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Abstract: This paper focuses on property rights and perfoomasf enterprises. The
objective of this paper is to summarize existingwledge from empirical studies
dealing with the question of whether private prépemd privatization of enterprises
encourage firms to increase their performance nmedsas growth of profitability, labor
productivity, investments, costs effectiveness, @it the basis of empirical studies, it is
also determined what the influence of institutiofraimeworks of property rights and
privatization is on the firm performance. The fipgtrt of the paper reviews results of
studies on the non-transition economies privatizgd 990. The second one evaluates
the impact of private ownership on performance otegprises from transition
economies of Central and Eastern Europe, and thd¥dSoviet Union. The results of
the studies suggest that private ownership is goitant but not sufficient determinant
of firm prosperity, subsequently resulting in oJemdse of wealth of nations. The
positive impact of private ownership on economicfgrenance can occur only in an
appropriate institutional environment with relevaegal standards (righteous and
enforceable contracts, the protection of sharehsldad creditors, adequate banking
system, functioning bankruptcy courts, capital readupervision, etc.).
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Introduction

Economists have been searching for factors cotimnidptio prosperity of countries for a
long time. They usually focus their attention oriicéEnt use of classic production
factors such as natural resources, labor and tapii@ famous neo-classical growth
theory, based on neoclassical production funciioeiudes these traditional production
factors (labor force and capital per worker) in itsodel and adds exogenous
technological progress which shifts frontier ofastg state. Therefore, it allows further
economic growth of a country. New growth theorydsothat economic growth is
mainly the result of endogenous forces containingnén capital, innovation and
knowledge, without diminishing marginal returns.\igheless, primarily according to
empirical research, it seems that there are otietofs that to some extent explain the
differing economic levels of countries. The necsslaal principles are partly modified
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and enlarged by institutional economic thinkingttbHers a theoretical framework for
connection of the economic and institutional erminent where economic agents make
their decision and firms operate.

Representatives of the new institutional econonmcseasingly includenstitutions
among the factors affecting economic prosperity afcountry and its firms.
Potential of a country is usually not fully devedaband often remains untapped without
a quality institutional environment, including gofmmal and informal law institutions
(e. g. Olson 1996, 2000; Soto 2000 etc.) that éontamong others, ownership
institution which includes observance and enforaenoé property rights. According to
North and higath dependenceoint of view, current conditions for use of resms in
an economy depend not only on the current writtandardsformal ruleg, but also on
the historical formation of property righiaformal, never formally written customs and
habits which are legally unenforceable but they largsfigct behavior and decision of
economic agents (North 1990). Individual countriapproaches to ownership vary
according to different factors, including their thiscal experience. While inviolability
of private property has been taken for grantecdbmes countries for hundreds of years,
other countries have saved different models of oghip in their historical memory,
and this is reflected in the current approach tpprty rights, including their protection
and compliance.

Economists widely agree with the opinion that akian of ownership among agents is
essential in the world of scarce resources (Furubod Richter 2005). Kouba (2005)
claims that efficient allocation of production farg is conditioned by well-defined
property rights that have to hbvisible, transferable and enforceablBut opinions
differ on whether private property should prevail,vice versa state ownership would
be better. These differences in opinions betwedéenders of private property and state
ownership do not cease in spite of the recent pedlaof socialist systems of centrally
planned economies. Moreover, many economists ghigyispute in a broader context
concerning environmental, migration, and econondaiicg issues or military conflicts
associated with the protection or conquest of pitgpe

Relationship between character of ownership anth@oic prosperity is the topic of a
large number of treatises both in country perspedibn macroeconomic level) and on
an enterprise level (microeconomic approach). Haiper focuses on property rights
and performance of enterprises.

The objective of this paper is to summarize thesténg knowledge from empirical

studies which deal with the question of whethewatg property and privatization of
enterprises encourage firms to increase their peegoce. On the basis of empirical
studies, we will try to examine whether resultstlué studies vary, depending on the
type of analyzed countries and on their other tuttinal conditions.

2 Institutions consist of formal rules, informal araints (norms of behavior, conventions, and
self-imposed codes of conduct) and enforcementachenistics of both. Institutions affect
economic performance by determining (together i technology employed) transaction and
transformation (production) costs. If institutioase the rules of the game, organizations are the
players (North 1990).
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The paper is organized as follows: The first sectiffers a theoretical background of
empirical studies, including their assumptions. Mosmmonly used methodology is
presented in the second part of this paper. The sestion summarizes empirical
studies and their results. This chapter is diviged two parts: first of all, we discuss
effects of privatization and ownership on firm merhance in non-socialist countries till
the nineties, and in the second part the effecprfatization in transition post-
communist economies since the early nineties (st¢glsirCentral and Eastern Europe,
and States of the Former Soviet Union) is scrutithizZThe conclusion summarizes the
results of the studies.

1. Empirical Studies: Property Rights and Performancein Theoretical
Perspective

Most empirical studies are based on the assumftanclearly defined property rights
decrease transaction costs for firms and limitvées towards short-run returns
without large-scale investments to physical and dnurcapital. Based on Roman law,
property is mostly seen as the legal right of pssise and useuéug, the right to use
and derive profit or benefit from propertysus fructug and the right to transfer or sell
the property &busu3 (Klusai 2004). Freely transferable property rights andirthe
protection is essential for a market economy — godorcement, high transaction costs
of contract observance, and unpredictability ofalegnvironment complicate both the
running of domestic firms and the entry of foreigmestors. Property rights are the base
of efficient market mechanisms only if they meet anly basic attributesugus, usus
fructus, and abusu¥, but also other characteristics, for example propexclusivity
which means the right to exclude others from thapprty. Interference with property
rights is possible only on the basis of legal stadd and the state must protect them
through its power on the principle of enforceapitf property rights.

Theoretical base of empirical studies mostly emizieasthe positive impact of private
property on economic prosperity. In the environmehprivate property there is an
efficient use of scarce resources which resuliadreasing productivity and prosperity.
Mercuro and Medema (2006) underline the importasfcproperty rights in economic
analysis and in determining economic performancénanfacets. First, property rights
structure the incentives that determine economitabier and performance. Second,
“property rights significantly influence the didtition of wealth and power within an
economic system. Different property rights struetuthus give rise to differential
opportunity sets and thus, different allocationsbehefits and costs among economic
agents, and thereby affect economic choices thrahgir respective structures of
incentives and constrains” (Mercuro and Medema 200849).

Furubotn and Richter (2005) claim that the stimaateffect of private property helps
to save transaction costs and so it contributélse@conomic performance of firms and
welfare of the whole society. Transaction costsaarénportant part of new institutional
economics thanks to R. H. Coase who uses them ptaiaxexistence of firm and
solution of externalities. Transaction costs inelucbsts of searching for business
partners, obtaining information on market pricesstcof price negotiations, contract
enforcement, etc. In the case of low transactiat, doms can operate effectively.

