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Privatisation Trends1

Introduction and summary

For the first time since 1994, global privatisation activity recorded a sharp decline
in 1998. Proceeds dropped by 26 per cent to around US$114.5 billion, from an all
time high of US$153.8 billion in 1997 (see Table1). As in pr evious years the bulk of
privatisation revenues were generated in OECD countries, some US$86 billion or
around 75 per cent of global privatisation revenues. Most of the activity took place
among the European members of OECD. Privatisation activity in non-OECD coun-
tries, still robust in 1997, was drastically reduced as the financial crisis in Asia and
Russia reduced cross border investment and shook investor confidence. Proceeds
were almost halved to US$28.5 billion, reducing non-OECD share of activity to about
a quarter of total (see Chart 1). Only Brazil showed significant activity with its telecom
privatisation in the second half of 1998.

Public offerings continued to be the dominant method of selling publicly owned
enterprises in OECD countries; close to two thirds of privatisations were carried out
using this method. By contrast, almost two thirds of non-OECD privatisation pro-
ceeds were generated through trade sales to strategic investors.

Domestic investors have become increasingly important to privatisations,
especially those involving public offerings. This is linked to the broadening of share
ownership within the OECD and the deepening of national equity markets (itself
largely a result of privatisation). Retail investors continued to be very important to
the success of public offerings. However, the importance of institutions and a sur-
prising surge in sales to strategic buyers might indicate a break with the past.

As mentioned, financial market volatility in 1998 had a dampening effect on
global privatisation activity, particularly in the non-OECD area. In the future,
privatisation progress in non-member economies will largely depend on the global
investment climate. Even though the crisis seems to have actually spurred
privatisation programmes in certain regions (especially Asia) their implementation
will be a function of further progress in corporate restructuring, improved corporate
governance and the rehabilitation of banking systems.
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Australia
Austria
Belgium
Canada2

Czech Republic3

Denmark
Finland
France
Germany4

Greece
Hungary
Iceland
Ireland
Italy5

Japan
Korea
Luxembourg
Mexico
Netherlands
New Zealand
Norway
Portugal
Poland
Spain
Sweden
Switzerland
Turkey
United Kingdom6

United States

Total OECD
of which: EU15
Other countries7

Global total

◆ Table 1. Country breakdown of global amount raised from privatisation1

US$ million

1990 1991 1992 1993 1994 1995 1996 1997 1998p

. . Not available.
–  Nil or insignificant.
p: Provisional.
1. The amounts shown are gross proceeds from privatisation. These do not necessarily correspond to the net amount

available to the government. The figures are on a calendar year basis and they may not add up to published budget
figures.

2. There were no federal privatisations in 1997. Provincial data are currently not available.
3. The cumulative amount for 1991 – 1993 is US$2 240 million.
4. Up to 1997, information on trade sales is not available.
5. Including convertible bond issue (INA) of US$2 055 million in 1996 and indirect privatisations raising US$2 658 million

in 1996 and US$2 620 million  in 1997.
6. Debt sales amounting for years 1990 to 97 (fiscal years): £5 347 million, £7 924 million, £8 189 million, £5 453 million,

£6 429 million, £2 439 million, £4 500 million respectively.
7. Source for 1990-96 is World Bank and SBC Warburg; as from 1997 source is IFR Securities.
Source : National statistics unless otherwise indicated.
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In contrast, OECD privatisation programs have not been overly affected by the
crisis, with a modest (but non-trivial) 10.4 per cent reduction in receipts last year. At
present, it seems likely that most privatisation programs in major OECD economies
will follow their planned course in 1999.

I. Privatisation in 1998

A. Selected OECD countries

Notwithstanding the decline in OECD countries’ privatisation activity in 1998, they
increased their share of global activity from about 62 per cent in 1997 to 75 per cent.

The decline in privatisation was slightly more pronounced for members of the
European Union (EU), where proceeds fell by about 12 per cent. These countries
accounted for more than half of global proceeds and over two thirds of OECD activ-
ity. Since 1992, the EU share of global proceeds has been growing quite steadily

◆ Chart 1. Global amounts raised from privatisation
(US$ billion)

p:   Provisional.
Sources:   OECD based on national statistics, World Bank, SBC Warburg and IFR Securities (as from 1997).
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against a background of EU directives aimed at liberalising markets, particularly in
electricity and telecommunications sectors. Another factor was the budgetary stream-
lining in the run-up to European Monetary Union. In 1998, Italy (15.8 per cent), France
(15.7 per cent) and Spain (13.5 per cent) alone accounted for close to half of OECD
countries’ privatisation proceeds.

