun
aguificant stake for a fong tme interval
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Mareover, some studies find that a
government tends to underprice initial
offeting price of privatizanon. Perotu
provide 2 model to explain this
phenomencn. According to Peroto, a
partial sale 13 2 signal commatment from
povemment 1o cuzrent policy by retaining
a stake in the Frm for sometie (while
tminsfer manapedal control), thus showang
wilingness to bear some financial costs
of policy changes. As ume passes without
teversal, confidence and thus sale prices
mprove. In addinen, eardy sales mavhe
deliberately underpriced in order to
convince the market 1o absorb barger sales,
which reduce the risk botne by the
government and therefore enhance polcy
nsk.

Empirieal Studies of Privatization
Empirical srudies of privanzanon are
discussed in the following. For the last two
decades, both developed and developing
countries have engaged in ambitious
prvagzation programs. Urver the years,
numerous ransachons of Prwatzabons
have been growing, Between 1988 and
1993 chere were more than 2,600
transactions in 95 counmes, yielding $271
billion. During 1996 and 1997, when
several emerging markets were still
suffeniag the effects of the Mexican
financial -crisis, the sale of smate-oormed
assets reached $53 billion in Evrope, morte
than $17 billion in Lagn Amencz, US, and
Canada, and nearly §9 bilion in Asia
{Shafik, 199G,. Even though the change
does not only respond wo povatzaten
strztegies, 1t 15 sronply nked toit. Itreflects
a major revision of the role of the public
sector 2s ownet of productive assets n

the economy.

Dieveloping countres, specifically
some members of ASEAN counteies
have alsc privatized their stare-owmned
firms for quite awhile, According 10 Werld
Bank data from 1988 to 1999, Philippine
has privatized the most with 98
transactions. While ather countries ie.
Malaysia has 46 transactions, Indonesia 22
transacrions, Thailand 19 ransacbons, and
Viemam 5 transactions. This data indicates
that povadzatuon in ASEAN countries
basically are moderaie {except for
Philippine) compared to other deveioping
countries such az, Brazil onuth 164
transactions and Turkey with 231
transactions. It means that there are stll
much rooms and opportumiies for
ASEAN countries w privadze their state-
owned enterprises.

Mast people associate modern
privatizaton programs with Margarer
Thatcher's Conservatve Government,
which launches a large privatization
program. Margaret Thatcher adopted the
label “privatization™ which was onginally
coined by Peter Drucker. It becomes so
popular afrerward, and 11 means o the
sale of equity ewned by government 1o
pHivate secior.

Most  gorernments adopt
privatization programs with conerete (and
often very optimistic} objectives in mind.
In fact, almost every government that
decides to foliow the prreanzation route-
regardless of its ideological basis-expresses
similar objectves. All are ulamarely based
on disappointment with the actual
petformance of state-owned enterprises,
and all percetve that the lure of financial
incentives and the disdpline of the capital
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markets will spur greater efficiency. One
such goal is to raise revenue, but generally
the more important cbiective 1s to Improve
the operating and financial performance
of the fonmner 3OL by exposing it to the
marker frrces. The specific obiecnves of
all governments tend to be very similar as
descrilied in Price Warerhouse [1in
Megginson et all, 1948, Speaifically, these
of objecnves are to: (1) raise revenue for
the state; (7 promnte increased efhcieney;
‘%) reduce government interfere in the
economy: (4} pramote wider share
cwnership; {3 provide the epporunity
to ntroduce competition, sXpose siare-
owned enterprises (o market discipline,
and lasty {61 develop navonal capiral
market.

Companing the performance ot
government-owned o prvately gwned
firms iz one method through which the
impact of government ownership oo firm
performance can be analyzed. There two
methodological difficulties that are
espectally pronounced in attempts to
isolate the impact of ownership on
performance. First, in companng state-
owned enterptises to pnvate-gwned
firros, 1 s difficulr, if not imposzsible w
detemmume the appropriate set companson
firms or benchmarks, especially in
developing economues with lnited private
sectors. Second, there are generally
fundarmental reasons why certain Arms are
government-owned and others are
private-owned, including the degree of
perceived market failure within the
particular mdustry. Thus, i 15 difficult to
evaluate rhe cffects of government
canership in cases where the ownership
srructure is iself endogenous o the system

that includes both political and
performance goals,

Empirically, there are three proups of
microeconamic empitical research: those
based on frm-specific dara in different
ronntries with very small samples {Galal
cral. (1994} and Eckel et ab. {199} stadies
with large. sample of firmg in different
sectors for a specific country (LaPorra and
Lopez-De-Silanes {19983}
secuon anabysts for povatzed £
are publicky traded [Mieggue
1904, DSousa and Mepgmeom |
and Boubakri and Cossets (1998
papers have shown umportanr
gains and productviey impoowe
povatized firms and allow us w o
rhe privatization experience b
mactoeconomics, partal el
perspectve,

