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Valuation of Privatization in Europe by Experts and
Stakeholders: Results of Explorative Surveys and berviews

1. Introduction

For more than two decades, privatization parti¢ylar the areas of fixed telephones, gas,
water and electricity supply have been on top ditipal agendas of governments throughout
Europe. These efforts have primarily been guidedhsy assumption that privately owned
enterprises outperform public enterprises in teahefficiency. However, the implications
and actual results of privatization efforts varyatgreat extent depending on the sector of the
former incumbents as well as on the governmenesifip approaches towards privatizations
and remain heavily under discussion. Based on fihdnistitute’s longstanding expertise
regarding business surveys, the Institute was steflu with the task to explore the
perceptions, ongoing controversies and valuati@ganding privatization by experts and
stakeholders in a selection of European countiiég implementing Institute opted for a
three fold data gathering approach.

2. Data gathering approach

Two series of targeted surveys, and in additiordepth expert/stakeholder interviews in

selected European countries were designed an@daut.

In a first survey was a sub-sample of 1000 Germmamnsfout of the Ifo Business Climate

Survey Panel selected and approached by a mailestignnaire. The focus was on issues
related to Germany.

To get basic information on other European coustie second survey was conducted
European wide. The sample was taken from anotleepahel survey, the World Economic

Survey. In this survey participate country spestaliimanagers and professional analysts).



About three hundred from most countries in Europerewapproached by a mailed

guestionnaire.

The two surveys had a twofold purpose, first togeliminary information on the present
state and important issues, tendencies and comsieseregarding privatization in most

European countries and secondly to identify Pastf@rlater in-depth interviews.

Since targeted surveys permit little space forrésspondent to come up with complex and
detailed answers and do not allow the investigat@pecify or alter the questions according
to the given answers (e.g. ask for reasons andgbagikd information or follow-up new
information) in-depth interviews with a number dhleholders and well informed other
persons therefore, were considered important. EBurtbre, since privatization issues may
touch politically and socially sensitive aspectsspeal face-to-face contacts opened the
prospects to explore such issues more adequately.

The report presents the findings of these dataegati activities. It is structured as follows:
First, the key findings of the European wide surwélybe presented.

Second, as a more focussed approach the Germargenarsarvey results are described and
third as the major part of data gathering the tesofl the in-depth interviews are presented

and discussed.

3. Results of the European wide survey on Privatization

Due to the structure of the poll the results prewadirst idea of how the privatization efforts
have been perceived by business leaders and ecsgisamselected European countries. The
survey was sent out to 300 country specialists @gars and professional analysts)
throughout Europe. Finally, 113 experts from 22dp@an countries participated (a response
rate of 38 percent; many of the experts who didpasticipate in the survey indicated that
they were not well informed on privatization). SsnGermany provided the highest number of
respondents, the results reflect a correspondimgh@eweight.

The survey tackles some ex ante considered impggtaatization topics such as judgements

about privatization effects on:



e Consumer prices
 Wages

* Value of shares
*  Employment

* Quality consumer choice

3.1. Impact of privatization on consumer prices

The survey revealed that according to the surveygxbrts prices throughout Europe have,
except for telecommunication services, not declisgghificantly due to privatization. As
shown in the graph below a majority of the expéetieved that energy prices have even
risen after the privatization of the former incumtse(above the level of the international
market price for energy). When asked about the Idpugent of prices in the water and gas
sector most of the experts either stated that pi@ve not changed significantly or claimed
that prices like in the energy sector have risendfier privatization. These findings reveal
that falling prices for consumers, a popular clainprivatization supporters, has not yet been
fulfilled in most of the utilities. The experts afiost European countries stated that due to
intensified competition and technological changéhim telephone sector, the consumer prices
decreased drastically.

Graphl: Effects of privatization on consumer prigeselected EU member countries (in

percent)
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43 43 45

29
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no change

T T decline

telephone gas water electricity

Source: Ifo Institute, European Expert Survey, Spaa07
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3.2. Impact of privatization on wages

When asked about the development of wages aftgurihiatization process around half of the
experts stated that privatization has not brougbuta significant change. However, overall
more experts claimed that wages have risen afteatpration than fallen. This does not hold
for Germany in which case more experts claimed phna@tization has resulted in a fall of
wages in every sector of the utilities. In fact tevey revealed, that compared to other EU
member countries, the average wages in Germangatss, according to the judgements of

the experts, in all 4 sectors, particularly in thkephone sector.

Graph 2: Effects on wages in selected EU membartdes (in percent)
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no change

decline

telephone gas water electricity

Source: Ifo Institute, European Expert Survey, Spaa07

3.3. Impact on the value of shares

The majority of the experts confirmed that the skaof the former incumbents have gained
value due to privatization. They affirmed, as carsben below, that this is especially true for
the telecommunication and energy sectors. UnlikeroEU member countries, the value of
shares of German enterprises in the telephone rsealonot rise; in the other sectors,

particularly the electricity sector share priceserboth in Germany and in other EU countries.

11



Graph 3:Effect on value of shares in selected EU membenties (in percent)
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Source: Ifo Institute, European Expert Survey, Sp#a07

4. Impact on employment

When questioned about the effects of utility prizaion on employment, the experts drew a
relative negative picture. On balance in all EU rhencountries privatization led to a decline
of employment. The experts rated the negative &ffea employment to be most controvert
in the telephone sector where 48 percent of therxlaimed that privatization led to a
decline of employment while 36 percent claimed teatployment has risen. In all other
sectors the opinion is dominated by the receptibat tprivatization either had no
consequences on employment or led to a decline I@ee in-depth survey showed that
experts distinguish between long term macro effants short term micro effects. In the short
run the negative judgements prevail, in the lomgmore often positive effects).

Graph 4: Effect on employment in selected EU coestfin percent)
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Source: Ifo Institute, European Expert Survey, Ip#a07
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3.5. Impact on quality of consumer choice

Overall the experts drew a positive picture regagdhe effects of privatization on the quality
of services and consumer choices. On account olviggo competition, the quality and

consumer choice increased particularly in the tedee and electricity sector. However,
except for the telecommunication sector more th@npé&rcent of the experts stated that

quality has not improved in the gas, water andteéiy sector.

Graph 5:Effect on quality of consumer choice in selectéddduntries (in percent)
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Source: Ifo Institute, European Expert Survey, Spaa07

4. Results of the German Manager Survey on Privatisation

The Ifo Manager survey was conducted in January 200e survey was sent t01000 German
managers of German firms. In total 432 managensoreted (response rate 43.2 percent).
Non respondents often explained that they are owipetent in privatization issues. In total
48 percent of the participants belonged to theisersector, the rest was shared between
Manufacturing (second), the Building Industry (thiend Trade (fourth position).

More than fifty percent of the participants workr femall enterprises with less than 50
employees while four percent of the respondentsesgmt larger Corporations with more than
one thousand employees. To avoid redundanciesethéts of this survey are presented for

issues only which go beyond the first European BEspirvey.
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When questioned whether their companies have bieectly affected by privatizations 13
percent stated that they have had experience witatisation through suppliers, 22 percent
through the use of network services and 17 pestated through their customers, in
Germany. The rate fell significantly when askedutlmross boarder experiences with
privatisations. Moreover, the respondents who haeence with privatization in their
company in majority expressed a rather positiven\dgencerning the overall effects of
privatization.

The following graphs present the results on questghown in the title of the graphs.

Graph 6: Does your company have any experiencepsitiatization in Germany? If yes, how

do you evaluate it in general?

How has Privatization affected your company regarding clients,
suppliers and infrastructure

. 54
rather positiviey __5\355

. O clients

- 25 )
undicided q 26 m suppliers

. @ infrastructure

22
rather negativiey —%
| 2

0 10 20 30 40 50 60

in percent (based on the the number of participants with Privatization
expirience regarding clients, supliers and infrastructure)

Source: Ifo Manager Survey on Privatization in Gangn January 2007

Most respondents had not experienced effects negditom privatization in other countries..
Referring to the small group with experience irs ttmatter, the attitude towards privatisation
is also rather positive. Furthermore, the participavhere asked their company faces
restrictions on cross-border mergers involvingestawned enterprises. Only very few state
that this has been the case. The following coes@ire named where restrictions had been

experienced:

14



Table 1: Does your company face restrictions oss#mrder mergers involving state-owned

enterprises?

Country with restriction [Sector of restriction

[France (1x) Other (non-utility/strat.industry) (1x
Italy (1x) Other (1x)

Austria (1x) Other (1x)

Sweden (1x) Energy (1x)

|Bu|garia (1x) Strategic industry (1x)

[USA (1x) Telecommunication (1x)

China (1x) Strategic industry (1x)

Source: Ifo Manager Survey on Privatization in Gamgn January 2007

5. Results of In-depth Interviews on Privatization Issues in
European Countries

5.1. Introduction

Rationale for in-depth interviews:

The face to face- expert interviews have two ach@ed that have been particularly valuable
for this research project. First, it enables tenee highly sensitive and first hand information
which by other means can not be obtained.

Second, unlike in a secondary data analysis, wietts on ex post data, expert interviews
generate information on present and ongoing ewamdsabove this may include the attitudes

and feelings of stakeholders which have an impadtiture economic and political behaviour

Methodol ogy applied for country selection:

In a first step the target countries were iderdifi#his was done in consultation with the
Consortium team. The intension was to include tlieenimportant economies of the EU but
also taking the country-specific diversity of ptization experience into account. 50

interviews were carried out in 9 countries wittogkther 57 individual persons.

15



Consensus was reached that the following countgiect both importance and diversity
best:

» Austria (3 interviews)

* France (4 interviews)

* Germany (11 interviews)

» Greece (3 interviews with 4 individual partners)

* Hungary (4 interviews)

» ltaly (6 interviews with 9 individual partners)

* Poland (5 interviews with 8 individual partners)

* Spain (6 interviews)

* United Kingdom (8 interviews)

Methodol ogy applied for the expert interviews:

In a first stage, as explained and shown above,standardised questionnaires were sent to
two different expert samples. The purpose was, astioned already, to obtain a brief
overview on country specific privatization issues waell as to identify persons who are
prepared to participate in expert interviews. Thaiminary results of these two surveys were
presented in the Project's Praha Conference. Dutiegconference a draft list of possible
interview participants, identified by the two suysewas distributed. This list was amended
by consortium members who as country specialistpgsed additional potential candidates
as interview partners.

In the next step a frame for the structure of witaws (semi-formal questionnaire) was
drafted, discussed within the Consortium (by e-jnainended and finalised. The interviews
were designed for a one to two hours questioningdiscussion.

The composition of interviewees per country waseass much as possible on the aim to
reflect diversity of interests and expertise. ltswaowever, made sure that at least one
interviewee was a knowledgeable specialist fromsttience community not belonging to an
interest group. The rest of the stakeholders welectged from public and private sectors as
well as from interest groups such as labour anduwmer organizations.

The aim, it must be underlined, was not to rec@v&mewhat representative view on the
positions of interest groups and stakeholders, usscthis would require methodologies going
far beyond the capacities of this Project. The aas to explore country specific issues,
problems and prospects which have important relevdor the one or the other stakeholder

as well as for the country specific privatizatioogess in toto.
16



The potential interviewees were approached in st fatep by an letter requesting for
participation and explaining the background of th&erview action. These letters were
followed-up by telephone calls whereby further exgition was given and final decisions on
participation and appointments were made.

The interviews in most cases were conducted byitigrviewers simultaneously to obtain
optimal results. In a number of cases interviewaslsed additional specialists to join the
interview (especially if they belonged to instituts where several privatization/liberalization
specialists were available). Some interviews, tioeee were conducted as group interviews.
The number of interviewees in each country variedserably according to availability. A
minimum of three interviews, however, could be seduor all countries.

The interviews were conceptualized, conducted amohpded by the Ifo UPP research
members Prof. Dr. Siegfried Schoenherr, Dr. GerNerb, Dr. Jutta Albrecht, Sen.
Researcher Hans Russ and supported by three PdbnstuLars Hornuf, Julius Pahlke and

Bennet Schroeder.

Structure of the interviews:

As mentioned, the interviews were based on a semdl questionnaire. Most questions
focussed on judgements/attitudes, many of them dbrzed in scales from 1 to 5 (e.g.
“strongly disagree, disagree, undecided, agreengly agree”). Most questions in addition to
the answer scales gave scope for informal explamatind discussions. The whole interview
was concentrated on judgement regarding privatinaéind liberalization achievements and
deficiencies in the utilities sector (fixed teleples, gas supply, water supply and electricity
supply). Judgement on the driving and retardingdsrof privatization as well as beneficiary
and looser groups was sought. Regulatory issudisicaband other interventions as well as
formal and informal political dynamics were to headissed and a final statement on success
or failure of the privatization programme to be mdxy the interviewee. (Questionnaires see

Appendix)
The questionnaire frame was pre-tested, amendedaHnishterviewers instructed on its
concept and how to proceed. During the intervidvesguestionnaire in general proved to be

adequate under the varying country and stakeholutaitions.

The most important results are presented by coumtitye chapters following.

17



5.2. Valuation of Privatization Issues in France

In the case of France interviewees represent thewing stakeholders: The public sector,
academia, international organizations and the akrtank. In total four face-to-face

interviews were carried out.

