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Recent Privatisation Trends*

I. Introduction and summary

Over the past two decades, privatisation has become a key ingredient in eco-
nomic reform in many countries. In the last decade alone, close to one trillion
US dollars (USD) worth of state-owned enterprises have been transferred to the
private sector in the world as a whole. The bulk of privatisation proceeds have
come from the sale of assets in the OECD member countries. Privatisation have
affected a range of sectors such as manufacturing, banking, defence, energy, trans-
portation and public utilities. The privatisation drive in the 1990s was fuelled by
the need to reduce budgetary deficits, attract investment, improve corporate effi-
ciency and liberalising markets in sectors such as energy and telecommunications.
The second half of the 1990s brought an acceleration of privatisation activity espe-
cially among the members of the European Monetary Union (EMU), as they started
to meet the requirements of the convergence criteria of the Maastrich Treaty. 

After a decade of growth, global privatisation proceeds in 2000 stood at
USD 100 billion,1 down by almost one third from the levels attained in 1999
(Table 1). Much of the decline took place in the OECD countries, which saw their
traditionally high share of world privatisation proceeds reduced. Nevertheless, the
OECD area continued to account for well over half of global proceeds (Figure 1),
the bulk of which came from members of the European Union (EU).

* This article was prepared by Ladan Mahboobi, Corporate Affairs Division. The data are from the
OECD Privatisation Database and have been prepared by Ayse Bertrand of the Financial Statistics
Unit. The data base captures, from national and other sources the amounts raised from privatisation
in OECD countries and incorporates privatisation data from the World Bank Privatisation Database
for information on non-member countries. The amounts reported are gross values of transactions,
which may not necessarily correspond to the net amounts available to the government as a result of
disposal of its assets. Other information reported in this article is based on various media reports
including Financial Times, and Privatisation International.
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Table 1. Country breakdown of global amount raised from privatisa

USD million

1990 1991 1992 1993 1994 1995 1996 19

Australia  19 1 042 1 893 2 057 2 055 8 089 9 052 16
Austria2  32  48  49  142  700 1 035 1 302 2
Belgium  956  548 2 745 1 222 1
Canada3 1 504  808 1 249  755  490 3 998 1 768
Czech Rep.4 1 077 1 205  994
Denmark  644  122  229  10  366
Finland  229 1 120  363  911
France5 12 160 5 479 4 136 3 096 10
Germany6  325  435  240 13 228 1
Greece  35  73  44  558 1
Hungary  38  470  720 1 842 1 017 3 813 1 157 1
Iceland  21  10  2  6
Ireland  515  70  274  157  293
Italy7  759 3 039 9 077 10 131 11 225 24
Japan 13 875 2 039
Korea  817 2 435  480 1 849
Luxembourg
Mexico 3 124 10 757 6 864 2 531  766  170  73 2
Netherlands  716  179  780 3 766 3 993 1 239
New Zealand 3 895  17  967  630  29  264 1 839
Norway  73  118  521  660
Poland  23  171  373  433  725 1 101 1 442 2
Portugal 1 092 1 002 2 206  422 1 123 2 362 3 001 4
Slovak Republic8  63  415 1 004  486
Spain  172  820 3 222 1 458 2 940 2 678 12
Sweden  378  252 2 313  852  785 2
Switzerland
Turkey  486  244  423  566  412  572  292
UK9 12 906 21 825  604 8 523 1 341 6 691 6 695 4
US 3

Total OECD 24 724 37 402 17 396 40 294 50 884 56 684 68 250 96
Of which: EU 15 15 562 23 894 4 886 30 590 27 469 35 460 46 599 67
Other countries10 8 494 11 078 16 098 17 920 17 974 13 546 21 493 57

Global total 33 218 48 480 33 494 58 214 68 858 70 230 89 743 153
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tion through which France Telecom shares were used as

4  respectively.

453 million, £6 429 million, £2 439 million,  £4 500 million,

Table 1. Country breakdown of global amount raised from privatisation1 (cont.)

USD million
45

01 .. Not available
– Nil or insignificant
p. Provisional

1. The amounts shown are gross proceeds from direct privatisations. These do not necessarily correspond to
are on a calendar year basis and they may not add up to published budget figures.

2. Statistics refer only to privatisations by the central government.
3. There were no federal privatisations in 1997 and 1999. Provincial data are currently not available
4. The cumulative amount for the period 1991-93 is USD 2 240 million.
5. The proceeds reported in 2000  include a USD 16.4 billion  indirect privatisation arising from a transac

payment in lieu of France Telecom's acquistion of Orange.
6. Up to 1997, information on trade sales is not available.
7. Including indirect privatisations during 1996-2000 raising  million USD 2 325;  2 018; 3 235; 5 791 and 9 24
8. Source is World  Bank.
9. Debt sales amounting to for years 1990-97 (fiscal years: £5 347 million, £7 924 million, £8 189 million, £5 

respectively.
10. For 1990-1999 the source is World Bank; 2000 data are OECD estimates.
Source: OECD privatisation database (based on national statistics),  unless otherwise indicated.
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The cooling of OECD-area activity must be seen against the background of a
hectic activity in the second half of 1990s. The drop is also attributable to the
unfavourable equity market conditions, particularly in the technology and commu-
nications sector, and a diminishing inventory of assets available for sale as privati-
sation programmes have begun to mature in many of the member countries. In
non-OECD countries privatisation proceeds have been declining since their peak
in 1997. According to preliminary estimates proceeds in 2000 were slightly below
their 1999 levels. However, within regions there were notable exceptions such as
the strength of activity in Latin America – notably in Brazil. 

