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Abstract
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1. Introduction

During the last two decades, privatization poli@sswept the world. lindustrialized
economies got the lion's share of total privatizatirevenues (67 per cent), but
developing countries have also privatized largenkbwof their State-owned enterprise
(SOE) sector under the pressure of internatiomalitey agencies. The big privatization
cycle of the 90s seems now over. During the firstadle of the century, global
privatization figures were back to the values reggobat the beginning of the cycle.

Even if privatization seem to follow a common glbleend, the extent of
divestiture varies greatly across countries. Inesamuntries, governments have pursued
a consistent and sustained privatization policg part of wider reform packages, while
in others ambitious programs have been blockedheir wvay by adverse interest

groups, so that privatization has been sporadicsarall-scaled.

The United Kingdom provides an illustrative examme the first kind of
privatization policy. Although not explicitly mewined in the Conservatives’ program
at the 1979 elections which brought Mrs. Thatcleepdwer, privatization started in
(reasonably) competitive industries with the saleBdtish Aerospace, Britoil, and
Cable and Wireless, and then gained momentum #feerl983 re-election with the
privatization of sizeable companies with market pow(such as British
Telecommunications, British Gas, and British Aifpokuthority). The complete
divestiture of the SOE sector was instead a tapripyiof the political manifesto which
allowed the Conservatives to obtain re-electiod987. Privatization continued apace
with important sales in the newly liberalized etaxity market and in the water
industry. At the end of the third Conservative $afiure, the annual proceeds
approached £5bn (i.e. ten times the initial levat)d virtually all State-owned
corporations have been sold out, with SOE valuedddcounting for a marginal share
of domestic GDP (Vickers and Yarrow, 1991; WorlchBa1995).

Importantly, the privatization process in the UditKingdom was initially
fiercely opposed by the trade unions. In 1985-86, National Union of Mineworkers
went on a two-year strike against the restructuahthe to-be-privatized coal industry.
The engineers of BT also called a strike to oppbgemajor reductions in the staff

numbers that privatization foresaw. However, thefootable majority enjoyed by the



Conservatives in Parliament allowed to push baekathposition and to accomplish the

announced program.

Some countries’ privatization history is also fratigvith failed attempts. The
Belgian case is certainly interesting in that respA significant attempt to restructure
and denationalize the public sector was made abélganing of the 80s under various
weak coalitional governments led by Prime Ministdartens. This attempt was
thwarted by trade unions in 1983, with a genergkestlasting several weeks. This

strong reaction forced the governments to postplaisdirst reforming effort.

In 1986, Martens tried to launch an austerity paogrwhich also included
privatization. In this direction, a public commissiwas established with the aim to
study the rationalization of state-owned entergriseventually recommending the
partial sale of Sabena, Belgacom, Societé Natiodi#hwestissement (SNI) and CGER
(Spinnewyn, 2000). Again, this program was deeplpased even within the coalition
members and did not result in any actual privatzatAt the beginning of the 90s, the
sales recommended by the 1986 public commissioer Wueally launched, amid strong
political and social resistance leading to a newewaf strikes by public sector

employees.

The worsening of public finance and the urgent némdmeet Maastricht
convergence criteria called again for fiscal dibog and privatization. In order to
overcome the political stalemate that charactertbedprevious stabilization attempts,
in 1995 the prime Minister Deahene asked and obthiny the Parliament a special
authorization to legislate by decree on certaimendc matters, including divestiture.
Only under these exceptional rules, the Belgianeguwent finally floated in the stock

market a large number of shares of two importarES@e. Distrigaz and Dexia).

In this paper we claim that different political irgtions matter in explaining
one country’s ability of implementing policies witlsignificant distributional
consequences, such as privatization. Particulanigjoritarian political systems — as
opposed to proportional systems - should be m&edylto privatize. Majoritarian
systems are characterized by a set of institutwinish tend to reduce the number of
veto players, which results in greater executiabiity. On the contrary, consensual or

proportional systems tend to disperse decision mgaliower among different actors, so



that executives are weaker and characterized blgehigurnover. In a majoritarian
country, the greater political cohesion of the ipankentary coalition supporting the
executive allows incumbent governments to privatizéarger fraction of the SOE
sector, as the constituency of the “losers” from plolicy change is less likely to enjoy
bargaining power. On the contrary, in proportiocalntries the different political
actors will hardly reach an agreement about howistribute the burden of the policy

change.

In this paper, we test this prediction using amioal dataset with continuous
and time varying measures of political institutidos 21 OECD economies. Our panel
estimates show that indeed political institutionatter in privatization. Majoritarian
countries, characterized by lower political fragmation, tend to privatize more, even

after controlling for other economic and politiciterminants.

A political economy approach seems therefore usefulunderstanding the
determinants of privatization. This fact begs aurt question: does ideology or
political orientation also matter? According to argely held view, governments
supported by right-wing coalitions are more prome grivatization than leftist

governments, traditionally more inclined to broatlem size of government.

In the privatization history large scale processeplemented by right wing
executives abound. Privatization in the United Kiowgp is again a notable example, as
the process in its entirety has been implementethencourse of three consecutive
legislatures with Mrs. Thatcher in office (1979-199The French case is also deeply
shaped by partisan politics. In the beginning & 80s, the newly elected socialist
government undertakes a massive nationalization pi&olving 5 industrial firms
(Compagnie Générale d’Electricité (CGE), Rhone Eaey Saint Gobain, Péchiney, and
Thomson Brandt), 2 financial firms (Paribas andZpuand 39 banks. Following the
electoral defeat of the socialists in 1986, theseovative government led by Chirac
decided to re-privatize 13 firms and financial itgions. The privatization wave
stopped with the return to power of the socialssveen 1988 and 1992. Privatization
resumed in 1993 when the socialists lost the peesial elections, and continued under

conservative governments led by Balladur and Juppée end of the 90s most of the



companies that were nationalized in 1982 were auirtially) private (Dumontier and
Laurin, 2002).

However, center-left governments have also embapkadtization especially
when fiscal conditions deteriorate. In Italy, prede worth more than US$135bn have
been raised almost exclusively by center-left goreants. At a smaller scale, the
timing of Danish privatizations has coincided ekaatith the tenure of a social-

democratic cabinet led by Rasmussen.

The logic that privatization policy is priori adopted on the grounds of
ideological preferences is not completely satisfigctindeed, privatization might be a
consistent policy also for left wing governmentsa¥enues are used for redistribution.
Theoretically, political preferences should insteaaltter in the choice of privatization
method. Even if governments of all political stspmay privatize, only market-oriented
(right-wing) governments design privatization toresml share ownership and foster
popular capitalism. The rationale for this polisyre-election. By selling underpriced
shares in the domestic retail market, right wingegoments make equity investment
attractive for the median voter, and create a @mesicy interested in the maximization
of the value of financial assets and averse tordugstribution policies of the left.
Strategic privatization can therefore be a rati@tedtegy for raising the probability of

success of market-oriented coalitions at futuretelas (Biais and Perotti, 2002).

To assess this theory, we first construct an oaigpolitical database with a
continuous and time-varying measure of the goventshéeological orientation for 21
OECD countries, and then use it as an explanatariable in several privatization

regressions.