Another part of the theoretical discussion on propeghts and firm performance refers
to product-market competition. Some of economistgi@ that both public and private
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ownership are good in competitive markets. Howeteydman et al. (1993) declare
that state-owned firms are inefficient even whesytbperate in a competitive market
environment because competition cannot replaceeffeet of private property. It is
clear that in the case of poor governance in tHdipgector high level of corruption
and low incentives to effectively manage, it is mble that state-owned firms will
perform poorly due to the fact that decision-makiershese firms pursue their own
interest which is affected by mostly temporary warkthe company. So that in
competitive markets, we can consider that privateey with longstanding relationship
to the firm will not seek a short-term benefit lpnefer stable and long-term prosperity
of the firm by investing in human capital, innowatiand technological progress that are
needed for successful position in competitive miarke

The problem of current big private corporationsthat modern firms separate the
functions of ownership and control, famous as ppialeagent problem or theory of
agency. Certainly, problems of separation of owniprsand control regard to both
private and state-owned firms, moreover, some ohemists (e.g. Chang and Singh,
1997) argue that this fact alone eliminates théedihces between state and private
ownership. However, their arguments ignore the ste@am theoretical framework of
corporate governance that underlines differencésdsn state and private governance
and its impact on firm performance. Shirley and $a(2000) mention differences
between the state and the private in the contexh@fmajor methods of governance:
monitoring by owners and formal legal restraintthdugh monitoring depends largely
on the type of owners and on information asymmgtiiteis clear that state and private
owners monitor differently. One approach underliredvantage of concentrated
ownership in state firms leading to more effectimenitoring; the second one highlights
the ability of markets to generate information, whidkes private ownership a crucial
advantage in the monitoring process. Formal legaiegtion of owners who conclude
contract with managers is another method of cdimgphanagers. The state ownership
is not sufficient for such enforceable contracte tlu political interferences and failure
of governments to fulfill their obligations.

Intensity of t property rights protection is anath@pic discussed in the theoretical parts
of studies. Economists usually agree with the apirthat protection of property rights
and low risk of expropriation strengthen motivatiohinvestors because it increases
legal certainty for companiésin the case of the formerly centrally plannedresnies

of the socialist block, there was expropriation mfoduction factors as limiting
constrains for economic prosperity which resulted lack of motivation and
responsibility for effective management. Propentgtitution in socialist countries,
namely private property, lacked the basic attribuidé Roman lawu(sus, usus fructus,
abusu}. Although private property was sometimes defimedjure owners could not
apply their property rightse factg for example, they could not fully dispose of thei

3 Chang (2007) objects to the sometimes uncriticavvihat the stronger protection of property
rights, the better. Immoderate protection of propeights can result in some potential sources
remaining untapped. Particularly in developing ddes, too strong a protection of patents and
other intellectual property can increase costheirtapplication for firms. As an example, Heitger
(2004) states Chinese companies where a weak pooteof property rights (especially
intellectual property) outright contributes to théster economic growth. Companies holding
patents certainly have a different opinion on ttegter.
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property, use benefits freely, etc. On the otherdhaf the private owners can rely on
the institutional system to protect their propedwyd also preclude some non-standard
procedures, they probably strive for the managemstrategy which is beneficial for
economic performance of companies in the long tékotording to Havrylyshyn and
McGettigan (1999), private owners have a greateerntive to efficient management
because they are financially responsible for thetion. On the contrary, managers of
state-owned enterprises are often selected foromeasther than their ability to
effectively manage a company. These reasons aguently ideological attitudes,
political contacts and lobbying, whilst managersgpofate firms are generally selected
according to their management skills.

To conclude this section, a note that most studliegide theoretical arguments in favor
of privatization of formerly state-owned firms bdsen the premise that privatization is
a response to the failing of state ownership theg harmful effects on economic
performance. This assertion is based on neo-clssissumptions of perfect

competition and information, no externalities iroghuction and consumption, and no
public good without any influences of the overaltitutional environment, including

the political and legal rules of the game.

2. Methodology of Empirical Studies

Studies that deal with property structure of comgsmrmand their performance evaluate
either the performance of the enterprises befork &iter their privatization (changes
over time), or studies comparing performance destavned to private firms during the
same period. These studies are sometimes focusesherspecific industry (airlines,
financial sector, network industries: energy, telamunications, railways, etc.) Based
on direct surveys in enterprises, or using publahailable data, the authors examine
the influence of ownership structure and privat@abn firm performance. The impact
of private ownership on employment in firms, inveent rate, or production structure is
another focus of interest.

There are generally two possibilities of how to lgpa the relationship between the
ownership and firm performance:

1. Comparison of pre- and post-privatization perforoeaaof selected privatized firms.
Studies concentrate on individual countries, speciiwners, or particular
conditions, and capture changes of performancehefsame enterprises before
privatization and during several years after praaion. Frydman et al. (1999)
point to the fact that although this historical eggxrh looks impressive at first sight,
it can suffer from some distortion resulting frofior, example, the mutual causality.
Pre- and post-privatization comparison is more ifigant if it includes used
privatization programs that are accompanied byctstrifinancial discipline and
reduction of state support. As a result, to sepatia impact of new ownership
structure from the impact of the new firm policy dfficult or downright
impossible. Moreover, traditional privatization exft requires important financial
injections and it is usually preceded by intensjyeparation connected with
reorganization of management and organization tstrec The impact of the pre-
privatization preparations can cause some posg{zation improvement and
misrepresents the impact of ownership change an fpierformance. This first
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method is used for example by Megginson, Nash, Bamorgh (1994) who
examine privatization changes of firms in the pgrl®60-1990.

2. Comparison of state-owned firms to private firms ragpieg under comparable
conditions, usually within the same or similar istties: at the same time, on the
same market, and in similar institutional enviromtse This approach also has its
difficulties. To extract a clear impact of the owstEp, a study has to eliminate
some distortions that occur when for example mdfiieient firms are selected for
privatization, and the less successful remain ateshands. So a solution for
analyzing whether private firms perform better tittae state-owned ones is already
determined in advance. We can see this approatfeipaper of Boardman and
Vining (1989) who compare performance of 500 of biggest non-US industrial
corporations, both private and state-owned.

According to Frydman et al. (1999), it is best toogse a combination of both
approaches: the comparison of private and publiopamies at the same time under
similar conditions, but also the analysis of theaiistorical data, the course of
privatization, etc.

Microeconomic studies examining the relationshipdeen property structure and firm
performance usually use statistical methods suctoaslation and regression analysis,
where the dependent variable is performance ofittime(the level or changes over time)
which is measured as the rate of return, profié,raize of turnover, labor productivity
(e.g. net sales per employee), etc. Independeigbles contain the type of ownership,
rate of privatization, privatization method, etc.