During 2000, the sale of telecom sector assets continued to be a main source
of proceeds in the OECD, while transportation and energy appear to have been
the most important source of activity outside the area. 

Throughout 1990s, public offerings were the dominant method of sale in OECD
countries. In 2000, however, there were few very large transactions (which are nor-
mally carried out through public offerings), and the uncertain and volatile market
conditions meant that the importance of this method of sale was significantly dimin-
ished.2 In non-OECD countries trade sales continued to be the main method of sale.
A significant development, however, was the USD 4 billion public offering of the
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Brazilian oil and gas producer Petrobras. It was one of the most significant transactions
outside the OECD area and, in what marked a departure from the past experience in
Brazil, it was characterised by strong domestic retail participation. 

Over the past decade privatisation of state-owned enterprises has acted as a
stimulus to the development of capital markets – particularly in Europe – inter alia
by contributing to the emergence of an equity culture. Along with the launch of
EMU, it has assisted the emergence of a market for corporate control, as evi-
denced by the flurry of activity involving the former and partially state-owned
enterprises that began in 1999. Individual cases include the hostile take-over bat-
tle for Telecom Italia between Olivetti and Deutsche Telecom, TotalFina's unin-
vited bid for Elf and a three-way battle in the French banking sector. Even so, the
development of a fully competitive market for corporate control may not be as
rapid as initially foreseen,3 due in part to continued state control through partial
shareholdings and golden shares. 

The recent controversy over EdF’s (the French state-owned electricity com-
pany) acquisition of stakes in the Italian electric utility Montedison has under-
lined the sensitivities of corporate control and the concerns over the perceived
absence of a level playing field. During 2000, the issues surrounding the exercise
of golden shares and its apparent conflict with the EU provisions regarding the
non-discriminatory flow of capital continued to be a source of contention
between member governments and the European Commission. However, the
Commission itself is reportedly mulling the possibility of introducing regulations
that are observationally similar to the golden share mechanism. On the other
hand, index traders’ recent move toward the use of free float indexes4 is likely to
induce governments to dispose of more of their stakes in order to ensure an ade-
quate access to capital market for the affected companies.

The year 2001 is unlikely to bring activity back to the high levels of the late
1990s. In the OECD area, privatisation programmes are maturing in many of the
member countries. The shrinking assets of state-owned enterprises, coupled with
adverse market conditions in the technology sector, makes it unlikely that the
level of proceeds realised during the recent years can be sustained. However, de
facto privatisation through a gradual dilution of state stake-holding in partially pri-
vatised companies is expected to continue as these companies seek to expand
and tap into capital markets. Deutsche Telekom's third offering and France Telecom's
acquisition of Orange in 2000 are examples of such transactions. 

Developments in non-OECD countries, where the stock of potential privatisa-
tion candidates remains large, will have a significant impact on the 2001 proceeds.
Whether or not non-OECD privatisation is going to grow and become a source of
sustained capital market activity will depend on a number of factors. These
include the extent to which privatisation plans are followed through; the return of
© OECD 2001
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investor confidence in the emerging markets; and the continued openness of
emerging markets to foreign direct investment (the latter is by far the largest
contributor to non-OECD privatisation). 

II. Regional distribution of activities 

a) Privatisation in OECD countries

Over the past decade, OECD member countries have raised more than USD
650 billion from the sale of state-owned enterprises. Of this total, around 60% was
generated by the EU members. In 2000, OECD countries accounted for close to two
thirds of global privatisation revenues and, like in 1999, Western Europe accounted
for over two thirds of all OECD proceeds. The relative importance of Western Europe
and the EU is due to the continuation of a strong privatisation effort that has been
underway since 1992 – particularly in connection with the preparation of the launch
of the EMU. 

During the 1990s, OECD cumulative privatisation proceeds reached 3% per
cent of the area's aggregate GDP,5 the bulk of which raised in Italy, Australia,
France, Spain, Portugal and the United Kingdom. On the other hand, the impact of
privatisation on the economy was probably the largest in some of the smaller
nations -- notably countries such as Hungary and Portugal, which raised proceeds
during the last ten years to the tune of a quarter of their GDP (Figure 2).