Our results indicate that - in the context of athead economies - the partisan
orientation of the government has a significant astpon the timing, extent and
methods of privatization. Governments leaning talsathe right of the political
spectrum privatize sooner and more. Importanthgythend to sell shares in the
domestic retail market rather than selling thersttategic investors or abroad, as theory
suggests. This evidence confirms that privatiratgopolitically motivated, and that a
political economy approach is particularly usefal understanding why and how

divestiture takes place around the world.



This paper is related to two strands of empiridatdture. The first studies the
determinants of privatization. Bortolotti, Fantamd Siniscalco (2003) have shown that
privatization takes typically place in wealthy desraxies, encumbered by high public
debt but endowed with deep and liquid stock markeisd that the extent of
privatization in terms of revenues and stakes sppears more limited in civil law
countries, where shareholders are poorly protetiaoks powerful, and capital markets
less developed. Jones, Megginson, Nash, and N@@¥1) show that privatization
underpricing is negatively associated with govemimexpenditures as a percentage of
GDP, which they interpret as a proxy for “populisniPopulist governments — as
opposed to market oriented governments — appeag mterested in raising revenues
rather than targeting underpriced shares to thdanedter. Megginson, Nash, Netter,
and Poulsen, (2002) study the determinants of lloéce of the privatization method in
a large sample of privatization sales in develoged developing nations, finding that
public offers are more likely in less developeditapnarkets and for more profitable
SOEs.

The second strand of literature analyzes the palinstitutional determinants
of economic policy. Persson, Roland and Tabellini (2003) provide themd evidence
about the role of electoral rules in shaping padditifragmentation, which in turn affects
government spending. Milesi-Ferretti, Perotti arasfagno (2001) study how measures
of proportionality relate to the composition of sdang, showing that proportional
systems exhibit higher shares of transfers andadivprimary public expenditure to
GDP. A political economy approach has been receqplied also to explain the degree
of investor protection. Pagano and Volpin (2004algre the political decision that
determines the degree of investor protection imantry, concluding that proportional
electoral systems are conducive to wedkeestor protection and stronger employment

protection than majoritarian systems.

Our paper complements previous empirical work io tmays. First, it identifies
a new determinant of the extent of privatizatioramely majoritarian political
institutions. Second, it tests partisan theoriesubyng a precise measure of political

orientation.

! See Alesina and Perotti (1995) for an excellentesuon the political economy of fiscal policy.



The paper is organized as follows: section 2 residghe relevant political
economy models and states the theoretical hypathesiag tested; section 3 describes
our political measures; section 4 presents the; dagetion 5 describes the empirical

methodology and the econometric results; secticongludes.

2. The political economy of privatization

A formal theory about the effects of political igtions on privatization has not been
developed in the literature. However, some contigms in modern political economy
can be suitably adapted to the context of priveitean what follows, we review these
theories and draw our empirical implications fromege models. A partisan theory of
privatization has instead been developed by BiaisRerotti (2002). In this section, we
will also present this model and its main predits$io

2.1 Political institution and public policy

The political economy of policy adjustment (partasly, fiscal stabilization) has been
studied by Alesina and Drazen (1991). In their nhotlee benefit of stabilization
accrues to all citizens and stems from abandonirgghly distortionary method of
financing public expenditure. However, the coststaibilization (i.e. higher taxation)
are apportioned differently among interest groupsth one group bearing a
disproportionate fraction of the tax burden. Undleese assumptions, the process
leading to stabilization becomes a “war of attntidoetween groups, characterized by
political stalemate until one group concedes. Cssioa occurs at equilibrium when the
group-specific cost of waiting equals the expediedefit from waiting. Alesina and
Drazen note that large coalition cabinets madeivdrde parties may hardly reach an
agreement on how to allocate tax increase amonditteeent constituencies. Therefore

lower political cohesion should be associated witbwer degree of fiscal adjustment.

Spolaore (2003) extends this model by comparingushajent policies in
different types of governments. Two benchmark systare considered: the “cabinet”
system, giving full control over policies to one ct#on maker, and the pure

“consensus” system, in which each political agetains veto power over adjustment



policies. The two systems differ therefore in tewhpolitical fragmentation, which can

be simply defined as the number of political agenith veto power. The cabinet
system is shown to provide prompt adjustment, evém may adjust too often as the
policy-maker fails to consider the adjustment castother political agents. On the

contrary, the consensus system may fail to adjtest ghen adjustment is optimal.

Privatization is an important example of adjustmenticy, defined as any
efficient policy change with significant distribatial consequenceBirst, privatization
curbs political interference, improves managergeirtives, and tends on average to
increase the efficiency of firms (Megginson andtBiet2001). Second, privatization has
important distributional effects as it typicallwiives a transfer of wealth from insiders
of State-owned enterprises (managers and employaesputsiders, especially
shareholders. Indeed, state sell-offs have be@m afssociated with restructuring and
layoffs, with efficiency gains accruing to sharetet of newly privatized firms
(Megginson et al., 1994; Haltinwanger, J. and Mng8i 1999). If one country’s
political system is highly fragmented, the intergstup of “losers” from privatization
has voice in the political arena, and engageswaraof attrition which may prevent the

efficient policy change.

Standard models of electoral competition with opyastic politicians also
provide a theoretical underpinning to explain thwerof political institutions in
privatization. Persson and Tabellini (2000) coritragjoritarian and proportional
systems to show how the electoral rule affectscgobutcomes and rent-seeking
behavior. Particularly, majoritarian elections &stompetition for votes in marginal
districts, where the most mobile voters are comeged; in turn, enhanced electoral

competition reduces rents for politicians.

These models have been developed to study explibtid size of government,
the distribution of public expenditure in terms miblic good provision and targeted
redistribution (Persson and Tabellini, 2004), aaduption (Persson, Tabellini, Trebbi,
2003). However, the rent-seeking behavior by moditis induced by different electoral
rules has important implications also in terms ¥atization policy. It has been largely
documented that State-owned enterprises are anrtampasource of political rent for

elected politicians, who can interfere in the ofiegpactivity of the company in order to



cater specific interest groups. First, they canntaén the political support from
employees by forcing the managers of State-ownedrmises to keep redundant
workers and high wages (Vishny and Shleifer, 198€cond, they can extract outright
rents in the form of corruption or enjoy other pitiw benefits of control (Dyck and
Zingales, 2004). Majoritarian elections (and stifdectoral competition) should keep
politicians “on their toes”, mitigating rent-seegibbehavior and moral hazard problems
arising from the political control of State-owneninfs. Ceteris paribus, politicians
should be more reluctant to privatize in countfath proportional electoral rules, as
the equilibrium level of rents they can extract piaitical interference in State-owned

firms is lower. We can therefore state the follogvirypothesis:

H1. Ceteris paribus, the extent of privatization should be larger in majoritarian

than in proportional countries.

2.1 The partisan dimension of privatization

During the last fifteen years political economy késessed a growing interest in the
positive analysis of the economic consequencesolifigal conflict between partisan
politicians. Within this strand of literature, soraentributions analyzed the possibility
of strategic manipulation of economic variables fliticians in order to achieve

reappointment. (Aghion and Bolton, 1990).