In comparison with macroeconomic studies on theneotoc performance that almost
uniformly use neo-classical production functionshwsmall variations in the variables,
microeconomic studies on the enterprise-level ustimating equations with more
different variables. A typical equation takes tbldwing form (Earle 1998, p. 17):

SL =a+B0OWN +J SL(-4) +y Region +7 Industry + ¢ Size+,, 1)

where the dependent varial8¢ is defined as the natural logarithm of the raficales
(S to employmentl() in yeari (in this case in the year 1999WNis a specification of
the different types of owner§L (—4) denotes variable in the year 1990, anid an
unobserved residual. Controls are region (threéonad categories), industry (seven
industry categories), and size (three size groMayiables capturing the conditions
under which the enterprises operate can includeonbt industry or size group, but
degree of competitiveness, quality of manageméat,ability of managers to attract
funds (e.g. Grygorenko and Lutz 2004), charactenpdits (labor, material, energy), or
bank financing (Pohl et al. 1997), too.

3. Ownership and Enterprise Performance: Empirical Evdence

First studies on ownership and performance ofra @riginated in the United States as
early as the 1930s. Further empirical papers déhltive period 1960-1990, when the
privatization programs were conducted both in dgved countries and developing
countries (e.g. in Chile and Mexico). Nevertheless, can find studies dealing with
type of property and economic performance of congsafniom the deeper past.
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One of them illustrates a typical question of wiethtate-founded or private projects
are more efficient. The study focuses on the paréorce of private vs. state-funded
expeditions to North Pole and other significantcdisries in the Arctic regions in the
period 1818-1909. Using multiple regression analyarpoff (2001} concludes that
state-funded expeditions were much less efficieanh tthe privately funded ones, which
achieved more important research goals with lowastsc Compared with private-
funded expeditions, their state-funded counterpaei® not so successful although they
were better funded. They faced not only substdntligher costs connected with the
organization of expeditions, but also higher ovdoases in equipment (including ships)
and lives: they reported a higher average deathafaitrew members and incidence of
scurvy. Using an econometric model, Karpoff protlest these differences are not
caused by differences in the research goals, itottaion, the experience of expedition
leaders, level of risk, or in different time of extion but it is caused by whether
expeditions were funded by the state or the priwasietor. The author explains that
state-funded expeditions were notably inefficieatduse they were poorly organized
and executed relative to private expeditions. Deshie greater amount of money and
ships for the expedition, the leaders were poorbfivated to expend funds efficiently
and reasonably, they adapted slowly to importanbwations regarding equipment and
nutrition on the expeditions, and their crew mersheere not prepared well.

Actually, a large group of studies arises with pmmthmunist transformation in the
1990s: the first studies are concerned with firmfqyenance after the so-called small
privatization, and further studies deal with theuafion after large-scale privatization.
For comparison, the privatization before the tramsftion (the period 1980-1991) was
related to 6,800 middle and large companies inwbeld. The privatization in the
transition economies (after 1989) is unprecedentedts scope: more than 60,000
middle and large enterprises were privatized is tban a decade. The privatization of
small firms is estimated at thousands of casesrffymhyn and McGettigan 1999).

The following section evaluates the results of stadies on the ownership and
enterprise performance in the following group oficiies:

= Empirical studies on the non-transition economies;
= Empirical studies on the transition economies: €ém@nd Eastern Europe, and the
Former Soviet Union, separately.

3.1 Empirical Studies on the Non-Transition Econongs

The scope of the nationalization of productive ueses and their subsequent
privatization have become indisputably the largiestsize in the former socialist
countries, but — at least partly and under diffeqgolitical and other conditions — the
transfer of private property into the hands of $kete also concerned firms outside the
socialist bloc. The Great Depression in the 19308s, Second World War, and the
disintegration of the colonial system prompted Waest governments to the
interventionist policy, including control over theanking sector and some of the

Y3 M. Karpoff received the prestigious econometmiward Griliches Prize in Empirical
Economicdor this study in 2003.
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industrial enterprises in key sectors that weréuhed in the nationalization programs.
In the spirit of renewal of economy torn by the wsestern Europe nationalized
particularly strategic sectors such as energyctenunications, railways, airlines, etc.

We can find a long tradition of state interventsmi with elements of centralism,
economic nationalism and shift to state ownershifriance which nationalized some
key industries (including car factories) after WbhklVar II. At the same time, Great
Britain was undergoing an extensive nationalizatiérstrategic sectors, too, so in the
mid-seventies, state-owned companies had 11% stid&®P and employed nearly 2
million workers (Cook, 1998). In the late seventa@sl early eighties, a privatization
program was launched that was initiated by Margdreatcher, the British Prime
Minister, who used the expressiprivatizationin practice for the first time, instead of
the previous terndenationalization(Megginson, and Netter, 2003). The goal of the
privatization was to streamline companies, to supponsumer freedom, liberalization
of public monopolies, development of financial netk and to promote broad
ownership shares in British households. The shexer® offered to employees at a
discounted price; this phenomenon was callpdb@erty-owning democracy

Similar developments can be seen in other Westetmtdes, too. The state had a
strong presence in Italian and Spanish companiestate enterprises were inefficient,
wasting resources, and therefore, Italy and Spko @ined the privatization in the
1980s. Situation relating to the ownership of Gerreaterprises was specific due to
military policy in the thirties and during World W#, when companies werde jure
private but property rights wemde factolimited and subordinated to arms production.
The first privatization programs were launchedha 1960s, and they were picked up
on by Kohl in the 1980s. Megginson and Netter (30@3derline process of German
reunification in the 1990s, when privatization ire tform of restitution or direct sales
affected about 8,000 East German companies. In adnsgm with other post-communist
countries, thanks to involvement of West GermanitahpGerman privatization took
place relatively quickly and with lesser difficels.

The experience of Western Europe shows that a higihere of state ownership was
often associated with authoritarian regimes or wiforts of the state to restore the war-
torn economy and rescue ailing firms to maintaimplelyment. Most of this way of
solving economic problems through nationalizatioomed ineffective, as can be seen in
the following empirical studies.

From the period 1960-1990, there is the study bgditeson, Nash and Randenborgh
(1994) who analyze a sample of 61 firms from défdr industrial sectors in 18

developing and developed countries. These firme\pawatized by a similar method of
privatization from 1961 to 1990. The authors corapaumber of indicators before and
after the privatization: labour productivity (readturn to employee, net profit to

employee), profitability (return on sales, or asgetapital expenditure to sales, total
employment, indebtedness (debt to assets), divgjesid. Every indicator is a three-

® Thatcher supported the mass privatization by Britisuseholds because the natural desire of
conservatives was that every family owned a shathe company. It resulted in a large number
of shareholders among the inhabitants. Thatchehasiped this idea in a series of interviews,
which was illustrated by these words (Thatcher,7)98ur policy is that every earner shall be
an owner'"
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year average of real values before and after ivatmation of the company. At the end
of the study, the authors declare significant iaseein real return, profitability, labour
productivity, capital investment spending, and,psisingly, even total employment.
The privatized companies reported significantly édowndebtedness and increase of
dividend payout. The firms with more than 50% chamg the original management
achieved better results.