The Italian privatisation programme, one of the largest in the recent years, con-
tinued at a slower pace. The proceeds were US$13.6 billion, which is almost half of
the previous year’s level. The offering of the fourth tranche of the oil and gas com-
pany ENI, the first tranche of which had been sold in 1995, reduced government
stake to 35per cent and raised around US$7billion, while the successful public
offer of BNL in the banking sector raised US$4.6 billion.

In France, privatisation activities picked up in 1998, thanks to the US$7billion sec-
ond public offering of France Telecom shares in December, which was also the largest
European public offering in 1998. In addition, Deutsche Telecom, acquired a 2 per cent
stake in France Telecom as part of the planned strategic alliance between the two com-
panies. This sale of 66.3million shares, reduced the government stake from 75per cent
to 62per cent. A key feature of this offering was the strong support of retail investors:
around 3million applied for shar es. In October, the public offering of a 41.4per cent
share of the insurer CNP Assurances was also strongly supported by retail investors and
raised US$1billion. T wo of the largest European trade sales of stakes in insurance and
banking industries (GAN Insurance and CIC banking) were also carried out this year.

Spain has one of the most ambitious privatisation programs in Europe; over
the last two years more than US$24billion ha ve been raised from the sale of gov-
ernment-owned assets including telecoms, financial services and electricity. In
1998 total proceeds dropped slightly to US$11.6billion from sales that included
the secondary offerings of Argentaria Bank, Endesa (power utility) and Tabacalera
(tobacco). These were carried out amid very strong local investor demand, leading to
a reallocation of shares in favour of domestic retail investors.

Portugal’s ambitious privatisation program continued in 1998, with secondary
offerings in a number of sectors raising around US$4.3billion. These included shares
in EDP (power generation), BRISA (motorways) and Cimpor (cement producer). Again,
the offerings were characterised by very strong support from domestic retail inves-
tors, reflected in huge over-subscriptions of retail tranches.

Poland’s privatisation activity in 1998, raised US$2billion. It included the country’s
largest ever initial public offering of 15per cent of the telecom company TPSA , which
raised around US$925million, and the sale of 15per cent of the largest Polish bank,
Bank Pekao, raising more than US$250 million. Also, the acquisition of a 36.9 per cent
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stake in Bank Przemyslowo-Handlowy, by Bayerische Hypo-Bank and Vereinsbank was
completed. Finally, the trade sale of Polfa Poznan pharmaceutical company took place.

Finland’ sale of a 22.2 per cent government stake in Sonera, the national tele-
communications firm, raised US$1.9 billion. The country’s largest ever privatisation
by public offering, it was carried out amid volatile stock market conditions. The sale
was largely targeted toward foreign investors, and was generally seen as a success.
The public offering of 15 per cent of the energy giant Fortum (the result of an earlier
merger between two state-owned companies), initially postponed because of diffi-
cult market conditions, took place in December 1998.2

The US$4.4 billion IPO of Swisscom, Switzerland’s national telecommunications
company in October was the country’s first ever, and Europe’s largest initial public
offering in 1998. Again, difficult market conditions resulted in a weak retail response.
However, a strong response from institutional investors made the offer a success.

In Austria, the US$2.33 billion sale of a 25 per cent-plus-one share stake in Telekom
Austria to Telecom Italia in October was the country’s largest ever privatisation. It
confirmed an upward trend in Austrian privatisation, that seemed unabated by the
market conditions in 1998, partly because of its strong tilt towards trade sales.

Denmark also took a major step forward in its privatisation program. Proceeds
of US$4.5billion in 1998, representing some 2.6 per cent of GDP greatly exceeded
total proceeds of the previous eight years.

Outside Europe, there were landmark privatisations in Japan and the
UnitedStates.

Japan undertook one of the three largest public offerings of 1998. In December,
the offering of the fourth tranche of NTT, representing some 6.48per cent of NTT shar es,
raised around US$6.6billion and reduced the government stake to 59per cent.

In the United States, the initial public offering of the US Enrichment Corpora-
tion (USEC) stock raised US$3.1billion. This was the largest ever individual
privatisation in the country, and the first federal government privatisation since the
sale of ConRail a decade ago.3 USEC produces 75 per cent of the US nuclear fuel and
is involved in a program aimed at conversion of Russia’s weapon grade uranium to
non-military purposes. For this reason foreign participation was limited to 10 per
cent of the company.

In Australia privatisation activity dropped to less than half of the levels
prevailing in 1997. It included the sale of a number of airports, predominantly
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by means of trade sales. At the state level activities included the sale of Western
Australia’s Dampier-Bunbury gas pipeline.