Biais and Perotti (2002) develop a model of prization where right wing
politicians privatize in order to gain future suppdrom the constituencies of
shareholders of newly privatized firms. They assuthat the right wing party
maximizes the utility of the rich, the left thelityi of the poor, and each party needs the
vote of the median class to win the elections. Téteyw that by allocating a substantial
amount of shares of privatized companies to thedhaialass, the right makes the
median voter adverse to the redistributive poli@éshe left, and more prone to vote
with the right at future elections. A large-scalevatization program may therefore

represent a strategy for switching to forms of ‘plap capitalism”, by creating a

10



constituency of voters interested in the maximaatof the value of their financial

assets.

This theoretical argument suggests that while fidation can be a bi-partisan
policy, its implementation will be affected by galal preferences. On the one hand,
right wing governments will tend to privatize byl offer, earmarking (underpriced)
shares to domestic investors. On the other hafftdwleg governments will opt more
frequently for private placements and share issuesternational exchanges, as both
strategies allow to generate higher privatizatevenues (Megginson et al. 2002; Ellul
and Pagano, 2002).

Therefore, the partisan model of privatization g#elthe following empirical

implication:

H3. Ceteris paribus, right wing governments, as opposed to center or left wing

governments, should privatize by spreading share owner ship among domestic voters.

The next sections will describe how we assessiyareal validity of these theoretical
predictions.

3 Measuring political institutions and partisan orientation

In order to test empirically the above mentioneebties, quantitative indicators on the
relevant features of political systems are needeidst, relating the extent of
privatization to political institutions requires asres of political fragmentation and
dis-proportionality of the electoral system (H1@c8nd, a proper test of partisan model
predicates on objective measures for the ideolbgitantation of the executive (H2).

3.1 Political fragmentation and electoral systems

Conceptually, political fragmentation relates te firesence of political agents enjoying
veto power. The larger the number of these vetgepta the higher the degree of

political fragmentation. When it comes to make tloéion operational, one has first to
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decide who are the relevant political agents, amcbisd to provide an objectively

quantifiable measure of their veto power in a gipefitical system.

As to the first issue, the political economy litieir@ conventionally identifies
political parties as the main decision making ub&gg (more or less) cohesive entities
representing specific interest groups. Classifocei of political fragmentation often
used by economists are based on the number ofepairti the government and
distinguish between one-party executives, two-parbalitions and broader ones
(Roubini and Sachs, 1989; Persson and Tabelli®i3R0

However, this approach does not allow for an adegaacount of the veto
power enjoyed by political parties in different &gpof government. For example, the
power enjoyed by a given party within a minimal lg@n cabinet (including only
parties whose support is necessary to achieve iy3j& stronger than in an oversized
one, even if the number of parties in governmenhéssame. Similarly, a single-party
minority government may not be a powerful politieglent, being typically exposed to

threats by the parties of the opposition.

In line with previous studies, we focus insteadaomeasure based on thge
Of Cabinet (TOC).? This characterization takes into account the tretima costs of
political bargaining within the executive and thranisaction costs of government’s
dealing with the parliament. The varia@l©C distinguishes: (i) one party governments
from coalition governments; (i) minimal coaliti@abinets from minority and oversized
ones. Minimal coalition cabinets include only pestiwhose support is necessary to

achieve parliamentary majority, while oversizedioats do not.

Using this classification, cabinets are attributedores according to the

following matrix:

type of cabinet TOC) one-party coalition

minimal winning 1 )

2 This measure has been first proposed in comparatiliical science by Lijphart (1999) and used, agion
others, as a proxy of coalition size by Perotti Kodtopoulos (2002) in an empirical analysis onpbétical
economy of fiscal policy.

12



minority or oversized Yo 0

The minimal winning — one party cabinet, obtaine thaximum score, as it
enjoys considerable bargaining power ensuring @kexstability. On the contrary, the
leadership in coalition minority cabinets is typigaexposed to threats from both
coalition allies and opposition parties. This pb#igy fosters in turn political
bargaining and compromise. Furthermore, oversizdinets tend to accord decision-
making power to parties other than those stricdgassary for the coalition to stay in

office; in this aspect they clearly fit in with tlkensensus model.

Cabinets deviating from these two benchmark modédsig one dimension
receive middle scores; adjusted scores providesi@ilzstion for particular cabinets,
such as presidential ongsClearly, this discrete index increases as politica
fragmentation decreases.

We then complement our measure on the type of gowemt with another
conventional measure of political fragmentation eleged in comparative political
science, given by thEffective Number of Parties (ENP). This measure, which parallels
the Herfindal concentration index commonly usednisustrial economics, puts more
weight to those parties which either hold “coalitipotential” or “blackmail potential”,
i.e. substantial bargaining power in terms of sé€a#stori, 1976; Laakso and Taagepera,

1979).ENP is given by the following formula:
-1
P 2
ENP=| > s j (2)
j=1
wheres is the fraction of parliamentary seats held byjttreparty andP is thetotal
number of parties represented in the Parliameetr@), if there arg parties in the

parliament, the ENP will take the valpéf all parties hold exactly the same number of

seats, otherwise it will take lower values in orttefdiscount” less important parties.

% In particular, presidential cabinets are, in a waye party — minimal winning by definition; thusey
should always receive score 1. However, the samgeas from 0.5 to 1 to take into account whether or
not the president faces a hostile legislative abge(the so-called divided government).
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Turning to electoral rules, conventional classiimas crudely distinguish
between “proportional” and “majoritarian” systenggpending on the use of a closed
list or uninominal vote. However, these dummies$ tiaicapture the actual degree of

heterogeneity within each of the two systems.

Research in comparative political science has medumuch better measures in
several respects. First, these contributions hatefasth continuous variables rather
than dummies or discrete indicators. Second, bbawed on electoral outcomes, they
display some variability also over the time dimensiwhich allows to perform panel
data estimation. Despite their appeal, these meadwave not been used extensively in

the empirical testing of political economy models.

Electoral dis-proportionality indexes account fbe tdivergence between the
distributions of votes and seats implied by différelectoral rules. Such divergence
mostly consists of overrepresentation of majoripsrand partial or complete exclusion

of minor ones. Thus, greater dis-proportionalitgads with the majoritarian principle.

The dis-proportionality indexDISPR) — developed by Gallagher (1991) - is

based on the following formula:

N

DISPR= 3 |1 -5 ]2 )
iz V2t

where v is the share ofotes obtained by pariy s is the share of seats held by the

same partyandN thetotal number of parties

The index is continuous and takes value zero when apportionment of
parliamentary seats is exactly proportional to telet results. It increases, on average,
as dis-proportionality increases, taking maximuntuea for presidential elections,
where the number of seats is reduced to the minirfwimch is 1). For presidential and
semi-presidential countries, (such as USA and Franespectively) the yearly dis-
proportionality index results from the average afues taken in the last legislative and
presidential elections.

14



3.2 Partisan orientation

In the empirical tests of partisan theories, regdes in political economy have up to
now constructed dummy variables which crudely dgtish between left and right
wing governments, with very limited methodologicafinement since the seminal work
of Hibbs (1977). This classification is suitable the small sample of countries where
political competition results in a strong and chganarked bipolarism. However, in
countries where the party system is highly fragmeérand/or there exists a significant
“center” block, the resort to political dummy vdiies is certainly unsatisfactory. For
example, this approach would not be useful to disoate between a left wing
government and a center-left one with strong repriegion by Christian-democratic
parties, a typical case in several continental pg@o countries. Moreover, the dummy
variables approach assigns the same score to nedaraxtremist parties. Discrete
variables scaling more than two values (see Pedotti Kontopoulos (2002), Alesina,
Roubini and Cohen (1997) and Woldendrop, Keman Bndge (1998) 3-, 4-and 5-
value indexes, respectively) represent only a @asblution to this problem, because
they still arbitrarily weigh the role played withthe ruling coalition by extremist or

moderate parties.