Boardman and Vining (1989) examine the economifopmance of 500 of the biggest
non-US both private and state-owned industrial e@fions as of 1983. The firms are
divided into three groups according to their owhgrsstate-owned, private and mixed
ownership. The authors conclude that state-ownedrgnises and firms with mixed
ownership were significantly less profitable anaductive than private firms. They
also found out that firms with the mixed ownershigre not more effective than state
ones. It means that only full private ownership egates performance growth. To
examine whether profitability, labour intensity amtlebtedness had been different in
state-owned firms and private ones, Dewenter anthtelsta (2001) chose a similar
approach. They tested a sample of 500 of the bigges-financial international
corporations and panel data from three years (12985, 1995) — 1,369 observations in
total. Besides the type of ownership, other indepah variables were: size of firm,
region, industry, and influence of business cy€ke authors concluded that the private
companies were significantly more profitable whempared with state-owned ones:
the average profitability (profit to return) of pate companies was twice the
profitability of the state-owned firms. The privafems also had lower rate of
indebtedness and higher labour productivity. Adyyastate-owned firms tended to
employ more workers in comparison to the privateg, they have significantly higher
rate of employees per unit of sales. Besides basadysis, the authors also studied
situation of enterprises before and after the pidadion both in the short term (3 years
before and after) and the long term (10 years bedod 5 years after the privatization);
the results were similar in both cases. Profitgbdrowth was manifested mainly in the
first three years after privatization; it was notrebust in subsequent years.

One of the critical views on privatization pointsthe fact that studies do not present
any negative influences of privatization, e.g. howch higher performance is achieved
at the expense of employees (layoffs, greater pres® performance, possibly worse
working conditions and lower wages that reduce sjosthese concerns are partly
rejected, and partly confirmed by the next studg Rorta and Lopez-de-Silanes 1999)
which examines 218 Mexican corporations privatidadng the period 1983—-1991 after
the Mexican debt crises in 1982. Controlled firmerev often in the red before
privatization. The authors conclude that privatizedporations increased profitability
relatively quickly (average of 40%); the increaseprofitability is achieved through
higher prices (10%), by reducing the number of eypés (33%), and growth of total
productivity (57%). On the one hand, the numbeemployees was reduced by almost
half. At the same time, on the other hand, wageseased. Furthermore, thanks to
significantly higher labor productivity and totaégformance of the firm, workers had
better job prospects for the future.

Boubakri and Cosset (1998) examine the performah@® partially or fully privatized
firms of different industries in the period 1980929 Similarly as in previous studies,
the authors confirm the positive impact of privatian on growth of real profitability,

128



labor productivity, capital investments, and dividepayout. But they find out that the
performance is more considerable in the case afitdes with a higher economic level.
The same authors (Boubakri and Cosset 2002) examiluence of privatization in
African countries where transfer of state entegwigito private hands proceeds at a
much slower rate than for example in Latin AmericaAsia. The authors explain this
by saying that successful privatization is obs&dcby bad institutional environment
with dysfunctional financial market, weak privatctor, and limited capital resources.
Inadequate regulation and control by the statemasstric information, risk aversion,
lack of investment incentives, and overall institnél instability do not contribute to
effective privatization, nor the growth of the me sectof. Through the examined
sample of 16 African companies, Boubakri and Cog&02) conclude that we can see
higher performance after privatization but, in cast with previous study (Boubakri
and Cosset 1998), this result is not statisticaifnificant (only the growth of capital
investment is significant). Moreover, efficiencydareal sales slightly decrease (but it is
not statistically significant, too). The questi@whether the study is credible due to the
small sample of firms (16). The authors themsebdwit having difficulties in making
generalizations based on the results of the study.

The studies we examine in this section are sumediiz Table 1. All of them consider
how ownership effects firm performance in the n@msition economies till the 1990s.
First of all, we can compare pre- and post-priaion performance of the selected
enterprises. Most studies on this topic offer sjreapport for the proposition that post-
privatization performance (namely profitability) ehterprises is significantly higher
than before the privatization, and it is also acpamed by growth of labor productivity
and total productivity of production.

The impact of the privatization on employment i$ $o straightforward. Based on some
studies, we find a reduction of the number of erypés while their wages and long-
term prospects for further employment arise. Actwydo other papers, we can note
that growth of labour productivity and productiorofitability is accompanied by an
increase in number of employees. As describedansthdies examined, the privatized
enterprises invest more and run less into debt.

Secondly, we can examine studies using anotheraudeth comparison of state-owned
firms with private firms operating in the same tin@ompared to state-owned firms,
private firms seem to be significantly more prdila We can see better results in
enterprises that have changed their previous mamagte and where the share of state
control has been reduced. Finally, we observepbst-privatization performance could
depend on the economic level of country. The stahalyzing the impact of
privatization in Africa (Boubakri and Cosset 2008gnotes that the effect of
privatization is conditioned by the overall institinal environment.

® Soto (2000) points out that the problem of Africauntries dwells in the lack of formal and
protected property that is not written in officddcuments. This situation results in the fact that
property is not transformed into capital.
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Table 1: Impact of Type of Ownership on EnterprisePerformance: Non-

Transition Economies

D

Authors | Period Sample Research goal Conclusions
Boardman,| 1983 500 of the Impact of State-owned and mixed
Vining biggest ownership firms are significantly less
(1989) international | structure on firm | profitable, with lower LP

firms with performance compared with private
different types| (profitability, firms. Mixed firms are not
of ownership. | labour more effective than state-
productivity = owned firms, only fully
LP). private firms have higher
performance.
Megginso | 1961— | 61 industrial | Firm performance| After the privatization
n, Nash, 1990 firms from 18 | before and after | significant growth of real
Randen- developing the privatization | returns, profitability, LP,
borgh and developed (measured as investments, and even
(1994) countries. profitability, LP, | employment. Further,
debt, return on significantly lower debt and
investments, higher dividend payout.
employment). Better results for the firms
with more than 50% change
of previous management.
Boubakri, | 1980— | 79 firms of Firm performance| After the privatization
Cosset 1992 different before and after | significant growth of
(1998) sectors, less | the privatization | profitability, LP,
developed (profitability, LP, | investments, real output,
countries investments, employment, and dividend
(Brazil, Chile, | output, payout. Better results for
Mexico, employment). countries with higher
Turkey, economic level, and firms
Portugal, etc.). without state control share.
La Porta, | 1983— | 218 non- Firm performance| After the privatization
Lépez-de- | 1991 financial before and after | significant growth of
Silanes corporations | the privatization | profitability, LP, and total
(1999) of different (profitability, LP, | productivity. Employment
sectors employment, decreases to 50% but wage
(Mexico). wages). arise.