Privatisation in selected countries 

Italy’s privatisation programme, which accelerated during the second half of
the 1990s, raised close to USD 10 billion during 2000. Over the past decade Italy’s
privatisation programme has generated nearly USD 110 billion in proceeds and
has spun off a wide range of sectors such as banking, insurance, energy, manufac-
turing, telecommunications and electricity. In June 2000, IRI – the Treasury-owned
holding company that used to own and manage a large part of the Italian stock of
state-owned enterprises, and that has been responsible for a very significant por-
tion of Italian privatisation proceeds – closed down. Prior to its unwinding, IRI
undertook further privatisation of Aeroporti di Roma, Autostrade (the highway
operator), and carried out the USD 5 billion public offering of a 45% stake in Finne-
mecanica, Italy's second largest manufacturing company (defence and information
technology). IRI’s residual assets were either liquidated or transferred to the Treasury.

Portugal’s privatisation programme has been one of the most ambitious in the
OECD area. Privatisation has included sales in sectors such as insurance, telecom-
munications, electricity, banking, manufacturing and transportation sectors. Like in
© OECD 2001
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Italy and Spain, public offerings have been a central method of sale. In 2000, Portugal’s
largest transaction was the third public offering of a 20% stake in Electricidade de
Portugal (EDP) that raised USD 1.5 billion, and which went 20 times oversub-
scribed by domestic retail customers. Another major transaction was the further
privatisation of GALP (oil and gas), where, through two separate sales, the govern-
ment reduced its stake to around 63%. Also, at the end of the year the public offer-
ing of a fifth tranche of the shares in Portugal Telecom reduced the government
stake to around 2%. The government decision to exercise its golden share in Cim-
por (cement company), in which it owns a 12.7% stake, to block a hostile take-over
bid by a smaller rival, raised some controversy. The issue resurfaced in public
debate later in the year when the government decided to create a golden share in
EDP. (Portugal is among one of the six6 EU member countries that are being taken
to court by the European Commission over the issue of the use of golden shares).

During the 1990s, France’s privatisation programme has raised close to USD
60 billion. Over this period, stakes in a range of sectors including banking, insurance,
manufacturing, telecoms and transportation , were sold. One of the notable transac-
tions in 2000 included the public offering of Thomson Multimedia (electronics). The
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sale of France’s last state-owned bank, Banque Hervet, which was scheduled to have
been undertaken in 2000, faced some delays and was finally completed early in 2001
through a sale to CCF, a French subsidiary of the British HSBC. Also worth noting is
the capital augmentation and the resulting dilution of the government stake in
France Telecom through a transaction arising from the company’s acquisition of
Orange in 2000. This transaction amounted to around USD 16.5 billion and in effect
reduced the French government stake in the company to around 55.3%. In contrast to
many other OECD and European countries, public utilities such as electricity and gas
continue to remain largely under state-ownership, and there are no current plans to
sell assets in these sectors.

Germany’s privatisation activity was robust in 2001; it included sales such as a
third offering of Deutsche Telekom (DT) shares and the floatation of Deutsche
Post, as well as the trade sale of Deutsche Bahn Housing.7 Germany’s largest IPO
was the USD 5.5 billion floatation of a 15% stake in Deutsche Post, which was the
first ever pan-European initial public offering. Despite unfavourable market condi-
tions, the offering met strong demand from foreign pension funds and other insti-
tutional investors. Germany's other significant transaction was the USD 14 billion
secondary offering of DT shares, which became Europe’s largest-ever equity offer-
ing. A sale of additional shares was carried out by KfW, the state-owned bank,
which effectively reduced the government stake to around 57%. Also worth noting
is the USD 3.4 billion trade sale of the Deutsche Bahn Housing (a housing company
catering for state railway workers) to a consortium. Germany's banking sector con-
tinues to have a substantial local government-ownership. The publicly-owned
regional banks (Landesbanken), which are accused of providing low cost financing
to the local governments as well as private corporations, have recently been the
subject of scrutiny by the European Commission. 

Poland has generally taken a more cautious approach to privatisation than
other recent members of the OECD. The Treasury remains the biggest shareholder
in the country, but the pace of privatisation has picked up sharply in the recent
years. In 2000, the sale of state-owned enterprises in sectors such as telecommuni-
cation and oil and gas raised around USD 6 billion, surpassing Poland's previous
high of USD 3 billion in 1999. The most notable transaction was the USD 4 billion
trade sale of shares in the telecom company TPSA to France Telecom, which
reduced the government stake to about 35%. Other notable sales include the inter-
national secondary offering of around 25% of PKN Orlen (an oil refining and petro-
chemical company), which netted more than USD 500 billion. Over the past
decade, Poland has privatised close to USD 18 billion worth of state-owned enter-
prises. The number of state-owned banks has been shrinking rapidly following a
major privatisation effort in 1998 and 1999, however the task ahead involves priva-
tisation of public utility companies (electricity, gas and water supply), as well as
© OECD 2001
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companies involved in coal mining. The latter may be very politically sensitive,
whereas efforts in the utilities area appear to be under preparation. 