B. Selected non-OECD countries

In contrast to the robust activity of 1997, the market conditions in 1998 and a
loss of investor confidence in emerging economies took their toll on non-OECD
privatisation programs. Proceeds fell to around US$28.5 billion, or less than half
their 1997 levels.

Brazil accounted for the bulk of proceeds (US$25.5 billion according to Sec-
retariat estimates) within the group. The US$19 billion private sale of Telebras –
the Brazilian telecoms group, split up into 12 operating companies – coupled
with smaller privatisations in the banking and electricity sectors made 1998 the
most important year for Brazil’s privatisation program. With the 1995 removal of
restrictions on foreign ownership, coupled with legislative changes allowing the
award of concessions, a new phase in the Brazilian privatisation program has
been entered. There is now greater emphasis on privatisation of telecoms and
other public utilities.

In non-OECD Asia, privatisation activities have suffered a serious set-back.
Proceeds in 1998 fell to around US$1.3 billion. Nevertheless notable partial
privatisations last year included China’s Yanzhou Coal Mining Co. which raised
US$256 million, Chinese Taipei’s Fertiliser (US$258million), Thailand’ s oil and gas
company PTEEP (US$195million) and EGCOMP (a Thai electricity provider) for
US$241 million.

In Africa and Middle East, privatisation continued to develop at a slow path. In
Egypt, which has one of the most ambitions privatisations programmes within this group
of countries, plans involving the telecom and cement companies were postponed.

II. Trends and prospects

The prospects for privatisation in non-member economies are uncertain. Many
projects that were put on hold in 1998 may be carried through, but much depends on
the pace of restructuring and stabilisation in the national energy sectors. The recent
Brazilian crisis might affect important privatisation programmes of this country. How-
ever Brazil is still envisaging significant (around US$10 billion) proceeds from
privatisation in 1999. Colombia hopes to raise at least US$1.6billion from privatisation,
primarily in the energy sector. Peru will be seeking to raise US$1billion in 1999.
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As economic restructuring is advancing in Asia, the need to improve quality
and depth in the equity markets – and, in some countries, the need to finance the
increasing budgetary burden of financial and corporate restructuring – have resulted
in an increased commitment to privatisation in the region, particularly in Chinese
Taipei, Thailand and Indonesia.

Among OECD countries, the strong privatisation effort of the last 5 years seems
likely to continue in 1999. In France, privatisation activity is set to be strong. The
partial sales of Air France and Aerospaciale and total divestiture of the troubled
French state-owned bank Credit Lyonnais, now completely restructured, are to be
expected by the end of 1999.

The government of Spain has declared that by 2000 only mining and parts of
the defence industry will stay publicly owned. Expected proceeds in 1999 stand at
US$9 billion. Poland is likely to continue with its ambitious privatisation programme.
The bulk of privatisations are expected to be in the form of sales to strategic inves-
tors through trade sales.

Australian activity is expected to include a secondary sale of a 16 per cent stake
in Telstra, the telecoms company, and a number of sales of energy firms owned by
states. Major activity is also expected in Korea with privatisation tranches in its
energy (oil, gas and electricity) and telecoms sectors. Mexico has recently announced
reforms of its electricity sector, which will include constitutional amendments to
permit the shares of the state-owned electricity company to be sold. New Zealand
is expected to proceed with the privatisation of an electricity generating company
in 1999.

Finally, as privatisation programs at the national level progress and mature,
sub-national and local privatisation activity is expected to become increasingly
important.

III. Structural aspects of privatisation

A. Privatisation in selected sectors

The sectoral composition of privatisation proceeds vary from year to year
depending on the stage of privatisation programmes in each country. Often, early
stages of privatisation programmes focus on the sale of enterprises that are already
operating in competitive markets. These assets can be sold without a great deal of
restructuring. The sale of telecommunications firms and other public utilities require
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a separation of commercial aspects, significant industrial and sectoral restructuring
and the putting in place of regulatory frameworks; they therefore happen later in
the program.4 In this respect, the predominance of sales in infrastructure industries
such as telecoms, energy and other utilities in OECD countries and fairly consis-
tently diminishing proceeds in manufacturing, point to a maturing of the privatisation
effort in the OECD area.

The most visible similarity of sectoral distribution of privatisation proceeds among
OECD and non-OECD countries is the continuing predominance of the telecom sector
in 1998. In terms of value, telecom sales generated around US$45 billion. This repre-
sents a drop of 14per cent compared to 1997 , but nonetheless telecom privatisations
accounted for about 40 per cent of activity.