:S
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Dewenter, | 1975, 500 of the Impact of Compared to stat-owned
Malatesta | 1985, biggest ownership firms, private firms are
(2001) 1995 international | structure on firm | significantly more profitable
firms with performance (twice) with lower debt and
different type | (profitability, LP, | higher LP. Growth of
of ownership | debt). profitability is the most
(total 1,369 significant during 3 years
observations) after the privatization.
Boubakri, | 1989— | 16 African Firm performance| After the privatization
Cosset 1996 firms before and after | growth of profitability but
(2002) (Morocco, the privatization | not significant, decrease of
Nigeria, (profitability, efficiency and real sales
Tunisia, sales, (also not significant).
Ghana, investments). Growth of investments is
Senegal) statistically significant.

Note: LP = labour productivity;

Source: own survey

3.2 Empirical Studies on Transition Economies

The real boom in empirical studies examining théea$ of privatization on the

enterprise performance was recorded in the 1990a asaction to the collapse of
centrally planned economies in socialist countidsl the subsequent privatization,
whose scope is unprecedented in history. Transiiconomies are characterized by
simultaneous actions of a large number of botte statl privatized enterprises operating
under similar conditions, which allows to compahe tresults and to analyze the
influence of type of ownership on the enterprisefggenance. Frydman et al. (1999)
note that transformation environment is characteriby a high degree of uncertainty
and deep institutional changes. Under this conditibehavior in compliance with

standard rules gives a relatively weak competiigreantage.

Havrylyshyn and McGettingan (1999) select severalall topics of studies on
privatization of enterprises in transition econasnielated to the rate and extent of
privatization, conditions of privatization progranor type of new management
(principal-agentproblem). They consider whether it was better to closeesfams
down and start a new private business, or to pewdbrmerly state-owned enterprises.
Excited transformation debate took place betwegmpaters of rapid privatization
process (shock therapy) and defenders of gradwalsiton. Other issues were
connected with the fact whether enterprises shbalgrivatized into the hands of the
original managers or employees (insiders), rathan toutside domestic or foreign
investors (insiders). As noted by Olson (2000)hwibllapse of communism, central
governments lost much of their power which was rofteansferred to the existing
management and workers who were the main groupsnizeg for collective action.
But in many large state-owned companies selectegbrigatization, management and
workers were not fans of outsider privatization daefear of structural changes and
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competitive markets. Therefore, the firms were giveainly to insiders (especially in
Russia and other post-Soviet countries) who coedettteir lobbying power with other
groups that were not inclined to economic refortnoften resulted in insufficient
restructuring of enterprises and privatization ésss

The problem of early studies of privatization iartsition economies was a short time
since privatization to evaluation of the effectdrahsformation, including privatization.
According to the studies from the first years ahsformation, privatization appeared to
be non-essential for transformation and restructuif enterprises to improve their
economic performance. As described in study byigaReenen and Wolf (1995) who
were examining 450 firms in Czechoslovakia, HungdPpland, and Russia in the
period 1990-1993, it is not more probable thatptieatized enterprises go through the
efficient restructuring, including growth of thgerformance, compared with the state-
owned enterprises. Likewise, Pinto, Belka and Kraja (1993) point out that number
of Polish state-owned companies started reformatasvincreasing the efficiency of
production at the very beginning of the transfoioratvithout being privatized at first.
But this view was later challenged; other studi@svehshown that privatization is
associated with a certain degree of increase iparate performance in transition
economies, regardless of the background of the etitiye environment. These
following studies thus provide findings consistemith the previous research in
developing countries and developed economies; thatjzation generally leads to
increase in the enterprise performance.

Literature dealing with the privatization of the 90& primarily focuses on Central
Europe and the Baltic states because the procetibevélization and privatization
started here at firstMoreover, these countries first tried to achiend &inally joined
the EU. Compared to the countries of Central anstéfa Europe, initial conditions of
the post-Soviet countries were rather specific. Taasformation in the post-Soviet
republics came after decades of struggle withid agd centralized power of Moscow;
besides, some countries suffered from a civil wamditary conflict over the border.
Countries of the Former Soviet Union were much mategrated and centralized in
both the production sources and trade. Central bMlesauthorities fully controlled co-
operation between enterprises across Soviet ragbtioreover, all foreign trade was
in the hands of Moscow. Managers of the Soviet rentes were not interested in
marketability of products to foreign countries,nieeting of international standards and
making business contacts with foreign partners.

As described by Hoss and Stiglitz (2002), aftewgiization in Russia had started, it
was expected that privatization process itself @aiwkate a strong demand for quality
legal environment that would promote effective fimming of a market economy.

Similarly, Czech authors of the privatization methchypothesized that privatization

"We can hardly find a study dealing with the impattprivatization on the enterprises in the
Former Soviet Union and other European countrigsid® the EU, such as Albania and other
Balkan countries. Sachs, Zinnes, and Eilat (200@Jaéx that it is, for one thing, due to high

price of a data sample from business sector inetlwegintries, and for another, due to low
comparability of data which is collected by diffete method, particularly during the

transformation process.
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and reforms themselves would create pressure @blistsiment of legal institutions
based on market demand. That did not happen, thoDghthe contrary, the legal
uncertainty of the institutional environment faited the activities leading to rapid
acquisition of property, and therefore to tunnelofgprivatized companies, which was
sometimes the main intention of privatizers. Sis ot surprising that an alienation of
company property was widespread; this is true bmtltountries of Central and Eastern
Europe and the Former Soviet Union. Without effectsupervision over new owners
(previous member of staff, managers and externadsiors), enterprises had to face
destruction rather than restructuralisation.

Empirical Studies on Transition Economies: Centraland Eastern Europe

A comparative study of the World Bank (Pohl et197) which analyzes a sample of
more than 6,300 industrial enterprises in sevemitms (Bulgaria, the Czech and
Slovak Republic, Hungary, Poland, Romania, and &i@) in the period 1992-1995 is
one of the greatest works in a number of surveyedpanies. The sample is compiled
in such a way that the selected enterprises pres@arge percentage of employees in
industry® All companies had been originally state-ownedntiseme of them were
privatized, and some remained in state hands. The study zeslgrofitability of
enterprises, cash flows, growth in labour produistivtotal productivity growth and
export growth, and compare the extent of restriumguof enterprises, including other
factors affecting the restructuring (influence afvatization speed, concentration of
ownership, regulation of wage growth, financialcifiine of government and banks,
etc.). As a measure of restructuring, the authsestotal productivity growth (output
growth to input growth).