We argue instead that in order to assess prediselglignment of the executive,
first a score has to be attached to each partyiegtthe government coalition, amdt
to the coalition as a whole. Then, the values abthiby the different parties of the
coalition parties need to be aggregated into desisgpre. In this direction, we proceed
as follows: (i) by locating different parties ofvegal countries on a left-right scale of
political orientation; (ii) by weighting the relag importance of each party within the

coalition. We will address each of these issudgarim.

With respect to the first issue, there are soméaustiogies that allow to locate
different parties on the left-right spectrum ofipoél orientation. All these approaches
trade inaccuracy of dummy indicators for arbitrags of continuous measures. Among
them, expert survey methodology has proven a feli@ol in limiting discretion. Huber
and Inglehart (1995) have produced a compreherdataset for a very large sample

both in terms of countries considered (42) andxpkets interviewed (over 800). As far

“ In bicameral systems, the electoral outcomesefder house are considered.
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as we know, this is the most recent attempt toigeosuch a classification, and one of
the broadest in terms of coverage. Therefore, enctimstruction of our partisan index,
we will use their classification, assigning to egudrty a score ranging between 1

(extreme left) to 10 (extreme right).

Our index is a weighted mean of the scores obtamegbarties forming the
executive according to the Huber and Inglehartesyrwith weights proportional to the
power enjoyed by each party within the governmeialitton. We proxy political power
by the number of parliamentary seats held by eauty pver the total held of the
government coalition as a whole. We ¢2MRTISAN our index of political orientation.

An alternative procedure could have been to usentlreber of cabinet seats
held by each party as weights. However, as LaverSirepsle (1996) have pointed out,
the two criteria are strongly related, since thecgetage of parliamentary seats and of
cabinet posts held by parties are on average veryas. The method based on the
percentage of seats seems more convincing, asltér@ative criterion would have
implied to assign the same importance to all thieinet posts, despite the obvious

differences in terms of prestige and power.

4 Data

In the previous section, we have presented the adetbgy that we will use in the

construction of our political indexes. We now dé@semprecisely our data and sources.

The first issue to address is the selection of t@s In this direction, we follow
strictly the political science literature by chawggisound democracies with established
political institutions enabling an orderly successof powers. Our sample covers: most
of Western Continental Europe (Austria, BelgiumnbBwark, Finland, France, Germany,
Greece, Italy, Netherlands, Norway, Portugal, Sp&weden, Switzerland), Anglo-
Saxon countries and Western former British coloiffasstralia, Canada, Ireland, New
Zealand, United Kingdom, United States) and Japarfor the time period, we chose to
focus on the period between 1977 and 1999, whickespond, respectively, to the first

® For majority governments, parties whose suppomnbisessential for the coalition to have 50% of seat
have been excluded in the computation of the indexhey cannot exert any veto power on the decisio
making of the coalition.
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privatization in United Kingdom and to the end bétbig privatization wave of the
1990s.

4.1 Political variables

Our source of data on political institutions isgbpart (1999). As we mentioned in the
previous section, Lijphart (1999) has developecerdes of country indicators along
several dimensions of the political system usiregtelral data. We have used the same
data to construct our three indexes (TOC, ENP,ISPR) for the 21 countries in our

sample for the period, updating the original datéseur end year.

An important feature of these political variableghat they are time varying, as
they change around election years in a given cguhtrelectoral years these variables
are the weighted averages of the data in the prd-past-election periods, and the

weights are given by the proportion of months befamd after the elections.

Table 2 shows the mean of these variables fordhatdes of our sample. Three
countries in our sample implemented institutiomdbrms during the 1977-1999 period:
Italy modified its electoral system in 1992, Newalssd and Japan in 1993. The two
means presented for these countries are computdebdwo sub-periods. Figure 1 plots

the country means on two and three-dimensionalhgiagdong with the regression lines.

The regressions are consistent with the expectedvise relationships between
the three variables. Majoritarian electoral rulekjch are associated with greater dis-
proportionality, allow fewer parties to gain setghe parliament, which in turn raises
the probability of observing minimal winning — orgarty government coalitions.
“Majoritarian” countries are well represented irgtiie 1d by the cluster including the
five Anglo-Saxon countries: Australia, Canada, Bditkingdom, United States and
New Zealand (before 1993). At the opposite, prapoal electoral institutions produce
fragmented parliaments and government coalition®pdttional countries include
Belgium and Netherlands, Scandinavia (Denmark,afchl Norway and Sweden), Italy
and Switzerland. Geographic proximity may have @thw role in determining these
clusters, as political and commercial spheres diuence may also have shaped

historically political institutions.
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As we already mentioned, three cases of electgstiems’ reform are reported.
Since they are rare events, it may be interestrgyaluate their impact on our political
indicators. In New Zealand, the 1993 reform fromjorntarian to proportional electoral
system resulted in an increased number of partesim a decreased index for the

government coalitiof.

Japan and Italy, attempting to curb corruption iamgrove government stability,
moved instead in the opposite direction, shiftimgnf proportional to majoritarian
systems. However, these reforms did not pay othgected. In Japan, the government
coalition index increased, but the number of pariicreased as well, even if only
slightly. Italy faced even a sharp increase inrhenber of parties (in the first graph,
Italy moves perpendicularly to the regression lileaving unaffected the mean score

for the government coalition index.

We now turn to the description of the sources uUsedhe construction of our
partisan index. As to political orientation, weewtd to Huber and Inglehart (1995). As
for electoral results, our main source has beemp#rmdicalElectoral Sudies, which
reports detailed information for most of the coyntears in our sample. This source
has been supplemented with widely used web soubedailed information about these
sources is reported in Table 1. As to ruling caais, the main source of information
has been Woldendrop et al. (1998), which has ba&tegrated using web sources. Table
2 reports also the means of the partisan indethocountries of our sample.

4.2 Privatization variables

Our source for privatization data $curities Data Corporation, certainly one of the

most comprehensive sources of information at tlamsection level. The database
contains detailed information about Public Offefsloares (i.e. privatization on public
equity markets) and also about private equity ptemds. Clearly, the first refer to
large-scale operations that often involve the tamgeof shares to different classes of

investors (retail, institutional) in different matiplaces (domestic, or international). The

® Before 1993, New Zealand was the only country efshmple that had been ruled by minimal winning
— one party cabinets for the whole period. After teform its index has always been around 0.5
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second refer instead to the sale of a large staiken(a control stake) to strategic

investors.

We have aggregated transaction data to constrpetnal database for the 21
countries in our sample with the following variabléotal privatization revenues (i.e.
from public offers and private sales) to GDP inmoyi in yeart (REV/GDP) and
privatization revenues from the domestic retail ketias a percentage of total revenues
in countryi in yeart (DOM/REV).