In the Nordic countries, sales of telecom company stakes dominated the priva-
tisation activities of 2000. The USD 7 billion initial public offering of shares in Telia,
the Swedish telecommunication company, was the largest ever in the Nordic
region. The offering, which reduced government’s stake to around 70%, involved
more than one million domestic investors. The sale came after Telia’s failed plans
for merging with Telenor, the Norwegian telecom company, in 1999. In Norway the
initial public offering of a 20% stake in Telenor took place at the end of the year, at
which time the worsening of market conditions for telecom stocks made the pro-
ceeds come it somewhat below expectations. The Finnish government’s sale of a
small stake in Sonera (telecom) reduced the government stake in the company to
53%. A recent development has been parliament’s relaxation of state-ownership
requirements, whereby the government was previously required to retain a mini-
mum stake of about 34% in privatised companies. This should pave the way for the
sale of the remaining government stakes in the future.

During the second half of the 1990s, revenues from the sale of assets by the
federal and state governments in Australia averaged USD 11 billion a year, making
Australia's one of the most active privatisation programmes in the OECD. Privatisa-
tion in Australia has fundamentally affected a broad range of sectors, including
banking, manufacturing, electric power, telecommunication and oil and gas. In
2000, where proceeds were well below those of the previous years, privatisation
activities included the public offering of AlintaGas (energy) by the West Australian
government and trade sales in the power sector. 

Among the Asian OECD members, privatisation continued with Japan’s secondary
offering of a 6.6% stake in NTT, which raised close to USD 11 billion8 and thus was
the second largest telecom offer in 2000. However, due to market conditions this
sixth offering of NTT shares were not as successful, and, unlike the previous
tranche, it was only 1.5 times subscribed. 

Korea’s privatisation programme was slowed down in 2000 due to delays. The
public offering of a 6.8% stake in Posco (Iron and steel) raised around USD 500 mil-
lion and was initially postponed due to concerns over low overseas prices.9 These
latter were considered too low considering the company’s performance. Another
major sale in 2000 was the USD 700 million trade sale of district heating power
plants. The sale of Kepco (electric power) was postponed as a result of slow
progress with the passage of the necessary legislation. Parliament finally approved
the revised laws in December 2000, and the privatisation of Kepco’s generating
business, which has now been restructured into six companies, is expected to be
carried out in 2002 through public offerings. 
© OECD 2001
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b) Privatisation in non-OECD countries

Privatisation activity outside the OECD area remained very subdued in 1999,
despite the fact that the effects of the 1998 financial crises had largely waned and
economic recovery was well under way in many of the countries. Preliminary esti-
mates for 2000 suggest that privatisation activity was actually a bit below the level
of 1999. However, in a notable change over 1999 the performance of Latin America
was strong, thanks to the size of Brazilian privatisation sales. In 2000, public offer-
ings of 16% of the shares in Petrobras (oil) dominated Brazilian equity offerings
and raised USD 4 billion. This was the largest-ever equity offering in the country,
and it was further remarkable in that the government targeted domestic retail
investors through incentives and the use of publicity campaigns. Around 40% of
the offer was sold to domestic investors, the majority of whom were first time buy-
ers. This marks a significant departure from a past pattern of trade sales in
non-OECD countries. The second-largest transaction in Latin America was also in
Brazil. The Spanish bank BSCH acquired 30% of Banespa’s share capital through a
trade sale that raised USD 3.7 billion, several times over the expected proceeds.

The financial crisis in East Asia resulted in governments assuming ownership of
many banks, and it was previously expected that efforts to restructure and sell
these assets would lead to major privatisation activity in the region. This scenario
failed to materialise in 2000. In Indonesia, political unrest and domestic economic
conditions meant that a SOE reform programme could not be launched in 2000.
The privatisation programme of Thailand has likewise been delayed, although one
notable sale did take place. The public offering of a 40% stake in Ratchaburi
Electricity Generating Holding Company became Thailand’s largest IPO of the last
few years. 

China’s Unicom (telecoms) went through an IPO of a 20% stake, which raised
nearly USD 5 billion, and was seen as a major boost to China’s privatisation pro-
gramme. Other major sales included the USD 3.5 sale of Sinopec (oil and gas) and
the USD 2.9 billion Petrochina offerings. China is expected to become a key source
of privatisation activity as its programme of partial floatation of large state-owned
enterprises gains momentum. However, some analysts have argued that Chinese
capital markets will be hard tested to absorb the stock on offer if current restric-
tions on the participation of foreign investors are not eased and if transparency
and corporate governance do not substantially improve.

In Chinese Taipei the public offering of the telecom company (Chunghwa Telecom)
had a very poor performance. Unfavourable market conditions coupled with the
company’s internal problems meant that the sale succeeded in disposing of
around 5% of the stakes, approximately half of what was on offer. The company is
expected to launch an ADR offer during 2001. 
© OECD 2001
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Other major transactions included the USD 1 billion trade sale of Russia’s
Onako (oil and gas company), the USD 160 million public offering of the Lithuanian
telecom company, and trade sales in the banking sectors of Bulgaria ($316 million
sale of Bulbank) and Croatia (PBZ, $300 million). 