In five controlled countries (the Czech and SloWwdpublic, Hungary, Poland, and
Slovenia), there is significant growth of firm pitability in the period 1992-1995, and
there is only low growth of profitability in the sa of Romanian and Bulgarian
enterprises. The study shows that success of ctsting (i.e. increase in profitability)
is essentially affected by change of ownership fatate to private hands. Successfully
privatized firms increase thetal productivitymore of around 13% (whilst state-owned
enterprises only of around 3%l.abour productivity of the privatized firms also
increases, and the increase is moreover higher dhanth of real wages, although
wages increase relatively fast. Situation in stateed firms is the opposite: they show
decrease of labor productivity. Privatized firme afso more successful imvestments
per worker(8 times higher than in the state-owned firms).

Frydman et al. (1997; 1999) focus on middle indakanterprises of different sectors in
the Czech Republic, Poland, and Hungary, and aedlympact of the initial phase of
privatization (1990-1994) on the firm performan€ae authors note that all firms had
to reduce the excessive employment inherited frbengast, all had to look for new
markets, and had to improve their poor products muiice wasting of energy and
material resources. Compared to the state-owneukfithe privatized enterprises are
able to restructure definitely more efficiently gis having faced large decline of
returns at the beginning of transformation. Accogdito an econometric analysis,

8 The selected firms cover 41-93% of employmenhdustrial sectors in a certain country.
o According to Pohl et al., enterprises with moranth30% share of private ownership are
considered to be privatized.
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private ownership significantly increases the guiee performance regardless of the
industry or country, and even generates signifiggotvth of employment. Companies
privatized by outsiders have better results thaysehprivatized by insiders, among
which firms owned by employees are significantlyssleefficient; this type of
privatization even decreases labour productivity arcreases costs, unlike the other
privatized firms.

Among the countries of Central and Eastern Eur@ewumber of microeconomic
analyses deal directly with the Czech Republic.e€tans, Djankov, and Pohl (1997)
examine impact of privatization on performance 06 Tzech privatized enterprises in
the period 1992-1995. The authors conclude thaapzed firms are more efficient, as
measured by higher profitability and higher manka&tie. More concentrated ownership
increases performance of companies. Harper (2082) deals with Czech privatized
enterprises (453 firms from industry and servicesthe period 1992-1994), and
examines their performance 2 years before and & yafter the privatization, which is
measured as labour productivity (real returns aga net revenue per employee),
profitability and real returns. Despite the studyHrydman et al., which is mentioned
above, Harper concludes that the privatized firigsiicantly decrease a number of
employees, and even decline the real output. Rifferesults are also in the case of
concentration of ownership, which seems to be nigant. The same conclusion is
obvious in the case of performance: private owrprse connected with higher
performance. Like other authors, Harper too undeslithe importance of economic and
political institutions, which is appeared to beesgil for success of privatization. The
more stable and more developed financial and ecanomarket, the higher benefits
from the privatization are.

As described in the study of Czech economists HselkuKocenda and Svejnar (2004,
2006) who were examining at first around 900 Czenterprises privatized by 1995,
reduction of the state share itself does not autically lead to an increase in efficiency
because it depends on type of privatizer. In thee a financial groups and individual

privatizers, study does not demonstrate higheropexdnce of companies, unlike other
outsiders, e.g. foreign investors, who increaseptiidormance of privatized firms. In

order to determine the effect of ownership struetand ownership concentration on
profitability in the period 1996-1999, the samehaut analyze a sample of 1,500
medium and large enterprises. The authors tenketdaict that some private ownership
structures enhance the dynamics of post-privatinaperformance, compared with
public ownership and domestic investors, foreigaestors are more successful in
increasing the profitability.

Table 2 summarizes the results of the studies @kamine impact of ownership on
enterprises in transition economies of Central &adter Europe. We find out that
private ownership brings a significant increasdirim performance. According to the
studies, outsiders (i.e. privatizers beyond theioal structure of the company) are
more successful, especially foreign investors. Agnthre insiders, we can see the worst
results in the case of employee ownership. As destin Frydman et al. (1997, 1999),
employee ownership results in a decrease in lapmductivity and an increase in the
costs. Presented studies suggest that higher doatien of ownership leads to higher
performance of enterprises, and similarly as indase of the studies of non-transitive
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economies, the conclusions from the transition tes are not clear in what impact

privatization has on employment in privatized firms

Table 2: Impact of Ownership on Enterprise Performance: Transition Economies
of Central and Eastern Europe

Authors Period Sample Research goal Conclusions
Claessens, | 1992— | 706 Czech | Impact of the | Privatized firms are more
Djankov, 1995 privatized privatization | efficient; the higher
Pohl firms on firm ownership concentration,

performance | the higher profitability and
(1997) (profitability, | market value.
market value
of the firm).
Ponl, 1992—- | 6,300 Impact of the | Essential impact of
Anderson, | 1995 privatized restructuring | privatization on the growth
Claessens, and state- (privatization | of total productivity (an
Djankov owned speed, average of 4.5% per annun
(1997) industrial concentration | 4 times faster than in state
firms; of ownership, | enterprises). Growth of LP
Visegrad etc.) on firm in privatized firms pf 7.2%;
countries perfqrma}pce decreasg of 0.3% in state-
Bulgaria ' (profitability, | owned f|rms. 7_0—90% of LP
Romaniayl LP, growth of grovvth is as_cnb_ed to the
L total impact of privatization.
Slovenia. -
productivity, Investments per workers 8
export, etc.). | times higher in privatized
firms than in state-owned
ones.
Frydman, 1990- | Originally Impact of Private ownership
Gray, 1994 500, after ownership significantly increases
Hessel, elimination | structure on performance, regardless to
Rapaczynski around 200 | firm certain country and industry.
(1997; private and | performance | Better results in the case of
1999) state-owned | (growth of outsiders (growth of returng
industrial returns, and productivity around of
firms; employment, | 10% annually without
The Czech LP, costs). significant negative impact
on employment). Employesg
R., Poland, .
ownership has the worst
Hungary

results among insider
privatizers: decrease in LP,
increase in costs.

n,
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Harper 1990- | 453 Firm The privatized firms:

(2002) 1996 privatized performance | significant decrease in a
firms of before and number of employees and
different after the real output, but increase in
industries, privatization performance. The first wave

(employment, | of privatization had worse
LZE&Z'ECh LP, - results than the second one.
' profitability).

Hanousek, | 1996— | 1,500 middle| Impact of Some private ownership

Kocenda, 1999 and large ownership structures increase dynamics

Svejnar firms after structure and | of post-privatization

(2004) large-scale | concentration | performance: compared to
privatization | on firm the state ownership and
The Czech performance. domest_ic privatizers, better

) results in the case of
Republic .
concentrated foreign
ownership.

Hanousek, | 1990- | Around 900 | Impact of the | Only decrease in state shaie

Koc¢enda, 1996 privatized privatization itself does not lead to

Svejnar firms till on increase in performance.

(2006) 1995; performance | Financial groups and
The Czech (cost—_ individgals as new owners
R effectiveness, | do not increase

' profitability). | performance, other outsidefs
have better results.