The first variable(REV/GDP) measures the economic value of privatizations
implemented in a given year, which we will use apraxy for one government’s
privatization effort. The second varialeOM/REV) captures government’s intentions
to tap domestic citizens and to diffuse share oslipramong domestic voters. This
variable is used to verify whether the choice & fgrivatization method is politically

motivated’

4.3 Control variables

In order to isolate the role of political institoitis, we have to control for the other
possible determinants of privatization. First, ptization can be simply affected by the
initial size of the SOE sector. Indeed, having S@Esell is a necessary condition for
the implementation of a large scale privatizationgpam. Second, fiscal conditions
should be considered, given that privatization nexes are typically used to square
public finance. Third, the stage of financial mdrkievelopment plays an important
role, as deep and liquid stock markets facilitéte flotation of large companies and
allow governments to maximize proceeds. Finallye tturrent economic outlook
matters, as it has been empirically documentedl#iige privatization programs have
been implemented during times of declining econoaaitivity (Bortolotti et al. 2003).

We will control for these factors by using the adtes described below.

The initial size of the SOE sector is measuredS®E value added as a

percentage of GDP in a given country in the yeac@ding the first privatization
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reported in SDC,INITSOE). The current outlook of public finances in a coyrin a
given year is given by the value of total (domesticl foreign) debt as a percentage of
GDP, OEBT). We use two conventional measures of a countrfirencial
development: the ratio of stock market capital@atio GDP, CAP), and the turnover
ratio, given by the stock market total value trademl market capitalization
(TURNOVER). Finally, we include GDP per capita (in constalailars 1996) and
annual growth rates of GDIBEDP andGROWTH, respectively). With the exception of

INITSOE, all the controls are vary over time.

4.4 Descriptive analysis

The data presented in Table 2 are useful for & éiceount of the role of political
institutions and government’s political orientationprivatization. The average of the
standardized values of the three political ingti#l measuresTOC, ENP, DISPR)
takes the highest values in New Zealand (before3 l€l8ctoral reform), the United
Kingdom, the United States, Canada, and Austrdh#erestingly, some of these
countries have also been heavily involved in praaion. Particularly, New Zealand
shows a high ratio of privatization revenues to G(FL6) in the sub-period when
majoritarian electoral rules were in place. Prixation proceeds are also remarkable in
Australia (0.18) and in the United Kingdom (0.11).

On the contrary, only limited privatization effad reported in some typical
proportional countries, such as Switzerland, Betgidhe Netherlands, Sweden, and
Norway. However, we find some exceptions. For eXamportugal boasts privatized
assets worth one fourth of GDP, while reportinglatively low average score of our
institutional measures. Italy, under the new eledtcegime features a similar pattern,
with substantial privatization revenues raised @/Ailhighly consensual political system
was operational. On the contrary, the United Statesrtainly a strongly majoritarian

country — shows only marginal privatization revenBet this may simply be due to the

" Revenues raised by Public Offer could be an aitare measure. Howeve)OM/REV allows a more
precise empirical test of H2, as floating sharegrifatized firms on the domestic stock market ireaessary
condition for shifting the political preferencestbé median voter. Similar results are obtainedndega on
public offers are used.
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fact that the size of the public is very small aodsequently there are very few firms to

privatize.

These observations suggest that political instigiand political orientation
might play a role in privatization. Table 3 prowda more systematic test based on
univariate statistics. The statistics reportedtf@ control variables yield very similar
results with respect to the one obtained in previamork, indicating that privatizing
countries are typically wealthy, fiscally distredsend endowed with large and liquid
stock markets. Higher initial levels of state ovaigp are as well positively and
significantly correlated with privatization procesed

A new factor appears also to be relevant. the dbggrtionality index.
Interestingly, we observe a higher frequency o¥atizations where the electoral rules
leave less power to minoritiekterestingly, the partisan dimension of politiggpaars
to be more relevant in the choice of the privaimaimethod. Table 3 shows that the
fraction of revenues raised in the domestic retatket is associated with right wing
governments in office. This preliminary evidencedigates that our political-
institutional measures might have some explangtorwer, and indicate the need of a
thorough econometric test.

5 Econometric analysis

Our main goal is to analyze the political and tgitbnal determinants of the extent and
methods of privatization. We propose a test of theoretical predictions that consists

of two different sets of econometric regressions.

We first estimate regressions where the dependanable is the extent of
privatization,REVGDP. This measure is left-censored at zero for alldbentry-years
in which no privatization occurred, which are andligant fraction of our sample. Thus,
in this case, conventional regression methods wéaildo account for the qualitative
difference between limit (zero) observations and-hmit (continuous) observations.
Tobit analysis, instead, being based on a new randariable that infers the missing

tail in the distribution of the observed variabddiows for estimation by conventional
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maximum likelihood methods (Amemiya, 1985). Givlattsome of the regressors are

time-invariant, a random effect specification isiased about the error term.

Then, we run a second set of regressions that b@M/REV as the dependent
variable. Again, the tobit model is appropriateegivthat this variable is both left and

right-censored (at 0 and 1 respectively).

5.1 Endogeneity

Some of our regressors could possibly be endogemanss, our institutional measures
are based on electoral data. As such, they ardilgqun political outcomes which are
likely to be co-determined with privatization pdglidgtself. Second, some control
variables - chiefly the debt ratio, market capi#afion and turnover - are also
endogenous, given that privatization policy hastrang impact on public finance
aggregates and financial market development. breterms are correlated with the

regressors, consistent estimates cannot be obthynstndard methods.

Relaxing the exogeneity assumption complicatesargatignificantly due to the
censoring of the dependent variable. In this sgttthe likelihood function has to be
specified for a system of equations. One-step miasition of this function involves
multiple integrals, which raise difficult computatial problems. Smith and Blundell
(1986) propose a two-step estimator for cross-@ectiobit models that makes
computations considerably easier. Vella and Ver@®©9) extend this technique to

allow for panel estimation.

We will implement this approach by running firskgé OLS regressions of all
endogenous variables on a set of exogenous ingttsmehich include: a dummy
variable taking the value one in countries relyaglusively on plurality rule in the
election of the lower house, and zero otherwi@J); a measure of district size given
by the number of seats awarded in the averageoedédtistrict DISTRICT); and the
minimum threshold needed to gain representatidgheregislature{HRESHOLD).?

8 We are grateful to Guido Tabellini for providingwih these data.
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Such a specification is justified by recent workPafrsson, Roland, and Tabellini
(2003), showing that the proposed instruments skiz@dragmentation of the political
system and the government structure and this m aéfiects the level and composition

of public expenditure.

5.2 First-stage results

The results of the first-stage estimates may berésting per se and are reported in
Table 4? Our findings about the effect of majoritarian éteal rules and district size
resemble those reported in Persson, Roland, andllifal{2003) and are consistent
with the predictions of their model. Majoritariamile decreases the incidence of
coalition governments and the fragmentation ofpbiitical system, while larger district
size has the opposite effect. The interpretatioca#fficient of THRESHOLD is less
straightforward. Usually adopted in order to redtlee number of parties and thus the
fragmentation of the political system, it shows tipgposite sign in our regressions. One
possible explanation could be that thresholds aweally adopted within consensual

political systems in order to mitigate the effeatstrongly proportional electoral rules.

5.3 Second-stage results

We now turn to the main estimating equations, inictvhwe regress measures of
privatization on politico-institutional variableResults forREV/GDP are reported in
Table 5 Regressions (2), (4), (6) and (8) correct for thedogeneity of some
explanatory variableDEBT, CAP, TURNOVER, TOC, ENP, DISPR) by including the
estimated residuals of first-stage regressionslefateport, along with the usual Wald
chi-square statistic for the null hypothesis ofaefficients being jointly equal to 0, a
further analogous test restricted to the coeffiisiari the first stage residuals included in

the second stage regressions. The test alwaysséecnull of these coefficients being

® The results for the other endogenous control viasasre not reported for space reasons but arkableai
upon request.
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jointly equal to 0, thus indicating that is appriape to adopt the two-step procedure in

order to correct for the endogeneity bias.