5.2.1. The Current State of Privatization

The belief in the French central state as welhasBonapartist and Gaullist heritage hamper a
broad and scientific debate on privatization issnethe French society these days, which is
detached from ideological paradigms. During thelenb riots in various French cities,
reaching a peak in the year 2005, which were ateishowing the urgent necessity of
reforms, numerous French people expressed theieramger the inability of the French
government to fight unemployment — an artefact; haot least due to the French pursuit to
keep the centre of control in national hands. GQimsrang the long tradition of industrial policy
in France, all of the interviewees shared the opinthat an industrial policy with publicly
owned companies is necessary. The existence of potiae was justified for efficiency
reasons - arguing that some of the industries anera monopolies - and the need to provide
firms with a sufficient financial endowment. Sonespondents expressed their concerns, that
the provision of universal services may be endawehrough the operation of private

companies.

Initial privatization efforts started in France withe first legislative period of Jacques Chirac
in the mid 1990s. The European Union was commorbnsas a fundamental driver of
privatization by the experts. They stressed theomamce of two very influential channels
fostering a policy change. Firstly, when the singlarket initiative was launched in 1985, it
was steadily forcing European governments to furliberalize their markets. Since many of
the French state owned enterprises suffered frquital monopolistic problems, namely
inefficiency, overpricing and excessive bureaucrgirocedures, selling these firms was
sometimes the only way to deal with the upcomingkefaliberalization. Secondly, the
creation of the single currency, for which the Maabkt debt and budget deficit criteria were
established as an entrance precondition, obliged-tench state to consolidate its finances.
The budgetary requirement gave the government diti@uhl incentive to privatize firms.
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Even more important than the revenues raised bngdirms, was the motivation to get rid

of state owned corporations in order to achieve lthes-generating companies did no longer
put a strain on the financial records of the stAteninority of the interviewees argued, that a
major rational behind selling state firms was, $e the fresh revenues to subsidize other state

owned corporations.

Graph 7: Current state of privatization accordimdrtench experts/stakeholders
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Graph 8: Current state of liberalization accordmgrrench experts/stakeholders
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5.2.2. Present Driving and Retarding Forces

There has been a general agreement among theiémteds experts that pressure from
political forces and interest groups was slowingvddiberalization efforts in the last years.
The respondents identified the relevant stakehsldetarding liberalization as the unions and

the public sector as well as the altermondialistvemeent. The arguments these interest
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groups put forward draw primarily upon the secudftysupply and the public good character
of the respective sectors. On the other hand, rilkatfzation of large corporations was mainly
driven by the objective to merge them, with thématte goal to create National Champions.
Furthermore, the privatization of firms was in soceses pushed forward to reform the
pension schemes, switching from a diversified tondfied system. The consolidation of

government revenues played obviously an importletin selling firms.

5.2.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

The current situation concerning the privatizatioh state owned enterprises is rather
undisputed. Apart from the privatization of Frantelecom, utility providers (gas and
electricity) are still to a large extent under ttantrol of the French government. Regarding
France Telecom, many of the experts addressedssiue,ithat the corporation still holds a
quasi-monopoly position, as it exclusively owns addinisters the fixed telephone network.
In the opinion of the interviewees, the competitiess of the fixed telephone market does not
suffer from this situation, since all of them arduihat competition is high in the sector.
According to the statements given, fixed telecomication providers are readily available.
The situation in the other branches looks someulffgrent. There is no market for gas and
electricity services in France as indicated bydRperts, because Gaz de France / Suez and
Electricity de France hold nearly monopolistic piosis. The competitors Gazprom, Total,
ENI and BP respectively hold one-digit market skame the gas market. The stakes of private
energy providers like POWEO are likewise small. Duéhe natural monopoly character, the
water sector can hardly be liberalized accordingltexperts interviewed. Apart from one
respondent, all interviewees argued that the Fregmrernment still influences privatized
companies. The major sources of influence are gatights and government ownership as
well as the strategic appointment of people in blward of directors. The state owned
investment bank Caisse des Dépots et Consignatifinences private sector firms according
to only one interviewee. In the energy sector govemt control is mainly exercised through
the fixation of prices. None of the respondentsiady that the influence of foreign investors
should generally be limited, while one interviewaade a distinction between EU and Non-

EU investors. In addition, there were no resentsaith regard to a particular investor type.
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When interviewees were asked whether privatizatigoroved the corporate governance, all

experts agreed unanimously.

Finally, the focus of the interviews turned to tlssue, whether the network infrastructure
should be separated from the network service. Afipondents agreed that the service
provision should be disconnected from the infradtme. The highways as well as electricity
and the railway system in France were cited agipesxamples. Nearly all experts claimed

that it was either too early to say whether reguiatuthorities worked effectively in France

or that they simply did not know how well they cmtly perform.

5.2.4. Winners and Losers of Privatization

The experts were asked whether privatizing firnke IFrance Telecom was beneficial or
harmful to individual parts of society. The opinsoof the experts as regards the effect of
privatization on employees diverge. On the one hdhd employees of France Telecom
benefited from privatization, as they have beererefl to buy staff shares at benevolent
conditions. On the other hand, some of them appigrerst their jobs after privatization. The

managers of the newly privatized companies haveegiapower, as they are now enjoying
more freedom in the decision making process. Nbewss, they are still extensively

restricted in management decisions, since the gawemt owns a majority of the company

shares. This is especially evident in the caseleftkcité de France. The representatives of
the labour force, which are the unions, lost alyesoime of their influence in the course of

privatization, mainly because they were largelyrespnted in the public sector.

5.2.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Price Levels and Services

To evaluate which consequences the privatizationgss had so far, each expert was asked to
give a statement on a five item scale or to in@icatgeneral tendency, which she was
supposed to explain. Not surprisingly, it was adytieat the privatization of France Telecom
and the partial privatization of Electricité de Rea increased competition in the
telecommunication and electricity sector and impbwvthe business efficiency of the

respective firms. That this notion is indeed actunaas just recently attested by the Ifo
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Institute (2007) using hard data on market shamdsuait prices. Moreover, while in the fixed
telecom sector the unit price of the former incunibdropped and was assessed as
competitive compared to private rivals, the Freectergy sector did not see such a price
decrease. The major reason for this sluggishnebstienergy comes primarily from nuclear
power plants, which impose low costs on energy idenkeeping the consumer price equally
low. Beyond this reasoning, prices did not chamginé energy sector as they have been fixed
by the national government, which made a declineheenergy price de facto impossible.
With regard to services, France Telecom has besesssd as a good provider, not least
because the former incumbent apparently has ayhgliiled staff.

Apart from the structural problems, which are ie #lectricity sector due to the fixation of
prices and which put constraints on each corparatitke, the French experts disagree
whether foreign companies face operational diffiesl accessing the markets and whether

financial market barriers are in some way erectethb government.

All respondents agreed that water and electricipp$y are sectors that provide a public good,
while there was no clarity if this is the case fixed telephone and gas. Nevertheless, the
possibility of contracts between state and privgderators was mentioned, to achieve certain
public good functions, like universal access tovises. It was stated that the government
established the provision of universal servicethin case of railways, electricity and postal
services by law and mitigated social hardships ®ams of a fund, allowing low income
earners to get cheaper access to electricity aepohene providers.

5.2.6. Public Opinion towards Privatization

According to the experts that have been intervieviied prime issue in the French society
concerning privatization is the welfare of consusndrhey indicated that both the evolution
and the volatility of prices as well as the prosisiof services are of major concern. Apart
from that there is an obvious fear in society ta@wdme unemployed as firms will be

privatized.
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5.2.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

To conclude, privatization is a very sensitive & France and it will be very difficult to
initiate a scientific debate about the costs amikehis of privatization that is joined by the
media and the broader public. Evidently, France én&sng history of industrial policy and
planification the consequences of which can besttdzack to the present day. Although all
experts claim that privatization in France was ssstul until now, they see only very limited
scope to extent the process to other sectors.aBtititerviewees stated that further moves are
necessary, in particular in the railway sector. Thansport of goods and materials is
apparently highly inefficient and was strongly regonended to be privatized. One way to
move forward, as it was argued, is to rely on thppsrt and regulations of the European

Union, a trick that worked very well before.

5.3. Valuation of Privatization Issues in Spain

In total six face-to-face interviews were conduciiedpain. The interviewees represent the
following interests: industry, academia, the retula authority, a former member of
Parliament as well as the public sector and theeBowent Commission for Privatization.

5.3.1. The Current State of Privatization

After the first stable parliament was voted fortive year 1982, the Spanish labour party
Partido Socialista Obrero Espafiol (PSOE) remaingmbwer for 14 years. During this period
the Spanish government followed a privatizatioatsty rather similar to the French policies,
namely the creation of National Champions withphesuit to conquer foreign markets and to
control the domestic one. After the socialist pgraame to an end, the conservative party
enforced a speedier and primarily for the statarfaes lucrative privatization policy by
selling-off shares from the largest utility compas)ilike Telefonica, Endessa and Repsol to
name just a few. This change in policy was largedgded to keep the Spanish public deficit
below the three percent ceiling of the Stabilityd &&rowth Pact. Today privatization is no
longer a hot topic in Spain, as all intervieweesststently stated.
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Graph 9: Current state of privatization accordim@panish experts/stakeholders
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Graph 10: Current state of liberalization accordmépanish experts/stakeholders
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5.3.2. Present Driving and Retarding Forces

Interestingly, almost all interviewees negated thaty interest groups slowed the
liberalization process down in the last years. dsvargued instead, that the regional division
was more interesting to look at, when it comesh® question whether privatization will
move forward or not. The central government is appidy driven by the idea that only
privatized companies can compete in global marlatsd even more important that

privatization is the only way by which these firmncexpand through international mergers
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and acquisitions. On the regional level, howevbke governments are more interested in

creating Private Public Partnerships, with the traxclude expenses from the budget.

According to the experts, the two major factord tiv@ retarding future privatization projects
as well as the abolition of golden shares in Sp#&nthe concern about the national

sovereignty and the anxiety with regard to the ggcaf supply.

5.3.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

The following results can be inferred from the eaxpéterviews. The fixed line

telecommunication market in Spain still lacks reampetition. Telefonica, the former
Spanish monopolist, still occupied around fourhfiftof the market by early 2007. Several
mergers and acquisitions created an economic gMnth is nowadays not only controlling
the Spanish market. Having worldwide the secondtroostomers and third highest market
value in its branch, Telefonica is one of the vemportant global players in the telephone
sector. Although all experts agreed that the cafpom is entirely privatized, they have
indicated that the Spanish fixed telephone markestadays suffers from a high degree of

concentration.

The gas market in Spain is still separated integulated and a liberalised segment. After the
partial market opening in 1998, access to the gagark was virtually not feasible for private
competitors, since Gas Natural solely owned thastrassion system. Just recently, the
incumbent has been unbundled from Enagas - thatgpesf the transmission infrastructure -
and access to the gas network became possibleif@tg gas providers. As a consequence
the market share of the former incumbent fell cdesbly, in particular in the industrial
segment. In the last five years Endesa, Iberdnathlinion Fenosa among others made their
way onto the Spanish gas market. According to ¥pers, the complete privatization of Gas
Natural is undisputed, while there is some contre®yebout the liberalization of the gas
market in total. The water sector in Spain is oizgh on a regional level just as in many
other European economies. Aguas de Barcelona (Aglmar Fomento de Construcciones y
Contratas (FCC) together hold around 80 percetiieprivate water management business as
well as 100 percent of the joint venture marke$pain. The French water giant SUEZ which
recently merged with Gaz de France to avoid a takedy the Italian company Ente
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Nazionale per L'energia Elettrica (ENEL), is cuthgimolding a 30 percent share on Agbar.

According to the respondents, Spain still exhibiisnerous public water providers.

Generally speaking, it can be said that the Ibegf$panish and Portuguese) electricity market
is one of its own. No other European supplier wals o join the Spanish market apart from
the Portuguese incumbent EDP and the Italian copngEL, which both hold shares in
Hidrocantabrico and Viesgo. Although the governnaogs not possess large shares in the
Spanish electricity provider Endesa and the powigr gperator Red Electrica, it still holds
golden shares in both companies. According toriterviewees, the Spanish electricity sector
is largely under the control of Spanish companies Endesa, Iberdrola, Union Fenosa, Gas
Natural and is not very liberalized. It was argudtht this situation is partly due to the

geographical location of Spain, making it diffictdtsupply energy to the peninsula.

While only two interviewees alleged that the Splanislities are protected through financial
market entry barriers, the remaining four did ne¢ such problems. Moreover, most of the
respondents did not indicate that there are operatidifficulties for foreign companies to
enter the market. Nevertheless, two of them stdgswat it was difficult for gas and
electricity providers to directly access the nekyanainly due to the geographic location of
Spain. The only way a foreign company could ertes¢ sectors, it was noted, is through a
takeover of existing firms. The universal provisiof services is guaranteed in the fixed
telephone sector. There is also a fund to mitigat@al hardships. For other sectors none of
the respondents did know of any measures that lbeee undertaken by the government.

This part of the interview was concluded by askafgput the public good character of the
sectors. One respondent argued that telephonewgéey, and electricity are all very sensitive
products and the government should take care trayleody is able to use them. Another
expert argued that most of the sectors lost itdipgwod character as nowadays there are a
lot more substitutes available to all of them. they words, people do no longer rely on a

fixed telephone provider as mobile calls are combplgrcheap.