III. Privatisation activity in different sectors

Assets in the highly competitive sectors of the economy such as manufactur-
ing, and banking are usually the first to be sold, whereas the sectors less directly
exposed to competition, including utilities and infrastructure, are generally sold
during the later stages of the privatisation programme. The latter type of assets
involves more complex restructuring and requires the establishment of the proper
regulatory frameworks at the time of sale. Through appropriate sequencing of sales
governments develop experience and build credibility for the privatisation
programme. 

Over the last decade telecommunication sales have been the largest source of
privatisation revenues in the OECD countries (Figure 3), accounting for about one
third of all proceeds raised since 1990. By the end of the decade, the majority of
telecom companies within the OECD area had been transferred to the private sector,
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or at least partially privatised. The sheer size of the companies involved, coupled
with the potential for strong demand growth have been responsible for the popu-
larity of telecom assets and their ability to generate proceeds. The frequency of
transactions in this sector is due, in part, to rapid market liberalisation, and rapid
technological change that have created the need for additional investment. Com-
panies need to access global financial markets in order to be able to compete in a
very dynamic environment  It should be noted that the present article does not
include the figures reported as revenues from the sale of third generation mobile
phone licences by European governments in 2000.10 However, if these revenues
were included, the contribution of the telecom sector to total privatisation pro-
ceeds would be even more staggering.  

In 2000, the telecom sector continued to dominate OECD privatisation. The
activity included sales such as the third offering of Deutsche Telekom in Germany,
the sixth NTT offering in Japan, Telia in Sweden, Telenor in Norway, Sonera in Finland,
Telekom Austria, Portugal Telecom and Poland’s trade sale of TPSA. Outside the
OECD area, telecom sales included the public offering of China's Unicom, Chinese
Taipei’s Chunghwa Telecom and Lithuania’s Telecom company. However, in com-
parison to the year before, the conditions for telecom offerings deteriorated as the
technology segments of equity markets became more volatile and unpredictable.
This was illustrated by a less-than enthusiastic reception of offerings that came to
the market during the latter half of the year, as was the case with Telenor. 

Beyond the actual act of selling government assets, one of the most significant
observations in connection with telecom privatisation in recent years is that priva-
tised and partially privatised enterprises usually engage in a flurry of capital mar-
ket activities. Such companies have been busy entering alliances, and they have
been active in the acquisition of stakes in other privatised and partially privatised
firms. For example, in 2000 France Telecom was involved in the acquisition of
TPSA’s (Polish telecom company) shares, and in 1999 the hostile take-over contest
raged in Italy between Olivetti and Deutsche Telekom over the recently privatised
Telecom Italia.

In the energy sector proceeds from the sale of electricity companies were
weaker than in 1999, and marked by the absence of large deals such as the initial
public offering of ENEL of Italy, which dominated the sector in 1999. The most sig-
nificant transaction was the sale of additional stakes in Portugal’s EDP, as well as
the trade sale of a number of power companies in Australia, the largest of which
was the sale of ElectraNet by the South Australian government. 

During 2000, the oil and gas sector showed a strong performance, inter alia
underpinned by sales in Turkey, such as the USD 2 billion public offering of stakes
in Petrol Ofisi, the country’s largest chain of petrol stations11 and of Turpas which
raised around USD 1 billion. Other cases include Portugal’s sale of additional
© OECD 2001
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stakes in GALP (the oil and gas company), Poland’s PKN Orlen, Hellenic Petroleum
in Greece, as well as Australia’s AlintaGas. Outside the OECD area, the energy sec-
tor appears to have accounted for the bulk of privatisation proceeds according to
preliminary estimates (Figure 4), with Brazil, China and Russia raising substantial
amounts from sales in the oil and gas sector. Over the past decade, manufacturing,
telecom and utilities have held a broadly equal share of the proceeds in non-OECD
countries (Figure 5). 

Sale of assets in the transportation sector were significant in 2000, in both OECD
and non-OECD countries. The privatisation of airlines and airports constituted a
major source of revenues, predominantly by means of trade sales. In Europe,
Sabena (Belgian airlines) and TAP-Air Portugal were sold. Airport sales included a
stake in Aeroporti di Roma and Hamburg’s airport. In Mexico the USD 350 million
public offering of the government’s 85% stake in the airport group Asur marked a
new approach to privatisation of airports by departing from the previous strategy
of relying on trade sales. This transaction marked the second stage in the privatisa-
tion of the airport group, which began in 1998 with a 15% trade sale.
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IV. Structure of privatisation and their impact on capital markets
and corporate governance

a) Methods of sale

Governments’ choice of privatisation methods depends on policy priorities
such as the magnitude of proceeds, transparency of the privatisation process, pro-
motion of better corporate governance, access to markets and know-how, develop-
ment of capital markets and the pervasiveness of share ownership. Other factors
relate to the size of the enterprise in question and the absorptive capacity of
domestic capital markets. 