The findings on the role of political institutionsre consistent with our
hypotheses. Our main proxy for political fragmeiatati.e. the type of cabinet variable
(TOC), affects significantly the size of one country&ljustment in terms of
privatization. TheTOC measure in always significant, particularly whea eontrol for
the simultaneity bias in equation (4). Greatertpal cohesion, which is typically found
in cabinet systems with a lower number of politiagents in power, increases the pace
and extent of divestiture overtime. On the contragnsensual system with numerous
veto players face more difficulties in stabilizitige size of the SOE sector, and stick to

small-scale privatization programs.

The electoral rule and particularly its degreeisfgtoportionality also shape the
extent of divestiture over time especially when aeerect for endogeneity. As theory
predicts, large scale privatization programs areremoften found in majoritarian

democracies, where enhanced electoral competitidisaents for politicians.

These results from our tobit regressions supporthef empirical validity of
hypothesis H1, confirming the importance of poétignstitutions in explaining the

extent of privatization.

However, ideological orientation also appears toekigemely relevant. In all
our models, the partisan index is positively andnsicantly associated with
privatization revenues, indicating that politicakferences shape divestiture. Even if
theoretically privatization can be a bi-partisariqgg implemented by the right for re-
election concerns and by the left to raise revemoidmance redistributive policies, we
provide robust evidence that in the context of OE&Dnomies, large chunks of the
SOE sector have been sold mostly by right-wing gowents.

Interestingly, the initial size of the SOE sectanother critical factor. We find
evidence of a strong “supply effect” with higheveaues raised in countries where the
State has larger property to sell. Fiscal condgtiare also relevant, as we find the debt
ratio (DEBT) highly statistically significant when endogeneity duly taken into
account. Indeed, privatizing countries are oftemaricially distressed, and tend to

allocate revenues to amortization funds that atloweduce outstanding debt, indirectly

24



alleviating the budget via lower interest paymemkignally, we report some (weaker)
evidence on the role of financial market developindine negative relation found
between revenues and market capitalization is stargiwith the idea that governments

resort to privatization to deepen stock markets.

While theoretically privatization may be a bi-paan policy, political
orientation should discriminate the choice of thevaiization methods. Clearly,
governments’ political objective of redistributingcome to the median voter and
creating a class of shareholders with an interegte maximization of the value of their
financial assets can be achieved only through ldtation of the company on public
equity markets, as in Biais and Perotti (2002). Hesv, it is largely documented that
privatizing governments often resort to internagioequity offerings and to the cross-
listing of shares in more liquid markets in ordentaximize the proceeds from the sale
(Gehrig 2002; Ellul and Pagano, 2002). Politicathotivated governments should
instead earmark a larger proportion of (underpdicsigares to the domestietail
market, where the mass of individual shareholdetsrg is concentrated. Successful
applicants would then have a financial interestr@electing a market-oriented

government.

Table 8 presents the results of a test of thiggaarttheory of privatization (H2),
where the dependent variable measures preciselgdahernment’s willingness to tap
domestic voters at the privatization stage. Indé2OMREV is the fraction of total

revenues raised in the domestic retail market.

We find a highly statistically significant coeffent for PARTISAN index, with
the expected sign. The coefficient is also robuwsbss different specifications. This
strong result allows us to conclude that in advdreemocracies, political preferences
are key to explain how privatization is implementdde empirical implication of
partisan theories of privatization is thereforeosgily supported by the data. Indeed,
market-oriented governments sell more shares tedtowoters. And this privatization
strategy could spread share ownership and fostaul@ocapitalism, by increasing the
political support for market-oriented platforms.

When we try to correct for endogeneity, we alsod fithe proportion of

privatization revenues raised in the home markebdonegatively associated with
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market capitalization, which indicates domesticafinial market development to be

another important objective, which can be pursoatly with popular capitalism.

Interestingly, we find that the type of cabinet aglid-proportionality index
associated with share issue privatization in thmdnmarket. We have shown in Table 6
that political fragmentation and proportional eiecs hinder privatization of large
SOEs, which are usually floated in stock marketditiPal institutions may therefore

indirectly affect the choice of the privatizatiorethod.

6 Conclusions

This paper has explored empirically how politicalstitutions and the partisan
orientation of the government affect the extent dedtures of privatization in

developed economies.

Our results show that a political economy approaciparticularly useful in
understanding why and how governments privatize. @ttent of divestiture is affected
by the existence of political institutions curbitige bargaining power of veto players
and enhance executive stability. Privatization rmdthseem instead to be shaped by
political ideology, with market oriented governmerninvolved in spreading share

ownership among domestic voters.
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Table 1. Description of the Variables

Variable

Definition

Source

CAP

Stock market capitalization to Gross DomestigdBct in
countryi in yeart. Stock market capitalization in yetis
calculated as the average between the end-of-yagkemn
capitalization deflated by the end-of-year Consuméce
Index in yeat andt-1. Stock market capitalization refers
a country’s main stock exchange.

to

Beck, Demirglic-Kunt, and Levine (1999)
updated using data from IFC, Emerging Stack
Markets Factbook, and FIBV.

DEBT

Total debt as a percentage of Gross Domestduet of
countryi in yeart. Total debt is expressed as the wh
stock of direct, government, fixed term contract
obligations to others outstanding at a particulated It
includes domestic debt (such as debt held by moné

enterprises, and households) and foreign debt (@siciebt
to international development institutions and fgre
governments).

o)
Lal

pta
authorities, deposit money banks, non financial lipup

International Financial Statistics
e

DISPR

Disproportionality index. Sum of absolute feliénces
between electoral votes share and seats sharell fire
parties. Such divergence usually means overrepiassan
of major parties and partial or complete exclusibminor
ones. Mathematical formulation of the index is preed
in the text.

Original dataset from Lijphart, updated using
Electoral Studies, various years;

Banks et al. (1997); Elections Around the Wor|d
(www.electionworld.org)Parties and Elections
in Europe \vww.parties-and-
elections.de/indexe.html),

Political Reference Almanac
(http://www.polisci.com/almanac/nations.htm

DISTRICT

Number of seats awarded in the average arctlistrict,
rescaled to vary between 0 and 1.

Persson, Roland, Tabellini (2003)

DOM/REV

Ratio of privatization revenues raised in tleenestic retail
market to total privatization revenues in countity yeart.

Securities Data Corporation

ENP

Concentration index computed over parties swees in
the legislative chamber. Mathematical formulatidnttee
index is presented in the text.

Original dataset from Lijphart, updated using
Electoral Studies, various years;

Banks et al. (1997); Elections Around the Wor|d
(www.electionworld.org)Parties and Elections
in Europe \vww.parties-and-
elections.de/indexe.html),

Political Reference Almanac
(http://www.polisci.com/almanac/nations.hHtm

GDP

Ratio of Gross Domestic Product in constant 19%5
Dollars to population in countryi in year t. Total
population counts all residents regardless of lsttlis or
citizenship.