As regards the influence of an investor, it waseedpdly argued that any type of public
investor - whether foreign or domestic - might betvery suitable to be represented in the
management of a privatized company, in particdldne respective government is not very
democratic. Furthermore, while there are alreadgeAdn and Russian gas providers
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operating in the Spanish market, one of the expeas concerned that these providers get

their hands on the infrastructure.

There is unanimity among the respondents, thatgtheernment still influences privatized
companies. Most obvious was the intervention ofgbeernment in the case of Endesa and
the takeover attempt of the German energy proviel@N. Surprisingly, only one of the
respondents mentioned golden shares as an impsdarte of influence by the government.
There was nevertheless a broad agreement, thatrditegic appointment of supervisory or
executive elites in privatized enterprises as aslspecial relationships in the economic and
political arena play an important role in influemgi privatized companies. Only one
interviewee disputed this claim. Furthermore, isveagued that the state is exercising power
through the setting of prices and more precisedyapproval of tariffs. One respondent noted
that in the energy sector state subsidies playedagr role, to foster renewable energy
technology, with the ultimate goal to create a dlai Champion in this branch.

When asked whether the service provision of atyfdrovider should generally be separated
from the network provision, all respondents affidrihis claim. The experts admitted that
there were problems in Spain defining the accesslittons to the networks, but eventually
the unbundling succeeded in the gas and electseityor, while there are still problems in the

fixed telephone branch.

When the experts were asked whether regulatorsigh@utransitory or long-lasting, there
were reasonable arguments in favour and againstitd lifetime of a regulatory authority.
Experts that were against a long-standing regylargued that if the institution succeeded in
liberalizing markets, it would have no more ratienthereafter and competition policy should
be handed over to an antitrust commission. If @dther hand, a regulator is not successful
in establishing competition, the body would havdemtimization either and the bureaucratic
apparatus would simply grow by holding it up. Thesguments were countered by the
prediction that there will never be perfect comjati in any market and that therefore a

regulatory authority was needed to be long-standing
While most of the respondents saw the effectivenéise regulatory authority as strongest in

the fixed telephone sector, the institution appiyelacks power in the gas an electricity

branch. This is mainly due to the fact that tar#fe set by the ministry. Moreover, half of the
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respondents claimed that the regulator is not tmlependent and thus requires sovereign

authority.

5.3.4. Winners and Losers of Privatization

Now we will again turn to the issue how privatipatipolicies were implemented and which
parts of society gained or lost from these measuétesegards the employees, it was stressed
by some respondents that there was actually noctieduin workplaces, since privatized
companies were growing and thereby additional jolese created. While having to work
harder, most employees benefited through salaryeases. This was also true for the
management. Spanish consumers generally gained thenprivatization of state owned
companies, which is most obvious in the case ofaiHae industry, where prices decreased
dramatically. Some interviewees explicitly argubdttthe precise effects of privatization are

hard to disentangle, but that the process as sutiybt a Pareto improvement for society.

5.3.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Price Levels and Services

Not surprisingly, all interviewees agreed that atixation improved the corporate governance
of the respective corporations, although theresailleconcerns as regards the independence of
the board members. Nevertheless, the transparentyha information publicly provided by

these firms improved considerably.

There is not much confusion whether prices decteadeer privatization. This was most
obvious in the case of the fixed telephone seemthis is the market which shows the largest
extent of liberalization. Despite the institutiorehd competitive progress, the gas prices
followed the international trend and did not stopvgng. Nonetheless, they have been
developing more benevolent in the industrial secks regards the electricity market no

interviewee claimed that there was an improvemenprices.

All of the experts affirmed that the business éfcy of the utility providers improved, while
one respondent made the case that this was pryndui to technological developments.

Nevertheless, all interviewees claimed that themtar incumbent Telefonica adjusted its
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prices rather rapidly after its privatization anecame sufficiently competitive to survive in
the market. The experts did not have a clear opimibether such a development took place
also in the gas and electricity market. Finallywds very often stated that in particular the

service of Telefonica and Endessa improved coresiier

5.3.6. Public Opinion towards Privatization

The prime issue as regards privatization in Spaimagcording to the interviewees the
consumer welfare, meaning the continuity of servm®vision. Apart from that, all
respondents claimed that there is no debate oat@ation in the Spanish society today. The
interest groups retarding further privatization aczording to one respondent the Greens,
whereas another interviewee saw economic thinkstamikd the media - especially the
newspaper Expansion - as the forces driving theapriation process further ahead.

5.3.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

Overall, it can be argued that Spain followed mibre French style of industrial policy by
creating National Champions, but the British arghetof a complete and rapid privatization
of firms. With regard to other sectors, precisedalthcare and education, there are already
established private and public institutions in 8pdihe railway company Renfe is owned by
the state, but according to the interviewees ovimers not disputed by society, while the
liberalization of the network is. To sum up, thetpre in Spain looks as follows: The
privatization process of the big utility providasslargely over. Nowadays, the importance
lies in the establishment of competitive marketsh@dugh the focus of liberalization was until
now primarily on the fixed telephone sector, therfer incumbent Telefonica still owns more
than half of the market share. In the other sectamely gas and electricity, the fixation of

tariffs largely hampers any real competition.
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5.4. Valuation of Privatization Issues in Poland

In the case of Poland interviewees represent thewimg interest groups: The private and
public sector, academia, the trade union, the etgryt authority and the central bank. Overall
five appointments with different organizations weneanged. In some cases consultations
took place in small groups, which helped the inmers to account for different interests

within the respective institutions.

5.4.1. The Current State of Privatization

The privatization process in Poland is fundameytdifferent from the developments in
Western Europe, because many economic policies wgptemented in the shadow of a
previously planned economy. In the early 1990saihality and the pace of the privatization
process have suffered from the political and squoéaiuliarities in Poland. The fragmentation
of the party system has resulted in considerabliégab instability, which is evident from ten
different government majorities between the ye®%80land 2001. This state of affairs was
obviously not supporting a stable and consistemapeation policy. While the small-scale
privatization program began immediately after tloenmunist era came to an end, starting
with the privatization of stores, restaurants amdals production units that previously
belonged to local government bodies, a large-sqaleatization process was greatly
postponed. Three major initiatives to sell-off krgorporations were started in the first half
of the 1990s. There was firstly the mass privatimathrough the voucher method supported
by Solidarity. Secondly, the “Pact for Industry” der which each divestment plan was
worked out by a tripartite commission made up ohagement, unions as well as government
representatives and thirdly private investment funéHowever, the weakness of the
government resulted in a failure to pursue a ditaitivestment strategy until the year 1997.
Since then considerable progress was made. Ama@ngdbnomic reforms preliminary to the
accession of the European Union, a large-scaleuststing and privatization plan was drawn
up, causing repeated waves of worker protests @ik@s since the industrial sector was the
one most affected by job cuts. As a result of t@selopment the percentage of total output
produced by the public sector plunged from aboup&@ent in the early 1990s to nowadays
below 20 percent.
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Graph 11: Current state of privatization accordmolish experts/stakeholders
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Source: Ifo interviews on privatization 2007/8

Graph 12: Current state of liberalization accordmé@olish experts/stakeholders
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5.4.2. Present Driving and Retarding Forces

When asked whether political forces or interestugsowere slowing liberalization efforts
down in the last years, solely one expert confirrtiesl claim. Interestingly not the left wing
parties but the conservatives are seen as retafditiger privatization project. The public
sector, consumers as well as the labour force baem commonly identified as the major
forces in society driving the privatization procesead. However, one expert mentioned that
a few employees are afraid that a competitor miagiyt a firm, with the sole purpose to close

it down to get rid of a competitor.
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5.4.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

In the telecommunication branch the privatizatiérm elekomunikacja Polska S.A. is largely
completed. A first tranche (15 percent of the apivas sold by a public offering in 1998
raising almost US$900 million. In a second phasi0(22001), 47.5 percent were sold to a
consortium headed by France Telecom and Kulczyldidglfor US$5.2 billions. A further
public offer in 2003 generated proceeds of anothe$436.4 million. Finally, a last tranche
of 1.94 percent was offered to domestic and inteynal institutional investors generating
revenues of almost US$110 million. All interviewessnfirmed that the former incumbent
Telekomunikacja Polska S.A. is nowadays fully ptized, while at the same time
respondents unanimously agreed that the Polishaelsunication market is only in theory
liberalized.
Graph 13: Energy Groups in Poland

In March 2006, the Polish government

approved a new energy sector strategy

stoen (rwey  that created four energy groups, with
the aim to privatize them later on
through Initial Public Offerings (IPOs).
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Bogdanka

v Wala elements of Poland's national power
grid Polskie Sieci Elektroenergetyczne
GZE (VATTENFALL) (PSE), the power plants BOT and
Source: Energy Regulatory Office Dolna Odra and eight power
distributors in the central part of the country.a#pfrom the other three Polish energy groups,
Vattenfall and RWE are the first foreign energy vyiders operating in Poland. During the
time of the interviews, every single entity was lWwng regionally separated from the others
(see graph). For this reason all of the respondstated that there was neither progress in the
privatization of the energy groups, nor did anyelddization of the market take place until
recently. Since fall 2007 however energy providare allowed to operate beyond the
artificial created borders, which is a developmiat will obviously contribute to a more

competitive energy market within Poland’s boarders.
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In the year 2005 there were 603 enterprises opgrati the Polish water supply sector.
Among them were 289 enterprises liable to goverratemudgets, eight auxiliary

corporations, 294 limited liability firms and twelvstock companies. Privatization was
accomplished in the case of 29 limited liabilityporations. Stocks of three public companies
were partly sold. This impression was commonly stidry all of the interviewees, stating

that privatization was on track, but is far fromrigeperfect.

With regard to the gas market, there is unanimityorrg the experts that the former
incumbent is barely privatized and that a libegtlan of the market did not take place yet. In
the year 2005 a 15 percent stake of the gas exjlorand distribution company PGNIG was
sold. The IPO generated revenues of more than US$@ilon.

As a result of the interviews four out of five exigeconfirmed the notion that the Polish
government is influencing privatized companies.id®ther countries interviewees claimed
that social links as well as the strategic placeanoémpeople in the board of directors was a
key method to exert pressure on formerly state owinms. The influence through ownership
rights had a similar weight in the opinion of tespondents. Only one interviewee mentioned
that golden shares still play a role.

To sum up, the recent situation in Poland cany&elexplained by the government pursuing
nationalist policies, with the aim to create a twINational Champion under the control of
the state. It is therefore not surprising thatddlithe respondents identified the creation of
National Champions as hampering privatization ¢$torhe majority of the experts argued,
that concerns about the security of supply havegative impact on the denationalization of
firms. Finally, there was unanimity that the comdation of the national budget was a major
objective in the privatization process in the past.

As regards the type of shareholder most suitablenamage a privatized company, many
interviewees claimed that foreign investors areéaelly advantageous. This claim was made
since most experts expected foreigners to pronmatedrporate governance structure and the
human capital of the respective firm as well aspitsspects to generate additional funds.
Know-how transfers from companies like VattenfalhdaFrance Telecom have been
mentioned as positive examples. Hence it is nqirging that none of the experts wanted to
limit the influence of foreign investors in Polanghile some caution was mentioned in the
case of Gazprom. After all, three out of five iniewees claimed that privatized firms have

better corporate governance standards.

33



When asked whether the network infrastructure shdug separated from the service
provision, all but one respondent confirmed thigeshent. The gas and electricity sector have
been stressed as positive examples for a dismgnttirs important to note, that the majority
of the experts hesitated to recommend a privatinadif the network, indicating that private
firms might not have the right incentives to make hecessary investments.

Finally, all respondents agreed that regulatonhauities should not only be transitory but

long-standing institutions. The major argument wa®rdo-liberal one, namely that there will

always be tendencies towards concentration througftyers and acquisitions. As regards the
current effectiveness of these institutions, thgulatory authority was seen to work rather
successful in the telecommunication sector, wiilparticular in the gas market it lacks some
teeth.

When discussing the public good character of wtiptoviders and ethical questions as
regards the privatization process, most of the aedents addressed security and safety

issues. In particular the privatization of the natiwas not regarded as being advisable.

There was a large disagreement among the intereiewéhether foreign companies face
operational difficulties or financial entry barsewhen accessing Polish markets. While in the
gas and electricity sector there is a fixed amaifniicences that companies can obtain to
trade energy or provide gas, there is apparentlgampetition to buy such a license. Other
practical problems have been mentioned, for ingtathe requirement to store a certain
percent of the capacity to name just one. Two efitlterviewees stated that many foreign
investors do not have a particular interest in mgethe market, as too much investment
would be needed to operate a business and expestexdues might not fully compensate for
this.

5.4.4. Winners and Losers of Privatization

Not only the interest groups pushing privatizatwoject in Poland ahead are unlike the ones
in Western Europe, also the beneficiaries of tloegss are apparently others. Apart from one
respondent who did not make a clear statementexgerts agreed that privatization was
beneficial for the employees of privatized firmdiey gained according to the statements
made primarily from the allocation of free sharesd ahe payment of higher wages.

Moreover, in the course of a social pact investamdg the union negotiated employment
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guarantees. Set-off worker got “golden handshakgsdnting them very generous
compensations. The losers in society have beenrdingoto the interviewed experts the
workers who stayed in the public sector. Most ef tespondents claimed that the public as a
whole benefited largely from the privatization ofrherly state owned enterprises. However,
one expert indicated that in the case of Bank P&aAothe proceeds of the government from
the sell-off are now the annual profits of the firmhich has created some doubts on how

privatization was actually implemented.