In the OECD member countries, public offerings of shares in the stock market
have been the predominant method of privatisation (Figure 6). In the 1990s, public
offerings on average accounted for close to two thirds of all privatisation proceeds.
However, adverse equity market conditions in 2000 coupled with the composition
of the assets on offer led to a significant decline in the share of public offerings.

In marked contrast to the OECD countries, public offerings have typically
accounted for only a small proportion of non-OECD privatisation proceeds
(Figure 7). After peaking in 1997, the relative importance of public offerings
dropped further, and it has yet to recover. Preliminary estimates for 2000 suggest
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that this pattern has continued. However, as noted earlier in this article, a signifi-
cant development in 2000 was the public offering of Petrobras. The importance of
this offering is highlighted by its size for a non-OECD sale, and its likely contribu-
tion to the development of the capital market and equity culture in Brazil. 

Some governments have adopted a combined approach as a means of realis-
ing the benefits associated with both methods of sale. In some cases a significant
portion of a privatised company has been sold through trade sales to a core group
of shareholders, while the remaining segment has been sold through a public
offering of shares. In some cases a portion of shares has been dedicated for sale to
the employees of the privatised companies. Through this approach governments
have sought to realise the benefits of both models, among which the promotion of
a shareholder culture and ensuring a strong governance by obtaining owners that
have strong links with the enterprise. Last year, the sale of AlintaGas (Australia)
was based on a cornerstone sale by trade sale, which was followed by a public
offering of the majority stake in company. Also by offering incentives or placing
restrictions on the sale of shares, governments have sought to ensure a strong and
stable management during the early years after the sale. Privatisation in France
has often been based on this model, and Italy has used a similar approach. 

The “mixed” method, however, has its drawbacks. Minority investors have
often complained that they are trapped in companies that have become part of a
consolidated group, which pays little attention to the revenue maximisation of its
constituent parts. Such problems may in the past have occurred in Brazil as well as
in Poland and the Czech Republic. It should be noted, though, that the quality of
the corporate governance environment in place plays an important role in this
respect, and as a result countries with higher standards of corporate governance
are less prone to such problems.

b) The profile of buyers

In recent years, retail investors' contribution to privatisation proceeds has
been declining, and in 2000 the decline continued at an even faster pace. While
the recent weakness can probably be attributed to the volatile market conditions,
the long-run erosion of the share of retail buyers seems at odds with a general
growth in the share ownership by households. Most likely, this reflects the institu-
tionalisation of investment in the OECD area, and the growth of financial interme-
diaries in emerging markets.

Public offerings in the OECD area have typically targeted retail investors.
There are two apparent reasons behind this policy: 1) governments have sought to
promote a share holding culture; and 2) strong retail demand fuels competition
among institutional investors who need to meet the requirements of certain indices.
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This enables governments to achieve the higher end of the price range and realise
larger proceeds. 

Notwithstanding the stock market weaknesses of 2000, many of the transac-
tions continued to benefit from retail support. For example, the pan-European IPO
of Deutsche Post was 8 times oversubscribed (two thirds of the shares went to German
residents). Portugal’s secondary offering of EDP was 20 times oversubscribed. Swe-
den's Telia offering was four times oversubscribed, with 23 per cent of the shares
sold to retail investors (the investors included 11% of the population), and prices
were close to the higher end of the indicative range. Italy's Finmeccanica saw 76%
of the shares going to Italian retail investors with the remaining 24 % going to Italian
and foreign institutions. By contrast, the sixth tranche of NTT, which came on the
market later in the year was only 1.5 times oversubscribed – while the fifth offering
by the same company in 1999 went 8 times oversubscribed. 

Among the non-OECD countries, the successful offering of Petrobras specifi-
cally targeted retail domestic buyers through significant discounts and publicity
campaigns. 40% of the shares were bought by domestic investors, and 82% of the
domestic investors were first time buyers. 

Even as institutional investors12 have been growing in importance over the
past two decades, their share of privatisation proceeds dropped in 2000. Foreign
buyers of privatised assets have gradually reduced their participation in public
offerings, and the overwhelming majority of such offerings is now purchased by
domestic investors. This shift is consistent with the trend in the development of
the domestic capital markets and institutional investors in OECD countries, and
their increased capacity to absorb privatisation offerings at in the primary market.
A preference at that level also reflects political sensitivities as well as the possibil-
ities for secondary buying by foreign investors. The overwhelming majority of buy-
ers in trade sales, on the other hand, in 2000 were non-residents. This reflects the
increasing importance of cross-border alliances and corporate linkups. 

c) Capital market impact

Over the past decade privatisation has contributed to the broadening and
deepening of capital markets in the OECD – particularly in Europe, where, as
already mentioned, the overwhelming majority of privatisation proceeds have
been raised through public offerings. During this period, the number of privatisa-
tion-related equity issues has increased, but their share of the total equity issu-
ance has dropped. This underlines the growing importance of capital market as a
primary source of corporate finance in many OECD countries. Privatisation issues
are typically very large, and privatised companies are among the largest enter-
prises in the market accounting for a significant share of the capitalisation of
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national stock markets. For example, privatised companies in Italy, Spain and
Portugal account for more than half of the total market capitalisation.