Numercus studies gve evidhemo
post-prvanzation performance of §
are improved. For example, Megge
et al. {199} study finds thar perifoe
ot prrvanzed firms are strongty m
without sacnficing employment sec
Specifically, after being povauzed,
increase real sales, become
profitable, increase their capial dwes
spending, Improve their opesta
cfficiency, and increase their wedd
Furthermore, these companies sagnales
lower their debt levels and inene
dividend payout Finally, they doc
significant changes in the size :
composiuon of corporate boands off 3
directors after privatization. In addisom,
Boubakri and Cosser (1998) do sexlies
srudy using samples of 79 companieg
from 21 developing countnes dunng dee
peood from § 980 1o 1992, This study o
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mt includes beth paolitical and
mliprrrance goals.

| Empanicaily, there are three groups of
EEDercaOnuc empirical research: these
sl oo firm-specific data in different
s w1th very smail samples Gaial
. (1994 and Eckel et al, (1997)); stuches
e barge simple of firme in different
wows £ox 2 specific connuy (LaPorta and
pex-De-silanes (1998)): and cross
Woo analvsts for prmeanzed firms thax
 publich traded Megginson ec al
. [¥Scusa and Megginson (1998;,
i Bouiaicnt and Cossets (1998)). Thase
pesx have shown important ethaency
s a0d productivity improvemens o
mared firms and allow us to evahore
F PIIVanziuoen expeence from a
FRecconomics. partial equilibeium
wpecrve

Nmnerous sodics grve evidence thar
OV atrancn performance of firms
mapwoved For exarnple, Megginson
L {1994, <rudy finds that performance
st e Grms are saongly waproved
hwmt s fOng employment securty.
plically, after being povarized, firms
mmse real sales, bhecome more
lghle, :ncrtase thew capital investmens
plling. . uprove themrr operatung
By, and mcrease thewr workforces.
Ex thewr debt levels and increase
sfacani changes 1n the size and
PeEDOn of rorporate boards of
Dy aiter prrvatzanon [n addron,
budrs 20d Cosset (1998) do sumdey
f wang samples of 79 companies

L 21 deveiopmg countries durmg the
il Eroen 1950 10 1992 Ths stadre s
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accounting performance measures
adjusted for market effects in additon w
unadjusted accounting performance
measures. They find significant ncreases
in profitability, operatng efficency, capital
investment spending, output, emplovment
Jevel, and dividends. They alse find a
decline in leverage followang privatzation
but this change is significant only for
unadjusted leverage rados. D'Sousa and
Megginson (1999), using dara of 85
companies from 28 industrialized
countres that were prvatzed through
public share offerings for penod from
1990 through 1996, find similar results.
Combined with results of two previous
directly comparatve studies, these findings
strangly suggest that privatzahon yelds
significant performance improvements.

The state versus private ownership
alone is not the only one thar affecis fiom
performance; different tvpes of private
owners also generate different retums.
Morck, Shleifer and Vishoy (1968) present
evidence that managenal ownership below
certain levels improves performance but
is assooated with lower performance at
higher levels.

The empincal litcrature examuaing the
effect of different wypes of ownership
structures on cotpotate performance has
beens greatly expanded The following |
oudine the stylized facts that have been
untcovered in the empincal btemmre w
dare (See Diankoy (1990

Managerial sonership. Berle and Means
{1933) contended that diffuse ownership
vields significant power 1o the hands of
miatiagers whose interest do not coincde
with the interest of sharcholders. As a
result, corporate resources are not used

for the maximuzation of shareholder’s
value. Studies for the US {eg., Morck,
Shieifer, and Vishny, {1988); McConnell
and Servaes, (1990} find a non-linear
relaton between managenal ownership
concentration and corporate
performance,