5.4.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Price Levels and Services

Apart from the fixed line telecommunication secod to some degree the electricity market,
real competition has been negligible in the fouwrtses we discussed until now. The two
branches just mentioned have also been indicatetthea®nes where former state owned
enterprises have exhibited the largest improvernetiteir service quality. According to the
experts, price changes resulted from internatipniak trends, but are not the outcome of the
privatization of state owned firms. It was furthema indicated by the interviewees that the
competitiveness of the former incumbents is nowadaginly due to the ownership of the
network. The business efficiency of the firms impgd according to the respondents only in
the case of Telekomunikacja Polska S.A.

5.4.6. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

Poland is without doubt a special case as regandatization — the unions are in support of
privatization, while nationalist interests in thevgrnment attempt to prevent it. Employees of
firms which did not take part in the privatizatipmocess are widely seen as the losers in
society. Although none of the respondents clainmed privatization was a failure, only half
of the interviewees indicated that it was a clemcsss. Privatization efforts in Poland did not
stop in the utilities already discussed. Accordindhe experts there are private universities,
schools and hospitals. Attempts were made to preagven certain parts of the military
sector. It was argued by the interviewees thah&rrprogress has to be made in the area of

coal mining, banks and the stock exchange. Whikvipusly only revenues from IPOs
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mattered, today the Polish state becomes more amd aconcerned about the profits a state
owned enterprise might generate, especially ifsittapable to take on the position of a
National Champion. Although it may be surprising $some liberal economists, it has been
shown in the literature that this pursuit can irdl@ecrease aggregate output and welfare in
the European Union (Sinn, 2003).

5.5. Valuation of Privatization Issues in United Kingdom

In the case of the United Kingdom some more in&gwvgi were conducted since it was
assumed that a wider range of information due ¢oldhg lasting experience and pioneering
role could be gained. Among the interviewees wegrasentatives from the competition
authority, trade unions, academia, the consumdegtion alliance, the public sector as well

as the Institute for Economic Affairs. In total eigexperts were interviewed.

5.5.1. The Current State of Privatization

When the Labour Government arranged the sale oésurthe state’s shareholding in British
Petrol in the early 1970s, this sale was solelyrafd by budgetary pressure and did not
reveal a belief within the government that stawdustries should be privatized. In fact, the
same Labour Government nationalized two other se@bthis time, that is aerospace and
shipbuilding. Only with the election of the Thatcl@overnment in 1979, did a fundamental
strategy change occur within the government towatds privatization of state owned
enterprises. Revenues from privatization reachpdak in the early 1990s. When in 1997 a
new Labour Government came into power - despitenfg@s when in opposition to reverse at
least some of the privatizations - this governnie# sustained its own, though much smaller-
scale privatizations, especially in the form of lxHprivate partnerships (Parker and Hartley,
2003). As a result, all the respondents claimed tthe privatization of the four utilities that
were discussed is nowadays fully accomplished. ideriag the liberalization of the four
sectors nearly half of the experts indicated thatkets were absolutely open, with the one
exception of the water sector. The reason, thahenlatter case laissez-faire economics are

hard to establish, is manly one of technologicalies. Since the privatization process in the
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United Kingdom is largely over, much can be learfredn successful projects but also the

failures that have been made so far.

The privatization of British Telecom (BT) started 1984 with the sale of more than 50
percent of the shares. The remaining state holdimgee company were sold in 1991 and
1993. All of the experts agreed unanimously thati8Tully privatized today. Apart from 2

respondents, all experts agreed that the landelecammunication market is very much

liberalized.

The privatization of British Gas (BG) started withe 1986 Gas Act, which initiated the
privatization of the company through the issuingloéres on the London stock market. While
all but one expert claimed that BG is fully privad, it was objected by three out of eight
experts that the market is fully liberalized todaye 1990s lead to a so-called dash for gas,
during which the use of coal was reduced in faogas fuelled generation. This trend was
aggravated by the privatization of the National ICBaard and the Central Electricity
Generating Board. The competition within the energgrkets was facilitated not least
through the availability of cheap gas from the NoBea. As a result all experts found the
energy sector to be fully privatized, while a majoagreed that the market is nowadays

widely liberalized.

Graph14: Current state of privatization accordm@titish experts/stakeholders
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Graph 15: Current state of liberalization accordm@ritish experts/stakeholders
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5.5.2. Present Driving and Retarding Forces

A majority of the experts claimed that politicalrfy@s or interest groups did not slow the
privatization process down in the last years, wiiieee interviewees stated the opposite.
According to the opinion of the later, consumerd anions stopped the privatization in the
case of Royal Mail and the National Health Ser(iselS). The arguments that were put
forward in these two instances have to do withtgaded universal access as well as the loss
of jobs and the national heritage.

5.5.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

Half of the respondent argued that the governmdhtances in one way or another privatized
firms. Almost all of them agreed that pressurexisreised through regulators or law. When it
comes to market entry barriers concerning foreignaone of the experts found neither
operational nor financial market entry barriersabbshed in the United Kingdom. When

asked whether any type of investor appears to bs $itable to manage a privatized
company, concerns were stated with regard to forggblic investors — in particular

Gazprom, Electricité de France and Gaz de Franae wentioned. The reason for this
attitude was that some experts feared that a foriegestor cannot be made accountable if it
does not fulfill a contract. Other intervieweesirtlad that a particular type of investor would
not be more or less desirable as long as themmang competitors. For this reason all but one

respondent indicated that foreign investors shaoldbe constrained in any way, primarily as
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such a policy has been regarded as unrealistic r@atGBritain. The majority of the

respondents further noted that the corporate gawesn of companies remarkably improved
after privatization. However, two of the expertsrevatating the opposite, namely that not
much has changed. While the former group claimed titre transparency improved, proper
accounts have been published and firms now stateaa objective, one interviewee argued

that the transparency of the firms worsened.

As regards the final question of this section & uestionnaire, which asked whether the
experts would support or object the separatiorhefrtetwork infrastructure from the service
provision, there was no clear cut answer to tlgsas Though most of the experts wanted the
network to be unbundled, concerns were expresséideirtase of railway service providers
and the Network Rail Infrastructure Ltd. as well @$vate water providers. Most of the
interviewees argued that the unbundling and thesequeent privatization of the network
providers was a disaster in the case of water arndays. By relating unbundling with
privatization most experts stated, that if accobifitg was missing and the right incentives to
invest in the infrastructure were not establisttad, unbundling of network industries in all
sectors is doomed. Although the gas, electricityd @alecommunication sector were
mentioned as positive exampled, where the unbugdiias rather successful in the United
Kingdom, the disappointment in the case of watet emlway were mentioned again and
again. As prime reasons why the unbundling andsthesequent privatization of the network
infrastructure did not work, the following two wemamed. First, it was stated that simply too
many interest were involved and consequently theas and is no clear responsibility
regarding investments. Secondly, it was argued ithétte case of Railtrack many contracts
were made by accountants, which were more concexipegt the legal agreements than about

the incentive structures that resulted from them.

With regard to the timeframe a regulatory authositypuld have, the opinions of the experts
largely diverged. Some of the interviewees statet tn the case of natural monopolies
competition would never be self-enforcing and farthore a regulator is needed to set-up
certain contracts. Others mentioned the politicadn®my literature according to which
bureaucracies have a natural tendency to expandartthuously engage in activities in new
areas. Overall there was no agreement whether ategsilin the United Kingdom work

effective or not.
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5.5.4. Winners and Losers of Privatization

As regards beneficiaries and losers of the priaéitn process in the United Kingdom, the
largest winners were according to the statementiertiee financial sector as well as the large
consultancies. They gained through huge mergers amogisitions as well as technical
assistance projects. Surprisingly, not one singped indicated that the employees benefited
from the privatization of the utility sector, sorhewever clearly stated that this group lost
from the developments in the last three decades.affpuments that were put forward did not
only mention that on net workers lost their jobst that they are in some cases worse paid
and lost job security. On the contrary there wadsaad consensus that shareholders, senior
managers and consumers benefited from the privatizaf the large utility providers. One
interviewee mentioned that the unions were bigribas the degree of unionization degreased
from more then 50 percent in the early 1980s toauays less than one fifths of the active

labour force.

As a corrective measure a windfall tax was implet@eérby the Labour government in the
year 1997. The tax had the aim to tax the excedfgof the privatized utilities and reflected
the belief of the Blair government that the “famséijyver” had been sold too cheaply. Among
the firms that were affected are the British AifgoAuthority, British Energy, British Gas,
British Telecom, National Power, Northern IrelantkdEricity, Powergen, Scottish Hydro,
Scottish Power and Railtrack, the regional eleityricompanies and the privatized water and

sewerage companies.

5.5.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Price Levels and Services

The consequences of the privatization processsessad by the British experts are relatively
straight forward. Apart from the water sector ngail respondents stressed that competition
is indeed in place in the utility sectors. In thesgelectricity and fixed telecommunication

sector the business efficiency of the former incembmproved and prices plunged after the
privatization took place. Nevertheless, many of élperts claimed that these improvements
are mainly due to the regulation of the market,otestablished competition, and are not the
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result of privatization process as such. The opmiexpressed are also in line with Parker
(2004), who argued that the liberalization of tharkets brought the achievements in prices
and efficiency and that it was not the privatizataf assets alone. Overall there was a broad
agreement among the respondents that privatizégmno a significant improvement in the
service quality that utility providers offer today.

The respondents disagreed largely about ethica¢$sas regards the privatization of the four
utilities that have been discussed. However, tletos¢hat was most distinguished from the
others is water supply. Some experts mentionedithata very essential good that should
respond to public needs and not to market forégbgeitwo are in conflict. Apparently there

are regulations in place to avoid that poor indiail$ are cut-off from electricity, gas or water

in case they cannot afford to pay their bill durthg winter.

5.5.6. Public Opinion towards Privatization

Concerning the current debate on privatizationh@ tnited Kingdom, experts agreed that
three topics are predominant in the public debEtese are consumer welfare, efficiency and
economic order. According to the statements mdmeBtitish society is concerned about the
National Health Service being bought by a foreigvestor, the safety of the rail system and
the accessibility of the utility providers, espdgiaf these are not domestic firms. Finally

none of the experts mentioned that employment issue, while three have been explicitly

stating that it is not.

5.5.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

From a retrospective point of view, almost all Bhtexperts explained that privatization was
a success in the United Kingdom, while only onenviewee contradicted this claim strongly.
Nevertheless, all interviewees agreed that theemphtation of privatization went wrong in
the case of railways and water supply, but waserathccessful in the case of electricity, gas
and telecommunication. As a result of the disastrBailtrack privatization, half of the
respondents stated that the rail network shouldebationalized. Some others claimed that
this should also occur in the case of water supply hospital cleaning. The experts further

suggested that Royal Mail, parts of the militarynaedl as real estate and buildings owned by
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the state, should be privatized in the near futGmee respondent mentioned that the welfare

state in general should go further steps towardsijzation.

5.6. Valuation of Privatization Issues in Germany

In the case of Germany interviewees representaifensing stakeholders: Industry, academia,
regulatory authorities, consumer associations hagtiblic sector. In total eleven face to face

interviews were carried out.

5.6.1. The Current State of Privatization

Germany officially started the privatization prosem 1983, when the CDU-CSU/FDP
coalition led by Helmut Kohl came into power. In8B9 public enterprises accounted for 9.6
percent of GDP value added. Between 1986 and 188§dvernment started with the sale of
shares of the automobile producer Volkswagen, tieggy and chemical firm VEBA and the
airline Deutsche Lufthansa. Since 1989 the Gernostiap and telecommunications sector has
been increasingly liberalized. The former postavise was split into three parts: Deutsche
Post AG, Postbank AG, and Deutsche Telekom AG.rAfte fall of the Berlin Wall and the
collapse of the East German Communist regime ir01i@ policy agenda of the Federal
Republic changed. The Trust Agency (Treuhandapstalis established to head the
privatization of the nearly 8000 formerly state @drenterprises in East Germany. In 1994
Kohl formed his fourth subsequent government, enrthiddle of economic difficulties due to
recession and unexpected costs of unification. grhatization process gathered momentum
during the second half of the 1990s. In 1996 reesnof privatization increased about 89
percent with respect to the previous year, totgltwer US$13 bn, mainly raised trough the
public offer of 26 percent of capital of Deutschelekom. In the subsequent two years the
process slowed down, especially in the electoral y®98 that saw Gerhard Schréder come
into office with a coalition of the SPD and the @meParty. It was under the government of
Gerhard Schrdder that the revenues from privatirattached top values since the beginning
of the privatization process. The revenues accoufttearound US$20 bn each year in 1999

and 2000. Among the most relevant transactionshisf period that mainly involved the
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privatization of utilities were the two partial sal of Deutsche Telekom, the initial public
offer of Deutsche Post, and the sale of Berlines¥gebetriebe water company. After these
privatization milestones the process decreasedptiprias was the case in other European

countries.

According to the interviewed experts the currerteek of privatization and liberalisation of
utilities in Germany has resulted in different mmes depending on the sector. On the one
hand, all interviewees agree that the privatisasind liberalisation of the telecommunication
sector has already achieved a very high level. gbdlgr, the German government still has a
direct stake of 28.33 percent in Deutsche Telekdgn AOn the other hand, there is nearly a
consensus among the experts that water supplydihenbeen privatised nor liberalised to a
great extent so far due to the natural monopolyadtar of the utility. Questioned about the
current state of privatization in the gas secteritiierviewees expressed the opinion that the
liberalisation and privatization of the gas sedtas only seen modest progress. Most of the
interviewees consider the electricity market tavme privatised and liberalised than the gas
market. However, competition is still limited inettelectricity sector due to the oligopolistic
market structure and the regional dominance of Utility providers such as Eon, RWE,
Vattenfall and EnBW. Furthermore, local distributim the gas and electricity sector is still

mainly hold by the public authorities.