World Development Indicators, World Bank
International Financial Statistics

INITSOE

Value added of State-owned Enterprises HS@s a
proportion of Gross Domestic Product (GDP) in tteary
preceding one country’s first privatization as need in
Securities Data Corporation (SDC).

World Development Indicators,
and http://www.worldbank.org and Securitieg
Data Corporation

MAJ

Dummy taking the value one for majoritarian oties, i.e
those relying exclusively on plurality rule in theost
recent election to the legislature (lower housayl &king
the value zero for mixed and proportional eledtd

systems.

Persson, Roland, Tabellini (2003)
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Table 1. (continued)

PARTISAN Indicator for the government’s partisanshigs computed| Electoral Studies, various years,
as the weighted average of the score attached rteega Banks et al. (1997),
forming the government coalition, according to Hubed | Zarate’s World Political Leaders since 1945
Inglehart (1995) and it ranges from O to 10 as viklkkight | (www.terra.es/personal2/monolitiibrary of
i-th equal the number of seats held by party ifththie | Congress Country Studies
legislative chamber over the total held by the goreent| (http://lcweb?2.loc.gov/frd/cs/cshome.himl
coalition. Null weight is assigned to parties whesats are Administration and Cost of Elections
not essential for the government coalition to htie (www.aceproject.org),
absolute majority. Elections A_round the World
(www.electionworld.org)
Parties and Elections in Europeww.parties-
and-elections.de/indexe.html),
Political Reference Almanac
(http://www.polisci.com/almanac/nations.htm
REV/GDP Total revenues from privatisation to Grossm@stic| Securities Data Corporation Privatisation, Woyld
Product in country in yeart. Total revenues are revenue®evelopment Indicators
in current US dollars from total privatisation de@Public
Offers and Private Sales). Gross Domestic Product |s
expressed in current US dollars.
THRESHOLD Percent of the total vote at the natiolalel to gain| Persson, Roland, Tabellini (2003)
representation in the legislature.
TOC Discrete measure which accounts for the type| ©Ofiginal dataset from Lijphart, updated using
government in office: one party, minimal winningElectoral Studies, various years;
minimal winning — one party, or neither of them.eSeBanks et al. (1997); Elections Around the World
matrix in the text (www.electionworld.org) Parties and Elections
in Europe \vww.parties-and-
elections.de/indexe.html),
Political Reference Almanagr
(http://www.polisci.com/almanac/nations.htm
TURNOVER Stock market total value traded to total rke&| IFC Emerging Stock Markets Factbook 1999,
capitalization in a country in year Total market value in Federation International des Bourse des Valeurs

yeart is deflated by the Consumer Price Index in year(FIBV)

Market capitalization in yearis calculated as the avera
between the end-of-year market capitalization deddy
the end-of-year Consumer Price Index in yeandt-1.

Trading value and market capitalization refer tmantry’s
main stock exchange.

ge
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Table 2. Political and Privatization Data

This table presents the means of our political anehpization variables for the period 1977-1999.0 @G the type of cabinet,
ENP is the effective number of parties, DISPR isdfseproportionality of the electoral rule, AVERAGE the (standardized)
average of TOC, ENP, and DISPR. PARTISAN in meastiidamlogical orientation, ranging from extremeté) to extreme

right (10) of the political spectrum. REV/GDP ararauative privatization proceeds (in 1996 US Doljdarsthe sample period
scaled by end of period GDP (in 1996 US Dollar)NDREYV is the average percentage of privatizatisreneies raised from the
domestic retail market. In countries where an tastinal reform occurred during the sample peridakta are split in two sub-
periods by considering the first electoral yearamttie new regime.

COUNTRIES TOC ENP DISPR  AVERAGE PARTISAN REV/GDP DOM/REV
Australia 0,816 2,425 10,829 0,864 5,959 0.186 0,026
Austria 0,548 2,779 1,614 -0,109 5,402 0.049 0,006
Belgium 0,298 4,623 3,699 -0,847 5,502 0.024 0,002
Canada 0,985 2,343 13,641 1,248 5,973 0.035 0,002
Denmark 0,123 4,885 1,492 -1,258 5,736 0.075 0,001
Finland 0,017 5,109 3,347 -1,332 5,687 0.084 0,025
France 0,633 3,350 24,390 1,203 5,485 0.059 0,020
Germany 0,462 2,652 2,094 -0,133 5,697 0.035 0,009
Greece 0,973 2,231 7,729 0,906 5,911 0.066 0,023
Ireland 0,437 2,869 4,264 -0,096 5,929 0.072 0,032
ltaly (-94) 0,048 3,955 3,505 -0,916 6,054 0.008

ltaly (94-) 0,042 6,390 7,105 -1,486 5,086 0086 0
Japan (-96) 0,184 2,990 6,087 -0,297 8,286 0.044 0,016
Japan (96-) 0,431 3,145 8,801 0,088 8,197 0.011

New Zealand (-96) 1,000 1,965 14,858 1,461 6,800 0.187

New Zealand (96-) 0,326 3,404 7,419 -0,194 6,630 0051 0%
Norway 0,413 3,680 4,483 -0,369 5,133 0.021 0,008
Portugal 0,445 3,010 4,536 -0,116 5,898 0.254 0,109
Spain 0,712 2,733 7,851 0,468 5,485 0.108 0,041
Sweden 0,412 3,642 1,829 -0,523 4,995 0.067 0,011
Switzerland 0,000 5,578 3,059 -1,519 4,638 0.022 0,006
The Netherlands 0,390 4,282 1,308 -0,785 5,938 0.041 0,010
United Kingdom 0,953 2,174 14,852 1,343 6,792 0.114 0,038
United States 0,789 1,936 15,699 1,293 5,554 0.001 0,001
Means 0,477 3,423 7,270 -0,046 5,949 0,118 0,021
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Table 3. Univariate tests

This table presents the test of significance of differences in means of the explanatory variables.
Column (1) and (2) report the statistical significa of the differences between the average valute o
explanatory variables in the top and bottom quantif the distribution of the values of the variable
REV/GDP, and DOMREYV, respectively. a, b, ¢ bold elatgrs denote statistical significance at 1, 5 and
10 percent level, respectively.

REV/GDP REV/GDP (1) DOM/REV DOM/REV (2

top bottom top bottom

2506 250 difference 2506 2506 difference
coP 20467 18513 éf’é) 20770 21824 (_'3%%%))
INITSOE 12362 11.018 (12'%%3;) 11190  10.436 (8:23‘7‘)
DEBT 0.553 0.365 83'28;) 0.464 0.498 (_%.%i?(’))
CAP 0.542 0.266 8'_277%) 0.553 0.504 (3;)1‘;92)
TURNOVER 0.587 0.339 (04_27‘;5;) 0.569 0.463 8‘_}3%%
TOC 051 0.473 (3523) 0.531 0.591 (-_00.507630)
ENP 3.378 3.335 (8:2‘2%) 2.989 3.300 (_'19535173
DISPR 7.968 5.938 é‘_%i% 10.583 8.061 (22%21%
PARTISAN 5.905 5.876 (8:28% 6.364 5.713 (g‘gg%
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Table 4. First-stage regressions for political-ingtutional variables

This table reports the estimated coefficients areb@ated t-statistics (in parenthesis) of panehdat
estimation. The individual effects are assumedambrmally distributed (random-effects model). The
estimated residuals are used in correct for theogenkity of political-institutional variables inhio

models. TOC is the type of cabinet, ENP is the &ffecnumber of parties, DISPR is the dis-
proportionality of the electoral rule, MAJ is a dony for majoritarian countries, DISTRICT is the
average district size in a given country, THRESHOIsDthe minimum electoral threshold to obtain
representation in the legislature. GDP is per eaitoss Domestic Product. Wald tests the null of

joint significance of the parameters. a, b, ¢ baidracters denote statistical significance at ané 10
percent level, respectively.