Note: LP = labour productivity; Insider = privatizefrom among the original managers or
employees; outsider = privatizer from outside theeeprise structure (individual investors,
investment funds, financial institutions, domefitios, and foreign investors).

Source: own survey

Empirical Studies on the Transition Economies: thé-ormer Soviet Union

Privatization in post-Soviet countries is charagtd by dominant role of employees
and important role of the state. As described ineEf1998), defenders of employee
privatization were convinced that this reducedphacipal-agent problem. This opinion
claims that employee privatization protects fromynasetric information and

encourages motivation of employees on the firmItesand increase in productivity

where it is possible. Perevalov, Gimady, and Dobyod 999) also give reasons for the
employee or manager privatization in Russia: ttaythat insiders have better access to
information about a real value of privatized entisgs. Furthermore, supporters of the
employee privatization point that outsiders aredizapped in an environment where it
is difficult to enforce contracts and agreementsabse legal institutional environment
was not very favourable and distrustful of private from outside of the original
enterprise structure. Moreover, transfer of firrmsrsiders was supported directly by
the state to keep great power over the privatizaadpany. It was very difficult for
outsiders to press for needed changes againshakigianagement and employees.
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At the beginning of the transformation, policy-mekeand analysts in post-Soviet
countries assumed that the privatizers from amongl@yees would sell their shares in
the enterprises to other investors with the necgssapital, new technologies, and
access to new markets. After all, it did not hap@nme of the reasons was that workers'
desire to keep control of the company prevailecabse of traditional solidarity among
employees and poor functioning of the capital miarkesufficient institutional
environment and the whole business climate not @ing restructuring caused slow
process of transformation. On the basis of hisystfdseorgian firms, Djankov (1999)
claims that despite its positive privatization effeenterprise privatization could not
overcome burden of the past and inappropriate tondi In the adverse business
environment with lack of responsible managers, ehare not such big differences
between the private and the state-owned enterpeses; the case of the Central
European countries where the transformation neekstk proceeded faster, although
with a number of difficulties similar to the postaBet economies.

Barberis et al. (1996) also point to an adversduénfce of existing staff and
management structures. They deal with the privadiraof Russian state-owned shops
known for their inefficiency, sale of poor-qualigyppods, high stocks, excessive storage
space, insufficient services, and short openingrqioMost of the shops needed fast
restructuring measured as 4 indicators: rate afwvation of shop, extension of opening
hours, changes of suppliers, and reduction of rédninworkers. The sample contains
52% shops privatized by previous managers and emeto (dominant type of
privatization), 30% by outsiders and the rest byadiprivatizers. The authors conclude
that successful restructuring needs new ownersdriginal employees and managers)
with appropriate skills allowing them manage thaetin the market economy and such
who are not burdened by ties with both old suppli@nd employees. The change of
ownership increases probability of restructuringhia case of new management only.

Earle and Estrin (1998) analyze Russian industigkrprises to determine whether
privatization, competition forces and hard budgetstraint increase efficiency of firms.
The authors present robust proofs of the positivaaict of private ownership on labour
productivity: 10% increase in share of private owshé leads to 3-5% real growth of
labour productivity. Influence of competition is aler, depending on the measurement
and model specification. State support in the fasfmvarious subsidies of ailing
enterprises is negatively reflected in the ratprofatization (although this influence is
not a more significant one). Another similar stinyEarle (1998) based on a sample of
300 enterprises proves a statistically signifidamgact of private ownership (compared
to state ownership) on increase in labor produgtiin the case of managerial and
employee privatizers, and individual outsiders. &ttypes of privatization (investment
funds, foreign investors) do not prove positive &oip on increase in enterprise
performance.

Similar results (positive impact of privatizatiom tabour productivity) are proved by
Djankov (1999) who examines relationship betweennemship structure and
restructuring of firms on a sample of 960 privatizedustrial enterprises in 6 post-
Soviet republics (Georgia, Kazakhstan, Kyrgyzstdo|dova, Russia, and Ukraine) in
the period 1995-1997. The study does not includeBtitic States and six other former
Soviet republics due to inaccessibility of credibfga. The restructuring is measured as
the growth of labor productivity, and improvemehtmrking conditions of employees.
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The author concludes that the observed privatir@asfachieve an increase in labour
productivity (annually average growth of 13%) whishhigher than in the transition

economies of Central Europe (7% average growththdrcase of state-owned firms, we
can see lower rate of restructuring and even dedatithe labor productivity.

Grygorenko and Lutz (2004) also confirm the positinpact of private ownership on
the firm productivity. The authors examine a sampfe466 Ukraine joint-stock
companies; some of them state-owned and the otfegs privatization during the
period 1997-1999. Based on the results, majordtte siwnership indicates significantly
worse performance whereas private ownership (afthawt a 100% one) increases
performance, mostly in the years immediately aftévatization. Although the firms
with majority private ownership prosper significgnbetter than the others, a certain
percentage of the state share improves firm pedoom, compared with 100% private
ownership. The explanation of the authors is thasé companies continue to benefit
from connection to the state support, comparetigéditms without any state subsidies.

Contrary to previous papers, Perevalov, Gimady, Rotrodey (1999) present rather
worse results in favor of private ownership. Toedlgtine impact of privatization on

firm performance, they examine a sample of 198 skl enterprises of Sverdlovsk
region'® in the period 1992—-1996. They use panel regresaiah compare the firm

performance (real returns, profitability, costsdadabour productivity) before and after
privatization. The authors conclude that privataatitself does not lead to an overall
performance growth; the positive impact is confidmenly in the case of operating
profit and to some extent in labour productivigot

Table 3 summarizes results of the studies on thmadiof private and state ownership
on firm performance in the post-Soviet republice ¥an conclude that transformation
from state to private ownership has generally ftiatilly significant effect on the labor
productivity growth. Regarding the type of privatibn process (outsiders vs. insiders),
the results are not so straightforward. Howevéneaslearchers examining the impact of
ownership on the post-Soviet firm performance agiest the transformation was
influenced by unsatisfactory quality of the indiitmal environment including
insufficient protection of property rights, excessiinfluence of the state in partially
privatized firms, inadequate supervision of theaficial market, and dysfunctional
market shares. Due to a burden of the past, laclexperience with free market
economy and with private ownership of productiorctdas, due to lack of the
functioning formal and informal rules, we can olbgethat privatizers were recruited
from investors without long-term goals, mostlyla £xpense of sustainable prosperity.