Graph 16: Current state of privatization accordm@erman experts/stakeholders
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Graph 17: Current state of liberalization accordm@erman experts/stakeholders
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5.6.2. Present Driving and Retarding Forces

According to our respondents, the political partiese rather slowed down the privatisation
efforts over the last years. Moreover, two thirdghe experts questioned hold the opinion
that political parties have hindered the progreksprivatisation and liberalisation efforts.
However, the German experts disagreed with regatlet attitudes towards privatization and
liberalisation of the respective political parti@s Germany. On the one hand, four
interviewees stated that the left parties, maihy $PD and the green party, have not been in
favour of liberalisation. On the other hand, tw@ests emphasized explicitly that neither the
trade unions nor left parties have been a hindeforge of the privatisation process.
Interestingly, only two out of the eleven consuléegberts argued that the conservative parties
have been supportive of liberalisation. An intaresiperspective was given by two experts
who stated that support of the privatization preaesnot a question of being more leftist or
centre but varies distinctively between the différpolitical administration levels. In fact,
communes and lower levels of the administrationnsee be more critical towards

privatisation than higher levels, especially thaef@l government of Germany.

5.6.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

Most interviewees affirmed that the governmentl stifluences the former incumbents.
According to the experts, it is important to strédsat the government not only has a strong

influence on companies that underwent a formalgpization, in such a case only the legal
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form of a company changes from a public entity foriate entity but the state remains the
main shareholder and keeps full control over thapany, but that this is also true for most of
the material privatizations, where the actual owhigr is handed over to the private sector.
The experts expressed the opinion that the stateins significant influence over the
companies through informal networks between pdditis and the private sector and the
appointment of former politicians as members tolibard of directors. According to some
experts voting rights are also a major source dfueémce over privatised companies.
Furthermore, subsidies are used to influence corapam the sector of public transportation,
especially the railway industry. However, accordinghe interviewees, subsidies are not a

big issue in the industries discussed above.

When asked about the ability of foreign investorgwest in the privatized incumbents nearly
all of the respondents argued that investors hiready free market access to the telephone
sector. Regarding the electricity sector the opirabthe experts diverged. Most interviewees
expressed the opinion that although no formal besriexist for foreign gas and power
suppliers to enter the market in Germany thereanently still problems which are retarding
possible market entry and therefore hinder conipatitOne expert mentioned capacity
shortages in the international electricity grid sash a problem. However, another expert
argued that domestic investors are facing the santey problems as foreign companies.
Finally a third expert after all recognises curreampetition improvements due to a better
performance of the regulatory authority, thus eimgblthe entry of competitors into the

market.

When questioned about their opinion regarding ckffié types of investors which might hold
a 25 % stake or more in the former public monopdiis interviewees stated that this topic is
highly controversial. Especially big foreign entesps which are de facto under control of
foreign governments evoke concerns. One expertiorest the Russian enterprise Gazprom
as an example in this context. The experts expiebseconcerns that such foreign enterprises
might undertake their investments with politicateirests in mind and not only out of
economical considerations. Thus, the dependend8eomany from other countries could
grow. With regard to private foreign enterprises thterviewees expressed less concerns.
One interviewee argued that privately hold foresggmpanies will not abuse their stake in the
former incumbents to exercise political pressureahse in this case, they would pay a high
financial price. However, according to another ekp& major concern is the possible abuse
of hidden reserves by the foreign company as a sngagenerate fast profits. According to
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one expert railway tracks could prove to be sudhdden reserve and therefore have to be
dealt with great care in the privatisation proceb&oreover, the experts argued that foreign
investors can have a positive impetus on the Gerawmmomy. A positive effect of the
engagement of foreign companies in the former irmems is the possibility of a transfer of
know how and managerial skills. Furthermore, thgagiement of big international providers

in the German utility sector can lead to synerdgaté and a higher level of efficiency.

Nearly all experts claimed that the privatizatidmetwork services should be separated from
the privatization of the network infrastructure. wtver, two of our interview partners
expressed their concerns due the negative experieinthe railway privatisation process in
the United Kingdom and due to security concernofding to the interviewees, the main
positive aspect in favour of the separation of mekwinfrastructure and service is the
improvement of competition. Concentration of batfrastructure and service in the hand of
one company weakens competition as the owner oinfhastructure can impose high taxes
for the use of his infrastructure on his compesit@xdditionally, integrated companies have a
competitive advantage compared to pure service aaiap because they obtain lower credit
rates due to a higher capital stock. With regardhto most frequently named example the
German Railway company “Deutsche Bahn AG”, manyeetgprecommend to keep the
railway system in the ownership of the state. # itfrastructure meanwhile is privatised, the
point of view of almost all experts is that thestgnce of a regulatory authority is absolutely
necessary to protect competition. According toitierviewees the performance of regulatory
authorities to enforce competition varies acrossdifferent sectors. The experts consider the
regulatory office to do a good or very good jobtire telephone market. However, the
regulatory authority is said to ensure competitaty partly in the electricity and gas sector.
Two experts made the suggestion to integrate tlgulatory authority (in Germany
“Bundesnetzagentur”) in the general competitionharty (“Bundeskartellamt”). Others
argue that it would be recommendable to exercise¢gulation from the European level as
national regulatory offices tend to privilege fomrmecumbents against their foreign rivals.
Finally, this part of the interview was concludeddsking about the public good character of
the sectors. Almost all our interview partners cale that the security of supply of water is
untouchable. The public responsibility to ensure Hupply of electricity and gas is not
considered as crucial as the water supply. Accgrtbrour experts the telephone sector is the
least sensitive product as more substitutes argablea Another expert argued that all the

services can be offered by private enterprisesendtiher interviewees are concerned about a
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deteriorating supply situation due to the privdimaefforts. The German Railway which has

shut down several lines was mentioned as an exampéedeteriorating supply situation.

5.6.4. Winners and Losers of Privatization

The interviewees were asked whether the privatinatf the utilities was beneficial or
harmful to individual parts of society in Germarfhe opinions of the interviewees differ
regarding the consequences of privatization orethployees. On the one hand, many experts
stated that the situation of the employees hasidedéed due to job reductions and more
pressure on the workplace. On the other hand, texperts claimed that employees are
beneficiaries of privatisation. One expert espgcnphasized the positive long term effects
of privatisation for employees. Furthermore, thgamty of our interview partners coincide
that the managers have profited from privatisatiumrprisingly even more, in total nine out
of the eleven experts argued that consumers hawefiteel from privatisation, especially due
to the price reductions in the telephone sectoe €xpert stated the loss of the share of the
Deutsche Telekom as an example where shareholtEdyclost. Regarding the taxpayers
two experts hold the opinion, that if the Germaihway will be privatised according to the
current strategy the state and consequently thmayeexs would lose due to the high amount of
sunken investment in the infrastructure. In spitehe fact that privatisation process has
created beneficiaries and losers, the German gmerh has not been very active in
equilibrating those effects. The German governnmteag not created a universal fund to
guarantee a universal service provision, it is @iyng public subsidies, e.g. in the sector of
public transport. However, one expert explained fbla guarantees have been established in
some former public enterprises. On the other hamal,interviewees explicitly expressed the

opinion, that public action to help losers of ptigation wasn’t necessary.

5.6.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Price Levels and Services

When asked about the consequences of privatisaiwh the performance of former
incumbents, nearly all of our interview partneratatl that efficiency has improved in the
telecommunication sector. Moreover, service hasravgd and the prices of the former
monopolist “Deutsche Telekom” have decreased censily through privatisation, although
this might to a large extend be due to technologgcts and not due to the privatisation
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efforts. However, the question if the “Telekom’ailseady competitive with regard to prices is
much more controversial. More than half of the rwiewved experts denied the

competitiveness of “Telekom” in the domain of pe@es well as in the domain of its services.

With regard to the gas and electricity supply tliteiasion described by the experts is
completely different. Although efficiency of thelyatised enterprises might have grown, only
two persons stated that electricity prices of tvenker public monopolists have fallen. Indeed,
interview partners mentioned that due to commogitge effects and changes in energy
taxation the question is hard to answer, but theege perception was that prices might have
risen due to the privatisation of this sectors.W\gference to the quality of service of the
former incumbents the situation is similar with abdfty percent of the experts affirming

service improvements.

Furthermore, we discussed the topic of corporateig@nce. Nearly two thirds of the experts
think that the corporate culture has improved ie former incumbents. However, the
interviewees stated that the improvements in theagament and corporate culture have
rarely been fundamental. According to one expeet tanagement incentives should be
adapted in order to change management prioritiesy fshort term success to long term

growth and profitability.

5.6.6. Public Opinion towards Privatization

The arguments put forward by the opponents of fisaion according to our experts are
numerously and usually include the “public goodrebter of services”, the aggravation of
services, the reduction of jobs, low salaries dreldestruction of nature. The interviewees
expressed the opinion that the German public ig eencerned about the security of supply
of the former incumbents. The power breakdown ewtinter of 2005/06 which was received
by the public as being related to the privatisatmyocess was given as an example that
triggered concerns about the security of supplyh& broad public. Furthermore, a second
argument which is often brought up by privatisatopponents seems to be the desire within
the government to create strong National champidmsthat regard the opponents still
consider the state to be more competent and iiseimée as a necessary predicament for the
creation of national champions. According to theriviewees the privatization of the utilities

was mainly driven by the need to consolidate gavemt revenues through the sale of public
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enterprises and through a possible increase ofduax revenues as a consequence of the

improved efficiency of the former incumbents.

5.6.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

In spite of reservations against privatisation hiperalisation projects the majority of experts
indicated that they judge the general feeling witthe public in Germany to be positive.
However, as one expert stated a problem from thet @b view of the public is that the
advantages of privatisation are diffuse, whilerigks, like mass dismissal of employees are
visible at once. According to the experts that hagen interviewed, the prime issue in the
German society concerning privatization is the pmesloss of jobs due to privatization
efforts. Furthermore, fifty percent of the intemviees argued that changes in the economic
order, which are considered as unsocial by theigulbke an important aspect in the
privatization debate. Although the experts thensehegard the consumer as beneficiaries of
privatisation, they claim that within the public nyapeople fear a deterioration of the supply

security.

The interview partners made several suggestionls mgard to privatisation policy in the
future. An important topic is the need for the femmcumbents to become more transparent.
One expert stated the electricity price system rasexample for a lack of transparency.
Furthermore, ongoing steps in the European harratiaiz process are needed. One
interviewee favoured the creation of a Europeanrgnauthority, which could replace the
national survey organisations. Moreover, the espagreed that it is the duty of the state to
set thorough supply and quality standards. Questioabout the future prospect of
privatization and liberalisation projects in Germdhe experts regarded the privatization of
the German railway to be the hottest topic. In galnenost of the German experts agreed
with railway privatisation. However, the experts diot coincide on the question whether the
infrastructure should be privatized or remain i@ llands of the government.

5.7. Valuation of Privatization Issues in Austria

Three interviews were carried out, all of them vagiecialised experts from the academia (of

two Universities and one independent research legiaient).
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5.7.1. The Current State of Privatization

Until the eighties in Austria the share of the estatvned sector in the economy was larger
than in most European countries. Historically as be attributed to the after war situation
(1945 Sowijet occupation and later neutrality stategotiated with the Sowjet Union).
Between 1946 and 1947 the Austrian government im@fged two nationalization programs
which brought the key industries including utilgieand the financial sector under state
ownership. In general, the SOEs proved to be &t enterprises until the mid seventies.
However, due to the strong political impact on ngeEmaent positions and increasing
international competition the SOEs became an isangdinancial burden for public budgets.
In the eighties the conservatives (OVP) took ovewé&nment and initiated a large scale
Privatization programme first in the industries deugr in the other sectors. Trade Unions and
partly the Socialist Party opposed publicly thedPasnme but in many cases tolerated the
privatization activities. In preparation of AustdaEU access und under the coalition
Government of the Conservatives and the LiberalR®BPO) privatization was intensified.
The privatization was largely implemented by a pubilolding, the Austrian Industrial
Holding AG (OIAG). However, especially in the utiéis sector important enterprises
remained under regional and municipal control.

Today, Privatization of the industrial and finan@actor can be considered completed. The
new socialist Government shows no further privaitiraactivities in its programme, although
sales of remaining public Telecom shares as wetifdee Austrian Airlines may take place
some time in future.

The privatization process in Austria by law forabe adequate consideration of employees
and the national interests of Austria. No majoriaoar political conflict problems could be

observed during the privatization activities.

All three interviewees confirmed that in Austriaaptically no major conflicts could be
attributed to the privatization process. The sefoethis, they explained, is the political and
interest group “consent culture” to which all staslkelers adhered to. The experts stated that
there was a huge difference between the formattstre: of the utilities and their existing
informal structure that dominates the way day tp lolasiness is being conducted.

Political impact is still strong in consent findirend strategic policy making, which is

generally accepted by stakeholders and the public.
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However, according to the consulted experts soimerdiization problems do remain and
some considerations are made among stakeholdeasdswnproved regulation.