Telecom privatisations within OECD countries dropped to US$29 billion from
their peak of US$41 billion in 1997, but they continued to be the predominant
area of activity, accounting for about a third of proceeds (Chart 2). The most im-
portant transactions in 1998 included the public offering of France Telecom,
Swisscom and Sonera. Ownership changes and “indirect privatisations”5 in other
countries, while not characterised as privatisations by OECD definitions, under-
score the significance of activity in this sector.6 An article in an earlier version of
Financial Market Trends linked this strong activity with “supply factors” such as tech-
nological developments and ongoing deregulation.7 Other reason have been of-
fered by some observers, who argue that the industry’s strong growth prospects
and lack of exposure to overseas market turbulence make it highly attractive to
investors.

In non-OECD countries, the predominance of telecom privatisations was even
more pronounced. In fact, telecoms was the only sector where privatisation activity
did not decline. Proceeds increased by more than 50 per cent over 1997 levels and
accounted for 60 per cent of total revenues in these countries (Chart 3).

The second most important sector in the OECD area was financial services, where
the value of proceeds rose to just over US$20 billion, or about a quarter of OECD
privatisation proceeds in 1998, from around US$6billion a year earlier . This is the only
sector in OECD in which privatisation proceeds increased significantly. In 1998, BNL in
Italy, CIC in France and the fourth tranche of Argentaria in Spain, are amongst the most
important bank privatisations. Outside OECD, however, where this sector’s importance
was previously on the rise, activity declined.

In the area of public utilities (including energy), privatisation transactions
declined in 1998. This was particularly the case in the non-OECD area where a rising
trend since the early 90s was quite sharply reversed.
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◆ Chart 2.   Privatisations in OECD countries by main sector
(US$ billion)

C. Financial D. Public utilities

E. Transport and other F. Not specified

p:   Provisional.
Discrepancies between Table 1 and Chart 2 are due to incomplete data regarding the sectoral breakdown.
Sources:   OECD based on national statistics,  World Bank and SBC Warburg.

B. TelecommunicationsA. Manufacturing



Financial Market Trends, No. 72, February 1999

138

25

20

15

10

0

5

5.0

3.5

3.0

2.5

2.0

1.5

1.0

0

0.5

9

4

3

1

0

5

2

3.0

2.5

2.0

1.5

1.0

0.5

0

14

10

6

4

2

0

18

8

6

4

2

0

10

1990 91 92 93 94 95 98p9796

12

14

16

4.5

4.0

8

12

8

7

6

1990 91 92 93 94 95 98p9796

1990 91 92 93 94 95 98p9796 1990 91 92 93 94 95 98p9796

1990 91 92 93 94 95 98p9796 1990 91 92 93 94 95 98p9796

◆ Chart 3.   Privatisations in non-OECD countries by main sector
(US$ billion)

C. Financial D. Public utilities

E. Transport and other F. Not specified

p: Provisional.
Sources:   World Bank, SBC Warburg and IFR Securities (as from 1997).

B. TelecommunicationsA. Manufacturing



Privatisation Trends

139

B. Privatisation methods

The choice of method of privatisation depends on the country’s characteristics,
such as capital market development and legal infrastructure, the size and nature of
the enterprise in question, and the aims of the privatisation programme as a whole.
Methods of sale have significant implications in terms of the transparency of the
process and its political credibility, corporate governance, financial market devel-
opment, competition and political objectives.8

Public offerings are highly transparent, require deep capital markets, a sophis-
ticated financial and legal infrastructure, and a few, large privatisation candidates.
Most OECD countries meet these conditions. After two years of growth, the pro-
ceeds from public offerings in OECD countries dropped in 1998. However this method
of sale continues to dominate, representing more than half of privatisation proceeds
within the area (see Chart 4).
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◆ Chart 4. Privatisations in OECD countries by type of transaction
(US$ billion)

*   Including management or employee buy-out, asset sales and lease or management contracts.
p:  Provisional.
Discrepancies between Table 1 and Chart 4 are due to incomplete data regarding breakdown by type of transaction.
Sources:   OECD based on national statistics, World Bank and SBC Warburg.
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*   Including management or employee buy-out, asset sales and lease or management contracts.
p: Provisional.
Sources:   World Bank, SBC Warburg and IFR Securities (as from 1997).
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Trade sales offer an opportunity for introducing new management and infusing
technology; in contrast to public offerings, they do not require a large corporate size
or restructuring prior to sale. The share of trade sales in non-OECD privatisations
has been growing steadily during the last few years. In 1998, they accounted for
nearly two thirds of proceeds. A significant feature in 1998, is the massive drop in
the value and share of public offerings, which accounted for only 10 per cent of pro-
ceeds, the smallest since 1990 (see Chart 5). This is telling evidence of international
portfolio investors’ cautious behaviour in emerging markets. Strategic investors, on
the contrary, did not seem to shy away from emerging markets, as evidenced by the
Brazilian Telebras trade sales – by far the largest one last year.