1 The sample covers 29% of all privatized firms lwe tSverdlovsk region where process of
privatization was much faster than in other partRefssia. In 1995, there were only 7.5% of
industrial enterprises in state ownership.
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Table 3: Impact of Ownership on Enterprise Performance: Transition Economies
of the post-Soviet countries

Authors | Period Sample Research goal Conclusions
Barberis, | 1992— | 452 stores, | Impact of Privatization by original
Boycko, 1993 most of them| ownership employees or managers
Shleifer, privatized,; structure on does not lead to the higher
Tsukanova restructuring probability of restructuring,
(1996) Russia (high only new owner (outsider)

performance) of| supports higher
stores. performance.
Earle, 1990- | Around 400 | Firm Significantly positive
Estrin 1994 industrial performance impact of private in
(1998) enterprises | before and after| comparison to state
privatized privatization ownership on the real
and state- (real growth of | growth of LP; 10% increase
owned,; LP). in share of private
ownership leads to 3-5%
Russia growth of LP. State support
(weak budget constrains)
slows rate of restructuring
and higher performanc
Djankov 1995- | 960 Impact of Privatized enterprises: LP
(1999) 1997 industrial ownership growth of 13% per annum;
privatized structure on state and employee
enterprises; | firm ownership always
performance associated with decline in
Georgia, (growth of LP, | LP (but statistically
Kazakhstan, | improvement of | insignificant). Foreign
Kyrgyzstan, | working ownership with at least 309
Moldova, conditions). share is statistically
Russia, and significant associated with
Ukraine. LP growth.
Perevalov,| 1992— | 198 middle | Impact of Privatization itself does not
Gimady, 1996 and large ownership bring the general growth of
Dobrodey industrial structure on firm performance; only in
(1999) privatized firm some partial cases: positive
enterprises; | performance impact on operating profit

Sverdlovsk
region in
Russia.

(real growth of
sales,
profitability,
costs, and LP).
Comparison
before and after
privatization.

and LP depending on type
of privatization.

Note: Privatization methods
very heterogeneous; major
part of enterprises privatize
by insiders with certain
share of state.

h
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Grygorenk | 1997— | 466 Impact of Companies with a major
o Lutz 1999 privatized ownership share of state have
(2004) and state- structure on significantly worse

owned join- | firm performance while private

stock performance ownership increases it.

companies; | (real growth of

LP).
Ukraine.

Note: LP = labour productivity; Insider = privatizefrom among original managers or
employees; outsider = privatizer from outside theeeprise structure (individual investors,
investment funds, financial institutions, domesitios, and foreign investors).

Source: own survey

Conclusion

This paper presented and analyzed results of erapistudies in order to determine
whether private property and privatization of epteses encourage firms to increase
their performance. Firm performance is measuredthas growth of profitability,
investments, labour productivity, real sales, aff#ectiveness, etc. The survey aimed at
two groups of countries: firstly, state-owned amiyatized enterprises of non-transition
economies until 1990, and secondly, transition eouas after the collapse of the
socialist systems of central planning economie® 3$&cond group of enterprises was
divided into two regions: Central and Eastern Eerognd the Former Soviet Union,
separately.

The privatization in the last third of the 20th tey refers not only to post-socialist
bloc of European countries but has become a glgil@nomenon. Although
contemporary Western European countries with mada@mnomies and democratic
political regimes have been built on the princigke private ownership since the
Industrial Revolution, many states have tried teerfiere in private property of
production factors during the 20th century. Natlagion often resulted only in higher
national debt caused by remediation of non-viablterprises. Finally, in the 1980s,
Western countries started privatization proces®updessure of the European Union to
liberalize markets and to reduce deficits. It ipartant to note that share of state-owned
companies in Western countries was about 10-20%ré&dhe privatization. It is only
very small share, compared with the socialist bidtxich had to undergo privatization
and transformation of tens of thousands of enteeprivithin a few years. A long time
elapsed since the major wave of privatization inope and most countries have already
completed the transformation process. However, gisgrrent nationalization trends,
e.g. in Latin America, the results of presentedlissimay be useful even today.

Theoretical parts of the empirical studies mosthgpbasize the positive impact of
private property on economic prosperity becaussufiports efficient use of scarce
resources and helps save transaction costs, angrigate property contributes to
economic welfare of society. Theoretical argumémfavor of privatization of formerly

state-owned enterprises are based on the neoezlhsassumptions of perfect
competition and information, zero transactions goahd no public goods, without the
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influence of institutional framework including thlitical and legal institutions, both
the formal and the informal rules of game.

Most of the controlled studies use regression aigmbBnd other econometric methods to
examine a sample of enterprises by one of two aumhes: either comparison of pre-
privatization to post-privatization performance thfe selected privatized firms, or

comparison of state-owned firms to private firmsha&t same time.

Results of the studies examining the impact of owlme on firm performance agree
with the fact that private ownership supports perfance of enterprises. In the first
group of privatized enterprises from non-transitieconomies, we find statistically
significant growth of profitability, labour produetty and investments. As regards
employment, two studies present an increase in@mpent, while another study shows
opposite process. Nevertheless, a reduction ofitineber of workers is associated with
growth of wages. According to the study of Africanivatized firms, the effect of
private ownership is not so straightforward due it@ppropriate institutional
environment without functional financial marketstofection and enforcement of
property rights, and the overall institutional sl

Similar conclusions are confirmed by the resultsttif second group of enterprises
dealing with the impact of privatization on firm rf@mmance during the period of
transformation. According to the studies focusing @entral and Eastern European
countries, we also find out that private ownerdhimgs a significant increase in firm
performance (namely labour and total productivityyestments, and profitability).
Outsiders (i.e. privatizers from beyond the origjistaucture of the company) are more
successful than insiders; we can see the worsitsésithe case of employee ownership
(a decrease in labour productivity and an incréasests). Similar results related to the
positive impact of private ownership on the growtHabour productivity are presented
in the studies on the post-Soviet republics. Pidasibn by insiders (namely employee
ownership) seems to be associated with a declifebimur productivity, similarly as in
Central and Eastern European economies.

Namely in the case of the post-Soviet countries,aithors of the studies underline the
negative influence of poor quality of institutiofi@sufficient protection of property
rights, excessive influence of state in partialtivatized firms, etc.) which is the result
of the past and changes very slowly. In companisitih other countries passing through
the transformation (leaving aside the former couofrYugoslavia, torn and destroyed
by civil war), the overall institutional environmeof the post-Soviet countries was even
more adverse to privatization and total restruouef the economy than, for example,
in the Visegrad countries. Post-Soviet enterprigas to face high transaction costs of
conclusion, compliance, and any subsequent enfaoewf contracts due to lack of
quality legal institutions. Furthermore, there wemorly functioning market of both
outputs and inputs, lack of other state institwidor effective supervision of financial
institutions (after all, it was not characteristialy for the post-Soviet economy) at that
time.

In summary, the results of the studies suggestpttigdite ownership is an important but
not sufficient determinant of the long-term firmopperity subsequently resulted in the
overall rise of wealth of nations. The positive ampof private ownership on economic
performance can occur only in an appropriate msihal environment with relevant
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legal standards (righteous and enforceable cosirgebtection of shareholders and
creditors, adequate banking system, functioningkhgoicy courts, capital market
supervision, etc.).
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