As far as the utilities are concerned the expdete sunanimously that water supply is not
privatized and no major stakeholders would favaughsa development. They also pointed at
the fact, that electricity supply is widely undegional control and some regional authorities
are very resistant to privatization (e. g. espécia Niederoesterreich much more than in
Vorarlberg). On regional levels, they tell, polieowards privatization do not necessarily

follow party policies at national levels.

Graph 18: Current state of privatization accordmé@wustrian experts/stakeholders

Privatization of Utilities
Electricity supply |2.7
Water supply | 1
Gas supply | 3
Fixed telephone | ‘ ‘ |43
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1 = completly state owned ; 5 entirely privatized

Source: Ifo interviews on privatization 2007/8

Graph 19: Current state of liberalization accordm@wustrian experts/stakeholders

Liberalization of Market
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Source: Ifo interviews on privatization 2007/8

5.7.2. Present Driving and Retarding Forces

Liberalization requirements at present are sloweadrdby vested interests of the public sector

and by regional political structures. The expetetesl that there are currently no major
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driving forces that foster further privatization leralization efforts. At the moment the
Present socialist Government abstains from anypmctccording to the experts there is no
more much articulated need to take up privatizatoa liberalization issues, neither in
political groups nor in the media. Security of Siypjs a wide spread argument to refuse
further action and often negative privatization ex@nces in Britain and the USA are quoted
in support of the reluctance towards further stepsards privatization and liberalization. The
experts themselves do not see important needsifibret privatization either. They stated that
further progress towards a more competitive maglkeicture is most likely to deliver positive
results. However, they feel that the general putbties not seem to be very concerned about
this.

5.7.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

Liberalization and competitive structures have beawgcording to the interviewees,
successfully achieved in the formerly SO industaiadl financial sectors.
However, this does not hold for the utilities secfthe experts stated that it is important to
distinguish between large scale users of utilibesl the consumer households as well as
SMEs. Large scale enterprises are not dependennhdividual national utility providers
(except water), due to their large volume of constiom they can use international
competition structures and choose out of a vardtyproviders. Especially in gas and
electricity supply Austria is split into two marksystems: On the one hand, consumer
households and SMEs face a monopolistic markettsirel on the other hand large scale
enterprises reap the benefits of a competitiveketastructures. This may also explain that
the enterprise stakeholders and their lobby orgaioias in Austria are not a driving force for
liberalization at present. Monopolistic structur®refore, do exist for the “small citizen” but
not for the powerful utility users. Furthermoreadle Unions, explain the experts, are more
interested in employment privileges than in de -apmiization. Dis-bundeling of physical
nets and service operations is considered impolianin cases of implementation this was
not effectively achieved as far as more competiiononcerned. The operators managed to
indirectly control the net operators.
There are no outspoken or formal investment paioieAustria as far as types of domestic or
foreign investors are concerned. But Austrians, thfee interviewees agreed, are very
cautious when it comes to foreign dependence. imditly and very much so on regional
52



levels a strong political control prevents “too rucforeign influence in privatized
enterprises. This, they state, is in consent widltgcally all stake holders.

However, investors from EU countries are prefeieeshon EU investors. One interviewee
stressed that we currently face EU electricity raaskhich “paradoxically” is not regulated
EU wide but by each individual country. As a regtkt experts explained that the country
currently faces undesirable structural distortiam&l heterogeneous competition situations
within the EU.

Austria, of course, like other countries, has idtroed sector specific regulatory agencies.
However, the experts claim that these are not iedéent since they are controlled by the
Ministry of Economic Affairs which in turn is affdted with SOEs or formerly SOES’
interests. Furthermore, many political appointees @art of an informal network with the
former SOEs. The sector specific regulatory systewtording to one expert, has an
additional deficiency. Due to its very heterogergstructure regulations become weak and
less transparent. The expert, therefore, pleadsngiyr for a more uniform regulatory
framework. All interviewees stated that regulatamythorities have to be permanent

institutions in the utilities sector (for ever,lehst in the foreseeable future).

5.7.4. Winners and Losers of Privatization

The “Austrian Model”, with its inherent focus oncsal partnership and consent, as the
interviewees named it, improved the outcome of phiwatizations significantly for the

employees. As a result the employees can not bsidemed to be losers of the privatization
efforts. In some cases privatizations had negatiwieomes for some parts of society, for
example managers appointed by the political classoasumers due to deficiencies in the
competitiveness of the energy sector. Winners adoubtedly the Governments due to a
positive effect of the privatization on the statbigdgets as well as the taxpayers. In the
utilities sector Telecom supplies improved and gsitell considerably. Telecom users have
definitely been beneficiaries of the privatizatigrocess. Further more the business
community and especially large scale enterprisegfiied. But as far as energy is concerned

the SMEs and household consumers lost accorditigeteiews of our interview partners.
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5.7.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Price Levels and Services

The unanimous judgement of the three interviewgaeds was that the internal efficiency
and general competitiveness of formerly SOEs hagsawed due to the privatization efforts.
Furthermore, privatizations have resulted in adoetbrporate governance. However, this has
not necessarily led to competitive and efficienrkea structures for the user of utilities— this
is especially true for ordinary consumer and snmaitrepreneur in the energy sector.
Moreover, services have improved with telecom Imet éxperts had reservations regarding
gas and electricity. No change (but also no preagitbn) occurred in the water supply sector.
Austria shows a typical picture regarding the ontecof privatizations on prices. Prices fell
for telecom services, initially probably also farsgand electricity but re-monopolization of
privatized or partly privatized firms reversed tliend according to the informants. Political
networks with former SOEs at various levels preveompetitive market structures for
households and small enterprises.

5.7.6. Public Opinion towards Privatization

According to the experts, privatization in Austhias become a very minor issue in the media
and the public discussion. Most projects have lmenpleted and the general attitude is “be
careful with further privatization, there are bagdmples in England and the USA”. There is a
general agreement that water supplies should nptibatized. Privatization in Industries and
Banks is widely accepted and generally consideresliccess. The same is true for the
telecommunication sector. Austrian citizens do nedant to become dependent from
enterprises or investors abroad, probably becausstriA is a small self conscious country
and people consider it to be highly susceptible faeign intervention. This attitude, of

course, is detrimental for creating more compedistructures in the energy supply sector

5.7.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

All three experts agreed that privatization in Aiagsby and large was a success. It is the

energy sector which only partly showed successpantlly created new problems. In general,

they state unanimously, Austria is an independenntrty and “proud” of its independence.
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There is a national consent that independence resbf priority concern — also in
privatization programmes. On this matter the Aasisi are not willing to change their
position Apart from that matter the experts woulgport a new impetus for more EU
harmonization of the regulatory frameworks espéciabithin the utility sectors. The

interviewees regret that internally Austria lacks/ihg forces that would foster the creation

of an effective competitive structure in the enesggtor.

5.8. Valuation of Privatization Issues in Italy

In six interview events nine individual partnerstgapated. They represent the academia (4),
private finance institutions (3), public financestiution (1), Competition Authority (1) and

an enterprise association (1).

5.8.1. The Current State of Privatization

Italy’s economy had traditionally a strong publecsr. The state managed its various SOEs
through its industrial holding Instituto per la Bitstruzione Industriale (IRI). The IRI played
a crucial role during the economic boom years ef1850 and 60s. The states field of activity
through its SOEs involved nearly all branches adneenic activities, but was especially
strong in credit, insurance and manufacturing.

after the success of SOEs through the 60s and h&state owned enterprises started to
experience difficulties and from the 70s on inciregly became the source of production
inefficiencies and misallocation of resources. TB®Es lacked incentives to operate
efficiently and failed to react to the changeshieitt respective markets. This development has
largely been attributed to the fact that non-ecanogoals such as the preservation of jobs
and sustaining investment levels were put abovparate policy considerations in the public
enterprises. As a result Italy faced a vast ang deficient public sector. In 1992 the three
main conglomerates (IRI, ENI, and EFIM) employeemolalf a million workers altogether.

In 1991 the State owned twelve out of the twentgdat Italian non-financial firms. At the
same time, about 90 percent of total financial stwent and 80 percent of total deposits was
ensured by public credit institutions. Due to thegsure on the country’s budget Italy became

one of the first European countries that followkd British economic policy of divestiture.
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However, despite some consolidation during the $3B@ financial position of the state’s
industrial holdings (IRI, ENI, and EFIM) further téeiorated. The situation became critical
for EFIM and the non-financial section of IRl. EFBvhet financial debt in 1991 was twice
larger than net sales resulting in a total losgsobwn capital, prompting its liquidation in
July 1992. In the light of this development Itatgrsed a very ambitious privatization with the
beginning of a long lasting process of denatioasii® of IRI.Until today, Italy has been able
to raise over US$160 (constant 1995) bn. througlapzation proceeds since it initiated its
divestiture process in 1985. From the first padaes in 1985 to date, the country has been
able to raise through privatizations over US $ 180 (constant 1995). Moreover, Italy
accounts for the largest amount of revenues amdnguaopean countries (excluding the
United Kingdom), representing respectively 19 petcand 8 percent of the area total
revenues and transactions. The privatization effbagan during the 1980's with scattered
sales. The first large scale privatisations datk bba the year 1992 with the sale of the IRI's
subsidiaries Sirti, STET and Alitalia The processngd momentum under the increasing
pressure of the European Commission against sigit® ailing firms, and the need to meet
Maastricht convergence criteria. In 1992 the gadilthe privatization process were defined

by the Amato government:

* improve corporate efficiency
* increase the degree of market competition
* widen financial market and promote the internatisasion of the industrial system

* increase fiscal revenues and reduce public debt.

Italy pursued a more flexible approach towardsairpation than most of the other European
Union countries by granting the management of il ENI a high degree of autonomy over
the operational restructuring process of their imgjsl and subsidiaries. Furthermore, in 1993
in order to ensure a high degree of transparenchefprivatisation process the Comitato
Permanente di Consulenza Globale e di Garanzia @sedpby the General Director of the
Treasury and four independent experts was establish 1993 and 1994 three major banks -
Credito Italiano, Istituto Mobiliare Italiano andaBca Commerciale Italiana — and INA, the
second-largest insurance company, were sold thrpubhc offers. Between 1997 and 1999

privatisations accelerated dramatically. Major sactions include:
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» the sale of 12.5 percent of capital of ENI in 1@®d 1998, worth over US$7 bn and
US$6 bn respectively;

» the public offer of Telecom lItalia — 44.7 percenti@around US$11 bn raised

» the sale of Banca Nazionale del Lavoro occurretbi@s;

* a private sale in November 1999 of Autostrade asdtsequent public offer of its 57
percent capital in December

e 1999 privatisation of ENEL - the electricity giantthat, albeit partial (32 percent of
capital sold) is the world's largest initial pubtifer (IPO) at that time (over US$17
bn).

In June 2001, following the electoral success @f tkentre-right coalition, PM Berlusconi
announced the intention to further pursue privéitrapolicy. As a result in 2003 the state
sold its whole stake in Telecom Italia. In 2004 tovernment divested parts of its (indirect)
holdings in SNAM Rete Gas, a subsidiarie of ENI ownthe gas network distribution
system, and in Terna (ENEL's company owning thetedgty grid), through a successful
IPO. In October 2004 the MEF successfully compldtexigiant follow-on Global Offering
for nearly 20 percent of ENEL share capital. Tiseigs comprising a large retail tranche and a
placement to domestic and international institiglomvestors - raised some US$ 9.5bn,
representing the largest deal in the world of itellfor the past four years. In 2005, ENEL
sold to Cassa Depositi e Prestiti (CdP) a 30 pérstake in Terna and in March a further 14
percent via an accelerated transaction. In July, NiEF completed the fourth tranche of
ENEL: a 9.3 percent stake was sold, generatingega for over US$4.9bn. The ENEL'’s
US$ 15bn sale of its telecom subsidiary Wind to Wealnvestment, which closed during
August after an extended struggle between compdiiciders, was the largest privatization
transaction in Europe for the second semester ©5.20n Italy as in most countries
privatization policies are strongly influenced Ihetruling parties and coalitions of them. A
specific aspect of Italy’s privatization is thafeav families control large investment shares
and therefore have to be considered important Bta#ters of the privatization. A specific
aspect of Italy’s privatization is the impact oivféamilies controlling large investment shares
of the country and by this fact these families minstconsidered important stakeholders
(operating more in the background) of the privditraprocess.
(operating more in the background) .In generalylfollows some strong formal restrictions
to maintain public control. The Treasury holds ‘@t shares” and more importantly, private
shareholders are not permitted to combine theidihgé (thereby increasing their voting
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power). Furthermore, no single shareholder is albwo keep more than 3% of the shares in
the utilities. ENEL managed to control most of tkkectricity operations (generation,
wholesale, dispatching). In the gas sector, althdagally unbundled, a separate company of
the ENI group owns and manages the network, ergil to control large portions of the

market in practice.