IV. The profile of buyers and the impact on capital markets

Privatisation offerings have contributed to increasing transaction volumes,
liquidity and market capitalisation.9 They account for more than 55per cent of the
number of equity issues in the 12 larger European economies; and in Italy and Spain
shares sold in privatisations represent more than 70 per cent of the total market
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capitalisation. In terms of size, all of the very large (over US$5 billion) and more
than 70 per cent of the large (over US$1 billion) European equity issues were
privatisation transactions. The average size of privatisation public offerings has been
growing over the recent years, averaging US$1.5billion in 1998, compared to
US$1.1billion in 1993. Domestic buyers have largely overtaken foreign ones in pub-
lic offerings, suggesting that privatisation has been successful in one of its main
goals: to develop domestic capital markets. Whereas as recently as 1992, only one-
third of OECD’s privatisation public offerings were taken up by domestic residents,
in 1998 an impressive 84 per cent of such offerings were purchased by residents
(Charts 6A and B).

Similarly, retail investors continued to be the most important purchasers at
public offerings in the OECD area. Their role, however, has been declining steadily
beginning in 1996, from 73per cent of proceeds to around 58per cent in 1997 and
47per cent in 1998 (Chart 7).

The importance of a strong retail investor interest in IPOs has been extensively
discussed. Governments undertaking IPOs have strongly encouraged retail interest
through a variety of incentives, such as discounts, bonus shares (if the original shares
are retained for a certain period), price reductions on services offered by the privatised
company and guarantees against falls in the price of the stock.

However, experience in 1998, for example with Swiss Telecom offering showed
that a strong retail response is not guaranteed. It should be noted that in this case
the government was much less generous in offering incentives to retail buyers
than most other European governments (with the exception of the Netherlands).
In any event, volatility in financial market conditions in 1997 and 1998 could be
one of the reasons for low retail interest. Running out of attractive domestic candi-
dates might be another.

A third more intriguing aspect of the issue is the consistent growth of resi-
dent buyers in public offerings – in spite of the overall fall in retail participation.
Since institutional buyers, foreign and domestic, as a group play as largely
unchanged role in privatisation this points to an increasing role for domestic
institutional investors and asset management intermediaries in several OECD
countries. This type of equity market intermediation was rather underdeveloped
until recently. It reflects the move away from “stable or core shareholder”
arrangements that were used as a device in the 80s and early 90s to ensure sta-
bility in privatised companies: as large institutional shareholdings develop, the
need for pre-designed ownership arrangements will decrease. This might enhance
flexibility in ownership structures and improve corporate governance in the com-
panies concerned.
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For trade sales, the trend seems to be the opposite. In 1998, resident firms
were purchasers of 54 per cent of trade sales in OECD countries, down from 68 per
cent the previous year. This decline is largely consistent with the trend in the previ-
ous decade. This might point to a greater liberalisation of cross border investment
in the OECD area – especially in industries where foreign buyers were previously
unwelcome. It is consistent with an overall strenghtening of foreign direct invest-
ment flows in the OECD area during the last 9 years.10
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Notes

 1. This article has been prepared by Stilpon Nestor and Ladan Mahboobi of the Privatisation and
Enterprise Reform Unit, OECD. Ayse Bertrand and Agnes Cimper of the Financial Statistics
Section were responsible for putting together the comparative statistical data.

 2. The Fortum transaction is not included in 1998 proceeds.

 3. It must be noted that a great deal of US privatisation activity has been at the state level, and has
involved contracting out activities.

 4. See Financial Market Trends, March 97, No. 66.

 5. An indirect privatisation is the sale of assets in which the government does not hold a direct
stake but where it has a stake in the seller.

 6. Such transactions include the US$18.4 billion initial public offering of shares in the cellular arm
of Japan’s NTT (NTT DoCoMo) last fall, and the German government’s transfer of an additional
13.5 per cent of its Deutsche Telekom stake to a government controlled bank (KfW). The latter
involved a “parking of shares”, which raised KfW’s stake to 24.5 per cent.

  7. See Financial Market Trends, June 98, No. 70.

  8. See Financial Market Trends, June 98, No. 70.

  9. For an extensive discussion see article by Roscini and Esteve, in Privatisation International,
January99.

10. See Financial Market Trends, November 1998, No. 71.
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