FErmpioyer ommerthrp. Although this
category has not been extensively studied
but it has been argued that unionized
emplovees more likely seek control of 2
firm. However, their actual monitonng
role a5 owners has not been documented.
We argue that employees, like small
shareholders, may be less able and face

little incentive to monitor firm
performance,
Individug! eamersiup. Shieifer and Vishny

{1986) aepuied that individual block-cwmners
have strong incenrive 1o monitor
management because of their non-
drversifiable holding 1n the corporation.
Consistently, Friend and Lanp (1985
report that the presence of mdividual block
holders forces management to vse more
debt for disciphinary purposes. Other
studies {Coase {1988}, Demsetz and Lehn
(1985 argus, however, that any reladon
berween individual ownership concent-
ravon and firm performance mar be
spurious. While greater ownership
cottanttation resules In StPonger Incentves
to monitor, the expected gan from active
monitoring and the costs of alternatwe
owmnership struchures vary across Grms. If
transacuon costs inhibiing investors from
taking value-maximizing posigons 1o froms
are Jow each firm would have the “nght™
ownership structure and there may oot be
a relationship from ownership 1o
performance. One thus needs 1o be
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cogrizant of the two-way relation berween
individual ownership and performance.

Cutride awnerrhip. Better performance
of fittn may be due signaling and special
abilinies of outside owners. Some
cotporate cutsile mnvestors, for example,
mav he more able to evaluate firms—
Yased on ther better information. Ciiher
COPPOTATE INVESTOTS tay be better cumers
15 they mav be have acces: to rechnology
ot know-how oot available o the firm
e forelgn mvestary; ar they have special
montoring skills te.g., trade creditors
which are owners), wluch mav rase the
valuation or protitability of the tiom, On
the uther hand, the presence of corporate
owrers may harm the frm’s petformance
since rhese owners mav collude che
incumbent rhanagement to cxproprizte
wealth from other sharcholders. This
argumenr o3 coasisrent with  the
absenviuen of Tensen (1993) that the
board of directars of IS frms aflen
consists of representatives of other
corporations and reacts 1o slowly in
removuly bad management. .

There some other factors are
asgociated with the change on post-
arvatzation performance of firms after
being povanzed. Megmnson et al. (dratt,
20 show some parendal sources of
poOst-privanzation performance
ummprovement, onc of which s capital
market. Trading of shares in capital marker
establishes the possibiliey of tkeover by
outsiders, introduces the disciphne of
managesal labor marker, and provides the
ability to link compensation to
performance. As a result, when shares
trade in the public equity markets, owners
have enhanced capacity to spur greater

managerial effort and accountabilinr.
Recent acadenic research has docomented
that the intensity of capital markert pressure
depend upon the size and sophisncation
of the nauon’s financial svstem (La-Porta,
Lopez-de-tilanes, Shiefer, and Vishoy
f1098, 199%, 20060), Levine (19971,
Demirpuc-Kont and Maksitnevic {19983,

Privauzavon redefines the frm’s
obpective funcuon. While state-owned
firms npically pursue muleple and ofien
vonflicting obiecuves. povatized firms
tocus on protit manuzacon, | lowever,
the degree to which the privatized firms
can pursue profit maximizanon ditfers
constderably  acrows
Governmenr may sull wield sgauficant
mntluence through policies reparding
competinnm, regulaton, and raxes. As a
result, a povernment's commilmen! o
capirabism and to creaung a pro-business
environment should be a detecminanr of
a newliy-privatized firm’s efficiency
improvement. Perotd {1995) and Jones,
Megpnson, Nash | and Nerret (1999 note
that uncertainty about a povernment’s
commitment 10 privatizanon affects the
Manager’s Incenuves o festrucure the

LSOINpantcs.

privatived firm. By signaling its
capitalism, the
government convinces managers that i
il et cxpropl:iat: pmﬁts through pobcy
reversals and motvates MAnIgers 1o
maximize value. Perowti (1995} contends
that this signal is necessary for the
economic benefits of poivanzanon o
begin. He states that governments can
credibly signal commitment by imdally
selling a small portion of the firm. This
bonds the government to bear residual
risk atid avoid expropriating profus