Graph 20: Current state of privatization accordmgfalian experts/stakeholders

Privatization of Utilities
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1 = completley state owned ; 5 = entirely privatized

Source: Ifo interviews on privatization 2007/8

Graph 21: Current state of liberalization accordimdtalian experts/stakeholders
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Source: Ifo interviews on privatization 2007/8

5.8.2. Present Driving and Retarding Forces

The nine interviewees rather unanimously judged tdlecom sector (including fixed
telephone) to be the most advanced sector regamdingtization and liberalization efforts.
They also stated that improvements in the libeasibn of the electricity supply have been
made. However, the judgment changed when askedt abeprivatization progress in the
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remaining utilities. The gas and water sectors werssidered least privatized and liberalized.
The experts pointed out that liberalization of ¢fas sector has been fostered legally but that
this has not yet been transferred into practiceesthe shortage of pipelines and the existence
of one degasification plant only, owned by ENI, \pdes the company with a technical
dominance which can be seen as a means to estatdisbpolistic structures. In addition,
major shares of gas and water supplies are oftieilygoublic local authorities, which are not
interested in losing control over these importasgess. Moreover, the position of former

incumbents is judged to be strong in all utilitgtees.

The interviewees expressed the opinion that iry IthE major privatization activities are
finished. However, the experts stated that somdsfief activity remain. The Government
may still sell its remaining stake of ENEL and ENhares and relevant reforms for
privatization at local authority level are currgnileing discussed. Furthermore, the state may
sell its remaining shares in Alitalia. Finally, thexperts demanded more transparency

regarding the price setting system in the telecomoation sector.

Currently, the driving forces behind privatizatiefforts are the public revenue institutions as
well as some media (and the respective politicald® behind), which point at corruption and
nepotism in public enterprises and thereby createidespread attitude that Government

should withdraw from business activities.

But, there are also strong forces retarding paiton efforts such as local authorities, labour
interest organizations, vested interests of thdipaind incumbent sectors. Somewhat unclear
is the position of the “big families” who often erise business activities irrespectively of
public or private ownership. But once businessileges are established these stakeholders
will (and do) carry out influence to keep strucsienchanged as regards these privileges.
Since these important family based business systaws a stake in politics and parties as
well, influence, at least to some extent, can bectly exercised through Government. In Italy
consumers are considered to be a weak power geg#pding their capacity to articulate their

interests.

59



5.8.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

Despite a legal framework which is judged to béneatliberal, the interviewees rated the
problems regarding the competitive structure of fbemer incumbents as being most
prominent, as reality differs to a great extentfrthis framework. In fact, in the gas, water
and electricity sector monopolistic structures aedominant feature. Even in the
telecommunication sector the “last mile reach” #mel strong market position of the former
incumbent have resulted in the implementation a€epipolicies without relation to free
market structures. Furthermore, a situation, albeeoved in some other countries was
mentioned, namely that large scale users of utdigyvices face a different, much more
competitive market structure, compared to smalkgral The reason for this, the experts
explained, is their strong negotiation power. TRpegts stated that prices for big users have
decreased due to privatization. However, except goces of telecom services which
decreased due to privatization (but also due torieal innovation as some explain), this has

not been the case for small users

Experts expressed the opinion that networks aftdrundling should remain under public
control. In fact, this attitude was comparably sgo Obviously, the majority of the
interviewed specialists were very sceptical abbeatrhaintenance and management policies if

completely privatized.

Practically all experts agreed that privatizatiesulted in an improvement of business
efficiency in all utilities sectors, except for wat Water systems in some areas are in a very
poor state and services significantly deteriorakéalvever, not much privatization has taken

place in the water sector yet.

When questioned about the current investment gsligiegarding foreign investment in the
former incumbents, most experts stated, that dilbe®% rule (not allowing one investor to
acquire more than 3% of a company’s shares) Italtilgy sector is judged to be protected
from foreign investment. Therefore, foreign investare not considered a “danger”. Actually
this prevents foreign investment on a larger sdalgthermore, foreign companies will face
operational difficulties if they would access pdiaiclients directly. This is true more so for

the gas electricity and water sector. The exp¢ated that private strategic domestic investors
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are highly desirable but most of the experts hbkl tiew that the current system whereby
licences for private operations are granted foredain period is highly problematic. The
experts pointed to the fact that this system isimental for maintenance, once the contract
period is nearing its termination. One problem wasn in a system whereby licences for
private operations are granted for a certain peoiolg. This is detrimental for maintenance,

once the contract period is nearing its terminatibwas opted to abolish this system.

Italy, like all other investigated countries, hagablished regulatory authorities. Moreover,
the interviewed experts consider them to be of tgresed and hold the view that the
regulatory authorities should be permanent instifigt In this issue there was a high degree
of consent. However, the judgement of their actosd in regulating the utility sector was
rather negative. “Weak”, “un-experienced”, “largaterprise owners have a stake in the
authorities”, “politically infiltrated”, “media o#n are owned by companies and therefore do
not exercise a watch dog function towards their @wnompanies” were some of the
comments underlying the ineffectiveness of the laguy institutions in the opinion of the
asked specialists.

Some experts explained that it could be of advanifthe EU would harmonize regulation to
a certain extent, not leaving this important issuthe discretion of each individual country.

5.8.4. Winners and Losers of Privatization

When asked about the outcomes of privatizationtHerdifferent stakeholders a mixed picture
was drawn by the experts. The general attitude that the ordinary consumers had not
benefited from privatization of the gas, electyiciand water services. Agreement was
unanimous that privatization brought great releethe public budgets. Furthermore, it was
undisputed that shareholders, tax payers and ‘folafiagers (many of whom received golden
handshakes) as well as “new” managers (by new tpmtes) were winners. However, the

opinions diverged regarding the effects of privatian on labour. The majority of the

interviewees considered employees to have suffieoed privatization. Nevertheless, some

experts explained that, in the long run, new emplegt opportunities were created by
privatization, benefiting labour in general (notcessary the same persons who were
employed in SOEs). Furthermore, it was explainkdf the strong trade unions prevented
most of the undue problems for the employees. Alingrto the experts, the “private business

sector” in general (and the big industrial familiebesides the Finance Ministries, were
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considered the main beneficiaries of the privaitimafprocess in lItaly. Finally, the Local
Authorities gained power through participation imahcially rewarding privatization

activities.

5.8.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Services

Most of the impact has been described in the pusvichapters. The privatized sector has
improved as far as efficiency and corporate govereds concerned but this improvement
has led to an unbalanced benefit distribution wota of Government and capital owners
(investors). Largely monopolistic structures, “ittited by politics”, remained or were

established on privatised basis. Like in some otleemtries the first phase of privatization

(mostly non utilities — financial institutions anmanufacturing - were concerned) was
successful, the later stages led to monopolistield@ments, especially in the utilities, and

were not considered successful.

5.8.6. Public Opinion towards Privatization
This situation, described above is reflected in fngblic opinion, according to the

interviewees. But all interviewees answered thathmir own view the advantages are more
important than the disadvantages. One expert @t privatization created a big positive
break in Italy’s culture recognizing that busindssbasically a private and not public
responsibility. At present the public is “tired” pfivatization and not interested in it any

longer.

5.8.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

Monopolistic structures in the private utility seGtno capacities of regulatory bodies to
enforce liberalization, lack of public control dtethe fact that media are owned by “should
be controllers” and biased benefits in favour ofv&@oment and capital owners/large
investors are the main negative attributes towpridgtization in Italy.

Privatization as a concept is highly appreciatedhgyinterviewees but measures to improve
the situation in Italy are difficult to be recomnaenl. Negative structures are deeply

entrenched and very hard to change. A stronger atmpd the EU on regulation
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(harmonization and enforcement) was strongly suggdeby a majority of the interviewed

specialists.

5.9. Valuation of Privatization Issues in Greece

In three interview events 4 partners took part, fse a consumer organization, one from a

government institution involved in privatizationcaane from an independent think tank.

5.9.1. The Current State of Privatization

Until 1973 the public sector in the Greek econonaswelatively small. However, after the
military dictatorship fell and the democratic Reftibwas restored in 1974 the new
government embarked on a decisive policy of invmigat of the state in the main economic
sectors. Triggered by the oil crises of the 1978seGe’s economy went into recession. As a
result key sectors of the economy faced financisireéss. The government of Karamanli
fought the crises through the nationalization ofngnamportant Companies including
Olympic Airways, Aspropyrgos Refineries, and then@eercial Bank of Greece. A second
wave of nationalizations swept the country in tieeige between 1981 and 1985 under the
first socialist government of the Panhellenic SkistidMovement which led to the creation of
the Organization for Reconstruction of Enterpri@0) in 1983. The goal of the IRO was
the restructuring of the highly indebted firms atianalization, and the creation new firms in
dynamic sectors of the economy, as well as furtheylvement of the state in other industrial
sectors. The IRO nationalized firms in importardustrial sectors including manufacturing
and ship construction. In 1986 the SOE sectorsevatilded was worth more than 17 percent
of GDP.

However, from 1985 on the public enterprise sestarted to become a financial burden for
the state as many SOEs were infect loss makersptibkc finance situation became very
serious what finally led to a change in Governm&he conservative New Democracy Party
won the elections of 1990. The new Government clamsd privatization as the main policy

objective, and issued a list of firms to be prizatl. The initial stage of the Greek
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privatization program mainly involved the enterpasbelonging to the IRO. The Greek
Government adopted a statist, impositional stratagynplementing privatization not basing
policies on consent solutions but on state corftaiiing models from France and Britain). It
established an Interministerial Privatization Comtea (IPC) comprising the Ministers of
National Economy, Finance and Industry. A new frewo law was devised in 1991 which
empowered the IPC with full executive power. Quigkvatization results was the core
objective. Careful preparations were neglected. (e@ a policy of first restructuring
companies and then selling them was followed. Tifts¢ fransactions date back to 1991 and
1992 with the full sales of the Olympic Marine ghipg company, the Bank of Chios, and of
Elvim (Heracles Gen Cement). However, the implemgonn of this first wave of
privatizations showed extreme weaknesses. Therenafasnly strong opposition from the
opposition (PASOK) and the trade unions, the gtabsientation combined with
interministerial-administrative inability to cargut the tasks led by and large to a failure of
the first privatization programme and again creadadll of Government in 1993. Socialist
Pasok under Papandreou took over and continuesrgkigtantly privatization programmes.
Only once re-elected in 1996 and after Greece wastied to candidacy in the EU Monetary
Union it accelerated privatization again.

From 1996 onwards the utilities sector was included a main focus of privatization
policies.

The privatization process continues until at preséth major sales of Government shares in

the Banking sector, Telecom and the Postal SaBagk.

Although privatization revenue targets were acldewbe privatization process in Greece is
widely judged to be very problematic. It has thputation of being a centre for corruption,
nepotism, political interventions. It is characted by largely monopolistic structures with
dominant private - public/administrative — politic@llegitimate) networks for business

decision making, management appointments and imeggtpolicies.
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Graph 22: Current state of privatization accordm@reek experts/stakeholders
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Graph 23: Current state of liberalization accordm@reek experts/stakeholders
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5.9.2. Present Driving and Retarding Forces

According to the four interviewees fixed telephofad telecom in general) have been

privatized and liberalized to a much greater extbah gas, water and electricity supply. In

gas supplies some more recent privatization aigs/have been taken place.

The question of who is driving and who retardingGneece is somehow difficult to be

answered because, as some explain, e.g. consunagrsoloject a bad privatization and

support one which may lead to better services awet prices. Since in Greece consumers in

the utilities sector have not gained, in many cases lost, they are no driving force. The
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labour oriented political organizations have olgecstrongly privatization in earlier times but
not so at present. The political left has realitest even by privatization vested interests can
be secured. Government and the ruling politicatigsrwere very successful in securing
control of privatized utilities. They control thg@ointments of managers and they decide
about domestic or foreign investors to a largerexte

A driving force definitely was the EU during thecassion preparation, fiscal interests and to
a limited extent the private interest groups frdma business section (Federation of Greek
Industries).

Retarding forces are very much, what was summassecested interests of the public sector
(employees, managers, Unions, a section of Govert)mend even a large portion of
consumers object to further privatization due td baperience.

At present, there was agreement among those iateed, retarding forces come from a wide
spectrum of interests and reservations. Drivingdermay be very limited and centre around
fiscal interests and new investment opportunities dertain investor groups expecting
“privileged” access to national assets due to jgalitconnections. Since the privatized or
partly privatized sectors to a large extent showopolistic structures, profits of privatized
firms can be very attractive for investors.

One interviewed expert pointed at the fact thateGeehas a long culture of industrial
protection and this may be reason too for the reduecommitment to thoroughly liberalize
markets.

However, despite many negative comments as redigetslization, it was also stated that
privatization in the non utilities industrial sectwas rather successful in terms of generating
more competition, relieving public budgets fromaincial burden and making enterprises
more dynamic.

But present privatization as well as liberalizatisthampered seriously by vested interests of

the public sector.

5.9.3. Liberalization and Competition, Investment Policies and Regulatory
Interventions

Like in a number of other EU countries liberalizet rather satisfying competitive structures
have been achieved by privatization as mentioneelady in the non-utilities sectors. In
Greece all four utility areas are judged to havécde as regards competition — somewhat
less in telecom but more in water, gas and eléistiscipply.
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Many examples were reported whereby monopolistiocgires were misused to reduce
services or increase prises or avoid investmentis sipotential to reduce the easiness of
Government interventions.

In Greece it was reported there is no articulat@ety towards types of investors. Personally
the interviewed expressed preference towards utistital long term oriented investors from
EU countries but they said also that in Greece igdigds no reservation against capital from
Arabic countries or American pension funds. Hereedge is very liberal. One expert
explained that in case of utilities the present &oment is not interested in strategic
investors at all.

The interviewees generally agreed that networksilshbe separated from operations. But
like in other countries some kept a cautious vi®eparation it was stated does not mean
privatization necessarily. Physical nets in certeases better may be kept under public
control. And like in other countries bad exampléstaaight forward privatization from Great
Britain were quoted.