While establishing a direct cause and effect link between privatisation and
capital market development is not easy, privatisation appears to be one of the key
factors contributing to the growth of equity markets and the spread of share owner-
ship in countries without a traditional reliance on retail investors.13 This has been
particularly evident in the members of EMU. One of the most striking examples is
Portugal, where market capitalisation has increased five times over the last 5 years
alone. 

Privatisation of state-owned enterprises has also been one of the most impor-
tant channels for improving corporate governance. It has directly influenced the
way companies are managed, especially as new ownership structures have
exposed previously state-owned enterprises to the risk of bankruptcy and made
them potential targets for hostile take-overs. At the same time, the growing impor-
tance of institutional investors has also had profound implications for the corpo-
rate governance of the privatised companies. On one hand this class of investors
have a mandate to satisfy certain criteria and to ensure competitive returns on
their investments for the benefit of their beneficiaries. On the other hand as their
investments are largely index based, they are committed to long term ownership
of the larger companies (often privatised ones). Therefore, they are key agents of
change forcing the companies to meet higher transparency and corporate gover-
nance standards.

A final point relates to the stock market listing of enterprises with a significant
residual government ownership. A recent tendency on the part of investors to
switch toward free-float indexes could considerably impact on the pricing of par-
tially privatised enterprises’ equity in many OECD countries. Global and local
institutional investors following indexes will need to re-adjust their exposures.
This means that governments may need to dispose of more shares in order to
maintain adequate levels of capital market access for the affected companies.

V. Outlook and emerging trends 

Deceleration of privatisation activity in OECD Member countries is expected to
continue as privatisation programmes mature and the inventory of privatisation can-
didates shrinks. Within OECD, the stock of privatisation candidates has declined sig-
nificantly, and governments are left with assets that are more difficult to sell – in
terms of regulatory and contracting requirements, as well as public support for such
sales in each country. As noted above, there are activities that require a larger
degree of regulatory oversight and there is a preference for retention of state owner-
ship and accountability. Political sensitivities as well as adverse market conditions
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could further reduce the prospects of important privatisation activity. For example in
France plans for the partial privatisation of Gaz de France have been put on hold.

Over the next year, possible sales may include Italy’s offering of residual
stakes in ENEL (electricity) and ENI. Ireland may be selling a further 30 to 40%
stake in Eircom (telecom), which could raise an estimated USD 750 million. Belgium
may be seeking to further reduce the government’s stake in the telecom firm
Belgacom, the privatisation of which began with the sale of a controlling stake to a
consortium in 1995. Other possible sales in Belgium may include the sale of the
Brussels National Airport. In Korea the government is planning to sell additional
stakes in Korea Telecom over the coming year through an American Depository
Receipt (ADR) issue worth about USD 2.5 billion. 

In Spain the international share offering of Iberia, Spain’s flag carrier airline
was completed in the first half of 2001. This represented the sale of SEPI’s remain-
ing stake in Iberia and was the last phase of the privatisation of the company that
had begun in 1999, and whose further privatisation was delayed in 2000 due to
adverse economic conditions. 

Turkey's privatisation efforts are expected to continue in earnest, as a result of
the recent financial crisis and the latest agreement with IMF, which makes an ambi-
tious privatisation programme one of its centrepieces. The necessary legislation
for privatisation of Turk telecom has been adopted paving the way for this transac-
tion in the course of 2001. Initial plans for sale of Turk Telecom in 2000 envisaged a
disposal of a 20% stake in the company. This failed to generate investor interest.
There are indications that larger shares would be privatised if necessary, but the
stake available to foreign strategic investors will be set at less than 50%. 

In Norway the parliament's approval of the sale of up to 33% of Statoil, the wholly
state-owned oil and gas company, has paved the way for the partial privatisation of the
company in 2001. A public offering of anywhere between 10 and 25% is scheduled for
the summer of 2001, with the possibility of the rest being sold to a strategic partner.
This major revamping of the sector is largely due to the need to attract capital.

The overall strength of privatisation in 2001 will largely be determined by the
activity in the non-OECD area, where the inventory of SOEs remains fairly large.
For example, the initial public offering of China National Offshore Oil Corporation
(CNOOC) is expected to generate USD 1.5 billion.