ComrImilment [ L4
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magrral effort and accounuabulier,
BN aCcirmmc pesrarch has doazmeniad
M seacoary of capatal market pressure
el wpom the sze and sophistcanon
R e | svstern iLa-Por,
pa-de - ulanes, Shiefer, and Vishoy
B8, 1999, 20001, Levine S LU
g Kumtand Maksimore 1998
Pavanzauon redefines the firm's
mpve funcnon. While stare—owned
% Wencaily pursue multple and otten
litrne objecuves, poivatzed fms
= of 2rofit mavinuzacon, Howevey,
degree 10 which the povanzed firms
peruc profil manmizaoon differs
siderably  across companies.
monent may sull wield sigmificant
wnce through policies regarding
POROOT. reguianon, and taxes. As a
E, 2 government's commtment 1o
alien and o creaung a pro-busmess
menent should he 2 determinant of
wly.privatized firm's efficiency
wernent. Perotn (1995) and Jones,
pmacn. Nash , and Netter {1999} note
Mwcertainn about a government's
| o privabnzagon affects the
BYT S (NCENTVES [0 Iestruciure the
tzed fum. By signaling 115
mEment 16 capitalism, the
BTl convinces managers thar i
R expropriate profits through policy
tals and motivates managers ro
axe value. Perotn {1995) contends
this signal is necessary for the
e benefits of privatization to

- He sures that povernments can
by simal commitment by ininally
2 small poruon of the firm. This

- the government to bear residual
md avord expropriating profits
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through policy changes. However,
Paudval, Soodouni, and Bdston {1998)
argue that selling only 2 small stake
mnereases the hkelhood of centinuing
government mterference and possible re-
natonalizanng.

Since state-cwned enterprises pursue
objectives thait frequently conilict with
profit-maximizaton, the level of post-
privatization ownesshup retained by the
state should affect the newly-prvanzed
firm's efficiency improvement. Boycko,
Shleifer, and Vishny {199¢) predict
effidency gain from ptvatization only if
control nght pass from the government
to private investors. Similarly, Clacssens
{1997) contend thar, if the state mainrains
matonty awnership, the firm s more bikely
1o delay strucruring and mainin excessive
emplovment. In empincal studies of the
effect of privatizarion of ISousa and
Meggnzon (1998), Boubakd and Cosset
(1998}, Eckel, Eckel, and Singal (1997) and
Megmnson, Nash, and Van Randenborgh
(19943, laege efficiency improvemenrs
tollownng sales 1n which the government
relingquished major control. Accordingly,
we expect that the greatest performance
improvement will  result  from
privanzations in which private owners gain
control of the firm.

The presence of foragn investons may
also affect the degree of the post-
povatization periormance improvemnent.
Foreign investment has accounted for an
iiereasing share of povatizauon's sales in
less developing countries. Sader (1993
esumates that while foreign mvestors
participated in only seven operations in
1988, they were involved in 191 separate
transactions in 1992 and 1o & total of 375

over the penod 1988-1992. A rotal of $18
bilbon 1n foreign exchange was generated
as a result, contnbutng on average abour
30 percent of total prvatzation proceeds.
Furthermore, foreign direct investment
(FDI} has been the most common means
of foreign exchange contribution 1o
povatczancn of 318 billions; some $14.5
bilion (Bl percent) was i the form of
FDI. Shafik {1096) studies 2,455
transacboons in 95 countries between 1988
and 1993 and finds that foreign investors
are involved 1n 29 percent of these
transactons and contribute 34 percent of
the revenues from privatizanons. Forcipn
investors are partncularly actrve in Easrern
and Central Europe (57 percent of total
tevenues) and in Latin America (253
pexcent).

Anderson, Makhija, and Spiro (1997)
stndy Czech prvanzadons, identfy 41
firms with direct foreign investment and
947 firms with no foreipn investment.
They aieo fnd that rerum on equity and
revenue per employee ate significantly
hugher for the firms with foreign mvestors.
Smith, Cin, and Vodopivee (1997} in therr
study of 3,792 privatized firms from
Slovenia document 2 significantly positive
relationship berween profability and
foreqgn ownership and a significantiv
negauve relanonshep between leverage and
foreigm owncrship.

The amount of employer share
owtiership mav also contobute to chanpes
in post-privatization performance.
Boycko, Shleifer. and Vishny (1996
predict theoreoeally that emplovess are
ualikely to support valur-maximizing
restructuring efforts, and Barberis,

Boycko, Shlefer, and Tsoukanova [1994;
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conclude that ecquity ownership by
emplovees does not spur petformance
improvement afrer
However, South, Cin, and Vodopivec
19971 find a sigruficandy posinve relation
berween revenues and cmplovee share

privatizativno,

.owmership and a significantiy negative
relationship berween leverage and
employee share ownership.