Regulatory Authorities do exist in Greece. They éhdeen established rather recently (all
before less than 8 years), but they are being plidge to be independent and strong. One
reason, it has been said, is the fact that Presidgnthe Authorities including of the more
important Competition Committee are Government apgpes and therefore not independent.
A high politicization can be observed as regardgulegory activities. Two experts
complained that representation of societal integgstips in regulation decision making is
completely absent and in addition, transparencytemulatory decisions does not exist.

The importance of regulation in the utilities seat@s not questioned by anybody. But strong
(empowered by law) independent bodies would beiredwlaimed the experts unanimously.
Two interview parties said that by a stronger EUnfanization of regulations and some
pressure from Brussels things could be improved.

In summing up, the regulation of privatised firmsthe utilities sector was considered very

necessary but the actual situation as regardsagguljudged to be very unsatisfactory.

5.9.4. Winners and Losers of Privatization

In Greece like in most other countries the Priaiton produced similar winners and losers.
But since public employment is very highly esteenredsreece, more than in most other
countries, privatization was felt by the employeésormer incumbents to be very harmful.

Social status, employment protection and otherilpges common in public sectors were
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considered to be reduced or lost. An other Grepeeific attribute of privatization is the very
negative judgement by consumer interest organizatindicating that an important part of
consumers had serious complaints about privatizaftects. Two interviewees pointed out
that privatization created monopolistic or semi wplistic structures which were extremely
detrimental for Small Scale Enterprises. Many lmdlbse down and much employment was

lost in certain sectors and regions.

5.9.5 Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Services

One of the major problems of privatization in Greéxthe lack of factual liberalization. One

expert called liberalization in Greece “fake” liaBzation. Generally the interviewed did not

support that enterprise competitiveness in Greeas heen strengthened much by
privatization in the utilities. For telecom competness could be increased although
consumer organizations complain about bad servitles.network infrastructure should be

separated from the service operations, this wasedgupon. But a warning was given to

separate with great care.

The majority regretted that efficiency, corporategrnance and service performance did not
improve much in the utilities sector by privatizeti A good number of cases where named

where these expected attributes of privatizati@neleteriorated.

Privatization in the utilities surprisingly in thaew of the experts had little or no price
reducing effect. Even in the telecom sector vetyeliprice reduction was perceived after
privatization.

Of course, like in other countries the interviewsaw for the utility sector also a public good
function. No one opted for unregulated liberaliaati But the way how privatization in
Greece is handled, some said, misuses the puldid fymction as an excuse for political and

private/personal interest manipulation.

5.9.6. Public Opinion towards Privatization
As the interviewees see and interpret the publiniop, there is a widespread uneasiness felt

about privatization. Major concerns are in rank eordemployment issues, economic

efficiency, public finance and consumer welfarewé#ts explained, although consumers were
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hit by negative effects most hardly, they often acg aware of the direct relation to
privatization. Even most media are more interestestandal stories but not in enlightening
the public about causes and effects on a sciewtifjast rational base.

The final question whether privatization in totoGneece was judged to be more of a success
or more of a failure was answered by two to be nobre failure and by two to be more of a
success. The two more positive judgements came Gorernment based experts, the two

more negative ones from consumer representatives.

5.9.7. General Valuation of Privatization and Proposals for Improvements
by Interviewed Experts

The general valuation of the privatization proces&reece showed a range from negative to
slightly positive. Among the countries analysed fnidgement was among the worst.

The reason is seen by the asked experts in “misyeaiiaprivatization, deep political
entrenchment, and very much in the monopolistigcsires of privatized sectors (relating to
utilities).

They outspokenly demand more EU interventions, @aje harmonization of regulations
within the EU, a retreat of Government and polificsn the privatized formerly SOEs and a
change of awareness on the people’s side who sHoulttion as conscious voters and

controllers of public affairs as well as more caoss purchasers of media products.

5.10. Valuation of Privatization Issues in Hungary

5.10.1. The Current State of Privatization

In the case of Hungary four expert interviews wasaducted. The interviewees represent the

following fields: academia (2), independent thiakk and public privatization agency.

After the Second World War Hungary was occupiedhi®syRed Army which resulted in the

birth of the Hungarian People’s Republic. The negime established a centralized planned
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economy which led to a complete nationalizationpofperties, industry and the financial
sector. In the 1970s Hungary adopted a reformsoédonomic policy which became known
as the “New Economic Mechanism”. The newly impletednapproach favoured a less
centralized approach of managerial decisions, ksielol profit as a primary goal of SOEs
and broke with the total planning approach. Howgkiemgary’s public sector still accounted
for more than 85 percent of the Hungarian econoingnithe socialist system collapsed in the
year 1990.As a result of the NEM policy the init@nditions in Hungary regarding the
private sector were better than in other east blookntries. Nevertheless, the Antall
government opted for a centralized approach inttaesition of the Hungarian economy
towards a market orientated economy. One of tisérireasures of the Antall government was
the establishment of the new State Property Agendyich was responsible for the
restructuring and privatization of enterprises ec@dance with their managements, and the
Hungarian State Holding Company. The privatizati@f®rts during the first two years
(1991-1992) must be characterized as limited. Tioegss gained some dynamic during the
years of 1993 and 1994. However, of the total aduakil800 SOEs that had been found
eligible for privatization in 1990 little more thamthird were privatized between 1990 and
1994. Some of the bigger divestitures of that gemzlude the public offer of 25 percent of
the chemical producer Gedeon Vegyeszeti Gyar in41838d the sale of 49 percent of

Tungsram.

A milestone for the divestiture of SOEs came with passage of Act XXXIX/1995, the so-
called Privatization Act which was implemented I tHorn government as a one of the
corrective measures of the so called “delayed shostapy”. The Privatization Act laid out a
new legal framework for divestiture. The processdivestiture thus entered a new, more
dynamic, period in the years between 1995 and 1HSpecially the partial divestitures of
utilities, previously excluded from the process, rkea this new cycle. In 1996
telecommunications giant Magyar Tavkozlesi Rt. (M) was sold to an international
consortium formed by Deutsche Telekom and Ameritetérnational. In terms of revenues
the year 1997 marked a record year for Hungariaratizations as a result of the secondary
offering of Richter Gedeon and the IPOs of RABA ¢manical) and MOL Rt. (oil), as well
as the sale of Orszagos Takarékpénztar (credigpiethe huge revenues generated through
the sale of SOEs the privatization process came halt , triggered by the unsuccessful
privatization of the national airline Malev and thestponement of the sales of controlling
shares in chemicals producer Hungaropharma, Antetumgaria (telecommunications) and
Dunaferr (building materials). In fact in 2000 PeimMinister Orban announced the
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privatization efforts as finished because the pulsiector had reached the size of other
Western European Countries. The elections of Afil2 brought the Medgyessy government
into power which was dedicated to continue the stinere of SOEs based on the conviction
greater efficiency of the private sector comparethe state. This marked the beginning of a
new wave of privatizations. According to the iniewees, the privatization of the electricity
market has not been accompanied by the creaticm aimpetitive market structure. As a
consequence the energy sector is currently domtniayelocal monopolies that dictate the
prices. Therefore, a big topic in the current debsithe question weather the liberalization of
the retail business in the electricity sector, whig scheduled to begin in 2008 will lead to a
drop of prices for energy. According to the expéis privatization and liberalization of the
telecommunication sector is largely completed aasl delivered reasonable results. The gas
market has so far not been liberalized but theetiirgovernment plans to open the gas market
in 2009.

Graph 24: The current state of Privatization acicgydo Hungarian experts/stakeholders
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Graph 25: Current state of liberalization accordmé¢iungarian experts/stakeholders

Liberalization of Market

Electricity supply |3.5

Water supply 2

Gas supply |3

Fixed telephone 5

1 2 3 4 5

1 = closed market ; 5 entirely liberalized market

Source: Ifo interviews on privatization 2007/8

71



5.10.2. Present Driving and Retarding Forces

According to one expert the political left has bewing down privatization efforts over the
last few years. However two experts claimed thatpbilitical left and the liberals have been a
driving force in the process of privatization aiwkeralization whereas the conservatives and
the consumers have blocked any further action. ifian arguments that were brought
forward by the opponents were based on the secofitgupply, creation of national
champions and the public good character of cerdiiies. Furthermore the experts pointed
out that it has proven difficult to get support flurther privatization and liberalization
projects in the general public because of a resarge in prices (energy). Opponents of
liberalization claim that foreign investors benéf@dm the rising energy prices and transfer the

gains out of the country.

5.10.3. Liberalization and Competition, Investment Policies and
Regulatory Interventions

The experts pointed out, that liberalization eBdrave not led to the creation of competitive
markets for utilities. Especially, the gas and tkater and electricity markets are not
competitive. The gas market has so far not beamdltzed but the current government plans
to open the gas market in 2009.The experts disdgwdeen questioned if the state still
influences the former incumbents. According to erpert the state still influences the former
incumbents. This is accomplished through the appuwnt of people to the boards of
directors, subsidies and the through voting rigiiteen questioned which kind of investor are
suitable as large investors in the former incumiieobe expert named foreign or domestic
strategic investors as well as institutional ingesto be most suitable. Furthermore according
to the experts, major domestic private investoet tiold more than 25 percent are seen as
critical. Despite liberalization efforts foreign ropanies still face operational difficulties if

they directly want to access clients in the gasemnand electricity sector.

All Hungarian experts were in favour of a separatadf network services from network

infrastructure. However, one expert explained thatin the cases of railways the network
should not be separated from the services. Furthresnthe separation of network and
services is not advisable in the gas and wateosédce to the natural monopoly character of
the good. Even in the electricity sector one expgplained that the separation might not be

72



advisable since it could lead to an overcapacitynetiwork (inefficient). The regulatory
authorities are indispensable not only for safedjngr competition but also to ensure that
sensitive political issues are taken care of erpldione interviewee. However, the regulatory
authorities do not work effectively in the waterdaelectricity sector and therefore fail to

ensure strong competitive structures.

5.10.4. Winners and Losers of Privatization

According to one expert the government catered ipemterest groups during the
privatization process. He explicitly stated thatefgn investors have been favoured in the
process and should be regarded as beneficiaridacirthe expert claims that the taxpayers
have lost out as the government sold shares dbtheer incumbents at a low price to foreign
investors. Regarding the consumers the expertaiegal that they feel that privatization has
brought a bought a surge of prices. Therefore, wness regard themselves as losers of the
process. However, most experts in fact agree tmatptices would have risen even more
drastically if the incumbents would not have beeivgtized. Main beneficiaries of the
privatizations have been the managers due to agstise of their pay as well as shareholders
who have profited from rising stock prices. Empleyehave often been granted relatively
long job guarantees by law. Furthermore, the stabesidises (accounting for 0.5 percent of
GDP) the gas sector heavily, as gas is the cosniniest important and sensible source of

energy.

5.10.5. Impact of Privatization on Enterprise Competitiveness, Efficiency
and Corporate Governance as well as on Services

According to the Hungarian interviewees corporatgegnance and the quality of services
have improved throughout all sectors due to theagidation of the former incumbents. In

fact one expert stated that the privatization dismn alone has improved service mentality of
providers. The prices for goods and services pealidy the former incumbents have not
decreased, although it is very difficult to disemjie the effects of general price increase from
prices decreases due to privatization. Privatipated to efficiency improvements in the

telephone and gas sectors. However, the electrsgttor and the water supply have not

significantly improved their overall efficiency. M@ver since the water sector has not been
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liberalized so far Hungary currently faces a marketcture that is dominated by local

monopolies which set the prices in their respeatnaekets.

5.10.6. Public Opinion towards Privatization

According to the Hungarian experts the main praatton issues has been the recent surge of
energy prices. Therefore, a big topic in the currdebate is the question weather the
liberalization of the retail business in the eleily sector, which is scheduled to begin in
2008 will lead to a drop of prices for energy. Thublic seems to be most concerned about an
increase in prices and the security of supply. Mgugstion if possible efficiency gains can
compensate a possible decline of supply securityre@itly the privatization of the water
sector is a hot topic in the public discussion (remnership program)However, one expert
explained that water supply is a very sensitivaasand the public seems to be very sceptical

about water privatization.

5.10.7. General Valuation of Privatization and Proposals for
Improvements by Interviewed Experts

According to the experts the general valuation o¥gtization is twofold. Most experts
including our interviewees judge privatization #® fmore or less a success. They indicate that
the former incumbents in general perform betteryise levels have improved, and prices
have risen less than they would have without paatéibn. However the former incumbents
are still not competitive compared to private rivaind the liberalization efforts have not
resulted in competitive utility markets. Furthermdhe experts expressed the opinion that the
regulatory authorities have not succeeded in fogjecompetition in the gas water and
electricity sector. Still despite the ongoing perhk experts think that the privatization of the
utility sector has led to overall welfare gainsisTludgment however is not supported by the
general public. Especially the consumers seem teebg sceptical about any further moves
towards privatization. This can partly be explainleg the fact that consumers blame
privatization for the recent surge in energy pridgsgarding future privatization projects the
experts stressed the importance of creating cotiygetmarkets and capable regulatory
mechanisms. Future privatization efforts should ntyafocus on the railway, health and

education sector explained one expert.
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6. General Conclusions (still to be elaborated)

7. Appendices (3 Questionnaires)
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