India is planning to sell a 40% stake in Air India, and a 26% stake in Indian Airlines.
Sales of additional stakes in Chunghwa Telecom is planned for this year through
the use of ADRs, and could raise USD 3.3 billion. In Indonesia, the government is
planning equity offerings in a group of 8 companies and the programme is
expected to generate around USD 690 million in 2001. In Thailand, the government
has pledged its commitment to reform, and a new state enterprise management
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law and a privatisation framework is expected to be put in place this year. The
government is also proceeding with capital market reforms, which is expected to
further enhance prospects for privatisation over the medium term. 

In other regions, planned privatisation include the sale of Bulgaria’s Biochim
bank and sales of oil and gas as well as banking assets in Romania. In Africa, the
planned sale of the South African telecom company is expected to go ahead in 2001. 

Drawing the lessons

In conclusion, some of the predominant trends in privatisation in OECD coun-
tries are the following:

● The relative importance of secondary offerings and disposal of residual
shares will continue to increase as the stock of wholly state-owned enter-
prises declines. This is already evident in the offerings of the year 2000,
which included sales such as Deutsche Telecom, NTT, Sonera, and Portugal
Telecom, Telekom Austria, and EDP of Portugal.

● In recent years, market liberalisation, privatisation and the launch EMU
have fuelled merger and acquisition (M&A) activity in Europe, as compa-
nies strive to increase efficiency and become globally competitive. Many
former and partially state-owned enterprises have been involved in these
activities both domestically and internationally, especially in sectors such
as banking, telecom and energy. Against the background of intensifying
M&A activity and the emergence of a market for corporate control, contin-
ued state control through residual and golden shares has become a bone of
contention among the EU member states and vis-à-vis the European Com-
mission.14 At issue is EC’s concern with the free movement of capital in a
single market, which is seen as being violated by governments’ efforts to
discourage selected M&A transactions. The debate over the use of golden
shares has led to a discussion over the possibility of introducing EU-level
regulation to address government concerns over the control of the priva-
tised companies. Another important concern is the activities of companies
that are still state-owned. Political sensitivities have occasionally surfaced
over this, as has concerns about the absence of level playing field. The lat-
ter was highlighted by the recent tensions arising when a state-owned
French utility acquired a 20% stake in Italy's Montedison. 

● Public-private partnerships15 will probably increase in importance. This
seems the likely outcome of an environment where the stock of assets
that lend themselves to conventional methods of privatisation dimin-
ishes,16 while the emphasis on public sector investment and efficiency
remains strong. 
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● The tendency toward privatisation activity at the sub-national public sector
level is expected to continue and become an important source of privatisa-
tion proceeds. In 2000, the continuation of this trend was underlined by
transactions such as the trade sale of locally owned electricity and gas dis-
tribution companies in the Netherlands, as well as sales of municipal gov-
ernment-owned utilities in Italy.
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Notes

1. During 2000, the auction of third generation mobile phone licences generated around
USD 90 billion in sale proceeds in countries across Europe, which if included in privatisation
proceeds would in fact make 2000 another record year. However, such transactions fall outside
our definition of privatisation and therefore not included in the analysis.

2. Due to data reporting several large transactions involving public offerings are not captured in
Table 1 and the data presented in this article. Once the volumes represented by such transactions
are taken into consideration, public offerings continue to be a dominant method of sale in
OECD countries, however, at a much-reduced level compared to 1999.

3. This has been demonstrated by the recent difficulties in the development of a common
EU level take-over code, and continuation of state stake holdings.

4. For example Morgan Stanley Capital International (MSCI) indices is moving towards a free
float adjustment, whereby shares held by strategic groups such as governments, corporations,
controlling shareholders and management as well as shares subject to foreign ownership res-
trictions are excluded.

5. This is relative to the average GDP of the same period.

6. The other countries are Italy, Spain, UK, France and Belgium (see below).

7. These represent indirect transactions in which proceeds flowed to the company (or other
entities) rather than the government, and due to reporting methodology they are not included in
Table 1.

8. Due to reporting this figure is not included in Table 1.

9. As most of Korea’s privatisation offerings have been through ADRs rather than domestic issues.

10. These amounted to approximately USD 90 billion.

11. This was the second attempt at privatisation after an earlier sale was overturned.

12. Institutional investors include pension funds, investment funds and insurance companies.

13. For a discussion of this see Maria Boutchkova and William L. Megginson , in “ Privatisation
and the Rise of Global Capital Markets” in Financial Management, December 2000.

14. In recent years, the European Commission has criticised the use of golden shares and six
member countries (United Kingdom, Spain, Portugal, Italy, France and Belgium) have been taken
to court over the use of such shares. 
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15. Typically such partnerships involve the retention of some key assets while ensuring that these
assets become more productive through the use of private sector inputs. Through PPPs, the
design, planning, financing, construction and management (or a combination of these) of infras-
tructure projects or services are privatised. Through these arrangements the risks and benefits
are shared and governments are able to shift expenditure from capital spending now to future
current spending.

16. For example assets in the social sector, or where public interest requires greater regulation
and preference for retention of public ownership and accountability.
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