Dependent variables

TOC ENP DISPR
Independent
variables

0.622 2.707F 6.048

NSTANT

CONST. (8.61) (12.22) (5.75)
GDP -5.85e-06 0.00002 0.00008

(-3.11) (5.57) (2.47)

0.13% -0.047 3.482
MAJ 2.11)  (-0.28)  (4.08)

-0.296 -0.948 -12.159
DISTRICT (-1.26) (-1.25) (-3.44)

-0.02¢ 0.264 -0.155
THRESHOLD (175  (8.94) (-1.03)
Obs. 482 482 482
Wald y 2 28.64 164.46 48.15
Prob. 0.000 0.000 0.000
R-sq (overall) 0.256 0.020 0.359
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Table 5. Privatization revenues: tobit regressions

This table reports the estimated coefficients arsb@ated standard errors (in parenthesis) of tedtitmation.
The dependent variable is given by the ratio of mees from privatization by domestic public offerttdal
revenues from privatization in countryn yeart. The dependent variable is left censored in OtHeryears in
which no privatization occurred. Normality of thadividual effects is assumed (random-effects modeiyt-
stage Waldy ? tests the null hypothesis that the coefficientshef residuals from the first stage regression are

jointly equal to O in the second stag®ald y 2 tests the null of all the coefficients being eqt@l0. a, b, ¢
superscripts denote statistical significance &t dnd 10 percent level, respectively.

Independent

variables 1) 2 (3 4) %) (6) (7 8
0.018% -0.02¢ 0.0 -0.033 0.016 -0.018 0.013 -0.026
CONSTANT (3.04) (-3.66) (1.68) (-3.89) (3.03) (2.78)  (2.57) (-3.75)
GDP -5.18e-07 -3.36e-07 -4.48e-07 -1.91e-07-5.10e-0% -2.81e-07 -5.05e-0? -2.33e-07
(-5.04) (-2.68) (-4.05) (-1.31) (-4.89) (-2.13) @&  (-1.45)
INITSOE 0.0003 0.0004 0.0004 0.0006 0.0003 0.0006 0.0004 0.000%
(3.25) (3.90) (3.60) (4.41) (3.18) (3.99) (3.48) .98
DEBT 0.0007 0.011  0.003 0.018 0.001 0.012  0.002 0.01%
(0.39) (2.85) (1.37) (3.44) (0.59) (3.02) (0.92) .28
CAPMKT -0.001  -0.002 -0.003 -0.0b5 -0.001 -0.005 -0.001 -0.002
(-0.61)  (-1.43) (-1.35) (-2.21) (-0.75) (-2.09) @86) (-1.89)
-0.0005 -0.001 0.0004 -0.0003 -0.0005 -0.001  0.0003.0006
TURNOVER (-0.28) (-0.68) (0.25) (-0.13) (-0.29) (-0.39) @1 (-0.27)
PARTISAN 0.00F 0.002 0.002 0.002 0.00f 0.002 0.00f 0.00F
(3.86) (3.98) (4.11) (3.84) (3.85) (4.17) (3.60) .38
0.004 0.010
Toc (1.65)  (2.15)
-0.0003  -0.002
ENP (-0.45)  (-1.39)
0.0001  0.0002
DISPR (137)  (1.76)
method 1-STEP 2-STEP 1-STEP 2-STEP 1-STEP 2-STEP 1-STEP 2-STEP
Time dummies Yes Yes Yes Yes Yes Yes Yes Yes
Obs. 274 273 274 273 274 273 274 273
wald y 2 203.46 233.98 203.15 228.64 203.13 232.68 201.62 6.582
Prob. 0.000 0.000 0.000 0.000 0.000 0.000 0.000 000.0
First-stage
Wald y 2 28.58 30.64 30.40 29.67
Prob. 0.000 0.000 0.000 0.000
Log likelihood 465.69  480.34  467.07 483.00 465.80 1.88 466.65 482.09
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Table 6. Privatization in domestic equity marketsitobit regressions

This table reports the estimated coefficients arsdb@ated standard errors (in parenthesis) of tdtimation.
The dependent variable is given by the ratio of meres from privatization by domestic public offer ttial
revenues from privatization in countryn yeart. The dependent variable is left censored in Qtieryears in
which no privatization occurred. Normality of thedividual effects is assumed (random-effects modeist-
stage Waldy ? tests the null hypothesis that the coefficientshef residuals from the first stage regression are

jointly equal to O in the second stagiald y ? tests the null of all the coefficients being eqt@l0. a, b, c
superscripts denote statistical significance &tdnd 10 percent level, respectively.

Independent
Indepenc © @ ® @ ®©® ©® o ®
0213 0660 -0084 2174 0203 -0521 -0.167 -0.9%3
CONSTANT (0.68)  (-1.39) (-020) (-2.86) (0.64) (-1.01) (5 (-1.70)
cop -0.00002 -4.87e-07 -0.00002 0.00002 -0.00002 2.32e-06 -0.00001 9.476-07
(-2.48)  (0.05) (-1.87) (1.33) (-2.42) (0.21) (@2 (0.07)
NITSOE 0022 0012 0010 0010 -0.023 -0.013 -0.009  0.016
(-2.15)  (0.58) (0.65) (0.58) (-210) (-0.98) (-0.84 (0.95)
OEBT 0316 0828 0321 0631 0257 0515 0300 0.541
(156)  (1.98)  (L33)  (L46) (081) (L1l) (L67) .36
CAPMKT 0140 0665 -0229 -0522 0128 -0.126 -0.344 -0.68G
(-1.05)  (261) (-1.16) (2.16) (-0.89) (:0.74) (9) (-2.82)
019¢ 0175 0179 0102 0185 -0.432 0297  0.190
TURNOVER (160)  (0.88) (L44) (052) (150) (219)  (2.40) 0.70)
OARTISAN 0078 0092 008F 0136 0077 020f 0055 0072
(238)  (2.38) (244) (293) (237) (5.36) (L72) .3Q)
0004  1.900
ToC (-0.02)  (3.07)
0017  -0.124
ENP (0.26)  (-0.96)
0.030  0.05%
DISPR (4.15)  (2.75)
method 1-STEP 2-STEP 1-STEP 2-STEP 1-STEP 2-STEP 1-STEP 2-STEP
Time dummies Yes Yes Yes Yes Yes Yes Yes Yes
Obs. 138 138 138 138 138 138 138 138
Wald y 2 26.67 3420 1628  39.68  26.28 6135 3552  47.21
Prob. 0000 0000 0023 0000 0000 0000 0000 000.0
First-stage
Wald y 2 20.43 25.10 33.55 26.41
Prob. 0.002 0.001 0.000 0.001
Log likelihood ~ -98.83  -9234 -9937 -88.14 -98.80 7.8  -97.55  -88.37
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Figure 1. The Geography of Political Institutions
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