Changes in the prevadzed firm’s upper
maragement may also trigger efhdency
gains, Replacing the often politically-
appointed manager of the SOE wnth a
professional businessperson shouid lead
to perfotmance improvements. For
example, Lopez-de-Silanes [(1997)
recognizes that the exisung SOE
management may lack the appropriate
human capiral to effecuvely gude the
privatized firm n the new, compenfive
market, He also finds a posigve relaton
berween a change in CEQ and the market
value of the peivarized firm. Barbemns,
Bovcko, Shieifer, and Vishay (1996) ate
new human capital as an important factor
in increasing the probability of value.
maximuzing restructuring. Megginson,
Mash, and ¥Van Randenborg (1994) also
examine how executive change affects the
operating performance of the newly-
ptivatized firm and report stronger
efficency gains from the tirm with larger
changes in top management. Based on
finding of these studies, we expect that
restructuting a firm in the form of
management changes will positively impact
the degrec of post-prvatizaucn
performance improvement

I addition to changing owmership,
privatizabion ray also expose the firm o
the discipline of product marker

competition. Having to compete with
other hrms for customers and marker
share may provide the pressure required
to stimulate preater cificiency and
profitabiliry. Ramamurti (1997), Newbery
and Pollit (1997) and Vicker and Yarrow
1991 wdennfy comperition as major
determinant of post-privatizaton
performance improvements. Vicker and
Yarrow (1991} say rhat privatization
should stimulate efficiency gains im
compettive envitonments but whea
market power exists thers is no advantage
of private ownership. Additionally,
Boardman and Launn {1996) contend tha
firns such as utilithes, which are= not subject
o the discipline of competitve pressure,
would be less likely o benefir from
privauzation. Several empirical studies as-
including Megginson, Nash, and Van
Randenborg (1994}, and Lz Porra and
Lopez-de-Silanez {1999 repont sigruficant
differences when comparing the pose-
prvatization performance of compentive
and non-compettve firms. These studies
find that hoth types of firms expenence
efficiency improvements. However, the
effidency gaitis are sigmificantly preater for
firms i compettve markets.

Conclution

ASEAN countries having nat
povaozing their stzte-owned enterprises
intensively sull have alot of cpportunities
to adopt the policy. Governments thar
will adopt peivatization palicy should have
preparation before implementing the
policy. They have to take into accoant
compennion and soft budger constraines.
OF course, the degree of competition and
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mmnpeunon. Having 1o compete with
silber rm: for customers and market
e may provide the pressure required
m snimulate greater cificiency and
wohitabahiny. Ramamucn (1997, Newherr
md Pl 1997 and Vicker and Yaorow
1991 «dennfy compention as major
deterrminant of post-privanzation
mgformance improvements. Vicker and
arrow (1991) say that privatization
dould sumulate efficiency gains in
npelitve environmenes but when
market power cxists there is no advantage
W private ownership. Addinonally,
Mewriman and Launin {1926} contend tha
s such as wilities which are not subject
B the discpline of competitive pressure,
pomld be less likely to henefit from
mmnczaton. Several empirical scudies 1s-
achuing Megginson, Nash, and Van
bmdenborg (1994), and La Porta and
amper -de-Silanez (1999 report significant
lilfercnces when companng the pose-
mwraczation performance of competitve
ml non- competiave firms. These suches
i that both tvpes of firms expedence
BBceocy improvements. However, the
BRccncy rains are significanthy preater for
. 0 compeative markers,

el

anchiton

ASEAN countries having not
mratzing their site-owned enterpnses
mmmreely still have a lot of opporunites
» adopt the pobicy. Governments thar
il sdopt prvatzation poliey should have
mrparaticn before implementing the
alicy. They have to take into account
ppcooon and soft budger conseaints.
M oourse, the degree of competition and

emerrien 5 Bignis Vol 3, No 1, famuar 2007

soft budget constraints has to be
considered carefully because too high the
degree of cotnpeauon and too soft the
degree of budget constraints would
backfire. That 1s, they arc not supporting
resuruchanng and efficiency but destructing
them instead. Developing countries in
general and Indonesia in parncular as 2
country of numerous state-owned enter-
prises, mostly inefficient, should accelerate
the pace of privauzation (o overcome
some of problems facmp the country Le.
lack of budget and problems faong the
state-owned enterprises Le. inefficiency.
Privatization can be done gradually;
selling 2 parnal of government’s equity at
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